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What if one of the biggest problems with conventional economics is that it
misunderstands human beings?

Mainstream economic theory frequently starts from the assumption that people pursue
their own self-interest. But that is not how most of us actually live. We care for our
families, our friends and our communities. We also recognise obligations towards
people we will never meet.

I call this economic empathy.

In this video in my Understanding Economics series, I explain why empathy should be
considered an economic issue. I look at how our willingness to care for each other
helped underpin social security, universal healthcare, free education and social
housing, particularly in the decades after 1945.

I also consider how economists including Friedrich Hayek and Milton Friedman
promoted a very different view of society, one that placed markets, individual
responsibility and self-interest at its centre.

That change in thinking mattered. When hardship is treated as individual failure rather
than something society has a responsibility to address, the consequences extend far
beyond those directly affected.

Economic empathy is not simply about kindness. Ensuring that everyone can
participate in society supports spending, economic activity, opportunity and
democracy.

A successful economy depends upon recognising that human beings depend upon each
other. Economics needs to recognise that reality too.

This is what Understanding Economics is all about.
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https://www.youtube.com/watch?v=wMxXAgzmMH0?si=mmqQCWNe-jp6BBAj

The audio version of this will be available when I can overcome the tech problems
preventing me from accessing it at present.

This infrogarphic supports this video:

This is the transcript:

Hello, I’m Richard Murphy, and this is Understanding Economics. That’s the series of
videos that I’m making in which I try to explain economics as I see it. This is not
economics as it is conventionally taught, but this is economics in the way that I think
we need to understand it if we are to make the world a better place, and that’s why I
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think this series is important.

In this video, I want to discuss an issue which is basically never mentioned in
conventional economics, but which is fundamentally important, and that is empathy as
an economic issue.

Economic empathy means believing that we should care for each other and not just for
ourselves when deciding how society shares its wealth. Most economics assumes that
people act entirely in their own self-interest and other people can just, well, get on with
it themselves. Economic models built on this idea treat selfishness as normal human
behaviour, but most people do not actually behave in that way. Just look around, and
you will see that is the case.

Caring about others is left out of mainstream economics, and that is a problem
because, as a matter of fact, we care for our families and we look after them when they
need help.

We care for our friends and the communities that we live in.

We want people across our country to be able to live well.

And many of us recognise that people everywhere share our feelings, hopes,
aspirations and needs.

Caring about others is a natural part of being human. It’s not something unusual, and
it’s certainly not aberrational as conventional economics treats it.

The idea that we should care for others is well rooted in our society. It’s rooted in our
culture and in every major religion that has existed throughout history. The Bible, for
example, teaches us that we should love our neighbours as ourselves. I’m not here to
convert anyone to anything, but every major religion shares the same belief in our duty
to care for each other. There is nothing wrong, they say, with looking after yourself, and
I would agree with that. But most traditions say we should care for others just as much.
And as a matter of fact, most of us evidence that in our lives.

Economics is unusual in largely ignoring an idea that most people throughout history
have taken for granted. And as a matter of fact, as our societies grew, care for others
extended beyond family and close community. We began to think it appropriate to
support people we might never meet, because we want everyone to be able to take
part in our society. That is the foundation of the social security systems that exist in
almost every developed economy.

And the logic of these is that markets alone cannot ensure that everyone has enough to
participate in our society, and as a matter of fact, that is true. But when everyone can
participate, and again, this is the logic of social security and so much more of
government activity, there is more spending, more economic activity and better use of
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people’s talents.

Economic empathy does therefore benefit everyone; not just those who receive benefits
or other forms of support, but those who might be involved in providing those benefits
and that support because they enjoy the benefits of a stronger economy, and that’s
what economic empathy delivers.

After 1945, governments built systems based upon this belief that everyone deserved
support. Social security was provided to ensure people had incomes when they could
not work. Universal healthcare and free education gave everyone access regardless of
their wealth. Social housing was built to give everyone decent living conditions, and the
goal was that everyone who wanted to work and who could contribute should have the
chance to do so, and were protected when they could not, whether through no fault of
their own or because the economy prevented it.

From the late 1940s, though, some economists argued that markets and individual
responsibility mattered more than this collective support. They believed that market
outcomes are fair and that government should interfere as little as possible. Friedrich
Hayek and Milton Friedman are most closely associated with this idea that people
should look after themselves rather than depend on others. This way of thinking
gradually became dominant in government from the 1980s onwards, and it was built on
a very different view of human nature from that of economic empathy.

This idea puts self-interest at the centre of everything. It does literally tell us to ignore
everyone else. The idea promoted the thought that looking after yourself is what
matters most. It says, based upon a misquote from Adam Smith’s Wealth of Nations
from 1776, that self-interest is what drives an economy, and it weakened the belief that
we have a responsibility to care about what happens to other people.

Hardship and bad luck are now treated as personal failure, even when people have no
control over what has happened to them. People have been discouraged from thinking
“That could happen to me,” when they see others struggling. And over time, many
people have come to accept selfishness as normal, even though it goes against all our
human nature.

The belief that everyone should manage entirely on their own does not match how
humans actually live. When society stops caring for its members, public services,
education, and democracy all suffer. And restoring economic empathy means making
sure that everyone has what they need to take part in our society.

Sharing resources fairly also creates the spending that keeps the economy going for
everyone. Economic empathy is then not just about kindness. It is also how a healthy
economy and a fair society are built in which everyone can flourish, and that, in my
opinion, is the goal of economics.
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Economic empathy then recognises that we depend on each other. Caring for each
other is a normal part of being human, and everyone should, on the basis of economic
empathy, have what they need to take part in our society to contribute to it and to
thrive. Economic empathy strengthens society, democracy and the economy itself. A
successful economy is built on our obligations to each other and not on selfishness
alone.

That is what I think, and that is what Understanding Economics is all about. If you’d like
to know more about this series, there is a playlist right down below this video. I suggest
you start with the first video. Someone once said it’s a good place to start anything, but
in this case, the videos have been produced in a particular order to create a narrative
that will, I hope, assist understanding. So give it a look. See what we’re talking about.
Understand economics. That is my goal.
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