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“In the most ambitious and compelling of his several exemplary books, Robert Putnam masterfully recasts the history of our country from the Gilded Age to the present. Marshaling data from across such disparate dimensions as residential choices, congressional voting patterns, film and song titles, and even baby-naming and pronoun usage, Putnam builds a phenomenally data-rich portrait of America. He robustly and convincingly demonstrates a startling congruence of trends in the economic, political, social, and cultural realms as they all moved in benign synchronicity toward greater inclusion, equality, engagement, and comity from the Progressive Era until the 1960s, but thereafter morphed in malign unison into today’s toxic world of ‘metastasizing self-centeredness,’ division, distrust, and dysfunction. Putnam concludes with a communitarian catechism about what we must now do to get back on that upward path toward the kind of country that all Americans must surely prefer to the one they now inhabit. The Upswing is a singularly illuminating book and a clarion call to action.”


—David M. Kennedy, Donald J. McLachlan
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“Americans who feel we are now living in the worst of times will see their spirits lifted and their hopes raised after reading The Upswing. Based on a careful analysis of data trends, Robert D. Putnam’s compelling narratives reveal why we should take inspiration and instruction from how America’s first Gilded Age, a period of despair much like today, turned into the Progressive Era, which moved America in a positive direction for over half a century. The Upswing is a must-read for those who wonder how we can once again reclaim our nation’s promise.”
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“No one understands the United States better than Bob Putnam, and no one else could have written this essential book. The Upswing brings together his vast knowledge, love of data, storytelling ability, and passion. It’s an astonishing work that reminds Americans we are a great people, shows us what we can accomplish when we come together, and makes clear that we need to do so again. Now.”
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1


WHAT’S PAST IS PROLOGUE


“. . . what’s past is prologue, what to come, in yours and my discharge.”


—William Shakespeare, The Tempest


In the early 1830s a French aristocrat named Alexis de Tocqueville traveled to America at the behest of his government, with a mission to better understand the American prison system. At the time the United States was a fledgling democracy, barely half a century old, and many nations looked to it as a bold experiment. It was an open question as to whether securing liberty and equality by means of a constitution and a participatory government would, or could, succeed.


Tocqueville traveled widely in the newly formed nation, taking detailed notes filled with observations and insights that only an outsider’s perspective could yield. He reflected on almost every aspect of American public life, speaking to countless citizens, observing daily interactions, and examining the various communities and institutions that made up the new nation. Above all, he noted a fierce commitment to personal liberty among the descendants of rugged pioneers who had fought so hard for it. But he also observed the coming together of people for mutual purposes, in both the public and private spheres, and found that a multiplicity of associations formed a kind of check on unbridled individualism. Keenly aware of the dangers of individualism (a term he coined), Tocqueville was inspired by what he saw in America: Its citizens were profoundly protective of their independence, but through associating widely and deeply, they were able to overcome selfish desires, engage in collective problem solving, and work together to build a vibrant and—by comparison to Europe at that time— surprisingly egalitarian society by pursuing what he called “self-interest, rightly understood.”1


Though far from perfect in its execution—indeed, this was an America built upon the genocide of Native Americans, the enslavement of African Americans, and the disenfranchisement of women, and Tocqueville was well aware of the evils of slavery—what Tocqueville saw in our nation’s democracy was an attempt to achieve balance between the twin ideals of freedom and equality; between respect for the individual and concern for the community. He saw independent individuals coming together in defense of mutual liberty, in pursuit of shared prosperity, and in support of the public institutions and cultural norms that protected them. Though there were blind spots still to be addressed, and dangers lurking in some of its flaws and features, democracy in America, Tocqueville felt, was alive and well.2


Were Alexis de Tocqueville to travel to America once again—further on in our national story—what might he find? Would America fulfill its promise of balancing individual liberty with the common good? Would equality of opportunity be realized, and indeed produce prosperity for all? And would shared cultural values, respect for democratic institutions, and a vibrant associational life be the promised antidotes to tyranny? Let’s look at an end-of-century balance sheet.


On the broad question of prosperity, things could hardly be better. Huge advances in communication, transportation, and standards of living have brought to almost all Americans a degree of material well-being unmatched in our history. Increasing educational opportunities have made strides toward leveling the social and economic playing field. A wide variety of goods priced for mass consumption as well as innovative new forms of entertainment—all made available in increasingly convenient ways— have improved the daily lives of nearly everyone. On the whole, Americans enjoy a degree of educational opportunity, abundance, and personal freedom of which previous generations only dreamed, a fact which might prompt an observer to paint a rosy picture of this America: widespread progress and prosperity driven by education, technological innovation, and sustained economic growth.


And yet this prosperity has come at a cost. While industries spawned by technological advance have allowed huge corporations to produce unparalleled profits, very little of this wealth has trickled down. The poor may be better off in real terms than their predecessors, but the benefits of economic growth have remained highly concentrated at the top. Extremes of wealth and poverty are everywhere on display.


Class segregation in the form of an entrenched elite and a marooned underclass is often a crippling physical, social, and psychological reality for those striving to get ahead. Young people and new immigrants enter the labor force filled with the hope that the American Dream can be theirs through persistence and hard work. But they often become disillusioned to find how great their competitive disadvantage is, and how difficult it is to make the leap to where the other half lives. American idealism increasingly gives way to cynicism about a rigged system.


But the departure from our past is visible not only in rising inequality and resultant pessimism—it is also apparent in the institutions that increasingly define our nation. Corporate conglomerates are replacing local and craft economies in almost every sector, including agriculture. America’s rugged individuals struggle against the loss of identity, autonomy, and mastery as they are subsumed into the anonymous labor of hyper-consolidated corporate machines and forced to pool meager wages to make ends meet. Corporate monopolies have hoarded profits and gained unrivaled economic influence through a wave of mergers. Because of corporations’ outsized power, workers’ leverage has eroded, and capitalists cite their responsibility to shareholders and market forces as justification for keeping pay low. Corporations search at home and abroad for ever-more-vulnerable populations to employ at ever-lower wages.


In important ways, life is much improved at the bottom of American society, which makes some commentators optimistic that things will only get better. But these gains have come mostly at the price of long hours in insecure low-wage work. Slavery has been abolished, of course, but the still ruthless reality of structural inequality condemns many people of color to a life of intergenerational poverty, and in some ways the situation of black Americans is actually worsening. And women still struggle to participate equally in a society that manifestly favors male wage earners. The economic well-being of the middle class is eroding, and soaring private debt has become a common buttress to lagging incomes.


The economic power of corporations has in turn become political power. While profits mount, so, too, does corporations’ creativity in evading financial and ethical responsibility to the public systems that allow them to flourish. Commercial giants successfully fend off feeble efforts to regulate them by buying off politicians and parties. Politicians collect exorbitant amounts of money from wealthy donors which they use to win elections, creating a dangerous mutuality between wealth and power. Interest groups also relentlessly pressure elected officials both to prop up corporate agendas and, paradoxically, to get out of the way of the free market. Thus, huge swaths of an increasingly interdependent economy go largely unregulated, and the system as a whole occasionally careens out of control. But the stratospherically wealthy remain insulated, even though their reckless actions often contribute to the crashes.


Inadequate regulation further fuels an irresponsible use of America’s vast natural resources. The nation’s GDP soars, but wildlife is disappearing at a dismaying rate, fuel sources and raw materials are exploited indiscriminately, and effluence threatens lives. And while large portions of the country have been set aside as public lands, their fate is vehemently debated, as business interests pressure the government to open protected areas for mining, grazing, and fuel extraction—citing the need for natural resources to feed a voracious economy. The rights and cultures of the native peoples who inhabit and hold those lands sacred are pushed aside in favor of business interests. Furthermore, contaminated products—including food—are sold without regard to the health or safety of consumers. The corporate mentality of the age seems to be focused solely on gaining economic advantage no matter the consequences.


Books and newspapers of the day are filled with reports of scandal in both the personal and professional lives of society’s leaders, as journalists work to reveal the rotten core of an America run amok. Politicians are regularly exposed for corruption—trading in power and patronage and taking advantage of their positions in increasingly creative ways. Sex scandals are also common among the elite, and even prominent religious leaders are not immune. Crime and moral decay are the ubiquitous subjects of popular entertainment, contrasting indulgence at the top and indigence at the bottom.


As an after-the-fact attempt at carrying out their civic duty, many of America’s wealthiest donate large sums of money to various philanthropic causes. This largesse erects buildings, founds institutions, and shores up cultural infrastructure, but usually in exchange for the donor’s name being immortalized upon a facade. Industry leaders are often idolized for rising from humble backgrounds by employing the “true grit” of entrepreneurship and become social and cultural icons despite morally questionable actions. The message to ordinary Americans is that anyone can go from rags to riches if they are willing to do whatever it takes.


Indeed, many of the corporate titans who dominate the American imagination live by an ideology of individualism that barely masks selfishness and an air of superiority. A philosophy of supreme self-reliance is common, and the pursuit of unfettered self-interest is considered a laudable ethic to live by. The idea that one must do what is best for oneself at every turn—and that only those willing to live by this code deserve to prevail in the economy—has been translated into a subtle but powerful cultural narrative about the unimpeachable fairness of the market and the undeservingness of the poor. Redistributive programs are often criticized as wasteful and an irresponsible use of resources. But lavish displays of luxury, flamboyant parties, global travel, and opulent mansions are the social currency of the elite—all propped up by a growing underclass of largely immigrant laborers.


A drift toward self-centeredness in private life is matched in the public square. In politics, an overfocus on the promotion of one’s own interests at the expense of others’ has created an environment of relentless zero-sum competition and a repeated failure of compromise. Public debates are characterized not by deliberation on differing ideas, but by demonization of those on the opposing side. Party platforms move toward the extremes. And those in power seek to consolidate their influence by disenfranchising voters unsupportive of their views. The result is a nation more and more fragmented along economic, ideological, racial, and ethnic lines, and more and more dominated by leaders who prove shrewdest at the game of divide and conquer. The inevitable result is political gridlock and a hobbled public sector. Decaying infrastructure, inadequate basic services, and outmoded public programs are a national embarrassment. Citizens rightly despair of elected officials ever being able to accomplish anything at all.


This climate has also created a pervasive disillusionment with the nation’s political parties. Neither seems capable of addressing America’s problems, and many voters are turning to third parties for better options. Libertarian leanings are common while, at the other pole, socialism gains adherents. And a rising tide of populism has captured the enthusiasm of many, especially those in rural areas. America’s democratic institutions strain under the burden of polarization.


In addition to this economic and political malaise, social and cultural discontent are also rising. In an America transformed by the rapid forward march of technology, new forms of communication and transportation have disconnected and reconnected people in countless ways, rearranging identities, beliefs, and value systems. Some optimistically tout the breaking of barriers and narrowing of distances between people, while many others experience loneliness, isolation, and atomization as traditional social structures give way.


The increasingly global information age is inundating people with news from every corner of the earth, and this explosion of information threatens to overwhelm the individual trying to make sense of it all. New ideas in science, philosophy, and religion upend traditional touchstones at an astonishing pace. And a culture dominated by commerce and consumption has made advertising a ubiquitous—and often lamentable—part of daily life in America. Even the reliability of the free press, that critical component of any democratic system, has become questionable, as a drive for profit overpowers a responsibility to the truth.


A fevered pace of life is often blamed for widespread stress and anxiety. Demand for stimulants of all kinds is on the rise as Americans hurry to keep up and strive to get ahead. The growing demand for productivity at all costs is claiming the physical health and emotional well-being of many individuals and families. The combined effect of these powerful technological, economic, political, and social forces is a sort of dizzying vertigo— a pervasive sense that the average person has less and less control over the forces shaping his or her individual life. Anxiety is mounting among the young, who face unprecedented challenges, and appear likely to live shorter, less rewarding lives than their parents did. This nation seems no longer recognizable or intelligible to those brought up in an earlier age, turning many older Americans toward nostalgia for a bygone era.


Some Americans have reacted to these many forms of dislocation by turning on their perceived adversaries in an increasingly cutthroat social and economic contest. Racism and gender discrimination persist and are even intensified. Indeed, the progress toward racial equality achieved in an earlier era has in many ways reversed. White supremacist violence is on the rise—often encouraged, rather than prevented, by white authorities. Tensions flare continually and conflict often turns bloody, while trust in law enforcement deteriorates with each successive clash. Massive new waves of immigrants—bringing to America ideas and religious beliefs thought to be strange and threatening—are met with hate and violence. Nativism is common and considered by many to be culturally acceptable and even patriotic. Support for restricting, and even halting, immigration from certain countries and from groups with alien political or religious views is growing. The number of immigrants entering the country illegally soars. Meanwhile, ideologically motivated terrorists ignite a backlash against all immigrants, including crackdowns by law enforcement, nationwide raids sponsored by the attorney general, and threats to civil liberties. In greater numbers than ever before, Americans seem to have stopped believing that we are all in this together.


Almost as often as we are turning on one another, Americans are responding to uncertainty and insecurity by turning to self-destructive behaviors and beliefs. Substance abuse is rampant—taking a tragic toll on family formation and claiming many lives. Materialism, too, holds out an empty promise of relief. Also attractive is a descent into cynicism and spectatorship or the adoption of an apocalyptic worldview: the American experiment has failed, and the best we can hope for is to start from scratch once it all comes apart. Whether the response is lashing out, turning inward, tuning out, or giving up, Americans are becoming increasingly paralyzed by disagreement, disillusionment, and despair. Indeed, many Americans seem to agree these days on only one thing: This is the worst of times.


Worried observers—as Tocqueville certainly would be—use words like “oligarchy,” “plutocracy,” and even “tyranny” to warn of the subtle reemergence of overlapping economic and political power structures that America’s founding was supposed to have banished. Still others lament that the country is on the wrong track morally and culturally. Does democracy in America, they wonder, stand on the verge of ruin?


Though it would appear so in every way, the nation of which we have just written is not today’s America. The foregoing balance sheet is actually a historically accurate portrait of this country in another era, at the opening of the twentieth century, just fifty years after Tocqueville wrote his stirring depiction of a thriving democracy.


The United States in the 1870s, 1880s, and 1890s was startlingly similar to today.3 Inequality, political polarization, social dislocation, and cultural narcissism prevailed—all accompanied, as they are now, by unprecedented technological advances, prosperity, and material well-being. The parallels are indeed so striking that the foregoing description could have been written virtually word-for-word about our nation today. Looking back to a time Mark Twain disparagingly called the Gilded Age turns out to feel eerily like looking in the mirror.


Of course, other commentators have already spotted this troubling similarity. They have rightly warned that without a change in course, Americans today will have been guilty of allowing an ugly chapter in our history to repeat itself. But this comparison—remarkably apt as it is— inevitably begs the question of what actually came to pass the last time our nation found itself in such a troubling state of affairs. Clearly, the doomsday prophecies and despairing anxieties of the late 1800s were never fulfilled— the fear that the American project was headed irretrievably off the rails proved unfounded. So how did we get from the last American Gilded Age to our current predicament? What happened in the intervening century?


This book is an attempt to answer these questions. As such, it is neither a detailed assessment of our current troubles, nor an exhaustive portrait of the turn of the last century. Rather, we seek to provide a more sweeping historical perspective, aided by a vast array of newly compiled statistical evidence. This evidence provides a fresh and striking data-based portrait of the past 125 years of our nation’s history, which is summarized in Figure 1.1.


The trends illustrated below represent a compendium of scores of different measures of century-long phenomena in four key areas: economics, politics, society, and culture. (The underlying numbers that comprise these four curves will be explored in the next four chapters.) As we looked closely at each of these facets of American life, we asked the basic question of whether things have been improving or deteriorating since the turn of the twentieth century. In other words, over the past 125 years, since the last Gilded Age, has America been moving toward




• greater or lesser economic equality?


• greater or lesser comity and compromise in politics?


• greater or lesser cohesion in social life?


• greater or lesser altruism in cultural values?





When charting the answers to these questions side by side, we found an unmistakable—even breathtaking—pattern. In each unique case, the trend line looks like an inverted U, starting its long upward climb at roughly the same moment, and then reversing to a downward descent within a remarkably similar time frame.4




FIGURE 1.1: ECONOMIC, POLITICAL, SOCIAL, AND CULTURAL TRENDS, 1895–2015


[image: illustration]


Source: See endnote 1.4. Data LOESS smoothed: .2.





A great variety of measures shows that on the heels of the first American Gilded Age came more than six decades of imperfect but steady upward progress toward greater economic equality, more cooperation in the public square, a stronger social fabric, and a growing culture of solidarity. Throughout the first two thirds of the twentieth century we actually narrowed the economic chasm born in the Gilded Age, making progress not only during the Great Depression and World War II, but for decades both before and after. In that same period we gradually overcame extreme political polarization and learned to collaborate across party lines. We also steadily wove an ever-stronger network of community and family ties. And our culture became more focused on our responsibilities to one another and less focused on our narrower self-interest. In short, America experienced a dramatic, multifaceted, and unmistakable upswing.


During these decades Americans became—perhaps more than ever before—focused on what we could accomplish together. And this sense of shared responsibility and collective progress was not simply some victory lap after overcoming the Great Depression and defeating the Axis powers, as many have suggested. As this chart makes clear, and as the data we shall present in the forthcoming chapters prove, it was, in fact, the culmination of trends plainly discernible across the previous half century.


By the time we arrived at the middle of the twentieth century, the Gilded Age was a distant memory. America had been transformed into a more egalitarian, cooperative, cohesive, and altruistic nation. At this mid-century moment our still segregated and still chauvinist society was far from perfect, as we shall discuss in detail in later chapters, but as the 1960s opened we were increasingly attentive to our imperfections, especially in racial and gender terms. Our new president described us as poised to tackle our challenges together. “Ask not what your country can do for you,” he said, “ask what you can do for your country.” To Americans at that stage in our history, Kennedy’s argument that collective well-being was even more important than individual well-being was hardly counter-cultural. Though the rhetoric was powerful, to his contemporaries he was stating the obvious.


Over the first six decades of the twentieth century America had become demonstrably—indeed measurably—a more “we” society.


But then, as the foregoing graph indicates, and as those who lived through that period know too well, in the mid-1960s the decades-long upswing in our shared economic, political, social, and cultural life abruptly reversed direction. America suddenly found itself in the midst of a clear downturn. Between the mid-1960s and today—by scores of hard measures along multiple dimensions—we have been experiencing declining economic equality, the deterioration of compromise in the public square, a fraying social fabric, and a descent into cultural narcissism. As the 1960s moved into the 1970s, 1980s, and beyond, we re-created the socioeconomic chasm of the last Gilded Age at an accelerated pace. In that same period we replaced cooperation with political polarization. We allowed our community and family ties to unravel to a marked extent. And our culture became far more focused on individualism and less interested in the common good. Since the 1950s we have made important progress in expanding individual rights (often building on progress made in the preceding decades), but we have sharply regressed in terms of shared prosperity and community values.


JFK had foreshadowed the transformation that was to come, because his idealistic rhetoric was, in retrospect, proclaimed from a summit to which we had painstakingly climbed, but were about to tumble right back down. And though that summit was certainly not nearly as high as America could hope to climb toward equality and inclusion, it was closer than we had yet come to enacting the Founders’ vision of “one nation . . .with liberty and justice for all.” Thus, Kennedy’s call to put shared interest above self-interest may have sounded at the time like reveille for an era that was opening—a new frontier of even greater shared victories—but with the perspective of the full century, we can now see that instead he was unwittingly sounding taps for an era that was about to close.


Over the past five decades America has become demonstrably—indeed measurably—a more “I” society.


Generally speaking, each of the trends we uncovered is recognized in the relevant scholarly literature, although they have largely been examined separately. Rarely have scholars recognized the striking concurrence of a multiplicity of factors that followed the same curvilinear course in the twentieth century.5 Furthermore, examinations of these trends have most often focused exclusively on the second half of the curve—America’s downturn—ignoring the equally notable first half—America’s upswing. By contrast, our study aims to achieve a broad analysis of many different variables over a much longer period of time in order to expose the deeper structural and cultural tendencies that have roots in the opening decades of the twentieth century and that have culminated in today’s multifaceted national crisis.


By using advanced methods of data analysis to combine our four key metrics into a unified statistical story, we have been able to discern a single core phenomenon—one inverted U-curve that provides a scientifically validated summary of the past 125 years in America’s story. This meta-trend, represented in Figure 1.2, is a phenomenon we have come to call the “I-we-I” curve: a gradual climb into greater interdependence and cooperation, followed by a steep descent into greater independence and egoism. It has been reflected in our experience of equality, our expression of democracy, our stock of social capital, our cultural identity, and our shared understanding of what this nation is all about.




FIGURE 1.2: COMMUNITY VS. INDIVIDUALISM IN AMERICA, 1890–2017
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Source: See endnote 1.4. Data LOESS smoothed: .1.





In each of the next four chapters of this book we will consider a single core trend: economics, politics, society, and culture, and reflect upon how its unfolding has contributed to our nation’s upswing toward a “we” ethos and subsequent downturn toward an “I” ethos. As we zero in on each inverted U-curve, we will take a deep dive into the myriad underlying statistical measures that comprise the overarching trend but, equally important, we explore its historical context—the unique confluence of circumstances, forces, and factors that likely contributed to its formation. As a result, in the historical narratives throughout this book we will revisit certain characters and events several different times as we view the century’s unfolding through our four basic analytical lenses—economics, politics, society, and culture.


Two additional analytical perspectives that we will apply to this time period, devoting a separate chapter to each, are race and gender. Indeed, no discussion of “I” and “we” in the twentieth century could be complete without asking the question of how these trends were or were not reflected in the experience of traditionally excluded groups. However, because our analysis necessarily relies upon data sets that span 100+ years of history, we spend far less time in this book discussing the experience of Latinos, Asian Americans, Native Americans, and other peoples of color than we do African Americans. This is certainly not because these groups and their unique stories are unimportant, but because the statistical sources on which this book relies do not consistently single out other peoples of color alongside African Americans until late in the twentieth century, making it nearly impossible to discern long-term trends in a rigorous way. Our discussion of race is therefore focused on African Americans, and our mention of other racial and ethnic minorities is limited.


While aggregate measures of economic inequality, political polarization, social fragmentation, and cultural narcissism all follow a strikingly similar inverted U-curve over the course of our 125-year period, the story is far more complex when it comes to measures of racial and gender equality. Because African Americans, women, and many others had to fight to achieve even basic forms of equality and inclusion during the first two thirds of the twentieth century, it might be fair to assume that any supposed “we” America was moving toward in this period was inherently racist and sexist. Indeed, it is imperative for this study to consider the very real possibility that the “we” taking shape at this time was a fundamentally white, male “we.”


The broad-strokes histories of both race and gender in twentieth-century America are often characterized not as an inverted U-curve, but as something resembling a hockey stick. In other words, widespread intolerance, inequality, and oppression are often thought to have been the unchanged norm for blacks and women until the watershed changes of the mid-Sixties Civil Rights and feminist revolutions led to improvements at an unprecedented pace. However, this cartoon history is in important respects misleading. A close reading of the data, which we will present in later chapters, indicates that a surprising number of gains in both racial and gender equality happened well before 1970—and in fact constituted a long period of progress that corresponds to the story told by the variables charted above. It seems that as America’s sense of “we” was expanding over the first two thirds of the century, blacks and women actually benefited as racial and gender disparities in education, income, health, and voting gradually narrowed. We will therefore argue that the rights revolutions of the 1960s and 1970s must be seen not as a bolt from the blue, but rather as the culmination of more than four decades of progress. This progress was most often made in persistently segregated spheres, was (in the case of race) driven largely by black Americans themselves rather than by institutional change, and was certainly far from sufficient, but it is nevertheless a vitally important part of the history of equality and inclusion in the twentieth century.


Furthermore, our examination of race in twentieth-century America will show that the decades after 1970—the period Americans often believe brought about the greatest gains in racial equality—actually represented a marked slowdown of progress for black Americans. (The story of gender equality is somewhat different, as we shall explain in detail in Chapter 7.) This period of deceleration is as surprising as it is clear, but also corresponds to the story told by the curves charted above. It seems that as America took a more individualistic and narcissistic turn after 1970, we simultaneously took our “foot off the gas” in pushing toward true racial equality. This surprising and even counterintuitive story, which focuses not on absolute levels of racial equality, but the rate of change over time, challenges some popularly accepted ideas about the history of race relations in this nation. Thus, when it comes to racial equality the shape of the curves looks different, but the phenomenon underlying the data turns out to be a subtle and unexpected confirmation of the story of America’s I-we-I century. We will lay out this case in detail in Chapters 6 and 7, which is why the preceding chapters will address questions of race and gender only lightly.


And yet, despite the real and often underemphasized progress African Americans and women were making early in the century, our analysis also reveals the undeniable ways in which the mid-century “we” was nonetheless highly racialized and gendered, and just how far short of the goal we were, even at a time when America’s comity and cohesion were at an unprecedented high. It is thus critical to avoid nostalgia about the 1950s as some sort of “golden age” in America’s quest for an egalitarian society—exactly because of the experience of people of color, women, and other embattled groups. Indeed, we will see clear evidence of the fact that America’s failure to create a fully inclusive, fully egalitarian “we” over the first two thirds of the century played a critical role in the nation’s larger turn toward “I.” Why this is and what it could mean for the challenges we face today will be one of the more thought-provoking questions this book will take on. And it may turn out to be a key that unlocks a greater understanding of why today—half a century after the Civil Rights and women’s revolutions—we find ourselves in a society still deeply divided along racial and ethnic lines and still struggling to define and achieve gender equality.


Our ongoing failure to achieve racial and gender equality and inclusion is a deeply troubling aspect of our national life—indeed one that violates foundational principles of the American project. However, it is far from the only problem our country now faces. In politics we’re fighting in exceptionally angry ways; in economics the gap between rich and poor is tremendous in virtually all aspects of life; in social life we are often lonely, disconnected, and despairing; and our “selfie” culture continually reveals itself to be blindly narcissistic. Today we find ourselves living in an extremely polarized, extremely unequal, extremely fragmented, and extremely self-centered nation, a fact of which we are all painfully aware. For nearly fifty years, across party lines and with only a few short interruptions, most Americans—by a two to one margin or more over the last decade— have said that our country “is on the wrong track.”6 A recent study by the Pew Research Center revealed that Americans are “broadly pessimistic” about the future, with clear majorities predicting that the gap between rich and poor will widen, that the country will become yet more divided politically, and that the US will decrease in importance on the world stage over the next thirty years.7 The American Psychological Association reports that “the future of our nation” is a bigger source of stress among average Americans than even their own finances or work.8


How did we get here? Until we can answer that question, we shall be condemned to plunge further down an ever-darkening path.


The 1960s represented an extraordinarily important hinge point in the history of the twentieth century—a moment of inflection that changed the course of the nation. But, as this book will argue, accurately answering the question of how we got here is only possible when viewing the Sixties as a second inflection, not a first. The coming apart set in motion in the mid-1960s, though deeply salient to those who lived through it, was a phenomenon whose effects were largely equal and opposite to what had happened as the century opened. Only when our lens zooms out far enough to consider both of these hinge points together can we begin to get an accurate picture of how we have arrived at our current predicament—and how we might navigate our way out again. Indeed, our hope is that by presenting a new, evidence-based story spanning the past 125 years of our nation’s history we might begin to bridge the “OK Boomer”9 generational divide—and the many other lines of fracture facing our nation—in order to construct a shared vision for the future that we can all work toward together.


Rebecca Edwards, a historian of the Gilded Age, observed that “the lessons one draws from a period of history depend to a large degree on one’s choice of beginning and ending points.”10 This book will argue that the historical period from which we must take our instruction today doesn’t start in the 1960s. Looking back only that far has taken many commentators down the road of nostalgia—leaving them little more to do than lament some paradise lost and argue about whether and how we should re-create it. In other words, looking to the moment when an upswing culminated turns out not to be very instructive. Looking to the moment of its inception proves far more fruitful, especially when the context of that moment bears a striking resemblance to the context in which we find ourselves today. As represented in the subtitle of this book, our thesis is not that we should return nostalgically to some peak of American greatness, but that we should take inspiration and perhaps instruction from a period of despair much like our own, on the heels of which Americans successfully—and measurably—bent history in a more promising direction.


If, as Shakespeare wrote, “what’s past is prologue,” then what follows surely depends upon us gaining a right understanding of where we’ve been. The seldom remembered second half of the Shakespearean epigram— “what to come, in yours and my discharge”—reveals not a pessimistic statement of historical determinism, but rather a more realistic and even optimistic argument that the past merely sets the agenda for choice going forward. Coming to see our past more clearly serves to better prepare us to gain mastery over our future.


Let us begin, then, at the beginning.


This book will trace the roots of today’s problems to the last time these same problems threatened to engulf our democracy. It contains an evidence-based story about how we have arrived at our current predicament. We will examine how economic inequality, political polarization, social fragmentation, cultural narcissism, racism, and gender discrimination each evolved over the course of the last 125 years—not merely the last fifty. Doing so will unearth some unexpected twists and turns, and will challenge some settled truths among pundits and historians about the twentieth century—the “American Century.”


Rather than citing some recent event or offering a narrative of long-run decline, we will argue that the state of America today must be understood by first acknowledging that within living memory, each of the adverse trends we now see was going in the opposite direction. And we will show that, to a surprising degree, century-long trends in economics, politics, society, and culture are remarkably similar, such that it is possible to summarize all of them in a single phenomenon: The story of the American experiment in the twentieth century is one of a long upswing toward increasing solidarity, followed by a steep downturn into increasing individualism. From “I” to “we,” and back again to “I.”


The Upswing is a history of the United States in the twentieth century, but it is avowedly a simplified history, and it leaves out much that is also important. But in so doing, it accentuates real trends that are highly relevant to our current set of challenges. This book is, therefore, an exercise in macrohistory, and as such it will be controversial among historians. Furthermore, writing contemporary history is always precarious, because our understanding of the past evolves as the future unfolds. Peaks, valleys, and inflection points take on new meaning in the light of each new decade. But we borrow our motto from Alfred North Whitehead: “Seek simplicity and distrust it.”11 Finally, this book is not primarily about causal analysis. It is about narratives. Narratives, as we use the term, are not merely entertaining tales, but events linked together in trends inter-braided by reciprocal causality. The strands of a narrative are inextricable, but still interpretable, and therefore instructive as we look to the future.


As Tocqueville rightly noted, in order for the American experiment to succeed, personal liberty must be fiercely protected, but also carefully balanced with a commitment to the common good. Individuals’ freedom to pursue their own interests holds great promise, but relentlessly exercising that freedom at the expense of others has the power to unravel the very foundations of the society that guarantees it. Looking back over the full arc of the twentieth century, we will see these ideas and their consequences borne out in vivid historical and statistical detail. And finally we will turn to the implications of our findings for reformers today. For the arc we describe is not an arc of historical inevitability, but an arc constructed by human agency, just as Shakespeare suggested.


Perhaps the single most important lesson we can hope to gain from this analysis is that in the past America has experienced a storm of unbridled individualism in our culture, our communities, our politics, and our economics, and it produced then, as it has today, a national situation that few Americans found appealing. But we successfully weathered that storm once, and we can do it again. If ever there were a historical moment whose lessons we as a nation need to learn, then, it is the moment when the first American Gilded Age turned into the Progressive Era, a moment which set in motion a sea change that helped us reclaim our nation’s promise, and whose effects rippled into almost every corner of American life for over half a century.12 Understanding what set those trends in motion, then, becomes of critical importance. We will therefore close our book by examining the inflection that set the stage for the twentieth century’s communitarian climb, attempting to glean lessons from the story of those who, during the last American Gilded Age, refused to let go of the reins of history, and took deliberate action to reverse its course. In their story, more than in the story of those who lived through a supposed golden age, we may find the tools and inspiration we need today to create another American upswing—this time with an unwavering commitment to complete inclusion that will take us toward a yet higher summit, and a fuller and more sustainable realization of the promise of “we.”










2


ECONOMICS: THE RISE AND FALL OF EQUALITY


Our story of America’s I-we-I century begins with a look at trends in economic prosperity and material well-being over the past 125 years, as well as how evenly distributed economic gains and losses have been during that time.


So how are we Americans doing? Let’s begin with creature comforts. Here sunny-side optimists like Steven Pinker1 seem to have a strong case, and we must begin by acknowledging the long-run aggregate improvements. As measured by the luxuries—and even the length—of our lives, American prosperity has advanced steadily and powerfully for a century and more, based in part on technological advances, in part on an entrepreneurial spirit, and in part on wise public investments, especially in education and infrastructure. But we shall shortly offer abundant evidence that long-term gains conceal sharp inequalities in the distribution of income, wealth, and well-being among Americans.


PROSPERITY, HEALTH, AND EDUCATION: AN OVERFLOWING CORNUCOPIA


Since 1900, Americans have become, on average, healthier, wealthier, and if not wiser, then at least more educated, although as we shall see, the education story is somewhat more complicated. These decades have seen our lifespan nearly double and have witnessed the transition from outhouses to iPhones, from dusty wagons on dirt roads to the advent of space tourism, from cracker-barrel country stores to drone deliveries.


Objective measures show remarkable, virtually uninterrupted progress over more than a century. The simplest measure of this progress is provided by Figure 2.1, showing year-by-year growth in gross domestic product (GDP) per capita.2




FIGURE 2.1: LONG-TERM REAL GROWTH IN US GDP PER CAPITA, 1871–2016


[image: illustration]


Source: C. I. Jones, “The Facts of Economic Growth.” See endnote 2.2.





Economists have shown that (as is clear from Figure 2.1), the slope of this upward curve in economic prosperity has been remarkably constant at 2 percent per year since the beginning of the Industrial Revolution. Indeed, over the century after 1871 the only visible deviation from the steady pulse of the American economy was the Great Depression (when GDP per capita fell nearly 20 percent in four years), followed by the World War II catch-up boom. However, as economist C. I. Jones reports, “To me this decline stands out most for how anomalous it is. Many of the other recessions barely make an impression on the eye: over long periods of time, economic growth swamps economic fluctuations.”3


Economists have devoted much thought and energy to explaining this continuous growth—which was once considered “a stylized fact,”4 that is, a fact so widely accepted that almost no one disputes it. More recently, the growth rate seems to have slowed significantly after 1970, falling below the long-term rate of 2 percent a year, perhaps because technological innovation is no longer leading to steady growth in productivity.5 That discovery should dampen any cheery optimism about the 2 percent “stylized” growth rate continuing into the future. But for most of the period we cover in this book material progress seemed steady and assured.


Many scholarly tomes—and many political campaigns—have debated potential explanations, but for our purposes, the central factor appears to be technological and educational progress, powerfully fostered by both public and private investment. The specific technologies and forms of education that have been most relevant have, of course, varied across this century—from high schools and telephones and automobiles in the first half of the period to universities and microchips and biotech in the second half. But like the little engine that could, the American economy chugged relentlessly upward, decade after decade, powered primarily by technology and education.


This same steady, upward trajectory is mirrored in many measures of creature comfort that have enriched the daily lives of ordinary Americans. A few charts illustrate how our material existence has been gradually transformed for the better since 1900.


Take our dwellings. Figure 2.2 shows that decade after decade the average American home has steadily expanded, nearly doubling in size since the end of the nineteenth century. Meanwhile, inside those ever-larger homes the convenience of flush toilets—enjoyed by fewer than one in seven Americans in 1900—became virtually universal over the next seven decades, as did time- and labor-saving household appliances, such as vacuum cleaners, which spread from 10 percent of American homes to 90 percent in the half century between 1920 and 1970.6 In short, decade by decade for more than a century American homes have become larger, more comfortable, and easier to maintain. Of course, not all Americans live in equally luxurious homes, and we shall turn our attention to inequality in the next section of this chapter, but on average American standards and expectations for housing have soared upward.


The same is true of transportation. Here a single illustration will suffice, as Figure 2.3 displays the remarkably sustained surge in Americans’ love affair with the automobile over more than a century.7 Indeed, the only periods of brief stagnation were during the Great Depression, World War II (when automobile production was halted for the duration), and the recent Great Recession. In fact, between 1915 and 2015 the number of vehicles per 1,000 inhabitants in the U.S. exploded from 25 to 820—a growth rate of 3.5 percent per year across an entire century!—a stark statistical indicator of dramatically improved ease and comfort of transportation for hundreds of millions of ordinary Americans.




FIGURE 2.2: AMERICAN HOMES GET LARGER (1891–2010)


[image: illustration]


Source: Moura, Smith, and Belzer, “120 Years of U.S. Residential Housing Stock and Floor Space.” See endnote 2.6.







FIGURE 2.3: CARS PROLIFERATE, 1900–2015
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Source: Transportation Energy Data Book, Department of Energy, Table 3.6.





Scores of similar charts could be added to show the steady proliferation of life-improving gadgets—from telephones to refrigerators to clothes washers to electronic entertainment.8 The bottom line for long-run trends in the material conditions of the average American can be neatly summed up in a slightly edited mid-century advertising slogan from DuPont— “better things for better living—through technology.”


Even more elemental evidence of steady material progress in America over the last 125 years comes from statistics on life and death. Figure 2.4 focuses on the dramatic, century-long decline in infant mortality: As the twentieth century opened, out of every 1,000 births, 129 babies died before their first birthday, but as the twenty-first century opened, that tragic toll had been slashed to barely 7. To be sure, as we shall emphasize later in this book, important racial and class disparities persisted, but all parts of American society benefited from this enormous advance.


Figure 2.5 widens our lens to look at the comparable trend for life expectancy across the full life cycle. (The singular deviation from this remarkable record of steadily improving health is explained by the astonishingly lethal influenza pandemic of 1918.) Americans born in 1900 could expect to live on average to age 47. Their children (born, let’s say, in 1925) could expect to live to age 59, their grandchildren (born in 1950) to age 68, their great-grandchildren (born in 1975) to age 73, and their great-great grandchildren (born in 2000) to age 77. Within barely one century the lifespan of the average American lengthened by three decades.


This seemingly inexorable improvement in population health actually represents two quite different eras during which different causes of mortality were mastered. The gains in the first half of the twentieth century derived from advances in public health (especially clean water), improved nutrition, and the development of antibiotics.9 Death rates from infectious diseases fell by 90 percent in the first half of the century, accounting for the lion’s share of rising life expectancy. The benefits in this first era were concentrated among children, while very little progress was made against the maladies of older Americans.




FIGURE 2.4: INFANT MORTALITY, 1890–2013


[image: illustration]


Source: Historical Statistics of the United States, Table Ab 920.





By contrast, during the second half of the century, after the defeat of infectious diseases, medical advances in the form of pharmaceuticals (Lipitor, for example), medical technology that allows early diagnosis, and surgical techniques (angioplasty, for example) sharply reduced death rates among the elderly, first from heart disease and then increasingly from cancer. The public anti-smoking campaign was another important contributor though its effects were necessarily lagged, as deaths caused by packs smoked in the middle of the century occurred decades later. In short, across both halves of the twentieth century and into the twenty-first century, Americans’ longevity has been steadily enhanced by a combination of public health measures and technological progress.




FIGURE 2.5: LIFE EXPECTANCY, 1900–2017


[image: illustration]


Source: National Center for Health Statistics.





Both Figure 2.4 and Figure 2.5 hide important social inequalities in health—especially along racial and class lines—and we will focus intently on those disparities in this and succeeding chapters. Nevertheless, it remains true that the average American today enjoys substantially better health and will live longer than her parents and (still more) her grandparents or great-grandparents.


In the last few years, however, that line not only stopped ascending, but began to descend.10 This unfortunate change can be largely attributed to sharp rises in fatalities due to drugs, alcohol, or suicide—more commonly known as “deaths of despair.”11 In their 2020 book, Deaths of Despair and the Future of Capitalism, economists Anne Case and Angus Deaton offer powerful evidence of the growing incidence of deaths of despair and trace the origins of this trend to deep-seated social inequities.12 Drug overdoses, in particular, have recently spiked, reflecting an opioid epidemic related to social strife, impediments to economic mobility, and lethal misconduct by the pharmaceutical industry.13 While these deaths of despair afflict the entire nation, they especially affect rural communities, working-class individuals, and young adults.14 The emergence of deaths of despair in recent years is important not merely because of the human tragedies they reveal, but because they are a warning signal that the broader social trends discussed in this book may bring yet more calamities.


Nonetheless, the overall case for long-term American optimists seems strong. We might term this perspective on the twentieth and early twenty-first centuries “the view from Silicon Valley or MIT.” Every decade and indeed almost every year our material and physical lives have steadily improved—primarily because of underlying technological progress.


In fact, this diagnosis is shared by the American people: When the Pew Research Center asked Americans in 2017 to name the biggest improvements to life over the past half century, we overwhelmingly cited technology (42 percent) and medicine and health (14 percent), and when asked to predict the biggest improvements to life over the next half century, technology (22 percent) and medicine and health (20 percent) again topped the list.15


A third domain of American life—education—at first glance appears to show exactly the same steady and substantial rate of improvement, although more closely examined, educational trends are subtly different.


As the twentieth century opened, “common schools” providing free public elementary education were already widespread in the US, with the important exception of the African American population in the South.16 The US had virtually the highest literacy and educational rates in the world. However, secondary and college education were still confined to a small fraction of the population.


Building on that sturdy foundation, during the twentieth century two major educational revolutions in America led first to nearly universal high school education and then to widespread college education. Americans typically complete our formal education as young adults and maintain that level of education throughout the rest of our lives, so population-wide measures of educational attainment change slowly, just as a bathtub full of water changes temperature more slowly than the flow at the faucet. Even after a major advance in educational access, the impact of that advance is obscured by the persistence of generations educated (or not) decades earlier. Thus, to see the immediate effects of educational innovations, we need to focus on the educational attainments of successive youth cohorts. This distinction is the familiar accounting distinction between “stock” and “flow” measures, and we focus here on “flow” measures.


The high school revolution was fostered by the “high school movement” in the early 1900s and was marked by the creation of free public high schools, beginning in small towns of the West and Midwest, then spreading to urban areas across the North, and finally throughout the entire country.17 As Figure 2.6 shows, as late as 1910 fewer than one in every ten young people received a high school degree, but within barely five decades that mark of educational attainment exploded to nearly seven in ten, as public high schools sprouted in communities across the land. (The only exception to this uninterrupted growth came during World War II, when many young men were away at war.) Educational advancement in the half century after 1910 was so rapid that its effects were visible within individual families. Of young people coming of age in the mid-1960s, three quarters were high school graduates, as compared to fewer than half of their parents and barely one tenth of their grandparents.


This remarkably successful institutional innovation led both to a massive increase in the productivity of American workers (thus accounting for the lion’s share of overall economic growth in this period) and to an increase in upward mobility, because universal high school education leveled the playing field.18 Economic growth and social equality moved steadily upward in tandem, contrary to some presumptions that equality and growth are incompatible. As the Sixties opened, no end of that educational, economic, and social progress was in sight.


Then, however, as Figure 2.6 shows, suddenly America took its foot off the educational gas pedal and began coasting (and even slowing), initiating a surprising pause in high school expansion that would last for more than four decades.19 Only as the twenty-first century opened did the incidence of high school graduation begin once again to rise, though the post-2000 increase was probably later, smaller, and less sustained than the inflated official figures shown in Figure 2.6 suggest. The latest research suggests that the high school graduation rate, properly measured, is perhaps 5 percentage points higher than it was a half century ago, compared to a rise of more than 70 percentage points in the previous half century.20 So although educational attainment as measured by high school graduation has risen over more than 125 years, that inexplicable and prolonged halt after the mid-1960s will merit revisiting later in this book, because it turns out that many other measures of social progress halted at the very same time.21




FIGURE 2.6: HIGH SCHOOL GRADUATION RATE, 1870–2015
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Source: Historical Statistics of the United States; National Center for Educational Statistics.







FIGURE 2.7: COLLEGE GRADUATION RATE, 1910–2013
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Source: Digest of Education Statistics, National Center for Educational Statistics.





The college revolution occurred somewhat later in the twentieth century and at a more measured pace, as Figure 2.7 shows. For the first half of the century the rate of four-year college graduation edged slowly upward from about 3 percent in 1910 to about 8 percent in 1950. Then in the postwar period, college-going began a steeper rise. The first upward thrust was encouraged by the GI Bill offering greatly discounted22 college education to all returning World War II veterans—mostly white and almost exclusively male. Among white men, college-going accelerated in earnest in the early 1960s, temporarily widening preexisting gender and racial disparities. However, within a decade more ambitious college aspirations began to spread among women and nonwhites, as well, and by the early 1980s both the gender and the racial gaps had begun to narrow.23 In short, in the first three quarters of the twentieth century the fraction of all young Americans with college degrees rose at an accelerating pace from 3 percent to 22 percent. Then, in 1975, roughly a decade after the “foot off the gas” pause in high school graduation rates, a similar pause of almost two decades interrupted the century-long progress in college graduation rates. Not until the end of the twentieth century did measures of educational attainment resume growth.


In sum, like all the measures of progress explored in this section of this chapter, educational gauges show marked advancement over more than a century, but unlike the indicators of material and physical well-being, educational progress has not been entirely uninterrupted, perhaps in part because—unlike material and medical progress—educational progress relies less directly on inexorable technological advance and more on social institutions and behavioral change. We will return to this puzzling “foot off the gas” phenomenon later in the book, but for now it must remain an anomaly. The basic story of this section is simple: On average, by many important measures, life in America has gotten better and better for more than a century.


ECONOMIC EQUALITY


Obviously, nationwide averages conceal more gains for some groups and fewer gains or even losses for others; that is how averages work. But the distribution of gains and losses matters, and the purpose of the rest of this chapter is to survey how that distribution has changed since the end of the nineteenth century.24 What have been the ebbs and flows of economic equality over the last 125 years?


As we observed in Chapter 1, economic disparities in the first Gilded Age were massive, as millions of poor immigrants, impoverished (though now emancipated) blacks, and the native-born white working class confronted the moneyed robber barons of the economic elite. Statistics on the evolution of inequality in the last half of the nineteenth century are sketchy, but the net rise in nationwide economic inequality over this period appears to have been modest, offset in part by the substantial boost in black economic circumstances within the South implied by Emancipation. However, at the very top, the slice of the growing pie seized by the very richest Americans swelled. Roughly speaking, the top 1 percent’s share of national income nearly doubled from less than 10 percent in 1870 to approaching 20 percent in 1913.25 Inequalities in income, wealth, and status were vast and seemed destined to grow in perpetuity.


What followed instead was a surprisingly durable turn toward a halcyon period of roughly six decades during which economic inequalities were substantially reduced—what economic historians call the “Great Leveling” or “Great Convergence.”26 Dating this period is not an exact science, but the most recent and widely accepted account of US economic history, by Peter H. Lindert and Jeffrey G. Williamson, dates it from roughly 1913 to roughly 1970.27 Precise magnitudes and timing vary according to what part of the income distribution we focus on—the very top, the broad middle, or the poor at the very bottom—and depending on whether we look at “market” income or instead take account of government taxes and transfers. But virtually all evidence confirms the same broad pattern. As Lindert and Williamson explain,


What happened during the Great Leveling was much broader than just a decline in the top income shares. Inequality diminished even within the middle and lower ranks. And the Great Leveling was not just a manifestation of government’s redistribution from rich to poor with taxes and transfers. Incomes became more equal both before and after those taxes and transfers.28


INCOME


Figure 2.8 illustrates this trend, focusing for simplicity’s sake on the share of national income held by the top 1 percent of Americans.29 (For purposes of consistency, all the charts in this book are oriented so that “up” means “more equality,” “more community,” and so forth. Accordingly, in this case the vertical axis is oriented such that “up” reflects a smaller proportion of income held by the top 1 percent of families.) The ascent of the two lines in Figure 2.8 (one representing market incomes and the other representing incomes after taxes and transfers, such as Medicaid) from 1913 to the mid-1970s is gradual and somewhat uneven, but that upswing reflects the steady increase in economic equality over that period. No matter how we measure it, the gap between rich and poor gradually narrowed over those sixty years.


The lower line represents the less equal distribution of income before taxes and transfers, and the upper line represents the more equal distribution after taxes and transfers, so the space between the two lines represents the net effect of government redistribution. Before taking account of taxes and transfers, the richest 1 percent of Americans in 1913 claimed 19 percent of the national income, but by 1976 their share had been nearly halved to 10.5 percent. After taxes and transfers, share of national income received by the top 1 percent had been cut even more, from 18 percent to 8 percent. (By 2014, these figures had doubled all the way back to 20 percent before tax and transfers and 16 percent after tax and transfers.) We shall shortly discuss in more detail how the evolution of taxes and transfers over the last 125 years has affected inequality. Nevertheless, after all the qualifications, virtually every technical specification shows the same basic curve: six decades of convergence and ever greater equality. The point is not that overnight America became absolutely equal, but that in the first decade or two of the twentieth century our national trajectory changed—instead of becoming less and less equal, we were becoming more and more equal.




FIGURE 2.8: INCOME EQUALITY IN THE UNITED STATES, 1913–2014


[image: illustration]


Source: Piketty, Saez, and Zucman, QJEcon May 2018. Data LOESS smoothed: .2.





As we saw earlier in this chapter, these same six decades also witnessed substantial growth in the aggregate American economy; virtually everyone, rich and poor alike, benefited from this growth. However, during the Great Convergence low- and middle-income groups gained a growing share of the expanding pie. Lindert and Williamson estimate that over this period “the real income per family of the top 1 percent rose by 21.5 percent in the United States, while . . . average real family income for the bottom 99 percent . . . more than tripled.”30 In other words, for the first two thirds of the twentieth century greater national prosperity and greater equality in sharing the wealth went hand in hand. In those decades we did not have to choose between growth and equality, as some economic theories have it—we were collectively richer and more equal. Mid-century America was hardly a paradise of perfect equality, but after more than sixty years of continuous progress, the chasm between opulence and penury of the first Gilded Age had been left behind.


Then suddenly and unexpectedly in the mid-1970s, Figure 2.8 shows, the Great Convergence was reversed in a dramatic U-turn, to be followed by a half century of Great Divergence, that is, plunging income equality. By the early twenty-first century income inequality in America (especially pre-tax and transfers) was reaching an intensity unseen for one hundred years. So abrupt was this reversal that one of the earliest scholarly accounts of it was subtitled “A Tale of Two Half-Centuries.”31 In the most recent half century, in vivid contrast to the previous half century, what growth there was came at the expense of equality, and the rich captured the lion’s share of the growth dividend.


WEALTH


Understanding this inverted U-curve in the distribution of income in America is one purpose of this book, but first, let’s glance at the equivalent trend in the distribution of wealth.32 Wealth—not how much we earn in a year, but how much we accumulate over the years from savings and inheritance—has always been much more unequally distributed than income, because roughly half of all families have essentially zero net worth,33 in effect living paycheck to paycheck. But the degree of wealth inequality, like the degree of income inequality, has varied a lot over the decades, and perhaps not surprisingly, trends in the two are closely correlated. Figure 2.9 displays how the distribution of wealth in America has evolved over the last century.34




FIGURE 2.9: DISTRIBUTION OF WEALTH IN THE UNITED STATES, 1913–2014
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Source: Piketty, Saez, and Zucman, QJEcon May 2018. Data LOESS smoothed: .2.





No facet of the first Gilded Age had been more glaring than the extremes of wealth. Even in 1913 the wealthiest 1 percent owned 45 percent of the country’s total wealth, and during the Roaring Twenties their share rose for a couple of years to 48 percent, as Figure 2.9 shows. In the following six decades, however, their share was more than halved to 22 percent, in large part by financial regulation and progressive taxation on income and estates, though in part because of redistributive spending. In other words, mirroring the great convergence in income was a great convergence in wealth.


However, in recent decades the top 1 percent’s share of our national wealth surged back to nearly 40 percent by 2014 and has continued to increase.35 The top 1 percent in recent years have garnered roughly 20 percent of household income, but nearly 40 percent of household wealth. The share of wealth held by that top 1 percent nearly doubled from less than 25 percent of total national wealth in the early 1980s to more than 40 percent in 2016. In fact, the top 0.1 percent of American families now hold about 20 percent of household wealth, almost as much as at the peak of the first Gilded Age.36 Conversely, the share of national wealth held by the poorest 95 percent of the population nearly doubled during the Great Convergence from about 28 percent in the late 1920s to about 54 percent in the 1980s, but then fell sharply away, approaching the depths of colossal inequality of a century ago. In short, the top 1 percent now have nearly twice as large a share of the nation’s wealth as the bottom 90 percent, thoroughly justifying the labeling of our age as a new Gilded Age.37


A closer comparison of Figures 2.8 and 2.9 reveals that the U-turn toward inequality in wealth lagged about five to ten years behind the comparable U-turn in the distribution of income (mid-1980s vs. mid-1970s)— presumably, it takes several years of multimillion-dollar bonuses to afford your first private jet. As Emmanuel Saez and Gabriel Zucman observe, “Income inequality has a snowballing effect on wealth distribution.”38 On the other hand, the dramatic recent increase in wealth inequality has begun to feed back into income inequality: Since about 2000 most of the increase in income inequality has been due to inequality in capital income.39 These two forms of economic inequality are thus mutually reinforcing.


Emmanuel Saez, a leading scholar in this field, concludes:




U.S. income and wealth concentrations both fell dramatically during the first part of the 20th century, and remained low and stable during three decades after World War II, but there has been a sharp increase in inequality since the 1970s. The United States now combines extremely high labor income inequality with very high wealth inequality.40





THE GREAT CONVERGENCE


The second half of Figures 2.8 and 2.9 is much discussed in contemporary political and economic commentary, focusing on the Great Divergence between rich and poor. Pundits and politicians properly bemoan the widening gap between rich and poor, and their narratives typically begin with the troubled times of the 1970s. However, the more interesting and ultimately more encouraging tale we seek to tell begins a half century earlier with the first half of the inverted U-curve—the Great Convergence of the first two thirds of the twentieth century.


As we shall shortly review, the institutional, social, and cultural seeds of the Great Convergence were sown in the Progressive Era from roughly 1890 to 1910. Those seeds did not germinate overnight, however. Examined closely, the distribution of income and wealth oscillated widely between 1910 and 1930, as shown in Figures 2.8 and 2.9. National solidarity during Woodrow Wilson’s war to make the world “safe for democracy” had transitory egalitarian effects. With the return of “normalcy” under conservative Warren Harding and the stock bubble of the Roaring Twenties, however, the top-end concentration of wealth and income of the Gilded Age quickly returned. In that same period, however, Claudia Goldin and Lawrence Katz discovered a substantial increase in equality within the working and middle classes.41 Beneath the choppy weather at the top, the deeper tide of economic inequality had begun to turn.


With the Crash of 1929 the bacchanal among the 1 percent abruptly ended, even before Franklin Roosevelt took power in 1933 with his New Deal programs. Those programs, based in large part on innovations from the Progressive Era, unleashed the full force of the Great Convergence, as we shall shortly see. World War II required massive tax increases and further encouraged the sense that “we are all in this together,” and measures of economic equality jumped even higher, just as during World War I. That both world wars were associated with a rapid increase in equality seems to confirm the view of the nineteenth-century sociologist Émile Durkheim that shared wartime adversity fosters strong norms of solidarity and thus equality, as well as the more recent theory that war is “The Great Leveler.”42


In this postwar era, however, unlike after World War I, those egalitarian norms long outlasted wartime solidarity and controls, for war’s end in 1945 did not trigger a reversion to severe inequality as it had in the 1920s. On the contrary, as Figures 2.8 and 2.9 clearly show, for decades after World War II the gap between rich and poor continued to narrow. Poor and middle-income Americans’ share of the bounty of postwar prosperity grew, further reducing income inequality, in sharp contrast to the Roaring Twenties. “From 1945 to 1975,” sociologist Douglas Massey has written, “under structural arrangements implemented during the New Deal, poverty rates steadily fell, median incomes consistently rose, and inequality progressively dropped, as a rising economic tide lifted all boats.”43 In fact, during this period the dinghies actually rose faster than the yachts. Economists Thomas Piketty, Emmanuel Saez, and Gabriel Zucman report that over these postwar decades the post-tax and transfer income of the poorest 20 percent grew three times faster than the income of the richest 1 percent—179 percent vs. 58 percent.44


Why economic egalitarianism long outlasted World War II, unlike World War I, will prove to be an interesting puzzle, because it suggests that the distribution of income was driven by something more basic than wartime exigencies. Something had changed between the first postwar era and the second, and the search for that something will carry us through the succeeding chapters of this book. Be that as it may, by the early 1970s the sacrifices (and wage and price controls) of World War II were hardly visible in the rearview mirror, yet the egalitarian norm that “we’re all in this together” apparently persisted.


THE GREAT DIVERGENCE


But then, as we have seen, came the sharp U-turn away from economic equality. Economic historians Lindert and Williamson describe the breadth of the sea change: “Like the earlier leveling, the rise in inequality widened gaps all up and down the income ranks, and not just a rise in the share going to the top 1 percent.”45


In the early 1970s workers’ real wages began a long period of stagnation that would last for nearly half a century, even though the economy as a whole continued to grow. Initially, the middle class and the upper class together pulled away from the working class and the poor. Then in the 1980s, the top began pulling away from the middle, in effect transferring 8 percent of total national income from the bottom 50 percent to the top 1 percent. Finally, by the 1990s the very top (the top 0.1 percent) increasingly pulled away from everyone else, including the rest of the top 1 percent.46 To be sure, the gap between the top 10 percent (essentially high-income professionals) and everyone else has continued to widen over these years, but the most rapidly growing—and indeed, breathtaking—gaps have been concentrated at the very top.47 Over the four decades between 1974 and 2014, inflation-adjusted annual market income fell $320 for households at the 10th percentile (the bottom tenth), rose $388 for those at the 20th percentile (the bottom fifth), rose $5,232 for those at the national median, rose $75,053 for households in the top 5 percent, rose $929,108 for those in the top 1 percent, and rose $4,846,718 for those in the top 0.1 percent. There are no misprints in that sentence!48


In stark contrast to the decades of the Great Convergence, when average Americans garnered a growing share of a growing pie, during the decades of the Great Divergence, the growth of the pie has been monopolized by a smaller and smaller group at the top. The resulting change is huge. If today’s income were distributed in the same way that 1970 income was distributed, it is estimated, the bottom 99 percent would get roughly $1 trillion more annually, and the top 1 percent would get roughly $1 trillion less.49


This growing economic inequity is linked with growing inequality in other spheres of society, including our children’s prospects for upward mobility and even our physical health.


Evidence from the first half of the twentieth century is too sparse to be certain about trends in socioeconomic mobility, but the best evidence is that upward mobility—the likelihood that a child born into a poor home would do better than his or her parents—rose during the first half of the twentieth century, in part because of the high school revolution. Economist David Card and his colleagues term this era “the Golden Age of Upward Mobility.”50 As we saw earlier in this chapter, during the first two thirds of the century a higher and higher fraction of American youth graduated from high school and college. Thus, more and more children born and educated in this period surpassed their parents in education and likely earned more, as well.


However, as we also saw in the previous section, that overall educational progress stalled in the early 1970s, and with it, upward mobility. We know from the pathbreaking work of Raj Chetty and his colleagues that beginning with young adults who reached their adult earning levels in the late 1960s, upward mobility in terms of income has been steadily declining. “Children’s prospects of earning more than their parents have fallen from 90 percent to 50 percent over the past half century.”51 They attribute most of this decline in mobility precisely to the increasingly unequal distribution of economic growth. Scattered, but consistent, evidence also suggests that economic mobility rose from the birth cohort of the mid-1910s (who reached their adult earning levels in the mid-1940s) to the birth cohort of the late 1930s (who reached their adult earning levels in the mid-1960s), as shown in Figure 2.10. That in turn suggests that intergenerational economic mobility may have followed the same path as income inequality over the decades—rising during the Great Convergence up until about 1970 and then sharply falling for the next half century.52


As we saw earlier in this chapter, the health of the “average” American improved steadily throughout most of the twentieth century. However, that “average” conceals different trajectories for different parts of the population. Although evidence on trends in health by social class during the first part of the twentieth century is scattered, it appears that between roughly 1880 and roughly 1960 health disparities by race and class narrowed, as the health of minorities and the working class improved even more rapidly than was true among the white middle and upper classes. Improvements in public health measures, which had powerful effects on morbidity and mortality, were concentrated in areas with many have-nots.53 For example, Peter Lindert and Jeffrey Williamson describe a “spectacular” convergence in infant mortality across income classes in these years.54




FIGURE 2.10: THE RISE AND FALL OF INTERGENERATIONAL ECONOMIC MOBILITY, 1947–2010


[image: illustration]


Source: Berman, “The Long Run Evolution of Absolute Intergenerational Mobility,” Data LOESS smoothed: .25.





However, while the health of the population as a whole has generally continued to improve in recent decades, class (and perhaps racial) gaps in some health indices have begun to widen in the last four decades. It appears that earlier health gains among the have-nots have slowed and, in some cases, even reversed. A review of more than a dozen recent studies published in the British medical journal The Lancet concluded that over the last three to four decades, “socioeconomic gaps in survival have . . . increased. Life expectancy has risen among middle-income and high-income Americans whereas it has stagnated among poor Americans and even declined in some demographic groups.”55 A group of experts convened by the National Academy of Medicine noted that “there is broad agreement among researchers that the dispersion of mortality by socioeconomic status (SES) has widened in the US in recent decades.”56


As we noted earlier, economists Anne Case and Angus Deaton have described a wave of “deaths of despair” among working-class whites who have come of age since the middle 1970s.57 More recently, researchers for the bipartisan U.S. Congress Joint Economic Committee have tracked “deaths of despair” from the beginning of the twentieth century.58 Their findings (summarized in Figure 2.11) clearly show the recent upsurge in such deaths, as discovered by Case and Deaton, but the new findings suggest that such deaths were also common at the beginning of the century, but then declined sharply after the onset of the Progressive Era, reaching a low point in mid-century before beginning to climb toward today’s very high rates. We still don’t understand the etiology of the “deaths of despair” syndrome, but the work of Case and Deaton strongly suggests that economic distress and inequality are implicated. In other words, there is ample reason to fear that the Great Divergence has now spread into noneconomic domains like social mobility and health, just as the preceding Great Convergence had egalitarian consequences beyond its immediate economic effects.




FIGURE 2.11: THE RISE AND FALL OF DEATHS OF DESPAIR, 1900–2017
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Source: “Long-Term Trends in Deaths of Despair.” Joint Econ Committee. Data LOESS smoothed: .15.





Inequality can be measured in terms not merely of individuals, but also of regions. So it is reasonable to ask how regional inequality—the difference in economic well-being between affluent places and impoverished places—has changed across the last 125 years. It is widely accepted that regional inequalities declined steadily for the first seven or eight decades of the twentieth century, following exactly the same path as individual equality during the Great Convergence. The single most important driver of this regional convergence was the South’s long, steady catching up with the rest of the country, partly because of a natural convergence among different parts of a single economic unit and partly because of explicit federal policies to help the South.59


It is also broadly agreed that that regional convergence halted in the late 1970s, just about the same time that the Great Convergence in individual incomes was ending, though researchers differ on whether regional convergence at that point actually reversed, leading to growing regional inequality. Much of that disagreement turns on measurement differences that are too arcane to describe here, but those who think that regional divergence is growing typically point to the emergence of the “knowledge economy” and its concentration in a few high-tech meccas, especially on the two coasts. During the Trump years these regional disparities have become a central issue in the national public debate, as our politics become increasingly polarized regarding what to do about regions that have been “left behind.” So the debate about regional inequality is far from academic, and only future research will show whether the parallel between individual inequality and regional inequality is complete or not, and if so, what can be done about it.60


HOW DID WE GET HERE?61


What caused the Great Convergence, and then what caused the Great Divergence? In recent years we have heard much debate about the latter, but relatively little about the former. It turns out that these are not two separate issues, because to a considerable extent the same factors are responsible for both the upswing in equality until the 1970s and the downturn after that.


International factors are no doubt a significant part of the backstory, because the same basic U-shape across the twentieth century is found in most advanced countries.62 Globalization is a plausible suspect, because international flows of people and goods and money tended to diminish in the first half of the twentieth century and then to intensify in the second half.63 Other Western countries have experienced the same international pressures, however, while seeing a much less dramatic increase in inequality, suggesting that U.S. domestic institutions and policies have played a major role. Careful studies have found the overall impact of immigration on U.S. income inequality to be minor, and to have no impact at all on high-end inequality, which is precisely where the shifts in income distribution have been the most marked.64


The impact of international trade on inequality is a hotly contested issue. For many years economic studies tended to downplay the effects of trade on wage inequality, assuming that workers who lost jobs in one industry would soon find them in another, but in the first decade or two of the twenty-first century that consensus began to shift, and scholars now put somewhat greater weight on the impact of trade on wage structures. The effects of trade on inequality have been studied much more heavily during the Great Divergence than during the Great Convergence. That said, it is probably a fair summary of the existing literature that the impact of trade on both halves of the equality U-curve has been significant, though modest.65 Moreover, even if it’s true that imports have helped the American economy as a whole, while hurting industrial workers, we still need to explain why the overall gains have not been redistributed to compensate the losers. That is fundamentally a political question, not an economic one, and as such, it is one that we need to postpone until our discussion of politics in the next chapter.


In short, the long, inverted U-curve of economic equality and inequality that has so deeply affected Americans may in part be the product of global trends, but it was driven substantially by domestic factors, as well, and those factors are our focus here. To a remarkable degree domestic institutional and social reforms that had their origins in the first decade of the twentieth century turn out to explain both the rise and then the fall of economic equality, because those reforms themselves waxed and waned in precisely the same century-long rhythm as equality and inequality. The U-curve that describes the ups and downs of economic equality is paralleled by—and very likely caused at least in part by—the ups and downs of a set of institutional changes that were first sketched and implemented during the Progressive Era.


In other words, Progressive Era social innovations and institutional reforms put the US on a new path toward greater economic equality, laying the foundations for the Great Convergence that lasted until the 1970s. Progressive Era reformers, both dreamers and doers, created innovations such as the public high school, labor unions, the federal tax structure, antitrust legislation, financial regulation, and more.66 Those creations did not immediately close the income gap, given the turbulence of the Twenties, but they were the necessary foundations for further developments (especially during the New Deal, but not only then) that underpinned the Great Convergence.


Conversely, by the 1970s those earlier social innovations and institutional reforms had all begun to fade and even to be reversed. The growth of education “paused” around 1965, as we saw earlier in this chapter; unions had begun their long decline by 1958; in the mid-1960s tax cuts began to make the tax structure more regressive; after 1970, deregulation, especially of financial institutions, overturned the reforms begun in the Progressive Era; and most subtle, but also perhaps most important, the collective norm that “we are all in this together” was replaced by a libertarian (sometimes misleadingly called “neoliberal”) norm that we’re not. These changes underlay the pivot toward inequality in the mid-1970s that we saw in Figure 2.8.


Since one popular interpretation of these shifts in policy and of the consequent shifts in income and wealth distribution fingers the Reagan Revolution after 1981 as the chief culprit, it is significant that in virtually every case the key turning points occurred a decade or more before the presidency of Ronald Reagan. In short, the presidential election of 1980 and the subsequent unfolding of Reaganism was a lagging indicator of this sea change in the American political economy. The reversal of the social and policy innovations from the first decades of the twentieth century was probably the proximate cause of the Great Divergence in the twenty-first century, just as their original invention had been the proximate cause of the Great Convergence.67 Let us briefly review the evidence.


Educational Innovation and Technological Change


Most experts agree that a primary cause of the Great Convergence was the interplay between technological advance and the educational innovations (especially the public high school) that emerged from the Progressive Era around 1910. Other things being equal, more widespread education means more equality, as the increased supply of high-skilled workers puts downward pressure on higher incomes, while the decreased supply of low-skilled workers puts upward pressure on lower incomes. That dynamic is offset by technological progress, which increases the demand for (and hence the incomes of) high-skilled workers and lowers the incomes of low-skilled workers. Hence, the title of the groundbreaking book that aims to explain the ups and downs of income equality over our period is The Race Between Education and Technology.68


The massive growth of public secondary education beginning in the early twentieth century and of college education after World War II—see Figures 2.6 and 2.7—had two important consequences: It raised the rate of national economic growth, and it increased the rate of upward mobility, by giving a fairer start to kids from the wrong side of the tracks. A third, related consequence is that these reforms raised Americans’ skill levels and thus boosted the relative income of the middle and working class. In the first two thirds of the century, while the demand for skill edged upward, that change was eclipsed by the rapid increase in the supply of high school and college graduates.69 Because the American labor force became by far the best educated in the world, the balance between education and technology tipped in favor of equality.


In the final third of the twentieth century, however, the race between technology and education was reversed. The twin pauses in high school and college growth in the 1970s, clearly visible in Figures 2.6 and 2.7, halted the long, steady increase in the supply of skilled workers. At the same time, what economists call “skill-biased technological change” (or SBTC) began to increase the relative demand for ever more highly skilled workers. High school education was fine for the assembly lines that dominated economic growth from the 1920s to the 1970s, but it was inadequate for the high-tech labs that replaced those assembly lines in the last decades of the twentieth century.


Most economists agree that technological change has been an important contributor to the recent growth of inequality. Nevertheless, if the educational push that had begun in the Progressive Era had been renewed and accelerated after the 1970s, the magic combination of growth and equality might well have continued. But instead we Americans collectively took our feet off the educational accelerator in the 1970s and began to coast. Almost immediately, the long, gradual upward trend in equality was reversed, as we saw in Figure 2.8.


In broad outline, this is probably now the single most widely accepted explanation for the Great Convergence and Great Divergence.70 However, it works much less well in explaining the waning and waxing gap between the top 1 percent and the rest of the American labor force, especially the explosive widening of that gap in recent years. Moreover, while this explanation is sometimes described as “market-based,” because it emphasizes changes in the labor market, in fact its roots lie much deeper in politics and even morality.


The rapid growth of public high schools and universities from 1910 to 1975 did not happen by accident. It required major public investment, and it emerged from a nationwide grassroots reform movement, as Claudia Goldin has emphasized.71 Why did Americans so enthusiastically support public educational investments from 1910 to 1970? And why did that popular support then wane? That is the sense in which “we” took our foot off the accelerator. Why we did so is an important conundrum to which we shall return.


Unions72


In the Gilded Age union organizing provided a potential counterweight to the captains of industry, representing the norm of mutualism and solidarity against the norm of individualism. Unions spread rapidly but unevenly in the late nineteenth and early twentieth centuries. However, they faced firm opposition from owners and managers and from the courts in the name of the individual freedom of workers and owners.73


The Knights of Labor, based on the premise that workers of all types should be enrolled in “one big union,” had boomed from 28,100 members in 1880 to 729,000 six years later, but then fell back to 100,000 in 1890 and collapsed in 1894 in the face of internal conflicts between the skilled and unskilled, as well as between blacks and whites. Its leading role was soon taken over by the American Federation of Labor, along with a series of unions organized along craft and industrial lines—mine workers (founded in 1890), electrical workers (1891), longshoremen (1892), garment workers (1900), teamsters (1903), and so on. In barely seven years (1897–1904) nationwide union membership almost quadrupled from 3.5 percent of the nonagricultural workforce to 12.3 percent. This time union efforts proved more durable, and union membership would not fall below the new high-water mark for the rest of the century.74


Strikes became the workers’ weapon of choice in the struggle with management, and in the decades after 1870 America acquired “the bloodiest and most violent labor history of any industrial nation in the world.”75 On neither side was this tussle a polite effort to seek compromise through collective bargaining. Both sides used violence—from the notorious street battles of the Homestead steel strike in 1892, to the equally violent Pullman strike in Chicago in 1894, to the anthracite coal strike in Pennsylvania in 1902. In 1894 Democratic president Grover Cleveland and his attorney general, Richard Olney, crafted a strategy to use court injunctions to break the Pullman strike, but by 1902 the Progressive Republican president Teddy Roosevelt appointed the Anthracite Coal Commission that ended the miners’ strike, giving de facto recognition to the union. Against the backdrop of fears among the “haves” of anarchy and revolution by the “have-nots,” mutualism and compromise had begun to win out over individualism and conflict, though it would be several decades before a new model of labor relations would emerge.


Union membership oscillated up and down in these early years, depending on the state of the economy and the political climate, but the secular trend was ascendant. In the background was a growing rejection (and not just among workers themselves) of pure laissez-faire capitalism in favor of “industrial democracy” that linked workers’ rights to their role as equal citizens in a democratic community.76 Renewed antiunion efforts by conservatives during the 1920s reduced union membership by a third from a peak of 5 million just after World War I to 3.5 million in 1929. This “pause” or even reversal of Progressive Era innovations during the 1920s will become a recurring feature of our historical narrative in this book, but even before the advent of the New Deal, the growth of unions resumed in 1930, just as the job-crushing Great Depression was getting under way (see Figure 2.12).


Recurrent bouts of joblessness in the late nineteenth century had long undermined unionization, so most observers were surprised when union membership began to grow in the 1930s. To be sure, new legislation would eventually make it easier for unions to organize. The National Labor Relations Act (NLRA) of 1935 is most famous, but even prior to Franklin Roosevelt’s election, the landmark Norris-LaGuardia Act of 1932 had removed certain legal and judicial barriers against union organizing. This earlier bill was cosponsored by two Progressive Republicans and signed into law by a third—Herbert Hoover.


Legislation was not the sole explanation for renewed union growth, however, for the resumption of growth after the slump of the 1920s predated this legislation. Much of union growth in the 1930s was bottom-up: Most workers in this period were organized by unionization strikes, not by NLRA elections.77 Legislation was important, but workers themselves were coming to feel solidarity toward one another, even occasionally across ethnic and racial lines.78


In short, the argument sometimes heard that the New Deal itself accounts for the growth of unions in the 1930s is an oversimplification, although the New Deal and World War II are clearly part of the story behind the remarkable growth between 1935 and 1945. In 1929 only about 10 percent of workers were members of unions, but by 1945 that figure had risen to about 35 percent. Probably an even larger fraction of Americans were members of a union family, and during this period unions enjoyed wide public approval. Gallup polls showed union supporters steadily outnumbered critics by more than three to one throughout the three decades from 1936 to 1966.79 It was a period in which most Americans had come to appreciate the virtues of solidarity.




FIGURE 2.12: UNION MEMBERSHIP, 1890–2015
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Source: Freeman, “Spurts in Union Growth”; Hirsch and Macpherson, “Unionstats.” Data LOESS smoothed: .2. See endnote 2.80.





By the 1960s, however, membership rates in unions (and their social and cultural salience, to which we shall return in Chapter 4) had begun a long, seemingly inexorable slump, so that by the 2010s unions were left with substantial membership only in the public sector (especially among teachers), despite innovative efforts to organize low-paid workers in the service sector. Much ink has been spilled exploring the causes of this long decline, and this is not the place for an extended review of that debate.80 Among the most important factors are:




• Structural changes in the American economy that have shifted employment from blue-collar production workers to white-collar workers, many in the service and knowledge industries. However, even within specific sectors and industries union membership is way down, so the bleaching of blue collars to white explains barely one quarter of the total membership decline.81


• Reinvigorated employer and conservative opposition, symbolized by the Taft-Hartley Act of 1947 (passed over Harry Truman’s veto) that limited unions’ room for action, and by the breaking of a national air traffic controllers strike by the new Reagan administration in 1981.82 (A burst of state legislation in the 1960s allowed substantial growth in public sector unions, but this trend halted in the opening decades of the twenty-first century.) The rise of the Sun Belt was fostered by union weakness in the socially conservative South and in turn weakened unions nationally.


• Union blunders, including irksome public sector strikes and revelations of union corruption, especially in the Teamsters Union, which damaged the public legitimacy of unions.83


• The devitalization of unions as a site for social connection, in part because of growing individualism on part of younger workers, who preferred watching television in isolating suburbs to bowling with the guys in the union hall, a factor to which we shall return in Chapter 4.84 Social connections like these waned in importance across the country after the 1960s, reducing the role of unions to mere collective bargaining agents.





The ups and downs of union membership had important economic consequences, but the underlying causes of these fluctuations were as much political, sociological, and cultural as merely economic.


What does a comparison of the trends in income equality in Figure 2.8 with the trends in union membership in Figure 2.12 tell us? First, in the two decades between 1899 and 1920 the union membership rate had roughly tripled. Hence, unionization was a leading indicator of the Great Convergence, anticipating the turn toward income equality by a decade or two. Similarly, the steady six-decade slide of unions after 1958, about a decade or two before the turning point of income distribution, was a leading indicator of the Great Divergence. Otherwise, the inverted U-curve of union membership in Figure 2.12 is a perfect mirror of the inverted U-curves of income and wealth equality in Figures 2.8 and 2.9.85 That correlation certainly does not in itself prove that one caused the others, because both union membership and economic inequality could have been responding to some other factor yet to be discovered. The parallel is striking, and it is only the first of many such parallels that we shall discover in this book.


Our focus in this chapter is on equality in the distribution of income and wealth. The historical record of unions is mixed on racial and gender equality,86 a topic to which we return in Chapters 6 and 7. In terms of economic or class equality, however, many recent studies have confirmed that the growth of unions boosted income equality from the 1930s to the 1960s, and that the post-1960s decline in unions has contributed to the Great Divergence. During the Great Convergence unions increased the incomes of what would otherwise have been low-income households, thus compressing the income distribution.87 Conversely, the decline of unions has fostered income inequality during the Great Divergence.88


Only a fraction of these effects comes from the direct impact of collective bargaining on the incomes of union members.89 Studies have found that unionization had an equalizing impact even on the nonunionized labor force,90 on broader norms of equity,91 and on CEO pay during the Great Convergence.92 During the Great Convergence unions also provided powerful support for political forces that were working for greater income equality. For all these reasons, several independent studies suggest that roughly one quarter of the post-1970s decline in income equality could be explained by the fall in unionization.93 Unions are another important example, like the high school movement, of a “we” social innovation from the early 1900s whose development over the ensuing six decades contributed to the Great Convergence and whose decline after mid-century contributed to the ensuing Great Divergence.


Public Economic Policy


In addition to social innovations like unions, Progressives also confronted the massive inequality gap with innovations in public policy.94 These policy reforms of the Progressive Era did not eliminate the gap between rich and poor, certainly not overnight. Political reverses in the 1920s stalled the trend toward greater equality for a decade. But then came the New Deal, and the trend resumed with even greater force, reinforced by World War II, and continuing for a quarter century afterward. Prominent among these policy innovations were (1) progressive taxation of personal and corporate income and estates, (2) regulation of large financial institutions, and (3) minimum wage rules.


This is not the place for an extended treatment of these policies. Our purpose here is only to show that—not by accident—activities in each of those policy areas followed precisely the same inverted U as income equality itself. In other words, to understand both the Great Convergence and the Great Divergence, we must understand why the policy choices made by Americans and our leaders favored equality from the early 1900s until the 1970s and then in a remarkably short period reversed course and undermined equality. This story turns out to be as much about politics as about economics, and not merely party politics.



Taxing and Spending95



As the gap between the superrich and everyone else grew during the first Gilded Age, support for progressive tax reform spread across the political spectrum and across the country. Progressive tax innovations began at the state level. “In the 1890s fifteen states instituted taxes on large inheritances; more than 40 states had inheritance taxes in place in the 1910s.”96 The first federal income tax (apart from a temporary tax to support the Civil War), as well as the first inheritance tax, were approved with bipartisan support in 1894. A conservative Supreme Court struck down the taxes as unconstitutional a year later, but Progressive pressures to redress the mammoth economic disparities in the country nevertheless continued to mount. Republican president William Howard Taft proposed a constitutional amendment in 1909, and by 1913 this proposal had a sufficiently broad bipartisan consensus (encompassing two thirds of both houses of Congress and three fourths of the states) to amend the Constitution and institute the first permanent federal income tax. Both the level and the progressivity of this tax were initially low, but the principle that rich folks should pay more than poor folks had been established. World War I, the New Deal, and World War II pushed both the level and the progressivity of the federal income tax ever upward to a high plateau from the 1940s to the mid-1960s.


The solid line in Figure 2.13 traces a by now familiar inverted U-curve in the progressivity of the federal income tax in its first one hundred years, with a turning point in the mid-1960s. After that high point, federal income tax progressivity plummeted under presidents of both parties, from John F. Kennedy to Donald J. Trump, nearing the lows of the 1910s and 1920s by century’s end. (To be sure, Figure 2.13 also shows that occasional recent presidents, both Republican and Democratic, have sought to halt the plummet and restore some progressiveness to the tax code; this list includes George H. W. Bush, Bill Clinton, and Barack Obama.)


Because the federal income tax represents only a small fraction of all taxes collected in the US, the gray line in Figure 2.13 shows the ups and downs of a measure of the progressivity of all taxes (including state and local taxes, federal payroll taxes for Social Security, corporate and estate taxes). This measure is calculated independently from the measure of federal income taxes, using independent sources of data, and yet the two are very closely correlated.97 Changes in the progressivity of all taxes are only in part driven by federal income tax rates. In fact, payroll taxes are regressive, and increases in those taxes (disguised as Social Security insurance premiums) have been responsible for much of the total trend toward more regressive taxation since the 1950s.98 Since Figure 2.13 encompasses many different forms of taxation by different levels of government run by different parties across the country, the changes over time cannot simply reflect partisan propensities to “soak the rich,” but must reveal more pervasive changes in patterns of political power and economic egalitarianism. In short, trends in the progressiveness of U.S. taxation—increasing during the first half of the twentieth century and decreasing during the second half— have amplified both the upswing in equality before 1970 and the downswing after 1970.




FIGURE 2.13: PROGRESSIVITY OF FEDERAL INCOME TAX AND OF ALL TAXES, 1913–2015
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Source: Federal income tax: Tax Policy Center. Data LOESS smoothed: .2. Total tax: Piketty, Saez, and Zucman, QJEcon May 2018. Data LOESS smoothed: 0.15.





Two other tax innovations of the Progressive Era reformers were also important contributors to both the Great Convergence and the Great Divergence. The federal corporate income tax was instituted in 1909 and is generally estimated to be borne by shareholders and thus basically progressive. As shown in Figure 2.14, the top corporate tax rate has risen and fallen in the familiar U-shape curve, rising steadily from 1 percent in 1909 to its peak of 53 percent in 1968–1969, then falling from 1970 to 2018, when President Trump’s tax cut sharply lowered it to 21 percent, the lowest rate in eighty years.99




FIGURE 2.14: FEDERAL CORPORATE TOP TAX RATE, 1909–2018
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Source: Tax Foundation; World Tax Database; IRS. Data LOESS smoothed: 0.15.





A third Progressive Era tax reform was directed at inequality in inherited wealth. Inherited advantage embodied in great family fortunes so violated the norm of equal opportunity—that all should begin life’s race at the same starting line—that even the wealthiest beneficiaries of the Gilded Age like John D. Rockefeller and Andrew Carnegie favored the taxation of large estates.100 Both the top estate tax rate and the size of estates covered by the tax show a clear inverted U-curve, rising from 1916 to 1941 (especially 1931–41), then drifting slowly upward until 1976, when all estates over $300,000 were subject to the tax and the top rate was 77 percent.101 Interestingly, this increase in the stringency of the estate tax is not simply attributable to FDR, the New Deal, and wartime budgetary needs. In fact, the sharpest rise ever in the estate tax (1930–32) was passed under the aegis of Herbert Hoover!102


But during the four decades after 1976, following the now familiar inverted U-curve, the top rate of the estate tax fell, and the threshold at which it applies rose, as shown in Figure 2.15. In 2016 the Trump tax cuts exempted estates up to $5.5 million, and the top rate dropped to 40 percent, dropping the impact of the estate tax virtually back to the levels of the Gilded Age.




FIGURE 2.15: TOP ESTATE TAX RATE AND SIZE OF EXEMPTION, 1916–2017
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Source: Eleanor Krause and Isabel Sawhill, unpub. data. See endnote 2.101.





In summary, as Piketty and Saez argue, a significant reason for the Great Convergence is “the creation and the development of the progressive income tax (and of the progressive estate tax and corporate income tax).”103 Moreover, Emmanuel Saez and his colleagues have pointed out the interesting fact that there is a strong correlation between tax progressivity and pre-tax income equality. In other words, it is not simply that high taxes lop off top incomes, but that the determination of the pre-tax income distribution and the determination of tax progressivity are somehow intertwined, perhaps because both are responding in part to the same external factor or perhaps for some other reason.104 Be that as it may, our brief review of long-run changes in the progressivity of American taxes suggests that underneath the surface of party platforms and tax lobbyists and tax-writing committees and revenue officials in thousands of jurisdictions across the country a broad century-long ebb and flow of egalitarianism was at work.


Government fiscal policy encompasses spending as well as taxing. As we noted earlier in this chapter, the net effect of government fiscal activities, including both taxes and transfers, is modestly to improve income equality, but the significance of that improvement has varied over time and between taxes and transfers. The changing distance between the two lines in Figure 2.8 is a rough measure of how much government taxing and spending decisions have reduced inequality in various periods. Progressivity on the spending side increased throughout both halves of the century, basically because of growth in the total size of government and because government spending was on net redistributive. Thus, up to about 1980 government actions on both taxation and spending tended to enhance equality, whereas after 1980 tax changes tended to increase inequality, but spending changes tended to decrease inequality, so that in total, taxes and spending since 1980 have modestly reduced income inequality, buffering the decline in equality that would otherwise have been even steeper.


Importantly, however, most of this expanded spending represents the growth of middle-class entitlement programs like Social Security and Medicare.105 The big beneficiaries of these growing transfer programs have been older Americans in the middle 40 percent of the income distribution, not the bottom 50 percent. That spending (in effect, transferring money from younger people to older people) has made the age distribution of income more egalitarian, mostly ending the scourge of elderly poverty that in the 1960s outraged social reformers like Michael Harrington, author of The Other America. However, that new spending has not had such a marked effect on the class distribution of income, which also concerned Harrington.106 The only battle of the War on Poverty that was won was the War on Elder Poverty. These transfers have not much narrowed the gap between the top 1 percent and the bottom 50 percent. “The bottom half of the adult population has thus been shut off from economic growth for over 40 years, and the modest increase in their post-tax income has been absorbed by increased health spending,” conclude economists Piketty, Saez, and Zucman.107


One way to see this skewing of the American welfare state over the last half century is to compare the average monthly “welfare” benefit per family with the average monthly Social Security benefit for a retired worker and spouse, as shown in Figure 2.16. From the mid-1930s to about 1970 (our now familiar turning point) those two forms of assistance—to the “poor” and to the “elderly”—kept pace, reaching roughly $900 in 1970 in 2003 dollars. But over the ensuing 30 years the average real Social Security benefit kept rising, reaching $1,483 in 2001, whereas the average real welfare payment fell steadily, reaching $392 in 2001.108 Indexing Social Security payments, but not welfare payments, for inflation drove a wedge between these two groups.109




FIGURE 2.16: SOCIAL SPENDING ON THE ELDERLY AND ON THE POOR, 1936–2001


[image: illustration]


Source: Robert Sahr, PS 2004. See endnote 2.108. Data LOESS smoothed: 0.15.





In sum, during the Great Convergence, both taxation and spending moved in a progressive direction, so government redistribution was a major contributor to growing equality. With the advent of the Great Divergence, by contrast, taxes became more regressive, though spending continued to be more progressive, softening the post-1980 trend toward inequality, at least for the aging middle class. The net effect of government fiscal activity is less marked in explaining the Great Divergence, while market and other nonmarket forces were more important. It is important to remember, however, that government nonfiscal actions (or inactions) can also have a powerful indirect effect on income inequality; one important example is regulatory policy, to which we now turn.


Financial Regulation


The anticompetitive behavior of the big trusts and monopolies, and especially misbehavior by large financial institutions, was one of the main themes of Gilded Age protest. Financial panics in 1873 and 1893 (due to reckless and often fraudulent and corrupt financial speculation, especially in banks and railways) led to long, deep depressions, with rising rural poverty and industrial joblessness, which in turn led to the rise of populist movements and parties and eventually the Progressive Era reforms. All of that has strong parallels in American life today, especially in the aftermath of the financial crisis of 2008 and the Great Recession.110


Not surprisingly, financial regulation was a major policy innovation of the Progressive Era (for example, the creation of the Federal Reserve with its supervisory powers and the succession of “trust-busting” initiatives). In the aftermath of the Great Depression, these controls were greatly enhanced with such innovations as the Securities and Exchange Commission (SEC). Between the 1930s and the 1950s successive federal administrations built on those foundations with even more stringent regulation, which remained intense until the deregulation movement of the late 1970s. This growing regulation of financial services during the Great Convergence led to substantial reductions in the incomes of financiers. Since those who work at Wall Street firms and big banks are very prominent in the top strata of the income distribution, the reduction in their incomes was an important force for equalization.111


As Figure 2.17 shows, deregulation of financial markets began in the 1970s, under the influence of free market economists, producing yet another familiar inverted U-curve. Almost inevitably, economists Thomas Philippon and Ariell Reshef have shown, financial deregulation led to a rise in the incomes associated with the financial services industry.112 Indeed, they estimate that this factor alone accounts for 15–25 percent of the total increase in income inequality during the Great Divergence.


Anticompetitive and unregulated market concentration is, of course, much discussed today in realms beyond finance, just as it was 125 years ago. Then as now, the issue was clearest in the most technologically advanced sectors—railroads, telephones, iron and steel then; the internet and pharmaceutical giants today—though in both eras anticompetitive practices were common in many industries. We have not found comparable data for market concentration or market regulation across the 125 years in nonfinancial sectors that would allow us to construct a chart equivalent to Figure 2.17, but the principle seems as likely to apply at the beginning of the twenty-first century as it did at the end of the nineteenth century.113 In Chapter 5 we shall explore the intellectual roots of the deregulation movement of the 1970s in the New Right of the 1960s.


Minimum Wage


A final example of public policy that mirrors and helps explain the rise and fall of economic equality during the twentieth century is minimum wage policy. Various states had experimented with minimum wage laws during the first decades of the century,114 but it was not until late in the New Deal that the federal government followed in the same path. Thereafter the inflation-adjusted national minimum wage traced essentially the now familiar inverted U-curve, reaching its peak in 1968, almost precisely the same time as the other curves we’ve explored in this chapter (see Figure 2.18).




FIGURE 2.17: REGULATION AND DEREGULATION OF FINANCIAL MARKETS, 1909–2006


[image: illustration]


Source: Thomas Philippon and Ariell Reshef, QJEcon Nov 2012. See endnote 2.112.





In recent years the rise and fall of the minimum wage has attracted much attention as an important contributor to the Great Convergence and Great Divergence, and many states and localities have recently raised their minimum wage levels in an effort to reverse income inequality.115 Economists are sharply divided on whether the direct effect of minimum wage laws on wage levels is offset, in whole or in part, by their indirect negative effects on low-wage employment opportunities. The raft of new state and local initiatives may soon help settle that argument, but in the meantime, a reasonable view is that there has probably been some effect on inequality at the lower end of the income distribution, though not at the top end, where the most massive inequalities have been concentrated in recent years.116


Perhaps the most striking implication of the minimum wage history is how closely it follows the same inverted U, with its origins at the state level in the Progressive Era, coming to the national level in the 1930s, peaking in the late 1960s, and then declining exactly at the same time as all the other factors causally linked to income inequality. Across a very wide range of public policy, then, we can see a broad pendular swing—for a half century and more in the direction of greater equality and then for at least a half century back in the direction of greater inequality. And since these policies themselves have affected the final distribution of income in the country, it is hardly surprising that the policy pendulum seems almost perfectly correlated with the outcome pendulum. But the underlying causality may not be so simple as that correlation implies.




FIGURE 2.18: US REAL MINIMUM WAGE, 1938–2020


[image: illustration]


Sources: Department of Labor; Federal Reserve. Data LOESS smoothed: 0.15.





SOCIAL NORMS


Many economists who have closely examined growing income inequality over the last half century have emphasized the same factors that we have just outlined. “In the United States,” argue Thomas Piketty, Emmanuel Saez, and Gabriel Zucman, “the stagnation of bottom 50% incomes and the upsurge in the top 1% coincided with reduced progressive taxation, widespread deregulation (particularly in the financial sector), weakened unions, and an erosion of the federal minimum wage.”117


On the other hand, policy is not (as economists say) “exogenous,” that is, it is not an external factor, like sunspots, whose causes in turn we can afford to ignore. On the contrary, noting the importance of those policy swings only forces us to explain the timing and direction of the policy changes. Why were policies that favored equality in force during the Great Convergence, and why did they all then change in the decade or so around 1965? It can hardly be a coincidence that all these independent factors moved up and down in one century-long synchronized leap, like a single well-trained corps de ballet.


In a wider framework, the origins of the trends in economic equality likely lay largely outside the purely economic sphere. Politics seem likely to be an important part of the backstory, as we shall discuss in the next chapter.118 On the other hand, as we noticed when discussing Reaganism, the causal role of politics itself may be complicated. The pivot from egalitarian to inegalitarian policies and outcomes predated Reagan’s landslide arrival in the White House, so in that sense politics seems to have been a lagging indicator of economic change, not a leading indicator, though we shall revisit that intriguing question several times throughout this book.


Changing social norms are likely to be an important part of the story on both the up and the down sides of the curve. Economics as a profession is usually reluctant to cite such “soft” factors, in part because they are so difficult to measure. Nevertheless, many of the best economists studying the Great Convergence and the Great Divergence, including Paul Krugman, Thomas Piketty and Emmanuel Saez, Anthony Atkinson, and Peter Diamond, agree that it is impossible to explain the dramatic swing in economic equality without taking norms about fairness and decency into account.119


The fierce and growing hostility to “plutocracy” at the opening of the twentieth century reflected moral outrage about inequality that had been absent during the Gilded Age with its emphasis on social Darwinism and the rights of ownership. This normative change was temporarily disrupted by the Red Scare of the 1920s, but the utter devastation of the Great Depression gave renewed force to the ideals of social solidarity instead of naked individualism, even among Republicans like Herbert Hoover.120 The widely shared sacrifices of World War II strongly reinforced egalitarian norms among the Greatest Generation, who would then dominate American society and politics for a quarter century after the war. Executive compensation during that period was undoubtedly held in check by norms of fairness and decorum and what we might call the “outrage” factor.121


In Chapter 5 we shall explore more directly how dramatically the culture of America shifted toward individualism during the 1960s. But a single comparison illustrates how this shift affected executive compensation. In the early 1960s George Romney was a titan of business, the chairman and CEO of American Motors, and he was compensated handsomely. In 1960, his top-paid year, he made just over $661,000 (roughly $5.5 million today). Nevertheless, he also frequently turned down bonuses and pay raises that he viewed as excessive. In 1960, for example, he refused a $100,000 bonus, and in a five-year period he turned down a total of $268,000 (roughly 20 percent of his total earnings during the period). He feared the effects that overcompensation could have on executives: Overly generous pay could lead to “the temptations to success [that] could distract people from more important matters.”122 Moreover, he paid over a third of his income in taxes.


Fifty years later, his son Mitt pulled in $21.7 million in 2010, roughly four times his father’s peak income. Of this, he paid an effective tax rate of 13.9 percent, roughly one third the rate his father had paid. We know of no evidence Mitt has ever voluntarily returned any of his compensation, though he and his wife gave away $3 million in charitable donations in 2010, including $1.5 million to the Mormon Church. During the presidential campaign of 2012 he said, “There are 47% of the people . . . who are dependent upon government, who believe that they are victims. . . . These are people who pay no income tax. . . . And so my job is not to worry about those people. I’ll never convince them that they should take personal responsibility and care for their lives.” When his father ran for president in 1968, just as the six-decade trend in social norms from “I” to “we” was peaking, he never said anything like that.123


This is doubtless an extreme case. Most executives in the 1960s were not so generous as George, and few today make as much as Mitt. Nevertheless, their respective outlooks on economic equality provide a perfect window into how norms around compensation and economic fairness have shifted over the past half century. Indeed, these shifts in norms provide a potentially compelling explanation for shifts in inequality throughout the twentieth century, as well as for the shifts in public policies, such as educational investments or tax progressivity, that show the same mid-Sixties turning point. We shall turn back to the question of changing social norms in Chapter 5.


Meanwhile, we can summarize what we have learned about trends in economic equality in a surprisingly simple chart, because the trends we have examined here match one another so closely. Figure 2.19 combines all the relevant charts in this chapter into a single curve, which illustrates the inverted U-shape we saw over and over again in the various measures here examined.124 This curve charts the foundational efforts to improve economic equality during the Progressive Era, the temporary reversals during the Roaring Twenties, and the sharply renewed thrust toward greater equality from the 1930s, culminating in the Great Convergence in about 1960. Then we see the accelerating reversal toward ever-greater inequality during the Great Divergence that has persisted into the twenty-first century. The broader implications of this economic pattern—one facet of what we are terming the I-we-I curve—and what might have caused it will be clarified in our subsequent chapters.




FIGURE 2.19: ECONOMIC EQUALITY, 1913–2015 FIGURE 2.19: ECONOMIC EQUALITY, 1913–2015


[image: illustration]


Source: See endnote 1.4. Data LOESS smoothed: .1.
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