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INTRODUCTION


And on the pedestal these words appear:


“My name is Ozymandias, King of Kings:


Look on my works, ye mighty, and despair!”


Nothing beside remains. Round the decay


Of that colossal wreck, boundless and bare,


The lone and level sands stretch far away.


— Percy Bysshe Shelley, from “Ozymandias”


Human life one hundred years ago, on the eve of the First World War, was dramatically and measurably worse than it is now. The average annual income of a person in Western Europe was $3,077, and only a thousand dollars higher in England and America.1 No one had televisions or antibiotics in 1913, let alone computers. A thousand years ago, life was more miserable still. The average annual income in any region of the world in A.D. 1000 is estimated to have been the equivalent of four hundred dollars, except in northeast Asia, where it was fifty dollars higher. Human life was generally “nasty, brutish, and short,” as the philosophers said, perhaps more so in cities than in the state of nature. But two thousand years ago, human life was rich and happy in a civilization that had emerged like an island in the sea of historical misery. The emperor Caesar Augustus presided from his modest house on the Palatine hill over the marbled city of Rome and the interlinked empire of the same name. After four prosperous decades of rule by Augustus, which had followed a century of civil wars, A.D. 13 was the last full year Rome enjoyed before his death. Historians credit Augustus with carving a stable and prosperous empire in the marble of time, a Pax Romana that endured for centuries. Yet Rome did not, perhaps could not, last forever. Three centuries of Roman leaders after Augustus could not cure the relentless stagnation of Roman politics and erosion of its economic vitality. Why?


This book is not about empire, but about economic data and the hard facts of Great Powers in human history. We stand on the shoulders of historians who have perceived this subject matter as a narrative of great leaders, great armies, and great cultures. All were mortal. Thanks to countless scholars, our generation can understand this puzzle better than ever before. What our book aspires to add comes from our peculiar domain of economics, which by nature sees the world in a most unnatural way. We see “supply” and “demand” and “incentives” and “constraints” in markets not just for goods and services, but also markets for prestige, security, and political power.


A quarter century ago, the Yale historian Paul Kennedy penned an authoritative survey of the deeper forces shaping world affairs, in The Rise and Fall of the Great Powers, which introduced readers to the insight that relative economic strength was the main foundation for military and diplomatic forces that dominate most traditional narratives.2 The explosion of unparalleled historical data in recent years gives us an opportunity to reexamine the Great Powers.


Consider imperial Rome, which many do now as a unipolar and intellectual forefather of Pax Americana in our time. The popular imagination sees Germanic tribes massed by the thousands on the far side of the Danube River, clanging their battle axes and shields, readying to invade. In the end, we have been told, Great Powers succumb to barbarian hordes. This image echoes through history, as far back as the three hundred Spartans fighting against the Persian armies at the “hot gates” of Thermopylae, to the noble British resisting the dark continent of fascism, even to our modern struggle against jihadi terrorists. This heroic image must be recognized as an irresistible illusion. Military defeat is, of course, a capstone on the decline of Great Powers, but history errs in confusing symptom with cause. Recoil at the idea that mundane currencies, debt notes, and productivity ratios determine the future. But, at the very least, agree that the truth about the fate of nations is not swords, not plowshares, but a combination of the two.


The Battle of Adrianople on August 9, A.D. 378, is just as good a date as any to mark the turning point in Rome’s decline and fall. The invading Goths were cornered near the city of Adrianople (located near the modern city of Edirne, Turkey) by Roman forces led personally by Emperor Valens. He wanted to repel the foreigners once and for all. On that day, however, the Romans did more than lose the battle; they were routed. Emperor Valens was killed in battle along with most top officers, tribunes, and soldiers. Rome’s vulnerability sparked a century of Germanic invasions that pushed further against the imperial border until the great city itself fell.


That account of the battle is more or less correct, but it misses the point. For one, Roman society had been rotting internally, not just for decades, but for centuries, before Valens died in battle. More importantly, that story mistakes why the Goths were fighting in the first place. They were rebelling against their Roman allies, not invading, and only because pillage was their only recourse to starvation. In the year 376, these Gothic tribes were fleeing the Huns and were allowed to settle south of Danube as new allies of the Roman army. But Valens inadequately supplied them with promised land and provisions, then sent them on a death march to a different city, where they were denied entry. It is no surprise the Goths rebelled, but their success proved how weak the empire had become. This chapter of history affirms that the decline of Rome, contra Kennedy, was caused not by imperial overstretch or any kind of external threat. It shows, as does history from ancient empires to modern Europe, that the existential threat to great civilizations is less barbarians at the gates than self-inflicted economic imbalance within.


Overcentralization of political power, for example, is a common factor in imperial decline, usually a century or more after the centralization is enacted. Many Westerners know the story of the seven epic voyages of Admiral Zheng He (Cheng Ho). A century before Christopher Columbus discovered the New World, the Ming empire could have dominated the world if it had not abruptly turned inward in the middle of the fifteenth century. Few realize how dramatic and economic in nature the story is. The Yongle emperor Zhu Di ruled from 1402 to 1424, and ordered the restrictive trade policies of the Confucian technocrats to be reversed. He opened trade missions with Japan, the Philippines, India, and beyond. He funded a strong navy that stamped out piracy. Then, thanks to centralization of authority, Zhu Di’s successor closed off trade, which was reversed by the next emperor, then reversed again by the next. The great Ming treasure fleet was ultimately destroyed in harbor at the emperor’s own command. To confirm the message that the act symbolized, imperial decrees made the construction of oceangoing ships punishable by death.


Empires and nations often lose their balance without understanding the tectonic economic forces in motion. On the other hand, rulers are often unable to adapt even when they understand those forces, an eerie and fascinating parallel to the Great Powers in our time. Imperial Spanish rulers went bankrupt again and again, even as shiploads of New World silver flooded Spain. They remained oblivious to the productivity revolution that empowered their rivals. Great Britain panicked in 1900, as European rivals caught up to its industrial might. Partially in denial of relative decline, Great Britain could not imagine expanding the level of potential engagement with its subject territories beyond free trade.


Indeed, if America’s global economic power ends, it will almost surely be due to a loss of fiscal balance that forces it down the well-worn path of history’s Great Powers. The cracks we hear—a minor credit warning from Moody’s or acrimonious political fights over the debt ceiling—confirm that the only existential threat facing America is from America itself.


Once we look at history through the lens of economics, we can never look back. History becomes much more than a drama of personalities, revealing a surprising rhythm of policy choices that seem irrational with the benefit of hindsight. One theme in this book is that political institutions are often too slow to adapt to changing economic reality. The institutional focus of our theory of decline is neither original nor timely. Mancur Olson (1932–98) was a pioneer, particularly his Rise and Decline of Nations, published in 1982. The political scientist Francis Fukuyama, who rose to prominence with his prescient “The End of History” essay in 1989, has been leading scholarship in this area ever since.3 And we are happy to find common cause with Daron Acemoglu’s and James Robinson’s Why Nations Fail, the 2012 book that made their decades of academic research on economic institutions publicly accessible. Their book powerfully explains how “inclusive” institutions trump “extractive” ones in generating long-term economic growth, and the political roots of vital institutions like the rule of law and property rights.


What our book adds is a new way to measure economic power, that vague notion so often expressed in daily discourse but never well defined. We also examine how once-vibrant societies become politically and economically stagnant, rather than how they grow in the first place. The bulk of the book studies the Great Power imbalance, invariably economic. Finally, we use those lessons to focus on the pending imbalance of the United States; we do so not just as scholars but as policy advisers.



AMERICA’S EXISTENTIAL THREAT IS FISCAL


America today faces a financial imbalance, threatening its world leadership as an economy and a power. The threat comes not from foreign enemies but from a breakdown in long-term fiscal discipline. In recent years, the budget deficit has grown to roughly $1 trillion every year, the mathematical result after $3 trillion in expenditures are matched by only $2 trillion in tax revenues, roughly. Readers are no doubt aware that what we are describing is a much bigger dilemma than the so-called fiscal cliff, the nickname of the political standoff that ended 2012 but was really just a minor chapter in story that has grown more dire over the past four decades.


Recent research by Harvard economists Carmen Reinhart and Kenneth Rogoff suggests that countries with a total debt to gross domestic product (GDP) ratio that exceeds 90 percent face a tipping point of decline.4 And the United States, with annual deficits that now amount to 5–10 percent of annual GDP and a debt-to-GDP ratio of around 70 percent, is rapidly heading toward a critical level of imbalance. That is a consensus—of economists. The consensus of politicians is a rather different kind, a bipartisan unwillingness to take action, arguing that “deficits don’t matter” and/or that deficits should be fixed . . . later (after the current recession/election/drought/insert-crisis-here has passed in a few years). Indeed, the United States has been getting away with runaway national debt at relatively low interest rates in recent years only because of the perverse contrast with European sovereign debts that are even more precarious. America is the debtor of last resort, the safe haven in a global glut of indebted sovereigns.


Where consensus is lacking among economists as well as politicians is how to bridge the fiscal gap. There are countless plans to fix the budget, coming from various blue-ribbon panels, notably the Bowles-Simpson commission, created in 2010 by President Obama. There have been hundreds of similar plans proposed ever since Ronald Reagan spotlighted the issue during the 1980 presidential election. And while we could proffer another solution, it is no longer credible to believe that even the best economic plan will be a solution. It is not just the economy that is imbalanced. Runaway budget deficits are not a math problem. They are a process problem, a political problem.


Many plans to fix the U.S. federal budget would work in a technical sense, but none can be enacted. Our political institutions cannot accommodate them. Dealing with this threat requires a change in Washington. The stagnancy of U.S. politics is the focus of It’s Even Worse Than It Looks: How the American Constitutional System Collided with the New Politics of Extremism, by political scientists Thomas E. Mann and Norman J. Ornstein. Mann and Ornstein finger political polarization as the core dilemma, although we disagree with their blaming one party more than the other, but they seem unaware that the field of institutional economics has chronicled historical patterns of stagnation since long before the American political parties existed.


Institutions are the “rules of the game” that guide our aggregate behavior. One example of an economic institution is the patent, which a government issues to an inventor to protect her idea from being copied by anyone without her permission. Think of a patent as a property right over something intangible. The more fundamental institutions are political, such as the idea of “checks and balances” between government executives who administer and enforce the law and the legislators who make it. Sometimes a behavior emerges that is not well checked by existing rules, and this rule-bending can usually only be stopped by new rules.


A useful analogy to the dilemma of rule-bending comes from professional sports. Some sports, notably soccer and baseball, tend to be conservative, allowing few rule changes. In contrast, American football and basketball have been much more open to revising their rules. The evolution of play in those games has made them popular—and economically successful.


Football players have long known that injuring an opposing quarterback can ruin the opposing team’s chance of winning. In response, the National Football League (NFL) has tweaked its rules to protect the players. “Roughing the passer” after the ball has left the quarterback’s hands became a penalty in 1938. Helmets became mandatory in the NFL in 1943. Low “chop” blocks have been barred with incessant new rules over the decades. But as the blocking behavior evolved, the rules evolved as well. Recently, a rash of helmet-to-helmet and concussive hits has proved hard to stamp out by existing rules. The NFL is working to update its rulebook and may even require new kinds of helmets.5


The same behavior-rule-behavior dance happens with nations and economies. This interaction of economics and politics can be viewed as a story of trial and error, with governments competing over time to find the right balance of laws and behaviors that will yield maximum prosperity with minimum instability. Unfortunately, the consequences of new behaviors (price inflation, for example, from debasing one’s coinage) are often not well understood until it is too late. Acemoglu and Robinson don’t agree with what they call the “ignorance theory”—that leaders simply don’t understand adverse consequences of policies—but the authors limited that critique to modern development.6 International aid agencies have missions based on the assumption that foreign rulers are ignorant rather than malicious. That assumption is naïve and counterproductive, we agree. But it has little application to Rome in A.D. 301.


Even when ignorance is not a factor, perverse incentives are. Presidents and legislators often know good policy from bad, but their incentives are short-term reelection rather than long-term national growth, a specific problem for representative democracies. Trade policy offers a useful lesson. When nations agree to open their borders with “free” trade agreements by lowering tariffs, many industries lobby for nontariff barriers (for restrictions on imported beef in Japan or genetically modified crops in Europe). Even though economists since Adam Smith have argued that mercantilism is unproductive, the lure of managed trade is a siren song during election season. The policy may be irrational economically while perfectly rational politically.


That economic-political tension in a democracy is normal, and usually not economically life-threatening. Statesmanship can counterbalance selfish politics. Even when politics overwhelms good policy, international competition tends to tip the balance for the better. (Which nation makes it easiest to open a new business in the fewest days and with the lightest paperwork? Which nations welcome innovative and entrepreneurial immigrants?) But something about the modern welfare state, the so-called entitlement state, has corrupted the balance between good economics and bad politics.



THE ENTITLEMENT STATE


A new behavior of modern nations has emerged in the past few decades, unchecked by wise leadership or by international competition. Its symptom is the rising fiscal imbalance in nearly every advanced industrial economy, meaning annual deficits that accumulate into a pool of debt. The lowest recent level of U.S. debt held by the public relative to the size of the economy was 23.9 percent of GDP in 1974, which in real dollars was $344 billion. Today, the level is around 75 percent of GDP, or $11,578 billion (note: this figure does not include debt held in government accounts).7 By contrast, the European Central Bank reports that 2010 debt among member countries ranged from 119 percent of GDP in Italy to 143 percent in Greece and 6.6 percent in Estonia.8 Interest payment on higher debt levels is a major expenditure category that crowds out normal government functions if interest rates rise. That is, higher interest payments reduce governments’ ability to fund defense research or education.


The U.S. debt level is alarming today because the pattern of ballooning budget deficits is occurring during peacetime (although two wars are winding down), an unprecedented departure from historical norms. Figure 1 shows the debt-to-GDP ratio over the course of constitutional history. Until the 1970s, the ratio generally declined during peacetime and spiked only during wartime. Five episodes of spiking debt established the norm—the Revolutionary War debt, Civil War debt, World War I debt, Great Depression debt, and World War II debt. Although the Great Depression debt spike was not caused by war, as the other episodes were, the pattern was similar—a sudden increase in annual fiscal deficits that approached 10 percent of GDP per year, followed by a gradual decline in total debt. Debt reduction occurred not because debt principal was paid down but rather because growth in the economy outpaced the debt. The outlier in America’s debt episodes is the sixth one, in play since the middle of the 1970s. This episode is different in its features, neither sudden nor caused by a military crisis. We are not ignoring the wars in the Middle East during this era, but their total cost is a fraction of previous major wars. Besides, annual U.S. defense spending fell from 10 percent of GDP in the 1950s and 1960s to 6 percent in the 1970s and 1980s to 4 percent or less ever since.




Figure 1. History of U.S. debt as a percentage of GDP.
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Source: Congressional Budget Office (2012)





What changed? Entitlement spending. In 1971, annual spending on Medicare and Medicaid was $11 billion, which was 1 percent of GDP. In 2010, those two programs cost $793 billion, or 5.5 percent of GDP. Add in Social Security and today these big three entitlements equal more than 10 percent of the nation’s economic output. According to the Congressional Budget Office’s (CBO) June 2011 Long-Term Budget Outlook,9 entitlement spending will grow to 15 percent of GDP over the next two decades. This spending along with interest payments on the debt and entitlement spending will absorb all expected tax revenue under current tax policy. It wouldn’t be wrong to call this scenario the entitlement bubble.


Entitlement implies a form of government spending to which all common citizens are guaranteed depending on circumstances, unlike discretionary spending, which can be lowered more easily (such as dollars budgeted for defense, highways, or space exploration). Table 1 shows how entitlement expenditures have grown in contrast to declining spending on defense. According to official records, two times more federal funds were spent on physical resources (energy and transportation) in 1943 and 1944 than on human resources (education, health, welfare, and all entitlement programs), a 2:1 ratio. In 1970, the ratio had reversed to 1:5. In 2000, the ratio had shifted further to 1:15, and in 2010 it was 1:27. Projections of how this ratio will crowd out infrastructure investments are easy to imagine.


TABLE 1. FEDERAL EXPENDITURES AS A PERCENTAGE OF GDP


















	 


	National defense


	Social Security


	Medicare


	Health (Medicaid)


	Income security







	1940s


	17.0


	0.1


	 


	0.1


	1.1







	1950s


	10.4


	1.1


	 


	0.1


	1.3







	1960s


	8.7


	2.6


	0.4


	0.3


	1.5







	1970s


	5.9


	3.8


	0.8


	0.8


	2.6







	1980s


	5.8


	4.6


	1.5


	0.9


	3.1







	1990s


	4.0


	4.2


	1.9


	1.3


	2.7







	2000s


	3.8


	4.4


	2.4


	1.9


	2.9







	2010s (est.)


	4.2


	4.6


	3.0


	2.5


	3.4








Source: Office of Management and Budget, 2013 budget, Table 3.1.


The larger question then: How did this happen? The introduction of Medicare in 1965 and structural reforms to Social Security in 1972 made binding and growing expenditure commitments into the long-term future, beyond the horizon of political consequences. These entitlement promises, we can see clearly in retrospect, expanded beyond the obligations assumed by the creators of these programs. Promises of escalating future entitlements as the benefits were tweaked and excesses left in place have yielded obvious political payoffs as the years have gone by. Even now, after the results of the 2012 election are in, some of the first interviews of elected officials center on promises not to change the growth rates in entitlement programs. We are not talking about cuts. We are talking about slowing the growth of programs with technical adjustments, but this policy discussion is, to put it mildly, politically charged.


Unfortunately, the economy cannot outpace the entitlement problem through faster growth in the economy. As the CBO makes clear, “Without significant changes in government policy, [entitlement growth and medical cost inflation] will boost federal outlays sharply relative to GDP in coming decades under any plausible assumptions.”10 Higher tax rates could be tried, but many Republicans and most Democrats misunderstand the limits of more taxation, which the CBO hints would likely create disincentives that have not been included in their forecasts. Despite the political dilemma, it is rare for any president or legislator to offer real, here-and-now cuts, let alone structural changes. The political process has neutered the legislative process in reacting to economic forces.



THE DEMOCRACY PARADOX


If the fiscal dilemma the United States has worked itself into is easy to trace to its policy origins, a solution should also be easy to pinpoint, no? The symptoms and even proximate causes of the debt crises for nearly every Western nation are well known, yet solutions are elusive. Proposing plans to fix the programs themselves are almost irrelevant, or worse, are excuses for inaction. It is the political structures that enable and defend the entitlement bubble that need attention and reform. The rules of the political game must change.


Many rule changes are controversial when first recommended, but become widely acclaimed and later taken for granted. In the game of American football, the forward pass was illegal until 1906, when none other than Theodore Roosevelt urged reform.11 Eighteen players had died and another 159 were maimed in the previous year. Likewise, the three-point shot in basketball was controversial when first used in a game between Fordham and Columbia in 1945, but it opened the game and leveled the playing field.


In the United States, the Constitution is the ultimate institution—the hierarchy of rules. For centuries its political-fiscal structure worked well. New economic challenges are historically not well understood by the existing politics—inflation in imperial Rome, technological regress in Ming China, mercantilism in eighteenth-century Spain, as we explain later in this book. In each case of Great Power decline, the historical record shows that rulers did what seemed to make sense in the short term but were often hostile to long-term growth. Modern legislators, we believe, are ignorant of the nature of debt risk. It is perhaps a willful ignorance, but the small-percentage risk of a catastrophic bubble collapse makes one by definition impossible to foresee. What we need to blame are the political rules, not the political rulers.


Fortunately for the United States, the Founding Fathers anticipated the unanticipated, and crafted a Constitution that could be amended to defend the nation against future threats. Even during the ratification of the document in 1787, the states decided to amend the document with no fewer than ten additions, which we know as the Bill of Rights. The people have amended the Constitution seventeen times since then, about once every fifteen years. The last amendment was in 1992.


The founders recognized that having rulers for long terms could breed tyranny, but too short a term in office could hinder competence and patience. Their remedy was terms of varying lengths, of two, four, and six years for the House of Representatives, presidency, and Senate, respectively, but crucially with no limit on the number of terms that could be served. A norm developed for individuals to serve no more than two presidential terms—a tradition established by George Washington. The two-term norm held for a century and a half, until Franklin Roosevelt shattered it. Many Americans voted for President Roosevelt during the critical years of the Great Depression. He was elected to his fourth term in 1944, a few months after the Allied invasion at Normandy during World War II. Later, a formal rule was proposed to require a de jure two-term limit on future presidents. It was adopted in 1951 as the Twenty-Second Amendment, less than six years after President Roosevelt died.


The entitlement dilemma mirrors Roosevelt’s breaking of the two-term presidential norm. Budget balance during peacetime was the American norm for almost two centuries. The existing political institutions supported this outcome. But the fiscal consequences of entitlement expenditures were larger and longer than the politicians who created those programs realized. Understandably, early efforts to fix entitlements misdiagnosed the problem, but now we know that the institutions of American democracy have proven inadequate at self-correction.


America could change the rules of the budgetary game, leaving no room for entitlements to balloon because of legislative passivity. One way to do so is through the passage of a fiscal amendment to the U.S. Constitution. Indeed, 70 percent of voters favor the idea of a balanced budget amendment,12 though few economists have supported the specific ideas proposed in the 1980s, in 1995, and as recently as 2011. Although every serious analyst acknowledges the U.S. fiscal situation is unsustainable, a genuine threat to America’s long-term economic vitality and power, this fix seems too draconian. It’s as if we were Greek voters, expressing a strong preference for staying in the euro and also a strong preference against the austerity necessary to stay in the euro. Voters everywhere want to eat their cake and have it, too. This paradox defines a Great Power democracy in decline.


The peculiar stagnation of Western democracies, at first glance, is categorically different than the collapse of history’s empires. Comparisons of A.D. 13 Rome and A.D. 2013 America are interesting but not taken all too seriously. Rome was an empire, after all. Our reading of history suggests this overconfidence of “modern” differentness is just another symptom in common. Great Power decline almost always follows a template: denying the internal nature of stagnation, centralizing power, and shortchanging the future to overspend on the present.



ROAD MAP


Before turning to the case studies, the next two chapters describe our theory of Great Power decline. Chapter 2 presents our novel approach to measuring power, which we think is an approach superior to the normal, vague language one finds in this literature. Rather than present a truckload of varied statistics, we put forward an algorithm that computes economic power in a hard but understandable way. It builds on a history of economic measurement of national power that stretches from modern theories of growth to pioneers of economic measurement in England a full century before Adam Smith published his Inquiry into the Wealth of Nations. Chapter 3 shifts from the hard data about power to consider the relatively new field of behavioral economics. We apply the theories of individual behaviors of patience and loss aversion to collective national action and the behavioral impact of rules on the largest scale.


The case studies were a challenge. Which Great Powers should we select for a book of economic challenges such as this one? Rome was essential, and it is the subject of Chapter 2. Ming China was also essential, and though some readers may be familiar with the stories of Zheng He’s treasure ships, digging into China’s economic history gives us the opportunity to present some counterintuitive observations that should challenge the preconceptions of even the best-read readers. We wanted to pick case studies that challenged our theory, as well as those cases that were unavoidable. Imperial Spain is fascinating. Its repeated bankruptcies and failed effort to dominate Europe embody the triumph of militaristic thinking over settling for mere prosperity. The history of Ottoman Turkey is unknown to many Americans, but Chapter 7 may have more lessons for America than any other Great Power. In Chapter 8 we retell Japan’s trajectory since the Meiji Restoration of 1868, which is essential in understanding the model of how many developing countries have developed ever since. Chapters 9 and 10 together cover Europe. Chapter 9 is about Great Britain, which we argue never really declined, but did fumble its potential, and not once, but twice. Chapter 10 covers the Eurozone; we also discuss the new science of measuring institutional quality. Our last case study is an odd duck: the state of California. At once richer and more powerful (per capita) than the United States as a whole, it has all of America’s strengths and weakness, only more so—the polarization, the entitlements, the debt. The Golden State is a golden example.


We draw on each of the seven case studies when we turn to America in the final two chapters. We start Chapter 12 by looking at the polarization of politics, and we also dig much deeper into the political roots of the entitlement crisis. We have been surprised at the consensus of opinion that thinks political polarization can only be fixed by curbing free speech rights. Newspaper editorials—presumably the strongest free speech advocates—parrot the message of “campaign finance reform” while seemingly unaware of the control such reform surrenders to the two political parties (that is, monopolies). Polarization is a measurable phenomenon, and even a casual study finds that it started getting worse exactly when the courts restricted political speech rights in the 1970s. This timing coincides with the year we identify as America’s turning point, institutionally, toward Great Power decline. Finally, Chapter 13 offers a plan to reform America’s institutions, built on a careful study of the Constitution as well as democracy itself.


All nations fall, as the great economic historian and Nobel laureate Douglass North reminds us, when political institutions reveal their “inherent instability.” Such thoughts can be needlessly fatalistic, though. Most nations are born and sustained by overcoming crises. Rome might have fallen one, three, or five centuries before it ultimately did. That lesson should not be lost on modern nations. Sweden showed the way large European welfare states can succeed with reforms. By contrast, Greece today seems determined to show how reform can fail. What has been lingering in Japan for two decades, haunting Europe in recent years, and now loose in the United States is the beginning, not the end, of a global fiscal storm.


Discussions of economic power are often loose, as if economic power is something that represents a yardstick against which the players are reshuffled every decade or so. Will China surpass America? Will Europe fall behind? Will Brazil always be the nation of tomorrow? We hope to show that the economic crisis at the beginning of the twenty-first century is a much bigger storm than most people realize. And slower, making it more dangerous. The whole world system is brittle, with demographics and debt compounding the risks. We should all recognize that when Great Powers of the past declined, rarely were they replaced by challengers. Rome fell, and the world went dark for a thousand years. The big question facing America and the Great Powers of our generation is whether we can learn from a newer, richer, more economic history in time to amend our broken ways.
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THE ECONOMICS OF GREAT POWER


Wealth, as Mr. Hobbes says, is power.


— Adam Smith


In 1992, Lester Thurow, then dean of the Massachusetts Institute of Technology’s Sloan School of Management, warned in his book Head to Head that the red-hot Japanese economy had overtaken the United States. Compared to the postwar American average GDP growth of 3 percent per year, Thurow and many others pointed with alarm at Japan, which was growing almost twice as fast. Its gross national product (GNP) per capita was “technically 22 percent above the United States,” he warned. Who could deny that America had fallen behind? He cited the alarming numbers, from the trade imbalance to the undersized research-and-development investments in America. In a Washington Post op-ed, Thurow described the advantage of Japanese companies: “In head-to-head competition with European or American companies, its companies have been impossible to beat. Japan’s market share goes up, the rest of the world’s goes down . . . no one is investing more to secure future economic success.”1


American newspaper editorialists and pundits worried that the economic model of the United States—whatever it was—had been incontrovertibly proven inferior to the Japanese model of managed capitalism, sometimes called Japan Inc. Yet almost before the ink was dry on the pages of Thurow’s book, the Japanese economy stalled. Its recession was severe, led by the collapse of a massive Tokyo property bubble and followed by what Nobel laureate Paul Krugman called Japan’s “lost decade.” That decade has now become two.


Japanophobia was the 1980s version of declinism, the tendency of the public to see rivals abroad and failure within, even if both are illusions. This phenomenon has a long pedigree. Robert Kagan recently observed: “In every single decade since the end of World War II, Americans have worried about their declining influence and looked nervously as other powers seemed to be rising at their expense.”2 During most years of the Cold War, from 1945 to 1989, Americans feared that Soviet growth would propel the communist East past the capitalist West. Editorial pages around the country fretted that our morally superior system would fall behind the Soviet’s relentless focus on materialist power. What an illusion it all turned out to be.


In what we might call the declinist genre, most books have a deservedly short shelf life. But one from the 1980s stood out and remains popular because it put some bite in with its bark. One might even say that Paul Kennedy changed the popular conception of history itself with his 1987 book, The Rise and Fall of the Great Powers. It had its warnings, to be sure, but it was much more than a declinist manifesto. Kennedy encouraged readers to think about history in economic terms. The book began with a careful explanation of the rise of the Western world, diverting to a lengthy description about Ming China on the second page, then long sections about the powerful Muslim world of the 1500s, before shifting back to the roots of the European “miracle”—meaning the relentless march of material progress that came along with the Renaissance, Reformation, and industrial revolution(s). Kennedy’s greatest contribution may have been his emphasis on long-term, relative economic power:


Similarly, the historical record suggests that there is a very clear connection in the long run between an individual Great Power’s economic rise and fall and its growth and decline as an important military power (or world empire). This, too, is hardly surprising, since it flows from two related facts. The first is that economic resources are necessary to support a large-scale military establishment. The second is that, so far as the international system is concerned, both wealth and power are always relative and should be seen as such.3 (emphasis in original)


The cover art used for Kennedy’s book tells a story in its own right. The original hardcover edition, published by Random House in 1987, shows three figures striding up and down the globe. In front is John Bull, personification of British power, descending from the globe. Mid-stride atop the globe is Uncle Sam, followed by an ascendant Japanese salaryman. The paperback version, first published in 1989, shows a different image, with five figures wearing national flag placards—Japan, Great Britain, China, America, and the Soviet Union—reaching for a floating or bouncing earth globe.


Kennedy’s book made an impact, perhaps greater in the long term than in merely tempering the hysteria of the times. Soon after its publication, Moscow’s empire dissolved and Tokyo’s export engine imploded. “I got that wrong,” Kennedy remarked during a 2010 interview with PBS when asked about the cover art.


Today the world focuses on the biggest version of the declinist threat. The new bogeyman is China. Its population is eight times that of Japan, and though its per capita income level starts from a far lower base, its growth rate seems even hotter. No time in history ever experienced an economic boom that compares to China at the dawn of the twenty-first century. Many see China’s rise as an inevitable threat to American supremacy, but nobody knows for certain how the new rivalry will play out.


Economists tend to see the likely outcome differently than military strategists and historians. Modern consensus theories of economic growth suggest that the miracle economies of Asia (Japan after 1950, Korea after 1960, the Southeast Asian tigers after 1970, and China after 1980) should be the norm. The nondeveloping economies of Africa and Latin America are the puzzle. Because ideas flow freely, any economy should in theory be able to adopt existing technologies without paying for their initial discovery. The assembly line. The limited liability corporation. The law of supply and demand. It’s all free. Any economy can adopt these freely and should then converge to the per capita income frontier. Because the frontier—what economists technically call the production possibilities frontier—has been defined more or less by the U.S. economy for more than a century, every other country in the world has the potential to grow much faster than the United States can. Economists call this claim the theory of convergence.


Bradford DeLong, an economist at the University of California, Berkeley, was one of the first scholars to debunk convergence theory, doing so in a 1988 journal article that pointed out that most countries had not seen their income levels move toward the path of convergence. Quite the contrary. While the richest countries have converged toward a higher income level, the majority of poorer countries have stagnated and diverged relative to the top, particularly in Africa and South America. A case can be made that convergence is happening over a longer time frame—through regional clubs, perhaps, or if the theory is assessed in terms of populations instead of countries (with populous China weighted with more people itself than the nearly five dozen nations of Africa). Nevertheless, the most that can be said is that the theory of convergence remains an unresolved and troubling puzzle for scholars, policymakers, and anyone concerned about poverty.


One part of the theory hasn’t been debunked—the one concerning the growth trajectory of converging countries. Here the theory predicts that follower nations will approach but not surpass the leader, or the frontier. Many countries have approached the income per capita frontier defined by the United States, but none has surpassed it. This growth ceiling describes Japan’s experience, where it seemed like its income would accelerate past the U.S. level but instead settled into a steady-state growth rate on par with that of the United States. Korea is following a similar path, roughly four decades behind Japan. We should anticipate that the experience of China will be the same as well—approach, not surpass. Economic development is ever faster in a wired world, that’s true, but even the fastest-growing country will need a full generation to raise the quality of its human capital to the world standard.


Perhaps our prediction of China’s not-so-scary growth trajectory lacks drama, though its economic fundamentalism may offend many observers. We might be wrong. History has yet to be written, after all. And in fairness, this narrative has gotten ahead of itself. Thinking carefully about the course of modern power relations requires a deeper examination than most popular accounts have made, and deeper in two ways. One, we should look deeper in time. The lessons of great power, particularly of hegemonic powers, have a small sample size and should be taken as broadly as historically possible. Second, we should look deeper analytically into the conception and measurement of economic power. For better or worse, economists are the protagonists in this story.



WHAT IS THE WEALTH OF A NATION?


What did Adam Smith, the great Scottish moral philosopher who is remembered as the first economist, mean when he wrote of “wealth” in his famous 1776 book, An Inquiry into the Nature and Causes of the Wealth of Nations? Common sense says that wealth is a stock of riches. A country with a large population and a large landmass, thick with natural resources of minerals, timber, and navigable rivers seems intuitively richer than its peers. It’s hard to disagree that the country with the most gold and silver is the wealthiest of all.


Adam Smith disagreed. While the royal families of Europe compared their wealth in terms of gold, gems, and land, and while all their subjects dreamed of harvesting some sliver of relative wealth, a few eccentric philosophers wondered if the engine of civilization was something different. Adam Smith may have been the most eccentric—and most insightful—but he was not the first to think this way.


A century before Smith published his great work, another Englishman was pioneering the idea of measuring a nation with numbers rather than words. His name was William Petty. In the service of Oliver Cromwell, England’s Lord Protector during the 1650s, Petty was responsible for assessing and mapping all of Ireland in what was called the Down Survey, used partly to confiscate lands to pay for the conquering British army. As a founding member of the Royal Society, Petty applied his quantitative mindset to science, entrepreneurship, and accounting on behalf of English power. In 1665, Petty published Verbum Sapienti (Word to the Wise), which presented his estimates of English and Welsh population, income, expenditure, land, and other assets in one integrated account. His posthumously published Political Arithmetick (written in 1676, but published in 1690) endeavored to use “numbers, weights, and measure” as the basis of social science to prove that his home country was not suffering from economic decline, as many then feared.4 As he explains in the book’s preface:


The method I take to do this is not yet very usual; for instead of using only comparative and superlative words and intellectual arguments, I have taken the course to express myself in terms of numbers, weight, and measure; to use only arguments of sense, and to consider only such causes as have visible foundations in nature; leaving those that depend upon the mutable minds, opinions, appetites, and passions of particular men to the consideration of others: really professing myself as unable to speak satisfactorily upon those grounds (if they may be called grounds) as to foretell the cast of a die.5


The theme of Political Arithmetick is simple. It is an argument that the Netherlands during that era was more powerful than France. Even though the French population was ten times larger, its merchant fleet was nine times smaller. Petty also noted Dutch superiority in foreign trade (both imports and exports), foreign assets, labor specialization, urbanization, and more. The only economic metric smaller in the Netherlands was its rate of interest on capital, which was then half that of France, a sign of the deeper financial markets in Amsterdam.


Adam Smith combined Petty’s lessons about quantitative precision with insights of the French “physiocrats” that the important aspect of power is economic production during a given time. Smith opens his Wealth of Nations with the observation that the “annual labour of every nation” (an interesting concept) is the basis of that nation’s annual consumption. Observing that one aggregate measure on a national scale will always equal another, known mathematically as an identity, is a profound insight. His interpretation, which celebrates the factors of production, represented a departure from the traditional mercantilist perspective, which viewed wealth as an accumulated fund. Smith recognized that the mercantilist view of wealth, measured as a stock rather than a flow, was not a comprehensive picture of a nation’s power, let alone of its potential for growth. Spain may have more gold and raw materials than France in a given year, yet be far less powerful. How so? The stronger nation is the one that can produce more weapons and soldiers, not the one that has more gold to hire mercenaries. Eventually, that stock of gold will empty.


Imagine two neighboring farmers, Fred and George, who receive equally sized plots of land from their father. George has little grain stored (and little money on hand), while Fred’s granaries are overflowing and he has a stash of gold coins as well. George, however, has more land under cultivation for the coming year, enhanced by an irrigation system. Rather than save, George has sold his excess grain and invested all his cash, even purchasing fertilizers and a new tractor. Which farmer is richer? Economists today would say that Fred’s stock of wealth creates an illusion of greater prosperity, and that the stronger farm has more investment and thereby potential for a much higher flow of grain production in future harvests. George wins. Or as Sir William Petty wrote: “A small country and few people may be equivalent in wealth and strength to a far greater people and territory.”


During the two centuries after Petty’s groundbreaking work, other philosophers and bureaucrats continued to advance the measurement of national productivity. The hunger of English sovereigns for tax revenue drove much of the interest, though that effort was often clouded by the government’s desire for secrecy. The economist Angus Maddison relayed an anecdote about a “pioneer of macromeasurement,” Gregory King (1648–1712), who composed exquisitely detailed accounts of British fiscal numbers unlike anything previously assembled. Because these metrics were new and sensitive, considered practically state secrets, King refused to take the risk of publishing them.6


Odd as it may seem to readers, the very idea of “GDP” was unknown in Adam Smith’s day and would remain so for generations afterward. Progress toward such a comprehensive measure did not occur until well into the twentieth century. It was spurred by the emergence of an international economic crisis unlike anything before. Technological transformation from rail, automobiles, and telephony created a genuine boom in prosperity across the Western world. But the newly linked societies were as vulnerable as ever to excess debt, financial bubbles, and panics. The Great Depression in the 1930s blindsided political leaders, who realized only in hindsight how blind they were. They needed a sharper way to see their own economies.


At the time, indicators of national economic health consisted of rudimentary measures such as stock price indexes and freight car loads, and those were clearly inadequate. Even today, our sense of the unemployment rate during the Great Depression (the often-cited 25 percent) is based on speculative data. As the 1929 shock wave rippled through the banking sector in the United States, federal government officials began seeking a more detailed, dependable account of the whole society. Simon Kuznets, an economist at Harvard University, provided a pioneering model in a report to Congress in 1934. His model segregated the economy into its component parts, including labor, capital, and industry. Within the industrial sector, Kuznets provided further distinctions among branches of industry, including agriculture, transportation, and manufacturing. By analyzing changes in incomes that occurred in each of these sectors from 1929 to 1932, he gauged the complex impact the Great Depression had on the American economy. Kuznets’s methodology allowed for a then-unprecedented degree of nuance in the government’s ability to monitor and respond to economic fluctuations.7 Washington’s increased reliance upon centralized economic planning during World War II led to its demand for expenditure and product estimates alongside income accounts. By the close of the 1940s, Kuznets’s model had evolved into the formal measure he called Gross National Product, or GNP,8 the value of final goods and services produced by residents of a country during the course of a year. Kuznets later was awarded the Nobel Prize in Economics for this contribution.


No country had anything like Kuznets’s GNP, but the idea spread quickly and freely to other capitals. Ten years after Kuznets made his report to the U.S. Congress, the approach was given a boost during the famous Bretton Woods Conference of 1944. At Bretton Woods, New Hampshire, the nascent United Nations convened and established institutions such as the International Monetary Fund (IMF) and the International Bank of Reconstruction and Development. As the IMF and the World Bank worked to stabilize the postwar international economy, they relied on GNP measures to monitor their efforts.9 Additionally, the emergence of new third-world nations in the aftermath of the war encouraged the comparative study of economies, and Kuznets once again proved an innovator among his peers. In 1948, he developed a proposal for a quantitative framework, derived from national income accounts, that could be used to compare national economies. His framework served as both a resource and a check upon theoretical models of economic reform.10


The textbook11 definition of GNP is much more sophisticated than many non-economists realize. GNP is the market value of all final goods and services produced by the citizens of a country during a given time, typically one year. “Value” is a tricky concept in itself, but in practice it means the transacted price. The key phrase in the definition of GNP is “final goods,” which includes all new Ford Mustangs sold to customers, but does not include the value of the suppliers’ parts sold to Ford (tires, engines, leather seats), nor does it include any used cars sold during the year. Neither used goods nor intermediate goods count as final. In 1991, the United States officially modified its main accounting measure from GNP to gross domestic product (GDP), the main difference being that GDP measures economic activity within a country’s border, including products made by foreign-owned factories, but it does not include products from American-owned factories located abroad. The Honda plant in Ohio counts in GDP, for example, but not GNP.


Despite the revolutionary impact of GNP on our understanding of economic activity, it is still natural for people and even great leaders to fall back into the lazy definition of wealth in mercantilist terms, that is, as a stock of assets rather than as a flow of productivity. One school of thought in economics, known as the Austrian School, disparages the notion that any quantitative metrics can represent most aspects of the quality of life. And to be fair, measuring quality is a constant challenge for the professionals in government service who compose the GDP accounts (the Bureau of Economic Analysis in the United States). How do you measure the quality improvement of an iPhone 4S compared to an iPhone5, for instance? Other critics dislike that GDP is necessarily blind to non-economic values: human rights, environmental pollution, or human anxiety. Some people believe that the so-called slowdown in GDP growth during the 1970s was caused largely by the implementation of environmental rules that made America’s air and water so much cleaner.



MICROSCOPES AND TELESCOPES


If we think of the idea of gross domestic product as an economic microscope—offering a profoundly detailed view of living, breathing economies—what then is the telescope that lets us look back in time? The very idea of history, perhaps. People have always had narratives of the “way things were” to contrast with the “way things are.” Benjamin Franklin, one of America’s oldest and wisest Founding Fathers, often remarked how useful science was in changing the lives of common people for the better. But merely observing the march of progress is not what we mean by an economic telescope.


History is also filled with observations of the ebb and flow of economic prosperity and panic. Price inflations and deflations cut across all goods. These short-term ups and downs in the economy are understood as the business cycle, a cycle that has been a part of human history forever. In the nineteenth century, business cycles were more frequent and sharper than in modern times. They were also regionally focused, as economies were only lightly integrated by trade. Cycles happen for a variety of reasons—financial leverage, natural disasters, mass panics, or small technological disruptions in the circular flow of economic activity. The field of economics has been incrementally improving its understanding of the business cycle, but where economics failed for years was in its analysis of macro trends, especially before the invention of GDP. Making a distinction between a business cycle and long-term growth is difficult enough with good data, and all but impossible with shoddy data. A sudden decline in rail freight could represent a widespread recession or it could be consequence of some other new transportation system (the automobile, for example).


Simply looking back over centuries at all the new inventions mankind has made is a useful way to think about economic growth, but observing broad trends is not seeing economic growth in the modern sense. An economic telescope begins to be possible with accurate whole-nation measures of GDP per year. Take the nation’s GDP in one year and compare it to the previous year, and a growth rate can be calculated. With that rate calculation, you can telescope change over decades. The final piece that clarifies the single-country telescope image is a correction for fluctuating prices, or inflation. Price inflation distorts the comparison of one year’s economy to the next, but once economists control for prices across a large basket of goods, they can calculate what is technically called real economic growth. Apply that capacity across multiple years, especially when you smooth out the cyclical fluctuations within a decade, and a powerful image of long-term change comes into focus.


In recent decades, the growth rate became an important target for policymakers in its own right, regardless of the actual GDP level. Britain, for example, might be able to claim a superior economic policy model if its growth rate were double that of France’s, while France could claim superiority so long as its overall level remained the highest in Europe.


Cross-country comparisons highlight a different problem: while it is simple enough to compare the U.S. dollar to the Japanese yen at any point in time, the exchange rate between currencies is highly unstable over time. That instability complicates GDP comparisons between countries over a decade, a year, or even an hour. Exchange rate fluctuations are so wild that international economic comparisons based on them are notoriously inaccurate.


In 1968, a team of economists at the University of Pennsylvania, working closely with the United Nations’ International Comparison Program (ICP), began to formulate a methodology that would allow for comparisons across borders that transcend the volatile currency market. By 1982, this team, led by Robert Summers, Irving Kravis, and Alan Heston, had formulated a systematic method of benchmark comparisons that relied upon indexes of purchasing power parity (PPP). This PPP method uses a standardized basket of goods—housing, food items, clothing, computers, and so on—to adjust GDP per capita with respect to the cost of living within each nation. “The U.S. looks good by comparison when the International Monetary Fund adjusts for purchasing-power parity,” says Harvard economist Edward Glaeser, “because American entrepreneurs from Sam Walton to Jeff Bezos have made our nation a bargain hunter’s haven.”12 Thanks to PPP, the telescope can see across different countries as well as backward in time.


This Summers-Heston methodology (Kravis was less involved in its expansion over the following decades) gave birth to the Penn World Table (PWT), an enormous database of benchmark comparisons. The PWT is now on version 7.1, which includes data on 189 countries and territories across six decades13 up to the year 2010. Since its inception, the PWT have provided an astounding degree of detail on comparative global development, which has, in turn, facilitated the emergence of landmark studies of macroeconomic history.


Consider the two charts showing different “telescope” views using PWT data. The first, Figure 2, shows absolute GDP per capita values for a handful of countries from 1950 to 2010 using 2005 dollars.14 The second, Figure 3, shows the same data in percentage terms relative to the frontier established by the global productivity leader, which is the United States.




Figure 2. Global incomes, 1950–2010. (GDP per capita in 2005 U.S. dollars.)
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Source: Penn World Table, Mark 7.1







Figure 3. Relative global incomes, 1950–2010. (Percentage of U.S. GDP per capita.)
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Source: Penn World Table, Mark 7.1





The PWT data enable us to generate pictures worth a thousand words. We can learn more from carefully studying these two pictures than from a truckload of punditry about the world economy. What stands out? First, the United States has a dominant position in terms of GDP per capita, whether in absolute or relative contexts. Second, the major European economies are bunched together. Third, Korea stands out as the single country making a transition to the upper tier of economies in this period. Fourth, China and India are much poorer than many realize, though China seems to be fast leaving India behind. And fifth, the Latin American economies appear stuck at 20–30 percent of top productivity.


What fascinates us in these charts is how quickly some countries approach the U.S. level, only to settle into a steady 75–80 percent range relative to the United States, a level at which major European economies have hovered for decades. This trend is remarkable, and it tells us something important about how the world economy works.


Growth in a poor economy is no miracle. Edward Prescott, another Nobel laureate in economics, once said that the Asia’s growth is not at all surprising or miraculous. The tragedy is that other nations are not growing as fast as Korea and China. They should be, according to the theory of convergence discussed earlier, right? Why aren’t they? Think of it this way: Leading economies such as the United States, Canada, France, and Germany can make progress only by slowly advancing through the thick forest of scientific ignorance, but other economies can run across the open field of established science and technology. For that matter, no Asian county needed to rediscover the laws of economics, accounting, or stock options.


Even so, catch-up growth only gets a country so far, as we can see by Japan’s arrival in the “Eurozone” plateau. Rising above that 80 percent ceiling seems to require a different kind of economy, based on entrepreneurship instead of centrally managed capitalism. The puzzle is why so few economies are galloping across the 10–70 percent range. Why is convergence struggling?


Curiosity about this and similar questions motivated other economists to expand macroeconomic measures farther back in time. The PWT figures are based on near real-time measures of goods, prices, and output. It is much harder to come up with such details for the U.S. or British economy in 1930, let alone making estimates for 1800 or beyond. The challenge is even greater for non-industrial economies. Lucky for us all, historical accounting of this kind was the passion of British economist Angus Maddison. His book The World Economy, volumes 1 and 2 (2006), extends the comparative technique as far back as year A.D. 0 and includes an astoundingly detailed account of population dynamics, trade, GDP per capita, and more variables across two millennia.15 Here in Table 2, for example, is an abridged reproduction of his Table 2-30, which compares the United Kingdom and India:


TABLE 2. COMPARATIVE ECONOMIC PERFORMANCE OF INDIA AND BRITAIN, 1600–194716














	Per Capita GDP (1990 International Dollars)







	 


	1600


	1857


	1947







	India


	550


	520


	618







	United Kingdom


	974


	2,717


	6,361







	GDP (Million 1990 International Dollars)







	 


	1600


	1857


	1947







	India


	74,250


	118,040


	255,852







	United Kingdom


	6,007


	76,584


	314,969








Today Maddison’s exhaustive work is respected and admired. His data, published by the Organisation for Economic Co-operation and Development (OECD), stands alongside PWT as the other great economic telescope of our times. Developing the telescopes was a quiet twentieth-century revolution, largely unappreciated outside the world of scholarship. Before the existence of the Summers-Heston and Maddison telescopes, historians and journalists had to rely on ad hoc micro-data and anecdotes.


Twenty-five years after Paul Kennedy’s Rise and Fall of the Great Powers was published, readers can see the world with a clarity that few could in 1987. Leaders in previous centuries could scarcely imagine this clear view, let alone have it. Thanks to the heroes of macromeasurement, the world will never be the same. Although the concepts of GNP, then GDP, then GDP per person, and growth have become so popular as to be ubiquitous, the progress of macromeasurement remains incomplete. The downside of better data is that they can be thought to be perfect data. In a dangerous world, mildly faulty data may seem like a nuisance rather than a threat, but bad data can cause phantom menaces.



KEEP FEAR ALIVE


Declinism has “emerged as the time’s chic intellectual pose,” says Daniel Gross, a well known contrarian thinker and former senior editor of Newsweek.17 A quick glance at the nonfiction bestsellers list since the financial crisis of 2007–2009 confirms it. And declinism is the one reliable area of consensus in Washington, D.C. Pundits, politicians, and journalists from all along the political spectrum have been clamoring about the decline of American power in the twenty-first century. Thomas Friedman, the New York Times’ insightful editorialist, laments that the United States has “[fallen] behind in the world it invented.”18 Fareed Zakaria makes similar predictions in his bestselling Post-American World. Meanwhile, the archconservative Patrick Buchanan wonders whether or not the nation can even “survive to 2025.”19 Comedy television star Stephen Colbert caught the nation’s attention in 2010 when he organized a march on the National Mall to “Keep Fear Alive.” Colbert, as usual, had a great sense of the national zeitgeist, a pessimism hardly in short supply (or demand) even after the Great Recession had technically ended. But Colbert would be the first to note that pessimism, declinism, and national fear-mongering have been around since long before the present.


As we described earlier, the declinist narrative always includes an antagonist, some exotic foreign power poised to overtake our nation’s lagging economy. After the United States had defeated Nazi Germany and imperial Japan, the antagonist role fell to Joseph Stalin’s Soviet Union, which loomed large and dangerous. The contrast of Soviet communism to American capitalism gave the declinist story an ideological edge, a specifically economic edge. Soviet acquisition of nuclear power in 1949, coupled with the fall of China to communism in that same year, and the launch of Sputnik in 1957, fanned American fears that this totalitarian economic ideology was leaving our military, our technology, our economy, and even our free and open democracy in the dust. Following on the heels of the Sputnik launch, President Dwight Eisenhower’s science advisory committee warned that U.S. military expenditures and capabilities were set to fall far behind those of the Soviet Union. Specifically, the committee’s Gaither Report said Russia’s economy was “increasing half again as fast” as America’s. Further, it warned that by 1980, the Soviets would have an economy more than half the size of ours, and it would continue to expand.20


Hindsight is twenty-twenty, as they say. As we all know now, Russia by 1980 posed no economic threat of the sort it had seemed to pose in the 1950s. Dire warnings about rapid Soviet growth rates, including the educated guesses emanating from the Central Intelligence Agency, proved to be inflated. According to Angus Maddison’s data, growth of Soviet GDP during 1950–73 did indeed exceed U.S. growth average, 3.4 percent to 2.5 percent, but collapsed soon after. The Soviets grew by exhausting their physical resources and giving little concern to industrial pollution, worker rights, or investments in technology or workers’ skills. In the end, Soviet leaders struggled to feed their growing population, which contracted as per capita incomes fell from $6,059 in 1973 to $4,626 in 2001. Those numbers from Maddison refer poignantly to the former Soviet Union. That Great Power, which George F. Kennan had wisely warned21 Americans not to demonize, collapsed in 1991, just as the Berlin Wall had fallen in November 1989—barely thirty years after Eisenhower’s advisers were sounding the alarm.22
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