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ECONOMIC PERFORMANCE IN THE TIME OF COVID-19:
New research from the Centre for Economic Performance
in the Autumn 2020 CentrePiece magazine

What can research tell us about the potential impact of the Covid-19 crisis and how families,
organisations and policy-makers should respond? Among the contributions to the Autumn 2020
CentrePiece — the 75" issue of the magazine of the Centre for Economic Performance (CEP) at the
London School of Economics — are some lessons from history, geography and the study of
community wellbeing.

We go back in time to look at what happened after past plagues. We travel the world to see how
people cope with the economic stresses of extreme circumstances. And as we celebrate 30 years of
economic research and public engagement by the Centre, we explore answers to the question first
posed by our founder director Richard Layard and which has assumed renewed urgency in these
challenging times: how can we make the world a happier place?

Much of what we know about the human and economic shock of coronavirus is deeply worrying. As
our summer special issue showed, there has been particularly severe damage to the lives of women,
school children, self-employed workers and young people starting out in the labour market. Here too
we report bad news, including from the cities of India, where the crisis has decimated livelihoods and
created a new underclass of urban workers who are being pushed into poverty.

Our last issue also considered the possibilities of ‘building back better’ — and there are some early
positive signs in the UK. Survey evidence finds many businesses rapidly adopting new technologies
and new ways of working in response to the massive disruptions caused by the pandemic. If such
innovation continues, it could boost the economy in the long term.

Finally, in our cover story, the Centre’s current director Stephen Machin and colleagues take a new
perspective on a perennial concern of CEP research and a far wider community of social scientists
and policy-makers: ‘intergenerational mobility’ or the extent to which young people’s opportunities in
life are affected by their family backgrounds.

It is well established that children’s chances of doing well at school, going to university, getting a good
job and owning a house are strongly influenced by their parents’ education, occupation and home
ownership. The new study investigates whether the role of family background is attenuated or
enhanced by the part of the country in which children grow up. The researchers ask a question that
feels especially resonant at this moment in national history: where is the land of hope and glory?

Among the new research reports highlighted in the Autumn 2020 CentrePiece:

UK intergenerational mobility: higher in suburban areas outside major centres
Innovation: firms have rapidly adopted new technology and new ways of working
Happier lives: a local community course effective in promoting mental wellbeing
Trade and disease: how globalisation can lead to multiple waves of infections
Extreme economies: human capital is the foundation of resilience in hard times
Past plagues: experiences of severe suffering lead people to reject ruling elites
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e Urban India: the need for a national work guarantee to stop mass unemployment
e Monopsony: employers using their power in labour markets to keep wages lower
e Skyscrapers: the vast majority have a solid economic case for their construction

Where is the land of hope and glory?

Children’s chances of doing well at school, going to university, getting a good job and owning a house
are strongly influenced by their parents’ education, occupation and home ownership — but what about
the impact of where they grow up? Research by Brian Bell, Jack Blundell and Stephen Machin
explores the geography of intergenerational mobility in England and Wales. Among the findings:

¢ As found in the United States, intergenerational mobility in the UK tends to be higher in suburban
areas outside major population centres.

e The children of low-occupation fathers in London are far more likely to reach top occupations
than those from elsewhere.

e Areas where children of non-degree-holding parents are most likely to obtain degrees are the
same areas where children find it easier to climb the occupational ladder.

¢ Interms of the probability of buying a house, where children grow up matters much more for
those whose parents are not homeowners.

Innovation in the time of Covid-19

A survey of UK firms reveals greater innovation rates than might have been expected in the absence
of Covid-19. Businesses have rapidly adopted new technologies and new ways of working in
response to the massive disruptions caused by the pandemic. If such innovation continues, it could
boost the UK economy in the long term.

The CEP report by Capucine Riom and Anna Valero finds nine out of ten UK firms saying that
new ways of working are here to stay after the pandemic. Crisis innovations — which include
adoption of new technologies, capabilities and management practices, and the introduction of new
products and services — are generally expected to have a positive impact on firm performance.

Happier lives: exploring what matters

Can we teach people to live happier and more ‘pro-social’ lives? Are there cost-effective and scalable
interventions? And could the effects be sustained over time?

The answer to all these questions is yes, according to Christian Krekel and colleagues, who have
evaluated the impact of ‘Exploring What Matters’ — a local community course that aims to promote
mental wellbeing.

They note that while immediate Covid-19 crisis is primarily about physical health, it is equally
important to consider people's mental wellbeing. They conclude that interventions to promote happier
lives are vital as we begin to restore our face-to-face connections and community wellbeing.



Globalisation and pandemics: surprising interactions

Pandemics are only possible because of international travel. But perhaps surprisingly, in the absence
of social distancing, a more globalised country will not necessarily suffer a worse outbreak.Stephen
Redding and colleagues set out a new framework for analysing the interaction between globalisation
and pandemics.

Their analysis explores how the pandemic has substantial effects on aggregate welfare, through both
deaths and reduced gains from international trade. International trade and mobility can lead to
multiple waves of infections even without government-mandated lockdowns. More resilient policies
are needed for a globalised world in which pandemics are a more frequent threat.

Lessons in resilience from extreme economies

Covid-19 has shifted attention away from day-to-day matters to a question that is more fundamental,
yet rarely asked by economists: how can we ensure resilience in the most pressurised times
imaginable? In a new book, Richard Davies draws lessons for responding to the pandemic from his
experiences in nine extreme economies — from tsunami-ravaged Aceh, Indonesia, to the Zaatari
refugee camp in northern Jordan.

His account shows how in extreme economies, human capital, not physical or financial
capital, is the foundation of resilience. Skills and knowledge are goods in themselves — but they
are also insurance against hard times ahead.

He concludes that the pandemic is a reminder that economics is a discipline that we must constantly
renew. Understanding the economy means talking to people, engaging with their lives, stories
and challenges.

The lasting impact of epidemics

What can we learn about the potential effects of Covid-19 by looking at plagues of the past?
According to Jeremiah Dittmar and Ralf Meisenzahl, history suggests that experiences of severe
suffering can lead populations to reject poorly performing ruling elites and generate more inclusive
social arrangements.

In the middle of the Covid-19 pandemic, we have already seen calls for a European fiscal union and
for the transformation of US healthcare provision. These calls may mark the beginning of large-scale
transformations in what citizens imagine, demand and ultimately receive.

The new research charts how German cities that experienced plague outbreaks in the 1500s were far
more likely to pass laws formalising an agenda of reform. With time, and as an unintended
consequence, business in these cities boomed.

Over the next two hundred years, cities that formally expanded public goods provision grew far faster
than those that did not. This difference in fortunes was driven by the institutionalisation of public
goods provision and not by the spread of Protestantism per se. Protestant cities without
institutionalised public goods provision did not enjoy economic booms.



City of dreams no more: Covid-19 in urban India

The pandemic has decimated livelihoods in urban India and created a new underclass of workers who
are being pushed into poverty. A CEP report by Shania Bhalotia, Swati Dhingra and Fjolla
Kondirolli calls for a national work guarantee to prevent mass long-term unemployment.

Their work shows how Covid-19 has exacerbated inequities in urban India, with those at the lower
end of incomes suffering the most. The pandemic has left the ‘lockdown generation’ with lower
employment rates and a legacy of entrenched inequality.

Monopsony in labour markets: what it is, why it matters

Many firms are able to exploit the fact that it is hard for workers to move from one employer to
another, keeping wages lower than they would be in a competitive market. As Alan Manning

explains, labour markets are becoming less dynamic and one consequence is to increase this
‘monopsony power’ of employers.

He concludes that the monopsony power of employers has been neglected for too long: now we need
to do something about it. Ways to limit monopsony power include minimum wages, trade unions,
competition policy and regulation of employment contracts

Economics of skyscrapers

Many tall buildings appear to be out of scale given contemporary perceptions. But according to
Gabriel Ahlfeldt and Jason Barr, the vast majority have a solid economic case for their construction
rather than being driven by developers’ egos.

Reductions in the cost of height lead to more than proportionate changes in building heights in the
centres of global cities.

Notes for editors:

1. CentrePiece is the magazine of the Centre for Economic Performance. It is published three times a
year. The Autumn 2020 issue is Volume 25, Issue 3. Cover price £5; subscription rates on application
to +44 (0)20 7955 6963. To subscribe: http://cep.lse.ac.uk/centrepiece/CentrePiece subscription.pdf

2. The Centre for Economic Performance is an independent research centre based at the London
School of Economics and Political Science. Its members are from the LSE and a wide range of
universities within the UK and around the world.

3. For more information contact:

Romesh Vaitilingam, CentrePiece Editor - Email: romesh@vaitilingam.com

Helen Ward — 07970 254872 Email: HWard1@Ise.ac.uk

CEP General - Email: cep.info@lse.ac.uk

https://cep.lse.ac.uk/ new/publications/centrepiece/
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