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Financial meltdown, a deep recession, and political polarization—combined with strong growth outside the United States—have led to a global bubble of pessimism surrounding America’s economic prospects. Bloated with debt, and outpaced by China and other emerging markets, the United States has been left for dead as an economic force. But in this time of grim predictions, Daniel Gross, Yahoo! financial columnist and author of Dumb Money, offers a refreshingly optimistic take on our nation’s economic prospects, examining the positive trends that point to a better, stronger future.


Widely respected for his Newsweek and Slate coverage of the crash and the recovery, Daniel Gross shows that much of the talk about decline is misplaced. In the wake of the crash, rather than accept the inevitability of a Japan-style lost decade, America’s businesses and institutions tapped into the very strengths that built the nation’s economy into a global powerhouse in the first place: speed, ingenuity, adaptability, pragmatism, entrepreneurship, and, most significant, an ability to engage with the world. As the United States wallowed in self-pity, the world continued to see promise in what America has to offer—buying exports, investing in the United States, and adopting American companies and business models as their own. Global growth, it turns out, is not a zero-sum game.


Better, Stronger, Faster is an account of the remarkable reconstruction and reorientation that started in March 2009, a period that Gross compares to March 1933—as both marked the start of unexpected recoveries. As the U.S. public sector undertook aggressive fiscal and monetary actions, the private sector sprang into action. Companies large and small restructured, tapped into long-dormant internal resources, and invested for growth, at home and abroad. Between 2009 and 2011, as Europe struggled with a cascade of crises, the U.S. got back on its feet—and began to run.


Through stories of innovative solutions devised by policy makers, businesses, investors, and consumers, Gross explains how America has the potential to emerge from this period, not as the unrivaled ruler of the global economy but as a healthier leader and an enabler of sustainable growth.
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“Daniel Gross is one of the smartest, toughest, and most skeptical business writers around. If he says sunny days are ahead, we should all believe him. This book is not just well written and chockablock with new insights and information, it’s amusing.”


—Jonathan Alter, author of The Promise and columnist for Bloomberg View


“Yes, the United States took a huge hit from economic crisis, but talk of its long-run decline is overdone and premature. In Better, Stronger, Faster, Daniel Gross rebuts the declinists and documents the enduring strengths that power America’s ability to transform and reset itself in dynamic ways. The United States is poised to emerge from the crisis in better shape than any of its commonly touted old and new competitors.”


—Richard Florida, author of The Great Reset and The Rise of the Creative Class, Revisited, and director of the University of Toronto’s Martin Prosperity Institute


“Daniel Gross is an author and journalist who is not afraid to challenge the conventional wisdom. His latest book does this with tremendous style, by directly attacking the ‘America is doomed’ camp, to paint a portrait of America that is far more vibrant than critics usually acknowledge. Not everyone will agree with this account, least of all in an election year; however, it should be required reading for anybody who wants to understand the current state of the American recovery—and the country’s place in a fast-changing world.”


—Gillian Tett, U.S. managing editor, Financial Times, and author of Fool’s Gold
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CHAPTER 1



The Rise of Decline


The word came down on a hot, muggy August afternoon. And as frequently happens in the financial world, whether announcing bank closures or bankruptcy filings, the messenger dumped the bad news on Friday after the stock markets had closed. Doing so gives investors sixty hours to process the information before trading on it.


On August 5, 2011, Standard & Poor’s, the firm that rated Lehman Brothers an investment-grade A credit on the eve of its implosion, that rented out its ancient and venerable name to any investment bank that wanted to shovel junky assets into a credulous market, stripped the United States of its AAA credit rating. In a terse statement, S&P downgraded the credit of the world’s largest economy, the unchallenged military leader, the proprietor of the world’s reserve currency and guardian of the globe’s stability, to AA–. The United States, which first received an AAA score from the credit ratings agency Moody’s in 1917, was suddenly judged to be as likely to make good on its debt as … New Zealand?


The downgrade was just the latest humiliation to befall the U.S. economy in a three-year run of epically bad news. It came a week after the Commerce Department announced that the economy had expanded at a near-recessionary 1.3 percent annual rate for the second quarter. It came at the beginning of a month in which the economy would create no jobs, and two years after the country had officially emerged from a deep recession. It came at a time when Washington was in complete disarray, when Congress and the president were locked in an absurd standoff over extending the debt ceiling. Through fanaticism on the part of Congress and poor negotiating strategy on the part of the Obama administration, official Washington had managed to turn a once-routine formality into a circular firing squad. It came at a time when 14.2 million people were out of work, and when many more seemed to be out of hope. The fact that it was delivered when the markets were closed for the weekend did nothing to soften the blow.


In the fall of 2008 the failure of Lehman Brothers, a lightly regulated, highly incompetent investment bank that had managed to amass $650 billion in debt, triggered a chain of events that transformed the U.S. credit crisis into a global credit crisis. And it seemed to mark the end of a sixty-three-year American-led global epoch—driven by the mighty American consumer, fueled by American banks. For decades American institutions and individuals had provided the moral, intellectual, and financial underpinnings of the world’s financial, consuming, and trading system. But when cheap and easy credit disappeared in the wake of the Lehman debacle, the global engine suddenly conked out: 2009 marked the first year since 1944, the height of World War II, in which global economic output contracted. Though the shrinkage was hard all over, the United States seemed to suffer the most grievous physical, financial, and psychological blows. Ghost towns, ghost malls, and ghost office buildings haunted Las Vegas, Nevada, Phoenix, and Miami. Between the end of 2007 and the first quarter of 2009, $9 trillion of American wealth evaporated, making the United States suddenly poorer than Europe. New car sales fell 35 percent from 2007 to 2009. The United States endured a recession that lasted eighteen months, the longest period of economic contraction since the Great Depression.


Nothing was downsized as much as the national ego. The collapse of September 2008 coincided with other foreboding trends: China’s relentless boom, $4-per-gallon gas, a falling dollar, an unfathomably large government budget deficit, the soaring price of gold. The largest financial institutions, once the envy of the world, became wards of the state. No entity seemed capable of making a home mortgage except the government. The hardest-working country in the world became Dropout Nation. The unemployment rate spiked to 10 percent in October 2009; an alternative measure of unemployment, which takes into account frustrated part-timers and those who have given up looking for work, soared above 17 percent. A rampant Tea Party, an ungovernable Senate, a seemingly blasé White House, unrepentant banks, and falling home values contributed to a sour mood. An NBC/Wall Street Journal poll conducted in September 2010 found that 61 percent of Americans believed the country was in a state of decline and that only 27 percent were confident their children’s future standard of living would be better than their own.


Americans who ventured abroad after the Great Panic of 2008 suffered a series of insults and pokes in the eye. At the World Economic Forum in Davos, Switzerland, in January 2010, amid the panels on climate change, green technology, and the need to reimagine capitalism, American voices were conspicuous by their absence. The United States, which had once dominated the forum, occupied negative space in the multilevel Kongresszentrum. U.S. bankers remained in their Manhattan bunkers, reluctant to be seen jetting off on private planes to attend an elite gathering in the Alps. Most of the Obama administration’s economic team remained in Washington, prepping for the State of the Union address. The congressional delegation consisted largely of a rumpled Barney Frank, the Democratic representative from Massachusetts, and a sheepish Lindsey Graham, the Republican senator from South Carolina, who was continually forced to account for the antiglobalization rants of his Republican colleagues. In his keynote address, President Nicolas Sarkozy of France, once dubbed l’Americain for his interest in bling, long working hours, and generally harder-edged attitude toward economic policy, proclaimed an end to the U.S.-led version of global capitalism and immodestly proposed himself—and Europe—as an alternative leader. “Finance, free trade, and competition are only means and not ends in themselves,” he declared. At Newsweek’s big Friday lunch, in the sun-dappled dining room of the Hotel Seehof, the White House economic advisor Lawrence Summers was asked to say a few words about the economy. But he was cut off: the queen of Jordan was about to make her entrance. Rania, a radiant vision in a white pantsuit, blew air kisses and made her way to the head table, where Marie-Josée Kravis, the Canadian economist and third wife of the financier Henry Kravis, was nudged aside to make room. Summers crossed his arms and remained on his feet.


Yes, in ways big and small, it was hard to avoid signs of the decline in America’s economic status. The data, the trends, and the zeitgeist all began to run away from the country. And that darkened the mood considerably. In 2007 Americans may have invested, lent, and behaved as if nothing could go wrong, but starting in 2009 they began to behave as if nothing could go right. In a nation known for its congenital optimism, declinism quickly emerged as the chic intellectual pose for the new decade. Left, right, center, highbrow, lowbrow, ideological, and pragmatic—you name it. Like Walt Whitman, the American decline caucus contained multitudes.


The vindicated bears, the small group of analysts, economists, and journalists who accurately predicted the financial apocalypse of 2008, roamed the denuded terrain with confidence. Frequently scorned in 2006 and 2007, these prognosticators remained suspicious of the turnaround efforts, believing that the excesses that caused the problems in the first place had yet to be worked off. Peter Schiff, the libertarian money manager who warned of a debt apocalypse in frequent media appearances, proclaimed that the cure was aggravating the sickness. An adherent of the Austrian school of monetary theory, he believed the rescue—cheap money provided by the world’s central banks and higher levels of government spending—was a vain effort to reinflate the original bubble. Nouriel Roubini, the bon vivant New York University economist dubbed Dr. Doom, whose blog posts accurately predicted the housing and credit debacle, remained bearish through 2009 and 2010. So long as housing remained an issue, he believed there could be no recovery. “I see one percent growth in the economy in the next few years,” he told CNBC in July 2009. “It’s going to feel like a recession, even when it ends.”


Those who looked backward found ample reason to expect decline. From his perch at Harvard, the historian Niall Ferguson, a nostalgist for the faded British Empire, repeated his case that the once mighty American dreadnought was dead in the water. The weight of history suggested that the United States, overextended and debt-ridden, was likely to suffer the same fate in the early twenty-first century that befell the British Empire in the mid-twentieth. “It’s not a thousand years that separates imperial zenith from imperial oblivion,” he said in a May 2010 speech. “It’s really a very, very short ride from the top to the bottom.”1 Kenneth Rogoff and Carmen Reinhart, economists who data-mined history in This Time Is Different, a comprehensive look at financial debacles going back to the 1300s, arrived at a similar conclusion. Centuries worth of data on finance-induced crises suggest the United States won’t be bouncing back any time soon, they concluded.


The moment Barack Obama was sworn in as president, a wave of economic declinism swamped the political right. A surprising number of analysts, including op-ed page contributors to the Wall Street Journal, George Will, and adherents to supply-side economics, insist on viewing economic and market performance mostly through the lens of politics. Democrats, they are convinced, are bad for markets and the economy, while Republicans are good for both—evidence be damned. “Obama’s Radicalism Is Killing the Dow,” screamed a Wall Street Journal op-ed by George W. Bush’s economic advisor Michael Boskin on March 6, 2009, as the Dow touched 6,600—the same level at which it stood in January 1997. As President Obama began to enact his agenda—passing a stimulus package and an ambitious health care plan, appointing officials—Republicans warned darkly against creeping socialism and trillion-dollar deficits. House Minority Leader John Boehner famously shouted in March 2010 that the passage of health care reform would presage Armageddon. Everyone on the right, from Tea Party activists to the Republican economic establishment, regards President Obama as a job-killing, market-wrecking, socialist disaster. When the Federal Reserve chairman, a mild-mannered Republican first appointed by President George W. Bush, tried to do his job, Governor Rick Perry of Texas suggested he was engaging in behavior that right-thinking folks might regard as treasonous. Having voted en masse against the 2009 stimulus package on the grounds that it couldn’t work, the right went all out on economic failure, intellectually and politically. Until one of its own is back in the White House, the party of economic sunshine is in the strange position of praying for rain.


Through a different way of thinking the left reached a similar conclusion about the nation’s short-term economic prospects. The bailouts of 2008 were conceived in sin, because they provided unjust and unwarranted rewards to the highly paid, malign idiots (i.e., bankers) who nearly destroyed the economy. More broadly, Obama, under the sway of advisors too close to Wall Street banks, was overly concerned with appeasing discredited economic interests. Joseph Stiglitz, the Columbia economist and 2001 Nobel laureate, argued that the collapse and tepid response to the financial crisis and economic downturn had rendered the United States irrelevant. “The point now is that no one has respect for that kind of model anymore,” he told the Washington Post in October 2008. Obama’s repeated and fruitless attempts to reach across the aisle in 2009 and 2010 only deepened the angst. The price of three Republican votes for the stimulus bill in the Senate was reducing its size by $300 billion. And that, argued the Nobel laureate and New York Times columnist Paul Krugman, made it too small to be effective, given the steep decline in economic activity. In essence, the government was left with “$600 billion trying to fill a $2.9 trillion hole,” Krugman said in February 2009.2 For Keynesian economists, President Obama was excessively passive. He outsourced the design of vital health care legislation to Congress, failed to fill open positions at the Federal Reserve, tolerated Republican holds on crucial nominees and filibusters of legislation, and focused on deficit reduction at precisely the wrong time in a fruitless effort to garner Republican support. By generally failing to aggressively press his economic agenda and command the legislative stage, he let disputes fester into confidence-sucking faux crises surrounding the debt. Yes we can? No we can’t.


Instead of pointing out internal sources of rot and decay, many declinists looked abroad to bolster their case. Take the China Bulls, a group of analysts and journalists awed and impressed by China’s rapid growth, such as Thomas Friedman of the New York Times. It’s hard not to be overwhelmed by the enormousness of China. Every year of 8 percent growth, each high-speed rail track laid down and solar panel erected, and the steady agglomeration of impressive economic data seem to signal China’s rise and America’s fall. In the summer of 2008, when America was melting down, China staged the Summer Olympics in impressive fashion. In the fall of 2009, when I visited China for the first time, I traveled to Chongqing, which had been the country’s national capital during World War II. In the middle of town stands the Liberation Tower, which was erected to memorialize the war effort. Thirty years ago this ninety-foot-tall structure was the highest in town. Now it sits in the middle of the Jiefangbei shopping district, dwarfed by the office towers, hotels, and apartment blocks that march along the foggy banks of the Yangtze River. Oh, and there’s a Rolex ad embedded in the top of the tower.


Massive cities, rampant growth, and stunning scale confront visitors to China at every turn. On a six-hour boat ride through the Three Gorges area, I counted fifteen new bridges that had recently been built over the Yangtze River at the high-water mark. After debarking I toured the immense power plant built into the dam. The world’s largest renewable energy generator, the Three Gorges plant has the capacity to produce 18,200 megawatts of energy—about nine times the capacity of a large nuclear power plant. I rode the Maglev train that shuttles passengers from downtown Shanghai to the immaculate Pudong Airport at 250 miles per hour, without subjecting them to bumps. Returning to John F. Kennedy Airport’s glum arrivals hall and resuming my commute on Metro North, whose Eisenhower-era cars jostle passengers along at Eisenhower-era speeds, it was hard to avoid the conclusion that the future is happening somewhere else.


The shift in economic energy to the Far East is obvious. In 2010 stock exchanges in Hong Kong and China combined raised three times as much in initial public offerings as was raised in the United States: $119 billion to $42 billion; in 2011 greater China’s exchanges staged forty-six IPOs worth $47.9 billion, while the New York Stock Exchange and NASDAQ between them floated forty-seven IPOs worth a combined $20.8 billion.3 The fearful American reaction to dynamism in China and elsewhere was very similar to the trepidation Europeans felt when visiting the United States during our industrial revolution of the late nineteenth century: We are sooooo screwed. Think what visitors from Old Europe encountered when they saw Pittsburgh, or New York, or Chicago—cities that were dirty, bustling, crowded, booming, difficult to understand, and self-confident. The latest technology being put to ambitious use. A sense of purpose and striving. People who just seemed to work harder and want it more. As the economist Arvind Subramanian argued in his 2011 book, Eclipse: Living in the Shadow of China’s Economic Dominance, Americans had better get used to this feeling of inferiority.


A different cloud of decline drifted over the Pacific from Asia: the cautionary tale of Japan. Less than twenty-five years ago, Americans believed Japan was something like today’s China, only with a smaller population and an even more exotic cuisine. By dint of a superior work ethic, better adaptation of technology, military aggression channeled into commercial ambition, and industrial policy, this Asian power was poised to eat America’s lunch. But in the two decades since the collapse of its real estate and stock bubbles of the late 1980s, Japan has sunk into deep decline. The proud nation’s citizenry seems to have lost the will to procreate, or even to live. Walking around Tokyo, I frequently felt as if I were in a remake of Children of Men, the film about a world in which there are no babies. I was on a Shinkansen train from Kyoto to Osaka that came to a sudden stop. After a few minutes an announcement came over the intercom. Somebody had jumped in front of the train, a fairly common occurrence. Nobody batted an eye. About 100 Japanese commit suicide every day; the annual suicide rate was 24.4 per 100,000 people in 2009, more than twice the rate in the United States.4


Japan really can’t afford to lose people. I received a tutorial on Japan’s demographic problems from Kiyoaki Fujiwara, director of the Japan Business Federation’s economic policy bureau. Japan’s population peaked at 127.8 million in 2004 and has fallen pretty much every year since, to about 126 million in 2010. The forecast called for the population to shrink to 90 million in 2055. Fujiwara was sweating as he described the situation, and not just because it is so troubling. Japan’s Super Cool Biz campaign, aimed at saving energy, urges offices to keep the thermostat set in the mid-80s, even in the middle of Tokyo’s tropical summers. (If policymakers listen to Cole Porter’s “Too Darn Hot,” which describes the many ways in which heat dampens men’s sexual ambition, they’ll understand the connection between high temperatures and low birthrates.) Well-regarded economic analysts believe that Japan’s fate could be ours. “I had said that it would be more of an L-shaped, slow recovery,” Joseph Stiglitz told the New York Times in August 2011, when the economy seemed to hit stall speed and fears of a second recession were rising. “I think the answer now is a Japan-style malaise.”


For many pessimists, decline isn’t a matter of ideology or faith. It’s a matter of simple numbers. The U.S. economy fell into a very deep ditch in 2008 and 2009. To return the ratio of American household debt to gross domestic product, about 92 percent in late 2011, to its historical average of between 40 and 60 percent, consumers will have to pay down a few trillion dollars of principal. For the price of a typical home to return to its 2006 peak, it must rise 40 percent. The output gap—the difference between what the economy is currently producing and what it could produce without significant inflation—was 6.3 percent, or about $1 trillion, in the summer of 2011. Jobless recoveries have been the norm in recent decades. After the previous recession ended in November 2001, companies slashed payrolls for seventeen of the next twenty-one months. In the past, factories closed down and furloughed workers while inventory was depleted, then recalled workers when new orders came in. These days the shuttered factory is likely to reopen in China, forcing Americans to scramble for lower-paying service jobs. To recoup the 8.75 million jobs lost between January 2008 and February 2010, it will take 6.5 years of growth at 150,000 jobs per month. And that’s simply not good enough. Thanks to immigration and natural population growth, the U.S. worker base grows by about 150,000 per month.


Worse, the forces that drove job creation in the recent past—the housing boom, easy money, reckless lenders—are no longer with us. In fact, the great forces that propelled so much growth in the past few decades are poised to act as a brake on growth—at home and globally. For sixty years policymakers relied on a series of simple tools for combating slowdowns and promoting growth: the Federal Reserve cut interest rates, the government slashed taxes, and a deregulated Wall Street provided easy money. All of which spurred debt-fueled consumption and the movement of goods and services around the globe. No more. The Federal Reserve can’t lower interest rates any further; the overnight lending rate it controls has been close to zero since December 2008. In coming years interest rates will rise, and taxes and spending will be constrained to deal with the massive deficits that sprouted up in the post-bust years. Meanwhile a dysfunctional government continually sows uncertainty and hinders growth. In the absence of a massive new transformative economic force—the next steam engine, the next electricity, the next Internet—it’s difficult to see the path to a brighter future. Until the excesses of the past decade work themselves out, the 2001 Nobel economics laureate Michael Spence told me, “we’re just going to have to live with some version of the slow-growth employment problem.” For companies dependent on the free-spending American consumer, the days of effortless 15 percent earnings growth and easily accomplished expansion goals are over. “Flat is the new up,” William Lauder, chairman of the Estée Lauder Companies, told me in early 2010.


So as the economy muddled through, a kind of fatalism pervaded America, as if we had burned the tools necessary for growth. In many cases, even those most heavily invested in success were skeptical of the nation’s capacity for renewal and growth. At a dinner in Washington in 2009 convened by the Aspen Institute and the technology company Intel to discuss innovation, I asked Larry Summers, then the Obama administration’s chief economic spokesman, what would happen if we all tried a little harder, if we were more careful with resources. Wouldn’t that be worth something? Mustering all the diplomacy he could, Summers responded with a patronizing “Maybe.” The weak economy, pundits agree, ended Democrats’ control of the House of Representatives in 2010 and will seriously damage or maybe even doom Obama’s chance of a two-term presidency.


As negative sentiment bubbled up from a variety of sources in 2009, 2010, and 2011, the conventional wisdom hardened. The United States has a very slim hope of recovering from all the blows it has suffered. And even if we could somehow clear away the obstacles to satisfying growth in the short term, bigger problems loom on the horizon, from the national debt to global warming and the failures of public education. In the space of a few years the American economy had transformed from a fearsome beast into a wounded, lumbering behemoth, shorn of aggression and attacking spirit and vitality. By the time Standard & Poor’s, a crew generally known for being the last to know, announced its downgrade, it was like the coup de grâce at a bullfight.


As is so frequently the case, however, the conventional wisdom is wrong.





CHAPTER 2



The Myth of American Decline


The level of pessimism and uncertainty surrounding the decline of the U.S. economy may be unprecedented. And, of course, it may be justified in time. The headlines certainly serve up ample fodder for the decline case.


The bankers failed en masse and sank the economy. The housing market is so bad the government is the only entity capable of making new mortgages. Never mind the top-level statistics, the real unemployment rate is well into the double digits. When reforms were proposed aimed at warding off repeats of the financial meltdown, unrepentant bankers howled and accused the government of socialism. The president of the American Bankers Association declared that “overwhelming opinions of experienced bankers are emphatically opposed” to proposals that “compel strong and well managed banks to pay the losses of the weak.” Faced with the glaring need for reform after a meltdown and a series of scandals, the head of the New York Stock Exchange essentially brushed it off. “It’s a perfect institution,” he said.1 A president with great rhetorical gifts, a Harvard-educated lawyer who had been elected promising hope and a new era, wasn’t able to get much bipartisan support for any of his initiatives, which were derided as half-measures by his left flank. From the right, his outraged opponents accused the mild-mannered president of all sorts of things: he’s a fascist, a socialist, a communist; he’s aiming to take over and nationalize entire segments of the economy and subvert the constitutional order. The media are filled with rabble-rousers, lunatics, and acerbic commentators trying to rile things up. The president, the most prominent radio commentator says, is “leaning toward international socialism.” Many look at the name and policies of the leader of the free world, who was duly elected in a landslide, and conclude that he may not even be American, or a Christian. Overseas there’s a lot of instability. There are questions about the intentions and ambitions of the resource-rich, nondemocratic regime that runs the former Russian Empire. Europe seems about to implode as Germany bosses its neighbors around. In Asia a strong, rising, authoritarian regime is flexing its muscles and venting nationalist spleen.


Bad stuff, indeed. But all these developments, which could have been ripped from recent headlines, in fact happened in the early 1930s. In 1933 unemployment was above 24 percent, and the economy had been in recession for more than three years. The American Bankers Association leader opposed to reform? That was Francis Sisson railing against the establishment of the Federal Deposit Insurance Corporation in June 1933. The New York Stock Exchange president who boasted of running a perfect institution? That was Richard Whitney, who later went to jail for embezzlement. Father Charles Coughlin branded President Franklin D. Roosevelt a socialist. In the 1930s Hitler’s Germany was threatening its European neighbors, Stalin’s Soviet Union was on the march, and Japan was a rising power.


In other words, a widespread sense of decline and hopelessness amid a long period of subpar growth is nothing new. In fact, when it comes to decline, we’ve been here before, many times. Things have been going south economically in this country since the cruel winter of 1609, when nearly 90 percent of the settlers in Jamestown, Virginia, died. Even after winning independence, the young nation was perpetually starved for capital, easily bullied by the British, unable to control Atlantic sea lanes, and reluctant to invest in public infrastructure. Lacking a central bank, the U.S. financial system lurched from banking crisis to banking crisis and suffered a series of panics and lengthy recessions. The United States was an economic and cultural backwater for virtually all of the nineteenth century, an immature, uncouth cousin that required huge infusions of European capital to build its railroads. In 1875 U.S. gross domestic product per capita was $2,600, below that of Australia, New Zealand, Belgium, the Netherlands, and the United Kingdom.2


The sense of insecurity lingered even after industrialism supercharged growth between 1880 and 1920 and the United States seized the mantle of economic leadership after World War I. Progressives who went to Italy in the 1920s saw in Mussolini’s fascist regime a country that was far more interested in economic efficiency and effective policy than America was. During the New Deal, bankers and industrialists earnestly fretted that Franklin Roosevelt, an un-American socialist, would ruin the nation’s prospects for growth by establishing a new welfare safety net. The USSR’s launch of the Sputnik satellite in 1957 inspired fear that the Soviet Union’s apparent technological advantage would lead it to triumph in the cold war. In the 1970s there was widespread talk of malaise. Next, Japan went on the attack, this time with exports of electronics and cars and armed with yen to buy trophy properties like Rockefeller Center and Pebble Beach. Despite the triumph of Western capitalism over Eastern socialism at the end of the decade, the United States felt it was losing ground to countries that were more hard-core about schooling, training, and protectionism. “The Cold War is over, and Japan won,” as Senator Paul Tsongas, a Democrat from Massachusetts, said during his 1992 presidential campaign.3


The history of declinism is like an antiphony to the classic American theme of rising confidence and triumph. Although Americans are optimists and risk-takers by nature, they have frequently been plagued by a sense of insecurity, a presentiment that the enterprise is doomed. Declinism is a virus that lies dormant during expansions, only to break out in a rash of self-flagellating think pieces, gloomy op-ed articles, and dire warnings when defenses weaken. At present the gloom is so thick you can cut it with a (made in China) knife.


But here’s the thing: the doomsayers and declinists, the Debbie Downers and double-dippers are too pessimistic by half—in theory and in practice. The talk of America’s inevitable, inexorable economic decline is as off-base in 2011 and 2012 as it was at other points in history. And it’s not just because we’ve managed to bounce back from setbacks in the past.


The U.S. economy suffered a wipeout in the Great Recession of 2008–2009, like one of the icons of my childhood, Steve Austin. Played by Lee Majors, Steve Austin was an astronaut who crashed to earth and then became the Six Million Dollar Man. The series started as a television movie in 1973, a year the United States was undergoing a similar dark night of the soul, grappling with a succession of political and economic crises: Vietnam, Watergate, rising inflation, and an oil shock. But from its opening credits the Six Million Dollar Man exuded a typically American confidence: “We can rebuild him. We have the technology. We have the capability to make the world’s first bionic man. Steve Austin will be that man. Better than he was before. Better, stronger, faster.” And like Steve Austin, the U.S. economy can bounce back from its catastrophic wipeout. In fact, the process has already started.


The United States has serious problems, many of which verge on pathologies. Housing could take a generation to right itself. President Obama is not FDR, not by a long shot. There is no denying the raft load of negative data and economic pain. But there is no reason that the expansion that started in July 2009, against all the odds and predictions, can’t last just as long as the previous three expansions, which lasted 73 months (from November 2001 to December 2007), 120 months (from March 1992 through March 2001), and 92 months (from November 1982 through July 1990), respectively. When the definitive history of this period is written, it’s possible—likely, even—that this post-bust era will go down as a time not of stagnation and decline, but of reconstruction and transformation.


Such an optimistic outlook doesn’t come naturally to me. I grew up in Michigan in the 1970s and early 1980s, as auto plants closed and people began to flee the state. As an adult I’ve studied and written about the history of financial folly and lived and reported through a series of booms and spectacular busts: the dot-com explosion of the 1990s, the housing bubble, and the financial meltdown. A charter member of the gloom-and-doom caucus in 2006 and 2007, I wrote the January 2008 Newsweek cover story that suggested the U.S. economy was in recession—a full eight months before the economic establishment came around to that view. My perch at Newsweek afforded me a front-row seat at the meltdown of 2008. When I started at the magazine in July 2007, it was a profitable, $300 million-a-year business with four hundred employees. When I left in the fall of 2010, it was a money-losing $100 million-a-year business with a couple of hundred employees that was about to be sold to a ninety-one-year-old man, Sidney Harmon. For a dollar.


I know from decline.


So why am I optimistic that the United States can avoid a lost decade? I have several reasons.


The first is backward looking. As I’ve noted, the United States has been in similar situations many times before in its lengthy history and has always managed to come back. What’s more, much of the hand-wringing of recent years has been freakishly ill-timed. By the time people started complaining about a lost decade in 2010, we had already had one. The time to worry that bad policy, poor regulation, corrupt banks, and a feckless administration would queer growth for a decade was in 2003 and 2005. In November 2011 there were 109.9 million private-sector payroll jobs in the United States—almost precisely the same number there were in October 1999. Stocks went nowhere between 1998 and 2010. Both the number and the percentage of people living below the poverty line rose, from 11.9 percent in 1999 to 14 percent in 2010. The nation’s median income fell 5 percent from 1999 to 2009.4


The sheer breadth of the decline sentiment also offers reason for hope. If the American economy were a stock, every analyst would have a sell recommendation on it, and every major hedge fund would be shorting it. The declinists could all be right, of course. But that’s not likely. When all the forces are arrayed against an asset or an idea and are invested in its falling, that’s usually a pretty good sign it’s about to rise. Many of the loudest proclamations of decline come from those who thought the period from 2001 to 2008 was a rip-roaring good time, the Bush Boom. The consensus is frequently wrong, especially the consensus of those who predict the near future. As Yogi Berra put it, “It’s tough to make predictions. Especially about the future.” Looking at their models in 2007, forecasters told us housing prices couldn’t fall, the economy wouldn’t lapse into recession, and all those subprime borrowers were good credit risks. The fraternity of seers who, in March 2009, saw the stock market rising back to 12,000 within two years was about as small as the exclusive club that saw it plummeting from 14,700 to 6,600 in the space of six months. The fellows who spend their days trying to figure out the direction of the economy always seem to be the last to know about a turn. In the fall of 2008 the professional forecasters surveyed by the Philadelphia Federal Reserve Bank said the economy would shrink at a 1.1 percent annual rate in the first quarter of 2009; instead it shrank at a 6.7 percent annual rate.5 Oops!


A human factor is at work here. Muscle memory exerts a powerful hold on markets and economic actors. Once bad things happen, there’s a natural tendency to think—and expect—that they will happen again. Many people who were burned during the Great Depression never again invested in stocks, thus missing out on powerful bull markets. An engine backfiring in lower Manhattan today provokes a much different set of reactions than it did in, say, September 2000. The deep recession of 2008–2009 has been one such searing, life-altering experience. As Ross DeVol of the Milken Institute noted, “The peak-to-trough decline in real GDP during this recession was 4.1 percent, making it the most severe downturn since World War II.”6


The majority of people alive today, working, managing, investing, and commenting, have no experience of a recession this long and this deep. In the quarter-century from November 1982 to December 2007 there were only sixteen months of contraction, from July 1990 to March 1991, and from March 2001 to November 2001. These recessions were unusually shallow too, with 1.49 and 0.62 percent declines in output from peak to trough, respectively.7 The only contraction worse than the one we just lived through was the Great Depression, a forty-three-month doozy that ran from August 1929 to March 1933. Our balance sheets, bank accounts, egos, and psyches simply weren’t prepared for the depth and degree of shrinkage. Or for the slowness of the recovery. As Kenneth Rogoff and Carmen Reinhart document in This Time Is Different, not all recessions are created equal. Economies recover relatively quickly from downturns that are natural outcomes of the business cycle. Having produced too much or too exuberantly, companies idle capacity until inventories are worked down, and then reopen factories when demand rises again. By contrast, contractions precipitated by financial crises last longer, are slower to dissipate, and can retard economic growth for a decade.


It’s common for exuberant projections to be made at the top of economic and market cycles. The book Dow 36,000, in which the authors James Glassman and Kevin Hassett proclaimed the Dow Jones Industrial Average could easily triple from its 12,000 level, was published in September 1999—just before the market took a big tumble. Just so, prophesies of long-term decline are usually issued only after we’ve suffered a catastrophic fall. In the spring of 1933 few New Deal critics believed that a bottom had been reached, that many of the programs and reforms would work, that the nation would rebuild itself and, ten years later, be in a position to lead the world to victory in the fight against tyranny—because nobody could imagine any of those events. From the uprising in Libya to the housing market, we live in an age of continual discontinuity. Predictions about what will happen in the economy over the next ten, twenty, or fifty years generally make their authors look like fools. Imagine a book written in 1990 that tried to look twenty years into the future. Would it have accounted for China? The Internet? 9/11? A $7 billion company named Zynga that involves fake farms on something called the Internet? The Kardashians?


It’s tempting to think that history unfolds in a steady, linear path and that events are destined to happen. But as I learned twenty years ago in the basement of Robinson Hall at Harvard University, in a seminar with the great colonial historian Bernard Bailyn, we must regard history—and the present—as contingent. At any moment things can go either way. On the morning of July 1, 1863, it was entirely possible that the Union would falter at Gettysburg. A century later, on November 22, 1963, it was entirely possible that Lee Harvey Oswald’s aim would not be true. As late as 2006 it was still entirely possible that the worst of the subprime crisis could have been averted. After the fact we ascribe a pattern and logic to events that were not apparent when they were happening. It’s entirely possible the United States is doomed never to recover from the self-inflicted economic wounds of 2008–2009. It is also entirely possible—even more, entirely plausible and probable—that it will get past them in time.


There are also real, observed, fact-based reasons to be skeptical of decline. Although the United States may be in bad shape, the rest of the world stinks too. Japan really seems to be in terminal decline. In 2006 official New York was in a tizzy about concerns that London, with its light-touch regulatory scheme and rampant hedge funds, would overtake Manhattan as a financial center. The consulting firm McKinsey issued an alarming report, commissioned by New York City’s mayor Michael Bloomberg and Senator Charles Schumer of New York State. The big recommendation: to avoid losing ground to the Brits, the United States should ease up on regulation of the banks! Two years later London’s financial system swamped Britain’s economy, which is still waterlogged with bad debt, ownership of major financial institutions, and a government whose austerity measures are promoting stagnation. How about Europe? In 2004 the journalist T. R. Reid published The United States of Europe: The New Superpower and the End of American Supremacy. With Europe united in a common trading bloc, he argued, this new agglomeration of power, a force with a population and economy as large as America’s, would rule the future. After all, it had better social programs, a high degree of wealth, and the advantages of integration on trade and monetary policy. Why, there was nothing France, Germany, Spain, Italy, and Greece couldn’t do. Except, it turns out, create jobs, pay their bills, get along, and stay solvent. The new conventional wisdom, as Floyd Norris of the New York Times wrote in the spring of 2011, holds, “It is hard to see how the euro zone can be undone, but it is even harder to see how it will prosper.”8


In his 2008 book, The Post-American World, Fareed Zakaria, editor of Newsweek International, convincingly asserted that the developing world will play a greater role in the global economy and in geopolitical affairs. But as impressive as the growth of the BRIC nations—Brazil, Russia, India, and China—has been, they are still way behind the United States, and they are still extremely poor. With a combined population of 2.85 billion, the BRIC countries had a combined GDP of $11 trillion in 2010, about $3,860 per person. The United States, with 311 million people, managed to produce nearly $15 trillion in GDP in 2010, or $48,000 per capita. The gap between the United States and these developing economies is so vast that they will need a few more decades of uninterrupted growth before their citizens’ standard of living truly matches that of Americans.


Just as they ignored the weaknesses of Japan in the 1980s, today’s fatalists ignore the brittleness of the Chinese juggernaut. China has plenty of problems. The state bailed out many of its largest financial institutions in 2004, and ghost cities built with bad debt are likely to stimulate another round of bank bailouts. Wage inflation is causing a chunk of its manufacturing base to lose its cost advantage. Corruption and theft are widespread, and shoddy standards of business practice prevail in everything from drywall to high-speed rail to accounting. From Ai Weiwei, the artist who was briefly imprisoned, to the villagers of Fukan, who expelled corrupt officials in the fall of 2011, citizens are questioning the regime’s legitimacy. China has a set of rather blunt and crude instruments it can use to deal with challenges: when prices go up, it puts in price controls; when the regime fretted about food shortages and overpopulation, it instituted a one-child policy and ruthlessly enforced it for thirty years; in 2011 the government canceled Super Girl, China’s version of American Idol, because the concept of voting for a favorite pop star was dangerously close to the concept of, say, voting for leaders directly. And then there’s that whole freedom and human rights thing.


Even the Chinese are pessimistic about the prospects of middle-class people enjoying a decent life. In late 2010 a viral email circulated lamenting how long people would need to work to afford a small apartment in central Beijing, which was then going for about $450,000. “As long as there were no natural disasters, a peasant farmer working an average plot of land would just have been able to afford an apartment if he or she somehow had worked from the Tang Dynasty, which ended in a.d. 907, until now. Prostitutes would have to entertain 10,000 customers.”9


But the real reason for optimism isn’t simply that declinists have been wrong in the past, or that the other economies that are supposed to seize the mantle of leadership from the United States aren’t in great shape. No, just as it overlooks the relative strength of the United States and its rivals, the case for decline overlooks the intrinsic, enduring strengths of the United States. Excuse me while I put on my American Exceptionalism cap. America has been, and remains, unique—politically and economically—in the way it responds and reacts to crisis, in the way its public and private sectors act, and in the way its private sector innovates and find opportunities. In late 2010 I asked Treasury Secretary Timothy Geithner which country’s problems he’d rather have: America’s or China’s. A “duh” expression crossed his faced. “No one’s,” he replied. That could have been an administration official giving the party line. But there are times when the party line and the truth intersect. This was one of them.


The United States came out of the global recession better, stronger, and faster than most of its peers—and better, stronger, and faster than most observers expected. And it remains the largest, most prosperous, and most interesting economic market. Metrics like business investment, exports, car production, industrial production, retail sales, and savings rate all rose significantly from 2009 through 2011. Default rates, delinquency rates, corporate failures, and bank closings all fell significantly in the same period. Whenever something bad happens in the world—revolts in the Middle East, a tsunami in Japan, a fiscal crisis in Greece—investors around the world rush to dollar-denominated assets. At a time of widespread pessimism, America was still attracting new citizens from abroad and manufacturing them at home. In 2009 and 2010, 1.13 million and 1.04 million immigrants, respectively, obtained legal permanent resident status. But nothing says more about attitudes toward the future than a country’s birthrate. In 2011 Japan’s fertility rate was 1.21 per woman; in the United States it was 2.05.10


The bad news bears presume that America is incapable of rebuilding itself. But the rebuilding has already begun. In getting back on its feet, the country rediscovered the competitive advantages it has long had, advantages that lay dormant during the credit and housing boom. In February 2011 Mary Meeker, who gained fame as an Internet stock analyst at Morgan Stanley in the 1990s and has since evolved into a venture capitalist, issued what was meant to be a 466-page report evaluating the United States as if it were a stock. Meeker is remembered for having slapped buy recommendations on dot-com stocks and never changing her mind even as the market plummeted. As Peter Elkind wrote in Fortune in May 2001, “Among the stocks she has never downgraded are Priceline, Amazon, Yahoo, and FreeMarkets—all of which have declined between 85% and 97% from their peak.” Meeker concluded that America’s liabilities vastly outweighed its assets. But she ignored some of America’s tangible assets, such as the nation’s holdings of gold and its huge stock market capitalization. And she ignored many of the nation’s intangible assets, like the ability to conjure up giant global Internet companies from nothing. In the summer of 2011 I was at a dinner with Tung Chee Hwa, the billionaire shipping magnate and former chief executive of Hong Kong, and a handful of journalists. When one of my colleagues mentioned Meeker’s analysis, he was somewhat incredulous. “What about America’s earning power?” he asked.11


Indeed Meeker’s analysis was about as rigorous and as sound as many of her 1990s-vintage reports on dot-com stocks. Still, the bears have their story and they are sticking to it. The miasma of bad news and gloom has permitted a host of assumptions to take root in the narrative surrounding the U.S. economy:


• The United States didn’t react with sufficient speed to the collapse of 2008. Policymakers, the private sector, and consumers simply kicked the can down the road, denied reality, and papered over problems.


• The United States is tapped out and lacks the physical, emotional, and natural resources to fund and drive its own renewal and recovery. As other countries enjoy rampant growth and trade with each other, the United States is turning into a forgotten backwater. It is unable to attract investment from overseas and doesn’t make anything the world wants.


• The United States has lost the ability to build innovations into global businesses. And Americans lack the cultural sensitivity to integrate into local markets and fully participate in global growth.


• The American consumer is a spent force, incapable of assisting in the recovery of the economy or the development of new business models.


• America is in decline.


 


As we’ll see in coming chapters, none of these statements is accurate.


The reality-based case for optimism rests in large measure on an understanding of America’s core competencies and competitive advantages: attitudes, habits, and capabilities that, even in this age of globalization, remain unique. Yes, the United States has proved in recent years that it’s better than other countries at blowing systems up. But we’ve also learned that it is better at recovering, at recognizing and confronting new realities, at developing and executing decisive policies, at processing failure and moving on. The rescue plans and recovery efforts of 2008 and 2009 were conceived on the fly, and they were haphazard and painful. But the bailouts, stimulus, and private-sector restructuring efforts got the country back on the path to growth, unsatisfying as it has been. In fact, U.S. companies and consumers, with an assist from policymakers, proved adept at restructuring rapidly and shucking debt. Jim O’Neill, the London-based Goldman Sachs economist who coined the term BRIC, hasn’t given up on the United States. “Crucially, the post–credit bubble collapse doesn’t seem to have left some other powerful attributes of the U.S. economy severely damaged,” he wrote in the Financial Times in January 2011. “Another wonderful attribute of the U.S. is the decisiveness of policymaking, despite frequent evidence to the contrary in Congress.” These abilities helped the public and private sectors to put the brakes on the epic fail of late 2008 and early 2009 and propelled the beginnings of a recovery. If embraced more broadly, systematically, and wholeheartedly, they can sustain a lengthy expansion. While growth has been fitful since the recovery began in July 2009, and the economy seems to be in constant danger of slipping back into recession, there’s no reason to think that America’s ability to grow is permanently impaired.


Modern-day declinism rests on a simplistic view that all the structural forces transforming the global economy are arrayed against us. But that’s not true. In fact, many of them work in America’s favor. In viewing global growth as a zero-sum game, declinists underestimate the ability of the United States to benefit from the developments sweeping the world. Far from being a victim of global growth, the country has been a beneficiary of it. Since the recession, the United States has continued to lead the world in foreign direct investment, to lead the world in exports, and to develop new types of exports. American companies have successfully planted their flags in booming foreign markets. In recent years, as in the past, the U.S. private sector has shown a great ability to innovate, to create new business models and take them to global scale, and, most important, to engage with the world. Meanwhile, changes in the global economy are spurring some jobs that left the country to return and are leading a larger number of foreign companies to hire in the United States. American companies are still creating new economic ecosystems that invite and encourage further investment.
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