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Prosperity Lost


THIS BOOK is about an uncomfortable truth: It takes government—a lot of government—for advanced societies to flourish.


This truth is uncomfortable because Americans cherish freedom. Government is effective in part because it limits freedom—because, in the language of political philosophy, it exercises legitimate coercion. Government can tell people they must send their children to school rather than the fields, that they can’t dump toxins into the water or air, and that they must contribute to meet expenses that benefit the entire community. To be sure, government also secures our freedom. Without its ability to compel behavior, it would not just be powerless to protect our liberties; it would cease to be a vehicle for achieving many of our most important shared ends. But there’s no getting around it: Government works because it can force people to do things.


The authors of the US Constitution were keenly aware of this fact. Eleven years after the Declaration of Independence—with its ringing declaration of “certain unalienable rights” and its clear-eyed recognition that “to secure these rights, governments are instituted among men”—fifty-five American notables gathered in Philadelphia because they had become convinced that the absence of effective public authority was a mortal threat to the fledgling nation.1 Perhaps the most influential of them all, James Madison, put the point bluntly in arguing against those at the Virginia ratifying convention who worried that the Constitution would create too strong a national government: “There never was a Government without force. What is the meaning of government? An institution to make people do their duty. A Government leaving it to a man to do his duty, or not, as he pleases, would be a new species of Government, or rather no Government at all.”2 In calling on Americans to discard the loose Articles of Confederation that had brought so much instability and vulnerability, the Virginian known as the “Father of the Constitution” declared, “A sanction is essential to the idea of law, as coercion is to that of Government. The [current] system being destitute of both, wants the great vital principles of a Political Constitution.”3


But Americans have never been good at acknowledging government’s necessary role in supporting both freedom and prosperity.4 And we have become much less so over the last generation. We live in an era of profound skepticism about government. Contemporary political discourse portrays liberty and coercion as locked in ceaseless conflict. We are told that government is about “redistribution” and the private sector about “production,” as if government only reshuffles the economic deck rather than holding many of the highest cards. We are told “free enterprise” and “big government” are engaged in a fierce zero-sum battle (one side’s gain is the other’s loss), when, in fact, the modern partnership between markets and government may well be humanity’s most impressive positive-sum bargain (making both sides better off ). We are told that the United States got rich in spite of government, when the truth is closer to the opposite: The United States got rich because it got government more or less right.


We suffer, in short, from a kind of mass historical forgetting, a distinctively “American Amnesia.” At a time when we face serious challenges that can be addressed only through a stronger, more effective government—a strained middle class, a weakened system for generating life-improving innovation, a dangerously warming planet—we ignore what both our history and basic economic theory suggest: We need a constructive and mutually beneficial tension between markets and government rather than the jealous rivalry that so many misperceive—and, in that misperception, help foster. Above all, we need a government strong and capable enough to rise above narrow private interests and carry out long-term courses of action on behalf of broader concerns. At the Constitutional Convention in 1787, one of the delegates noted: “It has never been a complaint of [the Confederate Congress] that they governed overmuch. The complaint has been that they governed too little.”5 Today there are complaints only about our leaders governing “overmuch.” But the truth is that although areas of government overreach certainly do exist, we have “too little” effective government, not too much.


We recognize that these words are likely to provoke doubt, if not disbelief. We ask only that these reactions be suspended long enough to consider the evidence. Fortunately, it is close at hand: in our nation’s history and in the history of every nation that has transited from poverty, sickness, and mass illiteracy to wealth, health, and enlightenment. Still, the forgotten roots of our prosperity are well buried. We have to dig deeply into the debris left behind by nearly a half century of ideological warfare to unearth the economic model that—in remarkably short order, beginning little more than a hundred years ago—made us the richest nation the world has ever seen.


Why Markets Need Government


Like other advanced democratic nations, the United States has what economic analysts call a “mixed economy.” In this public-private arrangement, markets play the dominant role in producing and allocating goods and innovating to meet consumer demand. Apple brings us iPhones, and it earns sizable profits by doing so. Visionaries such as Steve Jobs see untapped opportunities to make money by satisfying human wants, and then draw on the knowledge and technology around them to produce goods and services for which people are willing to pay. Markets are the most powerful institutions yet developed to encourage and coordinate decentralized action in response to individual desires.


Alongside companies like Apple, however, government plays a dominant or vital role in the many places where markets fall short. Look inside that iPhone, and you’ll find that nearly all its major components (GPS, lithium-ion batteries, cellular technology, touch-screen and LCD displays, internet connectivity) rest on research that was publicly funded—and, in some cases, carried out directly by government agencies.6 Jobs and his creative team transformed all this into something unique, and uniquely valuable. But they couldn’t have done it without the US government’s huge investments in technical knowledge—knowledge that all companies can use and thus none has strong incentives to produce. That knowledge is embodied not just in science and technology but also in a skilled workforce that government fosters directly and indirectly: through K–12 schools, support for higher education, and the provision of social supports that encourage beneficial risk taking. And even if government had played no role in seeding or enabling Apple’s products, it would be responsible for much of the economic and physical infrastructure—from national monetary policy to local roads—on which the California tech giant relies.


Of course, affluent democracies differ in the exact form that this public-private mix takes, and not all mixes are equally effective. Public policies don’t always foster prosperity. Those within government can hurt rather than harness the market, directing special favors to narrow interest groups or constraining economic dynamism in ways that stifle growth. No less important (though much more neglected), they can fail to respond to problems in the market that could and should be addressed by effective public action, hindering growth through omission rather than commission. For all this, however, no country has risen to richness without complementing private markets with an extensive array of core functions that rest on public authority—without, that is, a mixed economy.


That markets fall short under certain conditions has been known for at least two centuries. The eighteenth-century Scottish economist Adam Smith wrote enthusiastically about the “invisible hand” of market allocation. Yet he also identified many cases where rational actors pursuing their own self-interest produced bad outcomes: underinvestment in education, financial instability, insufficient infrastructure, unchecked monopolies.7 Economists have been building on these insights ever since to explain when and why markets stumble and how the visible hand of government can make the invisible hand more effective.


The visible hand is needed, for example, to


• provide key collective goods that markets won’t (education, infrastructure, courts, basic scientific research);


• reduce negative spillover costs that parties to market exchanges don’t bear fully, such as pollution;


• encourage positive spillover benefits that such parties don’t take fully into account, such as valuable shared knowledge;


• regulate the market to protect consumers and investors—both from corporate predation (collusion, fraud, harm) and from individuals’ own myopic behavior (smoking, failing to save, underestimating economic risks);


• provide or require certain insurance protections, notably, against the costs of health care and inadequate retirement income; and


• soften the business cycle and reduce the risk of financial crises.


The political economist Charles Lindblom once described markets as being like fingers: nimble and dexterous. Governments, with their capacity to exercise authority, are like thumbs: powerful but lacking subtlety and flexibility.8 The invisible hand is all fingers. The visible hand is all thumbs. Of course, one wouldn’t want to be all thumbs. But one wouldn’t want to be all fingers, either. Thumbs provide countervailing power, constraint, and adjustment to get the best out of those nimble fingers.


To achieve this potential requires not just an appropriate division of labor but also a healthy balance of power. Markets give rise to highly resourceful economic actors who want government to favor them. Absent measures to blunt or offset their political edge, their demands will drown out the voice of broader groups: consumers, workers, concerned citizens. Today the message most commentators take from Adam Smith is that government should get out of the way. But that was not Smith’s message. He was enthusiastic about government regulation so long as it wasn’t simply a ruse to advantage one set of commercial interests over another. When “regulation . . . is in favor of the workmen,” he wrote in The Wealth of Nations, “it is always just and equitable.” He was equally enthusiastic about the taxes needed to fund effective governance. “Every tax,” he wrote, “is to the person who pays it a badge, not of slavery but of liberty.”9 Contemporary libertarians who invoke Smith before decrying labor laws or comparing taxation to theft seem to have skipped these passages.


Far from a tribune of unregulated markets, Smith was a celebrant of effective governance. His biggest concern about the state wasn’t that it would be overbearing but that it would be overly beholden to narrow private interests. His greatest ire was reserved not for public officials but for powerful merchants who combined to rig public policies and repress private wages. These “tribes of monopoly” he compared with an “overgrown standing army” that had “become formidable to the government, and upon many occasions intimidate the legislature.” Too often, Smith maintained, concentrated economic power skewed the crafting of government policy. “Whenever the legislature attempts to regulate the differences between masters and their workmen,” he complained, “its counsellors are always the masters. . . . They are silent with regard to the pernicious effects of their own gains. They complain only of those of other people.”10


In the more than two centuries since Smith wrote, the world’s advanced economies have grown vastly more complex and interdependent, creating many new sources of market failure. Moreover, the extraordinary scale of modern capitalism has repeatedly fostered the sharp concentrations of economic power that so worried Smith. What Smith saw in the protodemocracies of his day—concentrated interests converting power into profits—has become only more sophisticated and common in the advanced democracies of our day. Smith’s intellectual heirs even have a term for such politically generated rewards. They call them “rents,” and efforts to secure them “rent seeking.”


Contemporary economists sometimes write of rent seeking as if it’s only a problem when government is active. Conservative commentators often argue as if all it takes to “reduce the scope of rent extraction” (in the words of one Wall Street Journal columnist) is “shrinking the ambitions and power of government.”11 But as Smith clearly recognized, the intermingling of markets and politics is inevitable: A private sector completely free of government influence is just as mythical (and undesirable) as a government completely free of private-sector influence. And a government that doesn’t act in the face of distorted markets is imposing costs just as real as those imposed when a government acts in favor of narrow claimants. Crippling active government to reduce rent seeking is a cure far worse than the disease.


The mixed economy, in short, tackles a double bind. The private markets that foster prosperity so powerfully nonetheless fail routinely, sometimes spectacularly so. At the same time, the government policies that are needed to respond to these failures are perpetually under siege from the very market players who help fuel growth. That is the double bind: Democracy and the market—thumbs and fingers—have to work together, but they also need to be partly independent from each other, or the thumb will cease to provide effective counterpressure to the fingers. Smith recognized this dilemma, but it was never resolved adequately during his lifetime, in part because neither markets nor democracies had achieved the scale and sophistication necessary to make broad prosperity possible. When that changed, the world did, too.


The (Forgotten) Triumph of the Mixed Economy


The mixed economy is a social institution, a human solution to human problems. Private capitalism and public coercion each predated modern prosperity. Governments were involved in the market long before the mixed economy. What made the difference was the marriage of large-scale profit-seeking activity, active democratic governance, and a deepened understanding of how markets work (and where they work poorly). As in any marriage, the exact terms of the relationship changed over time. In an evolving world, social institutions need to adapt if they are to continue to serve their basic functions. Money, for example, is still doing what it has always done: provide a common metric, store value, facilitate exchange. But it’s now paper or plastic rather than metal, and more likely to pass from computer to computer than hand to hand. Similarly, the mixed economy is defined not by the specific forms it has taken but by the specific functions it has served: to overcome failures of the market and to translate economic growth into broad advances in human well-being—from better health and education to greater knowledge and opportunity.


The combination of energetic markets and effective governance, deft fingers and strong thumbs, has delivered truly miraculous breakthroughs. Indeed, the mixed economy may well be the greatest invention in history. It is also a strikingly recent invention. Plot the growth of Western economies on an axis marking the passage of time, and the line would be mostly flat for thousands of years.12 Even the emergence of capitalism, momentous as it was, was not synonymous with the birth of mass prosperity. Trapped in a Malthusian race between population and sustenance, societies remained on the brink of destitution until well into the nineteenth century. (Thomas Malthus, born when Adam Smith was completing The Wealth of Nations, was an English cleric who predicted that population growth would continually outstrip the food supply.) Life expectancy rose only modestly between the Neolithic era of 8500 to 3500 BC and the Victorian era of 1850 to 1900.13 An American born in the late nineteenth century had an average life expectancy of around forty-five years, with a large share never making it past their first birthdays.14


Then something remarkable happened. In countries on the frontier of economic development, human health began to improve rapidly, education levels shot up, and standards of living began to grow and grow. Within a century, life expectancies had increased by two-thirds, average years of schooling had gone from single to double digits, and the productivity of workers and the pay they took home had doubled and doubled and then doubled again. With the United States leading the way, the rich world crossed a Great Divide—a divide separating centuries of slow growth, poor health, and anemic technical progress from one of hitherto undreamed-of material comfort and seemingly limitless economic potential. For the first time, rich countries experienced economic development that was both broad and deep, reaching all major segments of society and producing not just greater material comfort but also fundamental transformations in the health and life horizons of those it touched. As the French economist Thomas Piketty points out in his magisterial study of inequality, “It was not until the twentieth century that economic growth became a tangible, unmistakable reality for everyone.”15


The mixed economy was at the heart of this success—in the United States no less than in other Western nations. Capitalism played an essential role. But capitalism was not the new entrant on the economic stage. Effective governance was. Public health measures made cities engines of innovation rather than incubators of illness.16 The meteoric expansion of public education increased not only individual opportunity but also the economic potential of entire societies. Investments in science, higher education, and defense spearheaded breakthroughs in medicine, transportation, infrastructure, and technology. Overarching rules and institutions tamed and transformed unstable financial markets and turned boom-bust cycles into more manageable ups and downs. Protections against excessive insecurity and abject destitution encouraged the forward-looking investments and social integration that sustained growth required. At every level of society, the gains in health, education, income, and capacity were breathtaking. The mixed economy was a spectacularly positive-sum bargain: It redistributed power and resources, but as its impacts broadened and diffused, virtually everyone was made massively better off.


It’s an impressive record. If advanced democratic capitalism won the twentieth century, the mixed economy deserves to stand atop the podium. If foundations are giving out X Prizes for technological innovation, ribbons should be pinned onto the modern machinery of economic statecraft. In a sense, they are: Nearly every one of the gee-whiz innovations that we shower with prizes and profits—indeed, virtually the entire range of computing technologies that so define our present era—owe their origins to the “military-industrial-academic complex” (Senator William Fulbright’s reworking of President Dwight Eisenhower’s famous phrase) that America’s political and economic leaders built in the twentieth century.17


There’s just one problem: We’re trashing the mixed economy.


The Man Who “Ruined the Twentieth Century”


With increasing vigor and volume, some of the most powerful actors in American politics are sabotaging government’s essential role in the economy. The assailants include antigovernment politicians and conservative media celebrities, ultrawealthy activists and influential corporate leaders, idea warriors bankrolled by the rich and the right and business associations dominated by the extreme and the acquisitive. Some mount the vanguards. Others cheer on the assault. And still others—the silent majority of the American political class—remain quiet amid the carnage, indifferent to or untroubled by the titanic stakes.


The most active combatants are not simply taking issue with recent departures from their preferred policies. They are taking issue with the entire edifice of modern public authority. They don’t think things went wrong in the 1970s. They think things went wrong in the 1930s. Actually, many of them think things went wrong even earlier than that. They conjure up a mythical vision of the Constitution’s authors as free-market fundamentalists and of the country’s early economic rise as a triumph of laissez-faire. They downplay the depredations of the industrial economy that first prompted social reform and celebrate as geniuses and giants the men whom previous generations called “robber barons.”18 When they tell their stories of declension, they pin the blame on a Democratic president who sought to harness government to address emerging economic and social challenges. But that president is not always FDR. To a surprisingly large number of their intellectual leaders, it is Woodrow Wilson, the southern-born governor of New Jersey who in 1912 became president of the United States.


Wilson has recently attracted criticism from the left, mainly because of the intensely racist views he brought to the White House. Yet since the late 2000s, it has been the right—especially the vocal and vehement “Tea Party” wing that emerged in 2009 to become a major activist force within the Republican Party—that has cast its critical gaze on Wilson. Or, to be more accurate, directed at Wilson a “virulent, obsessive hatred” (in the words of the historian David Greenberg) that borders on hysteria.19 The National Review columnist Jonah Goldberg dubs Wilson “the 20th Century’s first fascist dictator.”20 The conservative talk-show host Glenn Beck manages to go one better. According to a recent article in American History magazine, “Wilson is No. 1 on his ‘Top Ten Bastards of All Time’ lists—ahead of not only both Theodore and Franklin Roosevelt, but also Pontius Pilate, Hitler, and Pol Pot.”21 “This is the architect that destroyed our faith,” Beck said in 2010. “He destroyed our Constitution, and he destroyed our founders, okay?” Even the establishment conservative George Will has gotten into the hate fest. At a banquet held at the libertarian Cato Institute the same year, he declared that Wilson had “ruined the 20th century.”


“Ruined the twentieth century”? That’s a big accusation. What did he do to deserve it? Though the bill of particulars varies from critic to critic, the right’s objections have nothing to do with Wilson’s reactionary views on race. Instead, the charges seem to boil down to one great crime: Wilson directed his domestic policy agenda toward building the mixed economy. With the United States becoming for the first time a truly national industrial economy, with huge financial and manufacturing “trusts” wielding enormous power over markets and public officials alike, the nation’s twenty-eighth president argued that a capable federal government was necessary to address the festering problems of his time.22


Even worse, apparently, Wilson delivered. Working with a supportive Congress, he created the Federal Reserve System, which rescued the United States from almost a century of recurrent bank panics caused by the proliferation of private bank–issued scrip, a hodgepodge of state currencies, and the lack of any agency charged with regulating banking or credit.23 He backed the nation’s first graduated federal income tax, which allowed the United States to move away from its excessive dependence on tariffs while ensuring that the growing ranks of the superrich helped finance basic government operations.24 He championed the Clayton Antitrust Act of 1914 to try to break up the uncompetitive monopolies fueling many of those great fortunes. His administration established the Federal Trade Commission (FTC)—“the world’s first independent ‘competition’ agency,” in the words of two of its former leaders—whose appointed commissioners oversaw antitrust actions without fear of congressional or presidential removal.25


More heretical still, Wilson claimed that common understandings of what the Constitution dictated were misaligned with the nation’s expanding industrial society. “The Constitution was not meant to hold the government back to the time of horses and wagons,” Wilson complained as a Princeton University professor of government in 1908. (We are professionally obligated to note that Wilson was the first and last political scientist to occupy the Oval Office.)26 To catch up, Wilson supported a stronger executive branch with greater power to regulate the national economy. He saw the strengthening of central authority as the natural evolution of American government in response to the profound transformations taking place around it.


Ultimately, Wilson’s insistence that government and the economy should grow and adapt together is what most enrages today’s conservatives. To the outraged George Will, “The very virtue of a constitution is that it’s not changeable. It exists to prevent change, to embed certain rights so that they cannot easily be taken away. . . . Gridlock is not an American problem, it is an American achievement!”27 Will wants us to look to another Princetonian for the true nature of American government: James Madison. “When James Madison and fifty-four other geniuses went to Philadelphia in the sweltering summer of 1787, they did not go there to design an efficient government. That idea would have horrified them. They wanted a safe government, to which end they filled it with blocking mechanisms: three branches of government, two branches of the legislative branch, veto, veto override, supermajorities, and judicial review.”28


What the “geniuses [who] went to Philadelphia” wanted remains the subject of endless debate—a debate fueled by the real differences among them and the very real ambiguities of the compromises they forged. But James Madison did not go to Philadelphia seeking gridlock. Quite the opposite: The Virginian who played such a critical role in the nation’s founding led the charge for a powerful national government. He pushed for a new constitution specifically because its predecessor, the Articles of Confederation, adopted in 1777, had been a catastrophe—a decentralized arrangement too weak to hold the country together or confront pressing problems that needed collective solutions. Madison arrived at the convention with one firm conviction: Government needed the authority to govern.29


In the deliberations that followed, Madison stayed true to that cause. He argued tirelessly for the power of the federal government to be understood broadly and for it to be decisively superior to the states. He even supported an absolute federal veto over all state laws, likening it to “gravity” in the Newtonian framework of the new federal government.30 Most of the concessions to state governments in the final document were ones that Madison had opposed. He was a practical politician, and he ultimately defended these compromises in the public arena—the famed Federalist Papers Madison penned with his colleagues Alexander Hamilton and John Jay are an advertisement, not a blueprint—but he did so because he saw them as necessary, not because he saw them as ideal.31 Throughout, Madison kept his eyes on the prize: enactment of the more vital and resilient government he regarded as a national imperative.


As for minority vetoes, Madison fought a losing battle to eliminate some (most crucially the disproportionate power of small states in the Senate). He accepted others as necessary safeguards. But in “The Federalist No. 58,” he made clear why supermajority requirements should be avoided whenever practicable: “In all cases where justice or the general good might require new laws to be passed, or active measures to be pursued, the fundamental principle of free government would be reversed. It would be no longer the majority that would rule: The power would be transferred to the minority.”32


So much for the virtues of gridlock.


Like the demonization of Woodrow Wilson, the morphing of Madison into some sort of protolibertarian is a manifestation of American Amnesia. The position embraced by George Will and other self-proclaimed “constitutional conservatives” isn’t the position of James Madison. It’s the position of those who opposed creating the Constitution in the first place. Transport today’s Tea Party movement, with its hostility to the national government and celebration of states’ rights, back to 1787, and it wouldn’t be leading the Federalist campaign for the constitution. It would be leading the anti-Federalist charge against it.


But there is something even more confusing in Will’s attack. What’s this about Wilson ruining the twentieth century? All centuries have their ups and downs, but the twentieth, despite some terrible downs, was an extraordinary one for the United States and the larger community of emerging affluent democracies. The century that Will thinks Wilson ruined brought greater increases in human prosperity—measured not just by income but also by life expectancy and education and much else—than the entirety of prior human history.


So Will’s Cato Institute speech delivers a powerful message. Only it’s not a message about Madison or Wilson. It’s a message about American Amnesia and the damage it inflicts on our democracy and our democratic society.


Falling from Grace


At least since Alexis de Tocqueville visited the United States in the early nineteenth century, American democracy has been seen as a beacon of popular rule and material opportunity. Yet that beacon is dimming. Beset by polarization and intransigence, flooded with the lobbying dollars of narrow interests and the campaign dollars of a tiny slice of the nation’s wealthiest citizens, our political institutions look increasingly incapable of handling even routine matters, much less our biggest challenges. Public trust in government is at record lows; Congress is so unpopular that Americans say they prefer head lice and root canals to their elected legislature. The twin pillars of a successful mixed economy—well-functioning private markets and an effective democratic government—are crumbling.


Saying that the United States is coming up short is never easy or popular. Tocqueville himself worried that the deep patriotism of Americans sometimes prevented a “reflective” assessment of their nation’s strengths and weaknesses. “A foreigner would indeed consent to praise much in their country,” Tocqueville complained, “but he would want to be permitted to blame something, and this he is absolutely refused.”33


Almost two centuries later, Tocqueville’s words still ring true. To question any aspect of American greatness, according to many commentators, is to deny “American exceptionalism”: the notion that the United States is not just singular but singularly awesome. In recent years, the two-word phrase has become a rhetorical battering ram, used more and more to quell a long-overdue conversation about America’s faltering performance. (Between 1980 and 2008, according to Google’s catalog of English-language books, the number of references to “American exceptionalism” increased almost eightfold.)34 But celebrating America’s enormous achievements does not require ignoring the many ways in which we are coming up short. We should cheer the great American experiment—the “shining city upon a hill” (Reagan), “the New World in all tongues, to all peoples” (FDR).35 But we should also embrace the reflective patriotism that Tocqueville advocated, a patriotism that acknowledges the challenges we face—and recognizes that many of them cannot be addressed without effective governance.


For those challenges are mounting. Over the last decade or so, a growing body of evidence has shown that the United States is indeed exceptional, just not always in a good way. In a range of areas—human health, high-quality education, economic opportunity, broad-based income gains—we are losing the significant lead over other democracies that our successful mixed economy produced.36 In some areas, such as health and education, we are moving from the top part of the international rankings to the bottom.37 In others, we are failing to address emerging challenges, such as global warming and rising obesity.


Worse, even our relatively poor performance often understates how far we have fallen. In some cases, the best aspects of our performance reflect the lingering impact of past investments no longer being made—in basic scientific research, for example, or modern infrastructure. In others, measures of “average” performance provide a false reassurance because they reflect extremely strong outcomes among older Americans, based on the efforts of a generation or two ago. When we focus on the young, however, we see a bleaker picture of a nation failing to ensure what was once assumed: that each generation would do better than the last.38


What makes these trends especially troubling is that they constitute such a stark departure from the successful mixed economic model that marked America’s long and extraordinary ascent. From the end of the nineteenth century, the United States led a revolutionary transformation experienced by a small club of rich nations. We were the first middle-class nation, the runaway leader in high school and then college graduation rates, the unrivaled champion in medical innovation and basic scientific research. Our infrastructure was world class and included some of the greatest engineering achievements in human history. Our economy was a model of productivity-driven growth. Our conservation and environmental programs set the standard for other rich nations. Our public health efforts, from sanitation, to smoking control, to auto safety, inspired those seeking to improve health worldwide. Now, on the most critical measures of social success, we are sliding slowly from the front to the back of the pack. What happened?


The Great Forgetting


The signs read Republicans for Romney. A prominent Republican businessman and former governor is seeking to unseat a Democrat in the White House. The candidate typifies business thinking—perhaps a bit more moderate than the norm but well within the mainstream of corporate opinion. And he is a man who says he can get things done, given his practical experience governing a highly unionized “blue” state with a progovernment electorate.


But this is not the Romney you know—not Mitt, the unsuccessful candidate in 2012, but his father, George, the unsuccessful candidate in 1968.39 They shared a name; they shared a business background; they even shared a stint in a statehouse (Michigan in George’s case; Massachusetts in Mitt’s). Yet in all the ways that mattered for how they led companies and citizens, they occupied radically different economic and political worlds.40 The transit between these worlds traces the erosion of the mixed economy and, with it, the foundations of our shared prosperity. Between Romney and Romney, American Amnesia took hold.


George Romney’s private-sector experience typified the business world of his time. His executive career took place within a single company, American Motors Corporation, where his success rested on the dogged (and prescient) pursuit of more fuel-efficient cars.41 Rooted in a particular locale, the industrial Midwest, AMC was built on a philosophy of civic engagement. Romney dismissed the “rugged individualism” touted by conservatives as “nothing but a political banner to cover up greed.”42 Nor was this dismissal just cheap talk: He once returned a substantial bonus that he regarded as excessive.43 Prosperity was not an individual product, in Romney’s view; it was generated through bargaining and compromises among stakeholders (managers, workers, public officials, and the local community) as well as through individual initiative.


When George Romney turned to politics, he carried this understanding with him. Romney exemplified the moderate perspective characteristic of many high-profile Republicans of his day. He stressed the importance of private initiative and decentralized governance, and worried about the power of unions. Yet he also believed that government had a vital role to play in securing prosperity for all. He once famously called UAW head Walter Reuther “the most dangerous man in Detroit,” but then, characteristically, developed a good working relationship with him.44 Elected governor in 1962 after working to update Michigan’s constitution, he broke with conservatives in his own party and worked across party lines to raise the minimum wage, enact an income tax, double state education expenditures during his first five years in office, and introduce more generous programs for the poor and unemployed.45 He signed into law a bill giving teachers collective bargaining rights.46 At a time when conservatives were turning to the antigovernment individualism of Barry Goldwater, Romney called on the GOP to make the insurance of equal opportunity a top priority. As Richard Nixon’s secretary of the US Department of Housing and Urban Development from 1969 to 1973, he courageously tried to tackle the de facto racial segregation that plagued America’s urban centers.47


George Romney sought a party that reached toward the broad middle. His allies were figures such as New York governor Nelson Rockefeller, who argued for an effective partnership between government and the private sector. In contrast to Goldwater’s famous dictum that “extremism in defense of liberty is no vice,” Romney maintained that “dogmatic ideological parties tend to splinter the political and social fabric of a nation, lead to governmental crises and deadlocks, and stymie the compromises so often necessary to preserve freedom and achieve progress.”48


Fast-forward a generation. Like his father, Mitt Romney reflects key economic and political features of his time. Along with other firms in the burgeoning world of “private equity,” Bain Capital—the business Romney cofounded and led—helped pioneer a new corporate model in which individual companies were not socially embedded communities of stakeholders but commodities ripe for financial restructuring.49 Partly by exploiting legal opportunities tied to the tax code, Bain could extract enormous resources, even if the “reengineered” companies failed to thrive. Corporate rearrangers are the masters of this new economic universe. According to Mitt Romney and all other contemporary GOP candidates, they are the vital entrepreneurs (“the job creators”) who should be unhindered—and virtually untaxed—by governments.50


The corporate world of Mitt Romney’s day is far more globalized than that of George Romney’s. But even more fundamentally, it is far more financialized.51 Compared with George Romney during his career at American Motors, CEOs today are far less closely bound to a particular community or even a particular company.52 Their rewards come increasingly from the short-term movement of share prices, which dominate the huge pay packages they demand.53 And the financial rewards at the top, both on Wall Street and in executive suites, generate enormous fortunes. Just as in Woodrow Wilson’s day, these concentrated resources threaten to swamp democratic government, as economic power transmutes into political power, and that power further enriches the privileged.


The incentive for CEOs to consider other stakeholders is also far weaker than in George Romney’s world. Government and organized labor, the two major sources of “countervailing power” (to use economist John Kenneth Galbraith’s famous phrase), once encouraged business leaders to negotiate and seek mutually beneficial compromises.54 Now unions are almost gone from the private sector, and government leaders are much less willing to use public authority to create beneficial constraint.55 The business associations that sometimes supported that government role and encouraged a long view and a broader perspective are mostly gone too. In their place are new or reoriented lobbies that cater mostly to the narrow demands of particular sectors.56 Beneath the high-tech exteriors, much of America’s economy has taken on a feudalistic structure, where the barons of Wall Street or health care or the energy sector decide the “corporate” position on the issues they care about most. These structures of corporate power leave little room for George Romney’s view that government is an essential partner for generating broad-based prosperity.


If the private sector and the definition of personal success have changed, so too has the character of the Republican Party. It turned out that Goldwater, not George Romney, pointed to the future of the GOP, and George Romney’s son would inherit the kind of party that the elder Romney had warned about. The issue that had split George Romney and Barry Goldwater—civil rights—soon split the Democratic Party and reinvigorated Republicans in the South. Even more fateful for George Romney’s economic agenda, Goldwater’s libertarianism became the lodestar for an economic philosophy centered on tax cuts, deregulation, and hostility toward both government and organized labor. Reagan, who had sided with the Arizona senator over Romney and his allies in 1964 and accused GOP moderates of “betrayal,” rejected the latter’s model of industrial partnership and political compromise, marking out a rightward path along which his party continues to march.57


George Romney’s son joined that rightward march. He abandoned his blue-state positions upon entering national politics as his father had not. Yet Mitt Romney’s effort to cast himself as “a severely conservative governor” (as he put it in a speech to the Conservative Political Action Conference in early 2012) quickly proved insufficient. Having moved toward the conservative pole to run for president in 2008, he moved further still to capture the Republican presidential nomination in 2012. As his running mate, he chose the extremely conservative Paul Ryan (an admirer of the radically antigovernment writings of Ayn Rand). But as fast as Romney moved right, his party moved faster.


• • •


American Motors is just a memory now, swallowed up long ago by much larger and more globally oriented firms. So, too, is the GOP of George Romney. And so, too, is the faith in the mixed economy they endorsed and nurtured. This book explains why.


Part 1 tells the story of George Romney’s America: the achievements of America’s mixed economic model and the political balance that made it possible. This is an American story, but it is not just an American story. The United States was not alone in crossing the Great Divide, and so we should resist explanations of American achievements that rest too heavily on singular features of America’s postwar model, effective as it was. America’s mixed economy was distinctive, but all nations that catapulted into affluence had mixed economies of their own—based on some important but forgotten truths about how markets, and governments, really operate.


Part 2 tells the story of Mitt Romney’s America: how and why a once successful model fell apart and the costs of this disintegration for American society. This is not just an American story either. All rich nations have had to grapple with the changing contours of advanced capitalism. Yet it is the United States that has experienced the most concerted attack on the public foundations of the mixed economy and the most sweeping denial of prior understandings of what fosters prosperity. And, as we shall see in the next chapter, it has paid a very high price for this forced forgetting.


The economic challenges that face affluent democracies are well known: the increase in global competition, the shift from manufacturing to services, the ascent of high-rolling finance as both a powerful shaper of corporate strategies and a dominant sector of the economy in its own right. But the social institution of the mixed economy could have been updated to respond to these changes. The balance between effective public authority and dynamic private markets could have been recalibrated rather than rejected. Instead, the political coalition in favor of such a constructive balance shattered under the pressure of an increasingly conservative Republican Party and an increasingly insular, parochial, and extreme business leadership. The moderate perspective that government and the market needed to complement each other gave way. It was replaced by a destructive insistence that these two centers of power were locked in mortal combat—destructive because so many of those in power rejected adaption in favor of upending, destructive because this insistence so often magnified rather than mitigated the economic challenges faced, and destructive because so few Americans now trust their democracy to do what democracies must do to ensure broad prosperity.


In the book’s closing, we make the case that we can and must restore a well-functioning politics that promotes shared prosperity. Yes, the specific arrangements that enabled the American economic model of the last century are dead and buried. But we are convinced it is possible to build a new model for economic success, on new political foundations, to deepen prosperity in the twenty-first century. More than that, we are convinced—and we hope to convince you—that the complex and interdependent knowledge economy of our day offers tremendous opportunities for positive-sum bargains that will strengthen both American capitalism and the health of American society. If we are to grasp these opportunities, however, we need a mixed economy as much as, if not more than, we ever have. For all the changes that have occurred during the fifty-year transition from George Romney’s world to Mitt Romney’s, that strong thumb of government still needs to assist and constrain those nimble fingers of the market.


Demonstrating government’s centrality to our shared prosperity is the main task of part 1. First, however, we must look with clear eyes at the failings of our society that are the predictable and alarming result of forgetting this essential truth.





PART I


[image: Image]



THE RISE OF THE MIXED ECONOMY






ONE
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Coming Up Short


AMERICANS PRIDE themselves on standing tall: rising to the challenge, achieving the once unattainable, raising the bar of social success. Yet as we have faltered in harnessing the enormous positive potential of public authority, we have also fallen behind the pace of social improvement in other rich nations, as well as the pace we set in our own past. In area after area where we once dominated, we are falling down the rankings of social success. In area after area where new threats loom, we are failing to rise up to the challenge. We are not standing tall—literally, we shall see—and our malign neglect of the mixed economy bears a great deal of the blame.


Losing Ground


For much of US history, Americans were the tallest people in the world by a large margin. When the thirteen colonies that occupied the Atlantic seaboard broke from the British Empire, adult American men were on average three inches taller than their counterparts in England, and they were almost that much taller than men in the Netherlands, the great economic power before Britain.1 Revolutionary soldiers looked up to General George Washington, but not, as often assumed, because he was a giant among Lilliputians. David McCullough, in his popular biography of John Adams, describes Washington as “nearly a head taller than Adams—six feet four in his boots, taller than almost anyone of the day.”2 Those must have been some boots, for Washington was six feet two.3 At five foot seven, Adams was just an inch below the average for American soldiers and significantly taller than a typical European soldier.4


Americans were tall because Americans were healthy. “Poor as they were,” notes the colonial historian William Polk, “Americans ate and were housed better than Englishmen.”5 Sickness and premature death were common, of course, especially outside the privileged circle of white men. Still, European visitors like Tocqueville marveled at the fertility of the land and the robustness of its settlers, the relative equality of male citizens and the strong civic bonds among them.6 J. Hector St. John de Crèvecoeur wrote in 1782 of the American settler in Letters from an American Farmer, “Instead of starving he will be fed, instead of being idle he will have employment, and there are riches enough for such men as come over here.”7


The cause of the American height advantage could not have been income alone. According to most sources, the average resident of the Netherlands or England was richer than colonial Americans but also substantially shorter.8 Indeed, as the United States matched and then surpassed Europe economically in the nineteenth century, the average height of American men actually fell, recovering back to colonial levels only around the dawn of the twentieth century.9 These ebbs and flows, which played out in other industrializing nations as well, are a reminder that economic growth and population health are not one and the same.10 (We shall unravel the mystery of their interdependence in the next chapter.) Nonetheless, Americans remained far and away the tallest people in the world throughout the nineteenth century, and average American heights rose quickly in the early decades of the twentieth.11 When the United States entered World War II, young American men averaged five feet nine inches—almost two inches taller, on average, than the young Germans they were fighting.12


While people know that height is a strong predictor of individual achievement (test scores, occupational prestige, pay), it is also a revealing marker of population health.13 Height has a lot to do with genes, but height differences across nations seem to be caused mostly by social conditions, such as income, nutrition, health coverage, and social cohesion.14 Indeed, one reason for the correlation between height and achievement is that kids whose mothers are healthy during pregnancy and who grow up with sufficient food, medical care, and family support tend to be taller adults. An average US white girl born in the early 1910s could expect to reach around five foot three; an average US white girl born in the late 1950s could expect to exceed five foot five.15 Evolution just doesn’t happen that fast.


So it’s striking that Americans are no longer the tallest people in the world. Not even close: Once three inches taller than residents of the Old World, on average, Americans are now about three inches shorter. The average Dutch height for men is six foot one, and for women, five foot eight—versus five foot nine for American men and five foot five for American women.16 The gap is not, as might be supposed, a result of immigration: White, native-born Americans who speak English at home are significantly smaller, too, and immigration isn’t substantial enough to explain the discrepancy in any case.17 Nor can the growing gap be explained by differences in how height is measured. Though some countries rely on self-reported heights for their statistics—and, yes, men tend to “round up”—Americans look shorter even when the only countries in the rankings are those that, like the United States, measure heights directly.18


Americans are not shrinking. (Overall, that is—there is some evidence that both white and black women born after 1960 are shorter than their parents.)19 But the increase in Americans’ average stature has been glacial, even as heights continue to rise steadily abroad. To really see our lost height advantage, you have to break the population into age groups, or what demographers call birth cohorts. People in their twenties, after all, are as tall as they will ever be. Changes in average height come from changes in the height of the young (and deaths among older cohorts). And, indeed, the adult heights of those born during a given period provide a powerful image of the living conditions experienced by infants and adolescents at the time. The fall in average heights among those born in the mid-1800s, for example, signaled the costs as well as benefits of the country’s industrial and urban shift, which brought increased infectious disease as well as higher incomes, harsher lives for the masses as well as better lives for the elite.20 (The privileged American men who applied for passports in 1890 were, on average, more than an inch and a half taller than army recruits at the time.)21


In general, heights are converging among affluent nations, and the biggest gains have occurred in countries admitted most recently to the rich-nation club.22 Within countries, younger age groups are generally much taller than older age groups—which makes sense: Older people spent their growing years (including their growth within the womb) in poorer societies with more limited health technology and knowledge.23 But the United States is a conspicuous exception to these patterns: Average heights have barely budged in recent decades, so young Americans—again, even when leaving out recent immigrants—are barely taller than their parents.24 Older Americans are roughly on par with their counterparts abroad; younger Americans are substantially shorter. The United States is the richest populous nation in the world. Nevertheless, its young are roughly as tall as the young in Portugal, which has a per capita gross domestic product (GDP) less than half ours.25


On Rankings and Ratings


Because height is a powerful indicator of social and individual health, America’s relative decline should ring alarms. Our young are coming up short—relative not just to gains in stature of the past but also to gains in stature in other rich nations.


Still, if shorter kids were the only sign of trouble, we might safely ignore the alarms. For all but aspiring basketball players, tallness is not an end in itself. It can even create problems: The Dutch have had to rewrite their building codes so men don’t routinely smash their heads into door frames.26 Unfortunately, America’s journey from tallest to smallish has played out in area after area. When it comes to health, education, and even income—still our strongest suit, though we’re holding fewer high cards than in the past—we are falling down the rankings of social success.


We often miss this, and not just because triumphant cries of American exceptionalism drown out the alarms. Comparing countries on indicators of social health is tricky, and the temptation to stack the deck is strong. Moreover, our standard statistics frequently understate how poorly the United States is doing at harnessing the combined energies of government and the market. To get an accurate picture, we have to spend a little time sifting through the best available data, separating the meaningful from the misleading. We also have to focus on the experiences most relevant for understanding not how we’ve done in the past but how we are doing now—and unless we change course, how we are likely to do in the future.


Put another way, not all performance assessments are equally valid or instructive. Each year brings scores of scores purporting to rank almost every conceivable object of interest—schools, businesses, cities, states, regions, countries—across almost every conceivable category, from college completion, to wine consumption, to online porn viewing. (For the record, Washington, DC, tops US state rankings in all three.) But sensibly comparing states, countries, or anything else requires following a few simple ground rules. The first is to compare apples to apples. Washington, DC, isn’t actually that comparable to the fifty states because it’s essentially a big city (hence the porn-wine-college trifecta). For cross-national analysis, comparing apples to apples means comparing countries at similar levels of economic development. It also means using indicators that are as close to the same as possible across nations. And it requires transparency: Proprietary data and secret formulas are anathema to serious comparison (but endemic to many special-interest rankings).


So we should compare apples to apples. But which apples should we be comparing? A good place to begin is the three core components of the UN’s Human Development Index: health, education, and income. The index captures the idea that development is about “advancing the richness of human life”—to quote its intellectual father, the Nobel laureate Amartya Sen—and not just “the richness of the economy in which human beings live.”27 The index itself isn’t all that useful for ranking rich nations. It often sets the bar low (can people read and write?), and it’s limited to a few basic indicators available for all countries. Nonetheless, the UN’s pioneering investigations provide a solid jumping-off point for asking how well the contemporary United States is doing relative to other rich nations in fostering citizens’ well-being.


When asking that question, the issue isn’t merely how well we are doing today. It’s also whether we are pulling ahead or falling behind. One data point gives us a level; two or more give us a trend. And, in general, it’s trends that reveal the most about our relative performance. To be sure, we should be careful not to read too much into short-term fluctuations. Nor should we forget that on many metrics, there is a natural process of “reversion to the mean”: Relative to other countries, the highest-performing nations are more likely to fall toward other nations’ performances, and the lowest performing to rise toward other nations’ performances.


Still, trends matter most. And that means we should be at least as interested in the direction social indicators are heading (and at what pace) as in their level. It also means we should pay special attention to one particular group: the young. Most cross-national analyses look at countries as a whole, comparing several generations of people in one nation with several generations in another. Sometimes that’s appropriate. If we want to know which countries are good at getting all citizens flu shots, we are interested in national averages. Usually, however, the experience of the young is most revealing, and not just because the young are most affected by current conditions. The young tell us about trends. If, for example, we’re falling behind in getting young adults through college (and we are), looking at the average educational level of the entire population will provide false reassurance. Typically, then, the critical comparisons across nations concern the young. Unhappily, these are also the comparisons where the most troubling image of American performance emerges.


A final issue to keep in mind: Investment (or lack of investment) does not bear its (bitter) fruit immediately. Supporting science, technology, and education, for example, reaps big returns.28 But it takes time—sometimes a long time—to see the payoffs. As we will see in chapters 2 and 4, the high-tech expansion of the last few decades rested on scientific and technical advances seeded more than a generation earlier.29 The opposite problem arises in cases of deferred maintenance: failing to upgrade critical infrastructure, for example, or to seed technological advances that will blossom in the future. The costs, though real, won’t be fully apparent for some time.


The same can be said about failing to tackle emerging challenges—an area where, we shall see, the United States is doing especially poorly. A generation ago, few worried about how well nations were addressing obesity or global warming. Now we know that the health of our society and the future of our planet depend on effective responses. The low bar for social performance is continuing to meet challenges we’ve met before. The high bar is doing well where we face new challenges. Unfortunately, not only is the United States having trouble clearing the low bar; it is barely even trying to clear the higher one.


The United States is still a remarkably successful nation. Over the last century, we have achieved unprecedented levels of prosperity, witnessed quantum increases in health and life expectancy, and sought to address problems that once mocked our finest traditions of democracy and opportunity, from vicious racial exclusion to grim elderly poverty to dangerously unclean air and water. And we have continued to gain ground in many of these areas over the last generation. Yet these gains have been halting and slow. Even more worrisome, they lag behind gains in other rich democracies.


Health


Among the big three of health, education, and income, none is more important than health. Those who study the economics of health and longevity find consistently that the value of physical well-being within a society vastly exceeds a nation’s total income.30 But even without such calculations, we all know that health is a precondition for everything else we seek to achieve. When the Declaration of Independence celebrated “life, liberty, and the pursuit of happiness,” there was a reason “life” led the list.


When it comes to health—in fact, when it comes to any measure of the well-being of individual members of a society—small differences matter when summed up across large populations. Consider a seemingly trivial example: that dreaded spinning wheel that tells you your computer is spinning its wheels. In his biography of Apple founder Steve Jobs, Walter Isaacson recounts an exchange between Jobs and Larry Kenyon, an engineer whom Jobs had cornered to complain that the new Macintosh took too long to start up:


Kenyon started to explain, but Jobs cut him off. “If it could save a person’s life, would you find a way to shave ten seconds off the boot time?” he asked. Kenyon allowed that he probably could. Jobs went to a whiteboard and showed him that if there were five million people using the Mac, and it took ten seconds extra to turn it on every day, that added up to three hundred million or so hours per year that people would save, which was the equivalent of at least one hundred lifetimes saved per year. “Larry was suitably impressed, and a few weeks later he came back, and it booted up twenty-eight seconds faster,” [Apple programmer Bill] Atkinson recalled.31


Jobs’s point holds more generally: Even small differences in how long we live add up. An extra four months of life expectancy in a country with 321 million residents is 107 million additional years of life. Economists who are comfortable converting lives into dollars generally value a “quality-adjusted life year”—QALY, in economics jargon—in the neighborhood of $100,000 (though estimates range from less than $50,000 per QALY to more than $250,000).32 That would mean those four months are worth somewhere north of $10 trillion.


Shorter Lives, Poorer Health


So it is more than a little disconcerting that health is also where the United States does most poorly compared with other rich nations. In 2013 the prestigious National Academy of Sciences released a mammoth report with a self-explanatory title: U.S. Health in International Perspective: Shorter Lives, Poorer Health. “The United States is among the wealthiest nations in the world,” the report began, “but it is far from the healthiest. . . . Americans live shorter lives and experience more injuries and illnesses than people in other high-income countries.”33


On virtually all measures, according to the report, the United States is losing ground rapidly to other rich nations. At midcentury, American were generally healthier than citizens of other rich nations, and as late as 1980, they were still not far from the middle of the pack.34 Since then, however, other rich countries have seen rapid health gains. The United States has not.35


Take life expectancy at birth—the easiest statistic to track, since death records are generally reliable and consistent across nations. The National Academies study looked at seventeen rich nations. Among these, the United States ranked seventeenth for men in 2011 (life expectancy: 76.3 years, a full 4.2 years shorter than the top-ranking nation). It ranked an equally dismal seventeenth for women (81.1 years, 4.8 years shorter than the top-ranking nation).36 The United States is home to about 163 million women and 158 million men, so ranking in the middle teens rather than at the top translates into 1.45 billion fewer years of life.37


Midlife Crisis


The relative decline has been particularly steep for an unlikely group: middle-aged white adults. In a groundbreaking 2015 study, the Prince-ton University economists Anne Case and Angus Deaton (the latter the recipient of the Nobel Prize in Economics that same year) dug into the mortality statistics to examine how and why the American experience departed so starkly from the international norm.38 Their startling result: Whites ages forty-five to fifty-four were dying at higher rates in 2013 than they had been in 1999, even as every other rich country had seen dramatic drops in mortality in this age group. Case and Deaton calculated that if this reversal had not occurred—if, that is, the decline in death rates of prior decades had continued—a half million deaths would have been avoided. The only other example of such a shocking loss of life in recent decades is the AIDS epidemic.


The trend was most devastating for whites with a high school diploma or less. In 2013 there were 736 deaths per 100,000 people within this group, up from 601 per 100,000 in 1999. (By comparison, the death rate for people in this age group in Canada fell from around 300 per 100,000 in 1999 to just under 249 per 100,000 in 2011.) But those who had gone to college but not received a degree saw no distinguishable improvement in death rates either—even as, again, such rates plummeted abroad. Only among whites with a college degree did death rates fall substantially over this period. In 2013, white adults in the forty-five- to fifty-four-year-old age group with no more than a high school diploma were more than four times as likely to die as those with a college degree.


As this last troubling statistic suggests, there are also stark disparities in life expectancy across racial, economic, and educational groups—disparities that appear to be far larger than in most other rich nations.39 Yet nearly every group of Americans—even, as we have seen, whites—fares poorly when compared with its peers in other rich nations.40 The only area of evident success is life expectancy at age seventy-five, where Americans do quite well. Researchers speculate, however, that this anomaly reflects not just good health care for the aged (who, unlike the young, have universal insurance coverage through Medicare) but also that so many unhealthy Americans die before age seventy-five, leaving behind a hardy group.41


Falling Behind


To be clear, many measures of health are improving in the United States. But they are improving much more slowly than in other countries. One grim statistic commonly used by demographers is the chance that a fifteen-year-old will die before age fifty. For American women, it’s 4 percent: four in a hundred women die between fifteen and fifty. The average for other rich nations is around 2 percent, and, on average, death rates in these nations fell below 4 percent almost forty years ago. We are more than a generation behind.42


A similar story can be told about infant mortality, or deaths of children before their first birthday. In 1960 infant mortality in the United States was lower than in the majority of other rich nations. In recent decades, however, America has seen limited improvement, while death rates for infants have continued to plummet abroad.43 In 2011 the average rate of infant death in other rich nations was 1 child for every 300 or so births. In the United States, it was roughly twice that—1 child for every 164 births. That year, the only countries in the Organization for Economic Cooperation and Development (OECD) with higher rates of infant mortality were Chile, Mexico, and Turkey.44


This unimpressive performance is particularly striking because the United States spends so much more on health care than other rich nations do—roughly twice as much per person.45 Of course, medical care is not the only or even the most important determinant of health. But the United States does poorly even where health care matters most. For almost every cause—from injuries to diseases—death rates are the highest or nearly the highest in the United States.46 And we have the highest rate of what health experts call “amenable mortality”: deaths that could have been prevented with the provision of timely and effective care.47 Despite high spending, we are falling behind other rich nations in reducing such preventable deaths. We don’t see our relative decline because we are getting better at preventing death. But we’re getting better far too slowly for a rich nation.


Education


Another area where the United States was once the undisputed leader is education. As the Harvard economists Lawrence Katz and Claudia Goldin show in their revelatory The Race Between Education and Technology, we bolted decades ahead of other Western nations in the spread of elementary and then high schools during the twentieth century, and we were the world leader in college education in the immediate decades after World War II.48 No more. The United States is now a mediocre performer in international education rankings. And we would look a lot worse if we hadn’t done so well in the past. The share of Americans who have completed high school, for instance, remains impressive. Yet this high average mostly reflects our big early lead. Among young adults, high school graduation rates are subpar (though they have risen in the last decade).49 The United States now ranks twentieth out of twenty-seven OECD nations in the share of young people expected to finish high school.50


Losing the Race


This isn’t just a case of other countries racing ahead; it’s also a story of American stagnation. Graduation rates in the United States have barely budged since the early 1970s, rising from 81 percent to 84 percent. At the same time, more and more kids who are counted as having finished high school actually receive a General Educational Development (GED) certificate.51 Yet GEDs confer little of the economic and social benefits of graduating from high school. (Many European countries have vocational high schools, but, unlike GEDs, these produce strong outcomes.)52 Another reason is that young adults behind bars disappear from the statistics. In most rich nations, this distinction makes little difference because incarceration is so rare. In the United States—which incarcerates roughly ten times as high a share of the population (eight in a thousand versus fewer than one in a thousand in most other advanced industrial democracies)—it makes a real difference, especially for demographic groups with the highest rates of incarceration.53 Indeed, the high school dropout rate for young black men is more than 40 percent higher when we include in our count the incarcerated, wiping out all the apparent gains in their high school completion since the late 1980s.54 Here again, conventional indicators present an overly sunny picture of our relative performance.


The big story, however, is our relative decline in higher education. The United States has many of the finest institutions of higher education in the world. The problem is that the share of young people getting a degree is rising much more slowly in the United States than in other OECD nations.55 One reason is the erosion of public support through federal grants and state universities, leaving students and their families much more reliant on loans. Once without peer, the United States has fallen to nineteenth in college completion in the OECD, and the gap in completion between higher-income and lower-income students has widened.56 Older Americans are the most educated in the world. Younger Americans, not even close.



Skills Slowdown



Indeed, despite the popular image of young Americans as digital wizards, America’s youth fare particularly poorly when it comes to numerical and technological skills. The OECD assessed adult skill levels in twenty-three nations in 2011 and 2012. Across the population as a whole, the United States scores about average when it comes to reading ability and close to the bottom when it comes to mathematical ability and the capacity to work with computer technology.57 Other international tests show us doing even better in reading, but they all show the performance of Americans as a whole to be mediocre or worse in the STEM (science, technology, engineering, math) areas so prominent in our technology-saturated economy.58


The truly alarming results, however, emerge when looking across age groups. In all countries, the young are better at math and working with digital technology than the old. But improvements in test scores from one generation to the next are much smaller in the United States than in other rich countries. Older Americans are close to the international average for older adults. Younger Americans, while scoring slightly higher, are years behind their international peers. So, again, American math scores are improving—barely. But they are improving far faster in other nations. The same is true of the other skills measured by the OECD: The United States falls further and further in the rankings as you move down the age ladder.59


Degrees of Inequality


And if the United States as a whole is in the breakdown lane, some Americans are barely getting on the road. At least as striking as our poor performance among the young is how unequal educational opportunities in the United States are. Decades after de jure integration of schools and the famous 1966 Coleman Report on the subpar schooling of the poor, we remain a nation with gaps in educational quality, funding, and outcomes that are far greater than the norm for developed democracies. These gaps not only thwart the upward progress of tens of millions of Americans but hold back our economy overall.


Since the 1960s, the divide in test scores between children from high-income families and those from low-income families has grown by more than a third; it is now twice as large as the gap between blacks and whites.60 Yet the United States is one of the few nations that finances schools primarily through local property taxes, which magnifies unequal opportunity. As one OECD researcher puts it, “The vast majority of OECD countries either invest equally in every student or disproportionately more in disadvantaged students. The US is one of the few countries doing the opposite.”61


Inequality of opportunity begins early, and it costs everyone. Good pre-K education, for example, more than pays off in higher growth and tax receipts and lower public costs, from social assistance to incarceration.62 Yet the United States ranks twenty-fifth in the OECD in the share of three-year-olds in early childhood education, and even lower, twenty-eighth, when it comes to four-year-olds.63


Income


Income, the third indicator of the big three, might seem to be an exception to the story so far. Only a few small countries surpass us in national income per head, and American productivity growth has remained comparatively strong.64 Even here, however, the reassuring averages hide some worrisome trends.


Beyond GDP


Historically, economists have considered national income per capita the best single measure of the standard of living of middle-class citizens. For much of the twentieth century, it was. Since the early 1970s, however, the link has broken. The American economy is more and more productive, and national income has continued to grow smartly (if more slowly than before).65 But these gains have not translated into substantially higher wages for most Americans. The typical hourly earnings of American workers—adjusting for inflation and including the escalating cost of medical benefits—rose only 10 percent between 1973 and 2011. That works out to an annual raise of 0.27 percent.


But American families have grown significantly richer, right? Yes and no. Between the early 1970s and the late 1990s, the typical household’s income increased from around $49,000 to almost $57,000 (after adjusting for inflation).66 Yet the wage stagnation of the 2000s and the financial crisis that closed out the decade wiped out all of the gains created by the strong economy of the 1990s, leaving typical households about where typical households were in 1989. True, families are smaller than they were in the early 1970s, but they aren’t appreciably smaller than they were in 1989 and, in fact, have grown since the financial crisis. Moreover, families have shrunk in other rich nations, too. Yet over the past generation, the incomes of working-age people in the middle of the distribution have grown more slowly here than in almost any other OECD nation.67


Just as important, the overriding reason the typical family earns a little more today is not more pay per hour but more paychecks per household, as women have moved into the paid workforce. This change isn’t because the United States has led the world in female employment. (In 2010 America was seventeenth in the OECD in the share of women in paid employment, down from sixth in 1990.)68 It’s because US workers, both male and female, work many more hours than workers in other countries do—and the gap is growing.69 More paychecks per household is good in many ways. But given the strains of balancing work and parenting, more hours of work isn’t necessarily a positive development. Either way, it’s a different story than the one of prior decades, when wages and salaries rose smartly even though the number of hours people worked did not.70


America Unequal


Where did all the growth go? The answer, it turns out, is simple: It went to the top, especially the very top. When it comes to inequality, the United States once looked relatively similar to other rich countries. Today it’s the most unequal rich nation in the world by a large margin.71 However else that matters, the increasing concentration of income at the top drives a wedge between overall economic growth and the income gains of most households. When a rising tide lifts all boats, economic growth is a better measure of ordinary Americans’ living standards than when a rising tide lifts only yachts.


You can see the disparity even more clearly when you look at wealth: housing, stocks, bonds, and all the other assets that people hold to weather economic shocks and build their future. Americans’ average net wealth is an impressive $301,000, the fourth highest in the world, behind only Switzerland, Australia, and Norway.72 Median net wealth—the amount held by someone exactly in the middle of the distribution—is another story. The typical American adult has just $45,000, which places the United States nineteenth in the world, behind every rich country but Israel (including such “economic heavyweights” as Spain and Taiwan).73 The obvious reason for the difference is that wealth is so unequal across American households. The richest 1 percent own more than a third of the nation’s wealth; the top 10 percent, more than three-quarters.74 No other rich country comes close to this level of concentration at the top.


Broken Ladders


So the rungs of the economic ladder are farther apart. But isn’t it easier to climb the ladder in the United States than elsewhere? From Crèvecoeur to Tocqueville to the German sociologist Werner Sombart, descriptions of American society from the Founding through the early twentieth century emphasized the ease of mobility compared with Europe. Indeed, Sombart’s basic answer to his famous question Why Is There No Socialism in the United States? (the title of his 1906 book) was that the American worker was less disgruntled because “the prospects of moving out of his class were undoubtedly greater . . . than for his counterpart in old Europe.”75 Historians and social scientists have debated Sombart’s assertion ever since. But there’s little question that the United States—and other settler societies such as Canada—enjoyed a mobility advantage over Europe through the nineteenth century, especially for Americans willing to strike out for the nation’s expanding frontier.76


Today, however, the frontier is gone, and so is America’s mobility advantage. Indeed, the United States now has close to the lowest level of upward mobility in the advanced industrial world: lower than in Tocqueville’s France, lower than in Sombart’s Germany, and lower—much lower—than in our northern neighbor, Canada.77 Roughly two in three Americans born in the bottom fifth of incomes either stay there (42 percent) or rise just into the next fifth (23 percent). An American boy whose dad is in the bottom fifth has only a 30 percent chance of climbing into the top half. A Canadian boy has a 38 percent chance. This 8-point difference might seem small, but it’s not. With 138 million American men, 8 percentage points represent 2 million boys escaping the bottom fifth into the top half.


The Kids Aren’t All Right


Again it’s the youngest of the young who are most disadvantaged. The United Nations Children’s Fund (UNICEF) has compiled a composite index of the “material well-being” of children in developed countries, which takes into account various measures of childhood poverty and material deprivation (lack of access to regular meals, for example). In the most recent report, the United States ranked twenty-sixth out of twenty-nine developed nations.78 First in the standings was the Netherlands, where soon-to-be-giants are born. UNICEF has produced its index since the early 2000s. The United States was one of only five nations that were below average at that time yet failed to improve kids’ material well-being in the following decade. The other four were Greece, Hungary, Italy, and Spain.


“Prediction is very difficult,” the physicist Niels Bohr reportedly said, “especially about the future.” But today’s young are the clearest vision of the future we have. If they are falling behind—unhealthier than young people in other rich countries, less well educated, more likely to be economically marginalized—we face grim prospects. As two health researchers conclude after reviewing the international evidence on the well-being of American children, “The US stacks up relatively poorly on critical measures of child health. Similarly, the US compares unfavorably to other nations on indicators of governmental investment in children and their families. The picture that emerges is one of a powerful and immensely wealthy nation that, compared with other nations, has made a startlingly modest investment in its children.”79


Shortchanging the Future


We come then to the last of our alarming grades. Where we once led, we are losing ground. But that’s better than we are doing in preparing for our future, especially when it comes to responding to newly emerging challenges, such as global warming and obesity, for which no inheritance of American leadership exists. With regard to these crucial tests of the resilience and innovative potential of our society, we are getting failing marks.


R&D RIP


Consider research and development, or R&D, a key source of fuel for the knowledge economy.80 Leave it up to the market, and it won’t be adequately supplied. That’s not because corporations don’t value R&D—they do, and they do a lot of it. It’s because corporations will underinvest in R&D that aids many firms rather than mainly themselves because they pay the cost but receive only a small fraction of the benefit. This incentive problem is a major reason why government support for R&D became so large and so valuable as the capacities of science exploded in the twentieth century.


Nowhere was this problem addressed more capably than in the United States. Though government promotion and funding of science has a long history, it expanded dramatically during World War II and continued afterward with the National Science Foundation (NSF), National Institutes of Health (NIH), and other public agencies that supported training in science and engineering and financed research in the private sector and academia. In the quarter century after World War II, the United States didn’t just lead the world in R&D funding. It owned the field. Well into the 1960s, the federal government spent more than the combined total of all R&D spending by governments and businesses outside the United States.81 The fruits of these investments ranged from radar and GPS, to advanced medical technology, to robotics and the computer systems that figure in nearly every modern technology. Far from crowding out private R&D, moreover, these public investments spurred additional private innovation. The computer pioneers who developed better and smaller systems not only relied on publicly fostered breakthroughs in technology; they also would have found little market for their most profitable products if not for the internet, GPS, and other government-sponsored platforms for the digital revolution.


That was then. Over the last half century, R&D spending by the federal government has plummeted as a share of the economy, falling from a peak of nearly 2 percent of GDP in the mid-1960s to around 0.7 percent in the late 1990s, before rebounding slightly in recent years.82 Between 1987 and 2008, federal expenditures were essentially flat once inflation is taken into account (rising 0.3 percent a year). The United States now ranks ninth in the world in government R&D expenditures as a share of the economy.83 The majority of this spending, however, is for defense-related projects, which have fewer positive spillovers than nondefense R&D does. Take out defense, and the United States ranks thirty-ninth in government R&D spending as a share of the economy.


Calculating the effects of R&D spending on productivity is difficult, but the consensus among economists is that the returns to individual firms are large and the returns to society as a whole, larger still.84 Public R&D expenditures are already at their lowest level as a share of the economy in forty years, and they are slated to fall to their lowest level—0.5 percent of GDP in 2021—since before the great mobilization of science during World War II.85 If they were instead increased in line with the size of the economy, according to one cautious calculation, the economy would generate more than a half trillion dollars in additional income over the next nine years.86 And, of course, this alternative scenario—ambitious given current trends—means never going back to the level of investment of just a quarter century ago. To ramp back up to that level would require tripling current spending as a share of the economy.


We are not talking just about dollars and cents. We are talking about lives. Consider one chilling example: drug-resistant infections. As America’s breakthroughs in antibiotics recede into the past, bacteria are evolving to defeat current antibiotics. For more and more infections, we are plunging back into the pre-antibiotic era. In the United States alone, two million people are sickened and tens of thousands die each year from drug-resistant infections—mostly because private companies see little incentive to invest in the necessary research, and the federal government has failed to step in.87 Though federal funding for the National Institutes of Health ramped up in the mid-1990s, it has fallen precipitously since, cutting the share of young scientists with NIH grants in half in roughly six years.88 As one medical professor lamented recently: “In my daily work in both a university medical school and a public hospital, it’s a rare month that some bright young person doesn’t tell me they are quitting science because it’s too hard to get funded. . . . A decade or two from now, when an antibiotic-resistant bacteria or new strain of bird flu is ravaging humanity, that generation will no longer be around to lead the scientific charge on humanity’s behalf.”89


Public Disinvestment


And health research has fared better than most areas. Public investment of all sorts and by all tiers of government has reached the lowest level since demobilization after the Second World War. Until the 1970s, gross investment by the public sector—R&D plus investment in physical capital—averaged around 7 percent of GDP. It fell below 6 percent in the 1970s and 1980s, and below 4 percent in the 1990s and 2000s. It is now at 3.6 percent and falling.90 The biggest crunch is in infrastructure: roads, bridges, water supplies, communications networks, public buildings, and the like.91 These are among the most productive investments governments make, with average rates of return that are probably several times higher than those of typical private investments.92 And American infrastructure was once the envy of the world: The interstate highway system started under President Eisenhower—a Republican—eventually stretched over forty-two thousand miles, at a cost (in present dollars) of $493 billion. But the investment paid off, accounting for almost a third of the increase in the nation’s economic productivity in the late 1950s and around a quarter in the 1960s.93


American infrastructure is no longer the envy of the world. The World Economic Forum, the Davos-based center of business-oriented thinking, ranks the United States fifteenth in the quality of railway structures, sixteenth in the quality of roads, and ninth in transportation infrastructure.94 The American Society of Civil Engineers estimates that the United States would have to spend $3.6 trillion more than currently budgeted just to bring our infrastructure up to acceptable levels by 2020.95 China and India are spending almost 10 percent of GDP on infrastructure; Europe, around 5 percent.96 Even Mexico spends just over 3 percent.97 The United States has not broken 3 percent once since the mid-1970s.98


Both of us used to live in the Boston area, and since we study American politics, we traveled frequently to the nation’s capital. It takes seven hours to travel from Boston to Washington, DC, on the closest thing the United States has to high-speed rail, Amtrak’s Acela Express. It takes just over two hours to travel roughly the same distance between Changsha and Guangzhou on China’s high-speed rail network.99


Not Stepping Up to the Plate


In January 2013 a blackout shut down Super Bowl XLVII for thirty-four minutes. Blamed wrongly on Beyoncé’s halftime show (which was actually powered by a generator), the exact cause is still not known.100 What is known is that if the United States had invested in a “smart grid”—energy transmission guided by digital monitoring rather than the clunky analog system and manual meter reading from the age of Thomas Edison—the lights barely would have flickered in the Superdome in New Orleans. A smart grid wouldn’t just be more reliable but also more efficient, eliminating a significant amount of the roughly 150 million tons of carbon dioxide that’s spewed into the atmosphere each year by the United States just because of power losses at the grid.101 For some die-hard fans, saving the Super Bowl from blackouts might be reason enough to build a smart grid. Helping to save the planet ought to be reason enough for everyone.


The United States is investing in smart-grid technology. The economic recovery bill passed in 2009 contained $4.5 billion in federal grants, which in turn have fostered new opportunities for tech companies to pursue smart-grid projects.102 Sadly, however, this initiative is far too modest. In any case, it represents the exception rather than the rule in America’s halting effort to tackle the mounting threat of global warming. Every year, the estimated future costs of inaction increase, as the risks of extreme drought, intense storms, lost coastal land, heat-induced pandemics and wildfires, and damaged agriculture loom larger. Economists continue to debate exactly how much a robust response would slow the growth of the world economy (with more and more arguing that it would have little or no effect or even spur growth).103 But it’s become increasingly clear that the costs of inaction are so catastrophic that substantial steps must be taken whatever the exact trade-off—the question is only what the most cost-effective and politically feasible steps would be.


And yet the United States, once the unquestioned leader in addressing pollution and other ecological risks, lags behind the rich world on most measures of environmental performance. It emits more carbon dioxide per person than any affluent country besides tiny Luxembourg—roughly twice as much as Germany and Japan, and more than three times as much as France and Sweden.104 The widely respected Yale Environmental Performance Index, which assesses air and water pollution and other key environmental outcomes as well as measures relevant to climate change, ranked the United States thirty-third in the world in 2014—two spots down from its similarly uninspiring ranking of thirty-first a decade earlier.105


Land of the Big


We have seen how far we have to go in tackling the dangerous warming of our planet—a challenge that cannot be addressed without the leadership of the world’s sole superpower and second-largest carbon emitter. But consider a very different emerging challenge where lack of an effective response is literally weighing down America’s future.


A larger share of Americans are obese than in any other rich country: Defined as having a body mass index of 30 or higher (roughly two hundred–plus pounds for a five-foot-eight person), obesity now afflicts more than one in three adults and one in six children, compared with around one in seven people or fewer in most European countries.106 Individual medical costs associated with obesity are on par with those of smoking.107 In the aggregate, obesity accounts for a tenth of health spending in the United States, generating $270 billion in total economic cost due to medical bills, mortality, and disability.108 When additional consequences of obesity are factored in—lower earnings, lost work time, reduced productivity—the costs are even more staggering.


The basic causes are no mystery: Americans have become more sedentary, and they consume more calories than they once did.109 Even small differences in activity and diet can add up: One soda a day—a twelve-ounce can, not the megacups that are served at fast-food restaurants (KFC’s “Mega Jug” is sixty-four ounces)—adds up to 55,000 additional calories and fifteen extra pounds a year.110 And once again, adding up all these individual changes across the population leads to enormous effects (no pun intended), such as $270 billion in higher health spending a year. It’s often said that obesity is a personal problem. But people’s basic biological desire for fat and sugar hasn’t changed in the last few decades; their environment has. And American food policy—including federal subsidies for sugar and high-fructose corn syrup—has played a major role in shaping that environment.


Want a vivid image of how American bodies have changed? The average American woman now weighs around 165 pounds. According to the US Centers for Disease Control and Prevention (CDC), that’s essentially what the average American man weighed in 1960. (Today’s average man is around 195 pounds.)111 Americans were once the tallest people in the advanced industrial world. We are now not just among the shortest but also far and away the heaviest. Where once we towered over others when standing, now we only do so when everyone is lying down.


Still the American Century?


What makes all this the more poignant and pressing is that it wasn’t always this way. When Henry Luce, founder of Life, Time, and Fortune magazines, wrote of an “American Century” in 1941, the United States had by far the highest standard of living in the world across all dimensions. “At least two-thirds of us are just plain rich compared with all the rest of the human family,” Luce wrote, “rich in food, rich in clothes, rich in entertainment and amusement, rich in leisure, rich.”112 Americans also had enviably good health compared with citizens of other wealthy nations. And, not coincidentally, they were much better educated, too.


After World War II, this advantage widened, and not just because of the devastation the war wrought in Europe. With the GI Bill and expansion of state and federal support for universities, the United States leapt into a dominant lead in college attendance and completion. Massive public investments in science training, communications, transportation, roads, bridges, and R&D continued after the war, emphasizing civilian as well as defense aims. These efforts supercharged US growth, bequeathing many of the scientific breakthroughs and revolutionary technologies that have driven our economy to this day. The American Century was created, not inherited.


Of course, the United States was not alone on this remarkable journey to prosperity. Instead, it occupied the leading edge of a revolutionary economic transformation experienced by a small club of rich nations. Which raises a natural question: How did this revolution in human well-being happen?





TWO
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The Great Divide


IN 1912 the prominent Harvard Medical School professor Lawrence Henderson observed that the United States had crossed a “Great Divide.”1 “For the first time in human history,” Henderson wrote, “a random patient with a random disease consulting a doctor chosen at random stands a better than 50/50 chance of benefiting from the encounter.” American medicine had advanced to the point, in other words, where it was better to be treated by physicians than to run in fear from them. The change was surely overdue: Even in the richest and healthiest nation in the world, life expectancy for men was still just forty-eight years.2


Today, a century later, male life expectancy in the United States exceeds seventy-six years—more than an extra quarter century of experience and activity and achievement.3 The average life expectancy of American women has risen from under fifty-two years at the beginning of the last century to nearly eighty years at the beginning of the current one.4 Of course, the United States was hardly alone in experiencing this “escape” from ill health and premature mortality, as Angus Deaton phrases it in his sweeping account of global economic development.5 (Deaton is the Nobel laureate economist whose work on mortality we encountered in the last chapter.) With somewhat different tempos—America near the lead at first, still a high performer in midcentury, but then falling behind, as we have just seen—rich nations all saw life expectancy rise and death rates fall, beginning with children and eventually extending to the last stages of life.6 In 2000 life expectancy in these affluent nations averaged nearly eighty years, with women living to around eighty-two.7 No other period in world history has witnessed such a dramatic improvement in mortality.8


We might assume that social progress, like human evolution (or at least our image of it), is gradual and even. If Americans lived half again as long in 2000 as they did in 1900, then they must have lived roughly half again as long in 1900 as they did in 1800. In fact, the improvement in health and mortality was rapid and discontinuous.9 It shot ahead in the twentieth century. Citizens of the late 1800s had conveniences and inventions and forms of social organization that their hunter-gatherer ancestors could not dream of. But their patterns of health and mortality were much closer to those ancestors’ than to ours. As three demographic experts conclude,


Until the late 1800s, the world’s lowest-mortality populations were not far below the observed range of variation for hunter-gatherers around the prime of life (when mortality is lowest), yet a greater than species-level jump in mortality reduction has been made since. Overall, the bulk of this larger gap in mortality between the longest-living populations and hunter-gatherers occurred during the past century. . . . In gross comparative terms, this means that during evolution from a chimp-like ancestor to anatomically modern humans, mortality levels once typical of prime-of-life individuals were pushed back to later ages at the rate of a decade every 1.3 million years, but the mortality levels typical of a 15-year-old in 1900 became typical of individuals a decade older about every 30 years since 1900.10


Put more simply, life expectancy increased far more in the last century than it did in the evolutionary leap from chimpanzee to human.


What happened to create such a momentous, positive, and still-progressing transformation? As Henderson’s 1912 observation suggests, the main answer is not advanced medical care. Nor, as we shall see, is increased national income the major story. What happened around the turn of the last century was neither a revolution in medical treatment nor a natural dividend of growth. It was the emergence of effective government action to improve the health of citizens. Funded by growing income, spurred by pressures from reformist social groups, and informed by a new awareness of the benefits of public health (and, eventually, new science that explained where disease came from), public authorities stepped in to use government’s distinctive powers to push back the specter of premature death that had plagued humanity for millennia.11 In the process, they enabled us to cross a Great Divide far more momentous than that described by Henderson: a divide that split centuries of slow growth and poor health from one of unprecedented, rapid improvement in the health of humans and the flourishing of their societies.12


What happened, in short, is that reform-minded leaders discovered, harnessed, and expanded the healing powers of the mixed economy. If we are to see what we are losing—and, even more important, understand what made such breakthroughs possible, not just in the United States but in all countries that crossed the Great Divide—we need to look back at the forgotten story of progress’s visible hand.


The Health of Nations


Adam Smith wrote about The Wealth of Nations. Yet it is in the health of nations that we can see most clearly why the modern mixed economy of combined public and private initiative represents such a powerful technology of progress. The fortunate constellation of countries able to harness the force multiplier of private markets and public authority experienced nothing less than a revolution in human flourishing. And they did so because government stepped in to translate increased wealth and improved science into rapid and sustained advance in the health of nations.


    In many ways, the thirty-year growth in life expectancy experienced by Americans in the twentieth century understates just how profound the shift has been. To see more than a 50 percent increase in life span within a society requires truly staggering declines in the chance of death, especially in the earliest years of life. At the outset of the twentieth century, one in every ten American infants died before their first birthday, roughly the same share that die in contemporary Liberia.13 In some US cities, the ratio was a heartbreaking three in ten.14 Things were not much better in the countryside. The problem afflicted rich and poor, prominent and obscure alike.15 Thomas Jefferson lost four of the six children he had with his wife, Martha, who died after giving birth to the last. (Of the two surviving children, the youngest, Mary, died in her twenties—also after giving birth.) Lincoln saw two of his four sons die in childhood; a third died at age eighteen, six years after Lincoln’s assassination. Three of Rutherford Hayes’s seven children died before age two.16


By the end of the twentieth century, however, infant mortality in the United States was around 7 in 1,000, or 0.7 percent—higher than in peer nations, as we have seen, but more than 90 percent lower than a century earlier.17 And while the decline in infant mortality was the largest driver of improving life expectancy in the early decades of the twentieth century, as the century wore on, death rates dropped sharply for older age groups as well.18 If you had filled a room with forty-two representative Americans in 1900, the chances were that one of them would have been dead by the end of the year. By the end of the twentieth century, you would have had to pack three times as many people into the room, 125, to have the same chance of someone dying within the year. (To ensure comparability, these figures are adjusted for the changing age distribution over this period.)19


This advance deserves to be seen as the greatest positive development of the twentieth century. Monetized as best as we can monetize it, the increase in human longevity over this period, taken on its own, was worth at least as much to society as the spectacular growth of national income. If we could have somehow achieved these longevity increases without becoming a single dollar richer, according to influential calculations by the economist William Nordhaus, Americans would still be at least twice as well off economically, per person, as we were a century ago. Add in the more general increase in health, and the gains implied by a health-to-dollars calculation are staggering. The health of rich nations is worth at least as much as the wealth of rich nations.20


Yet even figures like these seem inadequate to convey how much better off we are for our longer lives; how much it means to be able to enjoy life and contribute to society for a longer period; how much more fortunate we are not to lose children in infancy or parents in early life or siblings in middle age. Perhaps more than the monetary total that Nordhaus estimates, the true value of our improved health is conveyed by his observation that had he, born in 1941, “experienced the 1900 life table, the odds are long that this paper would have been written from beyond the grave.” And it all happened because of the mixed economy.



Cleanup Time



Infants and young children were the first to benefit. In the first four decades of the century, as the economist David Cutler has shown in a series of pathbreaking essays, life expectancy in the United States increased by sixteen years. Somewhere between four and five of those additional years—more than a quarter of the total—resulted simply from children living past their first birthdays; around the same amount reflected children’s reduced risk of dying between their first birthday and their fourteenth. In the first decades of the last century, improved mortality was mainly a story of more and more children living into adulthood.21


And this in turn was a story of fewer and fewer children dying from infectious diseases. If you look at the mortality tables of the early twentieth century, what will strike you is how infrequently people died from the causes that kill them now. Cancer, cardiovascular disease, kidney disease, even low birth weight—all of these were remote dangers compared with infectious illnesses such as pneumonia and diarrheal diseases, which alone were responsible for about half of infant deaths.22


What did government do to save so many young lives? More than anything else, it cleaned up milk and water. The leading source of deadly infections among children was what infants drank when they did not drink breast milk: water, but especially cow’s milk. In the late nineteenth century, public health experts noticed that fewer infants died during wartime sieges—even as everyone around them was at greater risk. The reason was that their mothers were more likely to breast-feed them. Breast milk was not contaminated with bacteria; cow’s milk and water were.23


This observation was just one among many that bolstered support for what we know now as the “germ theory of disease”: the revolutionary idea that disease comes from microorganisms introduced into the body. Though the germ theory was accepted widely only after the initial health breakthroughs, the growing understanding of infection and disease—coupled with increased education and income—helped change private behavior and motivate philanthropic campaigns.24 But only government authorities with the power to restructure markets and compel behavior could translate this knowledge into sustained social progress.


Though taken for granted today, making milk safe and cleaning up water supplies were herculean efforts, involving massive investments of public dollars and new laws mandating that farmers, milk distributors, and other private actors change their behavior. No city required milk pasteurization at the beginning of the twentieth century. By the early 1920s, virtually all the largest cities did, and many offered “milk stations” where poorer residents could buy clean milk. Infant mortality plummeted.25


The change was equally dramatic in municipal water supplies. While cities had made strides in moving garbage and human waste away from urban dwellers, their water systems were pulling that refuse back in: Many cities poured sewage into the same lakes and waterways from which they drew water, and even those that did not failed to clean water before pumping it into homes.26 Private citizens and entrepreneurs—families, factories, small-scale providers of refuse disposal—dumped human and other waste in water sources as well. Filtration, chlorination, rerouting sewage, and other measures to purge municipal water of contaminants deserve recognition today as (in the words of health economists David Cutler and Grant Miller) “likely the most important public health intervention of the 20th Century.”27 Effective government action saved millions of lives.28


This spectacular achievement was not a result of better medical care. The sophisticated medical interventions that define our present era have done much to reduce mortality and morbidity, especially at later stages of life. Yet medicine was not the major factor in the initial huge fall in the chance of death in industrializing nations.29 More surprising, perhaps, neither was industrialization itself. Contrary to common perception, the growth unleashed in the nineteenth century did not result in significant health gains.30 Though increased wealth and education were generally good for health, industrial development also brought with it increased concentration of growing populations in crowded urban centers, where, in the words of one historian, communities were plagued by “four Ds”: disruption, deprivation, disease, and death.31 Those frightening infant mortality numbers—three in ten infants dead within a year of birth, higher than anywhere in the world today—suggest just how threatening the four Ds were.


To be sure, the economic growth unleashed by early industrialization created resources for new public and private efforts to improve health. But the plummet in the rate of premature death required a new capacity to harness that increased income to tackle the threats to life lurking all around.32 When this capacity was realized, however, the results were profound. In cities that cleaned up milk and water, the retreat of death’s shadow was sudden, discontinuous, and rapid. People were significantly richer, on average, in cities than in the countryside, but before big investments in public health, death rates were higher in urban centers; afterward, death rates converged.33 As three economists conclude after a careful review of existing studies, reduced mortality “comes from institutional ability and political willingness to implement known technologies, neither of which is an automatic consequence of rising incomes.”34 In fact, we could say just as easily that improved public health fostered economic growth as claim the opposite. By increasing the size and productivity of the working-age population, the public health measures pursued by government in the early twentieth century were a major cause of the rapid growth that occurred.35 Effective governance made a huge difference.
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