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Preface



Pessimism or Prosperity?


Over the past quarter century, it’s become fashionable to portray the United States as a society in economic decline. Time and time again, Americans hear that they live in a nation where incomes are falling, jobs are disappearing, inequality is increasing, and daily life keeps getting harder. The gloomy outlook rests on a few hand-picked statistics. These numbers point to sagging wages, lackluster economic growth, less-than-stellar productivity gains, ballooning trade deficits, lost manufacturing jobs, a widening income gap between rich and poor, and America’s failure to keep pace with the growth rates of other nations.


Pessimism about the economy wouldn’t be bothersome if it were merely a matter of a few discouraging data points. Bigger issues are at stake. When the shortcomings are piled atop one another, they suggest that the American Dream is becoming an illusion, that progress can no longer be taken for granted, that future generations will swallow the bitter pill of downward mobility.


In books, articles, scholarly reports, and sound bites, spreading the bad news has become a cottage industry. Just the titles on the bookshelves are enough to send an optimistic reader into a funk: A Future of Lousy Jobs? (Gary Burtless), Silent Depression: The Fate of the American Dream (Wallace C. Peterson), Declining Fortunes: The Withering of the American Dream (Katherine S. Newman), The Overworked American: The Unexpected Decline of Leisure and The Overspent American: Upscaling, Downshifting, and the New Consumer (Juliet B. Schor), The Great U-Tum: Corporate Restructuring and the Polarizing of America (Bennett Harrison and Barry Bluestone), The End of Affluence (Jeffrey Madrick), The Politics of Rich and Poor (Kevin Phillips), The Great Depression of 1990 (Raveendra Batra), The Judas Economy: The Triumph of Capital and the Betrayal of Work (William Wolman and Anne Colamosca).


The pessimism arises from a variety of sources—left and right, academics and activists, corporations and Congress. Yet the overall message is unmistakable: The U.S. economy has failed in almost every important way. The main points of the critique:




	Americans’ living standards have been falling since the early

1970s.


	The rich are getting richer and the poor are getting poorer.

Most of us are getting nowhere.


	Life is getting harder: We’re working more, and there’s never enough time to enjoy life.


	Both adults have to work these days to maintain a family’s standard of living.


	Because Americans’ incomes are falling, the United States is

no longer the Land of Opportunity, particularly for the less educated.


	Despite decades of affirmative action and moral suasion,

women and minorities are falling further behind.


	The United States, once the world’s undisputed leader, is

alling behind in the race for economic supremacy, passed up by the world’s fast-growing nations.


	Employment prospects are bleak because good jobs are being destroyed as companies lay off workers to boost profits and splurge on executive pay.


	American workers are no longer as productive as they once

were.


	As companies ship our high-paying manufacturing jobs overseas, the United States is left with inferior service jobs, condemning the country to become “a nation of hamburger flippers.”


	The current generation of children may be the first in history

not to live as well as their parents.


	America’s economic fortunes will erode further because the

country isn’t fit to compete in the high-technology world of the future.





These statements of America’s economic failure are not just wrong but, in each and every instance, spectacularly wrong. When it comes to economic analysis, they’re the myths of our times: the myths of rich and poor. They ignore an abundance of facts that show that the U.S. free-enterprise system continues to deliver prosperity. Living standards are steadily improving for all segments of society. Upward mobility remains within the grasp of a large majority of Americans. Plenty of good jobs are being created. All told, economic progress still thrives in the United States. We are better off than in the past, and the next generation of Americans will be even better off than the current one.
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Amid the profusion of intellectual fads, spins, and machinations, it’s hard for most Americans to get a handle on our economy, a complex, $8.5 trillion behemoth employing 130 million workers. Few of us have ready access to the myriad statistics needed for an accurate assessment of U.S. economic performance. That’s the reason for this book: To set forth the truth about the U.S. economy. It will provide an antidote to the prevailing pessimism. The chapters that follow offer a fresh look at the country’s economic performance, concentrating on the past quarter century—the era bemoaned by those who see the economy spiraling into decline.


There will be no hocuspocus on any page of this book. Every proposition will rest firmly on facts and figures, nearly all of them available from government agencies and in publications found in most good-sized libraries, including the Statistical Abstract of the United States. Although simple numbers often speak eloquently, they can’t always make the case without explanation and interpretation. It’s important to appreciate how the economy works, to see where it’s been and where it’s going, and to understand what we can expect from it. This book will provide all that, too, without resorting to mumbo-jumbo. Every conclusion is spelled out as clearly as possible.


Although what’s written stands on its own merit, it’s a good idea to state at the outset what this book doesn’t say. It doesn’t say everything is hunky-dory. Proving the naysayers wrong about overall performance of the economy doesn’t imply that the country has no problems. No survey of American society can avoid uncovering adversity and inequity—and our survey is no exception. We concede that the economy could have performed even better. In fact, we agree with many pessimists that the United States would be well served by improved education, less heavy-handed regulation, more stable families, and greater personal discipline. We don’t deny that blemishes exist. We don’t catalogue society’s difficulties for the simple reason that those ills have already received plenty of ink. Placing too great an emphasis on problems is no more justifiable than ignoring them. To make points about larger issues, however, we don’t for the most part, focus on the stresses and strains that come with progress. The central purpose of this book is to demonstrate that a pervasively negative view of the economy doesn’t square with reality. We acknowledge at the outset the economy’s blemishes, but we don’t see poverty, inequality, or other deficiencies as the denning characteristics of our times.


In this book we do not say that this nation has succeeded in making everyone better off in every way. The impoverished, the unemployed, the underclass, and the downwardly mobile have hardly disappeared. Even in boom times, some of us face bleak and precarious lives, but these personal hardships aren’t representative of what’s happening to the great majority of Americans. Instead of generalizing from a few dramatic statistics or anecdotes, this book’s focus will stay, first and foremost, on the great center of society. Wherever possible, we rely on the numbers that define broad trends—averages, medians, per capita figures, and rates of change. These statistics don’t represent any single individual’s experience, but they’re the best guide to what’s going on in the nation as a whole.


This book doesn’t say anything explicitly about whether Americans are happy. We focus on the American economy and the billions of data points that define it. The statistical mills churn out reams of numbers on income, earnings, consumption, prices, working conditions, fringe benefits, and other matters. We know of no objective measure of happiness, especially for the nation as a whole. Happiness is as individual as a fingerprint, and bigger houses and ever more ingenious gadgets may make some of us happier. For others, this may not do the trick. Many will argue that material abundance doesn’t create happiness. We are economic researchers, not philosophers or psychologists. We don’t know whether economic progress brings happiness, but we strongly suspect that the absence of it yields misery.


Finally, this is a book about economic forces at work. It will occasionally wander into other aspects of society—the changing roles of women, the evolving family structure, trends in education. We venture into these subjects with some trepidation, usually for the sake of examining economic trends, not to draw inferences on larger issues. The great migration of women from the home into the workplace, for example, affects patterns of employment, income, and consumer demand. Do working women raise happy, healthy children? It’s an interesting question but, like the subject of happiness, beyond the scope of a book about the economy.
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The scenario of despair and decline conjures up a future in which most of us are poorer, cowering at the prospect of a pink slip, envying those lucky few who strike it rich in a Wheel of Fortune economy. It’s not hard to understand why these prospects would anguish so many Americans. Our traditional attitudes and our heritage are charged with optimism. Immigrants by the millions came to these shores in search of a better life. The Founding Fathers created a society on a belief in freedom and prosperity. The concept of a Land of Opportunity isn’t just cultural baggage, easily discarded. It has been the American experience for generations. During most of this nation’s 200 years, its citizens could take economic progress as a birthright—or at least that’s the way it comes down to us, the beneficiaries of our forebears’ hard work and sacrifice. Economic failure, if it came to pass, would profoundly affect what we are as a nation and how we think about our own futures.


We borrow Mark Twain’s observation: “It isn’t what we don’t know that kills us, it’s everything we know that ain’t so.” Incorrect and ill-informed views of reality can distort choices about working, investing, voting, and national affairs. That’s why this book is so important, especially now, when the United States faces the challenge of remaking itself for the post-industrial, post–Cold War era. Confidence in our economic system will help us face the challenges of the future. Once Americans understand that the economy has been working better than ever, they stand a better chance of making the right decisions for themselves and their families—as workers, investors, consumers, and citizens.


The notion of America as economic failure can’t go unchallenged. This book will debunk the case for America’s economic decline— specifically, those 12 propositions listed a few pages ago. Part One examines myths about income and living standards. Are living standards really falling? Will our children fail to live as well their parents? Are we having to work harder? Does it take two incomes to maintain our living standards? Does an expanding gap between low- and high-income workers amount to an increase in inequality and signal an end to upward mobility? Is America falling behind other countries in standards of living?


Part Two examines myths about jobs. Is the United States being ravaged by downsizing? What determines the creation and destruction of jobs? Are good jobs disappearing from the United States? Are we becoming “a nation of hamburger flippers”? Will there be economic growth and good jobs in the future?


Chapter 9 sums up the book’s message for Americans as consumers, workers, and investors. We show how what we call the Great American Growth Machine continues to deliver what we want. We warn that many of the suggested remedies to problems that don’t exist will leave us worse off. In the epilogue, we consider a compelling question: If the economy is doing so well, why do so many of us feel so bad?


In the second half of the 1990s, America’s economy has been on a roll, with expanding employment, rising incomes, low inflation, and soaring stock prices. The “misery index”—the sum of the inflation and unemployment rates—fell to its lowest point in more than a generation. Consumer confidence rose to levels not seen since the late 1960s. Good times don’t mute the message of this book. Capitalism’s critics aren’t as vocal or as visible as they were in times of economic turmoil, but they’ll be back with a vengeance at the next downturn in the business cycle. In the late summer of 1998, a decline in the stock market and troubles in Asia and Latin America had already filled the air with gloom—even though the U.S. economy was still healthy.


Just as important, Americans won’t maintain a robust, enduring faith in their nation’s economic future until they’ve broken the pessimists’ spell. If Main Street America can appreciate the benefits as well as the downside of economic change, it may diminish anxiety and restore faith in the future. Perhaps most important of all, a constant dirge of economic failure, if left unanswered, threatens to undermine the free-enterprise system. Our market-based economy, where individuals rather than governments make most of the choices about work, spending, and investment, has delivered to the United States the world’s highest standards of living. Those who harp on a vision of the country’s decline are, whether by design or not, attacking the source of our prosperity. Understanding how free enterprise works can only help us avoid making foolish mistakes that might jeopardize our economic future.














PART ONE





Myths About Income and Living Standards













1 WAKING UP TO GOOD TIMES


IN THE AMERICA OF THE 1990S, hard-luck stories weren’t hard to find. Just look on the front page of the New York Times, fames Sharlow, a 51-year-old Los Angeles resident with two grown daughters, lost a $130,000-a-year job with Eastman Kodak in January 1993. He spent more than two years searching in vain for work, all the while depleting the family’s savings. In Baltimore, job instability had gnawed away at Rene Brown’s paychecks since the early 1980s, when she earned $8.50 an hour at a meat-packing plant. After that, she worked for $7.25 an hour in a bank’s mail room, $4.75 an hour loading newspapers, and $4.25 an hour cleaning office buildings. Connecticut’s 51-year-old Steven Holthausen, his marriage a casualty of the family’s faltering finances, found work dispensing tourist information for the state at $12,000 a year, barely a quarter of what he once made as a loan officer.


In less turbulent times, Americans could shrug off the occasional glitches of the capitalist system as something that happened to someone else. We might listen to stories of economic misfortune with sympathy for laid-off, downsized, and marginalized workers, but with little sense of foreboding. Not today. Almost without exception, the steady drumbeat of stories about downward mobility and dead-end jobs are offered up as cautionary tales: There but for the grace of God...


The experiences of Sharlow, Brown, and Holthausen, when amplified by the stories of thousands caught in similar misfortunes, leave the impression of a nation going downhill, its economy failing in ominous ways. Do these discouraging snapshots of American life indicate what’s in store for the rest of us? Are ordinary Americans trapped in a system incapable of raising living standards? Anecdotes can only illustrate, not prove. In good times and bad, workers and their families move up and down in society’s pecking order. Individual fortunes can vary year in and year out, reflecting new jobs, promotions, layoffs, retirement, the rise of one industry, and the fall of another. One person’s hardship may be offset by others’ successes, all with a randomness that doesn’t tell us much about how well the overall economy is working.


Making an argument for declining American living standards cries out for more broad-based evidence. More often than not, the argument rests on falling real wages. At first glance, the trend appears decidedly grim: After adjusting for inflation, average hourly wages rose at an annual rate of 2 percent from 1953 to 1973. Then they stagnated for five years before beginning a long slide, falling at an average annual rate of 0.7 percent through 1996. The total decline over two decades exceeded 15 percent (see Figure 1.1). If Americans earn less, it stands to reason they can’t muster the financial wherewithal to maintain their standards of living. Case closed.


Not quite. At best, real wages are an indirect barometer of how well we’re doing. If we want to know about living standards, it’s better to use direct indicators of what Americans own, what they buy, and how they live, not some proxy, whether it be earnings or income. Before accepting wholesale the verdict of the data on real wages, Americans should at least consider what’s happening to consumption. If the data indicate that the average family doesn’t have as much now as in the early 1970s, it will confirm the case for the country’s economic decay. An America consuming more than ever, however, would go a long way toward refuting a pessimistic view that relies on anecdotes and the data on declining real wages.


Fortunately, there’s plenty of hard evidence. Each year, government and private-sector number-crunchers collect boatloads of data on nearly every aspect of our lives. The diligent researcher can look up the size of our houses, the appliances we own, the cars we drive, the hours we work, the money we spend at restaurants, the trips we take, and much more. The numbers are plentiful, reliable, and readily available to anyone who spends a few hours in the library or on its electronic equivalent, the Internet.


The statistics on consumption—the most direct measure of Americans’ well-being—point to a nation that’s better off now than at any other time in its history. Yet they rarely find a place in discussions of the nation’s living standards, a debate dominated by measures of income and earnings.




FIGURE 1.1 Average Hourly Wages




[image: i_Image1]







What We Had Then, What We’ve Got Now


In looking at what an average American consumes, comparisons to the early 1970s are what matters most. After all, few of us could possibly doubt that the country is much better off today than a century ago, when our great-grandfathers and great-grandmothers lived without electricity, telephones, refrigerators, indoor plumbing, and disease fighting antibiotics. The past quarter century is the crux of the controversy: For those who perceive economic decay in America, the early 1970s were a turning point, when just about all the widely cited gauges on the economy started to slip, bringing to an end a golden era when growth was steady, paychecks were getting fatter, jobs were secure, and gasoline sold at the rock-bottom price of 35 cents a gallon.


Was the early 1970s the U.S. economy’s great watershed? Finding out will require a fresh perspective. So imagine a modernera Rip van Winkle, an economist this time, rather than the indolent farmer of Washington Irving’s fable. He falls asleep in 1970 and reawakens on a bright spring day in the late 1990s, rubbing sleep from his eyes. Among his memories before dozing off: Watching George C. Scott portray Patton on the big screen, tuning in Rowan & Martin’s Laugh-In on television, and listening to the Beatles sing “Let It Be.” President Richard Nixon had ordered U.S. troops into Cambodia to attack Viet Cong bases. New York’s once-hapless National League team had transformed itself into the “Miracle Mets,” going into the 1970 season as defending World Series champs.


Although just over 25 years have passed since the start of his long slumber, Rip quickly realizes that the world around him has changed quite a bit. Events since 1970 have indeed been world-shaking. The Soviet Union has fallen apart. The global village has grown together. And, judging from the sights and sounds of everyday life, America has made great leaps of economic progress. To Rip’s eyes, fresh from a quarter century of undisturbed sleep, America in the 1990s looks richer by far than the country he left behind. He sees acres of new housing and roads rilled with cars. He sees stores stocked with exciting new gadgets. He sees Americans enjoying life in myriad ways.


As Rip wanders the world of the 1990s, however, he encounters more angst than optimism. At almost every opportunity, commentators and scholars grumble about the American economy’s great failures, which condemn the average family to growing poorer and expose workers to the ravages of downsizing. Bewildered by the hand-wringing, our Rip van Winkle sets out to discover the truth about the American economy. As a researcher, he knows where to find the right facts and figures. After poring over the data for the years of his slumber, Rip concludes he wasn’t just daydreaming. Americans are indeed better off—on average, possessing more of just about everything (see Table 1.1).


A good place to start is where we live—home sweet home. The nation has continued to add to its housing stock: In the middle of the 1990s, home builders finished more than 1.1 million single-family residences a year, well above the annual average of 1970 to 1975, a time when the coming of age of the Baby Boomers flooded the market with new buyers. As building continued at a brisk pace, our houses have also gotten bigger. From 1970 to 1997, the typical new home increased in size by the equivalent of two 16-by-20-foot rooms. Homes aren’t just larger. They’re also much more likely to be equipped with central air conditioning, decks and patios, swimming pools, hot tubs, ceiling fans, and built-in kitchen appliances—all included in the purchase price. Fewer than half of the homes built in 1970 had two or more bathrooms; by 1997, 9 out of 10 did. In 1997, 87 percent of new homes included garages, up from 58 percent in 1970. The garages, moreover, had also gotten bigger: Three-quarters of new homes had space for two or more cars, compared with little more than a third in the early 1970s (see Figure 1.2). Today’s new homes also contain more energy-saving features, including thicker insulation and double-paned windows. These improvements are doing their job: In a new house, average energy consumption, measured in BTUs per square foot, fell by at least a third from the 1970s to the 1990s.




TABLE 1.1 The World Through Rip’s Eyes








	Item

	1970

	Mid-1990s*






	Average size of new home (square feet)

	1,500

	2,150






	Average household size (persons)

	3.14

	2.64






	Average square feel per person in the household

	478

	814






	New homes with central heat and air-conditioning

	34%

	81%






	New homes with a garage

	5896

	87%






	Housing units lacking complete plumbingɑ


	6.9%

	2.3%






	Homes lacking a telephoneɑ


	13.0%

	6.3%






	Households with computer

	0%

	41%






	Households with no vehicleɑ


	20.4%

	7.9%






	Households with two or more vehiclesɑ


	29.3%

	61.9%






	Households with color TV

	34.0%

	97.9%






	Households with cable TV

	6.3%

	63.4%






	Households with two or more TV’s

	307%

	72.8%






	Households with videocassette recorder

	0%
	89%






	Households with answering machine

	0%

	65%






	Households with cordless phone

	0%

	66%






	Households with computer printer

	0%

	38%






	Households with camcorder

	0%

	26%






	Households with cellular phone

	0%

	34%






	Households with CD player

	0%

	49%






	Households with clothes washer

	62.1%

	83.2%






	Households with clothes dryer

	44.6%

	75.0%






	Households with a microwave

	<1%

	89.5%






	Households with coffeemaker

	88.6%

	99.9%






	Households with dishwasherb


	26.5%

	54.6%






	Households with vacuum cleaner

	92.0%

	99.9%






	Households with frost-free refrigerator

	<25%

	86.8%






	Households with outdoor gas grillc


	<5%

	28.5%






	Mean household ownership of furnitureb


	$2,230

	$3,756






	Mean household ownership of appliancesb


	$943

	$1,547






	Mean household ownership of video and audio productsb


	$308

	$2,671






	Mean household ownership of jewelry and watchesb


	$728

	$1,784






	Mean household ownership of books and mapsb


	$731

	$1,074






	Mean household ownership of sports equipmentb


	$769

	$1,895






	Mean household net worthɑ


	$86,095

	$216.843






	Median household net worthɑ


	$27.938

	$59.398






	Vehicles per 100 persons aged 16 and olderɑ


	53

	94






	Work time to buy gas for a 100-mile trip

	49 minutes

	26 minutes






	Annual visits to doctord


	4.6

	6.1






	Per capita consumption of bottled water (gallons)b


	<1

	11.1






	Americans taking cruises

	0.5 million

	4.7 million






	Air-travel miles per capita

	646

	>2,260






	Per capita spending on sporting goodsb


	$60

	$213






	Recreational boats per 1000 householdsɑ


	139

	173






	Manufacturers’ shipments of recreational vehiclesɑ


	30,300

	281.000














*Mid-1990s data are for 1997, except where indicated.


ɑ Data for 1995. bData for 1996. c Data for 1993. d Data for 1994.
All monetary figures are in constant (1997) dollars.




Why focus on just new homes? New, single-family dwellings that come on the market in any given year are just a small part of the housing market, but they are the best measure of what buyers demand and what they can afford at any time. Looking at the entire housing stock, including homes built a century or more ago, will tell us little about how housing has changed over a 25-year period. In effect, we’d be measuring what the economy of the past could provide.


Bigger, better-equipped homes would be a mirage if only a few well-heeled families could afford to own them. The rich do live in the fanciest houses, no doubt about it, but the average family hasn’t been left out. Home prices are a lot higher than they used to be, of course. The median price of a new, single-family dwelling rose from $23,400 in 1970 to $145,500 in 1997, but the comparison tells us little about affordability. Families can pay more for today’s homes because incomes are higher—four times greater than they were in the early 1970s. And mortgage rates are lower, a 30-year conventional loan having fallen from 8.6 percent to less than 7.0 percent. We shouldn’t forget, moreover, that today’s higher prices pay for added square footage and amenities. In the late 1990s, most of us can afford the essential part of the American dream—a home of our own. Proof comes in home-ownership rates: In the third quarter of 1997, 66 percent of households, a total of 68 million individuals and families, owned homes—an all-time record.


If housing is affordable, why don’t even more American families own their own homes? Current rates of home ownership may match the nation’s preference for buying versus renting. Today’s economy provides a wealth of housing options, including apartments, lofts, condominiums, town homes, high-rises, and gated enclaves. Young Americans often prefer the flexibility and camaraderie of apartment living—and there’s a place for them. Senior citizens might gladly dispense with the rigors of maintaining a home and yard—and there’s a place for them. Longer-term trends add some perspective. Home ownership was quite low in the 1920s, less than 25 percent of the population. In the boom that came after World War II, the proportion quickly rose to about 60 percent; it has climbed only slightly since then, to 66 percent. A fairly steady rate over several decades, in good times and bad, indicates that affordability isn’t the primary reason more families don’t own their own homes.




FIGURE 1.2 New Homes: Bigger and Better
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The average age at which Americans buy their first home has increased roughly four years, from 27.9 in 1970 to 32.4 in 1996. Pessimists might attribute the delay to deteriorating economic conditions: With paychecks pinched, young families must wait four extra years before they can afford a house. Jumping to that conclusion ignores lifestyle changes. The median age at the time of first marriage, an event that often precedes home buying, increased from 22 in 1970 to 26 in 1996—once again, four years. In the mid-1990s, an additional 8 percent of us decide never to marry, so even the financially well-off might delay house hunting for a few years. The number of children per household has declined from 1.3 in 1970 to 0.9 today, suggesting that more families don’t include children. All these changes no doubt affect home-buying patterns, and they’re most likely responsible for the extra time Americans take before settling down.


Rip’s survey of then and now finds plenty of good news beyond housing. His research shows that Americans in the 1990s have stocked up on the amenities that make everyday life easier and more enjoyable. The percentage of families with dishwashers, clothes washers and dryers, blenders, toasters, vacuum cleaners, swimming pools, automatic sprinklers, and outdoor gas grills has increased since the early 1970s. In 1996, manufacturers turned out an incredible 100 million small appliances, from electric knives to waffle irons. The average number of televisions in a household rose from 1.4 in 1970 to 2.4 in 1997, a gain made all the more striking by the fact that each home, on average, had fewer people to watch them. In fact, televisions are rapidly approaching the level of one per person. More than 40 percent of American households owned personal computers in 1997, a product that didn’t even exist in the 1970s. Comparing 1970 to 1996 and adjusting for inflation, the typical American family owned 8.7 times more audio and video equipment. It had 68 percent more furniture and 64 percent more kitchen appliances. Books and maps? They were up 47 percent. Even kids shared in the nation’s prosperity: Per-child spending on toys, adjusted for inflation, quadrupled since 1970.


America’s love affair with the automobile can’t be denied. More than 9 of 10 households now own passenger vehicles. Nearly two-thirds have two or more. Among those 16 years and older, vehicles per 100 people rose from 53 to 94 in just 26 years. Within a few years, the country may become the first in history to have more passenger vehicles than people. Dozens of automotive innovations improve performance, safety, and comfort: antilock brakes, air bags that cushion occupants during a collision, turbochargers, cruise control, automated air conditioning and heating, sun roofs, adjustable steering wheels, and windshield-wiper delays. Today’s cars are leaded with “power.” They’re more likely to have power steering, windows, seats, door locks, and rearview mirrors. They’re also more likely to have radial tires and tinted glass (see Figure 1.3).


Americans are enjoying more luxuries, too. The average amount spent on jewelry and watches, after adjusting for higher prices, more than doubled from 1970 to 1996. A typical American drinks 11 gallons of bottled water, up from less than 1 in 1970. For fun and games, an average family possesses more than twice the gear for sports and hobbies. Per-household ownership of pleasure boats rose by 25 percent in the past two or three decades. Manufacturers’ shipments of recreational vehicles are nine times what they were in the early 1970s. In the quarter century up to 1996, per-person annual outlays rose from $60 to $213 for sporting goods, including gains of 14 percent for bicycles and, just since 1980, 26 percent for snowmobiles. While American households consumed more, they had enough money left to dig deeper into their pockets for worthy causes: Per capita donations to charities, adjusted for inflation, rose from $402 a year in 1970 to $569 a year in 1996.




FIGURE 1.3 Better Equipped on the Highway
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The average American’s spending on services has risen 83 percent since the early 1970s. We’re taking advantage of health clubs, financial advisers, landscapers, dating services, caterers, pest-control companies, dry cleaners, car-detailing shops, valet parking stands, and literally hundreds of other businesses that entertain us, pamper us, and save us time and effort. We eat out more often. After accounting for inflation and a growing population, spending on restaurant meals is up by 45 percent. We travel more often and to more exotic destinations. On a per capita basis, average annual miles flown on commercial flights more than tripled in the past 25 years. We take nine times as many cruises. Per capita spending on overseas travel and tourism is nearly three times what it was in the early 1970s. In nearly every city and town, there’s added convenience in more places to shop. The number of stores per capita rose by more than 20 percent in the past quarter century—in itself an indication that Americans are buying more than they used to. More of us take advantage of the convenience of shopping without a cash stash. General-purpose credit cards reached the mass market in the 1960s. In 1970, only 16 percent of Americans carried one. Now, almost 66 percent of us pack “plastic money” in our wallets and purses.


The statistics on consumption don’t jibe with the pessimists’ view of an economy on the fritz, no longer delivering on the promise of prosperity. Compared to the early 1970s, Americans have more of almost everything, from living space to gadgets, cars to baubles. In terms of consumption, the average American in the 1990s is far better off than ever before.






The Saving Grace


Americans could, of course, be paying for a finde-siècle spending spree by depleting their assets. There’s been plenty of hand-wringing over the country’s low saving rate, compared with that of other nations, and persistent worry over rapidly rising consumer debt. It’s probably wise to ask whether American families are trading their tomorrows for the instant gratification of today’s consumption.


The answer can be found by looking at Americans’ wealth. If the country were on a reckless spending spree, households would be running down their net worth, depleting tomorrow’s nest eggs to keep up with the Joneses. It’s just not so. Although many Americans may not be socking away enough money for rainy days and retirement, we’re not, on average, squandering our assets. Including savings deposits, stocks, bonds, pension plans, certificates of deposit, real estate, and other tangible assets, U.S. households had an inflation-adjusted average net worth of $216,843 in 1995, compared with only $86,095 in 1970. It’s certainly true that rich Americans are accumulating a lot of the wealth. Yet the gains didn’t come solely at the top end of the income distribution. Half of American families had a net worth of at least $59,398 in 1995, more than double the median net worth of 1970.


Savings are fertilizer for economic growth. The United States might well be better off if Americans saved more of their income. For the individual, however, decisions on how much to spend and how much to save are really about lifetime consumption. In effect, we choose between spending now or later—perhaps much later when it comes to estates. Most people set aside money in their peak earning years, so they’ll have it later in life, primarily for their children’s college costs and for their own living expenses after age 65. As Baby Boomers move into their peak earning years and begin to contemplate retirement in the next century, they probably will funnel more money into savings. Indeed, there are signs Americans are becoming avid investors in this decade, particularly in stock and bond mutual funds. From 1990 through the end of 1997, at a time when they were buying bigger houses, fancier cars, and all those consumer goods, Americans poured more than $1.5 trillion into mutual funds. It paid off handsomely as financial-market indicators roared upward by more than 200 percent through the end of 1997, a big windfall for families with the foresight to invest. Counting just net financial holdings, a figure that doesn’t include home equity and other real property, households averaged $211,923 in 1997, up from an inflation adjusted $118,488 in 1990, $64,847 in 1980, and $33,007 in 1970. A typical family’s wealth is rising rapidly in the 1990s, so Americans now have the best of all worlds—more consumption and more savings.


Is consumer debt the Achilles heel of our consumption boom? There’s no denying that Americans are deeper in hock than ever before. In 1997, the average household owed $12,514 in consumer debt, a figure that includes credit cards, retail-store accounts, automobile loans, and similar obligations but not mortgages. The consumer-debt burden has risen fivefold since the early 1970s. Debt, of course, becomes excessive only when it rises beyond the ability to pay. If Americans have higher incomes and more financial assets, they can carry more debt. Consumer credit as a percent of income is up, but only by about two weeks of annual earnings. In 1970, an average household would need 11 weeks’ income to pay off its consumer debt. Now it would take about 13 weeks. As a proportion of net financial assets, average consumer debt in 1997 stood just about where it was in 1970, at roughly 5 percent, although the burden did creep up slightly, to almost 7 percent, in the late 1970s and early 1980s. The narrow range suggests American families stay in a comfort zone, willing to assume more debt when they’re at 5 percent and cutting back as they approach 7 percent.


Some Americans no doubt get into trouble with easy credit, but there’s no compelling evidence that the typical American family faces overwhelming debt. In fact, there may be a hidden message of hope in our willingness to borrow money. When consumers anticipate hard times, they hunker down. They pay off existing obligations, and they’re wary of taking on new ones. Perhaps the fact that millions of Americans feel optimistic enough to borrow suggests that most of us aren’t convinced the economic future will be bleak.






Progress and Poverty


What about those at the bottom echelons of society? The nation could very well be consuming and saving more, with all the goodies going to the upper and middle classes and with the poor worse off, not just in relative terms but absolutely as well. At least one statistic seems to suggest that many low-income Americans aren’t keeping up: The nation’s poverty rate rose from 12.6 percent in 1970 to 13.3 percent in 1997—a widely cited blemish on our economic performance.


Although the country hasn’t done as much to eradicate poverty as we might hope, the record isn’t entirely bleak. Digging beneath the poverty rate uncovers data indicating that the poor are better off than they were a quarter century ago. Once again, it’s important to look at consumption rather than income. The numbers show that America’s poor—those with incomes of $13,220 or less for an average-sized family in 1996—are living better than they used to. Home ownership among poor families rose from 37 percent in the early 1970s to 41 percent in the 1990s. In addition, today’s poor households are more likely than those of a decade ago to own appliances and motor vehicles. The percentage of poor households with washing machines rose from 58.2 percent in 1984 to 71.7 percent in 1994. Ownership of dryers rose from 35.6 percent to 50.2 percent. Three-fifths of poor families had microwave ovens in 1994, up from one-eighth a decade ago. Nine of 10 poor households had color televisions, and 6 of 10 could play movies on videocassette recorders. Almost three-quarters of the families owned at least one car (see Table 1.2).


Perhaps most astonishing of all, poor households of the 1990s in many cases compared favorably with an average family in the early 1970s in owning the trappings of middle-class life. For example, almost half of the poor households had air conditioners in 1994, compared to less than a third of the country as a whole in 1971. The pattern holds true for dryers, refrigerators, stoves, microwaves, and color televisions. What’s more, today’s poor are less likely to be excluded from the benefits of our consumer society. For example, they have greater access to credit. In 1970, only 2 percent of families in the bottom 9 percent of the income distribution had general-purpose credit cards. By the mid-1990s, the percentage had grown to 26.5. The logical conclusion: Being poor doesn’t entail the same degree of deprivation it once did. In fact, by the standards of 1971, many of today’s poor families might be considered members of the middle class.




TABLE 1.2 Even the Poor Have More








	

	Poor

	Poor

	All






	

	Households

	Households

	Households






	Percent of Households With:

	1984

	1994

	1971






	Washing machine

	58.2

	71.7

	71.3






	Clothes dryer

	35.6

	50.2

	44.5






	Dishwasher

	13.6

	19.6

	18.8






	Refrigerator

	95.8

	97.9

	83.3






	Freezer

	29.2

	28.6

	32.2






	Stove

	95.2

	97.7

	87.0






	Microwave

	12.5

	60.0

	<1.0






	Color television

	70.3

	92.5

	43.3






	Videocassette recorder

	3.4

	59J

	0






	Personal computer

	2.9

	7.4

	0






	Telephone

	71.0

	76.7

	93.0






	Air-conditioner

	42.5

	49.6

	31.8






	One or more cars

	64.1

	71.8

	79.5












At first blush, it’s not apparent how the poor can increase their consumption yet still not escape from the poverty statistics. Part of the answer lies in spending patterns. Among households below the poverty line, outlays for food, clothing, and shelter were down to 37 percent of consumption in 1995, compared with 52 percent two decades earlier, 57 percent in 1950, and 75 percent in 1920. Over time, the prices of necessities have fallen relative to average hourly wages, so just getting by takes less effort. The smaller the share of income going to meet basic needs, the more money left over to purchase the goods and services that most poor households once had to do without.


Another part of the puzzle involves a widening gap between earning and spending for low-income households. The poverty rate tells us how many Americans are trying to scrape by on meager incomes. It gives an incomplete accounting of the resources available to families on society’s lowest rungs. Most households in the bottom fifth of the income distribution consume well beyond their current earnings. In 1995, an average low-income household made $6,305 a year before taxes. Consumption—what the poor spent, not what they earned—totaled $13,130 (see Table 1.3).


How can poor families consume more than they earn? Many supplement their income through unemployment benefits, Aid to Families with Dependent Children, Medicare, Medicaid, food stamps, school lunches, rent subsidies, and other programs. Moreover, many low-income households can tap into other resources. Workers temporarily laid off make little money, but they can usually fall back on their savings rather than reduce their standard of living. Although many retirees have low incomes, their houses, cars, and furnishings are in many cases paid for, and they’ve got a nest egg for spending on vacations and grandkids. In 1993, 302,000 families with incomes of less than $20,000 lived in homes valued at more than $300,000.


University of Texas economist Daniel Slesnick recalculated the poverty rate on the basis of inflation-adjusted expenditures rather than income. To remove the vagaries of inflation, he adapted the government’s definition and put a household’s poverty threshold at three times the annual cost of consuming a nutritionally adequate diet for all its members. Slesnick’s results show that the proportion of poor in the United States, measured by consumption, fell steadily from 31 percent in 1949 to 13 percent in 1965 and to 2 percent at the end of the 1980s. If the problem of poverty is one of access to goods and services, then this lower rate might give a better indication than the official poverty figures of how well the American economy has done in lifting poor families over the past three decades.


Looking at consumption, moreover, shows an even greater leveling of society. At the bottom of the income distribution, households are smaller—an average of 1.8 persons, 0.6 of whom are working. Households in the top fifth of income averaged 3.1 persons, 2.1 of them holding jobs. Top-income households outearned bottom ones by a factor of 14 to 1. When it comes to consumption per person, the gap shrinks to only 2.3 to 1. What’s more, poorer households work less, so they have more time to meet their needs through home production— such tasks as cooking, house cleaning, maintenance, child care, yard work, and laundry. Although these chores make families better off, they aren’t included in statistics that measure consumption. Yet when high-income earners pay cooks, maids, nannies, gardeners, and others to perform the same services, it gets captured in reports on consumption expenditures, making them appear to be better off.




TABLE 1.3 How People Spend Their Money








	

	Lowest Fifth

	Middle Fifth

	Highest Fifth






	Household income (before taxes)

	$6,305

	$28,242

	$89,011






	Household consumption

	

	

	






	Food

	$2,490

	$4,270

	$7,522






	Clothing

	$759

	$1,502

	$3,402






	Shelter

	$2,741

	$4,423

	$8,919






	Telephone, utilities

	$1,460

	$2,122

	$3,044






	Transportation

	$2,021

	$5,745

	$11,155






	Health care

	$1,099

	$1,700

	$2,417






	Other

	$2,560

	$5,563

	$15,747






	Total consumption

	$13,130

	$25,325

	$52,206






	Average household size

	1.8

	2.6

	3.1






	Consumption per person

	$7,294

	$9,741

	$16,841






	Other uses of income

	

	

	






	Taxes

	$1,004

	$4,672

	$16,643






	Cash contributions

	$284

	$697

	$1,914






	Education

	$308

	$273

	$1,172






	Financial flowsɑ


	($8,421)

	($2,725)

	$17,076










ɑInsurance, pensions, investment expenses, and dissaving plus government transfers. Data are current dollar figures for 1995.




Mathematics makes no compromises. It dictates that 20 percent of American households will lie at the tail end of the income distribution, always relatively “poor” by the standards of society, no matter how much they consume. No one wants to minimize the plight of the truly down-and-out. America’s low-income families, however, are better off now than they were at any time in the past. The data on consumption lead to an unmistakable conclusion: The poor are not getting poorer.






Real-Wage Reality


Data on consumption and saving provide overwhelming support for the notion that American living standards are still improving, not just for the well-to-do but for low-income families as well. Yet all the numbers fail to dispel the nagging issue of declining real wages. How can Americans afford to increase their consumption when their earnings slipped by 15 percent in two decades? One possibility: The data on real wages, even if compiled accurately, aren’t a good measure of Americans’ economic fortunes over the past quarter century.


As it turns out, there are other ways of evaluating Americans’ earning power. A straightforward alternative to real wages is inflation-adjusted per capita personal income. Its virtue is that it captures all sources of income—not just wages but interest, dividends, rent, and profits. A simple division of total output by the number of people, per capita income isn’t skewed by changes in the way we work, the way we live, how we’re paid, and what we produce. Trends in per capita income belie the downward mobility found in real wages. These statistics indicate that Americans grew consistently richer during the entire post-World War II era. The growth rate did slow down. Real per capita income has risen by an annual average of 1.6 percent since 1974, compared with 2.6 percent in the 1950s and 1960s (see Figure 1.4).


The statistics on real wages suffer from a glaring omission: fringe benefits. Over the past two decades, as tax rates grew steeper and incomes rose, the country witnessed a surge in nonwage benefits. Workers chose to take more of their compensation in the form of additional health care, contributions to retirement savings, or employee assistance programs. Compared with a generation ago, more employers are providing eye care, dental benefits, paid maternity leave, and stock-purchase plans. Today’s most progressive companies are starting to offer day care, paternity leave, and spouse-relocation benefits— all virtually unheard of in the early 1970s. Overall, nonmonetary benefits as a percentage of wages have increased by a third since 1970. The extras cost money, and they’re properly part of workers’ earnings. When fringe benefits are included in measuring income, statisticians call it “total compensation.” Like per capita income, total compensation shows slower growth in the past 20 years. Once again, though, the bottom line differs sharply from real wages: The average worker is better off than his or her counterpart in the early 1970s, with a cumulative gain in total compensation of more than 17 percent. Both per capita income and total compensation, by showing greater purchasing power, make it plausible that Americans would be able to increase consumption over the past quarter century.


Looking beyond real wages gives a truer picture of how we’re doing, but even per capita income and total compensation have their flaws. Most important, they tend to shortchange our economic gains by using price indexes that overstate inflation. This glitch makes today’s earnings seem punier than they really are when presented in “real” terms. The fault lies in the Consumer Price Index (CPI), duly reported each month in just about every newspaper in America. Statisticians can easily survey stores and markets, noting how prices change on televisions, oranges, sporting goods, toothpaste, taxi fares, visits to the dentist, and nearly 90,000 other goods and services. What they fail to adequately capture, however, is the constant introduction of new products and the perpetual tweaking of product design. When prices rise, it sometimes means consumers pay extra for the same goods and services, so they’re worse off. However, well-being doesn’t fall as much when higher prices reflect better quality and new bells and whistles. Especially over long periods of time, the CPI captures both types of “inflation,” and it can’t adequately separate the two.




FIGURE 1.4 A Second Look at What We Earn: Per Capita Income, Total Compensation, and Hourly Wages, 1953-97
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The CPI emerges from a slowly evolving “market basket” of goods and services put together from a detailed survey of 29,000 consumers. Devising a product list that captures the great diversity of American consumption is expensive and time-consuming, so the government has revised the basket only every decade or so. As a result, new goods and services usually enter the inflation index only after they’ve been on the market for several years. Pocket calculators showed up on desks and countertops in the early 1970s, but they didn’t make the price index until 1978. The statistics ignored personal computers and videocassette recorders until 1987. Cellular telephones didn’t show up in the CPI until 1998, when nearly 40 percent of households owned one. The delay means the CPI doesn’t reflect what Americans actually buy. More important, goods and services typically start out very expensive, then go through a period of rapidly falling prices as they enter the mainstream of our consumer culture. Videocassette recorder prices, for example, fell 70 percent before entering the price index. The CPI misses the price decreases of new products but fully accounts for higher prices of older goods and services.


Better quality and new features present another stumbling block to accuracy in measuring inflation. We’ve already seen how the higher prices for new homes reflect added space and other amenities. It’s a problem with just about all products. The price of an automobile tire rose from $13 in the mid-1930s to about $75 in 1997. With some adjustments for better quality, the CPI put the increase at 1.5 percent a year. However, today’s steel-belted radial tires last more than 10 times longer than the old four-ply cotton-lined tires. In terms of cost per 1,000 miles, tires are now cheaper than at any time in the history of the automobile. Yale University economist William Nordhaus calculated that the price of light, including the bulb, fixtures, and electricity, has fallen from 40 cents per 1,000 lumen hours in the 1880s to a tenth of a cent today, a decline of 99 percent. By conventional measures of inflation, however, light bulbs and fixtures are up 180 percent since 1880.


The CPI covers a tremendous array of goods and services, and it would be an overwhelming task to decide how much of each month’s price increase to allocate to higher quality. As America approaches the twenty-first century, new and better products are coming fast and furious, making it likely that the CPI is falling farther and farther behind the marketplace. Government statisticians are aware of the bias caused by new and improved products. To improve the quality of the data, they’re likely to reduce the gap between revisions of the inflation index from 11 years to 4 or 5. Even with the change, the numbers will miss a lot of what’s going on and will consistently overstate inflation and understate growth in wages, income, and productivity.


In the mid-1990s, scholars found that the CPI overstates inflation by a little more than 1 percentage point a year (see Table 1.4). The errors aren’t just statistical aberrations of interest only to the cloistered fellows of academia. The mismeasured CPI affects the allocation of resources in the federal budget—particularly the more than 50 percent of it classified as “entitlements.” It affects the wage and price calculations of private industry. Just as important, it can distort our view of the nation’s economic performance. Inflation errors feed into many of the angst-inducing numbers on real wages, income, productivity, and growth. If we correct inflation by a little more than a percentage point a year over two decades, the decline in real wages vanishes, turning into a 12 percent increase since 1978. Per capita income no longer slows down. There’s no ebbing of productivity growth, a measure of output per worker. If inflation were more accurately measured, growth rates would appear more robust, with a mediocre 2.4 percent transforming into 3.5 percent. Small statistical distortions might not seem worth worrying about, but they add up to significant long-term implications. Correcting a one-percentage-point error in the CPI over 25 years would increase our measures of real income per capita to $37,015 in 1997, a gain of $8,857 for every man, woman, and child. A mere percentage point of faster real growth cuts the time required to double living standards from 70 years to 34 years.




TABLE 1.4 Estimates of the Bias in Consumer Price Index Inflation










	Authors

	Percentage Points






	Advisory Commission (1996)

	1.1






	Michael Boskin (1995)

	1.5






	Congressional Budget Office (1994)

	0.5






	Michael R. Darby (1995)

	1.5






	W. Erwin Diewert (1995)

	1.5






	Robert J. Gordon (1995)

	1.7






	Alan Greenspan (1995)

	1.0






	Zvi Griliches (1995)

	1.0






	Dale W. Jorgenson (1995)

	1.0






	Jim Klumpner (1996)

	0.4






	Lebow, Roberts, Stockton (1995)

	1.0






	Ariel Pokes (1995)

	0.8






	Shapiro and Wilcox (1996)

	1.0






	Wynne and Sigalla (1994)

	1.0






	Average

	1.1














The pessimistic view of the economy begins to unravel once we look at how much more Americans consume today. The data speak loud and clear: Both average-income and low-income American households enjoy higher living standards than they did 25 years ago. The conclusion rests on direct measures of what everyday Americans actually possess. This material wealth cannot be simply ignored in favor of the worst-case scenario that emerges from trends in real wages and other statistics, especially with their faults. Once we correct the biases in our statistics and see that the free-enterprise system is still delivering higher pay and growth, we needn’t scratch our heads over how the country has been able to afford a record-smashing consumption binge. Perhaps best of all, our Rip van Winkle hasn’t yet exhausted the evidence of the country’s continuing economic progress over the past quarter century.
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