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Market Participation and Economic Capital

Abstract The market economy supports human wellbeing. This chapter offers 
evidence for this observation, while recognising that markets need rules, cus-
toms and institutions to work well. A key market institution is the firm, which 
combines different types of capital to maintain specialist capabilities for sup-
plying goods and services valued by their customers. This expands the potential 
for wellbeing, but a large number of jobs pay less than the real living wage, 
with a strong gender bias, which diminishes wellbeing. The chapter analyses 
economic capital, comprised of physical capital and financial capital. Growth 
in economic capital has increased material living standards for billions of peo-
ple, but recent economic development is also associated with cumulative envi-
ronmental damage, episodes of financial instability and greater concentration 
of wealth.

Keywords Economic capital • Market strength • Capability theory of the firm 
• Unemployment • Living wage

To lead valued lives, people must access goods and services for meeting basic 
needs, and then for pursuing other goals (Maslow 1943, 1954). There are moral 
limits to the use of markets for this purpose (Sandel 2012), and the following 
two chapters will analyse other important cases of market failure. Nevertheless, 
goods and services necessary for wellbeing are often supplied by firms that 
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operate in markets for inputs and outputs. Participation in the market econ-
omy therefore enhances capabilities for wellbeing beyond what persons could 
achieve through social networks alone.

The chapter begins by analysing four features of competitive markets that 
make this possible: specialised production, rewards for creating new value, 
decentralised decision-making and Pareto efficient outcomes. The potential is 
not always realised, however, and so the chapter also pays attention to how mar-
kets need well-designed rules, customs and institutions to work well.

The chapter then analyses a key institution in every market economy: the 
firm. Firms develop specialised capabilities for supplying valued goods and ser-
vices, and provide access to the market economy by offering people opportuni-
ties for paid employment. Both roles support wellbeing.

Economic capital is a term used to cover physical capital (such as buildings 
and machinery) and financial capital (such as shares and bonds). Growth in 
these assets can promote wellbeing, but with important policy issues analysed in 
the third section of the chapter. The Global Financial Crisis in 2007–2008, for 
example, had a sharp impact on physical capital investment and exposed vulner-
abilities in the global architecture for financial capital (Crotty 2009). Piketty 
(2013) has documented how capital accumulation can concentrate financial 
wealth and increase economic inequality.

The chapter finishes with a brief summary. It accepts the potential of the 
market economy and of economic capital for expanding the capabilities of per-
sons to lead valued lives, but argues there is more to understand about how to 
harness the benefits of these institutions for wellbeing.

 Markets and Wellbeing

John McMillan (2002) showed how markets have emerged in human history 
wherever there were enough people for their operation and no political or 
military forces acting to suppress them. This is itself evidence that markets can 
be useful for wellbeing, but McMillan recognises a crucial caveat (idem, 
pp. 13–14):

Markets, then, are the most potent antipoverty engine there is – but only where 
they work well. The caveat is crucial. … Left to themselves, markets can fail. To 
deliver their full benefits, they need support from a set of rules, customs, and insti-
tutions. They cannot operate efficiently in a vacuum.
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Based on that insight, Proposition 13 recognises the potential of markets for 
contributing to enhanced wellbeing, while acknowledging that achievement of 
this potential requires a well-designed institutional structure.

Proposition 13 Persons can enhance wellbeing by participating as sellers and as 
buyers in the market economy; but markets need rules, customs and institutions 
to work well.

This does not mean all possible market transactions are morally or socially 
acceptable. Human trafficking and exploitative child labour, for example, are 
universally rejected, as codified in international agreements such as the 2003 
Protocol to Prevent, Suppress and Punish Trafficking in Persons, especially 
Women and Children and the 1990 Convention on the Rights of the Child. 
There is also a strong public consensus that access to life-changing services such 
as housing, education and health should not be restricted by a person’s low mar-
ket income.

Within limits such as these, four features help explain the potential of mar-
kets for contributing to enhanced wellbeing. First, a key insight in Smith’s 
(1776) Wealth of Nations was its recognition that a market economy allows pro-
ducers to specialise in their range of outputs and in their production. This is 
feasible because producers can rely on markets to buy inputs and sell outputs. 
Smith’s opening chapter introduced this feature using the example of pins man-
ufacture (Smith 1776, Volume 1, p. 8):

One man draws out the wire, another straightens it, a third cuts it, a fourth points 
it, a fifth grinds it at the top for receiving the head; to make the head requires two 
or three distinct operations; to put it on is a peculiar business, to whiten the pins is 
another; it is even a trade by itself to put them into the paper; and the important 
business of making a pin is, in this manner, divided into about eighteen distinct 
operations…

Smith estimated that in his time, ten workers could make upwards of 48,000 
pins a day, whereas not more than 200 were possible without this division of 
labour. Thus, specialisation can greatly increase the productivity of workers 
(measured as the value of their output per hour of work), which is an important 
driver of higher material living standards.1

Second, the market economy rewards successful developments of new ways 
to deliver value to consumers. This was explained by Joseph Schumpeter (1943) 
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in his influential book Capitalism, Socialism and Democracy. Emphasising ben-
efits from the “creative destruction” of capitalism, Schumpeter explained how 
market dynamism is driven by the innovation of entrepreneurs (idem, p. 83):

The fundamental impulse that sets and keeps the capitalist engine in motion comes 
from the new consumers’ goods, the new methods of production or transportation, 
the new markets, the new forms of industrial organization that capitalist enterprise 
creates.

Third, the market supports decentralised decision-making that is able to 
respond to economic shocks such as discoveries of new technologies or changes 
in consumer preferences. In competitive markets, these shocks result in relative 
price adjustments, which cause producers and consumers to shift resources to 
where they have become more highly valued, in a way that no central planner 
could hope to achieve. This feature was emphasised by Friedrich Hayek (1945, 
p. 520):

The marvel is that in a case like that of a scarcity of one raw material, without an 
order being issued, without more than perhaps a handful of people knowing the 
cause, tens of thousands of people whose identity could not be ascertained by 
months of investigation, are made to use the material or its products more spar-
ingly; i.e., they move in the right direction.

Fourth, the First Fundamental Theorem of Welfare Economics, introduced 
by economists including Nobel Laureates Ken Arrow (1951) and Gérard Debreu 
(1959), demonstrates that a system of perfectly competitive markets, involving 
private goods with no externalities (so that private costs equal social costs), pro-
duces an outcome where no one’s preference satisfaction can be increased with-
out reducing the satisfaction of someone else. This property is termed Pareto 
efficiency (Pareto 1906; Hicks 1939). It prevails because the price in a competi-
tive market equals the cost to society of producing one more unit of the traded 
item (its marginal cost) and equals the amount consumers are willing to pay for 
that extra unit (its marginal benefit).

Thus, a consumer choosing to pay the market price of an item is forced to 
recognise the marginal benefit of that item to other consumers and the marginal 
cost of supplying a replacement. Similarly, producers are forced to recognise in 
their decision-making the marginal costs of other producers and the marginal 
benefits to all consumers.
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These features make competitive markets a potentially powerful mechanism 
for supplying goods and services needed to enhance wellbeing. Specialisation 
allows greater value to be delivered to diverse customers. Firms pay the marginal 
cost of each input and create outputs for which consumers are willing to pay more 
than the total cost of their production. There are incentives for successful innova-
tion. The economic outcome is efficient in the sense that no one’s preferences can 
be further satisfied without diminishing the satisfaction of someone else.

This potential is not always realised for all consumers. Market outcomes 
depend on the distribution of resources among households. This is because 
purchasing power is the principal factor determining access to market goods 
and services, and so resources flow towards high-wealth households, while 
low-wealth persons are vulnerable to exploitation by those holding greater 
market power. Consequently, it is reasonable for citizens to be concerned 
about poverty and income inequality in the market economy (Rawls 1971; 
Sen 2009) and for public policy to be designed so that all persons can access 
housing, health and education services independently of their household 
income (see Chap. 7).

Further, markets often fail to meet the strict requirements for the theories of 
perfect competition to apply. Market transactions may involve externalities or 
the traded item may be an economic public good (see Chaps. 6 and 7). There 
may be only one seller (monopoly) or one buyer (monopsony). If there are few 
buyers or sellers, the market may produce outcomes considered unjust without 
countervailing power on the other side (Galbraith 1952). Sellers may use cus-
tomer loyalty to take advantage of an inefficient market structure known as 
monopolistic competition (Robinson 1933; Chamberlin 1933). Consumers 
may be unable to judge the quality of a potential purchase, unsure whether to 
trust supplier claims about product safety or professional expertise (Darby and 
Karni 1973; Caswell and Mojduszka 1996).

Hence, there is room for good public policy to restrict anti- competitive 
behaviour in established markets. The UK regulatory regime for promoting 
competition, for example, has four main elements (Seely 2016, p. 12): investi-
gating markets that might be working poorly for consumers; controlling mergers 
that might be anti-competitive; enforcing prohibitions against anti-competitive 
business agreements, price fixing and other abuses of market strength; and gener-
ally advocating for the benefits of competition. The emergence of new technolo-
gies supporting on-line markets has created new challenges for competition 
policy (see the analysis of Google, Facebook, Amazon and eBay by Haucap and 
Heimeshoff 2013).

 Market Participation and Economic Capital 

https://doi.org/10.1007/978-3-319-93194-4_7
https://doi.org/10.1007/978-3-319-93194-4_6
https://doi.org/10.1007/978-3-319-93194-4_7


94 

 Firms and Capabilities

Firms are a key institution in any market economy. At the beginning of 2016, 
there were 5.5 million private sector businesses in the United Kingdom (Rhodes 
2016, p. 5). Of these, 4.2 million were operated by sole proprietors with no 
employees. This section focuses on the other 1.3 million private sector busi-
nesses with at least one employee, which we call firms. The vast majority of firms 
employed fewer than ten people, but 40 per cent of total employment in all 
firms was accounted for by 7000 large businesses with at least 250 employees 
(ibid).

An important question posed initially by Ronald Coase (1937, p.  390) is 
“why a firm emerges at all in a specialised exchange economy”. Given the 
strengths of market transactions discussed in the previous section, why are any 
economic activities managed within firms, rather than all persons being self-
employed and all transactions being organised through markets?

Coase’s insight was that market trades have their own transaction costs, includ-
ing the cost of time needed to discover relevant market prices, negotiate separate 
contracts, and make allowances for contingencies and risks. Under some cir-
cumstances, these transaction costs are avoided “when the direction of resources 
is dependent on an entrepreneur” within a firm (idem, p. 393).

Coase’s explanation has been developed further, including by Nobel Laureates 
Oliver Williamson (2010) and Oliver Hart (2017). This research has highlighted 
other factors giving rise to firms. A firm is better able to invest in assets specifi-
cally designed for its chosen outputs, for example, and a firm might reduce the 
unit costs of production as the scale of its activity increases.

Building on that tradition, David Teece (1982) has created a capability the-
ory of the firm.2 This conceptualises a firm as an ongoing institution that sus-
tains two types of capabilities: operational capabilities, necessary for supplying to 
market the firm’s chosen outputs; and dynamic capabilities, driving entrepre-
neurial innovation within the firm (see also Teece et al. 1997). Dynamic capa-
bilities are the more important, reflecting the crucial function of senior 
management to identify and exploit opportunities (Teece 2017a, p. 698):

For applied purposes, dynamic capabilities can usefully be broken down into three 
primary clusters of activities: (1) identification, development, co-development and 
assessment of technological opportunities in relationship to customer needs (sens-
ing); (2) mobilization of resources to address needs and opportunities, and to cap-
ture value from doing so (seizing); and (3) continued renewal (transforming).
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The emphasis on technology opportunities in relationship to customer needs 
is consistent with this book’s understanding of knowledge capital as an essential 
input into production systems (see Chap. 7). Knowledge capital includes intel-
lectual property, customer relationship management systems and other intangi-
ble assets based on specialised knowledge. This form of capital is particularly 
valuable because “knowledge, capabilities and other intangibles are not only 
scarce; they are often difficult to imitate” (Teece 2017a, p. 699).

All capital types considered in this book are important for a market firm. 
Consider a high street retail business. It leases a fitted-out store (economic capi-
tal) and employs skilled staff (human capital). It develops internal norms for 
daily operations (cultural capital) and maintains good relations with other busi-
nesses and people (social capital). It operates a sophisticated customer relation-
ship management system and protects a distinctive brand (knowledge capital). 
Its logistics, energy and waste disposal systems use environmental resources 
(natural capital). Its supply chain relies on contracts and trusted relationships 
with partners around the globe (diplomatic capital).

Combining these capitals allows a firm to build its capability for quality 
goods and services that customers come to understand and trust. Proposition 14 
therefore draws on the capability theory of the firm to provide a definition that 
fits the wellbeing economics framework.

Proposition 14 Firms operating in the market economy can combine different 
types of capital to maintain specialist capabilities for supplying goods and ser-
vices valued by their customers.

Throughout history, some firms have damaged wellbeing, including through 
large-scale dispossession of indigenous peoples during the global expansion of 
the market system in the nineteenth century (Polanyi 1944). As discussed earlier 
in this book, current activities of firms continue to cause environmental damage 
(Jackson 2017), although there are also consumer-led movements aiming to 
reward firms that demonstrate social and environmental responsibility (PwC 
2013; GRI 2016).3 Proposition 14 also indicates why the market economy 
favours households with high wealth. Customer values are expressed in the mar-
ket economy by willingness- to-pay, so that low-wealth households have weak 
purchasing power to access goods and services produced by firms, even if those 
goods and services would greatly increase their wellbeing.

Nevertheless, the capability theory also explains how firms can improve 
human wellbeing. Proposition 2 states that wellbeing can be enhanced by 
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expanding the capabilities of persons to lead the kinds of lives they value. 
Proposition 14 states that firms operating in the market economy maintain spe-
cialist capabilities. Thus, firms can expand opportunities for wellbeing by increas-
ing capabilities, at least for those who can find employment in firms or otherwise 
have the financial means to purchase the goods and services that firms provide.

Drawing on this discussion, Fig.  5.1 presents a model of Proposition 14, 
depicting a firm’s capabilities as the result of integrating different types of capi-
tal. This is designed to complement the skills model in Fig. 2.2 of Chap. 2 (both 
diagrams feature in the final chapter). Knowledge capital is highlighted because 
of its centrality in the dynamic capabilities of a firm. Human capital is high-
lighted because it is embodied in the firm’s staff and so is central to the employ-
ment opportunities offered in the enterprise.

Employment is the primary means by which persons earn market income to 
purchase goods and services that contribute to the kind of life they value. It also 
offers social connections and may contribute to a person’s social identity. It is not 
surprising, therefore, that one of the strongest findings in the wellbeing literature 
is that unemployed people generally report lower values for happiness and life 
satisfaction than do employed people, influenced by a range of personal and 
social factors.4

Knowledge
Capital

Other
Capitals

Human
Capital

Firm
Capabilities

Fig. 5.1 Firm capabilities as the integration of human, knowledge and other capitals
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Winkelmann (2014) observes that reduced life satisfaction upon becoming 
unemployed is associated with a sense of departing from accepted social norms 
towards paid work. Hence, the impact tends to be smaller when a greater num-
ber of local people also have no job (Clark 2003). The loss of subjective wellbe-
ing is more than can be explained by lost earnings. Psychological damage comes 
from factors such as lost economic identity, a sense of personal failure, feelings 
of insecurity, and reduced self-confidence in the ability to determine personal 
outcomes (Winkelmann 2014, p. 8).

Further, the need to focus on urgent problems caused by unemployment 
“captures the mind”, which can lead to poor decision-making that neglects other 
sources of wellbeing (Shah et  al. 2012; Mullainathan and Shafir 2013). 
Unemployment leaves scarring effects such as lower future wages (Gregory and 
Jukes 2001; Arulampalam 2001), higher risks of further spells of unemployment 
(Gregg 2001) and lower subjective wellbeing even when re-employed (Clark 
et al. 2001). Wellbeing reported by those who are not unemployed is also lower 
when there is higher unemployment among peers (Clark 2003; De Neve and 
Ward 2017, p. 154).

Employment is therefore important for wellbeing, but quality of employ-
ment should not be overlooked since “insecure and poor quality employment is 
also associated with increased risks of poor physical and mental health” (Marmot 
2010, p. 26). De Neve and Ward (2017) report that blue-collar jobs and low-
income jobs are associated with lower levels of subjective wellbeing, while other 
evidence shows strong connections between job quality and wellbeing (idem, 
p. 145)5:

Work-life balance emerges as a particularly strong predictor of people’s happiness. 
Further factors include job variety and the need to learn new things, as well the 
level of individual autonomy enjoyed by the employee. Moreover, job security and 
social capital (as measured through the support one receives from fellow workers) 
are also positively correlated with  happiness, while jobs that involve risks to health 
and safety are generally associated with lower levels of subjective wellbeing.

A critical consideration is income earned in a job. It may be reasonable for 
entry-level jobs employing school-leavers to offer lower wages while a young 
person builds relevant experience, but older people who may have family respon-
sibilities require decent wages (taking into account income support through 
social security policies; see Chap. 7) to lead lives they have reason to value by the 
standards of their peers.

 Market Participation and Economic Capital 
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In the United Kingdom, this difference is recognised in a distinction between 
minimum wages and living wages. Table 5.1 shows the statutory national mini-
mum wage and the statutory national living wage, plus a third category that is 
referenced as either the voluntary living wage (IHS Markit 2017) or the real liv-
ing wage (Living Wage Foundation 2017).

The principle behind the voluntary or real living wage is “that work should 
bring dignity and should pay enough to provide families the essentials of life” 
(Hirsch and Moore 2011, p. 4). Its calculation is  therefore based on actual living 
costs, which are higher in London than elsewhere in the United Kingdom, tak-
ing into account income support received through social security. In April 2017, 
the voluntary real living wage was estimated to be £9.75 per hour in London 
and £8.45 in the rest of the country.

Table 5.1 shows that the statutory rates in the United Kingdom increase with 
the employee’s age, reaching £7.50 per hour at 25 years. Even this highest rate is 
well below the voluntary or real living wage, however, so that the minimum 
wage that employers must pay by statute is less than the rate considered suffi-
cient to provide families with the essentials of life.

IHS Markit is commissioned annually by KPMG to analyse jobs paying less 
than the voluntary living wage. The analysis for 2017 estimated that 5.5 million 
people aged 18 or older were employed on these terms. Where the employee was 
aged between 18 and 21, two-thirds of the jobs paid below the voluntary living 
wage (see Fig.  5.2). One-quarter of jobs did not meet the threshold where 
employees were aged 22 to 29. Even for employees in their 30s, 40s and 50s, the 
percentage of jobs not paying the voluntary living wage was 15–16 per cent 
(IHS Markit 2017, p. 11).

Table 5.1 Statutory national minimum wage, statutory national living wage, and voluntary 
or real living wage, United Kingdom, April 2017

Age Band Rate Per Hour

Statutory National Minimum Wage
Under 18 £4.05
18–20 £5.60
20–24 £7.05
Statutory National Living Wage
25 and over £7.50
Voluntary or real living wage
18 and over £9.75 in London

£8.45 in rest of United Kingdom

Note: These figures exclude Apprentice Rates
Sources: https://www.gov.uk/national-minimum-wage-rates and https://www.livingwage.

org.uk/what-real-living-wage
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These data indicate a major policy challenge within a wellbeing economics 
framework. Even with social security support, more than one in seven employed 
people aged between 30 and 59 are in jobs that do not pay a wage deemed high 
enough to provide families with the essentials of life. The proportion is higher for 
younger and older age groups. In other words, employment is not sufficient to 
guarantee that a person can afford to purchase the market goods and services 
needed to create a level of wellbeing judged reasonable by the standards of the day.

Further, there is a strong gender disparity in this experience: 26 per cent of 
employed females are paid less than the voluntary living wage, compared to 16 
per cent of employed males (idem, p. 9). This difference is contrary to Proposition 
8 that men and women can have equal capabilities for wellbeing. More than one 
in four women in paid work are not earning the real living wage; this must 
restrict capabilities for creating wellbeing for themselves and their families.

 Economic Capital

Economic capital encompasses physical capital and financial capital. Physical 
capital refers to long-lasting human-made material assets such as buildings, fac-
tories, roads, vehicles, machinery, equipment and the like. Financial capital 

Fig. 5.2 Estimated percentage of jobs paying less than the voluntary living wage, by employee 
age, England, Scotland and Wales, 2017. (Source: IHS Markit (2017, Table 3.6.1, p. 11))

 Market Participation and Economic Capital 

https://doi.org/10.1007/978-3-319-93194-4_3


100 

refers to nominal assets such as equities, shares, securities, bonds, debentures, 
bank deposits and cash.

Physical and financial capitals are closely connected. A firm includes physical 
capital on the assets side of its balance sheet, funded by financial capital on the 
liabilities side. A household with savings distributes its wealth between physical 
capital (such as home ownership) and a portfolio of financial capital. The finan-
cial assets are backed by physical and other types of capital, whose profit streams 
underpin the portfolio’s economic value.

Economic policy pays close attention to investment in new physical capital 
(OECD 2015). This is justified by its importance in the national economy. In the 
United Kingdom, for example, this expenditure was valued in 2016 at £260 bil-
lion, which was 13.5 per cent of that year’s gross domestic product.6 As Keynes 
(1936) first explained, the amount of investment expenditure influences a nation’s 
level of economic activity, so that a large drop in investment can push the economy 
into recession. In the medium term, the neoclassical growth model shows that a 
country tends to have a higher value of output produced per hour of work if a 
greater share of its output is devoted to physical capital investment (see Chap. 1).

A further reason for close attention to physical capital investment is that firms 
and households rely on the public sector to maintain and expand core infra-
structure such as transport networks and essential utilities such as water and 
sewer networks (Aschauer 1989; Munnell 1992; Gramlich 1994; Pereira and 
Andraz 2013). These networks and utilities are essential for promoting wellbe-
ing, to the extent that the UK Government has created the Infrastructure and 
Projects Authority whose purpose is “to continuously improve the way infra-
structure and major projects are delivered in order to support government pri-
orities and improve people’s lives” (IPA 2017, p. 1).

Experiences over the last two decades indicate some deep-seated problems in 
the role of economic capital in promoting wellbeing. First, and arguably the 
most pressing issue, current patterns of physical capital investment and techno-
logical development are having cumulative and potentially irreversible impacts 
on the environment (OECD 2011, p. 10).

Recognising this challenge, the OECD recommends strategies to foster 
green growth, including: carbon emission pricing to reflect its full environmen-
tal and economic costs, temporary support for new technologies with lower 
environmental impacts, reduced barriers to the development and diffusion of 
green technologies globally, and investment in public network infrastructure 
that supports next-generation technologies (idem, p. 12). The UK Government’s 
Clean Growth Strategy (HM Government 2017) is an example of an integrated 
public strategy that aims to support investment in innovation for clean growth.

 P. Dalziel et al.
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A second issue from recent experience can be seen in Fig.  5.3, which 
depicts the United Kingdom’s physical capital investment from 2001 to 2016. 
The sharp fall in physical capital investment during the Global Financial Crisis 
of 2007–2008 is clearly visible. Investment fell from £250 billion in 2007 to 
£196 billion in 2009, a reduction of 21.6 per cent. It returned to its 2007 value 
only in 2015. Fluctuations of this size are a serious challenge to policy goals of 
maintaining stable and full employment.

That episode also illustrates the close connection between physical and finan-
cial capital, since it is universally agreed that the origins of the crisis lay in finan-
cial markets. The Financial Crisis Inquiry Commission was appointed by the US 
Government to examine what led to the greatest financial crisis since the Great 
Depression. It reported as follows (Financial Crisis Inquiry Commission 2011, 
p. xvi):

While the vulnerabilities that created the potential for crisis were years in the mak-
ing, it was the collapse of the housing bubble – fuelled by low interest rates, easy 
and available credit, scant regulation, and toxic mortgages – that was the spark that 
ignited a string of events, which led to a full-blown crisis in the fall of 2008. … 
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When the bubble burst, hundreds of billions of dollars in losses in mortgages and 
mortgage-related securities shook markets as well as financial institutions that had 
significant exposures to those mortgages and had borrowed heavily against them.

Thomas Piketty (2013) has published long-term data from different countries 
to demonstrate that income inequality has generally been increasing in recent 
decades. He hypothesises that this trend is amplified by financial returns to the 
ownership of capital exceeding the rate of economic growth.7 This means income 
from capital ownership typically grows faster than income from wages, with 
straightforward consequences for concentration of wealth and power (idem, p. 26):

Under such conditions, it is almost inevitable that inherited wealth will dominate 
wealth amassed from a lifetime’s labor by a wide margin, and the concentration of 
capital will attain extremely high levels – levels potentially incompatible with the 
meritocratic values and principles of social justice fundamental to modern demo-
cratic societies.

Thus, economic capital is important for wellbeing, but there are issues that 
must be addressed for it to contribute to its full potential. This is summarised in 
Proposition 15.

Proposition 15 Investment in physical capital and the growth of financial capi-
tal can contribute to enhanced wellbeing, but recent patterns of economic devel-
opment are also associated with cumulative environmental damage, episodes of 
financial instability and greater concentration of wealth.

 Conclusion

The market economy supports substantial expansion of human wellbeing, yet 
markets do not always work well. Firms maintain specialist capabilities for sup-
plying market goods and services that enhance wellbeing; yet firms also offer a 
large number of jobs paying less than the real living wage. Growth in economic 
capital has increased material living standards for billions of people; yet recent 
economic development is also associated with cumulative environmental dam-
age, episodes of financial instability and greater concentration of wealth.

Chapter 3 concluded with the question: How can it be culturally acceptable 
for such high levels of parental inequality, intimate violence, poor housing and 

 P. Dalziel et al.

https://doi.org/10.1007/978-3-319-93194-4_3


 103

child poverty to be allowed to persist? This chapter has highlighted a key causal 
mechanism of these outcomes. More than one in seven employed persons aged 
between 30 and 59 are in employment that does not pay a living wage suffi-
cient to support family life, with a strong gender bias. This must limit capa-
bilities for wellbeing. It is a glaring example of how economic policies that do 
not pay attention to how the economy is growing (in this case, through the 
creation of large numbers of low-wage jobs) can harm personal and social 
wellbeing.

The book now turns to how local and central governments can contribute to 
enhanced wellbeing.

Notes

1. Specialisation may also contribute to workers’ experience of powerlessness, mean-
inglessness, normlessness, isolation and self-estrangement, expressed in the concept 
of “alienation” (Seeman 1959; Neal and Rettig 1963).

2. See Teece (2017a, b) for recent overviews. Kay (1993) also emphasises the impor-
tance of a firm’s distinctive capabilities, especially its architecture, reputation, inno-
vation and strategic assets.

3. There are also social enterprises operating in the market economy with explicit 
commitments to social purposes (Besley and Ghatak 2017; Social Enterprise UK 
2017).

4. See Feather (1990), Clark and Oswald (1994), Winkelmann and Winkelmann 
(1998), Clark (2003), Dockery (2005), Winkelmann (2009, 2014), Grün et al. 
(2010), Knabe et al. (2010), Brown et al. (2012), Gielen and van Ours (2014), 
Helliwell and Huang (2014), Hetschko et al. (2014), Wulfgramm (2014) and De 
Neve and Ward (2017).

5. Oswald et al. (2015) provide experimental evidence of a possible connection in the 
reverse direction, suggesting worker happiness might contribute to labour 
productivity.

6. This is gross fixed capital formation, excluding investment in intellectual property 
products and in cultivated assets, taken from ONS (2017a). Intellectual property 
products are part of knowledge capital, and cultivated assets (livestock for breed-
ing) are part of natural capital; see ONS (2017b).

7. Piketty’s empirical findings are generally accepted by economists, but not his theo-
retical explanation; see, for example, Summers (2014), Acemoglu and Robinson 
(2015), Auerbach and Hassett (2015), Blume and Durlauf (2015), Krusell and 
Smith (2015) and Mankiw (2015). Piketty (2015) addresses some of these 
criticisms.
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