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TINLINE: So here we are in your office. There’s a chart on the wall in front of 

us headed ‘100 years of UK equities’. What’s it about? 

 

JOHNSON: It’s a demonstration of just how many of these businesses have 

disappeared. So, for example, in 1975 Burmah Oil went bust. Similarly in that year, 

Jim Slater and Slater Walker got into trouble and disappeared subsequently. Then in 

the 90s, you had … (fades under) 

 

TINLINE: Luke Johnson is a serial entrepreneur. But why would a successful 

businessman want to be reminded of so many businesses that failed? 

 

JOHNSON: I have this chart just to remind me that you need to be reinventing, 

adapting and constantly innovating to stay alive and relevant. 

 

TINLINE: The idea at work here is simple: the force that drives capitalism 

relentlessly onward is innovation. And as new products and new ways of doing 

business are ceaselessly invented, they leave the old strewn in their path. Like a 

permanent gale, fresh ideas transform sector after sector: 

 

KAHNEY: (Fx: gale) The iPod took everyone by surprise - Apple included and 

Steve Jobs as well. They had no idea really what they had created. 

  

HMV NEWS CLIP: The Chief Executive of HMV says he’s convinced there is a future 

for the business despite it going into administration. More than four thousand jobs 

are at risk.  

 

KAHNEY: The iPhone - they had no idea that that was going to take off in the way it 

did either, and they didn’t know that it was going to transform the cellphone industry. 

 

NOKIA PROFITS SLUMPING NEWS CLIP: The smartphone battle claims another 

victim: Taiwan’s HTC gets set to announce 90 per cent fall in profits.  

 

DAVIES: Our personal lives have been have been transformed by technological and 

business innovation, and we’re living in the age where people like Bill Gates, Steve 

Jobs are the hero figures for many people.  

 

TINLINE: This, we’re told, is creative destruction. But where are you in this 

picture? Are you struggling to stay standing in the storm of innovation? Or is all 

that dynamism moving things along just fine, as far as you’re concerned?  

Creative destruction was identified by the economist Joseph Schumpeter in 1943. 

It was a radical theory of how the business world works that jarred against 

economic orthodoxy. But how is it really any different from traditional free 

market economics? Steve Davies of the free market think tank, the Institute of 

Economic Affairs: 

 

DAVIES: What’s new about it really is the focus on the entrepreneur and on the 

process of innovation as a source of economic growth. This was something that had 

been hinted at by people before - notably by Marx, for example - but it had never 

actually been made the centrepiece of a theory of growth in the business cycle the 



 

 

way Schumpeter made it. 

 

TINLINE: But just because his focus on innovation was new in the Forties, does 

that make it resonant today? There is evidence to show that the use of the phrase 

‘creative destruction’ has steadily risen from the late Seventies onwards, on a 

steep upcurve right up to the last few years. And it’s an idea which clearly has an 

attraction for politicians, particularly in America. Mitt Romney championed the 

idea of creative destruction during his run for President. 

  

ROMNEY: Invention, whether of a new product or a new technique or a new design, 

invention tends to put some enterprises out of business and encourage other 

businesses to become more successful with the outcome that the entire society 

becomes better off. 

 

TINLINE: You might think your view on how much destruction is worthwhile 

comes down to whether you put yourself on the left or the right. But, as we’ll see, 

it’s not quite that simple. Talking about destruction is dangerous and, 

unsurprisingly, British politicians are circumspect about it. 

  

DODD: I remember talking to Blair once and in effect he said well you don’t win 

elections by telling people that things are being destroyed. 

  

TINLINE: Philip Dodd is Chairman of Made in China UK, which brings 

businesses in China and Europe together. But as he points out, when destruction 

is happening anyway, ‘creative destruction’ offers a way to make it seem less 

bad.  

 

DODD: So I think what we’re doing is we’re telling everybody that creativity comes 

out of destruction to comfort them as the earth is shattered and actually power moves 

to the east. So in my view, this is a kind of smokescreen to comfort us in dark times. 

 

TINLINE: Yet there are hints that the idea may retain an attraction in 

Government. In 2006, before taking up his current role as George Osborne’s 

chief economic adviser, Rupert Harrison co-authored a report on the ‘Asian 

Century’ which proposed that the UK government should not try to put the 

brakes on economic change: 

 

READING (Extract from ‘Asian Century’ Report): “The process of creative 

destruction means that market share and jobs will be lost in some economic sectors 

and will be counterbalanced by employment gains in other areas. This is not a new 

process.” 

 

TINLINE: As the British economy has struggled through recession over the last 

four years, commentators and business people have been insisting that some 

destruction is good for us. For example, they argue that unviable companies 

shouldn’t be kept going with cheap debt. If you let them be destroyed, they say, 

the capital can be used to back start-ups. I asked Luke Johnson why creative 

destruction appeals to him. 

 

JOHNSON: I think it’s a very resonant phrase because I think it’s correct.  



 

 

 

TINLINE: But does that really mean there’s an upside to the downturn? 

 

JOHNSON: I think in some ways recessions are good because for a start more 

talent’s available; the cleverest people aren’t all immediately absorbed by big 

companies because they’re not recruiting. Secondly, I think large players are 

distracted by their own problems, so they’re less focused on competing with new 

start-ups. Thirdly, I think in a way in difficult times people are perhaps more willing 

to look at the possibility of different, more efficient, cleverer ways of doing things, 

which is what new successful businesses are all about. 

 

TINLINE: Seeing the damage done by recession as a price worth paying may 

strike you as overly optimistic. But I think once you put this in the context of the 

early life of the man who came up with this idea of creative destruction, the logic 

is clear. Aged four, Joseph Schumpeter was wrenched from a predictable future 

in provincial obscurity by the death of his father and the daring of his mother, 

who managed to get herself and her son all the way to Vienna. The biographer 

Sylvia Nasar: 

 

NASAR: His mother had great ambitions for him and he very much wanted to please 

her. And her ambitions were for him to rise to the first rank of Austrian society by 

becoming a great professor, a politician, someone who distinguished himself in public 

life. 

 

TINLINE: And little Joseph went on to be an academic, a lawyer, a banker, an 

investor, a near-bankrupt, and the finance minister in a socialist government. 

Steve Davies: 

 

DAVIES: He grew up in a society that was undergoing enormous, dramatic change 

Vienna was one of the boom cities of the belle époque, the late 19
th

 century. 

 

SEGUE: 

 

NASAR: It was a centre of financial innovation, technological innovation. There was 

a tremendous amount of upward social mobility. There were lots of people who 

hobnobbed with the traditional nobility.  

 

SEGUE: 

  

DAVIES: Then of course he saw the collapse of that regime. He then emigrates to the 

United States and he comes into a society which, if anything, is even more dynamic in 

terms of business and economic innovation than the one he had left. And so his 

personal life is a process of reinvention, and at the same time he can also see the 

process that he identifies as creative destruction going on all around him. 

 

 

TINLINE: So it’s not surprising that Schumpeter came to see the process as 

inevitable - and as a price worth paying for progress. But that meant accepting 

that you could never know what was coming. 

  



 

 

DAVIES: If you’d gone back to London in the 1890s, then you have a world in which 

the horse-drawn carriage is the predominant form of transport. All of a sudden, 

somebody introduces a completely new way of travelling - the horseless carriage, the 

motorcar - and then Henry Ford introduces a way of producing cars incredibly 

cheaply through mass production and the assembly line technique. Suddenly that 

entire way of transporting goods and people around is just swept away and it 

disappears, and a whole range of industries associated with it - horse and tack 

manufacturing, for example, and horse carriage manufacturing - they suddenly are 

swept away as well and a whole new set of industries spring up to take their place. 

And that’s why there’s this kind of gale of creative destruction that suddenly blows 

through a huge part of the world economy in the 1920s as a whole way of moving 

people and goods around the world is replaced by another one. Nobody could have 

predicted this. There’s no way that any model or standard way of measuring the 

economy in the 1890s would have been able to show that this was about to happen. 

 

TINLINE: However, the historian of technology David Edgerton, chair of the 

Centre for the History of Science, Technology and Medicine at Imperial College, 

London, questions whether ‘creative destruction’ is always inevitable. 
 

EDGERTON: The story of the 20
th

 century is not the replacement of one thing by 

another, but the addition of new ways of doing things on top of continually existing 

older ways of doing things. That’s why the image of creative destruction is so 

misleading. We still transport goods by ships and by train as well as by motorcar. The 

information superhighway isn’t everything. Undoubtedly there have been major 

changes that have come as a result, but it’s not obvious to me that those results are 

revolutionary by the standards let’s say of electrification or the rise of mass 

production.  

 

TINLINE: And Professor Edgerton may have a point. It’s not as if a new 

technology always obliterates its predecessor. If it did, it would be very difficult 

for me to talk to you now. Radio would have long since been destroyed by 

television. However, the idea of creative destruction is clearly still with us, so 

how do we balance its costs and benefits? This starts with the question of who 

makes it happen. In his early work, Schumpeter made the case for the 

entrepreneur, a man driven by the dream to found a private kingdom, by the 

will to fight and conquer and succeed, by the joy of creating the new. The image 

of the heroic entrepreneur is certainly a powerful one. Nassim Nicholas Taleb 

made his name with his bestselling study of unpredictability, The Black Swan. 

David Cameron once said that the book confirmed his own prejudices. And 

Taleb argues that history should teach policy-makers to revere the entrepreneur 

as a warrior-like figure. 

 

TALEB: To bring back, for example, Europe to the atmosphere that you had after the 

Industrial Revolution where a lot of people you know had the incentive to become 

entrepreneurs and didn’t really worry about failure - to have that, you should make it 

more honourable by saying there is no such thing as a failed entrepreneur, no more 

there’s such a thing as a failed soldier. You don’t say well the soldier died in battle; 

he failed. To the contrary. And that would encourage others to become entrepreneurs. 

 

TINLINE: This has more concrete policy implications than it might appear: 



 

 

Taleb argues that governments should be ready to help entrepreneurs back on 

their feet when their businesses are slain. But his praise of the entrepreneur is set 

against his view of corporations. 

 

TALEB: Every time you have a bailout, you’re bailing out corporations, not 

entrepreneurs. The government likes to bail out very large companies. So companies 

become very large knowing that beyond a certain point you benefit from government 

bailout and their executives start taking risks knowing that if they make money, it’s 

theirs; and if they lose money, who cares - the taxpayer will cover. 

  

TINLINE: Taleb’s insistence that only the entrepreneur can innovate takes us 

beyond the left/right debate into a battle within capitalism: the entrepreneur 

versus the corporation. Yes, the corporation is more insulated from the threat of 

destruction, but does that mean it can never break the rules and forge the new?  

What really struck me when I first came across Schumpeter’s writing on 

creative destruction was that his position on entrepreneurs evolved. By the early 

1940s, when he coined the phrase, big business was under attack in America, 

accused of stifling competition. But Schumpeter argued that this was justified. 

Under threat from new entrepreneurs, they were protecting their own ability to 

innovate and so survive. The historian of technology David Edgerton. 

 

EDGERTON: He thought that the process of creation would change very radically - 

the old entrepreneurial sources of creation would give way to new corporate forms of 

creation, of planned creation, which allow for the possibility of planned change more 

generally - and he thought that’s what was in fact happening. And indeed in many 

respects in the 1940s, 50s, 60s, people thought we had entered a world of more 

controlled capitalism in which precisely one could accelerate the rate of technical 

change and decrease the rate of uncontrolled destruction. And I think in the 40s, 50s, 

60s that that model of organised change was really very, very successful. 

  

TINLINE: There is an organisation even bigger and more secure than the 

corporation. Can even government turn entrepreneur? Mariana Mazzucato, RM 

Phillips Professor of Science and Technology at the University of Sussex: 

 

MAZZUCATO: You actually had a courageous entrepreneurial state doing the crazy, 

funky, revolutionary bit, and later the business sector came in. All the technologies 

that actually make an iPhone smart are state-funded - internet, GPS, touch screen 

display. Those are risky because for every internet you have many failures, so there 

has to be a mechanism by which the state as a leading risk taker actually gets back 

part of the rewards in order to refund the next round of innovations. We currently 

don’t have that. So Google, which its algorithm was actually funded by the state 

through the National Science Foundation, nothing came back to the NSF when 

Google made billions, and this is something that I’ve been trying to work on recently 

trying to help governments think this through. 

TINLINE: I’m very interested by what Schumpeter would make of this because 

Schumpeter is looking back over a century of a real gale of creative destruction. Now 

in my understanding, the state didn’t necessarily play a huge role in that. If creative 

destruction and innovation could manage without the state up to that point, why does 

the state suddenly have to play a role now? What’s changed? 

 



 

 

MAZZUCATO: Well I would argue that the state played you know a massive role 

say for example in the railway boom. You know the rail manufacturers received land 

grants from the US government. You know Ford was very lucky to have World War 

One and World War Two contracts. However, what you have is that since World War 

Two, the role of government in the economy in general was much larger; and so it’s 

not surprising that the state played such a strong role in funding all the different areas 

which were important in the IT Revolution. 

 

TINLINE: Mazzucato is talking about America, but she also advises British 

government ministers and shadow ministers on the role the state can play in 

innovation. And here is the dilemma that the idea of ‘creative destruction’ 

presents to a government. Where does it position itself in the process? At first the 

Coalition seemed ready to leave the creation of the new to the private sector. But 

now it is getting involved. Last month Science Minister David Willetts 

announced that the Government was out to invest in innovative sectors like 

robotics: 

 

CLIP - WILLETTS: There’s absolutely a role for government in helping ideas closer 

to market. We in Britain should not be so paralysed by the fear that sometimes we get 

it wrong - because sometimes we will get it wrong - and not do anything. It is worth a 

go. 

 

SEGUE: 

 

DAVIES: The problem is that you can’t predict when or where innovation of this 

kind is going to come.  

 

TINLINE: Steve Davies of the Institute of Economic Affairs. 

 

DAVIES: I’m quite sure David Willetts can’t predict where the next big idea is going 

to come from, and the danger is that what he will simply do is direct capital away 

from the entrepreneurs out there - we don’t know who they are - but who will be 

doing the next big thing. 

 

TINLINE: But it seems very odd that if you intend to help innovation, that somehow 

makes it less likely to succeed. How does the intention make any difference either 

way?  

 

DAVIES: Suppose a government in the 1890s had thought about well we need 

innovation in transport. What would they have done? Almost certainly they would 

have put lots and lots of effort into developing more efficient ways of breeding and 

using horses because they would not have been able to foresee something outside the 

box, so to speak -something completely different as a means of transport. 

TINLINE: This points us towards the crucial human decision that can turn a 

new idea into something that can transform an economy. Creative destruction is 

driven by leaps of faith. The oxygen needed to bring wild new ideas to life is 

credit, and those with capital sometimes have to be ready to risk their own 

destruction to bring this about. But is that happening now? Luke Johnson: 
 

JOHNSON: I would not say that there’s less small early stage capital. What there is 



 

 

is a shortage of later stage financing, which might be half a million or a million or two 

million for higher risk, higher reward ventures - you know biotechnology or newer, 

more unknown projects rather than easier, tried and tested things like property. 

  

TINLINE: So if too few innovative start-ups are being created, what about those 

that are already up and running? Mariana Mazzucato worries that, particularly 

at the moment, they are being destroyed. 

 

MAZZUCATO: Schumpeter - one of his other contributions was actually putting 

finance very much central to his understanding of innovation, so he really talked 

about the credit making process as fundamental. And so what we need to understand 

is the degree to which say banks in a recession are able to differentiate risk that is risk 

because a company is actually engaging with real uncertainty versus risk because the 

company is just you know not a very good company. And so this is one of the real 

issues - how to transform financial markets, so that risk which is related to creative 

destruction is valued differently from risk related to speculation simply for the sake of 

speculation as opposed to speculation motivated by innovation. 

 

TINLINE: It’s striking that Mariana Mazzucato and Luke Johnson agree that 

there is currently too little daring amongst investors. Schumpeter thought this 

was crucial too. As an investor himself, he put his money where his mouth was - 

and managed to lose most of it. Where Mazzucato and Johnson differ though is 

in their attitude to creative destruction itself. I asked Luke Johnson if it was 

really the saving grace of a country in recession: 

 

JOHNSON: I think it probably accelerates in recession. And I think if it brings out 

new ideas, new industries and jobs created, then that’s a wonderful thing - yes. 

 

TINLINE: But we have to be careful here. What Schumpeter primarily meant 

by ‘creative destruction’ was the way innovation destroys the old. But today it is 

often used to mean making the best of destruction that is happening anyway. 

Mariana Mazzucato: 

 

MAZZUCATO: The reason I think it’s misunderstood is we often hear it being used 

simply to talk about say cutting off the fat, right? So that somehow say in a recession 

perhaps this is even a positive; it’s only going to be the sort of fittest firms that are 

going to be able to survive. That’s not what he talked about. Many firms die simply 

because there’s not enough demand - in fact that’s currently what’s happening. And in 

fact it’s often the most innovative firms, because they are more risky, which then 

aren’t able to survive recessions. We’ve just done some work that has actually found 

this for the UK economy: it’s the most innovative firms that are getting hurt by the 

credit crunch. 

TINLINE: (Fx: gale) Schumpeter was not only an economist, and the gale of 

creative destruction reaches well beyond the fate of innovative firms to society as 

a whole. In his view, creative destruction went hand in hand with meritocracy. 

Anyone can come up with a good idea and make it big, but no one gets to stay 

rich unless they keep innovating. This sunny view may have stemmed from his 

own dazzling rise from obscurity. Nonetheless, his ideas fit into a vision of society 

as consisting not of economic classes but highly creative individuals. Making this 

programme it’s been striking, if not exactly surprising, how often a request for 



 

 

an example of creative destruction was met with names like Apple and Google. 

And Silicon Valley does seem to play host to Schumpeter’s perennial gale - to be 

the epitome of meritocracy. In 1976, Steve Jobs famously set up Apple in a 

garage while still in his early twenties. So can any smart kid with a good idea 

really make it in the Valley? Leander Kahney, author of The Cult of Mac and 

Inside Steve’s Brain: 

 

KAHNEY: If you look here in Silicon Valley, I mean they talk about these small 

start-up companies and these two kids in a garage, and in fact Apple’s founding myth 

of the two kids in the garage you know has a very, very powerful effect. But they 

were also backed by a lot of money, by a lot of institutional investors. Maybe it’s true 

that the kid with an ordinary background can compete. But I don’t think so, I don’t 

think it’s really true. I think it’s a myth. You know there are so many other factors. I 

think that you have certain inbuilt advantages if you go to the right university, if you 

know the right people, if you have the connections of people with money, with 

investors. Then you have an unnatural advantage. I don’t think it’s a level playing 

field. 

  

TINLINE: The problem here is that the logic of creative destruction as a force 

for good in society depends on everyone having a chance to create, and anyone 

facing destruction. But what if it ends up being all creative for some people, and 

all destructive for others? David Edgerton argues that in recent decades, the 

phrase ‘creative destruction’ has been put to a different use to the one 

Schumpeter had in mind. 

 

EDGERTON: In the early 1980s, there was very much the idea that the recession 

wasn’t simply to do with economic mismanagement or a redistribution of income and 

wealth between the classes, but was rather the consequence of a major technological 

change. At that time the idea was that new information technology, in particular, was 

laying waste to older forms of production that mass production was finishing. So the 

idea that destruction is a good thing is something that people try and salvage from an 

era of depression, of economic problems. But in recent usage it seems to be a 

celebration of destruction - curiously enough in an era where change has not been that 

radical. It’s a very ideological position that’s been taken, a very uncritical position, it 

seems to me. 

  

TINLINE: So that suggests there is another use of this phrase abroad: as a 

euphemism for plain old destruction, or even the revolutionary idea that 

destruction is a badge of change. And it would appear that presenting 

destruction as ‘creative’ only works if you’re not talking to those at the sharp 

end. Philip Dodd, Chairman of Made in China UK: 
 

DODD: We’re living, if you walk down the high streets, through palpable 

destruction. Where I was brought up in a mining village, it’s been flattened. The steel 

industries have gone. So I don’t think the population wants to revel in notions of 

creative destruction because if you go to  that old sort of you know seaside town, 

you can see destruction all about you. You know to speak of creative destruction 

doesn’t quite speak to the pain of what people I think are living through here now. 

 

SEGUE: 



 

 

 

JOHNSON: I can recall when I first went out to work that typesetting was how print 

was prepared before being printed. That profession has essentially disappeared. 

  

TINLINE: Serial entrepreneur Luke Johnson: 
 

JOHNSON: Those people have either had to face unemployment or retrain. 

  

TINLINE: But is there something about the phrase ‘creative destruction’ which 

makes it easy to think about people losing their jobs? It may be destruction but it’s 

creative destruction and, therefore, it’s okay because it’s used in a very positive sense 

this phrase? 

 

JOHNSON: I think if we believed that it was something that we could stop or 

something that we could change, then it’s okay to criticise those who use words like 

‘creative destruction’. The fact of the matter is the pace of technological change is 

relentless. And what that means is that people must think hard about whether the 

industry they serve will still be around in thirty years and whether actually, like a frog 

in a kettle that’s gradually getting hotter, they should jump sooner rather than later. 

And the idea that they could King Canute-like stop the oceans, I think is fantasy. 

 

TINLINE: Many people do seem to be prepared to pay the personal price 

creative destruction exacts, to reinvent themselves, to avoid being swept away. 

But, in the wake of the Depression of the Thirties, even Schumpeter questioned 

whether people would keep doing this, on the promise of a general rise in living 

standards. And since the Crash in 2008, we’ve heard plenty of doom-laden 

comparisons between now and the 1930s. In 1943, Schumpeter asked himself 

what seemed a pressing question. What was the future for capitalism? 
 

DAVIES: His answer is that probably it will not survive. 

  

TINLINE: Steve Davies of the Institute of Economic Affairs. 

 

DAVIES: He regrets this because he favours capitalism and thinks on the whole it’s a 

good thing. He thinks it won’t survive for two reasons. One is because the creative 

destructive process creates too many coalitions of losers, people who’ve lost out from 

the process who simply don’t like the change; and at the same time it creates a class 

of intellectuals who for various other reasons do not like capitalism and, therefore, 

tend to mobilise coalitions of the dispossessed, if you will, against it. 

  

TINLINE: All that discontent, Schumpeter thought, would eventually 

overwhelm capitalism. So how does our situation today compare with back then?  
 

DAVIES: Innovation of the assembly line production by Henry Ford led to a huge 

increase in the wages for unskilled labour in factories. The gains from innovation are 

very widely distributed. There are large rises in income for pretty much all of the 

different sections of the population. By contrast, the innovations in IT and electronics 

in the last thirty, forty years have tended to give huge rewards to people who have 

skills in certain areas such as computer programming, for example. A very large part 

of the gains in productivity and wealth that have been brought about by innovation 



 

 

have been captured by the top 10% or even just the top 1% of the population, whereas 

incomes for the bulk of the population have been stagnant and incomes for the 

unskilled may have actually marginally declined. 

 

TINLINE: Does that mean that that has become more of a problem for capitalism? 

 

DAVIES: The countervailing factor is that because of the increased productivity, 

even though incomes may have stagnated, they buy more stuff. But yes, I do think 

that this could in fact be even more of a problem now than it was when Schumpeter 

wrote the book in the Forties.  

 

TINLINE: And that was the most surprising thing anyone said to me while we 

were making this programme. Davies, after all, is a member of an avowedly 

pro-capitalist think-tank. Now Schumpeter was wrong about the end of 

capitalism. But the question remains: will he stay wrong for ever? Luke Johnson 

recognises the picture Steve Davies paints, but reads it rather differently. 

 

JOHNSON: There are theories that the low hanging fruit in terms of great industrial 

leaps have already been picked. I’m not sure I believe that, and I think there’s an 

alternative theory which suggests that the momentum of the internet is only just 

getting going. We will see the real benefits in the coming years because I think once 

more or less the entire world is interconnected and that all information and knowledge 

are shared, then there must come windfall benefits from that that will surely lead to 

great new developments in terms of transport and housing and healthcare and every 

other form of human activity that has not yet been invented.  

 

TINLINE: Luke Johnson’s optimism is heartening. And I still find it surprising 

that a conservative economist like Schumpeter really thought Americans would 

reject capitalism in favour of socialism. However, as in the Forties, we’re in what 

feels like a period of transition. Capitalism isn’t exactly in unblemished health. 

But today socialism is hardly the rising force it seemed at the dawn of the welfare 

state era. If our current form of capitalism does finally become a victim of 

creative destruction, foreseeing what will emerge to destroy it is as impossible as 

predicting the Ford Model T in the era of the horse-drawn carriage. Meanwhile, 

I think Schumpeter’s tenacious, seductive, troubling idea should neither simply 

be damned as destructive nor celebrated as creative, but treated with care, as the 

ambivalent idea it so evidently is. (Fx: gale) 


