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The arc of the moral universe is long, but it bends toward justice.
—Martin Luther King Jr.

The legitimate object of government is to do for a community of people

whatever they need to have done but can not do at all, or can not do so

well, for themselves in their separate and individual capacities.
—Abraham Lincoln

If we keep track of how our laws and manners are doing, think up ways
to improve them, try them out, and keep the ones that make people
better off, we can gradually make the world a better place.

—Steven Pinker
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Sources of Successful Societies

For nations, as for individuals, it’s good to be rich. Affluent countries are more
likely to be democratic, more likely to have government programs that cushion
life’s bumps and boost the capabilities and well-being of the less fortunate, and
more likely to prioritize personal liberty. Their citizens tend to be more secure,
better educated, healthier, freer, and happier.

The world’s twenty or so rich democratic countries aren’t all alike, and they’ve
changed a good bit over the past century.' Their experiences give us helpful
clues about what institutions and policies best promote human flourishing.
To this point in history, the most successful societies have been those that fea-
ture capitalism, a democratic political system, good elementary and secondary
(K-12) schooling, a big welfare state, employment-conducive public services,
and moderate regulation of product and labor markets.? I call this set of policies
and institutions “social democratic capitalism.”

Social democratic capitalism improves living standards for the least well-off,
enhances economic security, and very likely boosts equality of opportunity. It
does so without sacrificing the many other things we want in a good society,
from liberty to economic growth and much more. Its chief practitioners have
been the Nordic nations: Denmark, Finland, Norway, and Sweden. Contrary to
what some presume, there is no good reason to think social democratic capi-
talism will work well only in these countries. Its success almost certainly is trans-
ferable to other affluent nations. Indeed, all of those nations already are partial
adopters of social democratic capitalism.

The United States, the largest of the world’s rich democracies, is one of those
partial adopters. If the United States were to expand some of its existing public
social programs and add some additional ones, many ordinary Americans would
have better lives. Despite formidable political obstacles, there is good reason to
think America will move in this direction in coming decades.

Those are my conclusions. This book provides the evidence and the reasoning.



2 SOCIAL DEMOCRATIC CAPITALISM
Aftluence and Its Consequences

Let’s begin with some context. The extent of human progress over the past two
centuries is astonishing. The starting point is improvement in economic well-
being. Economic historians have estimates of gross domestic product (GDP)
per person back to the year AD 1 for France and back a few centuries or more for
some other countries. For most of the past two thousand years—and by exten-
sion, for virtually all of human history—the quantity of goods and services we
produced barely budged.® Then, around the middle of the 1800s, nations such
as the United States, Germany, France, and a handful of others stumbled upon
an institutional framework featuring markets, government provision of property
rights and public goods, and the scientific method. This configuration has proved
conducive to rapid and sustained economic advance, as we see in Figure 1.1.*

As societies get richer, they change in a variety of ways. Among these changes
are shifts in what people want and what they prioritize. Three are particularly
important.

First, people tend to dislike loss.® The higher our income, the more insurance
we are willing to purchase in order to minimize potential loss. For some types
of insurance, such as insurance against low income in old age, government is
the most effective provider. Germany created a public old-age pension program
in the late 1800s, and other industrializing countries began to do so in the first
half of the twentieth century, with many introducing or expanding them during
the Great Depression in the 1930s. While many nations now have this type of
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Figure 1.1 GDP per capita. Adjusted for inflation and converted to 2011 US dollars using
purchasing power parities. “k” = thousand. The data begin in AD 1 for France, in 1500 for Germany,
and in 1650 for the United States. Data source: Maddison Project Database 2018, rug.nl/ggdc.
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Figure 1.2 Affluence and public old-age pension coverage. Old-age pension coverage: share
of statutory pension-age population. 2004-2013. Data source: United Nations Development Program
(UNDP), “Human Development Data,” using data from the International Labour Office (ILO),
World Social Protection Report. GDP per capita: converted to 2011 US dollars using purchasing power
parities. “k” = thousand. 2005. Data source: UNDP, “Human Development Data.” Three small, rich
city-states (Andorra, Luxembourg, Singapore) are omitted. The line is a loess curve, calculated with

five oil-rich nations excluded.

public program, richer countries tend to have more expansive ones, as Figure
1.2 shows.

Government also plays an important role in the provision of health insurance.
As we see in Figure 1.3, public spending on healthcare tends to rise as nations
get richer. The same is true for education, as Figure 1.4 shows. (The association
in this figure would be even stronger but for the fact that virtually all countries
have universal government-funded K-12 schooling, which requires significant
expenditure regardless of national wealth.)

Much of what modern governments spend money on is public insurance.
Some programs protect against loss of income due to old age, unemployment,
illness, disability, family needs, discrimination, and other conditions and
circumstances. Other programs ensure widespread availability of schooling,
healthcare, housing, job training and placement, transportation, and other
services and goods. As a country gets more affluent, the welfare state tends
to grow.®

A second change in people’s desires as they get richer is to want more fair-
ness in their society.” Drawing on several decades of public opinion survey data
from multiple countries, Ronald Inglehart and Christian Welzel have found
that once people can be confident of survival and of a decent standard of living,
they tend to shift away from a worldview that emphasizes traditional sources
of authority, religious dictates, traditional social roles, and the well-being of
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Figure 1.3 Affluence and public health expenditures. Public health expenditures: share of
GDP. 2014. Data source: United Nations Development Program (UNDP), “Human Development
Data” GDP per capita: see Figure 1.2. 2014. Three small, rich city-states (Andorra, Luxembourg,
Singapore) and four small island nations that have very high health expenditures are omitted. The line

is aloess curve, calculated with eight oil-rich nations excluded.
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Figure 1.4 Affluence and public education expenditures. Public education
expenditures: share of GDP. 2010-2014. Data source: United Nations Development Program
(UNDP), “Human Development Data” GDP per capita: see Figure 1.2. 2010. Three small, rich city-

states (Andorra, Luxembourg, Singapore) and two small island nations that have very high education

expenditures are omitted. The line is a loess curve, calculated with four oil-rich nations excluded.

the group or community rather than that of the individual. A “postmaterialist”
or “emancipative” worldview replaces a scarcity orientation.® One element of
postmaterialism is a desire for basic political rights. Another element is univer-
salistic humanism, which deems all persons, including members of outgroups,
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Figure 1.5 Affluence and desire for fairness in politics. Importance of democracy: average
response to the question “How important is it for you to live in a country that is governed
democratically?,” with 1 indicating “not at all important” and 10 indicating “absolutely important.”
2005-2014. Data source: World Values Survey. GDP per capita: see Figure 1.2.2005. Three small, rich
city-states (Andorra, Luxembourg, Singapore) and Haiti are omitted. The line is a linear regression

line, calculated with two oil-rich nations excluded.

as equally worthy of rights, opportunities, and respect. In the world’s rich na-
tions, the shift from a traditional orientation to a postmaterialist one emerged in
the generation that grew up after the Great Depression and World War I1.” As the
rest of the world gets richer, we're beginning to observe it there too."

We can see the growing embrace of fairness when we compare nations that
have varying levels of economic affluence. The richer the nation, the more im-
portant people tend to say it is “to live in a country that is governed democrat-
ically,” as Figure 1.5 shows. Similarly, a much larger portion of the populace in
higher-income nations disagrees that “when jobs are scarce, men should have
more right to a job than women,” as we see in Figure 1.6."" And Figure 1.7 shows
a similar pattern when respondents are asked whether “when jobs are scarce,
employers should give priority to [native-born] people over immigrants.”

A third shift that comes with affluence is a growing emphasis on personal
liberty. Most of us want the freedom to choose what to believe, how to behave,
with whom to live, and so on. As material well-being increases, this desire for
freedom comes to the fore."

Here too we can observe the progress by looking across countries. Figure 1.8
shows that in richer nations more people consider religion, which tends to re-
strict our beliefs and behaviors, to be not very important in their life."> More
people say divorce is justifiable, as Figure 1.9 shows. And more people view ho-
mosexuality as justifiable, as we see in Figure 1.10.
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Figure 1.6 Affluence and desire for fairness for women. Women have equal right to a

job: share not disagreeing that “when jobs are scarce, men should have more right to a job than
women.” Other response options: agree, neither agree nor disagree. 2005-2014. Data source: World
Values Survey. GDP per capita: see Figure 1.2. 2005. Three small, rich city-states (Andorra,
Luxembourg, Singapore) are omitted. The line is a linear regression line, calculated with two oil-rich

nations excluded.
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Figure 1.7 Affluence and desire for fairness for immigrants. Immigrants have equal right to
ajob: share disagreeing that “when jobs are scarce, employers should give priority to [native-born]
people over immigrants.” Other response options: agree, neither agree nor disagree. 2005-2014.

Data source: World Values Survey. GDP per capita: see Figure 1.2. 2005. Three small, rich city-states
(Andorra, Luxembourg, Singapore) are omitted. The line is a linear regression line, calculated with two

oil-rich nations excluded.



97%
(%)
=]
Q
2
©
S
ey
[0
>
5
Zam Im T
palrg  Mly
' Alg Lib
Yel 1
1
T T
0 $70k

GDP per capita

Figure 1.8 Affluence and desire for freedom in personal beliefs. Not very religious: share

of the population responding other than “very important” to the question “For each of the following,
indicate how important it is in your life: religion.” Other response options: rather important, not very
important, not at all important. 2005-2014. Data source: World Values Survey. GDP per capita: see
Figure 1.2. 2005. Three small, rich city-states (Andorra, Luxembourg, Singapore) are omitted. The line

is a loess curve, calculated with three oil-rich nations excluded.
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Figure 1.9 Affluence and desire for freedom in personal behavior: divorce. Divorce is
justifiable: average response to the question “Please tell me for each of the following actions whether
you think it can always be justified, never be justified, or something in between: divorce,” where 1
indicates “never justified” and 10 indicates “always justified.” 2005-2014. Data source: World Values
Survey. GDP per capita: see Figure 1.2. 200S. Three small, rich city-states (Andorra, Luxembourg,

Singapore) are omitted. The line is a loess curve, calculated with two oil-rich nations excluded.
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Figure 1.10 Affluence and desire for freedom in personal behavior: homosexuality.
Homosexuality is justifiable: average response to the question “Please tell me for each of the
following actions whether you think it can always be justified, never be justified, or something in
between: homosexuality,” where 1 indicates “never justified” and 10 indicates “always justified.” 2005-
2014. Data source: World Values Survey. GDP per capita: see Figure 1.2.2003. Three small, rich city-

states (Andorra, Luxembourg, Singapore) are omitted. The line is a loess curve.

These advances in freedom aren’t without cost. As people come to value
freedom more heavily, more choose to divorce or not to marry, so fewer children
grow up with two parents.'* And as religion fades, a key source of community
weakens." But these developments do enhance individual liberty.

People’s value orientations tend to be established in their teen and early
adult years and then persist through the rest of their lives, so at the societal level
changes in attitudes often happen slowly, via new cohorts replacing older ones.
Even so, the attitude shifts are clearly visible in the cross-country patterns in
Figures 1.2 through 1.10. Researchers also find them when comparing across
cohorts within countries and when examining changes over time in the few na-
tions for which attitudinal data are available over a lengthy period of time.'

When a country’s economic performance weakens, such as during recessions,
the rise in support for public insurance, fairness, and personal freedom some-
times stalls or even reverses. However, such backsliding tends to be temporary."’

Together, affluence, its causes (markets, stable and supportive government,
and science), and its consequences (desire for more insurance, fairness, and per-
sonal freedom) have produced societies that are not only richer but also more
secure, better educated, healthier, fairer, and freer. Let’s take a look at some of the
evidence that makes this clear.'

A common way to measure the extent of poverty or material deprivation in
different countries is to pick a minimally-acceptable income level and calculate
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Figure 1.11 Affluence and a decent income floor. Poverty: share of persons living in a
household with an income less than $5.50 per day. Incomes adjusted for inflation and converted to
2011 US dollars using purchasing power parities. Average over 2004-2015. Data source: World Bank.
GDP per capita: see Figure 1.2. 2010. Three small, rich city-states (Andorra, Luxembourg, Singapore)

are omitted. The line is a loess curve.

the share of the population that lives in households with an income below that
level. Figure 1.11 shows that if we use $5.50 per day as the threshold, many low-
income nations have very high poverty rates, while high-income nations have
virtually no poverty. Figure 1.12 shows that school completion tends to be
greater in higher-income countries. In Figures 1.13 and 1.14, we see a similarly
strong relationship for life expectancy and for homicides."

Fairness outcomes also improve. Richer nations tend to be more dem-
ocratic, as Figure 1.15 shows. Women in more affluent countries tend to be
better off on measures of inclusion, justice, and security, as we see in Figure
1.16. Figure 1.17 shows that immigrants are much happier with their lives in
richer countries.

Finally, not only do people want more freedom as their societies become
wealthier; they often get it. Researchers at a libertarian think tank, the Cato
Institute, have compiled data on an assortment of freedoms, including the rule
of law, security and safety, freedom of movement, religious freedom, freedom
of association, freedom of expression and information, and freedom of identity
and relationships. Figure 1.18 shows that a composite index reflecting these per-
sonal freedoms tends to rise with countries’ GDP per capita.

The formula for progress, then, is straightforward: Put in place the
prerequisites for sustained economic growth. Get richer. This brings pressure
(from individuals and from organizations representing them, such as labor
unions) for government services and supports, for fairness, and for personal
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Figure 1.12 Affluence and education. Education: average years of schooling completed. 2015.
Data source: United Nations Development Program (UNDP), “Human Development Data.” GDP
per capita: see Figure 1.2.2015. Three small, rich city-states (Andorra, Luxembourg, Singapore) are

omitted. The line is a loess curve, calculated with eight oil-rich nations excluded.
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Figure 1.13 Affluence and life expectancy. Life expectancy: years at birth. 201S. Data
source: United Nations Development Program (UNDP), “Human Development Data.” GDP per
capita: see Figure 1.2.2015. Three small, rich city-states (Andorra, Luxembourg, Singapore) are

omitted. The line is a loess curve, calculated with eight oil-rich nations excluded.

freedoms. Together, changes in material well-being and in popular attitudes im-
prove the likelihood of good outcomes.

Achieving sustained economic growth has proved difficult for many of the
world’s poorer nations. A key challenge for social scientists is to improve our un-
derstanding of how to kick-start and sustain economic growth.” In the past several
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Figure 1.14 Affluence and safety. Homicides: per 100,000 population. 2010-2014. Data

source: United Nations Development Program (UNDP), “Human Development Data.” GDP per
capita: see Figure 1.2. 2010. Three small, rich city-states (Andorra, Luxembourg, Singapore) and three
very-high-homicide countries (El Salvador, Honduras, Venezuela) are omitted. The line is a loess

curve, calculated with eight oil-rich nations excluded.
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Figure 1.15 Affluence and democracy. Democracy: higher values indicate more democratic.
Scale is —10 to +10. 2016. Data source: HumanProgress, “Democracy versus Autocracy Over Time,”
using data from Polity IV Annual Time-Series. GDP per capita: see Figure 1.2.2015. Three small, rich
city-states (Andorra, Luxembourg, Singapore) are omitted. The line is a loess curve, calculated with

seven oil-rich nations excluded.

decades there has been considerable progress: for the first time, poorer countries
containing a large portion of the world’s population—particularly China and India
but some others as well—have been growing rapidly. During this period more
people have escaped poverty than ever before in human history.!
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Figure 1.16 Affluence and women’s well-being. Women, peace, and security index: a
composite measure of inclusion (economic, social, political), justice (formal laws and informal
discrimination), and security (family, community, societal) via 11 indicators. Scale is 0 to 1. Data
source: Georgetown Institute for Women, Peace, and Security and Peace Research Institute of Oslo,
Women, Peace, and Security Index 2017-18. GDP per capita: see Figure 1.2. 2015. Three small, rich
city-states (Andorra, Luxembourg, Singapore) are omitted. The line is a loess curve, calculated with

five oil-rich nations excluded.

Immigrants’ life satisfaction

0 $70k
GDP per capita

Figure 1.17 Affluence and immigrants’ well-being. Immigrant life satisfaction: average
response to the question “Please imagine a ladder, with steps numbered from 0 at the bottom to 10
at the top. The top of the ladder represents the best possible life for you and the bottom of the ladder
represents the worst possible life for you. On which step of the ladder would you say you personally
feel you stand at this time?” 2005-2017. Data source: Gallup World Poll, via the World Happiness
Report 2018, online appendix. GDP per capita: see Figure 1.2. 20185. Three small, rich city-states
(Andorra, Luxembourg, Singapore) are omitted. The line is a loess curve, calculated with six oil-rich

nations excluded.
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Figure 1.18 Affluence and personal freedom. Personal freedom: average score for rule of law,
security and safety, freedom of movement, religious freedom, freedom of association, freedom of
expression and information, and freedom of identity and relationships. Scale is 0 to 10. 2015. Data
source: Jan Vasquez and Tanja Porcnik, The Human Freedom Index, Cato Institute. GDP per capita: see
Figure 1.2. 2015. Three small, rich city-states (Andorra, Luxembourg, Singapore) are omitted. The line

is a loess curve, calculated with seven oil-rich nations excluded.

While affluence makes progress in other areas more likely, it isn’t a precondi-
tion. An equally important challenge for social scientists, therefore, is to figure
out ways to speed up the implementation of services, cushions, fairness, and
freedom even before nations become rich.?> How can we get more children in
good schools for longer? How can we improve health outcomes before a fully
modern healthcare system is in place? How can we reduce deep poverty in ad-
vance of full-scale national affluence?

Along with addressing climate change and other existential threats, these
tasks are the most important ones facing researchers and policy makers, because
they affect a large share of the world’s people, including its least well-off.

However, they aren’t our only challenge. For all of their achievements, the
world’s rich democratic countries have progressed unevenly toward the good
society. These twenty or so nations are similar to one another in some of their
institutions and policies, but they also vary quite a bit. And while it isn’t always
easy to spot in the charts we've looked at so far, they differ significantly on an
array of outcomes.

What, according to these countries’ experience, is the configuration of
institutions and policies most conducive to human flourishing? The histor-
ical and comparative evidence suggests that the answer is social democratic
capitalism.
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Social Democratic Capitalism

Social democratic capitalism consists of democracy, capitalism, education, a big
welfare state, and high employment. All rich longstanding-democratic nations
have the first three of these—democratic political systems, capitalist economies,
and good-quality K-12 schooling. What sets social democratic capitalism apart
is the addition of expansive and generous public insurance programs along with
aggressive promotion of high employment via public services and modest rather
than stringent regulation of product and labor markets.

In Part 1 of this book, I examine social democratic capitalism and its per-
formance. What has it achieved? To what extent does it suffer from tradeoffs?
Up to now, social democratic capitalism’s chief practitioners have been the
Nordic countries: Denmark, Finland, Norway, and Sweden. Is its success gen-
eralizable beyond the Nordics? Are there alternatives that can do as well or
better?

Chapter 2 looks at the experience of the Nordics and other rich democratic
nations. Joining democracy, capitalism, and education together with a big wel-
fare state and high employment has brought the Nordic countries a better
standard of living for their least well-off members, greater income security, and
very likely more equality of opportunity. And they have gotten these results
without sacrificing economic growth, freedom, health, happiness, or any of a
large number of other outcomes we want in a good society.

Skeptics discount the Nordics’ success on the presumption that these nations
have some unique feature that allows them, and only them, to reap the benefits
of social democratic policies without suffering tradeoffs. Versions of this story
identify the Nordics’ secret weapon as an immutable work ethic, superior in-
telligence, trust, solidarity, small population size, ethnic homogeneity, institu-
tional coherence, effective government, corporatism, a willingness to be taxed,
tax compliance, strong labor unions, or low income inequality. I examine these
hypotheses in Chapter 3. None holds up to close inspection.

Is there a small-government set of institutions and policies that can match
the success of social democratic capitalism? Some believe there is. It consists
of low government spending and taxes, strong families and voluntary organiza-
tions, private rather than public services, and public transfer programs heavily
targeted to the least well-off. As I document in Chapter 4, the experience of the
affluent democratic nations over the past half century hasn’t been friendly to
this hypothesis. Countries with smaller government haven't achieved faster eco-
nomic growth. Families and voluntary organizations are sometimes less effective
and efficient than government programs, they by nature aren’t comprehensive in
coverage, and they’ve been weakening over time. They also are nearly or equally
as prominent in nations with a big government as in those with a smaller one.



Sources of Successful Societies 15

Private provision of services should be welcomed, even embraced, but it is most
effective as a complement to public provision rather than a substitute. Relying
on heavily targeted government transfers can work, but it may be politically sus-
tainable only in a country with a strong egalitarian ethos, such as Australia. Even
there, it hasn’t matched the success of social democratic capitalism.

Universal basic income has emerged as a prominent alternative to social dem-
ocratic capitalism, championed mainly by those on the political left but also by
some on the right. We have very little evidence to look to in evaluating the at-
tractiveness of this proposal. What, then, should we make of it? I consider this
question in Chapter S.

Social Democratic America

Part 2 of the book focuses on the United States. The United States is by far the
largest of the affluent democratic nations, with about one-third of their total pop-
ulation.” Despite being one of the richest in this group, it is among the countries
that are farthest from the good society. Too few ordinary Americans have ade-
quate economic security, too few who grow up in disadvantaged circumstances
are able to reach the middle class, and too few see their boat lifted when the ec-
onomic tide rises. I detail the nature and extent of these problems in Chapter 6.

In Chapter 7 I suggest remedies. The problems are big ones, but they are not
intractable. The key to a solution? Social democratic capitalism. While we have
gradually expanded the size and scope of our public insurance programs and
employment-enhancing services over the past century, we need to do more.
I offer recommendations to add or improve health insurance, paid parental
leave, a child allowance, unemployment insurance and wage insurance, sickness
insurance, disability assistance, social assistance, pensions, eldercare, housing
assistance, early education, apprenticeships, college, affirmative action, full em-
ployment, the minimum wage, the Earned Income Tax Credit, profit sharing,
infrastructure and public spaces, and paid vacation days and holidays. After
outlining the details for each of these, I turn to how much it will cost and how
to pay for it.

Can it happen? I predict yes. In Chapter 8 I explain why. The notion that the
United States will further increase the size and scope of its welfare state may
seem blind to the reality of contemporary American politics, but a different pic-
ture emerges when we step back and consider the long run. The lesson of the
past one hundred years is that as the country gets richer, we are willing to spend
more in order to safeguard against loss and enhance fairness. Advances in social
policy come only intermittently, but they do come. And when they come, they
usually last. Building a social democratic America doesn’t require a radical break
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from our historical path. It simply requires continuing along that path. In all like-
lihood, that is exactly what we will do.

America has come a long way on the road to the good society, but we have
many miles yet to travel. Happily, our history and the experiences of other rich
nations show us the way forward. The United States is a much better country
today than it was a century ago, and a key part of the reason is that government
does more to ensure economic security, opportunity, and shared prosperity now
than it did then. In the future it will do more still, and we’ll be the better for it.



PART 1

SOCIAL DEMOCRATIC
CAPITALISM






Social Democratic Capitalism and

the Good Society

Social democratic capitalism consists of political democracy plus capitalism plus
education plus a big welfare state plus high employment. The experience of the
world’s affluent nations suggests that this set of institutions and policies is the
most likely to yield a coupling of democracy and liberty with income security, a
good standard of living for the least well-off, and equality of opportunity.

What exactly is social democratic capitalism? Which nations have embraced
it?> What is the evidence that it yields good outcomes? Does getting those
outcomes require sacrificing other features of a good society? If social dem-
ocratic capitalism has worked well up to now, will it continue to do so going
forward?

Social Democratic Capitalism
Social democratic capitalism has six core elements':
. Democracy in the political sphere
. Capitalism: private ownership and markets

. Basic education: good-quality K-12 schooling
. Expansive, generous public insurance programs

LN W -

. Employment-oriented public services: early education, affordable college,
retraining, job placement assistance, individualized monitoring and support,
lifelong learning

6. Modest regulation of product and labor markets

The first, second, and third of these are common to all of the world’s rich
longstanding-democratic nations. Each has a democratic polity, a market-
oriented economy with extensive private ownership of firms, and good-quality
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universal primary and secondary schooling. When it comes to the fourth, fifth,
and sixth elements, there is greater variation. Every affluent democratic country
has a welfare state, but their expansiveness and generosity differ significantly.
Employment-oriented public services and modest product and labor market
regulations aim to boost employment, and these too vary widely across countries.

The leading practitioners of social democratic capitalism are the Nordic na-
tions. Denmark and Sweden have embraced this model since roughly the 1970s.
Norway has too, but its performance on many outcomes is advantaged by its
substantial oil wealth, so we should be cautious in drawing inferences from the
Norwegian experience. Finland is a relative latecomer in embracing the full
gamut of social democratic policies, so it too isn’t quite as useful as Denmark
and Sweden in assessing the model.

Social democratic political parties in the Nordic countries have been the
prime movers in the adoption of this set of institutions and policies, and it’s for
this reason that I use the term “social democratic capitalism.”” Others might
prefer a different label, such as “social capitalism,” “social investment capitalism,”
or “flexicurity.”?

Figures 2.1 through 2.4 help us to see countries’ positioning on the fourth,
fifth, and sixth elements of social democratic capitalism. On the horizontal axis
of Figure 2.1 is a measure of the expansiveness and generosity of public insur-
ance programs: government social expenditures as a share of gross domestic
product (GDP). I make a small adjustment for the size of the nation’s elderly
population and its unemployment rate, because spending is affected not only
by the structure and reach of a country’s programs but also by the share of the
population that needs them.* Countries on the right side of the chart tend to
have a more generous and/or expansive welfare state. These include the Nordic
nations plus the continental European countries Austria, France, Belgium, the
Netherlands, and Germany. Norway’s position is somewhat misleading: its very
large GDP (the denominator in the measure) pushes it farther to the left than it
ought to be.

On the vertical axis of Figure 2.1 is ameasure of countries’ use of employment-
promoting government services: spending on active labor market policies such
as retraining and job placement and on programs like early education and paid
parental leave that help parents balance family commitments with paid work.
These kinds of services encourage more people, particularly women and parents,
to enter employment, they help persons who lose a job to prepare for and find
another one, and they serve as a direct source of jobs for teachers, trainers,
caseworkers, and others. Here Denmark and Sweden stand out, followed by
Finland and Norway along with France, Belgium, Austria, Ireland, and the UK.?

Figure 2.2’s horizontal axis has the same measure of public insurance expan-
siveness and generosity as in Figure 2.1. On its vertical axis is a measure of the
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Figure 2.1 Expansive, generous public insurance and employment-oriented public
services. Public insurance: public social expenditures as a share of GDP, adjusted for the size of the
elderly population and the unemployment rate. The adjustment is as follows: adjusted public social
expenditures = public social expenditures + (0.5 X (21.6 - (elderly population share + unemployment
rate))). Each percentage point of the elderly share and/or unemployment costs about 0.5 percent of
GDP, and 21.6 is the average across all countries and years for the elderly share (14.2 percent) plus

the unemployment rate (7.4 percent). 1980-20185. Data source: OECD. Employment-oriented public
services: public expenditures on active labor market policy and family (early education, paid parental
leave, child allowances and tax credits) as a share of GDP. 1985-2015. Data source: OECD. The
asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria.
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Figure 2.2 Expansive, generous public insurance and modest product and labor market
regulations. Public insurance: see Figure 2.1. Modest economic regulation: average score for legal
system and property rights, credit market regulations, labor market regulations, business regulations,
and freedom to trade internationally. Higher scores indicate less regulation. 1980-2015. Data
source: Fraser Institute, Economic Freedom database. The asterisks highlight the Nordic countries.

“Asl” is Australia; “Aus” is Austria.
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Figure 2.3 Employment-oriented public services and modest product and labor market
regulations. Employment-oriented public services: see Figure 2.1. Modest economic regulation: see
Figure 2.2. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria.

modesty of product and labor market regulations. This measure is based on each
country’s average score for its legal system and property rights, credit market
regulations, labor market regulations, business regulations, and freedom to trade
internationally. The easier it is to start up, operate, and shut down a business,
and the more flexible firms can be in hiring and firing workers, the more private
firms are likely to be able and willing to boost employment. Denmark is among
the countries scoring highest on this measure, together with New Zealand, the
United States, Canada, and the UK. Finland, Sweden, and Norway aren't far
behind.

Figure 2.3 shows the third combination of these three indicators. Commitment
to employment-promoting public services is on the horizontal axis, and mod-
esty of product and labor regulations is on the vertical. The Nordic countries
again appear in the upper-right section.

An emphasis on high employment hasn’t always been at the forefront for so-
cial democrats. (Sweden was committed to pursuit of “full employment” as early
as the 1950s, but that referred mainly to a low unemployment rate among men.)
As public social programs expanded in the decades after World War II, some
reached a level of generosity at which they clearly dampened work incentives,
and this wasn’t necessarily considered a vice. Here is one description of the situ-
ation as of the 1980s, by Gosta Esping-Andersen:

Like pensions, sickness and related benefits were originally meant to
help only the truly incapacitated. The idea of paid absence from work
has undergone a decisive transformation in terms of both quality and
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scope. Inmost European countries, sickness benefits today equal normal
earnings. In some countries, notably Scandinavia, legislation has delib-
erately sought to emancipate the individual from work-compulsion
by extending high benefits for a broad variety of contingencies, in-
cluding sickness, maternity, parenthood (for mother and father), ed-
ucation, trade union and related involvement, and vacation. Controls
and restrictions have been eliminated or liberalized; waiting days have
been abolished, a medical certificate of illness is required only after one
week, no previous work experience is required to qualify, and benefits
can be upheld for very long periods. . . . When, as in Sweden, on any
given day approximately 15 percent of workers are absent yet paid to
work ... a very large share of what normally is regarded as labor time is
in fact ‘welfare time.

Since then, employment promotion has become increasingly central to the
social democratic model.” Why the shift? After all, employment isn’t always
a good thing. The need for a paycheck can trap people in careers that divert
them from more productive or rewarding pursuits. Work can be physically or
emotionally taxing. It can be monotonous, boring, and alienating. Some jobs
require a degree of indifference, meanness, or dishonesty toward customers
or subordinates that eats away at one’s humanity. And work can interfere with
family life.

Yet employment has significant virtues.® It imposes regularity and disci-
pline on people’s lives. It can be a source of mental stimulation. It helps to
fulfill the widespread desire to contribute to, and be integrated in, the larger
society. It shapes identity and can boost self-esteem. With neighborhood and
family ties weakening, the office or factory can be a key site of social interac-
tion. Lack of employment tends to be associated with feelings of social exclu-
sion, discouragement, boredom, and unhappiness. In addition, employment
may help to achieve desirable societal outcomes such as economic security
and opportunity.

So employment has benefits and drawbacks. Some believe policy should
therefore aim to enhance people’s freedom to opt in or out of paid work.” What
tips the balance in favor of high employment for social democratic capitalism is
the fact that paying for a big welfare state requires a large amount of government
revenue. High tax rates are one way to get that revenue, but capital mobility has
made it more difficult for nations to keep tax rates high, or to increase them.
Alarger share of the population in paid work means more taxable income, which
increases tax revenue without necessitating an increase in tax rates. High em-
ployment eases the fiscal crunch another way too, by reducing the number of
people fully or heavily reliant on public benefits.
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Figure 2.4 Expansive, generous public insurance and high employment. The data points
are years, from 1980 to 20135. Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland and
Norway. The other countries are Australia, Austria, Belgium, Canada, France, Germany, Ireland, Italy,
Japan, Korea (South), Netherlands, New Zealand, Portugal, Spain, Switzerland, United Kingdom, and
United States. Public insurance: see Figure 2.1. Employment rate: employed persons aged 25-64 as a

share of all persons aged 25-64. Data source: OECD. The lines are loess curves.

Have social democratic employment-promotion policies succeeded? Figure
2.4 once again has public insurance spending on the horizontal axis. The ver-
tical axis has the actual employment rate, rather than policies aimed at boosting
that rate.'’ Instead of data for a single point in time, this chart has a line for each
country that shows movement over the period from 1980 to 2015. The Nordic
countries, highlighted in bold, again are in the upper-right corner. They have
been the most successful at achieving and maintaining a large welfare state to-
gether with high employment.

How to Identify Social Democratic
Capitalism’s Effects

How can we assess the hypothesis that social democratic capitalism is the set
of policies and institutions that gets us closest to the good society? We look at
countries. Examining persons or firms or cities or regions can help, but it won't,
in many instances, give us the information we need, because processes at these
levels may or may not scale up to full nations."

For countries, the best way to identify causality is via quasi-experimental (“dif-
ference in differences”) analysis.'> We measure countries on the hypothesized
cause and the outcome at a point in time. Then some countries change more
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than others on the hypothesized cause; for instance, some countries expand
their public insurance programs more than others. Then we compare across the
countries to see whether changes in the outcome correlate with changes in the
hypothesized cause. This isn’t foolproof evidence, but it gets us as close as pos-
sible to an experimental design.

Unfortunately, much of the change in public insurance expansiveness and
generosity in the world’s rich nations occurred prior to the 1980s, and data for
many of the outcomes we want in a good society aren’t available that far back
in time. What we need for a difference-in-differences analysis is sustained, uni-
directional changes over time in social policy and differences across countries
in the magnitude of that change. It isn’t especially helpful to examine year-to-
year fluctuations in social program generosity because noteworthy effects on
outcomes such as poverty are likely to take a while to show up, and because
many things influence short-run changes in outcomes. Instead, we want changes
that are large, that are in a single direction (rather than back and forth), that
persist for some time, and that vary in size across nations."* The 1930s and the
1960s and "70s fit the bill when it comes to public insurance.'* But we don’t have
cross-nationally comparable data for those periods on the key outcomes.

The best available option in this circumstance is to turn to other analytical
strategies such as static comparison across countries and comparison over time
in individual nations.

A Big Welfare State and High Employment
Contribute to an “Expanded Rawlsian” Result

In A Theory of Justice, John Rawls argued that among the features we should want
ina good society, three stand out as especially important: basic liberties, equality
of opportunity, and the best possible living standards for the least well-off."*
I share this view, though I think it needs a clarification and an addition.

Begin with the clarification. For Rawls, basic liberties refer to both demo-
cratic political institutions and personal freedoms.'¢ All of the world’s rich dem-
ocratic nations have both democratic polities and extensive personal liberties.

Next, the addition. Given what social scientists have learned about loss aver-
sion since A Theory of Justice was published in the early 1970s, if Rawls were
writing today he likely would include income security as an additional core at-
tribute of a good society. Humans dislike loss, and we're willing to pay substan-
tial sums to avoid it or limit it.!” As a person’s income or assets increase, she will
tend to buy more insurance. Similarly, as nations get richer, they tend to allocate
a larger portion of their income (GDP) to insurance. Richard Layard puts it as



26 PART 1: SOCIAL DEMOCRATIC CAPITALISM

follows: “Many studies have found that a loss hurts roughly twice as much as an
equal gain helps. That is why people are so keen to avoid loss, and so unwilling
to incur the risk of loss. . . . It is precisely because people hate loss that we have
a social safety net, a welfare state. People want the security that these entities
provide. . .. If security is what most of us desperately want, it should be a major
goal for society. The rich have quite a lot of it and the poor less. A happy society
requires a lot of it all round.”*®

We can think of this set of features—a democratic political system, basic per-
sonal liberties, the best possible living standards for the least well-off, income
security, and equality of opportunity—as an “expanded Rawlsian” result. Social
democratic capitalism seems well designed to achieve these aims. Does it suc-
ceed in doing so?

Let’s begin with the living standards of the least well-off. Even in countries
that are quite rich, many people have limited earnings from work. Government
transfer programs that cover more risks and do so more generously are likely to
boost their income.

The vertical axis of Figure 2.5 has a widely used indicator of the living
standards of the least well-off: the relative poverty rate. This is calculated, for
each country, as the share of people living in households with an income below
60 percent of the country’s median income. On the horizontal axis is public
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Figure 2.5 Public insurance and relative poverty. Relative poverty: share of persons

in households with income below 60 percent of the country’s median. 2010-2016. Data

sources: Luxembourg Income Study; OECD. Public insurance: public social expenditures as a
share of GDP, adjusted for the elderly population share and the unemployment rate. I also subtract
spending on health and active labor market policy; because these are services rather than transfers,
they aren’t counted in household incomes and thus won't affect the poverty rate. 1980-2015. Data
source: OECD. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The

line is a linear regression line. The correlation is —.74.
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Figure 2.6 Public insurance and 10th-percentile household income. 10th-percentile
household income: posttransfer-posttax income. 2010-2016. The incomes are adjusted for household
size and then rescaled to reflect a three-person household, adjusted for inflation, and converted to

US dollars using purchasing power parities. “k” = thousand. Public insurance: see Figure 2.5. Data

sources: Luxembourg Income Study; OECD. “Asl” is Australia; “Aus” is Austria. The correlation is +.59.

insurance expenditures as a share of GDP. (Here I subtract expenditures on
health and active labor market policy; these are services, which aren’t counted
as income and thus can't affect the poverty rate.) There is a strong correlation;
countries with a bigger welfare state tend to have lower relative poverty rates.

Some think the living standards of the least well-off are best assessed via an
absolute measure, rather than a relative one.'” The vertical axis in the next chart,
Figure 2.6, shows the income of a household at the 10th percentile of the dis-
tribution (90 percent of households have larger incomes, and 10 percent have
smaller ones). The incomes are adjusted for cost-of-living differences across
countries. The incomes of low-end households tend to be higher in nations with
more expansive and generous social programs.

A more direct indicator of material well-being is people’s responses to
questions about their living conditions. Since 2007, the Gallup World Poll has
asked a representative sample of adults in each country whether there has been
a time in the past year when they didn’t have enough money to (a) buy food that
they or their family needed or (b) provide adequate shelter or housing. On the
vertical axis in Figure 2.7 is the average share of households responding “yes” to
these two questions. The share ranges from S percent in Denmark to 15 percent
in the United States and 20 percent in South Korea.?® Here too we see a ten-
dency for countries with a bigger welfare state to do better.”!

So all three indicators of the living standards of the least well-off—the
relative poverty rate, 10th-percentile household incomes, and material
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Figure 2.7 Public insurance and material hardship. Material hardship: average share of adults
responding yes to the question “Have there been times in the past 12 months when you did not have
enough money to buy food that you or your family needed?” and the question “Have there been times
in the past 12 months when you did not have enough money to provide adequate shelter or housing
for you and your family?” 2007-2017. Data source: Gallup World Poll, via the Legatum Prosperity
Index. Public insurance: see Figure 2.1. The asterisks highlight the Nordic countries. “As]” is Australia;

“Aus” is Austria. The line is a linear regression line. The correlation is —.55.

deprivation—suggest that things are better where the welfare state is larger and
more generous. This correlation reflects a causal effect.> One way we know this
is because of over-time patterns. In recent decades increases in income for the
least well-off in the rich democratic nations have tended to come mainly from
increases in government transfers, not from rising earnings.23

A common worry is that government transfer programs will discourage em-
ployment, reducing people’s market incomes, so that these programs end up re-
ducing poverty that they themselves caused.? But while some transfer recipients
do work less than they otherwise might, this effect tends to be outweighed by
the income boost from the transfers, so the poorest are better off than they
would be in the absence of these programs. And countries with greater welfare
state expansiveness and generosity don’t tend to have lower employment rates.*

Another potential problem is that heavy public spending on services might
crowd out spending on transfers. Transfers are counted as income whereas serv-
ices aren’t, so crowding out would hinder the ability of a big welfare state to re-
duce poverty.*® That hasn’t happened, however. Many of the countries that are
the biggest spenders on public services have continued to have generous transfer
programs.*’

So a big welfare state helps the least well-oft. Does employment help too?
People at the low end don’t automatically benefit from a higher employment
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Figure 2.8 Employment and relative poverty. Relative poverty: see Figure 2.5. Employment
rate: employed persons aged 25-64 as a share of the population aged 25-64.2000-2016. Data
source: OECD. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The

line is a linear regression line. The correlation is —.36.

rate.”® They could end up worse off in a relative sense if the additional jobs go
mainly to persons in households that already had middle or high incomes. Even
in an absolute sense there may be no gain if a person shifts from receipt of a gov-
ernment transfer to a job with low pay. In the United States, a steady rise in the
employment rate during the 1980s and 1990s produced very little increase in
the earnings of households in the bottom fifth of incomes.”” The same appears
to have been true for Germany in the 2000s and 2010s.*® On average, however,
employment does help the least well-off. In Figures 2.8,2.9, and 2.10, we see that
nations with higher employment rates tend to have lower relative poverty rates,
higher 10th-percentile household incomes, and less material hardship. Increases
in employment rates have played a key role in rising low-end incomes in Ireland,
the Netherlands, and Spain. And when employment has increased within coun-
tries over time, poverty rates have tended to fall.*!

Next, let’s consider income security, which refers mainly to avoidance of large
income reductions. A helpful measure here is the average decrease in house-
hold income from one year to the next when an individual in the household
experiences a large earnings decline. Suppose a person suffers a large earnings
drop because she retires, loses her job, or takes time off to deal with a health
problem or to have a child. If she is the sole earner in the household and nothing
else changes, the household’s income will decline by the same amount as the
individual earnings decline. But if there is another earner in the household, the
fall in household income will be smaller (as a share of the previous year’s in-
come). And if the other earner increases his work hours or gets a pay raise, the
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Figure 2.9 Employment and 10th-percentile household income. 10th-percentile household
income: see Figure 2.6. Employment rate: see Figure 2.8. The asterisks highlight the Nordic countries.

“Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The correlation is +.67.

21% Kor

Material hardship

Employment

Figure 2.10 Employment and material hardship. Material hardship: see Figure 2.7.
Employment rate: see Figure 2.8. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus”

is Austria. The line is a linear regression line. The correlation is —.50.

household’s income might not decline at all. The same is true if the household
receives unemployment compensation, sickness or disability benefit, parental
leave payment, a pension, social assistance, or some other public insurance pro-
gram payment.

The vertical axis of Figure 2.11 shows the average decline in household in-
come when a member experiences an earnings decline of 20 percent or more
from one year to the next. Boosting economic security is a core objective of
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welfare state programs, so it isn’t surprising to see that average income decline
tends to be smaller in nations with more expansive and generous public insur-
ance.*” Income decline also tends to be smaller in countries with a higher em-
ployment rate, as we see in Figure 2.12.
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Figure 2.11 Public insurance and income decline. Income decline: average year-to-year
household disposable income decline for households in which an individual experiences an earnings
decline of 20 percent or more. 2005-2010. Data source: Boris Cournéde, Paula Garda, Peter Hoeller,
and Volker Ziemann, “Effects of Pro-Growth Policies on the Economic Stability of Firms, Workers
and Households,” OECD Economic Policy Papers 12,2015, figure 18, using CNEF, ECHP, EU-SILC,
and OECD data. Public insurance: see Figure 2.5. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line. The correlation is +.53.
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Figure 2.12 Employment and income decline. Income decline: see Figure 2.11. Employment
rate: see Figure 2.8. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria.

The line is a linear regression line. The correlation is +.44.
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The story thus far: A big welfare state and high employment boost the living
standards of the poor and improve income security. The Nordic countries,
which have generous public insurance programs and high employment rates,
have tended to do especially well on these two outcomes.

Let’s now look at equality of opportunity. The feature of social democratic
capitalism that’s most likely to enhance equality of opportunity is provision of
accessible, affordable, high-quality early education (childcare and preschool). It
does so by improving the capabilities of children from less advantaged homes,
pulling those capabilities closer to those of children in the middle and at the top.*

Some children have parents who read to them, instill helpful traits such as
self-control and persistence, shield them from stress and physical harm, expose
them to new information and learning opportunities, assist them with school
work, utilize connections to help them get out of trouble or into a good job, re-
main in a stable relationship throughout the childhood years, and so on. Other
children are less fortunate.

Schools help to offset the differences in capabilities caused by families. We
know this from two pieces of evidence. First, at kindergarten entry children
from poor homes tend to have much lower measurable skills than children
from affluent homes. Given the huge variation in home and neighborhood
circumstances, we would expect that gap to continue to widen throughout
childhood. But it doesn’t; it’s about the same size at the end of high school as
at the start of kindergarten. This tells us that schools have an equalizing effect.**
Second, during summer vacations, when children are out of school, those from
lower-income families tend to fall farther behind compared to those from higher-
income families.*

Having children enter school earlier in life can reduce the disparity when
they arrive for kindergarten. Indeed, some analysts conclude that the impact of
schooling is larger before kindergarten than after.®

The effects of three high-quality early education programs in the United
States—the Perry Preschool Project in Michigan in the 1960s, the Abecedarian
Project in North Carolina in the 1970s, and the Child-Parent Center Education
Program in Chicago in the 1970s—have been tracked into early adulthood
or beyond. Each program appears to have had positive effects for low-income
children that persist throughout the life course. That’s also the case with Head
Start, with a large-scale though short-lived childcare program put in place in the
United States during World War II, and with early education in Denmark and
Norway.”’

For the Perry and Chicago programs, gains in test scores faded away but
there were long-term gains in labor market success and other outcomes. The
same appears to be true for Head Start and for Norway’s universal early educa-
tion program. This suggests that the key improvement is in noncognitive skills
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rather than in cognitive ability. On the other hand, the Abecedarian Project
yielded better long-term behavioral outcomes and sustained gains in test scores.
A natural experiment in Denmark also found lasting test-score gains. So early
education’s benefits for children from less advantaged homes may come via both
cognitive and noncognitive skills.

An especially informative test is one that looks at differences across coun-
tries in changes over time.*® If early education helps to equalize opportunity,
we would expect a greater equalization over time in countries that adopted uni-
versal early education, such as Sweden and Denmark, than in countries that
didn’t. Gesta Esping-Andersen has examined the data. He concludes that this is
indeed what happened:

I use the JALS [International Adult Literacy Survey] data to compare
social origin effects on the probability of completing upper-level sec-
ondary education across birth cohorts. . . . The analyses follow three
cohorts, the oldest born in the late 1940s and early 1950s, the youngest
in the 1970s. And I compare “social inheritance” trends in the three
Nordic countries with Germany, the UK, and the US. The results are
very consistent with a “constant flux” scenario in Germany, the UK,
and the US. In these countries we see no decline whatsoever in the im-
pact of origins on educational attainment across the cohorts—which
is to say, over a half century. . .. In contrast, there is a very significant
decline in the association in all three Scandinavian countries, and the
drop occurs primarily in the youngest cohort—the first to enjoy near-

universal participation in childcare.*

There is no straightforward way to measure opportunity, so social scientists
tend to infer from outcomes, such as earnings or income. If we find that a partic-
ular group fares worse than others, we suspect a barrier to opportunity. It isn’t
ironclad proof, but it’s the best we can do. To assess equality of opportunity
among people from different family backgrounds, a common indicator is rela-
tive intergenerational mobility—a person’s position on the earnings ladder rela-
tive to her or his parents’ position.*" If most people end up in a position similar
to that of their parents, opportunity probably isn’t very equal.

The vertical axis in Figure 2.13 shows the correlation between the relative
position of fathers in the earnings distribution and the relative position of their
sons at a similar point in the life course. Smaller numbers, which are higher on
the axis, indicate a weaker correlation, or greater intergenerational mobility;
this suggests that children’s earnings aren’t determined by the earnings of their
parents, which implies greater equality of opportunity. The horizontal axis in
the figure shows public expenditures on early education. There is a positive



34 PART 1: SOCIAL DEMOCRATIC CAPITALISM

A+
*Den*
=)
E
g
5 s| Ger *Nor* "Swe*
.5 éan UK *Fin*
[
(0]
C
[0
2
Q Fr
£ st
.5
T T
0 1.5%

Early education

Figure 2.13 Early education and intergenerational mobility. Intergenerational

mobility: correlation between the earnings of parents and those of their children, with axis values
reversed. Data source: John Ermisch et al,, eds., From Parents to Children, Russell Sage Foundation,
2012, figure 2.1. Early education: expenditures as a share of GDP. 1980-1995. Data source: OECD,
Social Expenditures Database. The asterisks highlight the Nordic countries. “Asl” is Australia. The line

is a linear regression line. The correlation is +.60.

association across the countries: those spending more on early education tend
to have greater intergenerational mobility.

We can think of opportunity as individuals’ capability to choose, act, and
accomplish—what Isaiah Berlin called “positive liberty” and Amartya Sen has
labeled “real freedom.”*' While critics of big government tend to assume that
public social programs reduce freedom, many of these programs are capability-
enhancing. They boost people’s cognitive and noncognitive skills, increase their
employment options, ensure that hard times do minimal damage, and reduce
dependence on family and friends. More than a century ago, John Stuart Mill
recognized that true freedom to lead the kind of life we want requires education,
health, and economic security.* More recently, Anu Partanen has highlighted
this point in a comparison of her native Finland with her adopted country, the
United States. Observing that many Americans don’t have access to high quality,
affordable health insurance, childcare, housing in good school districts, college,
and eldercare, Partanen notes that this diminishes not only Americans’ eco-
nomic security but also their freedom:

Most people, including myself, assumed that part of what made the
United States a great country, and such an exceptional one, was that
you could live your life relatively unencumbered by the downside of
a traditional, old-fashioned society: dependency on the people you
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happened to be stuck with. In America you had the liberty to express
your individuality and choose your own community. This would allow
you to interact with family, neighbors, and fellow citizens on the basis
of who you were, rather than on what you were obligated to do or ex-
pected to be according to old-fashioned thinking. The longer I lived in
America...the more puzzled I grew. For it was exactly those key benefits
of modernity—freedom, personal independence, and opportunity—
that seemed, from my outsider’s perspective, in a thousand small ways
to be surprisingly missing from American life today. . . . In order to
compete and to survive, the Americans I encountered and read about
were . . . beholden to their spouses, parents, children, colleagues, and
bosses in ways that constrained their own liberty.*

Here too we have no direct measure. A useful indirect measure comes from a
question asked by the Gallup World Poll: “Are you satisfied or dissatisfied with
your freedom to choose what you do with your life?” We can treat the share
responding “satisfied” as an indicator of equality of opportunity, of the degree
to which capabilities extend widely across the population. This share is on the
vertical axis of Figure 2.14, with public insurance expenditures on the horizontal
axis. The pattern across countries is consistent with the hypothesis that an ex-
pansive and generous welfare state expands opportunity.
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Figure 2.14 Public insurance and freedom to make life choices. Freedom to make life
choices: share responding “satisfied” to the question “Are you satisfied or dissatisfied with your
freedom to choose what you do with your life?” Average over 2005-2016. Data source: Gallup
World Poll, via the World Happiness Report 2017, online appendix. Public insurance: see Figure 2.1.
The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear

regression line. The correlation is +.46.
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Employment also should help to equalize opportunity. Where individuals
from poor backgrounds have a better chance to get a foothold in the labor
market, their disadvantage stemming from parents, school quality, connections,
and related factors matters less. Figures 2.15 and 2.16 show that employment
rates are correlated with greater intergenerational earnings mobility and with
more people feeling satisfied with their freedom to make life choices.
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Figure 2.15 Employment and intergenerational mobility. Intergenerational mobility: see
Figure 2.13. Employment: see Figure 2.8. The asterisks highlight the Nordic countries. “Asl” is

Australia. The line is a linear regression line. The correlation is +.68.
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Figure 2.16 Employment and freedom to make life choices. Freedom to make life
choices: see Figure 2.14. Employment: see Figure 2.8. The asterisks highlight the Nordic countries.

“Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The correlation is +.68.
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We should be cautious in drawing inferences from the associations in these
equality of opportunity charts. The number of countries with intergenerational
mobility data is small, and the data may not be as comparable across nations as
we would like.** Still, the cross-country patterns are consistent with the hypo-
thesis and with other evidence suggesting a beneficial effect of high-quality, af-
fordable early education, of broader welfare state expansiveness and generosity,
and of higher employment rates.

Let’s step back and take stock. What have we discovered? All of the world’s
rich longstanding-democratic nations have democratic polities and extensive
personal liberties. The other elements of an expanded Rawlsian result are a high
standard of living for the least well-off, income security, and equality of oppor-
tunity. The patterns in Figures 2.5 through 2.16 suggest that a large welfare state
and high employment help to achieve these outcomes. In statistical analyses not
shown here, the associations we see in these charts persist when adjusted for
country affluence, the foreign-born share of the population, and collective bar-
gaining coverage.” The conclusion that these relationships are causal isn’t a slam
dunk, because, as I noted earlier, we don’t have over-time data that would allow
a better test of causality. But the links are compelling on theoretical grounds, and
the evidence we do have is supportive.

Is it a mistake to conclude that both public insurance programs and employ-
ment matter? Might it instead be the case that countries with big welfare states
also tend to have higher employment rates, with one or the other doing all of the
causal work, rather than both? No. For one thing, welfare state size and employ-
ment rates aren’t correlated across nations; as we can see in Figure 2.4 above, the
Nordic countries are high on both, but some countries are high on one and low
on the other. Also, statistical analyses suggest that welfare state size and employ-
ment have independent effects on expanded Rawlsian outcomes.*

Are the beneficial effects of public insurance and those of high employment
interdependent? In other words, does a country need to have both in order to
get the benefits of either one? Again, no. The patterns in Figures 2.5 through 2.16
suggest that public insurance helps on its own and so does employment. Social
democratic capitalism isn’t an interdependent configuration (a “gestalt”). It’s a
collection of helpful institutions and policies.

How large are the benefits of a big welfare state and high employment? For
public insurance programs, the share of GDP spent by nations at the high end
is about 10 percentage points greater than the share spent by nations at the low
end. Statistical analyses reported in Figure 2.17 suggest that in a country at the
high end, the relative poverty rate is expected to be about 7 percentage points
lower than in a country at the low end, the income of a 10th-percentile house-
hold $7,000 higher, the share of the population experiencing material hardship
4 percentage points lower, the household income decline where an individual
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Public Insurance Employment
Relative poverty -7% -3%
P10 household income +$7,000 +$10,000
Material hardship -4% -6%
Income decline -10% -10%
Freedom to make life choices +7% +20%

Figure 2.17 Estimated difference in outcome for a country at the high end on public
insurance or employment versus a country at the low end. % = percentage points. “+”

indicates that a country at the high end on public insurance or employment tends to be higher on the

« »

outcome than a country at the low end; “~” indicates that a country at the high end tends to be lower.
Public insurance: see Figure 2.5. Employment: see Figure 2.8. Relative poverty: see Figure 2.5. 10th-
percentile household income: see Figure 2.6. Material hardship: see Figure 2.7. Income decline: see
Figure 2.11. Freedom to make life choices: see Figure 2.14. These estimates are from regressions using
various combinations of public insurance expenditures, employment rate, GDP per capita, foreign-

born population share, and collective bargaining coverage as predictors.

experiences a large earnings decline 10 percentage points smaller, and the share
of the population satisfied with their freedom to choose what to do with their
life 7 percentage points higher. For employment, the counterpart numbers are
3 percentage points for relative poverty, $10,000 for low-end household income,
6 percentage points for material hardship, 10 percentage points for household
income decline, and 20 percentage points for freedom to make life choices.

To sum up: Democracy, capitalism, and basic education are common across
the affluent democratic world. Social democratic capitalism couples these with
alarge welfare state and with high employment. In doing so it boosts a country’s
likelihood of achieving an expanded Rawlsian result.

Tradeoffs?

Most of us want more than “expanded Rawls.” Even if we agree to privilege de-
mocracy, personal liberties, a high living standards floor, income security, and
equality of opportunity, we seek additional features in a good society. Does so-
cial democratic capitalism get us an expanded Rawlsian result at the expense of
economic prosperity, community, stable families, good health, happiness, or
other desired outcomes?

One tradeoff is baked into the social democratic model: upper-middle-class
and rich households forgo cash income in favor of services that they may or may
not utilize and in favor of more transfers and services for less well-off households.
To fund a big welfare state and employment-oriented services, tax rates need to be
fairly high for most of the population. For households in the middle and below,
these tax payments are more than offset by the value of services they use and
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Figure 2.18 Upper-middle-class household income. 90th percentile of the income
distribution. Posttransfer-posttax household income. The incomes are adjusted for household size and
then rescaled to reflect a three-person household, adjusted for inflation, and converted to US dollars
using purchasing power parities. “k” = thousand. Data sources: Luxembourg Income Study; OECD.
The lines are loess curves. Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland and

Norway. “Asl” is Australia; “Aus” is Austria.

transfers they receive. For those in the top quarter or so (the exact cut-off point
varies), particularly those with children, there may be considerable benefit to the
services and transfers provided—childcare, preschool, child allowance, free or
low-cost college, and more. But most people with high incomes and few or no chil-
dren will pay a good bit more in taxes than they receive in services and benefits.

The picture in Figure 2.18 is consistent with this tradeoff expectation. It
shows household incomes at the 90th percentile of the distribution (90 percent
of households have incomes that are lower, and 10 percent have incomes that
are higher). Setting Norway aside, we see that incomes for this group in Sweden,
Denmark, and Finland are notably lower than in the United States, Switzerland,
Canada, and Australia.

What about other tradeoffs? Do countries with social democratic policies
and institutions fare poorly when it comes to other things we desire in a good
society? Do they have less freedom? Slower economic growth? More govern-
ment debt? Weaker families or communities? Poorer health? Less happiness?

In assessing the evidence, I'll sometimes use the Nordic countries as stand-
ins for social democratic capitalism. But mostly I'll use a social democratic cap-
italism index, which is shown in Figure 2.19. The index is a composite of four
indicators. Two measure the size and generosity of public insurance programs.
One of these is public expenditures on social programs as a share of GDP, with
an adjustment for the size of the elderly population and the unemployment
rate (see Figures 2.1 and 2.58). The other is a measure of replacement rates for



40 PART 1: SOCIAL DEMOCRATIC CAPITALISM

*Swe* { 2

*Den* |
*Fin* ®
*Nor* ®

Kor %I .
Low High

Figure 2.19 Social democratic capitalism index. Average standard deviation score on four
indicators: public expenditures on social programs as a share of GDP, replacement rates for major
public transfer programs, public expenditures on employment-oriented services, and modest
regulation of product and labor markets. The data cover the period 1980-2015. For details and data
sources, see Figures 2.1-2.3 and 2.57-2.60. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria.

major public income transfer programs at three stages in the life cycle: child-
hood, working-age, and retirement years (Figure 2.57). The other two indicators
are for policies that aim to boost employment. One is public expenditures on
employment-oriented services (Figures 2.1 and 2.59). The other is modest reg-
ulation of product and labor markets (Figures 2.2 and 2.60). I convert each of
these four measures to a common metric (standard deviation units) and then
calculate the average for each nation over the period from 1980 to 2015.#

The country ranking is consistent with what we would expect. The Nordics
score highest, with Sweden and Denmark ahead of Finland and Norway. They
are followed by five continental European nations that have big welfare states
but less public spending on employment-promoting services and heavier regu-
lation of product and labor markets: Austria, Belgium, France, the Netherlands,
and Germany. In the lower half of scores are Switzerland, Japan, and the six
English-speaking countries, which have smaller welfare states and limited
public spending on employment-oriented services. They are joined by the three
southern European nations and South Korea, which have medium-sized or
small welfare states, little employment-promoting service spending, and heavy
product and labor market regulation.
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The most straightforward way to assess possible tradeoffs is to see whether
nations that score higher on the social democratic capitalism index tend to do
worse on other outcomes that we want in a good society. In order to allow you
to see the data, I'll show a large number of graphs in the following pages. (If
this isn’t your cup of tea, just skip over them. I explain what they tell us in the
text.) What we’re looking for here isn’t evidence that social democratic cap-
italism produces better outcomes; we simply want to know whether or not it
contributes to worse outcomes.

Let’s begin with freedom. A key element of social democratic capitalism is
modest, rather than heavy, regulation of product and labor markets, so with re-
spect to economic freedom the model embraces liberty rather than constricting
it.* How about personal freedom? One line of conservative thinking, best
expressed in Milton Friedman’s books Capitalism and Freedom and Free to
Choose, suggests that a big welfare state, and the taxes needed to fund it, will
impinge on personal liberty.*” We saw earlier that social democratic capitalism
appears to be conducive to people’s ability to choose, act, and accomplish, which
is sometimes labeled “positive freedom.” At issue here is “negative freedom™ —an
absence of restrictions on speech, religion, and so on.

Researchers at a libertarian think tank, the Cato Institute, have assembled a
“personal freedom index” that measures legal protection, security, freedom of
movement, freedom of religion, freedom of association, assembly, and civil so-
ciety, freedom of expression, and freedom in relationships. Figure 2.20 shows
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Figure 2.20 Social democratic capitalism and personal freedom. Personal freedom: average
score for rule of law, security and safety, freedom of movement, religious freedom, freedom of
association, freedom of expression and information, and freedom of identity and relationships. Scale
is 0 to 10. 2008-2014. Data source: Ian Vasquez and Tanja Porcnik, The Human Freedom Index, Cato
Institute. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries.

“Asl” is Australia; “Aus” is Austria. The line is a linear regression line.
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that nations with social democratic policies tend to have more personal freedom,
not less.

Next let’s look at economic growth. Generous benefits and services, and
the high tax rates needed to fund them, can reduce the financial incentive to
innovate, invest, create and expand businesses, increase skills, and work hard.
At some level of taxes or government expenditures, such responses will be sufi-
ciently widespread and large that they reduce growth. The question is where the
tipping point lies, and whether or not existing nations have reached that point.

Over the medium and long run, innovation is the key driver of economic
growth. Innovation isn’t easy to measure, particularly when the aim is to com-
pare across countries. The best indicator we have is expert judgments. Two in-
fluential country rankings are by the Global Competitiveness Report and the
Global Innovation Index. The vertical axis in Figure 2.21 shows the average for
each nation on these two rankings as of 2015. Finland and Sweden are near the
top of the rankings, with Denmark not far behind. Norway is in the middle of
the pack. Social democratic capitalist countries don’t appear to be lacking in
innovation.

The vertical axis in Figure 2.22 has economic growth rates over the period
from 1979 to 2016. The pattern suggests no association. Countries with social
democratic policies have grown, on average, no slower than others.

Figure 2.23 looks at the long run in a single country: Denmark. In order
to do so I switch from the social democratic capitalism index to public social
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Figure 2.21 Social democratic capitalism and innovation. Innovation rank: average
innovation ranking for 2015 according to the Global Competitiveness Report and the Global
Innovation Index. Data sources: World Economic Forum, The Global Competitiveness Report 2015~
2016, pillar 12, table S; Cornell University, INSEAD, and WIPO, The Global Innovation Index 20135,

p- xxx. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl”

is Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.22 Social democratic capitalism and economic growth. Economic growth: average
annual rate of change in real GDP per capita, adjusted for initial level (catch-up). 1979 to 2016. Data
source: OECD. The line is a linear regression line. Ireland, South Korea, and Norway are outliers

and so are omitted. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic
countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.23 Public social expenditures and economic growth in Denmark. Public

social expenditures: share of GDP. Data source: Esteban Ortiz-Ospina and Max Roser, “Public
Spending,” Our World in Data, using data for 1890-1930 from Peter Lindert, Growing Public, volume
1, Cambridge University Press, 2004, data for 1960-1979 from OECD, “Social Expenditure 1960—
1990: Problems of Growth and Control,” OECD Social Policy Studies, 1985, and data for 19801t
from OECD, Social Expenditures Database. The line is a loess curve. GDP per capita: natural log of
inflation-adjusted GDP per capita. A log scale is used to focus on rates of change. “k” = thousand. The
vertical axis does not begin at zero. The line is a linear regression line; it represents a constant rate of
economic growth. Data source: Maddison Project Database 2018, rug.nl/ggdc.
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expenditures as a share of GDP, a measure of public insurance expansiveness
and generosity. Over the past century Denmark’s welfare state grew from non-
existent to quite large, as the chart on the left indicates. The chart on the right
shows the log of GDP per capita. The fact that the data points form a straight
line suggests that the Danish economy has grown at a constant rate. If social
democratic policies were a hindrance to economic growth, we would expect
Denmark’s growth rate to have slowed as a result of its welfare state’s massive
expansion. But that didn’t happen. As we see in Figure 2.24, the same is true for
Sweden, which, like Denmark, shifted from a nonexistent welfare state to a large
one. Figure 2.25 shows that it’s also true for the United States, where the welfare
state grew from nothing to medium-size.*

We also can compare changes across countries. If social democratic capitalism
is bad for economic growth, nations with a bigger increase in social democratic
policies should experience a smaller increase, or a larger decline, in economic
growth. On the vertical axis in Figure 2.26 is change in the average rate of eco-
nomic growth from the period 1950-1973 (the post-World War II “golden age”)
to the period 1979-2016. On the horizontal axis is change between these two
periods in public social expenditures as a share of GDP. Once again the data give
us no reason to conclude that social democratic policies are bad for economic
growth.

Let me reiterate: There is some level of government size beyond which it will
harm economic growth. However, we don’t know what that level is, and the most
reasonable conclusion from the experience of the world’s rich democratic coun-
tries is that they aren’t above it.

Public social expenditures GDP per capita (log)
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Figure 2.24 Public social expenditures and economic growth in Sweden. For data

description and sources, see Figure 2.23.
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Figure 2.25 Public social expenditures and economic growth in the United States. For
data description and sources, see Figure 2.23.
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Figure 2.26 Change in public social expenditures and change in economic growth.
Economic growth: average annual rate of change in real GDP per capita, adjusted for initial level
(catch-up). 19792016 minus 1950-1973. Data source: Maddison Project Database 2018, rug.nl/
ggdc. Public social expenditures: share of GDP. 1979-2016 minus 1960. Data source: Esteban Ortiz-
Ospina and Max Roser, “Public Spending,” Our World in Data, using data for 1960-1979 from OECD,
“Social Expenditure 1960-1990: Problems of Growth and Control,” OECD Social Policy Studies,
1985, and data for 1980ff from OECD, Social Expenditures Database. The asterisks highlight the

Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

Does social democratic capitalism boost economic growth? There are sev-
eral reasons why it might. By providing an array of cushions for people who
fail, it may encourage entrepreneurship. It facilitates employment by women
and persons from less-advantaged backgrounds. It allows unemployed workers
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more time to reskill and choose a productive job. It tends to reduce income in-
equality.®' I don’t, however, see support for this hypothesis in the cross-country
or over-time data. Social democratic capitalism seems to be no worse for ec-
onomic growth than other institutional and policy configurations, but also no
better.

In addition to economic growth, we want a reasonable degree of mac-
roeconomic stability. The two biggest economic crises of the past century
were driven by financial bubbles that popped and spilled over to the broader
economy, wreaking havoc on the lives of hundreds of millions of people and
causing not just temporary agony but also long-term financial and psycho-
logical scarring.>® Financial crises occur frequently in capitalist economies,
as we see in Figure 2.27.% However, social democratic policies don’t ap-
pear to make rich nations more likely to experience such crises, as Figure
2.28 shows.

Let’s turn from economic growth and stability to employment. A big welfare
state could depress employment by allowing people to live off transfer income
rather than earnings. But high employment is a core aim of social democratic
capitalism, so policy makers take steps to avoid such disincentives and to offset
them with employment-oriented services and modest product and labor market
regulations. Figure 2.29 suggests a positive association between social demo-
cratic capitalism and employment rates.
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Figure 2.27 Share of rich democratic nations in banking crisis. The countries are Australia,
Austria, Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, Korea (South),
Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, United Kingdom, United
States. Data source: Carmen M. Reinhart and Kenneth Rogoff, “Dates for Banking Crises, Currency
Crashes, Sovereign Domestic or External Default (or Restructuring), Inflation Crises, and Stock

Market Crashes (Varieties),” carmenreinhart.com/data.
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Figure 2.28 Social democratic capitalism and frequency of banking crises. Years in banking
crisis: share of years, 1973-2010. Data source: Carmen M. Reinhart and Kenneth Rogoff, “Dates

for Banking Crises, Currency Crashes, Sovereign Domestic or External Default (or Restructuring),
Inflation Crises, and Stock Market Crashes (Varieties),” carmenreinhart.com/data. Social democratic
capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is

Austria. The line is a linear regression line.
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Figure 2.29 Social democratic capitalism and employment. Employment: employed persons
aged 25-64 as a share of all persons aged 25-64. 2000-2016. Data source: OECD. Social democratic
capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is

Austria. The line is a linear regression line.

Social democratic policies are geared to boost employment across the en-
tire economy, not in each and every geographic area. They don’t automati-
cally help places that experience rapid, large-scale job loss—a phenomenon
that has become relatively common in the rich democratic countries over the
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past generation. Employment decline can have a significant ripple effect on
small cities and towns. Job losses reduce household income, causing people
to cut back on purchases. As a result, retail employers, a key potential source
of work for those who have been laid off, are less likely to be able to hire new
employees, which lengthens unemployment spells, which further reduces con-
sumer spending.>*

This problem has contributed to the rise of anti-immigrant “populist” parties
in the rich democratic countries. In the United States, worry about jobs was, it
appears, one of the contributors to the election of Donald Trump as president
in 2016. One analysis found that across America’s counties an especially strong
predictor of a shift in voting from Barack Obama in 2012 to Trump in 2016
was the share of jobs that are “routine”™—those in manufacturing, sales, clerical
work, and related occupations that are easier to automate or send offshore.>
Across Europe, experience of unemployment and exposure to globalization are
correlated with support for populist parties.*®

Decline of manufacturing jobs has been an important source of local job
loss. This decline has been a steady one in all affluent democratic nations since
the early 1970s, as Figure 2.30 shows. Countries that more fully embrace social
democratic capitalism have deindustrialized, but no more rapidly or extensively
than others.

One reason we care about economic growth is that it can boost incomes and
living standards. As we saw earlier, welfare states that are more expansive and
generous tend to increase the incomes of the poor.”” But what about households
in the middle, who may not receive any more in government transfers than they

24%
15 A 3 N~ Ger
X X Ja
Kor, Aus
Swi, It, Por, Fin
' Den, Swe
NZ, Bel, Fr
7 US, UK, Can, Ire
Nth, Sp, Nor, Asl
0 -

T T T T T
1960 70 80 90 2000 10 20
Year
Figure 2.30 Manufacturing employrnent. Share of the population aged 15-64. The break in

the series is due to a change in measurement. Data source: OECD. Solid thick lines: Denmark and
Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.
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Figure 2.31 Social democratic capitalism and median household income. Median household
income: posttransfer-posttax income. 2010-2016. The incomes are adjusted for household size and then
rescaled to reflect a three-person household, adjusted for inflation, and converted to US dollars using
purchasing power parities. “k” = thousand. Social democratic capitalism: see Figure 2.19. The asterisks

highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

pay in taxes? If a large share of economic growth is grabbed by those at the top of
the income ladder, or wasted by public-sector bureaucrats, less will be available
for households in the middle.*® Median household income gives us a picture
of how those in the middle are faring. The cross-country pattern in Figure 2.31
suggests no reason to think that social democratic policies are bad for middle-
class incomes.

How does social democratic capitalism fare when it comes to health
outcomes? Life expectancy has increased at about the same pace in all of the rich
democratic nations over the past half century—apart from the United States,
which has lagged behind in recent decades.®” Figure 2.32 shows that three of the
four Nordic countries are in the middle of the life expectancy pack. Denmark is
toward the low end, probably due to the fact that smoking has declined less in
Denmark than elsewhere.® A helpful complementary indicator is “healthy life
expectancy,” which is an estimate of how many years a person will live without
limitations on usual activities. Norway and Sweden do particularly well here,
while Denmark and Finland are toward the bottom, as we see in Figure 2.33. All
told, it looks very unlikely that social democratic capitalism has impeded good
health outcomes.

Housing unaffordability in large cities is an increasingly important problem
faced by rich nations. Economic and social developments have made cities more
attractive places to live. Crime rates, a major worry in the 1970s and 1980s, have
fallen significantly. Globalization has expanded the quantity and quality of eating
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Figure 2.32 Social democratic capitalism and life expectancy. Life expectancy: years of life
expectancy at birth. 2014. Data source: OECD. Social democratic capitalism: see Figure 2.19. The asterisks

highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.33 Social democratic capitalism and healthy life expectancy. Healthy life
expectancy: expected years of life without limitations on usual activities. At birth. 2014. These data
are available only for European countries, so Australia, Canada, Japan, Korea, New Zealand, and the
United States are missing. Data source: OECD, Health at a Glance: Europe, 2012. Social democratic
capitalism: see Figure 2.19. The line is a linear regression line. The asterisks highlight the Nordic

countries. “Aus” is Austria.

and entertainment options. Public spaces are now cleaner. Public transportation
improvements, ride-sharing services, and enhanced biking and walking options
have increased accessibility. Perhaps most important, professional-analytical
jobs have grown in number and risen in status and pay, and many of these jobs
are located in cities. The problem is that in the most attractive cities, demand for
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Figure 2.34 Social democratic capitalism and housing cost in large cities. Housing

cost: average rent as a share of median income. 2016. New York is Manhattan only. Data source: Balazs
Szekely, “In Search of the World’s Best City for Renters,” RENTCafé blog, 2017. Social democratic
capitalism: see Figure 2.19. The line is a linear regression line. The asterisks highlight cities in the Nordic

countries.

housing has sharply outstripped supply, which pushes up the cost of buying and
renting. As a result, far fewer people are able to live in these cities than would
like to, and the problem is particularly severe for those with low and middle
incomes. Have social democratic nations exacerbated this problem, perhaps by
overregulating housing construction and thereby limiting its supply?

Figure 2.34 shows average rent as a share of median income in 15 major cities.
The only Nordic city in this group is Stockholm. While Stockholm’s housing
is quite expensive, it isn’t notably worse than the cities in nations with less of
a social democratic orientation, from the United States and the UK to Japan
and Spain.

What about education? Good-quality schooling is a core element of social
democratic capitalism, but the cushions provided by expansive and generous
public insurance programs could discourage some people from studying hard
or completing a college degree.®' Also, heavy public spending on childcare and
preschool might divert funds away from K-12 schools and colleges. Do we see
evidence of such tradeoffs? A common measure of national educational per-
formance, shown in Figure 2.35, is fifteen-year-olds’ scores on the Program
for International Student Assessment (PISA) reading, math, and science tests.
Finnish students have tended to do quite well on these assessments, though
they’ve fallen back a bit in recent years. Denmark, Norway, and Sweden have
been average. Sweden’s scores were at the bottom of the table in one year, 2012,
but that looks to have been an anomaly. The pattern in the figure suggests no
tradeoff between social democratic policies and good PISA test scores.
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Figure 2.35 Social democratic capitalism and PISA test scores. PISA test scores: average
student score on Program for International Assessment (PISA) reading, math, and science tests. 15-
year-olds. The PISA tests ask students to solve problems they haven’t seen before, to identify patterns
that aren’t obvious, and to make compelling written arguments. 2006-2015. Data source: OECD.
Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.36 Social democratic capitalism and college completion. College degree: bachelor’s

degree (or bachelor’s equivalent) or more. Ages 25 to 34. 1999-2014. Data sources: National Center for
Education Statistics, Digest of Education Statistics, table 603.30, using OECD data; OECD, Education at a
Glance 2015, table A1.3a, p. 41. Social democratic capitalism: see Figure 2.19. The asterisks highlight the

Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

Another common indicator of educational success is the share of people
who complete a four-year college degree. Here the Nordic countries have risen
to near the top. Figure 2.36 suggests no reason to think that social democratic
capitalism’s benefits come at the expense of tertiary educational attainment.
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Figures 2.37 and 2.38 give us information on safety. The first indicator is the
homicide rate. The second is the share of people who say they feel safe walking
alone at night in the area where they live. The Nordic nations do well on both
measures, apart from the relatively high homicide rate in Finland. Pursuit of so-
cial democratic policies doesn’t appear to sacrifice safety.

Homicides
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Figure 2.37 Social democratic capitalism and homicides. Homicides: per 100,000 population.
2000-2010. Data source: OECD. Social democratic capitalism: see Figure 2.19. The asterisks highlight
the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line, calculated

with the United States excluded.
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Figure 2.38 Social democratic capitalism and perceived safety. Perceived safety: share
responding “yes” to the question “Do you feel safe walking alone at night in the city or area where
you live?” 2007-2017. Data source: Gallup World Poll, via the Legatum Prosperity Index. Social
democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia;

“Aus” is Austria. The line is a linear regression line.
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Figure 2.39 Social democratic capitalism and income inequality. Top 1 percent’s income
share: pretax income. Excludes capital gains. 2000-2015. Data source: World Inequality Database.
Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is

Australia. The line is a linear regression line.

Let’s turn to indicators of inequality and inclusion. The vertical axis in Figure
2.39 shows income inequality, measured as the share of income that goes to the
top 1 percent of the population. Income inequality has tended to be compara-
tively low in the Nordic countries. They’ve experienced increases since 1980,
but from a low starting point, so they remain below the norm among rich dem-
ocratic nations. There is no sign in the data that countries with social demo-
cratic policies end up with higher levels of income inequality. The same is true
for wealth inequality, as we see in Figure 2.40.

What of inequality between women and men? A common indicator here is
the gender pay gap—the difference in median pay between women and men
who work full-time year-round. As Figure 2.41 reveals, the countries with so-
cial democratic policies have tended to do well at limiting female-male pay
inequality. Figure 2.42 shows a broader indicator of women’s inclusion: the
Women, Peace, and Security Index, which includes information about how
women fare in the economy and politics, in law and culture, and in safety and
security. Here too there is no indication of an adverse impact of social demo-
cratic capitalism.

A key challenge facing affluent democratic countries is embrace and inte-
gration of immigrants. Justice considerations oblige the rich nations to wel-
come some, perhaps many, of the estimated 65 million people fleeing danger,
persecution, or severe material deprivation, as well as others seeking better
economic opportunity or family reunification.®* Figure 2.43 shows each
country’s foreign-born share of the population in years for which comparable
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Figure 2.40 Social democratic capitalism and wealth inequality. Wealth = assets minus
liabilities. 2009-2015. Data source: OECD. Social democratic capitalism: see Figure 2.19. The asterisks

highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.41 Social democratic capitalism and the gender pay gap. Gender pay gap:
difference between median full-time male pay and median full-time female pay as a share of median
male pay. Data source: OECD. Social democratic capitalism: see Figure 2.19. The asterisks highlight

the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

data are available. Denmark and Finland are near the bottom of the pack.
Norway has done better, but a significant portion of its immigrants are from
other affluent nations, coming for the very high wages. Sweden is alone
among the four Nordics in embracing a large inflow of migrants from outside
of western Europe. Indeed, it has been perhaps the world’s most welcoming

country in recent decades.®®
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Women, peace, and security index

Figure 2.42 Social democratic capitalism and the women, peace, and security

index. Women, peace, and security index: a composite measure of inclusion (economic, social,
political), justice (formal laws and informal discrimination), and security (family, community, societal)
via 11 indicators. Scale is 0 to 1. Data source: Georgetown Institute for Women, Peace, and Security
and Peace Research Institute of Oslo, Women, Peace, and Security Index 2017-18. Social democratic
capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is

Austria. The line is a linear regression line.
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Figure 2.43 Openness to immigration. Foreign-born share of the population. Includes both
legal and illegal immigrants. Data source: OECD. Solid thick lines: Denmark and Sweden. Dashed
thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

Even in the best circumstances, genuine assimilation of immigrants often
takes multiple generations.** In the contemporary age, with its omnipresent
media spotlight, countries and their governments are pressured to deliver results
in a much shorter time frame. This is a very difficult challenge. And it can create
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Figure 2.44 Social democratic capitalism and employment among less-educated
immigrants. LTSE immigrant employment: employment rate among immigrants with less than
secondary education. Age 15-64. 2012. Data source: OECD, Indicators of Immigrant Integration 2015,
figure 5.2. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries.

“Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

political strains. In the face of a rapid, large-scale inflow of unfamiliar peoples, a
segment of the native-born population in any country will be susceptible to calls
for closing the door. In Sweden the anti-immigration Sweden Democrats party,
founded in the 1990s, has steadily increased its vote share, reaching 6 percent
in 2010, 13 percent in 2014, and 18 percent in 2018.%° Successful integration
and inclusion of immigrants can help to reduce the appeal of anti-immigrant
movements and political parties.

One indicator of inclusion is the employment rate of less-skilled immigrants.
Figure 2.44 shows that, as of the most recent available data, social democratic
capitalist nations may have done less well than others. But if there is a real differ-
ence, it is a very small one. Among the Nordic countries, the employment rate
is lowest in Sweden. That surely owes partly to its embrace of refugees from the
Balkans in the 1990s, Iraq in the 2000s, and Syria in the 2010s. During these
decades Sweden has admitted more refugees (relative to population size) than
any other rich democratic country, many arriving with not only limited educa-
tion but also pronounced language and cultural barriers to integration.%

Figure 2.45 shows another indicator of inclusion: the relative poverty rate.
The performance of the Nordic nations isn’t especially impressive.”” Immigrant
households in Norway and Sweden have a fairly low relative poverty rate, but
several nations do better. And the immigrant poverty rates in Denmark and es-
pecially Finland are among the highest.

A third indicator of immigrant inclusion, subjective well-being, is shown in
Figure 2.46. The measure is life satisfaction among foreign-born persons over
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Figure 2.45 Social democratic capitalism and relative poverty among immigrants.
Immigrant relative poverty: share of immigrants living in households with a posttransfer-posttax
income below 60 percent of the country median. 2012. Data source: OECD, Indicators of Immigrant
Integration 2013, table 8.1. Social democratic capitalism: see Figure 2.19. The asterisks highlight the

Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.
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Figure 2.46 Social democratic capitalism and life satisfaction among immigrants.
Immigrant life satisfaction: average response to the question “Please imagine a ladder, with steps
numbered from 0 at the bottom to 10 at the top. The top of the ladder represents the best possible life
for you and the bottom of the ladder represents the worst possible life for you. On which step of the
ladder would you say you personally feel you stand at this time?” 2005-2017. Data source: Gallup
World Poll, via the World Happiness Report 2018, online appendix. Social democratic capitalism: see
Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is

alinear regression line.
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Figure 2.47 Social democratic capitalism and children living with two parents. Children
living with two parents: share of all children. 2016. Data source: OECD Family Database. Social
democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia;

“Aus” is Austria. The line is a linear regression line.

the period 2005-2017. Here the Nordic nations do better. Finland, Denmark,
and Norway top the list, with Sweden not far behind.

Taking these three indicators together, it doesn’t appear that social democratic
policies systematically hinder immigrant integration and inclusion, though they
also don’t look to be unusually successful.

Next, let’s consider family. It’s conceivable that by reducing the need to have
a partner to help with the breadwinning and childrearing, government services
and transfers will cause fewer people to commit to long-term family relationships.
Marriage isn’t a helpful indicator. While the institution has fallen out of favor in
many western European countries, that doesn’t necessarily mean there are fewer
long-term relationships. A better measure is the share of children that live in a
home with two parents.®® As Figure 2.47 shows, the Nordic countries run the
gamut, with Denmark and Norway toward the low end, Sweden in the middle of
the pack, and Finland at the high end. Across the affluent democratic countries
there is no correlation between the social democratic capitalism index and the
share of children living with two parents.

Have social democratic policies encouraged people to stop having kids?
According to one hypothesis, expansive and generous public social programs
foster a culture in which children are seen as a burden and a distraction from the
fun things in life.”” The data say this is wrong. Fertility rates are lower now than
half a century ago in all of the rich democratic nations, but as we see in Figure
2.48, they are higher in the Nordic countries than in many others.
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Figure 2.48 Social democratic capitalism and fertility. Fertility: average number of children
born per woman. 2000-201S5. Data source: OECD. Social democratic capitalism: see Figure 2.19.
The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear

regression line.
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Figure 2.49 Social democratic capitalism and long work hours. Long work hours: share of
employed persons whose usual hours of work per week are 50 or more. 2014. Data source: OECD.
Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line.

One reason for the comparatively high fertility rates in the Nordic nations is
their array of policies that facilitate women’s ability to balance work and family,
particularly paid parental leave and affordable high-quality early education.”
Figure 2.49 points to another possible contributor: in countries that are higher
on the social democratic capitalism index, relatively few people have very long
work hours, measured here as 50 hours per week or more.
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Figure 2.50 Social democratic capitalism and civic participation. Active organization
membership: share of the adult population. Average across eight types of voluntary organization:
sports-recreation, religious, art-music-education, charitable, professional, labor union, environment,
consumer. Question: “Now I am going to read off a list of voluntary organizations. For each
organization, could you tell me whether you are an active member, an inactive member, or not a
member of that type of organization?” 2005-14. Data source: World Values Survey, worldvaluessurvey.
org. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is

Australia. The line is a linear regression line.

What about participation in voluntary organizations? Some critics expect that so-
cial democratic capitalism will depress such participation, because “progressive social
policy ... has sought to make civil society less essential by assigning to the state many
of the roles formerly played by religious congregations, civic associations, fraternal
groups, and charities, especially in providing help to the poor””! Figure 2.50 shows
one measure of civic participation: the share of adults who say they are an active
member of a civic group or organization. The pattern across the countries suggests
little or no tradeoff between social democratic policies and civic engagement.

A sometimes overlooked element of a just society is openness and support
for other peoples. We've already considered openness to migrants. Another as-
pect is openness to trade. Are countries with social democratic policies tempted
to restrict imports in order to match the economic performance outcomes of
other affluent nations? The pattern in Figure 2.51 suggests no reason to think so.

A good society won’t unduly burden future generations with a large public
debt that they will have to repay.’* It’s reasonable to hypothesize that countries
with greater public expenditures will tend to accumulate larger debts. But as
Figure 2.52 reveals, the Nordic countries, which are among the world’s biggest
spenders, have studiously avoided running up a debt. They’ve done so by raising
enough in revenue to cover their spending. (Norway isn’t shown in the chart.
Because of its oil revenue, it has a large government surplus.)
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Figure 2.51 Social democratic capitalism and trade openness. Trade openness: scale of 0 to 100,
with higher scores indicating greater freedom. The score is based on a country’s average tariff rate and the
extensiveness of non-tariff barriers to imports. 2005-15. Data source: Heritage Foundation, heritage.org/
index. Social democratic capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line, calculated with South Korea excluded.
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Figure 2.52 Social democratic capitalism and government debt. Government net

debt: government financial liabilities minus government financial assets, measured as a share of GDP.
Higher on the vertical axis indicates larger debt. 2005-15. Data source: OECD. Social democratic
capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. Norway, which has a surplus
(negative net debt) of better than 200 percent of GDP, is omitted. “Asl” is Australia; “Aus” is Austria. The

line is a linear regression line.

What about environmental fairness? Nearly all climate scientists believe that
limiting greenhouse gas emissions is vital to keeping climate change in check.”
The vertical axis in Figure 2.53 shows countries’ per capita carbon dioxide emis-
sions. The Nordic nations vary in their performance, with Finland and Norway
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Figure 2.53 Social democratic capitalism and carbon emissions. Carbon dioxide
emissions: metric tons per capita. 2000-13. Data source: World Bank. Social democratic
capitalism: see Figure 2.19. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is

Austria. The line is a linear regression line.

near the high (bad) end and Sweden at the low (good) end. There is no sign of
a tradeoff between social democratic capitalism and environmental protection.

Finally, we come to happiness, which some consider the ultimate prize.”*
Skeptics of the social democratic model have sometimes pointed to the Nordic
countries’ high suicide rates, suggesting that this indicates dissatisfaction with in-
sufficient liberty or excessive collectivism and conformity. As Figure 2.54 shows,
half a century ago suicide rates were indeed comparatively high in Denmark,
Finland, and Sweden, and that remained true of Denmark and Finland as re-
cently as the mid-1990s. Today, however, the suicide rate in three of the four
Nordics is squarely in the middle of the pack among the rich nations, and the
fourth, Finland, isn’t far from the middle. Figure 2.55, which shows the cross-
country pattern, suggests a possible positive association between social demo-
cratic policies and suicide rates. But the association is weak and could easily be
due to other factors, such as cold, dark winters in nations with higher suicide
rates.”®

What do we see when we turn to survey questions that ask directly about life
satisfaction? The Gallup World Poll regularly asks the following question in the
rich democratic countries: “Please imagine a ladder, with steps numbered from
0 at the bottom to 10 at the top. The top of the ladder represents the best pos-
sible life for you and the bottom of the ladder represents the worst possible life
for you. On which step of the ladder would you say you personally feel you stand
at this time?” Figure 2.56 shows a strong positive association between the social
democratic capitalism index and average responses to this question.”
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Figure 2.54 Suicides. Suicides per 100,000 population. Data source: OECD. Solid thick

lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is
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Figure 2.5S Social democratic capitalism and suicides. Suicides: per 100,000 population.
2000-14. Data source: OECD. Social democratic capitalism: see Figure 2.19. The asterisks highlight
the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line, calculated
with South Korea excluded.

That’s a long walk through a lot of data. What can we conclude? Do we see
evidence of tradeoffs? We've looked at personal freedom, innovation, economic
growth, banking crises, employment rates, deindustrialization, middle-class
incomes, upper-middle-class incomes, life expectancy, urban housing costs,
PISA test scores, college completion, homicides, perceived safety, income ine-
quality, wealth inequality, gender inequality, immigrant inclusion, children living
with two parents, fertility, long work hours, civic engagement, trade openness,
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Figure 2.56 Social democratic capitalism and life satisfaction. Life satisfaction: average
response to the question “Please imagine a ladder, with steps numbered from 0 at the bottom to 10
at the top. The top of the ladder represents the best possible life for you and the bottom of the ladder
represents the worst possible life for you. On which step of the ladder would you say you personally
feel you stand at this time?” 2005-2017. Data source: Gallup World Poll, via the World Happiness
Report 2018, online appendix. Social democratic capitalism: see Figure 2.19. The asterisks highlight

the Nordic countries. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line.

government debt, carbon emissions, suicides, and life satisfaction. On most of
these indicators social democratic capitalist nations have done neither better
nor worse than other countries. On some—personal freedom, employment,
perceived safety, income inequality, gender inequality, long work hours, gov-
ernment debt, and life satisfaction—social democratic capitalist nations have
tended to do better. On only one of these indicators, upper-middle-class income
levels, do we see compelling evidence of a tradeoff.

So does the experience of the world’s rich democratic nations suggest that so-
cial democratic capitalism sacrifices key elements of the good society in pursuit
of expanded Rawlsian outcomes? No, it doesn’t.

Details, Details

Social democratic capitalism, as I've defined it here, features political democ-
racy, private ownership and markets, good-quality K-12 schooling, expansive
and generous public insurance programs, employment-oriented public services,
and modest regulation of product and labor markets. It’s worth emphasizing
that this general description offers no guidance on a host of important policy
details: Should early education be universal or targeted to the poor (or to the
poor plus middle)? Should paid parental leave be for six months or one year?
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Should it include a “daddy quota”? Should there be a statutory minimum wage?
If so, how high? Should low wages be supplemented with a tax credit? How
much regulation of hiring and firing is too much? What’s the best balance be-
tween taxation of income, payroll, and consumption? And many, many more.

Answers to these questions hinge on public preferences and on evidence
about what works.

Has Social Democracy Lost Its Electoral Mojo?

Social democratic political parties were dominant electorally in some coun-
tries and prominent in a number of others in the decades after World War II
and even into the 1990s. But in recent decades they have been less dominant,
and in some nations distinctly on the retreat. The Danish Social Democratic
Party averaged 37 percent of the vote in elections from 1920 to 2000, but
it hasn’t reached 30 percent in any election since the turn of the century. In
Sweden’s 2018 election the Social Democrats received their lowest vote share,
28 percent, since 1908. As of 2019, the Dutch Social Democrats hold just
6 percent of their country’s parliamentary seats, the French Socialists just
S percent. Their counterparts in Germany, the United Kingdom, Italy, and
elsewhere also are out of power. Meanwhile, far right and far left “populist”
parties have steadily increased their vote share and now are part of the govern-
ment in some countries.

My interest, however, is in social democratic capitalism’s socioeconomic
effects, not its electoral popularity. Even so, it’s worth noting that part of the
reason for the electoral struggles of center-left parties in recent decades is their
success in creating and sustaining a generous welfare state. This forces them to
campaign as defenders of the status quo rather than advocates for change.

Have the Nordic Countries Been Abandoning
Social Democratic Capitalism?

Social democratic capitalism has worked very well for the Nordic countries. But
according to some observers, those countries have moved away from it in recent
years.” Is that true?

Each of the Nordic nations has reduced the generosity of some public
transfers, such as pensions, unemployment compensation, and sickness com-
pensation. These cuts have taken various forms: stricter eligibility criteria, lower
replacement rates, shorter duration, heavier tax clawbacks. They also have made
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some changes to services, including increased use of user fees, some partial
shifts from universalism to targeting, and allowance or encouragement of pri-
vate providers.”®

At the same time, the Nordics have increased the generosity of some benefits
and services, most notably parental and family leave, early education, and child
allowances.

Figure 2.57 shows replacement rates for major public transfer programs at
three stages in the life cycle: childhood, working-age, and retirement years. The
scores are averaged across these three stages. Sweden and Finland have pulled
back somewhat from the very high levels they had in the 1980s, yet they re-
main quite generous in comparative terms. In Denmark and Norway we see no
downward trend.

Figure 2.58 shows expenditures on public insurance programs—both
transfers and services—as a share of GDP. This total has remained constant or
increased in each of the Nordic nations since 1980, and Denmark and Finland
have moved from the middle of the ranking to join Sweden near the top. Norway
appears to be an exception, but that’s because its very large GDP hides the true
extent of its social program generosity.

In Figure 2.59 we see that spending on employment-oriented public
services—active labor market policy and family policy—has increased in three
of the four Nordic nations since 1980 and held constant in the other.
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Figure 2.57 Public transfer replacement rates. Average replacement rate for public insurance
programs aimed at risks during childhood, working age, and old age. Data source: Simon Birnbaum,
Tommy Ferrarini, Kenneth Nelson, and Joakim Palme, The Generational Social Contract, Edward Elgar,
2017, using data from the Social Policy Indicators (SPIN) database. Solid thick lines: Denmark and
Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.
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Figure 2.58 Public social expenditures. Share of GDP. Gross public social expenditures. These
data aren’t adjusted for the elderly population share and the unemployment rate. Data source: Esteban
Ortiz-Ospina and Max Roser, “Public Spending,” Our World in Data, using data for 1960-1979
from OECD, “Social Expenditure 1960-1990: Problems of Growth and Control,” OECD Social
Policy Studies, 1985, and data for 19801 from OECD, Social Expenditures Database. Solid thick

lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “As]” is Australia; “Aus” is Austria.
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Figure 2.59 Employment-oriented public services. Share of GDP. Public expenditures on
active labor market policy and family policy. Data source: OECD. Solid thick lines: Denmark and

Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

Finally, Figure 2.60 shows that all four Nordic countries have kept the
stringency of product and labor market regulations roughly constant
since 2000, following two decades of steady movement away from heavier
regulations.
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Figure 2.60 Modest economic regulation. Average score for legal system and property

rights, credit market regulations, labor market regulations, business regulations, and freedom to
trade internationally. Higher scores indicate less regulation. Data source: Fraser Institute, Economic
Freedom database. Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland and Norway.

“Asl” is Australia; “Aus” is Austria.

So the Nordic countries haven't been abandoning social democratic cap-
italism. Their public insurance programs now cover more risks than before,
though some of that coverage is a bit less generous than it had been. They have
introduced some targeting within universalism. They now provide more public
services, particularly ones geared toward facilitating employment, and they’ve
increased the generosity of many of those services. And they haven't turned
away from flexibility in their regulation of product and labor markets.

Other Rich Democratic Nations are Moving
Toward Social Democratic Capitalism

While the Nordic countries have adjusted but not abandoned social democratic
capitalism, other rich democratic nations increasingly are embracing it.”” Many
of the continental European nations have had expansive and generous public so-
cial programs for a long time. Over the past two decades, some of them—most
notably Germany, the Netherlands, and Austria—have added early education,
lifelong learning, active labor market policy, and other employment-conducive
public services, and some have loosened their product and labor market
regulations. Both steps bring these countries into closer alignment with the so-
cial democratic model. The United Kingdom also moved in this direction under
the New Labour governments headed by Tony Blair and Gordon Brown from
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1997 to 2010, though since then it has pulled back somewhat. Even the United
States has continued its slow but fairly steady movement toward social demo-
cratic capitalism, as I detail in Part 2 of this book.

Is Social Democratic Capitalism Suited for Future

Challenges?

Not only has social democratic capitalism worked very well up to now. It also is
well positioned to face some key challenges that lie ahead.

One such challenge is population aging. As the elderly population grows due
to retirement of the large baby boom generation and rising life expectancy, the
cost of public pension programs and healthcare will increase. How will countries
pay for this? High employment is likely to be key. The larger the share of the pop-
ulation in paid work, the greater the tax revenue that can be raised from them.

What about capital mobility? Doesn't it hinder governments’ ability to raise
tax revenues?® It can, but we’ve seen little evidence of large-scale capital flight
or arace to the bottom in tax rates.®' The best way for countries to keep investors
at home is to provide a skilled workforce, good services, and product and labor
market flexibility, each of which is a hallmark of social democratic capitalism.**

Families and voluntary organizations have weakened in most affluent na-
tions over the past half century.®® This is a consequence of women’s improved
economic position, religion’s declining influence, shifting norms, and other
developments. This trend seems likely to continue, or at least to not reverse. It
is most problematic for the least advantaged—children, single parents, persons
with less education or with disabilities. Expansive and generous public services
and transfer programs are in many instances an effective substitute. Indeed, be-
cause of their wider reach, they may be more effective than families or interme-
diate organizations.

In the contemporary “postmaterialist” era, many individuals want more
ability to choose.* The social democratic model already enhances individuals’
array of choices and their capacity to take advantage of them by reducing de-
pendence on family, friends, and employers. Critics sometimes portray the
model as inherently limiting of choice in service providers, but that’s mistaken.
The Nordic countries have engaged in a variety of experiments with enhanced
choice in public services—giving individuals more options among government
providers and allowing private providers to compete with public ones.

Advances in automation and the rise of the “gig” or “platform” economy
have increased work flexibility but also precariousness. More people fear losing
their jobs, move in and out of jobs, work irregularly, or work multiple jobs. In
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this environment, individuals and households will be more economically se-
cure if benefits and insurance are generous and if they come from government
rather than from an employer.* Think of a stereotypical member of the modern
precariat, working irregular shifts at a coffee shop and driving for an on-demand
ride service. In the contemporary United States, such a life can be hellish—low
income, unpredictable, at the mercy of finicky managers and customers. Now
imagine it in a country where every person has health insurance, access to good-
quality childcare and preschool, paid parental leave, paid sick leave, free or low-
cost college, a decent pension, and other services and benefits. In this latter
context, while irregular or low-paid employment may still be suboptimal, it will
be noticeably less stressful and problematic.

Finally, there is growing worry that technological advance, globalization, fi-
nancialization, union weakening, and other developments are reducing the
degree to which the economic product ends up in the paychecks of ordinary
workers, because more goes to profits instead of wages and because a growing
portion of wages goes to those at the top. This could significantly reduce con-
sumer demand, in turn reducing economic growth.® It’s too soon to know
whether this is a real problem, and if so how big it is. Social democratic capi-
talism won't necessarily solve it, but by transferring more of the GDP to low- and
middle-earning households via government benefits and by boosting the share
of people in paid work, it is likely to help.

A Success Story

Social democratic capitalism features a democratic polity, a capitalist economy,
good primary and second education, a big welfare state, employment-promoting
public services, and modest regulation of product and labor markets. It aims to
combine individual freedom with equality of opportunity, income security, and
a good standard of living for the least well-off. The evidence from the world’s
rich longstanding-democratic nations suggests that it achieves these goals. And
it does so without sacrificing other elements of a good society, from economic
growth to health to happiness and much more. It is, to this point in history, the
most successful package of institutions and policies we have devised.
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Before advocating widespread adoption of a new product or policy, it’s common
to try it out on a small group. A company that develops a new medicine will eval-
uate its benefits and drawbacks via a clinical trial. In the United States, state and
local governments frequently experiment with policy ideas before the federal
government decides to adopt them. This is, in effect, what has happened with so-
cial democratic capitalism over the past several decades. The Nordic countries,
its chief practitioners, have served as trial subjects.

The results, as we saw in Chapter 2, are very encouraging. The Nordic nations’
coupling of democracy, capitalism, and education together with a big welfare
state and high employment have produced a better standard of living for their
least well-off members, greater income security, and very likely more equality of
opportunity than in other rich democratic nations. And the Nordics have gotten
these results without sacrificing economic growth, freedom, health, happiness,
or any of a large number of other outcomes we want in a good society.

However, unlike in a trial of a new medicine, the Nordic countries weren’t ran-
domly selected from the world’s rich longstanding-democratic nations to receive
this “treatment.” It’s conceivable that the Nordics are blessed with attributes that
enable them, and only them, to reap the benefits of social democratic policies
without suffering tradeoffs. It’s possible, in other words, that while social dem-
ocratic capitalism works quite well, it can do so only in Denmark, Finland,
Norway, and Sweden. Varying versions of this hypothesis identify the Nordics’
secret sauce as an immutable work ethic, superior intelligence, trust, solidarity,
small population size, racial and ethnic homogeneity, institutional coherence,
effective government, corporatism, a willingness to be taxed, tax compliance,
strong labor unions, or low income inequality.

The question here isn’t whether other nations are likely to adopt social dem-
ocratic policies. They may or may not."! Nor is it whether social democratic
policies, if other countries do adopt them, will yield a higher standard of living
for the least well-off, greater income security, and more equality of opportu-
nity. They almost certainly will. The question is whether other nations that

72
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adopt social democratic policies will be more likely than the Nordics to suffer
tradeofts.

Work Ethic and Personal Responsibility

One possibility is that Nordic culture features a deeply ingrained (Viking?
Lutheran?) commitment to employment, and this causes people in the Nordic
countries to continue to work, and work hard, even in the face of financial
disincentives created by public social programs. In the words of one analyst,
“The uniquely strong norms associated with personal responsibility and work in
the Nordics made these societies particularly well suited for avoiding the moral
hazard of generous welfare systems.”

Are Nordic citizens more culturally predisposed than others to work hard in
the face of monetary disincentives? Three pieces of evidence suggest they prob-
ably aren’t. The first comes from a World Values Survey question asking whether
it is justifiable to claim government benefits to which you aren’t entitled. Figure
3.1 shows the share responding that doing so is never justified. A generation
ago, this share was comparatively high in Denmark, Norway, and Sweden. That
seems consistent with the hypothesis of a deep-seated cultural commitment to
employment. In the past two decades, however, there has been a significant shift.

90%
Nth

Den

UK, Swi

It, Asl

NZ

Can, Ger, Ire

UsS, Ja, Fin

Bel, Sp

Nor, Por, Swe, Aus

Kor

Fr

30 -
1960 70 80 90 2000 10 20
Year

Figure 3.1 Claiming government benefits to which you aren’t entitled is never
justified. Question: “Please tell me for each of the following actions whether you think it can always
be justified, never be justified, or something in between: claiming government benefits to which

you are not entitled.” The lines show the share responding “never be justified.” The vertical axis
doesn’t begin at zero. Data sources: World Values Survey and European Values Survey. Solid thick
lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is

Austria.
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In Denmark, a large share continues to say “never justified.” But Norway and
Sweden have moved from the top of the ranking to near the bottom, joining
Finland. They now have comparatively few citizens who feel it’s never justifiable
to claim government benefits to which you aren’t entitled. We shouldn’t take
this to mean that Finns, Norwegians, and Swedes are lacking in personal respon-
sibility or work ethic, but it does give us reason to doubt that they are uniquely
highly endowed with these qualities.

A second piece of evidence is the number of hours worked by people who are
employed. Figure 3.2 shows average hours worked per year by employed per-
sons in the rich democratic countries. Here too there is no empirical sign of an
overriding commitment to work in the Nordic nations. Denmark and Norway
are at the low end of the spectrum, with Sweden and Finland toward the middle
but in the lower half.

Third, there are specific policy episodes in the Nordic nations that offer
a useful test of the “uniquely strong work ethic” hypothesis. One is Sweden’s
sickness insurance program in the late 1980s. Jonas Agell describes the
circumstances: “According to the rules in place by the end of the 1980s,
employees were entitled to a 90 percent compensation level from the first day of
reporting sick. Due to supplementary insurance agreements in the labor market,
however, many employees had a compensation level of 100 percent. For the first
seven days of sickness leave, a physician’s certificate was not required.” How did
Swedes respond? Did they continue to show up for work, ignoring the mone-
tary incentive to be out “sick”? According to Agell, the average number of work
days missed due to sickness increased from 13 in the mid-1960s to 25 in 1988,
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Figure 3.2 Hours worked by employed persons. Average annual hours worked per employed
person. “k” = thousand. The vertical axis doesn’'t begin at zero. Data source: OECD. Solid thick

lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.
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despite an improvement in actual health among the Swedish population.’ To
put this in cross-national perspective, Americans on average miss 5 days of work
per year.!

Disability programs offer another test. Children of persons who receive dis-
ability payments are more likely than others to be aware of the program and to
know its eligibility and benefit rules. If those children are more likely than others
to end up on the disability program as adults, this suggests some degree of ben-
efit cheating. Norway is a useful case to examine, because its economy has been
exceptionally strong during the past generation, with lots of high-paying jobs. It
offers plenty of opportunity, in other words, for people to make a good living via
employment. A recent study finds that Norwegian children of disability benefit
recipients are indeed more likely to become recipients themselves, suggesting
that they do respond to incentives.®

None of this evidence is definitive, but it leans strongly against the hypothesis
that a unique cultural emphasis on work and personal responsibility makes
Nordic citizens less likely to succumb to employment disincentives than their
counterparts in other affluent countries.

We don’t need to look to culture in order to explain high employment rates in
the Nordic nations. As we saw in Chapter 2, social democratic capitalism aims
to boost employment via work-conducive public services and modest rather
than stringent product and labor market regulations. In the event that policy
makers go too far with government transfer generosity and create employment
disincentives, as they sometimes have, these two elements of social democratic
capitalism are likely to offset the damage. These policies, rather than an immu-
table work ethic or a culture of personal responsibility, are the key cause of high
Nordic employment rates. We should expect the same result when social demo-
cratic policies are used in other nations.

Intelligence

If people in the Nordic countries have an advantage in average cognitive
ability, they might be able to compensate for employment and innovation
disincentives by working smarter. We can’t directly compare intelligence
across countries, but scores on international tests of reading, math, and sci-
ence are inconsistent with the hypothesis of superior Nordic cognitive ability.
As Figure 3.3 shows, high school students in Finland have done quite well
on these tests over the past decade, but the scores of their counterparts in
Denmark, Norway, and Sweden have been average or below. This isn’t what
we would expect to see if people in the Nordic countries have an intelligence
advantage.
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Figure 3.3 PISA test scores, 15-year-olds. Average student score on Program for International
Assessment (PISA) reading, math, and science tests. The PISA tests ask students to solve problems
they haven’t seen before, to identify patterns that aren’t obvious, and to make compelling written
arguments. The vertical axis doesn’t begin at zero. Data source: OECD. Solid thick lines: Denmark and

Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

Trust

Some research suggests that interpersonal trust improves key societal outcomes
such as economic growth, educational attainment, health, and safety.® The
standard measure of trust comes from survey responses to the question
“Generally speaking, would you say that most people can be trusted or that you
need to be very careful in dealing with people?” The World Values Survey has
asked this question since the early 1980s. Figure 3.4 shows the share of the pop-
ulation in each of the rich democratic countries who choose the “most people
can be trusted” response. The Nordic nations have tended to feature compara-
tively high levels of interpersonal trust.”

Is trust what enables the Nordics to achieve “expanded Rawlsian” outcomes
without suffering tradeoffs?® One key question is: How important is trust in
achieving good outcomes? Here the supportive evidence is, in my view, quite thin.’

Even if trust does contribute to good outcomes, there is little reason to think a
high level of trustingness is possible only in the Nordic nations. Figure 3.5 shows
the level of trust in Denmark and Sweden according to the World Values Survey
and in the United States according to the National Opinion Research Center. The
question wording is virtually identical. In the 1960s, Americans appear to have been
just as trusting as Danes and Swedes, and perhaps more so.

So Americans apparently can be just as trusting as their Nordic counterparts.
What drove the large decline in interpersonal trust in the United States? The
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Figure 3.4 Interpersonal trust. Share of adults who believe most people can be trusted.
Question: “Generally speaking, would you say that most people can be trusted or that you need to be
very careful in dealing with people?” Data source: World Values Survey. Solid thick lines: Denmark
and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia.
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Figure 3.5 Interpersonal trust. Share of adults who believe most people can be trusted. Data
source for Denmark and Sweden: World Values Survey. Data sources for the United States: General

Social Survey, sda.berkeley.edu/archive.htm, series trust; National Opinion Research Corp.

main cause seems to have been a reduction in trust in government, spurred
by the Vietnam War in the 1960s and Watergate in the 1970s. As Figure 3.6
indicates, trust in government correlates very closely with interpersonal trust
over time. The pattern across rich democratic nations gives additional reason
to think that trust in government is an important determinant of interpersonal
trust. As Figure 3.7 shows, the cross-country association is quite strong.'’ Rising
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Figure 3.6 Trust in government and interpersonal trust in the United States. Share of
adults. Trust in government question: “Do you trust the government in Washington to do what is right
always, most of the time, some of the time, or never?” The line shows the share responding “always”

or “most of the time.” Data source: Pew Research Center, “Public Trust in Government, 1958-2017,”
using data from assorted surveys. Interpersonal trust question: “Generally speaking, would you say
that most people can be trusted or that you can’t be too careful in life?” The line shows the share
responding “most people can be trusted. ” Data sources: General Social Survey, sda.berkeley.edu/

archive.htm, series trust; National Opinion Research Corp. The correlation is +.85.
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Figure 3.7 Confidence in government and interpersonal trust. Interpersonal trust: Share of
adults saying “most people can be trusted.” The other response option is “You can never be too careful
when dealing with others.” Data source: World Values Survey. Confidence in government: Share

of adults responding "yes" to the question “Do you have confidence in the national government?”
Data source: Gallup World Poll, via the OECD. The asterisks highlight the Nordic countries. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line. The correlation is +.76.
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trust in government also appears to have been a key cause of the increase in in-
terpersonal trust in Denmark over the past generation."

If countries can in theory achieve Nordic levels of interpersonal trust, how
can they do so in practice? As it happens, a prominent hypothesis, supported
by recent findings, holds that an effective route is via an expansive and generous
welfare state.'*

What can we conclude? Interpersonal trust probably isn’t vital for good
outcomes. Even if it is, high trustingness isn’t unique to the Nordic countries;
other rich nations might well achieve comparable levels of trust if they were to
embrace social democratic capitalism.

Solidarity

For much of the past century, the Nordic countries have had strong labor unions,
a tradition of voting for political parties that promote social inclusion, and a
commitment to high levels of foreign aid for poor nations. These are frequently
seen as expressions of a solidaristic, egalitarian culture, which contrasts with the
more individualistic “Youre on your own” attitude that dominates in nations
such as the United States and the priority attached to the family in southern
European countries.

We shouldn't, however, overstate the role of egalitarian sentiments in the
Nordic countries. Figure 3.8 shows that in public opinion surveys, the share of
Swedes who say freedom and family security are very important to them has
consistently been much larger than the share saying equality is very important.

Nor, to my knowledge, is there scholarly research that convincingly links
solidaristic or egalitarian culture to better societal performance on outcomes
such as economic growth, health, happiness, or others.

Small Size and Homogeneity

The Nordic nations are small in population: Denmark, Finland, and Norway each
have S to 6 million people and Sweden has 10 million. They also are relatively
homogenous: according to a common measure of ethnic heterogeneity, among
twenty-one rich longstanding-democratic nations Finland is the eighth most di-
verse, Denmark sixteenth, Norway seventeenth, and Sweden eighteenth."
Homogeneity and small size very likely played a role in why the Nordics
adopted social democratic policies.'* But do they underlie the Nordic countries’
success in achieving expanded Rawlsian outcomes while avoiding tradeofts?
According to Tyler Cowen, “A small country with higher ethnic homogeneity
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Figure 3.8 Importance of freedom, family security, and equality to Swedes. Share
responding “very important” to the question “How important do you consider the following things

to be to yourself?” Other response options: fairly important, neither important nor unimportant, not
very important, not at all important. Data source: Johan Martinsson, Ulrika Andersson, and Annika
Bergstrom, eds., “Swedish Trends, 1986-2017,” SOM Institute, University of Gothenburg, 2018, p. 18.

and with only a few concentrated population centers usually can provide higher
levels of social insurance without experiencing the level of system abuse that
might occur in the United States”"> But he doesn’t offer any reason why that
would be true, nor any evidence suggesting it is. As noted earlier, a compara-
tively large share of Nordic citizens believe it’s okay to cheat, and their work
commitment decreases when benefits get too generous.

It’s also worth noting that across the rich democratic countries, neither small
population size nor homogeneity is associated with faster economic growth or
greater affluence.’®

Institutional Coherence

According to the “varieties of capitalism” hypothesis, the economies of the
world’s rich democratic nations fall into two groups. Coordination is market-
based in “liberal market economies” such as the United States and the United
Kingdom. Coordination is based largely on nonmarket or extramarket
institutions in “coordinated market economies” such as Germany and Austria.
What matters for successful economic growth, in this view, is not the type of
economic coordination, but the degree of institutional coherence. Countries
with more coherent institutions—those with consistently market-oriented or
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consistently nonmarket-oriented institutions and policies—should grow more
rapidly."”

Does institutional coherence account for the Nordic nations’ success in
coupling the advantages of social democratic capitalism with an absence of
tradeoffs?'® That’s unlikely. The Nordic countries’ configuration of institutions
and policies hasn’t been more coherent than those of Germany, Japan, the
United States, and some other rich democracies."” In any case, the empirical
record suggests no association between institutional coherence and economic
success; nations with hybrid institutions and policies, or with a mix that changes
over time, have performed as well as those with more coherent arrangements.*

Effective Government

t2! A common

The Nordic countries have tended to have good governmen
measure is the World Bank’s “government effectiveness” index, which attempts
to gauge public and expert perceptions of the quality of public services, the
quality of the civil service and the degree of its independence from political
pressures, the quality of policy formulation and implementation, and the cred-
ibility of the government’s commitment to such policies. Scores are available
beginning in the mid-1990s. As Figure 3.9 shows, the Nordic nations have con-
sistently ranked at or near the top among the rich democracies. A particular
strength has been their willingness to experiment and adjust, to be pragmatic
rather than bound by dogma. As one observer colorfully puts it, “The streets of
Stockholm are awash with the blood of sacred cows.”>

Have Nordic governments been uniquely effective? I'm not aware of evidence
that supports such a conclusion. According to the World Bank measure, the level
of government effectiveness in Switzerland, New Zealand, and the Netherlands
has tended to match that of the Nordic nations, with Japan, Canada, and
Germany close behind.

Policy makers in the Nordic countries have made some significant mistakes.
In the late 1980s and early 1990s, the governments in Finland and Sweden
caused recessions by reducing capital controls rapidly, and both then decided to
impose austerity measures, deepening the recessions.”> The downturns, which
ended up lasting from 1990 to 1995, were among the most severe experienced
by any rich country since the 1930s. Denmark’s government proved no more
effective than those of many other rich countries at identifying and preventing
a housing bubble in the mid-2000s. And on various occasions Nordic policy
makers have overshot in the generosity of public social programs, as I noted
earlier.
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Figure 3.9 Government effectiveness. Government effectiveness attempts to capture
perceptions of the quality of public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and implementation, and the
credibility of the government’s commitment to such policies. Data source: Stefan Dahlberg, SOren
Holmberg, Bo Rothstein, Anna Khomenko, and Richard Svensson, Quality of Government Basic
Dataset, version Jan16, Quality of Government Institute, University of Gothenburg, series wbgi_gee,
using data from the World Bank. Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland

and Norway. “Asl” is Australia; “Aus” is Austria.

Why might government effectiveness be critical for a country wishing to
achieve social democratic capitalist outcomes? A big welfare state is sometimes
assumed to require a massive bureaucracy that will inevitably be inefficient, ig-
norant of on-the-ground needs and complexities, vulnerable to rent-seeking by
private interest groups, and more attentive to its own interests than to those of
its customers or clients.”* However, many public insurance programs don’t in
fact suffer from these problems. Think of pensions, the government transfer pro-
gram that spends the largest quantity of money. It works very simply: A small
tax is regularly deducted from each employed person and from his employer.
When the person reaches the age of eligibility, he begins receiving a payment.
There are some complicated cases that must be sorted out by government per-
sonnel, but this is minor. The administrative cost is low—for Social Security in
the United States, just 0.4 percent of total program expenditures.* The potential
for self-interested bureaucrats to expand their turf is minimal, as is the ability of
private actors to grab a share of the money. For the Earned Income Tax Credit,
America’s next-largest antipoverty program, administrative costs also are less
than 1 percent of expenditures.”® Or consider healthcare. Administrative costs
for Medicare, America’s government health insurance program for the elderly,
are less than 2 percent of expenditures.” For Medicaid, which is administered
separately by each of the S0 states, they are 4.6 percent.?® If the United States
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were to enact a public sickness insurance program or paid parental leave, two
policies that every other affluent democratic nation already has, the size and cost
of the government administrative apparatus would be smaller than many critics
of big government imagine.

Policy experimentation in the Nordic nations and others lightens the burden
on the governments of countries that wish to embrace social democratic capi-
talism. Rather than starting from scratch, they can draw on “best practice” in the
Nordics and elsewhere.

Students of economic development in poorer nations increasingly recog-
nize that application of a ready-made template for a particular policy some-
times doesn’t work well, because the problem has idiosyncratic features in a
particular country or locality, because the needed government administra-
tive capacity doesn't exist, because information is limited, or because the new
policy disrupts existing routines and hence fosters resistance by administrators
or beneficiaries.”” But while this can be an issue for some modern public in-
surance programs, such as active labor market policy, it’s of limited relevance
for most.

What about government’s capacity to correct mistakes? An effective govern-
ment, Franklin Roosevelt once said, will “Take a method and try it. If it fails,
admit it frankly and try another.** Might this be a problem for a nation such
as the United States, which has an array of governmental veto points that make
it difficult to change course? Policy adjustment in the United States is indeed
more difficult than in, say, Sweden. Yet the US experience with public insurance
programs since the 1930s has been one of frequent adjustment. Every program
has been changed a number of times, sometimes in minor ways and other times
in major ones.* Often these adjustments have been expansions, but sometimes
they have involved cuts, and occasionally those cuts have been quite large, such
as the mid-1990s “welfare reform.” Program adjustment can be difficult in the
United States, but it does happen.

Corporatism

Regularized dialogue among organized interest groups and between interest
groups and government—known as corporatism or corporatist concertation—
can improve government policy making and implementation. Policies are likely
to be based on more and better information, to be better coordinated across
policy areas, and to be subject to less dispute and resistance once implemented.
Some studies have linked corporatism with healthier economic perfor-
mance: lower unemployment and inflation, faster economic growth, and greater
adaptability to economic change.*
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Figure 3.10 Corporatism. A composite measure formed by combining indicators of the
involvement of unions and employers in government decisions, the organizational structure

of collective actors, the structure of works council representation, the rights of works councils,
government intervention in wage bargaining, the dominant level of wage bargaining, coordination
of wage bargaining, and mandatory extension of collective agreements. Data source: Detlef Jahn,
“Changing of the Guard: Trends in Corporatist Arrangements in 42 Highly Industrialized Societies
from 1960 to 2010,” Socio-Economic Review, 2016. Solid thick lines: Denmark and Sweden. Dashed

thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

While the Nordic countries have been among the most prominent
practitioners of corporatism, they aren’t exceptional in this regard, as we see in
Figure 3.10. Moreover, corporatism’s beneficial effects on economic outcomes
seem to have dissipated by the 1990s.** This, then, is an unlikely candidate for
why the Nordic nations have been comparatively successful.

Willingness to Be Taxed

Government debt forces a portion of revenues to go toward interest payments,
which means those revenues can’t be used for transfers or services. A nation with
social democratic policies but stuck with a sizable government debt might, for
this reason, be less successful in boosting low-end living standards, improving
income security, and equalizing opportunity without experiencing tradeofls.
The Nordic nations have tended to balance their public budget. The result, as we
see in Figure 3.11, is little or no government debt.

Is this because Nordic citizens are uniquely amenable to paying high taxes?
Figure 3.12 shows tax revenues as a share of GDP in the Nordics and other rich
nations going back to the mid-1960s. While Denmark and Sweden had the
highest tax revenues from the mid-1980s until around 2010, in prior years their
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Figure 3.11 Government debt. Government financial liabilities minus government financial
assets (“net debt”), measured as a share of GDP. Higher on the vertical axis indicates larger debt. Data
source: OECD. Norway, which has a surplus (negative net debt) of better than 200 percent of GDP, is
omitted. Solid thick lines: Denmark and Sweden. Dashed thick line: Finland. “Asl” is Australia; “Aus”

is Austria.
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Figure 3.12 Tax revenues. Share of GDP. Includes all types of taxes at all levels of government.
Doesn’t include nontax sources of government revenue. Data source: OECD. Solid thick lines: Denmark
and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

revenue levels were similar to those of several continental European nations.
That has been true for Finland and Norway throughout the past half century
(apart from a brief spell in the early 1990s when Finland’s GDP fell sharply), and
in recent years it has been the case for Sweden as well. This is thin evidence on
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which to rest a conclusion that only the Nordic nations can generate a quantity
of taxes sufficient to pay for social democratic policies.

Why, then, have the Nordics had lower public debt levels than most other
rich nations? The chief reason is their commitment to genuine Keynesianism
in fiscal policy. Keynes argued for deficit spending during economic recessions,
in order to compensate for a shortfall in private-sector demand.** After World
War II some policy makers in the rich countries shifted to a view that deficit
spending should be used to stimulate the economy on a regular basis, not just
during downturns.* Nordic social democrats have tended to stick with Keynes’s
approach, which means running a surplus when the economy is growing in order
the keep the budget in balance over the business cycle.*

Tax Compliance

EvenifNordic citizens are no more fond of high taxes than their counterparts else-
where, are they more likely to pay them? The social democratic model requires
heavy tax revenues. If too many people react to high tax rates by cheating, the
model may run into trouble. Are people in the Nordic countries less prone to tax
cheating than citizens in other rich democracies?

One indicator is what people say in response to a survey question. Since the
early 1980s, the World Values Survey and European Values Survey have asked
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Figure 3.13 Cheating on taxes is never justified. Question: “Please tell me for each of the
following actions whether you think it can always be justified, never be justified, or something in
between: cheating on taxes.” The lines show the share responding “never be justified.” The vertical axis
doesn’t begin at zero. Data sources: World Values Survey and European Values Survey. Solid thick

lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.
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citizens whether they think cheating on taxes “can never be justified, always be
justified, or something in between.” Figure 3.13 shows the share responding “can
never be justified.” The Nordic countries are in the middle of the pack. Based on
what they say, they don’t appear to be less likely to cheat on tax payments than
their counterparts abroad.

What about actual behavior? Research on tax cheating suggests it is largely a
function of incentives rather than culture or individual virtue.*” When a person’s
income is reported to the tax authority by a third party, such as an employer or
financial company, the incidence and magnitude of tax cheating tends to be very
low. It increases when income is self-reported, as is the case for many people
who are self-employed. In Denmark, the tax evasion rate among those with only
or mainly self-reported income is about 50 percent. In the United States it is sim-
ilar, at about 56 percent.*® This suggests no grounds for believing that the Nordic
nations are uniquely able to get their citizenry to comply with heavy taxation.

Strong Unions

The unionization rate is higher in the four Nordic countries than in all other rich
democratic nations apart from Belgium, as Figure 3.14 shows. In other countries
unionization has been declining, in some cases quite rapidly. Like small popu-
lation size and ethnic homogeneity, strong labor unions increase the likelihood
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Figure 3.14 Unionization. Union members as a share of all employees. Data source: Jelle

Visser, “ICTWSS: Database on Institutional Characteristics of Trade Unions, Wage Setting, State
Intervention, and Social Pacts,” version 5.1, 2016, Amsterdam Institute for Advanced Labour Studies,
series ud, ud_s. Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl”

is Australia; “Aus” is Austria.
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that a country will adopt social democratic policies.*” To what extent do they
contribute to successful outcomes?

High unionization levels and centralization of union organizations facil-
itate coordinated wage setting. In the 1970s and 1980s, such coordination
encouraged moderate wage increases by workers and thereby contributed to
healthy macroeconomic performance—Ilow unemployment together with low
inflation. Since then, however, with the advent of independent central banks and
restrictive monetary policy, coordinated wage bargaining hasn’t been needed to
achieve wage restraint.*

Indeed, the tables have now turned. A variety of developments—
technological advance, globalization, heightened product market competition,
the shareholder value revolution in corporate governance, and looser labor
markets—have increased firms’ incentive to resist wage increases and enhanced
their leverage vis-a-vis workers. In this new economic context, the major chal-
lenge facing workers is to ensure that wages increase. A high unionization rate is
likely to help.

In some countries with moderate unionization, such as the Netherlands and
Austria, collective bargaining agreements are extended by convention to non-
union sectors and firms. In France this kind of extension is legally mandated.
Another alternative is wage setting by a public body; in Australia, tribunals
set wages for many occupations. Because of these kinds of compensatory
mechanisms, in some countries the share of the work force whose wages are de-
termined by collective bargaining is a good bit larger than the share who are
union members, as can be seen in Figure 3.18.

How successful have countries been at securing rising wages in the new ec-
onomic era? Figure 3.16 shows, for the period from 1995 (the earliest year of
available data) to 2013, each country’s growth rate of GDP per capita and its
growth rate of median compensation. The line in the chart is a 45-degree line; a
country will be on the line if its median compensation has grown at the same rate
as the economy. The Nordic nations and Belgium have high unionization rates,
so it isn’t surprising to see them close to the line. France and the Netherlands
also are close; as just noted, in France the law requires extension of collectively
bargained wage agreements, and the Netherlands has a strong extension norm.
Austria, Australia, and New Zealand also have compensating mechanisms, such
as Australia’s tribunals. These three countries fall somewhat below the 45-degree
line, meaning median wage growth has lagged behind that of the economy. The
countries with the lowest rates of unionization and no compensating mech-
anism, such as the United States, sit farthest below the line.

Can a nation like the United States do something to avoid wage stagnation?
At the low end of the labor market, one key is a statutory minimum wage that
is moderately high and rises in concert with economic growth. Pursuit of high
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Figure 3.16 Economic growth and median compensation growth. 1995-2013. Median
compensation growth: average annual growth rate of median inflation-adjusted compensation (wages
plus in-kind compensation plus employees’ and employers’ social contributions). Data source: Cyrille
Schwellnus, Andreas Kappeler, and Pierre-Alain Pionnier, “The Decoupling of Median Wages from
Productivity in OECD Countries,” International Productivity Monitor, 2017, table 1. Economic

growth: average annual growth rate of inflation-adjusted GDP per capita. Data source: OECD. The line
is a 45-degree line; a country will lie on this line if its median compensation growth rate is equal to its

economic growth rate. The asterisks highlight the Nordic countries. “Asl” is Australia; “Aus” is Austria.
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employment, a core element of social democratic capitalism, can contribute to
wage growth via labor market tightness (a low unemployment rate, often re-
ferred to as “full employment”). When employers can benefit from hiring more
workers but find it difficult to do so, they are more likely to bid up wages.*' In
addition, countries can use a government subsidy to supplement low earnings
and ensure that incomes rise over time. The United States already has such a pro-
gram, the Earned Income Tax Credit, which could help to fill this need if suitably
expanded, as I explain in Chapter 7.

Wage increases aren’t the only way in which unions matter. Strong unions are
part of the reason the Nordic countries have had moderate increases in income
inequality rather than large increases. Solidaristic wage setting compresses earn-
ings, which limits inequality between the upper-middle class and those below.
And unions push against skyrocketing executive pay, which helps to contain the
gap between the top 1 percent and everyone else.*?

In the United States, unions are very weak and, apart from the statutory
minimum wage, there is no mechanism to compensate for that weakness. At
the moment, the United States is an outlier among the rich nations. But that
may not be true for long. As we can see in Figure 3.14, unionization rates
have been declining in nearly all of the affluent countries. In Germany, once
the prototypical “coordinated market economy,” collective bargaining has
weakened significantly, and it’s quite possible other nations will suffer the
same fate.”

So what outcomes can we expect in weak-union countries that adopt so-
cial democratic policies? While most outcomes are likely to be similar to those
achieved by the Nordics, wage growth (in the middle and below) is likely to be
slower and income inequality higher. It’s important to emphasize, though, that
this isn’t a tradeoff. The point isn’t that weak-union nations will be made worse
in some way by embracing social democratic capitalism. It’s just that social dem-
ocratic policies won't in and of themselves solve the problems of wage stagnation
and rising income inequality.

Low Income Inequality

Over the past decade a growing number of observers have hypothesized that
income inequality has harmful effects on a range of outcomes we value, from
education to health to economic growth to happiness and more.** If it does,
the Nordic nations might have an advantage in achieving good outcomes be-
cause their other institutions, including strong labor unions, secure low levels
of income inequality, as Figures 3.17 and 3.18 show. Some other rich demo-
cratic countries also have low inequality and thus might be able to duplicate this
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Figure 3.17 Income inequality between the top 1 percent and the bottom 99 percent. Top
1 percent’s income share. Pretax income. Excludes capital gains. Data source: World Inequality Database.
Solid thick lines: Denmark and Sweden. Dashed thick lines: Finland and Norway. “Asl” is Australia.
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Figure 3.18 Income inequality within the bottom 99 percent. Gini coefficient. Posttransfer-
posttax income, adjusted for household size. The lines are loess curves. The vertical axis doesn’t begin
at zero. Data sources: Luxembourg Income Study; OECD. Solid thick lines: Denmark and Sweden.
Dashed thick lines: Finland and Norway. “Asl” is Australia; “Aus” is Austria.

success, but nations such as the United States and the United Kingdom prob-
ably wouldn’t. The worry is that while a nation such as the United States might
benefit from social democratic policies, these benefits would be swamped by
income inequality’s destructive impact.

Is income inequality harmful? In separate research, I've examined the
experiences of the world’s affluent democratic countries in the period from
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1979 to 2007.* Many of the most prominent predictions of harmful effects
are supported only weakly or not at all. The evidence suggests that income ine-
quality hasn’t slowed the growth of college completion. It either hasn’t reduced
the increase in life expectancy or the decrease in infant mortality or, if it has, the
impact has been small. It looks unlikely to have contributed to the rise in obesity.
It hasn’t slowed the fall in teen births or homicides since the early 1990s. It hasn’t
reduced economic growth. It hasn’t hindered employment. It isn’t systematically
linked to the occurrence of economic crises. It hasn’t reduced income growth
for poor households. It doesn’t appear to have affected average happiness. In the
United States it has had little or no impact on trust in political institutions, on
voter turnout, or on party polarization.

For some outcomes—interpersonal trust, the Great Recession, and house-
hold debt—the evidence is ambiguous or it is too soon to make any kind of
informed judgment.

On the other hand, the evidence pretty strongly suggests that in the United
States income inequality has increased disparities in education, health, family
formation, family stability, and happiness, and it has reduced residential mixing.
It also has reduced middle-class household income growth.

These findings suggest grounds for cautious optimism about the ability of a
country such as the United States to enjoy most of the same good outcomes as
the Nordic countries if it were to couple social democratic policies with a rela-
tively high degree of income inequality.

Is Social Democratic Capitalism
an Interdependent System?

A final hypothesis worth considering is that the difference between the Nordic
nations and other rich democracies when it comes to social democratic capi-
talism is categorical—a difference not of degree but of kind. Social democratic
capitalism, in this view, is an interdependent system, and a country won’t enjoy
its beneficial effects unless all of social democratic capitalism’s component
policies and institutions are in place.

As I noted in Chapter 2, the evidence suggests this isn’t the case. Expansive
and generous public insurance programs improve economic security, the
incomes of the least well-off, and equality of opportunity in a linear fashion.
High employment rates do the same. And the benefits of a big welfare state are
independent of the benefits of high employment; neither requires the presence
of the other. This means a country is likely to benefit by moving toward the social
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democratic model no matter where its starting point, and the benefit can come
from expanding public insurance, from boosting employment, or from both.

Social Democratic Capitalism’s Success Very
Likely Is Generalizable

The Nordic nations have used social democratic capitalism to achieve “expanded
Rawlsian” outcomes with little or no sacrifice of other elements of a good so-
ciety. Skeptics hypothesize that the Nordics have unique attributes that enable
them, and only them, to reap the benefits of social democratic policies without
suffering tradeoffs. While these hypotheses are plausible, none of them turn out,
on close inspection, to be compelling.

Compared to their counterparts in other affluent democratic nations, Nordic
citizens don’t have a uniquely strong work ethic or personal responsibility
norms, they aren’t more intelligent, and they aren’t less prone to tax cheating.
They are more trusting of fellow citizens, but that appears to have little impact
on outcomes and in any case can be duplicated via improved confidence in gov-
ernment. It isn’t clear that they are exceptionally solidaristic, nor that solidarity
matters for successful outcomes. The Nordic nations’ small size and homoge-
neity may well have made it more likely that they would adopt social democratic
policies, but it probably hasn’t contributed to their ability to get good outcomes.
The Nordic countries have had a comparatively high level of government effec-
tiveness, but not a uniquely high level. They have made greater use of corpo-
ratism than many other rich democracies, but corporatism doesn’t seem to have
had much impact on outcomes since the 1990s. They have avoided running up a
large public debt despite high levels of government spending, but that owes to a
commitment to balancing the budget across the business cycle, not to an abnor-
mally strong willingness of their citizens to be heavily taxed.

One feature of the Nordic nations that is likely to matter is union strength.
Countries such as the United States, where unions are weaker and there is no
other mechanism to expand the reach of collective bargaining, are likely to have
slower wage growth for ordinary workers and higher levels of income inequality
than the Nordics. In other respects, however, the successful outcomes we ob-
serve in the Nordic nations are likely to carry over to other countries that adopt
social democratic policies.

Political impediments to full embrace of social democratic capitalism are for-
midable in some nations. But once those impediments are surmounted, we can
be relatively confident in the likelihood of good results.
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Is There an Attractive
Small-Government Alternative?

As a country gets richer, people become more willing to spend money to insure
against loss and to enhance fairness. This is visible when looking across nations
at different levels of economic affluence, as we observed in Chapter 1, and we can
see it in developments over time in the world’s rich democratic nations. In the past
century, these nations have gone from spending virtually nothing on public social
programs to spending around 25 percent of GDP, on average, as Figure 4.1 shows.

These government transfers and services are a core element of social dem-
ocratic capitalism. As we learned in Chapter 2, social democratic policies con-
tribute to an “expanded Rawlsian” result—democracy, basic personal liberties,
good living standards for the least well-off, income security, and equality of
opportunity.

Is there a small-government set of institutions and policies that can do as
well as social democratic capitalism? Some believe there is." It consists of the
following:

« Low government spending and taxes

« Strong families and voluntary organizations

o DPrivate rather than public services

o Public transfer programs heavily targeted to the least well-off

Here, in principle, is how it would work: Smaller government produces faster
economic growth. Even if a disproportionate share of this growth goes to the
affluent, over the long run it will boost the living standards of the least well-
off. Private actors provide healthcare, preschool, college, and other services via
markets, with competition driving quality up and prices down. Families and
voluntary organizations are the principal source of support for those in need.
Government transfers targeted to the most needy fill in any gaps left by markets,
families, and civic groups.

94
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Figure 4.1 Public social expenditures. Share of GDP. Gross public social expenditures. Data
source: Esteban Ortiz-Ospina and Max Roser, “Public Spending,” Our World in Data, using data for
1880-1930 from Peter Lindert, Growing Public, volume 1, Cambridge University Press, 2004, data for
1960-1979 from OECD, “Social Expenditure 1960-1990: Problems of Growth and Control,” OECD
Social Policy Studies, 1985, and data for 1980ff from OECD, Social Expenditures Database. “As” is

Australia; “Aus” is Austria.

This is plausible in theory. How well is it likely to work in practice?

Before proceeding, let me clarify two bits of terminology. First, some call
government “big” if it is a heavy regulator or if it engages in active steering of
investment. When I refer to the size of government as large or small here, I mean
solely in terms of spending and taxing. Second, “small” must be understood in
context. In all of the rich longstanding-democratic nations, total government
expenditures and revenues are 25 percent or more of the GDP. Compared to
most of the world’s nations, that’s fairly large. But compared to the norm among
the affluent democracies, government taxing and spending at one-quarter or
one-third of GDP is on the small side.

Small Government and Economic Growth

Government helps the economy in various ways.” When it protects safety and
property and enforces contracts, it facilitates economic activity. Antitrust rules
enhance competition. Schools boost human capital. Roads, bridges, and other
infrastructure grease the wheels of business. Limited liability and bankruptcy
provisions encourage risk-taking. Affordable high-quality childcare increases
employment among parents and enhances the capabilities of less-advantaged
children. Access to medical care improves health and reduces anxiety. Child labor
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restrictions, antidiscrimination laws, minimum wages, job safety regulations,
consumer safety protections, unemployment insurance, and a host of other
policies help ensure social peace.

On the other hand, governments with higher taxes and spending may be
more prone to adopt policies that stifle business, reduce competition among
firms, or waste resources. They may run up debts that channel resources into
interest payments instead of productive activity. And high taxes can weaken fi-
nancial incentives for innovation, investment, and work effort.

An economy will be healthier with some government than with none, but
there surely is some level of government spending and taxing at which the bal-
ance will tip toward economic harm. It would be nice if social scientists could
locate the tipping point with a theoretical model or a computer simulation.
Unfortunately, we can’t. We need empirical evidence. While there are many po-
tential sources of such evidence, the most informative is the experiences of the
affluent longstanding-democratic nations.

The evidence from those countries gives us no reason to think that govern-
ment spending and taxing up to atleast SS percent of GDP, and perhaps as high as
65 percent, hurts economic growth. In all of these countries, public expenditures
and taxation have grown significantly over the past century. If bigger government
is bad for economic growth, this should have produced a slowdown in growth
rates. But it hasn’t. If we compare across the rich democracies, those with lower
taxes and government spending haven’t had faster economic growth rates. The
best test, because it most closely approximates an experiment, is to see if coun-
tries that have increased public expenditures and taxes the most have experi-
enced smaller increases (or larger decreases) in economic growth. They haven't.?

Civil Society

In the small-government model, families and voluntary organizations carry
much of the load in helping children and the less advantaged. In assessing how
well this is likely to work, it’s worth asking why rich democratic societies turn
to government programs at all, when they could leave this task entirely up to
families and intermediary organizations.

One reason is that families and voluntary groups aren’t comprehensive in
their coverage. Many children live with just one parent, and some parents are
short on money, time, or parenting skills. Civic groups by nature leave a signif-
icant portion of the population uncovered; they help who they can, but some
people who need assistance fall through the cracks, and some types of assistance
that would help aren’t offered.
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A second reason is that government programs sometimes are more effective
and efficient, due to economies of scale, coordination advantages, reduced ad-
ministrative costs, and ability to require universal participation. For instance,
safety and property protection can be provided by voluntary organizations such
as local militias, but it’s done more effectively by a government police force (and
more fairly, because rules ensure that everyone gets access to the service, the ac-
cused have rights, and so on). Voluntary savings clubs could address the problem
of people setting too little money aside for retirement, but it’s much more effec-
tive and efficient to create a public pension program.*

An additional problem with families and voluntary organizations is that
they have been weakening over the past half century. Consider the United
States. Figure 4.2 shows that the share of American adults who are married has
declined. Each line is for a cohort. For two of the cohorts marriage rates declined
over time, while for the others they’ve been stable. But across cohorts, from one
to the next, the married share has fallen consistently. Among the cohort born
between 1925 and 1934, nearly nine in ten were married at age thirty-five to
forty-four. Half a century later, among the cohort born between 1975 and 1984,
the share of thirty-five-to-forty-four-year-olds who are married is nearly 30 per-
centage points lower.

Figure 4.3 shows that the share of American children growing up in a two-
parent household has fallen by 15 to 20 percentage points over the past half cen-
tury. This trend owes partly to more married parents splitting up, but even more
important has been the increase in having children without being married. As
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Figure 4.2 Marriage. Share of persons aged 35-44 who are married. Each line is for a cohort, with

birth years listed to the right. The lines are linear regression lines. Data source: General Social Survey,

sda.berkeley.edu/archive.htm, series marital.
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Figure 4.3 Children growing up with two parents. Share of children. The data points for
children living with both biological parents are decade averages. Data sources: General Social Survey,

sda.berkeley.edu/archive htm, series family16; Census Bureau, “Living Arrangements of Children,”
table CH-1.
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Figure 4.4 Children born to married parents. Share of children born to married women. Data

source: National Center for Health Statistics.

we see in Figure 4.4, the share of children born to married parents dropped from
9S percent in 1960 to 60 percent in 2015.

These trends aren’t surprising. Historically, marriage has been as much a
product of economic necessity and social norms as of love and friendship. As
societies get richer, economic circumstances and norms tend to change in ways
that reduce the prevalence of marriage. Women become better educated, more
likely to be employed, and more likely to earn enough to live independently.
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In addition, government benefits allow women with limited labor market
prospects to survive without dependence on a husband. So for an increasing
share of women, getting married, or remaining in an unsatisfying marriage,
becomes a choice rather than a financial necessity. A second change that comes
with growing affluence is that people attach greater importance to individual
freedom and choice. As a result, norms discouraging divorce, nonmarital cohab-
itation, and out-of-wedlock childbearing begin to weaken.

In the United States, the decline of marriage and of two-parent childrearing
are particularly problematic from the perspective of economic security and
equal opportunity because they’ve been more pronounced among Americans
who have less education and income.’

Voluntary organizations also have been weakening. Robert Putnam compiled
data on membership rates in thirty-two national chapter-based associations that
existed throughout much of the twentieth century. Membership in these groups
peaked around 1960 and then fell steadily for four decades, as we see in Figure
4.5. We also have two measures of the average amount of time Americans report
spending on associational activity. As Figure 4.6 shows, both suggest a substan-
tial decline between the mid-1960s and the early 1990s.

These two indicators are available only up to the turn of the century. Several
others—membership and participation in religious organizations and mem-
bership in other types of organizations (labor unions, service groups, youth
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Figure 4.5 Membership in civic organizations. Membership in 32 national chapter-based
organizations. Includes the Parent-Teacher Association (PTA), Boy Scouts, Girl Scouts, 4-H, League
of Women Voters, Knights of Columbus, Rotary, Elks, Kiwanis, Jaycees, Optimists, American Legion,
Veterans of Foreign Wars, the NAACP, B'nai B'rith, Grange, Red Cross, and more. Data source: Robert
D. Putnam, Bowling Alone: The Collapse and Revival of American Community, Simon and Schuster,
2000, figure 8.
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Figure 4.6 Time spent on civic association activity. Per month. Average among US adults.
Includes activity such as attendance at community, political, church, or trade union meetings;
voluntary tutoring or coaching; paperwork and other organizational work associated with voluntary
activities; other voluntary community or political activities, such as demonstrations and providing
meals/refreshments. The “Putnam” line excludes activity with religious organizations. Data

sources: Robert D. Putnam, Bowling Alone: The Collapse and Revival of American Community, Simon
and Schuster, 2000, p. 62; Robert Andersen, James Curtis, and Edward Grabb, “Trends in Civic
Association Activity in Four Democracies: The Special Case of Women in the United States,” American
Sociological Review, 2006, table 1.

groups, sports clubs, and others) —suggest a similar story of decline in the post-
2000 years. There are a few exceptions to the downward trend: volunteering,
self-help and support groups, and Internet-based activism. But overall civic en-
gagement has clearly decreased in the past half century.®

So families and voluntary organizations sometimes are less effective than
public programs, they leave out a lot of people who need help, and they’ve been
weakening over time.

In addition, these two nongovernmental sources of support and assistance
are nearly or equally as prominent in nations with big governments as in those
with smaller ones. Start with family. By reducing the need to have a partner to
help with the breadwinning and childrearing, government services and transfers
may cause fewer people to commit to long-term relationships.” But is this effect
a large one? If so, we might expect family to have weakened considerably when
universal K-12 schooling was established, but that didn’t happen. Figure 4.7 has
the share of children living in a home with two parents on the vertical axis, with
government expenditures as a share of GDP on the horizontal axis. The pattern
suggests that family isn’t weaker in countries with bigger governments.

What about voluntary organizations? Yuval Levin, a prominent conserva-
tive thinker in the United States, contends that “progressive social policy . . . has
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Figure 4.7 Government size and two-parent households. Children in two-parent

households: share of children aged 0 to 14 who live in a household with both a mother and father. 2014.
Data source: OECD Family Database, table SF1.3.A. Government expenditures: share of GDP. Includes
all levels of government: national, regional, local. Average over 2000-2014. Data source: OECD. “Asl” is

Australia; “Aus” is Austria. The line is a linear regression line. The correlation is —.12.

sought to make civil society less essential by assigning to the state many of the
roles formerly played by religious congregations, civic associations, fraternal
groups, and charities, especially in providing help to the poor.”® In Figure 4.8
we see a negative association across the rich countries between government
spending and the share of adults who say they are an active member of a civic
group or organization, but the association is quite weak.

Consider the United States and Sweden, two countries that differ significantly
in the expansiveness and generosity of their public insurance programs. If big gov-
ernment has the effect of quashing or crowding out civic engagement, we ought
to observe a good bit more participation in civic groups by Americans than by
Swedes. The World Values Survey asks about active membership in eight types of
groups: art-music-education, charitable, consumer, environmental, labor union,
professional, religious, and sports-recreation. Each country has been surveyed three
times over the past two decades. It turns out the difference between the two coun-
tries is fairly small. When we average across these eight types of groups, 10 percent
of Swedes say they are active members compared to 14 percent of Americans.

What about family and groups as a source of social support? Yuval Levin
suggests that “As the national government grows more centralized, and takes
over the work otherwise performed by mediating institutions—from families
and communities to local governments and charities—individuals become in-
creasingly atomized.”” A helpful measure comes from the Gallup World Poll,
which regularly asks “If you were in trouble, do you have relatives or friends you
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Figure 4.8 Government size and voluntary organizations. Active group membership: share
of adults who say they are an active member of a civic group or organization. Average for eight types of
organization: religious, sports-recreation, art-music-education, charitable, professional, labor union,
environmental, consumer. Question: “Now I am going to read off a list of voluntary organizations.

For each organization, could you tell me whether you are an active member, an inactive member, or
not a member of that type of organization?” Average over 2005-2014. Data source: World Values
Survey, worldvaluessurvey.org. Government expenditures: share of GDP. Includes all levels of
government: national, regional, local. Average over 2000-2014. Data source: OECD. “Asl” is Australia.

The line is a linear regression line. The correlation is —.21.

can count on to help you whenever you need them, or not?” The comparative
pattern, shown in Figure 4.9, offers no indication of an adverse impact of big
government.

So what does the evidence tell us about families and voluntary organizations
as an alternative route to equality of opportunity, a good standard of living for
the least well-off, and income security? They are inherently incomplete in cov-
erage. They’ve been weakening over the past half century. And they’re just as
prominent, or very nearly so, in countries with big governments as in those with
smaller ones. There is, in other words, little empirical support for this element of
the small government model.

Private Services

Our goals for services are universal access, quality provision, cost control, and
innovation. In many instances this requires embracing competition from pri-
vate providers. Service users should be allowed to choose among providers, in-
cluding private ones.

At the same time, we shouldn’t go overboard on choice. For instance, in el-
ementary and secondary schooling there is no need to offer parents a menu of
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Figure 4.9 Government size and social support. Social support: share responding “yes” to
the question “If you were in trouble, do you have relatives or friends you can count on to help you
whenever you need them?” Average over 2005-2016. Data source: Gallup World Poll, via the World
Happiness Report 2017, online appendix. Government expenditures: share of GDP. Includes all
levels of government: national, regional, local. Average over 2000-2014. Data source: OECD. “Asl” is
Australia; “Aus” is Austria. The line is a linear regression line, calculated with South Korea excluded.

The correlation is —.22 (excluding South Korea).

“education plans” with various combinations of subject coverage or different
options for sequencing math classes. We should simply allow them to choose
which school their child will attend. In healthcare, we should allow people to
choose their provider, but it isn’t necessary to offer dozens of health insurance
plans to choose among. A few options is likely to be enough.

Can we get good outcomes with only private service providers? In some
instances, yes; think of mobile phones or rental cars. But in others, such as schools,
healthcare, transportation, water, sewage, electricity, and Internet access, private
providers tend to be unwilling or unable to ensure access to everyone at an afford-
able price, so government needs to play a role, potentially a large one, in provision.

The comparative experience also has taught us that in the healthcare sector,
markets and competition don’t give payers enough power to limit the prices
charged by providers. Cost control is best achieved if the chief payer is govern-
ment or a small number of insurers."

Targeted Transfers

In principle, public insurance programs that target the most needy can help the

least well-off at limited cost to taxpayers. How well do they work in practice?
Relative to the norm among affluent democratic countries, the US welfare

state is small and targeted. It has been a success, but not a rousing one. Measures
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of material hardship suggest that Americans at the low end of the socioeconomic
ladder are less well off than their counterparts in most other rich nations. The US
relative poverty rate is among the highest. Tens of millions of Americans with
fairly low incomes aren’t poor enough to qualify for Medicaid, aren’t old enough
to get Medicare, but have too little income to buy health insurance on the private
market, even with a government subsidy."!

Has this approach been more successful elsewhere? Proponents some-
times point to Australia as a success story.'> On the horizontal axis of
both charts in Figure 4.10 is a measure of the degree to which government
transfers are targeted to the poor. Countries with greater targeting are to
the right; countries that have a more universalistic public safety net, with
transfers spread more evenly up and down the income ladder, are to the
left. Australia’s government transfers are directed toward lower-income
households to a greater degree than in any other affluent country. In the
first chart, the vertical axis shows public transfers as a share of total house-
hold income; here we see that Australia’s transfers are highly targeted and
that the country spends comparatively little on them. In the second chart,
the vertical axis shows the degree to which transfers reduce income ine-
quality; given its low spending, Australia’s public transfer system is effective
at redistributing income."® As a result, Australia’s transfer programs boost
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Figure 4.10 Australia’s government transfers: heavily targeted, inexpensive, and
redistributive. Australia is “Asl” Targeting: concentration coefficient for government transfers; “high”
indicates more targeted, “low” more universal. Transfer generosity: government transfers as a share

of household income. Redistribution: percentage reduction in inequality of household income (Gini
coefficient) when government transfers are added. Data source: Ive Marx, Lina Salanauskaite, and
Gerlinde Verbist, “For the Poor, but Not Only the Poor: On Optimal Pro-Poorness in Redistributive

Policies,” Social Forces, 2016, using Luxembourg Income Study data.
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the incomes of its poor citizens more than America’s do, and it has less pov-
erty and material deprivation.

Yet Australia’s success shouldn’t be overstated. As we saw in Chapter 2, it has
a higher incidence of material hardship and a higher relative poverty rate than a
number of other affluent countries.'*

In any case, it isn’t clear that the Australian model would be feasible in a
country such as the United States. Social scientists have long questioned the
durability of a public safety net that relies on heavy targeting. Because a lim-
ited segment of the population receives benefits, political support for targeted
programs can be tenuous.” The continued popular support for Australia’s
targeted transfers may owe to the country’s exceptionally egalitarian culture.
For instance, Australian retirees with high incomes receive little pension. If
Social Security in the United States were restructured so that few upper-middle
class or affluent Americans received any benefits, its political support might
weaken significantly.

This isn't to say that all social transfer programs need to be universal. In
the United States, some targeted programs such as Medicaid and the Earned
Income Tax Credit have been expanded over time rather than retrenched. And
Denmark, which has one of the world’s most expansive public safety nets, has
moved toward greater targeting.' The point is simply that it may be difficult for
other countries to duplicate the Australian model.

Indeed, it isn't clear that Australia will be able to continue relying on this
model. One element of Australia’s heavily progressive government transfers has
been a generous benefit to single mothers, whether they are employed or not
and regardless of the age of their children. But since the early 2000s Australian
policy makers have gradually reduced these benefits. Some solo parents have
compensated by increasing paid work, but hardship has increased among this
group as a whole."”

Swiss Lessons?

Switzerland is perhaps the most successful small-government country.'® It is
prosperous, free, orderly, and pleasant. It also does fairly well in income secu-
rity and the decency of its income floor—not as well as the Nordic countries,
but better than a number of other small-government nations."

However, Switzerland isn’t a useful case for assessing the attractiveness and
viability of a small-government model. For several centuries, Switzerland has
positioned itself as a financial safe-haven. This has brought in large amounts
of foreign money, which has spilled over into economic growth, significant
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financial-sector employment, and high wages. In this sense, Switzerland is
like Norway with its oil resources—a genuine success story, but not one from
which we should draw inferences for other countries.

The Libertarian Fallback

So the evidence doesn’t support the hope for a small-government model that
can do as well as social democratic capitalism. For some small government
proponents, that isn’t a problem, because the real justification for small govern-
ment is that individual freedom trumps other considerations.*’

This libertarian notion has few adherents. Virtually everyone supports gov-
ernment paternalism in the form of property protection, traffic lights, and food
safety regulations, to mention just a few examples. And many people support
public social programs. When basic needs are met, we tend to prefer more se-
curity, broader opportunity, and confidence that living standards will improve
over time. We are willing to allocate some of our present and future income to
guarantee these things, and we are willing to allow government to take on that
task. That’s a key reason why public social programs tend to expand in scope and
size as nations grow richer.

What’s more, recent evidence from the world’s rich democratic nations
suggests that having a smaller government may not offer any advantage when
it comes to personal freedom.?! Researchers for the Cato Institute, a libertarian
think tank, have assembled a “personal freedom index” that measures legal pro-
tection, security, freedom of movement, freedom of religion, freedom of as-
sociation, assembly, and civil society, freedom of expression, and freedom in
relationships. The pattern in Figure 4.11 suggests no incompatibility between
big government and individual liberty.

An additional source of information about freedom is public opinion surveys.
Since 2005 the Gallup World Poll has asked a representative sample of adults in
various countries whether they are satisfied or dissatisfied with their freedom to
choose what they do with their life. As we saw in Chapter 2, in countries with
bigger welfare states a larger, not smaller, share say they are satisfied with their
freedom to choose.

The “Government Failure” Fallback

The most common arguments in favor of small government point not to good
outcomes they will achieve, but rather to the likelihood that government efforts
will do worse.
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Figure 4.11 Government size and personal freedom. Personal freedom: average score for rule
of law, security and safety, freedom of movement, religious freedom, freedom of association, freedom
of expression and information, and freedom of identity and relationships. Scale is 0 to 10. 2012. Data
source: Jan Vasquez and Tanja Porcnik, The Human Freedom Index, Cato Institute, 2015, table 2.
Government expenditures: share of GDP. Includes all levels of government: national, regional, local.
Average over 2000-2014. Data source: OECD. “Asl” is Australia; “Aus” is Austria. The line is a linear

regression line. The correlation is +.40.

One such argument suggests that government’s size is inversely related to
its effectiveness: the bigger a government gets, the worse its performance will
be. This could happen because the more a government spends and taxes, the
more it invites lobbying by interest group for favors and the more opportunity
and incentive it creates for policy makers and other public officials to dispense
such favors. Also, larger governments may create more layers of bureaucracy,
impeding effective decision making.**

What does the cross-country experience tell us about this hypothesis? There
are various ways to measure the quality of government.”> A common measure
is the World Bank’s “government effectiveness” indicator, which attempts to
gauge public and expert perceptions of the quality of public services, the quality
of the civil service and the degree of its independence from political pressures,
the quality of policy formulation and implementation, and the credibility of the
government’s commitment to such policies. Figure 4.12 shows the relationship
between countries’ level of government spending and their score on this measure.
There is no noteworthy association. Countries with bigger governments don’t
tend to have less effective ones.**

Anotherpotential problem with governmentpolicyis excessive complexity—
complicated public programs with an array of overlapping rules, benefits, and
exemptions.” The United States, for instance, has an assortment of programs
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Figure 4.12 Government size and government effectiveness. 2014. Government
effectiveness attempts to capture perceptions of the quality of public services, the quality of the civil
service and the degree of its independence from political pressures, the quality of policy formulation
and implementation, and the credibility of the government’s commitment to such policies. The data
set includes most of the world’s countries, so “moderate” and “high” government effectiveness are
relative to this larger group. Data source: Stefan Dahlberg, S6ren Holmberg, Bo Rothstein, Anna
Khomenko, and Richard Svensson, Quality of Government Basic Dataset, version Jan16, Quality of
Government Institute, University of Gothenburg, series wbgi_gee, using data from the World Bank.
Government expenditures: share of GDP. Includes all levels of government: central, regional, and
local. Data source: OECD. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The

correlation is —.14.

and regulations that facilitate access to medical care: Medicare, Medicaid,
S-CHIP, the Veteran’s Administration, tax breaks for employer contributions
to employee health insurance, healthcare exchanges run by the federal and state
governments in which private insurers compete for customers, a requirement
that private insurance plans don’t exclude people with preexisting conditions, a
requirement that private plans allow parents to include their children up through
age twenty-five, and much more. America’s tax system, with its multitude of
specific provisions and exemptions, is equally complex. The IRS Taxpayer
Advocate Service estimates that the direct and indirect costs of complying with
the US tax code total more than $150 billion a year, about 1 percent of GDP.*
The chief beneficiaries are industries, firms, and affluent individuals who lobby
for and are best positioned to take advantage of deductions and exemptions.
Simpler would be better.

However, policy complexity in the United States is a result more of
government’s structure than of its size. The policy making process is ridden
with veto points that allow legislative opponents and interest groups to in-
sert loopholes and special benefits in exchange for allowing proposed
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policies to go forward. The fact that the United States has multiple layers of
government—federal, state, local—adds an additional layer of complexity.
And since the 1970s congresses and presidents, eager to reduce the number
of federal government employees (“shrink the bureaucracy”), have increas-
ingly delegated the implementation of new or expanded programs to state and
local governments, private contractors, and nonprofit agencies.”” This too has
tended to increase complexity.

But aren’t larger government programs inherently more complex? No. Social
Security is one of America’s biggest government programs, but it also is very
simple. A “Medicare for All” healthcare system would increase government
expenditures’ share of GDP, but it would be much less complex than the current
hodgepodge. A tax system with fewer loopholes could raise more revenue and
also be simpler.

Another common argument suggesting that government does more harm
than good contends that bigger governments weaken competition, thereby
reducing innovation and economic dynamism. According to Luigi Zingales,
“When government is small and relatively weak, the most effective way to make
money is to start a successful private-sector business. But the larger the size
and scope of government spending, the easier it is to make money by diverting
public resources. After all, starting a business is difficult and involves a lot of risk.
Getting a government favor or contract is easier, at least if you have connections,
and is a much safer bet.”®

What do we observe when we compare across rich nations? The vertical
axis of Figure 4.13 has an indicator of the degree of competition in product
markets. The measure combines the degree of intensity of local competition,
the degree to which corporate activity is spread across many firms rather
than dominated by a few, the degree to which anti-monopoly policy effec-
tively promotes competition, and the absence of barriers to imports, with the
scoring for each of these elements based on a survey of executives conducted
by the World Economic Forum. The figure shows that nations with bigger
governments are just as likely as those with smaller governments to have com-
petitive product markets.

Why don’t bigger governments tend to reduce competition? One reason
is that firms and other economic actors may care more about shaping gov-
ernment regulations in their favor than about getting government money.
Consider the United States. Government taxes and spends less in the United
States than in most other rich countries, and Americans embrace competi-
tion. Yet the US economy is riddled with rules, regulations, and practices that
inhibit competition or privilege particular firms and industries. Half-hearted
antitrust enforcement allows corporate behemoths to maintain market
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Figure 4.13 Government size and product market competition. The data are for 2014.
Product market competition: average responses by executives in each country to four questions: (1)
How would you assess the intensity of competition in the local markets in your country? 1 = limited
in most industries; 7 = intense in most industries. (2) How would you characterize corporate activity
in your country? 1 = dominated by a few business groups; 7 = spread among many firms. (3) To

what extent does anti-monopoly policy promote competition in your country? 1 = does not promote
competition; 7 = effectively promotes competition. (4) In your country, to what extent do tariff and
non-tariff barriers limit the ability of imported goods to compete in the domestic market? 1 = strongly
limit; 7 = do not limit. Data source: World Economic Forum, The Global Competitiveness Report 2014~
15. Government expenditures: share of GDP. Includes all levels of government: central, regional, and
local. Data source: OECD. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The

correlation is +.03.

share and profitability despite little innovation. Patents limit competition
in pharmaceuticals, computer software, entertainment, and a slew of other
product markets.” Licensing, credentialing, and certification requirements
for occupations or particular types of businesses dampen competition in
product markets ranging from medical care to legal services to education to
taxi transportation to hairdressing and beyond.*® Zoning restrictions and his-
toric preservation designations limit expansion of housing units in large cities
by imposing building height restrictions and preventing new construction on
much of the land.*' The federal government’s practice of allowing some banks
to become “too big to fail” gives those banks an advantage over competitors
(they can engage in riskier strategies, with potentially higher profit margins,
than can others).»

A second reason is that firms’ efforts to get money from government include
lobbying for preferential tax treatment. When they succeed, the result is less gov-
ernment revenue, not more—a smaller government rather than a larger one.
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Third, the hypothesis that big government results in less competition fails to
consider the types of programs on which government spends money. Public in-
surance programs mainly transfer money to individuals; they offer little oppor-
tunity for firms or interest groups to grab a piece of the pie. That is largely true of
government provision of services as well. Opportunity for large-scale diversion
of public resources is present mainly in government service programs that rely
on private provision, such as the US military or Medicare’s prescription drug
benefit.

Hypotheses about government failure are perfectly plausible in theory. But
when we look across the existing rich democratic nations, we find no support
for the contention that bigger governments perform less effectively or inhibit
competition more than smaller ones.

The Small-Government Mirage

Social democratic capitalism has proved effective at generating “expanded
Rawlsian” outcomes—democracy, basic personalliberties, a high living standards
floor, income security, and equality of opportunity—without sacrificing eco-
nomic growth or other features of a good society. Is there a small-government
set of institutions and policies that can achieve the same thing? Some conserva-
tive thinkers, researchers, and policy makers believe there is. It relies on markets
and small government to achieve rapid economic growth, some of which trickles
down to the least well-off. Families and voluntary organizations provide income,
services, and other types of support to those who need it. Services are offered by
private providers. Targeted government transfers fill in the gaps.

The record of the world’s affluent democratic nations over the past half
century doesn’t support this hypothesis. Countries with smaller government
haven’t had faster economic growth. Families and voluntary organizations
aren’t comprehensive in coverage; they sometimes are less effective and effi-
cient than government programs; they’ve been weakening over time; and they
are nearly or equally as prominent in nations with a big government as in those
with a smaller one. Private provision of services should be welcomed, even
embraced, but it is most effective as a complement to public provision rather
than a substitute. Relying on heavily targeted government transfers can reduce
poverty and insecurity, but not as well as social democratic capitalism; and it
may be sustainable only in a country with a strong egalitarian ethos, such as
Australia.

Conservatives who are willing to treat small government as merely one goal
among many, rather than their be-all and end-all, can help improve social policy
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in a variety of ways, such as increasing choice and competition in the delivery
of services, enhancing supports for employment, reducing regulatory obstacles
to employment (such as occupational licensing requirements and zoning
restrictions), and improving government efficiency and effectiveness (for in-
stance, by fostering more consistent use of evidence in policy making).** In
some of the rich democratic nations, this is what conservatives now tend to do.
In the United States, on the other hand, many on the right, including much of
the leadership of the Republican Party, remain wedded to the small-government

illusion.



Why Not a Basic Income?

A universal basic income would give individuals a regular cash payment.
Eligibility wouldn’t be conditional on need or employment status. The idea
originated centuries ago, with proponents such as Thomas More in the 1500s
and Thomas Paine in the 1700s. It had a small but prominent group of supporters
in the late 1800s and early 1990s, including John Stuart Mill, Henry George, and
Bertrand Russell. Milton Friedman and James Tobin popularized it in the 1960s
(as a “negative income tax”), and US policy makers gave a version of it serious
consideration in the early 1970s." Today it has advocates on both the left and
right sides of the political spectrum.?

On the left, supporters highlight the potential enhancement to freedom—
specifically, freedom from work. In the words of Philippe Van Parijs:

Abasicincome would serve as a powerful instrument of social justice: it
would promote freedom for all by providing the material resources that
people need to pursue their aims. . . . A UBI [universal basic income]
makes it easier to take a break between two jobs, reduce working time,
make room for more training, take up self-employment, or join a co-
operative. And with a UBI, workers will only take a job if they find it
suitably attractive. . . . If the motive in combating unemployment is
not some sort of work fetishism—an obsession with keeping everyone
busy—but rather a concern to give every person the possibility of
taking up gainful employment in which she can find recognition and
accomplishment, then the UBL is to be preferred.?

For proponents on the right, the chiefadvantage isreduction in the deadweight
costs of public social programs. If the government simply cuts a check to each
person, there is no need for caseworkers or bureaucratic oversight.

A third attractive feature of a universal basic income is that because it would
go to everyone, recipients will face no stigma.
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There are important details to be worked out. Should the payment go to all
individuals, to all residents, to all citizens, or to all adults? Should it be paid out
monthly or once a year? What should be the amount? Should the amount be the
same or different across geographic regions in a country and across age groups?

At the generous end of the spectrum, Philippe Van Parijs and Yannick
Vanderborght argue for all permanent fiscal residents as recipients (this excludes
undocumented migrants and tourists but doesn’t presuppose citizenship).* The
amount would be one-fourth of a country’s per capita GDP, which in the con-
temporary United States would be about $15,000 per year. At the lower end,
Charles Murray argued, a decade ago, for $10,000 per adult, with a requirement
that $3,000 of this be put toward health insurance.’

Despite its potential advantages, I don’t think a basic income grant is a good
idea for the world’s rich democratic nations at the moment. The last three words
in that sentence are important. In the future, artificial intelligence may advance
to a point at which robots are able to perform complex in-person service tasks—
preschool teacher, elderly caregiver, yoga instructor—as well as humans do.
Robots don’t get sick or show up late for work, so it’s likely that as consumers
we will prefer them over humans. (Some might favor humans because they’re
quirky, but presumably robots can be programmed to have that feature too.) In
this scenario there may be few jobs that we're willing to pay other humans to per-
form. A basic income would then be a necessity.®

The question, though, is whether it would be good to move to a basic income
in advance of that future scenario. I think not, for four reasons.

First, for many basic income proponents, a major advantage is the libertarian
element—the idea ofletting people choose what to do with the help they receive
from government. This does have an appealing quality. On the other hand, a key
purpose of government is to help individuals to do things they should but other-
wise wouldn't, or to do those things for them. Government builds roads, ensures
clean air and water, and protects us from physical harm. It educates us, provides
access to medical care, and forces us to save for retirement. It encourages us to
take time off during the first months of a child’s life, offers parenting advice, and
helps to monitor the health of newborns and their parents. Caseworkers for ac-
tive labor market programs and social assistance help us to see what types of
professions or jobs might be a good choice, how to develop the right kind of
skills, and how to get hired.

These types of services and public goods improve lives. They are worth
spending money on.” In part because of their value, the share of people doing
this kind of work—advising, educating, organizing, managing—and the share
of income spent on purchasing such services, is likely to increase going forward.
The fact that some public sector bureaucrats do their job poorly, or that some
people would prefer to be left alone rather than instructed, guided, cajoled, or
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pressured by a caseworker, doesn’t mean we should turn away from providing
such support to the individuals and families who need or want it. Paternalism
has a place in a good society.®

Second, the likely reduction in employment produced by a basic income
could be economically and politically problematic. Let’s stipulate that a basic
income grant worth discussing would be large enough to allow people to opt
out of employment. For many proponents, that is one of its chief virtues. Some
supporters suggest that the drop in employment might nevertheless be small
or nil because current social assistance recipients would no longer face a with-
drawal of benefits if they were to work more, because budding entrepreneurs
would create more new firms given the greater cushion in the event of failure,
and because people would have more freedom to choose a job they truly want
and to get the skills needed to succeed in it.” Even so, we should expect some loss
of employment.*

How much? We have little useful information for prediction. Perhaps the best
is a three-year basic income experiment conducted in a small Canadian town in
the 1970s. Labor force participation dropped by about 10 percentage points."'
For a basic income that is permanent and more generous, as proponents would
like, we might anticipate a larger drop.

Suppose the decline amounts to 1S percentage points. How problem-
atic would this be? An optimist might point out that since 1970 the employ-
ment rate among prime-working-age (age 25-54) men has dropped by about
10 percentage points in many of the rich democratic nations, and this hasn’t
been especially problematic.'” But that’s mainly because the employment rate
among women has risen more rapidly than it has fallen among men. A decline
in the overall employment rate of 15 percentage points could have troubling
consequences. We need high employment to ensure a tax base large enough to
pay for generous social programs and government’s other functions."

Moreover, reciprocity norms are unlikely to disappear, so a policy that signif-
icantly reduces employment might lead to a polarizing political divide.'"* Here is
one prediction, by Paul Krugman, of how that is likely to play out in the United
States:

Britain, pre-Thatcher, had an unemployment benefit system that ef-
fectively allowed you to decide to live on the dole. There was even a
song, “I'm going down to Liverpool to do nothing, with UB40 in my
hand.” That ended up being a very unpopular system, even in Britain,
where the politics are much less racially polarized than they are here.
It’s going to take a long, long time to persuade a significant block of
American voters that a system in which you can simply choose not to
work is okay."
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Here is another, by Robert Frank:

A moment’s reflection reveals that a payment large enough to sustain
an urban family of four at the official government poverty threshold
(about $25,000 today) would quickly doom the program politically.
Imagine, for example, that a group of ten families formed a rural com-
mune and supplemented their $250,000 in cash grants with the untaxed
fruits of gardening and animal husbandry. If they located in Colorado or
Washington, they could also grow marijuana, both for sale and for per-
sonal consumption. Their mornings would be free to drink coffee and
engage in extended discussions of politics and the arts. They could hone
their musical skills. They could read novels, write poetry, play nude vol-
leyball. Is it far-fetched to imagine that at least some groups would forsake
paid employment in favor of leading lives like these at taxpayer expense?
Once such groups formed, wouldn't it be only a matter of time before
journalists found them and created an eager audience for reports of their
doings? And wouldn’t most voters react angrily once footage of the rev-
eling commune members began running on the nightly news?

Of course they would, and who could blame them? An Indianapolis
dentist with varicose veins rises at 6:00 each morning and drives
through heavy traffic on a snow-covered freeway to spend the rest of
his day treating patients with bad breath who take offense if they’re
charged a fee for breaking an appointment without notice. How could
such a person not be indignant at the sight of able-bodied people living
it up on his tax dollars?

In short, it is a pipe dream to imagine that an income grant large
enough to lift an urban family from poverty could win or sustain polit-
ical support for long. Voters might support a cash grant if it were far too
small to support comfortable living in groups. But the proposal would

then fail by definition as an effective social safety net.'s

To make matters worse, the existence of a UBI might reduce public pressure
on government to provide jobs and full employment. That could add to the em-
ployment loss that results directly from the basic income.

In their 2017 book Basic Income, Van Parijs and Yannick Vanderborght pro-
pose a UBI of one-quarter of a country’s per capita income, which in the con-
temporary United States would mean about $15,000. This would go to each
individual, including children. A couple with four children would thus have an
employment-free family income of $90,000, which would go a long way in many
parts of the country. The incentive to have more children in order to boost one’s
grant would add another dimension to the potential hostility.
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The third reason I don’t favor a universal basic income at this moment is that
it very likely would have to replace some existing public insurance programs,
and in doing so it would reduce our ability to allocate resources according to
differing needs and circumstances."”

Consider the Van Parijs and Vanderborght proposal. They recommend a basic
income grant equal to one-fourth of GDP per person, which means total spending
on the UBI would amount to 25 percent of GDP. If we set aside healthcare, that’s
more than any rich democratic nation (including the Nordics) currently spends
on public transfers and services.'® So the political feasibility of such a grant would
hinge on getting rid of some, perhaps most, other public insurance programs.
Suppose we go with a less expensive version, proposed in several recent popular
books, of $1,000 per month for each adult.”” In the United States, that means
$12,000 per year for the 250 million adults, which totals about 17 percent of GDP.
Adding that to our existing public social programs would still put the United States
well above the total public social expenditures of any other affluent democracy.

We then would have little or no ability to address differential need. If I'm a
single adult earning $50,000 a year who gets downsized from my job, I would be
much better off receiving 80 percent of that salary in unemployment compensa-
tion rather than $15,000 (to again use the US amount) from a basic income. If
I have a disabled child who needs daily support and special educational services,
the cost will be much greater than the $30,000 I would get for my basic income
plus that of the child. And so on. Public insurance programs have been put in
place over time to address specific and varied risks and needs. Losing this would,
in my view, outweigh what we would gain from the simplicity of a basic income.

Van Parijs and Vanderborght advocate for starting with a smaller UBI. If we
do that, it wouldn’t be necessary to reduce spending on other programs. UBI
would be a complement to the existing welfare state, rather than a substitute.
The hope is that once established, it could grow over time alongside those other
programs.” However, as we get richer, policy makers would need to decide
whether additional money should go to the UBI or to other benefits and serv-
ices. Because of differences in needs and the advantage of programs that cater
to those differences, policy makers might reasonably tend to favor increasing
spending on those programs rather than on the UBL This makes it hard to en-
vision the path to a UBI large enough to give people the freedom from employ-
ment that advocates desire.

The fourth reason, and the most important one, why I don’t favor a shift to a
universal basic income at this moment is that we know social democratic policies
yield very good outcomes, whereas basic income’s effects are uncertain.”' If and
when modern societies get to a point where artificial intelligence is producing
widespread joblessness, we probably will have no alternative to a basic income.
But today we do, and that alternative is an attractive one.
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America Is Underachieving

A good society will ensure a decent standard of living for its least well-off. It will
reduce people’s vulnerability to large income declines and large unanticipated
expenses. It will aggressively curtail inequality of opportunity. And it will ensure
that economic growth is broadly shared among the population rather than con-
fined to those at the top.

The United States isn’t doing as well as it should in meeting these challenges.
The incomes and living standards of Americans at the bottom of the socioeco-
nomic ladder are too low. Too many Americans experience significant income
declines from year to year or month to month, and too many are vulnerable to
a large unanticipated medical expense. Too few who grow up in disadvantaged
circumstances are able to reach the middle class. And too few see their boat lifted
when the economic tide rises.

A Decent Floor

The United States has done less well by its poor than a number of other affluent
nations. The reason is straightforward. Like their counterparts abroad, America’s
least well-off have been hit hard by shifts in the economy since the 1970s, but
whereas some countries have ensured that government supports rise as the
economy grows, the United States hasn’t.

Think of the income distribution in the United States as a ladder with five
rungs, each of which holds 20 percent of the population. Among the 25 mil-
lion households on the bottom rung, the average income as of 2016 was just
$22,000.!

Income data are never perfect. However, these data, compiled by the
Luxembourg Income Study, are quite good. They include earnings, govern-
ment cash and near-cash transfers, and other sources of income. Tax payments
are subtracted. These data give us a pretty reliable picture of the incomes of
American households.
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Figure 6.1 10th-percentile household income. Posttransfer-posttax household income.
The incomes are adjusted for household size and then rescaled to reflect a three-person household,
adjusted for inflation, and converted to US dollars using purchasing power parities. “k” = thousand.
Data sources: Luxembourg Income Study; OECD. Thick line: United States. “Asl” is Australia;

“Aus” is Austria.

Figure 6.1 puts this in comparative context. It shows that, despite America’s
affluence, household income at the 10th percentile of the income ladder—the
middle of the bottom 20 percent—is lower in the United States than in many
other wealthy nations. It’s only a little below some of the other countries, but
$5,000 to $10,000 below the leaders. That’s a sizable difference.

What if we look at a more direct measure of living standards, such as material
hardship? Two OECD researchers, Romina Boarini and Marco Mira d’Ercole,
have compiled material deprivation data from surveys in various nations.> Each
survey asked identical or very similar questions about seven indicators of mate-
rial hardship: inability to adequately heat one’s home, constrained food choices,
overcrowding, poor environmental conditions (noise, pollution), arrears in pay-
ment of utility bills, arrears in mortgage or rent payments, and difficulty making
ends meet. Boarini and Mira d’Ercole create a summary measure of deprivation
by averaging, for each country, the shares of the population reporting depriva-
tion in each of these seven areas. As Figure 6.2 indicates, the United States fares

just as badly on this measure.?

How Poor Are the Poor?

Are low-income Americans genuinely poor? Most have clothing, food, and
shelter. Many have a car, a television, heat and air conditioning, and access to
medical care.* But making ends meet on an income of $22,000 is a challenge.



America Is Underachieving 123

19% « Por

& Ja, Us
o Asl

+ Sp, Bel, Fr
« Ire, Ger
+ UK, Nth, Aus

¢+ Fin, Nor
5 - s Den, Swe

O -
1950 60 70 80 90 2000 10 20
Year

Figure 6.2 Material hardship. Average of the deprivation rates (share of households experiencing
deprivation) in the following seven areas: inability to adequately heat home, constrained food choices,
overcrowding, poor environmental conditions such as noise and pollution, arrears in payment of
utility bills, arrears in mortgage or rent payment, difficulty in making ends meet. Measured in 200S.
Data source: OECD, Growing Unequal?, 2008, pp. 186-88, using data from the Survey on Income and
Living Conditions (EU-SILC) for European countries, the Household Income and Labour Dynamics
in Australia survey (HILDA) for Australia, and the Survey of Income and Program Participation
(SIPP) for the United States. Large dot: United States. “Asl” is Australia; “Aus” is Austria.

That comes out to $1,833 a month. If you spend $700 on rent and utilities, $350
on food, and $250 on transportation, you're left with just $533 each month for
all other expenses. It’s doable. Tens of millions of Americans offer proof of that.
But this is a life best described as “scraping by.”®

There are important caveats. First, since $22,000 is the average among these
25 million households, about half have an income above this amount, and for
them making ends meet will be a little easier. But it still wont be easy. And the
other half have incomes below the $22,000 average. Some solo adults make do
with an income of $10,000 or $5,000. Some families with one or more kids get by
on $15,000 or even less. About 1 percent of families with children and 4 percent
of those without children have, for at least three months during a year, an income
of less than $2 a day—an astonishingly low amount.® (That includes food stamps
[Supplemental Nutrition Assistance Program, or SNAP], EITC payments, and
housing support.) As Kathryn Edin, Luke Shaefer, Matthew Desmond, and
others have documented, some of these Americans live in abysmal conditions
and engage in demeaning or dangerous activities in order to subsist.”

Second, some of these households have assets that reduce their expenses or
provide a cushion in case expenses exceed income in a particular month or year.
Some, for example, own a home outright and therefore have no rent or mort-
gage payments. But many aren’t saved by assets. Approximately 26 percent of
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Americans are “asset poor,” meaning they don’t have enough assets to replace
their income for at least three months.®

Third, these data very likely underestimate the true incomes of some
households at the bottom. The data come from a survey in which people are
asked what their income was in the prior year. People in low-income households
tend to underreport their income, perhaps out of fear that accurate disclosure
will result in loss of a government benefit they receive.’

A fourth caveat is that some of these 25 million households have a low in-
come for only a short time. Their income may be low one year because the wage
earner leaves her job temporarily to have a child, is sick, or gets laid off. By the
following year, the earner may be back in paid employment. Some low earners
are just beginning their work career. Five or ten years later, their earnings will
be higher, or perhaps they will have a partner whose earnings add to household
income. On the other hand, some who move up the economic ladder will later
move back down. Shuffling in and out of poverty is common. Using a data set
known as the Panel Study of Income Dynamics (PSID), which tracks the same
set of households over time, Mark Rank, Thomas Hirschl, and Kirk Foster cal-
culate that 10 percent of Americans spend ten or more years with an income
below 1.5 times the US government’s official poverty line (about $18,000 for a
single adult and $37,500 for a household of four as of 2017) between the ages of
twenty-five and sixty.'°

Fifth, some of these households are made up of immigrants from much poorer
nations. They are better off than they would have been if they had stayed in their
native country, though that doesn’t change the fact that they are scraping by.

How much should these qualifiers alter our impression of low-end living
standards in the United States? It’s difficult to say. Suppose the truly poor consti-
tute only half of the bottom fifth. That’s still 10 percent of American households,
quite a large share for a nation as rich as ours.

Since the early 1990s the Survey of Income and Program Participation (SIPP)
has asked a representative sample of Americans about their living conditions.
Here’s what the most recent survey, in 2011, found for households in the bottom
fifth of incomes:

54 percent don’t have a dishwasher.

« 47 percent don’t have a computer.

« 31 percent don’t have a clothes washer.

« 22 percent report two or more of the following: unmet essential expenses,
unpaid rent or mortgage, unpaid utilities, disconnected utilities, discon-
nected phone, insufficient amount of food to eat, didn’t see a doctor when
needed, didn’t see a dentist when needed.

« 11 percent say their neighborhood is unsafe."!
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Americans with incomes in the lowest income quintile are much more likely
than those with higher incomes to experience stress, worry, and sadness, as
Figure 6.3 shows.

Perhaps we should measure low income in another way. We could, for ex-
ample, identify the minimum income needed for a decent standard of living and
then see how many households fall below this amount. A team of researchers
at the Economic Policy Institute did this, estimating “basic family budgets” for
metropolitan and rural areas around the country and calculating the share of
families with incomes below these amounts in 1997-1999.!* They concluded
that approximately 29 percent of US families could not make ends meet. More re-
cently, researchers for United Way have calculated household “survival budgets”
in six states— California, Connecticut, Florida, Indiana, Michigan, and New
Jersey—as of 2012. Their estimates for a family of four range from $46,000 in
Indiana to $65,000 in Connecticut, and they find that 35 percent or more of the
households in each of the six states had an income below the needed amount."
Researchers with Wider Opportunities for Women and the Center for Social
Development at Washington University have calculated basic-needs budgets for
various household types as of 2013. They estimate that to meet basic expenses, a
single adult needed, on average, about $30,000, and a household with two adults
and two children needed about $71,000. According to their calculations, 45 per-
cent of American households fell below the threshold.'*

This helps us understand a striking finding in a 2014 study by the Federal
Reserve. Among 5,000 American adults asked how they would pay for a
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Figure 6.3 Income and psychological well-being. Share of respondents who say they
experienced a given emotion yesterday. 2008-2013. Data source: Carol Graham, Happiness for All?
Unequal Hopes and Lives in Pursuit of the American Dream, Princeton University Press, 2017, figure 4.1,
using Gallup data.



126 PART 2: SOCIAL DEMOCRATIC AMERICA

hypothetical emergency expense totaling $400, 37 percent said they would be
unable to pay for it with cash or money in their bank account.'®

How Do Rich Countries Lift Up the Poor?

Historically, economic growth has tended to benefit all households, and that
continues to be the case in many of the world’s developing nations.'® But the
fruits of economic growth don’t automatically trickle down to everyone. In many
affluent countries, a host of developments over the past generation—economic
globalization, the proliferation of computers and robots, shareholder obsession
with short-term profits, union decline, and more—have reduced the likelihood
that economic growth will boost the incomes of the least well-off.

Figure 6.4 shows that the United States has been particularly ineffective at
lifting up the poor since the late 1970s. Many other rich democracies achieved
larger increases in the incomes of low-end households (vertical axis) despite
smaller increases in GDP per capita (horizontal axis)."”

Why is that? We often think of the trickle-down process as one in which
economic growth produces rising earnings via more work hours and higher
wages. But in many of these countries, the earnings of low-end households
have increased little since the late 1970s. Instead, it is increases in government
transfers that have tended to drive increases in incomes.'®
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Figure 6.4 Economic growth and 10th-percentile household income growth. Change

is per year, over the period 1979-2015. Because the actual years vary somewhat depending on the
country, change is calculated by regressing household income or GDP per capita on year. Household
incomes are posttransfer-posttax, adjusted for household size (the amounts shown are for a household
with three persons). Household incomes and GDP per capita are adjusted for inflation and converted
to US dollars using purchasing power parities. Ireland and Norway are omitted; both would be far off

the plot in the upper-right corner. Data sources: OECD; Luxembourg Income Study. “Asl” is Australia.
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Sometimes increasing government transfers requires no explicit policy
change, as benefit levels tend to rise automatically as the economy grows. This
happens when, for instance, pensions, unemployment compensation, and re-
lated benefits are indexed to average wages. Increases in other transfers, such as
social assistance, typically require periodic policy updates. That’s true also of tax
reductions for low-income households.

In the United States, only one of our main government transfer programs,
Social Security, is structured in such a way that benefit levels automatically
increase when the economy grows. Social Security retirement benefits are
indexed to average wages, so they have tended to rise more or less in concert
with GDP.

Unemployment benefit levels are determined by state governments. In many
instances, the benefit level is a “replacement rate,” which means the paymentis a
certain fraction of the unemployed person’s former wage or salary. Because real
wages in the bottom half of the distribution have not increased in the past sev-
eral decades, unemployment benefits for Americans in low-wage jobs have failed
to keep up with growth in the economy. Other programs, such as the Earned
Income Tax Credit (EITC), the Supplemental Nutritional Assistance Program
(SNAP, formerly called the Food Stamp Program), Social Security Disability
Insurance (SSDI), and Supplemental Security Income (SSI), are indexed to
prices. This means they keep up with inflation, but not with economic growth.
Temporary Assistance for Needy Families (TANF, formerly AFDC) payments
are determined by state policy makers; there is no automatic increase, not even
for inflation. AFDC-TANF benefit levels have fallen in inflation-adjusted terms
for nearly half a century.

Ifmost of the poorest Americans were Social Security recipients, the United States
probably would be a good bit higher on the vertical axis in Figure 6.4. But in the
United States, as in many other countries, many of the least well-off aren't retirees."”
The fact that most of our other government transfers have only kept up with inflation
rather than with the economy, coupled with the decline in AFDC-TANF benefits, is
akey cause of slow income growth at the bottom in the United States.

Should we bemoan the fact that employment and earnings haven’'t been
the key trickle-down mechanism in recent decades? Not necessarily. At higher
points in the income distribution, they do play more of a role.”” But for those at
the low end there are limits to what employment can accomplish. Some people
have psychological, cognitive, or physical conditions that limit their earnings ca-
pability. Some are constrained by family circumstances. At any given point in
time, some will be out of work due to structural or cyclical unemployment. And
some are retirees. We surely can do better at helping able adults get into (or back
into) employment, but we shouldn’t pretend that paid work is a realistic route to
guaranteeing rising incomes for everyone.*!
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Why So Little Progress for Americas Poor?

Let’s look more closely at over-time developments in the United States. Figure
6.5 shows average income among the bottom fifth of US households between
1979 and 2016. It increased by about $3,500. That’s a small improvement for
a period of nearly four decades, especially given that for much of this time the
American economy was growing at a healthy clip.**

Why has this happened? There are two main sources of income for low-end
households: earnings and government transfers. And there are two main ways
for households to increase earnings: more employment (increasing work hours
or adding a second earner) and higher wages. So progress for the poor depends
on increases in wages and/or employment and/or government transfers.

Low-end wages rose steadily from the mid-1940s through the end of the
1960s. We don’t have reliable data for this period on wages at the 10th percentile,
but a substitute indicator is the statutory minimum wage. As Figure 6.6 shows,
the minimum wage (adjusted for inflation) increased sharply in the 1940s,
1950s, and 1960s and then decreased a bit in the 1970s. Since then it has been
flat, as has the 10th-percentile wage level.

The pattern for employment is similar. Here a good measure is the average
number of employment hours among low-income working-age households,
shown in Figure 6.7. In the 1980s and 1990s, hours rose during periods of ec-
onomic growth, but they then decreased so precipitously during recessions
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Figure 6.5 Average income of households in the bottom 20 percent. Posttransfer-posttax
income. The income measure includes earnings, government cash and near-cash transfers, and other
sources of cash income. Tax payments are subtracted. The incomes are adjusted for household size
and then rescaled to reflect a three-person household. The incomes are in 2016 dollars; inflation

adjustment is via the CPI-U-RS. Data source: Luxembourg Income Study, series dhi.
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Figure 6.6 Low-end wages. The wage levels are in 2016 dollars; inflation adjustment is via the
CPI-U-RS. Data sources: US Department of Labor; Economic Policy Institute, “Wages by Percentile.”
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Figure 6.7 Employment hours in low-income households. Average annual hours worked

in working-age (“head” aged 25-64) households in the bottom quintile of the pretransfer-pretax
income distribution. Data source: calculations by Keith Bentele using Current Population Survey data
(IPUMS March Extracts).

that there was little or no net gain. In the 2001-2007 upturn, economic growth
produced no rise in the country’s overall employment rate** or in average em-
ployment hours for low-end households. Hours then fall sharply during the
great recession in 2008-2010, and they remain well below their 1979 level.

As a result of these two trends since the 1970s—flat wages and flat or de-
clining employment—Ilow-end households have seen little increase in inflation-
adjusted earnings. Figure 6.8 shows that market income among households on
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Figure 6.8 Average market income of households in the bottom 20 percent. Pretransfer-
pretax household income among households in the bottom fifth of posttransfer-posttax incomes. The
incomes are adjusted for household size and then rescaled to reflect a three-person household. The
incomes are in 2016 dollars; inflation adjustment is via the CPI-U-RS. Data source: Luxembourg

Income Study.

the bottom fifth of the income ladder increased between 1979 and 2016, but
only slightly.

With wages and employment failing to increase, we're left with government
transfers. As I noted in the previous section, this has been the key source of
rising low-end incomes in a number of other affluent countries, but less so in
the United States. Social Security benefits increased, as did the Earned Income
Tax Credit. But social assistance (AFDC-TANF) coverage and benefit levels
decreased.?* Figure 6.9 shows the difference between market (pretransfer-
pretax) income and disposable (posttransfer-posttax) income for households
on the bottom fifth of the income ladder. Government transfers have helped
America’s poor, adding $7,000 to $10,000, on average, to their incomes. And
they’'ve played a particularly important role in propping up incomes during
economic downturns. But their relatively small increase since the late 1970s,
coupled with stagnant wages and stagnant employment, means there has been
little rise in the incomes of low-end households.*

The United States could have done better. An instructive comparison case
is the United Kingdom. Like the United States, its public insurance programs
are moderately generous, and it too was governed in the 1980s and early 1990s
by a conservative party devoted to rolling back the welfare state. In 1997 a New
Labour government was elected, headed by Tony Blair and Gordon Brown, and
ayear later Prime Minister Blair committed the government to ending child pov-
erty in the UK within a generation. That led to a raft of policy initiatives that
significantly boosted incomes among Britain’s least well-off.*® As Figure 6.10
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Figure 6.9 Net government transfers to households in the bottom 20 percent. Average
posttransfer-posttax income minus average pretransfer-pretax income among households in the
bottom fifth of posttransfer-posttax incomes. The incomes are adjusted for household size and then
rescaled to reflect a three-person household. The amounts are in 2016 dollars; inflation adjustment is

via the CPI-U-RS. Data source: Luxembourg Income Study.
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Figure 6.10 GDP per capita and 10th-percentile household income in the US and the

UK. The data points are years, from 1979 to 2013. The lines are loess curves. Household incomes are
posttransfer-posttax, adjusted for household size and then rescaled to reflect a three-person household.
Household incomes and GDP per capita are adjusted for inflation using the CPI and converted to

US dollars using purchasing power parities. “k” = thousand. Data sources: OECD; Luxembourg

Income Study.

shows, household income at the 10th percentile rose much more in the UK than
in the United States, despite similar increases in per capita GDP.

What about the argument that overly-generous social policy is the cause
of slow income growth for the poor? According to this argument, economic
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growth has failed to boost employment because government benefits reduce
the incentive for Americans with limited skills to take a low-paying, not-
very-satisfying job.?” This hypothesis is inconsistent with three key pieces of
evidence. First, social assistance benefits in the United States—mainly AFDC-
TANF and food stamps—have never been particularly generous, and their
generosity has decreased steadily since the mid-1970s.>® Second, we see in
Figure 6.7 above that in the 1980s and 1990s employment hours in low-end
households did rise quite sharply in years when the economy was growing.
Ironically, it was in the period from 2001 to 2007, after incentives for employ-
ment were significantly enhanced by the 1996 welfare reform, that we see no
rise in work hours during an economic growth phase. The demographic group
that was the focus of welfare reform, poor single mothers with children, did
experience a jump in employment hours and consequently in market incomes
during this period.” However, more employment for this group didn’t trans-
late into more employment for America’s poor overall. Third, the cross-country
evidence suggests that countries with generous social policies have done just
as well on employment and economic growth as those, like the United States,
that have a smaller public safety net.*°

The core of America’s strategy for alleviating poverty over the past genera-
tion has been to encourage more paid work among the poor by making sure that
government transfers aren’t very generous. This strategy has not been a success,
in part because during this same period the economy has changed in ways that
make it more difficult for people at the low end of the labor market to get more
work hours and/or rising wages.

The experience of other rich democratic nations suggests that the social dem-
ocratic approach would be more effective. Increase benefit levels, and ensure
that they rise over time in concert with growth of the economy. Encourage em-
ployment by providing an array of services and supports—paid parental leave,
good-quality low-cost childcare and preschool, training and job placement as-
sistance, and individualized monitoring and cajoling. Ensure that wages, too,
rise over time. In the Nordic countries this is achieved by strong unions; in the
United States, where unions are much weaker, it must be done via the statutory
minimum wage.

Income Security

To be economically secure is to have sufficient resources to cover your expenses.
One key, which we've just looked at, is to have a decent income. But that may
not suffice if you experience a sizable income decline or a large unanticipated
expense.
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Americans care a good bit about the stability of their income and expenses.
The Pew Research Center and the U.S. Financial Diaries Project have each asked
a sample of low- and middle-income Americans “Which is more important to
you: financial stability or moving up the income ladder?” In both surveys, two-
thirds or more chose financial stability.*'

Though we don’t have hard data to confirm it, from the mid-1940s through the
mid-1970s the incidence of large income drops and large unanticipated expenses
very likely decreased for most Americans. Incomes grew steadily for most
households, reducing the share with low income and facilitating the purchase of
private insurance. More Americans became homeowners, thereby accumulating
some assets. And a raft of new government laws and programs—Ilimited liability
law, bankruptcy protection, Social Security old-age benefits, unemployment in-
surance, the statutory minimum wage, AFDC (Aid to Families with Dependent
Children, which later became TANF), Social Security disability benefits and
Supplemental Security Income (SSI), Medicare and Medicaid, food stamps, the
EITC, and disaster relief, among others—provided a safeguard against various
financial risks, from business failure to job loss to poor health to old age.*

Since the 1970s, America’s economy and society have changed in ways that
are likely to have reduced income security.*® Competition among firms has
intensified as manufacturing and some services have become internationalized.
Competitive pressures have increased even in sectors not exposed to competi-
tion from abroad, such as retail trade and hotels, partly due to the emergence of
large and highly efficient firms such as Walmart and Amazon. At the same time,
companies’ shareholders now demand constant profit improvement rather than
steady long-term performance.

These shifts force management to be hypersensitive to costs and constraints.
One result is less job security, as firms restructure, downsize, move offshore, or
simply go under. Another is enhanced management desire for flexibility, leading
to greater use of part-time and temporary employees and irregular and unstable
work hours. This increases earnings instability for some people and may reduce
their likelihood of qualifying for unemployment compensation, paid sickness
leave, and other supports. Employers also have cut back on the provision of
benefits, including health insurance and pensions.

Private insurance companies are subject to the same pressures. And they now
have access to detailed information about the likelihood that particular persons
or households will get in a car accident, need expensive medical care, or expe-
rience home damage from a fire or a hurricane. As a result, private insurers are
more selective about the type and extent of insurance coverage they provide and
about the clientele to whom they provide it.**

Family protections against income instability also have weakened. Having a
second adult in the household who has a paying job (or can get one) is a valuable
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asset in the event of income loss, but the share of American households with two
adults has decreased, particularly among those with less education and income.*

The period since the 1970s also has witnessed commitments by some promi-
nent American policy makers to ensure that, in Bill Clinton’s expression, “the era
of big government is over.” Apart from AFDC-TANF, America’s social programs
haven’t shrunk or disappeared. But they haven't increased very much.*

A survey in 2007 found more than 25 percent of Americans saying they were
“fairly worried” or “very worried” about their economic security, and a similar
survey in 2016 found 23 percent of Americans saying they feel “not financially
secure.” According to the latter poll, 17 percent are frequently anxious about
their financial situation and 30 percent lose sleep over it.”’

What do the data tell us about the incidence oflarge income declines and un-
anticipated expenses in the United States?

Large Income Decline

Alarge income decline can be problematic even if it is temporary. Consider two
households with the same average income over ten years. In one, the income is
consistent over these years. The other experiences a big drop in income in one
of the years, but offsets that drop with higher-than-average income in one or
more later years. The latter household may be worse off in two respects. First, a
loss tends to reduce our happiness more than an equivalent gain increases it.**
Second, a large decline in income may force a household to sell assets, such as
a home, in order to meet expenses. Even if the income loss is ultimately offset,
the household may be worse oft at the end of the period due to the asset sell-off.

It turns out, however, that income declines often aren’t temporary. Stephen
Rose and Scott Winship have analyzed data from the Panel Study of Income
Dynamics (PSID) to find out what subsequently happens to households
experiencing a significant income decline.*” According to their calculations,
among households that experience a drop in income of 25 percent or more from
one year to the next, about one-third do not recover to their prior income level
even a full decade later.

There are various reasons for this. Some people own a small business that
fails and don’t manage to get a job that pays as much as they had made as
entrepreneurs. Others become disabled or suffer a serious health problem and
are unable to return to their previous earnings level. Still others are laid off, don’t
find a new job right away, and then suffer because potential employers view their
jobless spell as a signal that they are undesirable employees. And some are a
product of early death of a partner; about 10 percent of American twenty-five-
year-olds won't live to age sixty-five, and 30 percent of Americans don’t have life
insurance.*
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So income decline is a problem for those who experience it. How many
Americans are we talking about? Several researchers have attempted to esti-
mate the frequency of sharp income drops. Rose and Winship find that in any
given year, 15 to 20 percent of Americans experience an income decline of
25 percent or more from the previous year.' Using a different data source,
the Survey of Income and Program Participation (SIPP), Winship estimates
that during the 1990s and 2000s approximately 8 to 13 percent of households
suffered this fate each year.” A study by the Congressional Budget Office
matches data from the Survey of Income and Program Participation (SIPP)
with Social Security Administration records and gets a similar estimate of ap-
proximately 10 percent during the 1990s and 2000s.** A team of researchers
led by Jacob Hacker uses a third data source, the Current Population Survey
(CPS), covering the mid-1980s through 2012, and comes up with an estimate
of 15 to 20 percent.**

These estimates vary, but not wildly. In any given year, approximately 10 to
20 percent of working-age Americans will experience a severe income drop.

Has the incidence of large year-to-year income decline increased over time?
Yes, according to calculations by Jacob Hacker’s team and by Scott Winship.
These estimates, shown in Figure 6.11, suggest a rise in sharp year-to-year in-
come decline of perhaps three to five percentage points since the 1970s or the
early 1980s.* This isn’t a massive increase, but it might cumulate into a more
substantial one.
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Figure 6.11 Households experiencing an income decline of 25 percent or more from
one year to the next. The lines are loess curves. PSID and SIPP: posttransfer-pretax income, for
households with a “head” aged 25-54. PSID is the Panel Study of Income Dynamics. SIPP is the
Survey of Income and Program Participation. Data source: Scott Winship, “Bogeyman Economics,”
National Affairs, 2012, figure 1. CPS: posttransfer-pretax income, for households of all ages. CPS is the

Current Population Survey. Data source: Economic Security Index.
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What's the bottom line? In my read, the data tell us that sharp declines of in-
come among working-age American households are relatively common and that
their incidence has increased over the past generation.

We need to keep in mind that some of these declines are voluntary. A person
may leave a job or cut back on work hours to spend more time with children
or an ailing relative. A couple may divorce. Someone may quit a job to move to
a more desirable location without having another job lined up. Still, we don’t
know what portion of income drops are voluntary, and I don’t think we should
presume that most are.

How should we assess the trend? One perspective is to view it as unavoid-
able. The American economy has changed since the 1970s. It’s more competi-
tive, flexible, and in flux. Even though this is bad for some households, it can’t be
prevented unless we seal the country off from the rest of the world and heavily
regulate our labor market. In this view, we should be happy that the increase in
income volatility hasn’t been larger.

A different take is disappointment. There are ways to insure against income
decline. We could have improved our porous unemployment compensation
system, added a public sickness insurance program, and created a wage insur-
ance program so that someone who loses a job and gets a new, lower-paying one
receives some payment to offset the earnings loss. We could have done more, in
other words, to offset the impact of economic and family shifts.

Figure 6.12 offers cross-country rationale for this view. It shows the average
year-to-year income decline of households in which an individual experiences a
large (20 percent or more) decrease in earnings. In the United States the average
drop inincome is 28 percent. In most other rich nations it is smaller, and in some
it is much smaller. The cross-country difference owes partly to the likelihood of
having a second employed person in the household whose earnings cushion the
loss and partly to the scope and generosity of public insurance programs that
compensate for lost earnings.

Month-to-Month Income Variability

Income instability isn’'t solely a problem if it occurs across years. Instability
within a year—f{rom month to month—also can put a strain on households,
particularly if their income is low or moderate. As Jonathan Morduch and
Rachel Schneider put it, “Without a steady income, planning is much more
complicated, and accumulating savings for unexpected expenses—not to men-
tion major purchases such as a car or down payment on a home, or college or
retirement—is quite difficult. At a more basic level, uncertainty about how often
and how much income will arrive each month adds to the challenge of creating a

»46

basic spending plan for how to buy groceries and pay household bills:
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Figure 6.12 Household income decline. Average year-to-year household disposable income
decline for households in which an individual experiences an earnings decline of 20 percent or more.
2005-2010. Data source: Boris Cournede, Paula Garda, Peter Hoeller, and Volker Ziemann, “Effects of
Pro-Growth Policies on the Economic Stability of Firms, Workers and Households,” OECD Economic
Policy Papers 12, 2015, figure 18, using CNEF, ECHP, EU-SILC, and OECD data.

For some households, employment and/or work hours vary from month to
month as one or more adults in the household moves between jobs or takes
time off due to sickness or family constraints. And some jobs—seasonal ones,
temp work, “platform economy” positions—are inherently irregular.*’” Even
when employment is stable, pay can vary. This has always been true for taxi
drivers and waitresses, but uncertain pay is no longer exceptional. Recent
studies estimate that 2.6 percent of employed Americans are on-call workers,
1.5 percent are temp agency workers, 3.1 percent are workers provided by con-
tract firms, and 0.5 percent are workers who provide services through online
intermediaries such as Uber and Task Rabbit. Around 10 percent have irreg-
ular or on-call shifts.*® As many as 33 percent engage in freelance work of var-
ious kinds.*

The U.S. Financial Diaries Project collected detailed cash flow and finan-
cial data from 237 low- and middle-income families over the course of a year.
On average, about one-third of the income of these families came from a job
without a regular wage or salary. In 40 percent of these families, one or both
adults worked more than one job. Among those with low income, about half
reported that it was difficult to predict what the household’s income would be
during the month.*°



138 PART 2: SOCIAL DEMOCRATIC AMERICA

Large month-to-month income fluctuations are much more common
among Americans in the lowest fifth of incomes than among those with middle
incomes.”" Households deploy myriad strategies to deal with unsteady in-
come: working an additional job, borrowing from a credit card or money lender,
borrowing from family or friends, paying some bills but not others, pawning
possessions, selling blood, selling drugs.

Large Unanticipated Expense

A sharp drop in income causes economic insecurity because we may have
trouble meeting our expenses. A large unanticipated expense can produce the
same result.

In the United States, the most common large unexpected expense is medical.
About one in ten Americans doesn’t have health insurance. Others are underin-
sured, in the sense that they face a nontrivial likelihood of having to pay out of
pocket for healthcare if they fall victim to a fairly common accident, condition,
or disease.

Of course, many of the uninsured and underinsured won’t end up with a large
healthcare bill. And some who do will be able to pay it (due to high income or to
assets that can be sold), or will be allowed to escape paying it because of low in-
come or assets, or will go into personal bankruptcy and have the debt expunged.
Yet in a modern society, we should consider most of the uninsured and some of
the underinsured as economically insecure, in the same way we do those with
low income or unstable income.** They are living on the edge to a degree that
should not happen in a rich nation in the twenty-first century. After all, every
other affluent democracy manages to provide health insurance for all of its citi-
zens without breaking the bank.

This form of economic insecurity decreased sharply with the spread of
employer-provided private health insurance after World War II and then with
the creation of Medicare and Medicaid in the mid-1960s. As Figure 6.13 shows,
the share of Americans without private health insurance fell steadily from the
mid-1940s until the mid-1970s. But then it leveled off, and in the 1980s it began
rising. The share without either public or private insurance was essentially flat
from the mid-1970s until full implementation of the Affordable Care Act (ACA)
beginning in 2014.

The ACA is expected to eventually reduce the uninsured share to perhaps 6 to
8 percent. That would be a substantial improvement in economic security, but it
will still leave us well short of where we could be, and where every other affluent
nation has been for some time.*

Figure 6.13 understates vulnerability to a large medical expense in two
respects. First, these data capture the average share of Americans who are
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Figure 6.13 Persons without health insurance. Share of the population. 1964: Medicare and
Medicaid created. 1998: S-CHIP enacted. 2010: Affordable Care Act passed. Data sources: Michael

A. Morrisey, Health Insurance, 2nd edition, 2013, exhibit 1.2; Council of Economic Advisors,
“Methodological Appendix: Methods Used to Construct a Consistent Historical Time Series of Health

Insurance Coverage,” 2014, using data from the National Health Interview Survey and other surveys.

uninsured at a given point during a year. (This share is very similar to the share
who are uninsured throughout the entire year.**) If we instead ask how many are
uninsured at any point during a year or two, the figure is larger. The Lewin Group
has estimated that during the two-year period of 2007 and 2008, 29 percent of
Americans lacked health insurance at some point.>

Second, it isn’t only the uninsured who are insecure. Some Americans have a
health insurance policy that is inadequate.*® One in ten Americans lacks health
insurance, but six in ten say they worry a great deal about the availability and
affordability of healthcare.’” Out-of-pocket expenses allowed by insurance plans
sold on the national health insurance exchanges can be as high as $13,700 a year
for a family.*® In a survey by the Commonwealth Fund, 29 percent of American
adults aged 19 to 64 who had health insurance throughout the year reported
that they had outstanding medical debt, had trouble paying medical bills, were
contacted by a collection agency for unpaid medical bills, or had to alter their
way of life in order to pay medical bills.*” And a survey by the Kaiser Foundation
and the New York Times found that “while insurance may protect people from
having medical bill problems in the first place, once those problems occur the
consequences are similar regardless of insurance status. Among those with med-
ical bill problems, almost identical shares of the insured (44 percent) and un-
insured (45 percent) say the bills have had a major impact on their families.”®

About one-quarter of Americans who file for bankruptcy do so mainly be-
cause of a large medical bill.%" Personal bankruptcy filings increased steadily
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from 1980 through the mid-to-late 2000s. Since 2010 they have decreased, per-
haps in part because of the expansion in health insurance via the Affordable
Care Act.

Wealth as a Backstop?

A large income decline or a large unanticipated expense will be less problematic
for a household that has assets it can use to replace the lost income or to pay the
expense. But several pieces of evidence suggest that this helps only a small share
of Americans who experience these types of economic insecurity.

First, the bottom 40 percent of Americans have virtually no wealth. From
1983 (the first year of reliable data) through 2007, average net worth among
this group was just $2,000. In 2010, 2013, and 2016, the three most recent years
in which data were collected, it was negative $10,000.°® Second, studies reg-
ularly find that about one in four Americans don’t have enough wealth to re-
place 25 percent of their income.** Third, the Economic Security Index team
headed by Jacob Hacker has calculated the share of Americans who experience
an income drop from one year to the next of 25 percent or more and who don’t
have enough liquid assets to cover that loss. According to their estimates, taking
wealth into account does reduce the incidence of this type of insecurity, but only

by one percentage point.*®

Equality of Opportunity

Americans believe in equal opportunity. Surveys consistently find 90 percent of
the public agreeing that “our society should do what is necessary to make sure
that everyone has an equal opportunity to succeed.”®® This level of support is
rare.%’ It suggests policy makers ought to put equality of opportunity at or near
the top of the list of goals they pursue.

True equality of opportunity is unattainable. Equal opportunity requires that
each person has equivalent skills, abilities, knowledge, and noncognitive traits
upon reaching adulthood, and that’s impossible to achieve. Our capabilities are
shaped by genetics, developments in utero, parents, siblings, peers, teachers,
preachers, sports coaches, tutors, neighborhoods, and a slew of chance events
and occurrences. Society can’t fully equalize, offset, or compensate for these
influences. In fact, if we think about it carefully, few of us would want equal op-
portunity, as it would require massive intervention in home life and probably
also genetic engineering. Moreover, if parents knew everyone would end up
with the same skills and abilities at the end of childhood, they would have little
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incentive to invest effort and money in their children’s development, and that
would result in a lower absolute level of capabilities for everyone.

What we really want is for each person to have the most opportunity possible.
We should aim, in Amartya Sen’s helpful formulation, to maximize people’s ca-
pability to choose, act, and accomplish.®® Pursuing that goal requires providing
greater-than-average help to those with less advantageous circumstances or
conditions. That, in turn, would move us closer to equal opportunity, even if, as
I've just explained, full equality of opportunity isn’t attainable.

Americans have tended to believe that ours is a country in which opportu-
nity is plentiful. This view became especially prominent in the second half of the
nineteenth century, when the economy was shifting from farming to industry
and Horatio Alger was churning out rags-to-riches tales.”” It’s still present. On
the night of his election in 2008, Barack Obama, the country’s first African
American president, began his victory speech by saying “If there is anyone out
there who still doubts that America is a place where all things are possible.. . . to-
night is your answer.”

There’s more than a grain of truth in this sentiment. One of the country’s major
successes in the past half century has been its progress in reducing obstacles to
opportunity stemming from gender and race. Today, women are more likely to
graduate from college than men and are catching up in employment and earn-
ings.”® The gap between whites and nonwhites has narrowed as well, albeit less
dramatically.”!

When we turn to family background, however, the news is disappointing.
Americans growing up in less advantaged homes have far less opportunity than
their counterparts from better-off families, and this opportunity gap hasn’t
narrowed in recent decades. If anything, it may have widened.

Family Background and Unequal Opportunity

There is no straightforward way to measure opportunity, so social scientists
tend to infer from outcomes, such as employment or earnings. If we find that a
particular group fares worse than others, we suspect a barrier to opportunity. It
isn’tironclad proof, but it’s the best we can do. To assess equality of opportunity
among people from different family backgrounds, we look at relative intergener-
ational mobility—a person’s position on the income ladder relative to her or his
parents’ position.”

Think of the income distribution as a ladder with five rungs, with each rung
representing a fifth of the population. In a society with equal opportunity, every
person would have a 20 percent chance of landing on each of the five rungs and
hence a 60 percent chance of landing on the middle rung or a higher one. The
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reality is quite different. An American born into a family in the bottom fifth of
incomes between the mid-1960s and the mid-1980s has roughly a 30 percent
chance of reaching the middle fifth or higher in adulthood, whereas an American
born into the middle fifth has a 66 percent chance of ending up in the middle
fifth or higher and one born into the top fifth has an 80 percent chance.”

Figure 6.14 offers a more precise way to see the degree of inequality of oppor-
tunity. It uses data from a large sample of Americans born since 1970 and their
parents. On the horizontal axis is the parents’ income rank—their income rela-
tive to the incomes of other parents. On the vertical axis is the average income
ranking of the children of those parents when the children are in young adult-
hood. The dot farthest to the left, for instance, shows the average income rank of
children whose parents were in the lowest income percentile.

In a society with perfectly equal opportunity, the data points in this chart
would form a flat line—children’s income position in adulthood would, on av-
erage, be the same no matter what their parents’ income position was. Instead
we see a line that slopes sharply upward. Among people whose parents were on
the bottom rungs of the income ladder, the average income ranking in young
adulthood is relatively low. Among those whose parents were in the middle, the
average is in the middle. And persons whose parents’ income was at the high end
tend to end up at the high end themselves.
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Figure 6.14 Children’s income rank by their parents’ income rank. Horizontal axis: Parents’
household income rank when the child is in her or his late teens, in 1994-2000. Vertical axis: Child’s
average household income rank at age 31-37, in 2014-20135. The sample is children born in the years
1978-1983. The income data are from tax filings merged with Social Security records. Data source: Raj
Chetty, Nathaniel Hendren, Maggie R. Jones, and Sonya R. Porter, “Race and Economic Opportunity
in the United States: An Intergenerational Perspective,” Working Paper 24441, National Bureau of
Economic Research, 2018, online appendix figure 1. The slope is .35.
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There is some movement. Among children whose parents were in the lowest
income percentile, the average ranking is the 33rd percentile. That means some
end up at the bottom, some end up in the middle, and perhaps a few end up even
higher. Similarly, among children whose parents were at the top of the income
distribution, the average income ranking is around the 68th percentile, which
means many of them don't stay at the very top. Even so, the correlation between
parents’ income position and children’s income position is quite strong.

The causes of this stark inequality of opportunity are multiple and interlinked,
from genes to family structure to parenting to household income to neighbor-
hood to schooling and more.

Children in low-income homes tend to start behind right from birth, due to
differences in genetics and developments in utero.”*

Poorer children are less likely to grow up in a home with both of their original
parents, and kids from single-adult households tend to fare worse on a host of
outcomes, from school completion to staying out of prison to earning more in
adulthood.”

Low-income parents aren’t able to spend as much on goods and services
aimed at enriching their children, such as music lessons and other extracurric-
ular activities, travel, and summer camp.”

Parents with less education and income tend to read less to their children and
provide less help with schoolwork. They are less likely to set and enforce clear
rules and routines. And they are less likely to encourage their children to aspire
to high achievement in school and at work. Low-income parents also are more
likely to be anxious and stressed, which may affect the general home atmosphere
and hinder their ability to provide emotional support to their children.””

Children in low-income families are more likely to grow up in neighborhoods
with high crime, with few employed adults, and with weak institutions and or-
ganizations (civic groups, churches, sports leagues).”®

In the prekindergarten years, children of affluent parents often attend high-
quality education-oriented preschools, while kids of poorer parents are more
likely to be left with a neighborhood babysitter who plops them in front of the
television.”

Elementary and secondary schools help to equalize opportunity, and as
disparities in funding across public K-12 school districts have diminished,
they’ve become more effective at doing so. Yet large differences in the quality of
schools persist, and the poorest neighborhoods still tend to have weaker ones.*

The equalizing effects of college are striking. Among Americans whose family
incomes during childhood were in the bottom fifth but who get a four-year col-
lege degree, 53 percent end up in the middle fifth or higher, which is pretty close
to the 60 percent chance they would have with perfectly equal opportunity.®
But children from poor backgrounds are less likely than others to enter and
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complete college, partly because they lag behind at the end of high school, partly
because college is so expensive, and partly because many colleges don’t have ad-
equate supports in place.®

When it comes time to get a job, the story is no better. Low-income parents
tend to have fewer valuable connections to help their children find good jobs.®
Some people from poor homes are further hampered by a lack of English lan-
guage skills. Another disadvantage for the lower-income population is that in
the 1970s and 1980s, the United States began incarcerating more young men,
including many for minor offenses. Having a criminal record makes it more dif-
ficult to get a stable job with decent pay.** A number of developments, including
technological advances, globalization, a loss of manufacturing employment, and
the decline of unions, have reduced the number of jobs that require limited skills
but pay a middle-class wage—the kind of jobs that once lifted poorer Americans
into the middle class.®

Finally, not only do those from better-off families tend to end up with more
schooling and higher-paying jobs. They also marry (or cohabit with) others like
themselves, which magnifies the impact of gaps in skills, jobs, and pay among
individuals.®

Has the Opportunity Gap Widened?

From the mid-1800s to the 1970s, differences in opportunity based on family
circumstances decreased.’” As the farming-based US labor force shifted
to manufacturing, many Americans joined the paid economy, allowing an
increasing number to move onto and up the income ladder. Elementary educa-
tion became universal, and secondary education expanded. Then, in the 1960s
and 1970s, school desegregation, the outlawing of discrimination in college
admissions and hiring, and the introduction of affirmative action opened eco-
nomic doors for many Americans.

What has happened since the 1970s? It’s too soon to tell, as most Americans
born after the 1970s are still relatively young, making it difficult to know where
on the income ladder they will end up. But there is reason to suspect that
America’s progress in reducing inequality of opportunity based on family back-
ground has stalled, and perhaps even reversed. A few trends favor enhanced
mobility: racial discrimination has continued to decrease, health insurance cov-
erage for the poor has expanded due to changes in Medicaid in the 1980s and
the late 1990s, we removed lead from gasoline beginning in the 1970s, violent
crime has decreased sharply since the early 1990s, and in many states the gap
in school funding between low-income districts and high-income districts has
been reduced. However, a number of the key determinants of attainment—
family structure, parents’ income, parenting styles and behaviors, education,
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employment and earnings, and partner selection—have moved in a direction
that is likely to have widened the opportunity gap.**

The collapse of the two-parent family has been most pronounced among
parents with less than a college education. The same appears to be true of pa-
rental instability, which some experts believe is more consequential for children
than the number of parents in the home.*

Inequality in incomes has increased since the 1970s.”° Over the same period
we’ve seen a rise in inequality of families” expenditures on their children, partic-
ularly between the top and the middle.”!

With the advent of the modern intensive-parenting culture, class differences
in parenting styles and traits seem to have increased.”

As care of preschool-age children has shifted from stay-at-home mothers to
out-of-home providers, it’s likely that the gap in the quality of care and educa-
tion received by low-income kids versus high-income kids during these years
has widened.

According to data compiled by Sean Reardon, the gap in average test scores
between middle-school children from high-income families versus low-income
families has risen steadily. Among children born in 1970, those from high-income
homes scored, on average, about three-quarters of a standard deviation higher on
math and reading tests than those from low-income homes. For children born in
2000, the gap has grown to one and a quarter standard deviations. Most of the in-
crease in the test score gap, according to Reardon, has occurred between children
from high-income families and those from middle-income ones.”

Households with different incomes increasingly live in different communities,
as residential segregation by class has increased. Education and income gaps in
participation in schools, civic organizations, churches, and other institutions
have widened. And compared to their higher-income peers, children from low-
income families have become less and less likely to participate in school-based
extracurricular activities, from clubs to band to sports teams.”

The gap in college completion also has widened. College completion has
increased among all groups, but the lower the parents’ income, the smaller the
rise.”

Finally, Americans increasingly tend to marry or partner with someone
who has similar educational attainment.’® This shift toward greater marital ho-
mogamy is likely to have further reduced the chance that someone starting at the
bottom will end up in the middle or higher.

Though it’s too early to draw a confident conclusion about whether equality
of opportunity has changed since the 1970s, some studies have attempted to do
so. Five conclude that equality of opportunity, measured as relative intergenera-
tional income mobility, hasn't changed.”” Three others, however, conclude that
it has declined.”®
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Figure 6.15 Inequality of opportunity in 11 rich nations. Correlation between the earnings
of parents and those of their children. A larger correlation indicates less relative intergenerational
mobility and hence less equality of opportunity. Data source: John Ermisch, Markus Jantti, and
Timothy Smeeding, eds., From Parents to Children: The Intergenerational Transmission of Advantage,
Russell Sage Foundation, 2012, figure 1.1.

How Does the United States Compare to Other
Affluent Countries?

From 1865 to 1970, the United States probably had more relative intergenerational
mobility than other rich countries. But that may no longer be the case. Figure 6.15
shows the degree of earnings mobility in the United States and ten other countries
according to one set of estimates. Along with Italy and France, the United States
has the least mobility. On the other hand, two recent studies find no difference in
mobility between the United States, Canada, Sweden, and Germany.”

These calculations are limited by the fact that they focus on the earnings of
the parent (father) and the child. This is a partial, and potentially misleading,
indicator of household income. Moreover, this causes these studies to leave out
Americans who grow up in a single-mother household—a group that includes
a nontrivial share of those on the lowest rung of the income ladder. Learning
from other countries’ experiences is an important tool for improving policies

and institutions. We need more and better data on intergenerational mobility.'®

Shared Prosperity

In a good society, those in the middle and at the bottom ought to benefit signif-
icantly from economic growth. When the country prospers, everyone should
prosper.’® I examined the least well-off earlier in this chapter. Now let’s take a
look at households in the middle.
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Americas Great Decoupling

Figure 6.16 shows median household income in the United States and other af-
fluent democratic nations since the late 1970s. Middle-class households in the
United States are richer than their counterparts in most other countries. But
they are below Norway and Switzerland, and their income has increased only
modestly since the 1970s, so other nations have been catching up.'®

Is the slow growth of household incomes in the middle since the late 1970s
due to slow growth of the economy? Figure 6.17 suggests that the answer is no.
The figure shows trends since the late 1940s in GDP per capita along with three
indicators of income in the middle. Each series is displayed as an index set to
equal 1 in 1947. In the period between World War II and the mid-to-late 1970s,
economic growth was good for Americans in the middle. As GDP per capita
increased, so did family income at the 80th percentile, the S0th percentile (the
median), and the 20th percentile. Indeed, they moved virtually in lockstep. Since
the 1970s, however, household income has become decoupled from economic
growth. As the economy has grown, relatively little of that growth has reached
households in the middle, particularly those in the lower-middle.'®

We also can see the decoupling of middle incomes from economic growth if
we compare across countries. Figure 6.18 shows change in median household
income by change in GDP per capita in the United States and thirteen other
rich democratic nations since the late 1970s. Median income increased less in
the United States than in most of the other nations. That’s not because the US
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Figure 6.16 Median household income. Posttransfer-posttax household income. The incomes
are adjusted for household size and then rescaled to reflect a three-person household, adjusted

for inflation, and converted to US dollars using purchasing power parities. “k” = thousand. Data
sources: Luxembourg Income Study; OECD. Thick line: United States. “Asl” is Australia; “Aus” is

Austria. The lines are loess curves.
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Figure 6.17 GDP per capita and middle-class family income. Each series is displayed as an
index set to equal 1 in 1947. Inflation adjustment for each series is via the CPI-U-RS. P20 is the 20th
percentile on the income ladder; P50 is the SOth percentile (median); P80 is the 80th percentile. The
family income data are posttransfer-pretax. Data source for GDP per capita: Bureau of Economic
Analysis, “National Income and Product Accounts Tables,” table 1.1.5. Data source for family

income: Census Bureau, “Historical Income Data,” tables F-1, F-S.
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Figure 6.18 Economic growth and median household income growth. Average per-year
change, 1979 to 2015. Because the actual years vary somewhat depending on the country, change

is calculated by regressing household income or GDP per capita on year. Household incomes are
posttransfer-posttax, adjusted for household size (the amounts shown are for a household with three
persons). Household incomes and GDP per capita are adjusted for inflation and converted to US
dollars using purchasing power parities. Ireland and Norway are omitted; both would be far off the plot
in the upper-right corner. Data sources: OECD; Luxembourg Income Study. “Asl” is Australia; “Aus” is

Austria.
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economy grew less rapidly; in fact, its increase in per capita GDP was compar-
atively large. The problem is that less of America’s economic growth reached
middle-class households.'%*

High and rising top-end income inequality looks to have been a key cause
of the decoupling of middle-class household income growth from economic
growth. Figure 6.19 shows that the share of household income going to those
in the top 1 percent decreased slowly during the decades after World War II, but
since the late 1970s it has increased sharply.

How do we know this has contributed to slow income growth for middle-
class households? First, the two are arithmetically related. If the top 1 percent
get a large share of the household income, less of the income growth is avail-
able for households in the middle. The top 1 percent’s large share could con-
ceivably come at the expense of the near-rich or the poor rather than at the
expense of the middle. It also is possible that a high level of top-end income
inequality will yield faster economic growth, so that its large (and perhaps
rising) share of the pie is offset by rapid expansion of the pie. But these are
mere possibilities. In the United States, income inequality does not appear to
have increased economic growth.'® Nor does it seem to have come at the ex-
pense of the poor.'%

Second, the timing fits. As Figure 6.17 above shows, during the period from
the end of World War II through the 1970s, when top-end income inequality
was moderate and declining, income growth in middle-class households kept
pace with growth of the economy, whereas after 1979, when top-end income
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Figure 6.19 Top 1 percent’s income share. Top 1 percent’s share of income. Income data
includes capital gains. Data sources: World Inequality Database (WID); Congressional Budget Office
(CBO). The “WID pretax” data can be considered an upper-bound estimate of the top 1 percent’s

share. The “CBO posttax plus healthcare” is a lower-bound estimate.
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inequality was high and rising, income growth for middle-class households
lagged well behind economic growth.

Third, a key hypothesized causal path, wages, has moved as the hypothesis
predicts. Figure 6.20 shows an estimate of wages in the top 1 percent and in the
bottom 90 percent going back to the mid-1940s. Since the late 1970s, wages for
Americans at the top of the distribution have grown very rapidly, faster than
GDP per capita, while wages for those in the middle have grown very slowly.
In addition, among the rich nations for which we have data on wage trends, the
United States has had the slowest growth at the median.'”’

What else besides income inequality might have caused slow income growth
in the middle? One alternative possibility is a fall in the share of value-added
in the economy that goes to labor. That share did fall, but the decline was fairly
minor, and smaller than in many other rich nations.'*®

Another possibility is that a growing portion of compensation has gone to
nonmonetary benefits such as healthcare. However, the share of employee com-
pensation accounted for by nonwage benefits has been essentially flat since the
late 1970s, so this is likely to have played at most a very small role.'” Healthcare
costs have increased, but the share of employees covered by an employer health-
care plan has fallen, and employer contributions to pensions have decreased.

How much income has the post-1979 inequality-driven decoupling cost
middle-class American households? Figure 6.21 offers an estimate. The solid
line is actual median household income. The dashed line shows what the trend
in median household income would have been had it kept pace with GDP per
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Figure 6.20 GDP per capita and wages. Each series is displayed as an index set to equal 1
in 1947. Inflation adjustment for each series is via the CPI-U-RS. Data source for GDP: Bureau of
Economic Analysis, “National Income and Product Accounts Tables,” table 1.1.5. Data source for

wages: Lawrence Mishel et al., The State of Working America, 12th edition, wages dataset.
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Figure 6.21 How much income has decoupling cost the median US household?
Posttransfer-posttax income, in 2015 dollars. Inflation adjustment for each series is via the CPI-U-
RS. “k” = thousand. Data source for median and mean household income: Luxembourg Income
Study. Data source for GDP: Bureau of Economic Analysis, “National Income and Product Accounts
Tables,” table 1.1.5. Data source for number of households: Census Bureau, “Historical Income Data,”
table H-S.

household. Using GDP per household rather than GDP per capita (person)
adjusts for the fact that the number of households has increased faster than the
number of persons since the late 1970s.*° The actual median household in-
come was $47,000 in 1979 and $56,000 in 2016. Had it kept pace with GDP
per household since 1979, median household income would instead have been
around $63,000.

“Its Better Than It Looks”

In the view of some, this picture of slow middle-class income growth is too
pessimistic. They argue that incomes or broader living standards actually have
grown relatively rapidly, keeping pace with the economy.'! Let’s consider sev-
eral versions of this view.

1. The income data miss upward movement over the life course. The income data
shown in Figures 6.17 and 6.21 are from the Current Population Survey, which
each year asks a representative sample of American adults what their income was
in the previous year. But each year the sample consists of a new group; the survey
doesn’t track the same people as they move through the life course.

If we interpret Figures 6.17 and 6.21 as showing what happens to typical
American families over the life course, we will conclude that they see very little
increase in income as they age. That’s incorrect. In any given year, some of those
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with below-median income are young. Their wages and income are low because
they are in the early stages of the work career and/or because they are single.
Over time, many will experience a significant income rise, getting pay increases
or partnering with someone who also has earnings, or both. Figures 6.17 and
6.21 miss this income growth over the life course.

Figure 6.22 illustrates the point. The lower line shows median income among
families with a “head” aged twenty-five to thirty-four. The top line shows me-
dian income among the same cohort of families twenty years later, when their
heads are aged forty-five to fifty-four. Consider the year 1979, for instance. The
lower line tells us that in 1979 the median income of families with a twenty-
five-to-thirty-four-year-old head was about $58,000 (in 2013 dollars). The data
point for 1979 in the top line looks at the median income of that same group of
families twenty years later, in 1999, when they are forty-five to fifty-four years
old. This is the peak earning stage for most people, and their median income is
now about $91,000.

In each year, the gap between the two lines is roughly $33,000. This tells us
that the incomes of middle-class Americans tend to increase substantially as
they move from the early years of the work career to the peak years.

Should this reduce our concern about the over-time pattern shown in
Figures 6.17 and 6.21 above? No, it shouldn’t. Look again at Figure 6.22.
Between the mid-1940s and the mid-1970s, the median income of families in
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Figure 6.22 Median income within and across cohorts. For each year, the lower line is
median income among families with a “head” aged 25-34 and the top line is median income for the
same cohort of families twenty years later. In the years for which the calculation is possible, 1947 to
1993, the average increase in income during this two-decade portion of the life course is $32,500. The
data are in 2013 dollars; inflation adjustment is via the CPI-U-RS. “k” = thousand. Data source: U.S.

Census Bureau, “Historical Income Data,” table F-11.



America Is Underachieving 183

early adulthood (the lower line) rose steadily. In the mid-1940s median income
for these young families was around $27,000; by the mid-1970s it had doubled.
Americans during this period experienced income gains over the life course, but
they also tended to have higher incomes than their predecessors, both in their
early work years and in their peak years. That’s because the economy was growing
at a healthy clip and the economic growth was trickling down to Americans in
the middle.

After the mid-1970s, this steady gain disappeared.''> From the mid-1970s to
2010s the median income of families with a twenty-five-to-thirty-four-year-old
head was flat. They continued to achieve income gains during the life course.
(Actually, we don’t yet know about those who started out after the mid-1990s,
as they’re just now beginning to reach age forty-five to fifty-four. The question
marks in the chart show what their incomes will be if the historical trajectory
holds true.) But the improvement across cohorts that characterized the period
from the mid-1940s through the 1970s—each cohort starting higher and ending
higher than earlier ones—disappeared.

Income for many Americans rises during the life course, and this is indeed
hidden by charts such as Figures 6.17 and 6.21. But that shouldn’t lessen our
concern about the decoupling of household income growth from economic
growth that has occurred over the past generation. We want improvement not
just within cohorts, but also across them.

2. Demographic changes. The size of the typical American household has been
shrinking since the mid-1960s, when the “baby boom” ended. Some will there-
fore say we don’t need income growth to be so rapid any more. But this shrinkage
in household size probably shouldn't alter our interpretation of slow income
growth. Incomes have become decoupled from economic growth because a
large and rising share of economic growth has gone to households at the top of
the ladder. Yet household size has decreased among the rich too; they don’t need
the extra income more than those in the middle and below do.

Also, more people are in college or retired. The income data in Figures 6.17
and 6.21 are for families with a “head” aged fifteen or older. The share of young
Americans attending college has increased since the 1970s, and the share of
Americans who are elderly and hence retired has risen. These two developments
have reduced the share of families with an employed adult head. However, this
doesn’t account for the slow growth of family income relative to the economy.
The trend in income among families with a head aged twenty-five to fifty-four, in
the prime of the work career, is very similar to that for all families.'"?

A third demographic change is that immigration into the United States began
to increase in the late 1960s. The foreign-born share of the American popula-
tion, including both legal and illegal immigrants, rose from S percent in 1970 to
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13 percentin 2015."* Quite a few have come with limited labor market skills and
little or no English, so their incomes tend to be low. For many such immigrants,
alow income in the United States is a substantial improvement over what their
income would be in their home country, so if this accounts for the divorce be-
tween economic growth and median income growth over the past generation,
perhaps we shouldn’t worry. But immigration actually is a relatively small part
of the story. The rise in median family income for non-Hispanic whites, which
excludes most immigrants, has been only slightly greater than the rise in median

income for all families shown in Figures 6.17 and 6.21.'"%

3. Consumption has continued to rise rapidly. Some consider spending a better in-
dicator than income of people’s standard of living. Even though the incomes of
middle- and low-income Americans have grown slowly, they may have increased
their consumption more rapidly by drawing on assets (equity in a home, sav-
ings) and/or debt.

But thatisn’t the case. According to the best available data, from the Consumer
Expenditures Survey (CES), median family expenditures rose at the same pace
as median family income in the 1980s, 1990s, and 2000s.'*¢

4. Wealth has increased sharply. Income and consumption growth for middle-
income Americans may have lagged well behind growth of the economy, but
was that offset by rapid growth of wealth (assets minus debts)?

Yes, it was, but only temporarily. We have data on wealth from the Survey
of Consumer Finances (SCF), administered by the Federal Reserve every three
years. Figure 6.23 shows the trend in median household wealth along with the
trend in median household income. The wealth data are first available in 1983.
What we see is a sharp upward spike in median wealth in the second half of
the 1990s and the first half of the 2000s. The home is the chief asset of most
middle-class Americans, and home values jumped during this period. But then
the housing bubble burst and median wealth fell precipitously, erasing all of the
gains.""” And for those who lost their home during the crash, things are even
worse than what is conveyed by these data.'®

Even before the bubble burst, not everyone benefited. Of the one-third of
Americans who don’t own a home, many are on the lower half of the income
ladder. For them, the rise in home values in the 1990s and 2000s did nothing to
compensate for the slow growth of income since the late 1970s.

S. There have been significant improvements in quality of life. A final variant of the
notion that income data understate the degree of advance in living standards
focuses on improvements in the quality of goods, services, and social norms.
It suggests that adjusting the income data for inflation doesn’t do justice to the

enhancements in quality of life that have occurred in the past generation.'"
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Figure 6.23 Median household income and median household wealth. 2016 dollars.

“k” = thousand. Median wealth: Household net worth, calculated as assets minus liabilities. Data
source: Urban Institute, “Nine Charts about Wealth Inequality in America,” using Survey of Consumer
Finances data. Median income: Posttransfer-pretax household income. Data source: US Census

Bureau, “Historical Income Tables.”

Fewer jobs require hard physical labor, and workplace accidents and deaths
have decreased. Life expectancy rose from seventy-four years in 1979 to seventy-
nine years in 2015. Cancer survival is up. Infant mortality is down. An array of
new pharmaceuticals now help relieve various conditions and ailments. MRIs,
CT scans, and other diagnostic tools have enhanced physicians’ ability to de-
tect serious health problems. Organ transplants, hip and knee replacements, and
LASIK eye surgery are now commonplace. Violent crime has dropped to pre-
1970s levels. Air and water quality are much improved.

Welive in bigger houses; the median size of new homes rose from 1,600 square
feetin 1979 to 2,400 in 2017. Cars are safer and get better gas mileage. Food and
clothing are cheaper. We have access to an assortment of conveniences that didn’t
exist or weren’t widely available a generation ago: personal computers, printers,
scanners, microwave ovens, TV remote controls, digital video recorders, dig-
ital cameras, five-blade razors, home pregnancy tests, home security systems.
Product variety has increased for almost all goods and services, from cars to res-
taurant food to toothpaste to television programs.

We have much greater access to information via the Internet, Google, travel
guides, mapping apps and GPS, smartphones, and tablets. We have a host of new
communication tools: cell phones, voicemail, email, Skype, Facebook, Twitter,
Instagram. Personal entertainment sources and devices have proliferated: cable TV
and streaming video, high-definition televisions, home entertainment systems, the
Internet, MP3 players, CD players, DVD players, Netflix, satellite radio, video games.
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Last, but not least, discrimination on the basis of sex, race, and more recently
sexual orientation have diminished. For women, racial and ethnic minorities,
and LGBTQ Americans, this may be the most valuable improvement of all.

There is no disputing these gains in quality of life. But did they occur be-
cause income growth for middle- and low-income Americans lagged well be-
hind growth of the economy? In other words, did ordinary Americans need to
sacrifice income growth in order to get these improved products and services?

Some say yes. They point out that returns to success soared in fields such
as high tech, finance, entertainment, and athletics, as well as for CEOs. These
markets became “winner-take-all,” and the rewards reaped by the winners
mushroomed. For those with a shot at being the best in their field, this increased
the financial incentive to work harder orlonger or to be more creative. According
to the argument, this rise in financial incentives produced a corresponding rise
in excellence—new products and services and enhanced quality.

Is this correct? To begin, consider the case of Apple and Steve Jobs. Apple’s
Macintosh, iPod, iTunes, MacBook Air, iPhone, and iPad were so different
from and superior to anything that preceded them that their addition to living
standards isn’t likely to be adequately measured. Did slow middle-class income
growth make this possible? Would Jobs and his teams of engineers, designers,
and others at Apple have worked as hard as they did to create these new products
and bring them to market in the absence of massive winner-take-all financial
incentives?

It’s difficult to know, but Walter Isaacson’s comprehensive biography of Steve
Jobs suggests that he was driven mainly by a passion for the products, for win-
ning the competitive battle, and for status among peers.'** Excellence and victory
were their own reward, not a means to the end of financial riches. In this respect
Jobs mirrors scores of inventors and entrepreneurs over the ages. So while the
rise of winner-take-all compensation occurred simultaneously with surges in in-
novation and productivity in certain fields, it may not have caused those surges.

For a more systematic assessment, we can look at the preceding period—the
1940s, 1950s, 1960s, and early 1970s. In these years the incomes of ordinary
Americans grew at roughly the same pace as the economy and as incomes at
the top. Did this squash the incentive for innovation and hard work and thereby
come at the expense of broader quality-of-life improvements?

During this period the share of Americans working in physically taxing jobs
tell steadily, as employment in agriculture and manufacturing was declining. Life
expectancy rose from sixty-five in 1945 to seventy-one in 1973. Antibiotic use
began in the 1940s, and open-heart bypass surgery was introduced in the 1960s.

In 1940, only 44 percent of Americans owned a home; by 1970 that jumped to
64 percent. Home features and amenities changed dramatically, as the following
list makes clear. Running water: 70 percent in 1940, 98 percent in 1970. Indoor
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flush toilet: 60 percent in 1960, 95 percent in 1970. Electric lighting: 79 percent
in 1940, 99 percent in 1970. Central heating: 40 percent in 1940, 78 percent in
1970. Air conditioning: very few (we don’t have precise data) in 1940, more
than halfin 1970. Refrigerator: 47 percent in 1940, 99 percent in 1970. Washing
machine: less than halfin 1940, 92 percent in 1970. Vacuum cleaner: 40 percent
in 1940, 92 percent in 1970.

In 1970, 80 percent of American households had a car, compared to just
52 percent in 1940. The interstate highway system was built in the 1950s and
1960s. In 1970 there were 154 million air passengers, versus just 4 million in
1940. Only 45 percent of homes had a telephone in 1945; by 1970 virtually all
did. Long-distance phone calls were rare before the 1960s. In 1950, just 60 per-
cent of employed Americans took a vacation; in 1970 that had risen to 80 per-
cent. By 1970, 99 percent of Americans had a television, up from just 32 percent
in 1940. In music, the “album” originated in the late 1940s, and rock-n-roll began
in the 1950s. Other innovations that made life easier or more pleasurable in-
clude photocopiers, disposable diapers, and the bikini.

The Civil Rights Act of 1964 outlawed gender and race discrimination in
public places, education, and employment. For women, life changed in myriad
ways. Female labor force participation rose from 30 percent in 1940 to 49 percent
in 1970. Norms inhibiting divorce relaxed in the 1960s. The Pill was introduced
in 1960. Abortion was legalized in the early 1970s. Access to college increased
massively in the 1960s.

Comparing these changes in quality of life is difficult, but I see no reason to
conclude that the pace of advance, or of innovation, has been more rapid in re-
cent decades than before.'*!

The bottom line? Yes, there have been significant improvements in quality
of life in the United States since the 1970s. But that shouldn’t lessen our disap-
pointment in the fact that incomes have been growing far more slowly than the
economy.

“Its Worse Than It Looks”

Rather than understating the true degree of progress for middle- and low-
income Americans, the income trends shown in Figures 6.17 and 6.21 above
might overstate it.'*?

1. Income growth is due mainly to the addition of a second earner. The income of
American households in the lower half has grown slowly since the 1970s. But it
might not have increased at all if not for the fact that more households came to
have two earners rather than one. From the 1940s through the mid-1970s, wages
rose steadily. As a result, the median income of most families, whether they had
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one earner or two, increased at about the same pace as the economy. Since then,
households with a single adult have seen no income rise at all.'**

It’s important to emphasize that most of this shift from one earner to two
has been voluntary. A growing number of women have sought employment as
their educational attainment has increased, discrimination in the labor market
has dissipated, and social norms have changed. The transition from the tradi-
tional male-breadwinner family to the dual-earner one isn’t simply a product of
desperation to keep incomes growing.

Even so, as more two-adult households have both adults in employ-
ment, more are struggling to balance the demands of home and work. Good-
quality childcare and preschool are expensive, and elementary and secondary
schools are in session only 180 of the 250 weekdays each year. The difficulty is
accentuated by the growing prevalence of long work hours, odd hours, irregular
hours, and long commutes. By the early 2000s, 25 percent of employed men and
10 percent of employed women were working S0 or more hours per week.'**
And 35 to 40 percent of Americans were working outside regular hours (9 a.m.
to S p.m.) and/or days (Monday to Friday).'?* Average commute time rose from
40 minutes in 1980 to 50 minutes in the late 2000s."%¢

2. The cost of some key middle-class expenses has risen much faster than inflation.
The income numbers in Figures 6.17 and 6.21 are adjusted for inflation. But the
adjustment is based on the price of a bundle of goods and services considered
typical for American households. Changes in the cost of certain goods and
services that middle-class Americans consider essential may not be adequately
captured in this bundle. In particular, because middle-class families typically
want to own a home and to send their kids to college, they suffered more than
other Americans from the sharp rise in housing prices and college costs in the
1990s and 2000s. Moreover, as middle-class families have shifted from having
one earner to two, their spending needs may have changed in ways that adjusting
for inflation doesn’t capture. For example, they now need to pay for childcare
and require two cars rather than one.'”’

Consider a four-person family with two adults and two preschool-age chil-
dren. In the early 1970s, this family probably would have had one of the adults
employed and the other staying at home. By the 2000s, it’s likely that both
were employed. Here is how their costs for these big-ticket expenses might
have differed.'”® Childcare: $0 in the early 1970s, $12,500 in the mid-2000s.
Car(s): $5,800 for one car in the early 1970s, $8,800 for two cars in the mid-
2000s. Home mortgage: $6,000 in the early 1970s, $10,200 in the mid-2000s.
When the children reach school age, the strain eases. But when they head off to
college it reappears; the average yearly cost of tuition, fees, and room/board at
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public four-year colleges rose from $6,500 in the early 1970s to $12,000 in the
mid-2000s."*

To recap: Since the 1970s, incomes have risen slowly for the broad middle of
American households, despite sustained growth in the economy. With the top
1 percent getting a larger and larger portion, household income growth for the
middle has become decoupled from economic growth. America’s middle class is
fairly well off by comparative and historical standards, but it could, and should,
be even better off.

Some of the most commonly voiced solutions won’t do the trick. Reversing
key economic shifts such as trade, technological advance, the shift from
manufacturing to services, and immigration is neither likely nor desirable.
Turning firms away from their shareholder value orientation would be difficult.
Revitalizing unions is a very tall order. But we have other options. A tighter labor
market would put more pressure on employers to raise wages. A public subsidy,
such as a revised Earned Income Tax Credit, could supplement middle-class
earnings. And enhanced government support for key services and insurance
programs—early education, college, health insurance, sickness insurance, paid
parental leave—would reduce big-ticket expenses for households and facilitate
greater employment by parents and other caregivers.

We Can Do Better

In the past generation, ordinary Americans have had less economic security,
less opportunity, and less income growth than they should in a country as pros-
perous as ours. We can do better. In the next chapter I explain how.
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Our historical experience and those of other rich democratic countries sug-
gest that more expansive and generous social programs and employment-
conducive public services would help in the United States, and they would do
so without sacrificing other good outcomes, such as economic growth or indi-
vidual freedom. These programs function as a floor, a safety net, and a spring-
board: they ensure a decent living standard for the least well-off, provide income
security, and enhance opportunity. Properly formulated, they can also serve as
an escalator, ensuring rising living standards over time.

It’s worth emphasizing that this approach, which I call “social democratic cap-
italism,” isn’t itself the goal we seek. It’s a means to an end. The reason why the
United States should embrace social democratic capitalism is because it works
well. Public insurance programs and employment-promoting services boost the
living standards of the least well-off, improve economic security, and very likely
enhance equality of opportunity, and they achieve these goals with little or no
tradeoffs. That is the core message from Part 1 of this book.

The United States has a lot of public insurance programs already. For the most
part they work very well. We should adjust and expand some of them and add
others, because the experience of other rich democratic nations shows us that
there are other policies and programs that would be good for Americans and be-
cause we face new economic and social challenges that didn't exist or were less
consequential in earlier eras.

What exactly should we do? We should add or improve the following:

« Health insurance

o Paid parental leave

« Child allowance

+ Unemployment insurance and wage insurance
o Sickness insurance

« Disability assistance

« Social assistance

160
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o Criminal justice

« Pensions

o Eldercare

« Housing assistance

« Early education

« Apprenticeships

« College

« Affirmative action

o Full employment

« Minimum wage

« Earned Income Tax Credit

o Profit sharing

o Infrastructure and public spaces
- Paid vacation days and holidays

After outlining the details for each of these, I turn to how much it will cost
and how to pay for it.

Health Insurance

In a rich nation such as the United States, everyone should have health insur-
ance. We also should do better at controlling healthcare costs; while we won’t
go bankrupt spending 18 percent of our GDP on health, or even more, the fact
that every other rich democratic country achieves equivalent or better health
outcomes while spending far less suggests that we have considerable room for
improvement.! How can we achieve these two goals?

The most straightforward path would be to expand coverage through
Medicare, Medicaid, and a “public option”: lower the age at which Americans
can get Medicare, raise the income limit for Medicaid eligibility, and add a
Medicare-like program that individuals and families can purchase on health in-
surance exchanges and that firms can purchase for their employees. Or simply
allow any employer or individual to buy into Medicaid or Medicare, with
subsidies for those who need them. Eventually, a large portion of the population
would be covered by these public programs. This would achieve universal cov-
erage, and the government, as the dominant payer, would be in a strong position
to control healthcare costs.”

Canada’s experience suggests that this type of arrangement can function quite
effectively. Every Canadian has health insurance, and as Figure 7.1 indicates,
over the past half century life expectancy has increased more in Canada than in
the United States despite a far smaller rise in healthcare expenditures.
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Figure 7.1 Life expectancy by health expenditures. The data points are years, from 1970 to
2016. Life expectancy: years at birth. Health expenditures: public plus private, as a share of GDP. Data

source: OECD. The lines are loess curves.

Such a system wouldn’t eliminate private insurers. There would be a market
among the affluent for insurance plans better than the one(s) offered by the gov-
ernment. And employers and individuals might choose to supplement the basic
health insurance plan with an additional one, as many elderly Americans who
have Medicare currently do.

Over time, government has gradually increased its role in promoting access
to health insurance in the United States. The Veterans Administration (VA) was
created in 1865 and significantly reformed in 1930 and 1994. In the 1940s and
1950s the federal government created and expanded a tax deduction for firms
that contribute to health insurance for their employees. Medicare was created
in 1965 and extended to cover prescription drugs in 2004. Medicaid too was
created in 1965, and the share of the population it covers was expanded in
the 1980s, in 1999 with the S-CHIP program, and in 2010 via the Affordable
Care Act (ACA). Figure 7.2 shows the rise in the share of Americans with
Medicare or Medicaid since the mid-1960s. Together, these two programs
now cover about 40 percent of the US population. The 2010 ACA also requires
that medium-size and large firms offer health insurance to their employees, it
provides subsidies for persons and families with modest incomes, it requires
that health insurers allow people to remain on their parents’ plan through age
twenty-five, and it forbids insurers from denying insurance to persons with
preexisting conditions. (Its mandate that individuals have health insurance
was removed in 2017.)

Why not instead expand employer-based health insurance? America’s
employer-centered health insurance system was a historical accident.® It
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Figure 7.2 Health insurance via Medicare and Medicaid. Share of the US population. Data
source: Centers for Medicare and Medicaid Services, “Medicare and Medicaid Statistical Supplement,”
tables 2.1 and 13.4.

originated during World War II, when wage controls made it difficult for firms
to offer higher pay in order to attract and retain good employees. Some decided
to offer health insurance instead. After the war, encouraged by a new tax break,
this practice proliferated, and it has remained in place ever since. But in a society
where people switch jobs frequently, it makes little sense for insurance against
a potentially major and very costly risk to be tied to one’s employer. Moreover,
providing health insurance is expensive for firms, putting them at a disadvantage
relative to small firms and foreign competitors. And it likely acts as a brake on
wage increases.

Why does employer-based health insurance work well in some other coun-
tries, such as Germany and Japan? The reason is that if people quit or lose their
job, they are automatically switched into a government (“community”) health
insurance plan. And the cost of healthcare is contained, so it’s less of a burden for
employers. This happens in part because health insurance firms and funds aren’t
for-profit, so they aren’t inserting additional costs into the system, and partly via
cost controls set by centralized agreements between insurers and providers, with
government stepping in if that fails.*

Do Americans like government health insurance? Most say they do. Figure
7.3 shows that about two-thirds of Americans think Medicare and Medicaid are
working well for the groups they serve. In 2015, Gallup asked a representative
sample of US adults “Are you satisfied or dissatisfied with how the healthcare
system is working for you?” As Figure 7.4 shows, satisfaction was higher among
those getting their health insurance via the military, the Veterans Administration,
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Figure 7.3 Medicare and Medicaid are working well. Share of US adults. Questions: “Would
you say the current Medicare program is working well for most seniors, or not?” “Would you say the
current Medicaid program is working well for most low-income people covered by the program, or not?”
Response options: working well, not working well, don’t know. The lines show the share responding

working well, with “don’t know” responses excluded. Data source: Kaiser Family Foundation.
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Figure 7.4 Satisfaction with how the healthcare system is working by insurance
source. Share of US adults who say they are satisfied. The data are for 2015. Question: “Are you
satisfied or dissatisfied with how the healthcare system is working for you?” Data source: Rebecca
Riftkin, “Americans with Government Health Plans Most Satisfied,” Gallup, 2015, gallup.com.

Medicare, or Medicaid than among those getting it via an employer or pur-
chasing it directly themselves.

Should government not only pay for health insurance and oversee it but
also be the provider? That’s how countries such as the United Kingdom,
Sweden, Finland, and some others do it, and it tends to work well. Indeed, the
UK got top ranking in a recent Commonwealth Fund assessment of healthcare
quality in 11 affluent nations.® But these might be isolated examples; there is
no systematic evidence to support a conclusion that government provision is
superior to mixed public and private provision. In any event, it’s extremely un-
likely that the United States will replace its existing array of private for-profit
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and nonprofit medical providers with a fully government-run physician and
hospital system.

How much would a single-payer healthcare system cost, and where would
the money come from? In 2015, the United States spent $3.2 trillion, 18 percent
of the country’s GDDP, on healthcare. The government’s share is a little less than
half of this total. The tax benefit to employers costs about $250 billion, Medicare
$650 billion, Medicaid $560 billion, healthcare for veterans $65 billion, and
healthcare for current military personnel and their families $40 billion.

Medicare and Medicaid limit the amount they will pay to healthcare
providers, and they have relatively low administrative costs. Even though they’ve
been covering more and more of the population (Figure 7.2), the share of GDP
spent on these two programs has been rising at about the same pace as the rest of
the healthcare system, as Figure 7.5 shows. Their cost will continue to rise going
forward, owing partly to population aging and expansion of Medicaid coverage
and partly to the general rise in healthcare costs, but the projected increases are
fairly small.6

A key obstacle facing proposals for a single-payer system is that taxes would
have to increase significantly in order to pay for it. But this isn’t insurmountable.
Asingle-payersystemlikelywould reduce total spending onhealthcare. According
to one estimate, adding coverage for the roughly 9 percent of Americans who
now lack it and improving coverage for the 35 percent who currently are un-
derinsured would increase costs by about 10 percent. But single-payer would
reduce overall healthcare costs by approximately 18 percent: 7 percent from
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Figure 7.5 Health expenditures. Share of GDP. Data source: Centers for Medicare and Medicaid
Services, “National Health Expenditures by Type of Service and Source of Funds.” These numbers

aren’t adjusted for the share of the population covered, which has increased steadily and significantly
for Medicare and Medicaid.
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reduction in administrative costs, 3 percent from lower pharmaceutical prices,
3 percent from paying Medicare rates to healthcare providers, and S percent
from improved service delivery (reduction in unnecessary services, inefficiently
delivered services, missed prevention opportunities, and fraud).” If correct, this
estimate suggests a single-payer healthcare system would cost roughly 90 per-
cent of the current spending total, or about 16 percent of GDP. That means gov-
ernment expenditures on health would rise by about 8 percent of GDP.

Of current health spending, 45 percent is by government (federal, state, and
local). The other SS percent is private: 27 percent by households, 20 percent by
private firms, and 8 percent by other private sources.® The cost of a single-payer
system would need to come from taxes that replace these private expenditures.
There are many possibilities, from a payroll tax paid by employers to an income
tax and/or consumption tax on households. While the dollar figure will scare
some Americans, such a system won’t mean additional payments for healthcare;
it will simply mean a different form of payment—public instead of private.

So is single-payer the solution for the United States? In the long run, prob-
ably yes. In the short run, it may be more sensible to focus on making health
insurance universal and making sure all Americans have insurance that is min-
imally adequate. The most straightforward way to do this is by expanding ac-
cess to Medicaid and/or Medicare, in one or more of the ways I described
earlier. According to one estimate, this would increase government healthcare
expenditures by approximately 10 percent, or about 1.75 percent of GDP.

Paid Parental Leave

A 1993 law, the Family and Medical Leave Act, gives employees the right to
twelve weeks of job-protected leave for the birth ofa child or to care for a sick rel-
ative. But this only applies to companies with fifty or more employees. And there
is no requirement that the leave be paid. Only 14 percent of American workers
have employer-provided paid family leave.'® Consequently, many Americans in
middle- and low-income households take little time off. That’s unfortunate, be-
cause outcomes for children tend to be best when they are with their parent(s)
during the first year oflife."!

In Sweden, parents of a newborn child have thirteen months of job-protected
paid leave, with the benefit level set at approximately 80 percent of earnings.
Two of those months are “use it or lose it” for the father; if he doesn’t use them,
the couple gets eleven months instead of thirteen. In addition, parents can take
four months off per year to care for a sick child up to age twelve, paid at the same
level as parental leave.'” As Figure 7.6 shows, Sweden’s policy is a generous one,
but not exceptionally so by the standards of other rich nations.



A Better America 167

100%- IS
Aus
Q
2 Ger
o Por
% Swi S
€ em Nor
s Nl
%_ Irlge Kor
e UK Fin
0 _UIS T T
0 52 161
Weeks

Figure 7.6 Paid parental leave. The data are for mothers. Includes both maternity and parental
leave. Replacement rate is the share of wage or salary received. 2016. Data source: OECD, “Key

Characteristics of Parental Leave Systems.” “Asl” is Australia; “Aus” is Austria.

The United States is the only affluent democratic country without a paid
parental leave program. A few states—California, New Jersey, New York, and
Rhode Island—along with Washington DC have enacted small-scale programs.
Results from California’s, which has been in place since 2004, are encouraging."

A new federal parental leave program for the United States should provide a
minimum of six months of paid leave per child, with an incentive for the father to
take a portion of the leave. The leave should be job-protected. The replacement
rate should be at least 50 percent. All workers meeting minimum work history
requirements, including those in small firms and self-employed persons, should
be eligible."*

Sweden’s policy costs about 0.75 percent of GDP per year."® With a slightly
less generous version and our larger per capita GDP, an American counterpart
might cost around 0.5 percent a year.'®

Child Allowance

Many things affect children’s well-being and life chances. Money is one of them.!”
Anincrease in family income of a mere $3,000 during a person’s first five years of
life is associated with nearly 20 percent higher earnings later in life."®

Most other affluent countries have a universal “child benefit” or “child allow-
ance.” In Canada, for instance, a family with two children under age six and an
income below $30,000 receives an allowance of $10,000 (in US dollars). The
amount is less for families with older children and/or higher income."
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The United States has a weaker version, the Child Tax Credit, which provides
a maximum of $2,000 a year per child.*® Families with no earnings don’t qualify.
Nor do those who don’t file a federal income tax return. As a result, low-income
households benefit far less than middle-income households.?!

A team of researchers led by Luke Shaefer has offered a sensible proposal
for improving this.** The Child Tax Credit would be replaced by a child al-
lowance paid to all families with children. The amount would be $3,600 per
year for younger children and $3,000 for older ones. It would be universal
and unconditional—not contingent on employment or income or assets.”
The money would be taxable, though that wouldn't affect its level for many
households with low or lower-middle income. According to calculations by
Shaefer and colleagues, this child allowance would reduce the child poverty rate
in the United States by around 40 percent, and it would virtually eliminate ex-
treme child poverty. The cost would be approximately $180 billion per year, or
1 percent of GDP. After subtracting the current cost of the Child Tax Credit
and the child deduction (about $100 billion), the net additional cost would be
around 0.5 percent of GDP.

Unemployment Insurance and Wage Insurance

Unemployment insurance is a key policy instrument for ensuring economic se-
curity. Our program was created in 1935 as part of the New Deal. The federal
government pays for it, but states have considerable leeway in determining eligi-
bility criteria and benefit levels.

The average share of prior earnings replaced by unemployment benefits
is just 45 percent. A bigger problem is that only about 40 percent of unem-
ployed Americans qualify for compensation. Particularly likely to not qualify
are persons who have low wages, work part-time or intermittently, move fre-
quently from one employer to another, are self-employed, or interrupt em-
ployment for childbirth or family care.** Two simple reforms would address
these problems. The first is to federalize eligibility rules and benefit levels, as
some states are too stingy. The second is to adjust eligibility criteria to accom-
modate nonstandard workers and nonstandard employment, which are more
common now than in the past and will become even more common going
forward.”

We also should add a wage insurance component to the program. Some
Americans who get laid off can’t find a job that pays as well and are forced to
settle for less. For a year or two, wage insurance would fill half of the gap between
the former pay and the new lower wage.?



A Better America 169
Sickness Insurance

The United States is the only rich democratic nation without a public sickness in-
surance program.*’ Though many large private-sector firms offer employees some
paid sickness days and five states (California, Hawaii, New Jersey, New York, and
Rhode Island, along with Washington DC) have a public program, more than
one in four employed Americans gets zero days of paid sick leave.*®

Sweden’s approach offers a useful model.”” A person with illness, disease, or
injury that causes her to miss work receives 80 percent of her pay. The amount
of the benefit is capped at about $28,000 per year.*® The benefit is taxed as or-
dinary income. Day 1 isn’t reimbursed. Days 2 through 14 are paid by the em-
ployer, and after that the money comes from a public sickness insurance fund.
Self-employed persons are paid from the public fund. The payments can last up
to a year (longer for a serious disease). A certificate from a doctor is required
after seven days and a detailed medical exam after one month. Eligibility begins
after three months of employment for sickness and disease and immediately for
workplace injury.

We need not begin with a program as generous as Sweden’s, which has typ-
ically cost about 1.5 percent of GDP. A program spending about a third of that
amount, 0.5 percent of GDP, would be a good start.

Disability Assistance
Disability is pervasive and varied:

A baby is starved of oxygen during childbirth. A construction worker
slices off a finger with a power saw. Another loses partial lung function
after spending a year cleaning up dusty debris at Ground Zero. A retired
professional football player forgets instructions he was given moments
earlier. A nurse suffers back strain from helping an obese patient into
bed. A young adult develops schizophrenia. An oncologist diagnoses
an energy-depleted fifty-five-year-old salesman with multiple myeloma.
A soldier in Iraq suffers a traumatic brain injury when an explosive de-
vice detonates underneath a transport vehicle. A Cornell student is par-
alyzed for life by a prescription drug-induced stroke. Another suffers
the same fate as the result of an act of drunken horseplay.

Disability may be innate, as in the cases of those born with devel-
opmental deficiencies. It may be total, as in the case of the worst trau-
matic brain injuries, but more often it is partial. It may be temporary or
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permanent. It may lead to a shortened life span, but often it does not.
It may occur on the job, but more often it happens away from work.
Whatever its genesis and character, disability leaves the victim with a
diminished capacity to work for a living. Through rehabilitation and
retraining some can overcome the functional limitations engendered
by their disabilities, but many cannot regain sufficient functioning to
enter or reenter the workforce.*!

About 20 percent of Americans are disabled. Approximately 30 percent will
at some point in their career experience a disability significant enough to cause
them to miss ninety or more days of work.

One-third of Americans have private disability insurance (short-term and/or
long-term) through their employers, mostly in large or middle-sized firms. A few
purchase disability insurance on their own. The chief source of disability com-
pensation for most working-age Americans is three public programs: workers’
compensation, Social Security Disability Insurance (SSDI), and Supplemental
Security Income (SSI).

Workers” compensation covers about 85 percent of employed Americans.
It pays out about $30 billion per year to people injured on the job, generally
replacing two-thirds or less of a worker’s earnings. The incidence of on-the-
job injury requiring time off from work has decreased from about 3 percent of
employees in the early 1990s to 1 percent as of 2010. As a result, workers’ com-
pensation claims and payments have decreased.

Persons who become severely disabled and have paid Social Security taxes in
five of the previous ten years may, after a five-month lag, receive Social Security
Disability Insurance payments. After two years, they also receive Medicare to
cover healthcare costs. The average SSDI payment is $15,000 a year. About
40 percent of applicants qualify for the benefit. Recipients are reviewed every
two to five years to determine whether they remain eligible.

Around 10 million Americans, including former workers, spouses, and
children, receive SSDI benefits. The share of the population getting SSDI
payments has increased over the past generation, due to the rise in the share
of people employed, an increase in the retirement age for Social Security el-
igibility (from sixty-five to sixty-seven), the aging of the population, and an
expansion of eligibility criteria to include musculoskeletal maladies and mood
disorders.

Disabled Americans who don’t qualify for SSDI, and who have assets of less
than $2,000 excluding house and car, may be eligible to receive SSI payments.
These average $7,000 per year. The number of recipients is approximately 6 mil-
lion. About one in three applicants are deemed eligible. Recipients also typically
qualify for Medicaid health insurance.
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Some people who are disabled temporarily don’t qualify for unemployment
insurance, workers’ compensation, SSDI, SSI, or veterans’ compensation and
don’t have private disability insurance. Five states provide temporary disability
insurance for such circumstances. Because this group of states includes heavily-
populated California and New York, more than a third of Americans have this
protection. In many states, however, it is easy to fall through this crack in the
system.

There are three major deficiencies in our support for disabled Americans.
One is the lack of short-term disability insurance for many Americans with par-
tial or temporary disabilities. A second is our limited commitment to vocational
rehabilitation for disabled persons who might be able to return to work. Such
efforts have a low success rate, even in countries that dedicate more resources
than we do. Yet the signal these efforts send—about our commitment to gen-
uine inclusion for disabled persons and about our support for employment—
arguably justifies the cost.*”

The United States spends about 1.5 percent of GDP on “incapacity” programs.
Adding an additional 0.5 percent would put us closer to the average of 2.5 per-
cent in other rich democratic nations.*

A third problem with our current policy is the strict asset limit for SSI
recipients. Many Medicaid recipients also are subject to this limit, and Medicaid
is the only program that provides for long-term care needs, such as an in-home
personal care assistant. This has the perverse effect of forcing people with signif-
icant disabilities to spend down their assets in order to qualify for the medical
services and assistance they need.** Hardly any other rich democratic nations
require this.

Social Assistance

What to do about working-age households that have no employed adult has long
been the thorniest question in American social policy.*® There is no optimal so-
lution. If we are generous, some will cheat the system. If we are stingy, we cause
avoidable suffering. Given this tradeoff, the best approach is a policy that vig-
orously promotes employment for those who are able, provides a decent min-
imum for those who aren’t, and deals on a case-by-case basis with those who can
work but don'’t.

This requires several modifications to what the United States has now.
First, we should adjust our approach to caseworkers and the assistance
they provide. In theory, caseworkers help Temporary Assistance for Needy
Families (TANF) recipients find jobs, but in reality many caseworkers are
undertrained, overworked, and have limited means to provide real help.3
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For some Americans at the low end of the labor market, adulthood is a se-
ries of transitions between part-time or full-time employment, off-the-books
work, government benefits, romantic relationships, childrearing, drug or al-
cohol addiction, and time in jail.*” The best thing we can do is to provide
support, guidance, cajoling, and the occasional threat. People who struggle
to find a job after leaving school (whether at age twenty-two, eighteen, or
earlier) should immediately get individualized assistance. This may include
training, counseling, and cash support. Strugglers should be monitored as
they move along in life, and helped when necessary. For this to be effective,
we need caseworkers who are well trained, connected to local labor market
needs, committed to their job, and not swamped with clients. They must be
able to make realistic judgments about when clients can make it in the work
force and when the best solution is to help them find a path to dignity and
social inclusion that isn’t premised on employment.*

Second, TANFs eligibility restrictions, including the five-year lifetime limit,
should be eased. In bad economic times, such as the 2008—-2009 recession and
its aftermath, the five-year limit has proved too stringent, causing needless hard-
ship.** We should allow more exemptions during economic downturns. But
there is a strong case for relaxing the time limit even when the economy is doing
well. Caseworkers should be allowed to make judgments about which clients can
make it in the labor force and which ones can’t, about what is best for clients and
their children, and about what supports and requirements are most appropriate
for them. Some observers don’t like this because they don’t trust caseworkers to
be sufficiently strict. ('This is akin to favoring “three strikes” laws on the grounds
that judges who have discretion about sentencing are likely to be too lenient.)
This is an understandable sentiment, but it leads to more suffering than is neces-
sary, or justifiable, in a rich society.*

Third, TANF’s benefit level should be increased. The average AFDC-TANF
payment has fallen steadily since 1970, from about $12,000 per recipient family
to just $5,000 today.* Current spending on TANF is about $30 billion per year.
Doubling that amount would fund the needed changes. That would cost an ad-
ditional 0.2 percent of GDP.

Food Stamps (SNAP) can be kept as is. It is effective, efficient, and widely
appreciated.*

Criminal Justice
Bruce Western and his research team conducted extensive interviews with 122

Americans released from prison in the Boston area in the mid-2010s. Here is his
summary description of their situations:
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Aman was raised by his mother in a poor African American section of
Dorchester. He was stabbed three different times during his teenage
years, and by the onset of his schizophrenia, he had accumulated a long
list of juvenile convictions. Eddie was an army veteran and had been a
crack addict for most of his adult life. He worked periodically, but in
the year after incarceration he lived mostly off his veteran’s benefits and
street scams. Patrick’s mother was a heroin addict who died of AIDS
when he was seventeen. A heroin user himself, Patrick had been a wit-
ness and victim of serious violence since early childhood. Carla was also
a heavy drug user whose life was suffused by violence. Before she went
to prison, she made a living by prostitution, selling drugs, and a govern-
ment disability check for a bad back injured in a prison brawl. Juney was
abandoned by his father and raised by his mother, left school at sixteen,
and completed his GED in prison. Juney’s parole was revoked when
his brother got arrested and called him to the scene to help out. Celia
was raised by her mother, who had fled an abusive husband who bat-
tered her for years. Celia periodically lived with her grandmother, but
left home for good at age seventeen. Like her mother, Celia was a victim
of domestic violence as a young parent of twenty and made her living as
a drug dealer. Peter grew up in the housing projects of Roxbury, with a
mother who was addicted to drugs and an abusive father. He was a run-
away from the age of eleven. At fourteen, his head was split open with
a crowbar in a racial brawl. From the age of seventeen, he spent more
than half his life in prison.

These many different starting points all led to Massachusetts prisons,
and then to prison release. . ..

Most [ofthe 122] had grown up poorin poorneighborhoods. ... Two-
thirds of those we interviewed had a history of mental illness or addic-
tion to drugs or alcohol. Depression was common among them—and
nearly universal among the women—and anxiety and post-traumatic
stress were also frequently reported. Twenty percent of respondents
used heroin or cocaine in the year after prison release, and about half
of those with a history of addiction experienced a relapse to drug use,
which regularly preceded a return to prison. Most of the regular users
were the children of addicts. . . . Over 40 percent of the reentry study
sample lived with chronic disease, like diabetes or hepatitis, and an-
other one-third reported chronic pain, often related to accidents, fights,
or heavy drug use. . . . By the time we interviewed them, the men and
women of the reentry study had survived abusive childhood homes,
grown up through teenage years filled with fighting, been stabbed or
shot, and delivered their own share of violence too.*
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As violent crime increased sharply and steadily in the 1960s and 1970s and
then remained at a high level through the early 1990s, many US policy makers
signed on to a “lock 'em up” response. At the time, social scientists had little sys-
tematic knowledge of the drivers of crime or how best to combat its rise. Given
this ignorance, and in a context in which a “tough on crime” approach was pop-
ular with voters, their choice is perhaps understandable.

Today we can, and should, do better. There is broad agreement among experts
that incarceration contributed to the drop in crime since the mid-1990s, but that
its impact probably was fairly small.** A sensible approach to criminal behavior—
not just low-level drug offenders but also persons convicted of violent crimes—
would minimize time in jail and prison, ensure a decent living standard after
release, and provide extensive, individualized support and monitoring.** Not
only would this improve fairness; it also would be less expensive than incarcera-
tion, the direct cost of which averages around $30,000 per inmate per year.

Pensions

The poverty rate among elderly Americans has fallen steadily over the past half
century, and the best available projections suggest that average incomes in the
bottom 40 percent of elderly households will continue to rise in coming decades.
Yet that rise is projected to be relatively slow, with incomes in old age falling far-
ther and farther behind growth of the economy.*¢

Social Security benefits could be increased.*” A modest, gradual rise over
time is appropriate as the economy grows, and it surely is affordable. However,
this is only a partial solution. We need one or more of the other retirement in-
come security pillars—personal savings, employer pensions, home ownership,
earnings—to increase as well.

We could try to encourage more saving. But previous attempts, such as of-
fering tax advantages (IRAs), have had little impact on the savings behavior of
most ordinary Americans.*

We should shore up employment-based pensions. Rather than allow
Americans to contribute to defined-contribution plans if they have a steady job
and if their employer offers a plan and if they know about it and if they feel they
can afford to put some of their earnings in it, we could make contributing the de-
fault option and make it available to everyone. Employers that have an existing
plan could continue that plan, but they would have to automatically enroll all
employees and deduct a portion of earnings unless the employee elects to opt
out. Employees who lack access to an employer plan would be automatically
enrolled in a new universal retirement fund, and those who lack an employer
match would be eligible for matching contributions from the government.*
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In the absence of federal government action along these lines, some states
have created their own programs. California’s CalSavers program, the largest of
these, requires firms with five or more employees to enroll them if it doesn’t offer
a company-sponsored pension program. The program deposits 5 percent of each
paycheck, unless an employee chooses to opt out. But there is no matching con-
tribution from the employer or the state.*

We also could facilitate greater employment among the elderly. The employ-
ment rate among Americans aged sixty-five and over dropped steadily in the
1960s, 1970s, and 1980s. Since the late 1990s it has slowly but steadily risen.”!
Later retirement isn’t a good option for everyone, of course, especially those
who have spent most of their working lives in stressful or physically taxing jobs.
But for those who can manage it, it is doubly beneficial: it provides an additional
source of income, and it allows people to delay receipt of Social Security, which
in turn increases the benefit level they will receive.

Eldercare

An estimated 7 million elderly Americans, 14 percent of the elderly population,
need help with everyday activities. The average yearly cost is about $30,000 for a
home-health aide (30 hours per week, S0 weeks per year, $20 per hour), $45,000
for aroom in an assisted living center, and $85,000 for a room in a nursing home.
Few Americans have the resources to cover these costs for more than a few years,
if that. Medicare doesn’t cover long-term eldercare, so Medicaid is the principal
provider of government funding. It funds mainly nursing home care and in-
home care, though some money is available for care in assisted-living facilities.
Medicaid has a stiff asset limit, which often forces recipients to spend down
most of their assets in order to qualify. And Medicaid covers a comparatively
small share of those who need support. About 3 percent of elderly Americans
live in an eldercare institution, and another 3 percent receive in-home services.
These shares are smaller than in most other rich democratic nations. Public ex-
penditure on long-term care in the United States amounts to just 0.75 percent
of GDP**

Sweden has a more generous system. It spends a little over 3 percent of its
GDP on long-term care. About 5 percent of elderly Swedes live in an eldercare
institution, and another 12 percent receive “home-help services” in their home.
In-home assistance may be for several hours, throughout the day, or round-
the-clock if needed. Decisions about types and levels of provision are made by
counties and municipalities. Providers of institutional care and in-home help are
both public and private. There is a copayment, but it is capped at about $200
per month.
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Increased funding for eldercare would improve financial security and quality
oflife for millions of older Americans. Spending an additional 0.5 percent of our
GDP in this area would move us closer to the norm among affluent democratic
countries.

Housing Assistance

Many ordinary Americans would like to live in a large city but can’t afford to.
Cities are attractive for a variety of reasons: they are where many jobs are located,
particularly analytical professional positions; they are diverse; they provide lots
of eating and entertainment choices; and unlike a generation ago, they are rela-
tively safe and clean. Cities also are economically productive: they concentrate
lots of economic activity in a small space, and by bringing people together they
generate multiplier effects. And cities are environmentally friendly: they use far
fewer cars and less heat and electricity per person than do suburbs and rural
areas.™

But home prices and rents in some large cities—New York, Boston,
Washington DC, San Francisco, San Jose, Los Angeles, San Diego, among
others—exceed what many poor, working-class, and even middle-class
Americans can afford. The chief cause is an inadequate supply of housing. When
demand for something is high and supply is limited, the price tends to go up. In
some instances, such as Manhattan and San Francisco, the inadequate supply
of homes and rental units owes partly to physical constraints imposed by sur-
rounding water, yet that can be overcome by additional vertical construction.
The key obstacle is restrictions on new building stemming from zoning laws and
historical preservation designations.**

We should loosen these restrictions. Local government is the ideal source
of action, but where city councils and mayors are reluctant to act, state
governments may have to step in. California’s did so in 2017 with passage of
SB35, which stipulates that if local ordinances or decisions needlessly prevent
or delay construction of new affordable housing, the state will overrule the
local authority.

Income among the bottom fifth of US households averages just $22,000 a
year, so lower-income Americans need assistance with housing costs not only in
large cities, but virtually everywhere.> The federal government currently spends
around $50 billion a year on low-income housing assistance.*® This assistance
comes through a variety of programs. Since the 1930s the government has built
public housing units, which are offered to low-income tenants at below-market
rents. Though there has been little new public housing construction in recent
decades, about 1 million such units remain across the country. Since the 1960s
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government has subsidized private construction of low-cost rental units and
subsidized the rent that low-income tenants pay. Since 1986 it has provided a tax
credit (the Low Income Housing Tax Credit, or LIHTC) to developers for con-
struction or rehabilitation of rental housing in which at least 20 percent of ten-
ants have incomes below half of the area’s median income. And since 1974 the
federal government has given “Section 8” housing vouchers to some low-income
households who rent on the private market. Renters pay 30 percent of their in-
come toward rent, and the voucher pays the difference between this amount and
the rent amount (up to an allowable maximum).

These programs serve about S million households. Eligibility criteria have
varied across the programs and over time within them. Roughly speaking,
households with an income below 50 percent or sometimes 80 percent of the
area median income tend to be eligible. Among eligible households, only one
in four receives assistance from any of these programs. This isn’t due to lack of
interest; about 6 million households are on waiting lists for a housing voucher
and/or a public housing unit.

On average, these programs have enhanced access to housing, reduced
overcrowding, improved housing quality, and increased residential mobility
for their low-income recipients.’” There are run-down, violence-plagued public
housing projects, such as Cabrini Green in Chicago, but these have been the ex-
ception, not the rule. Housing vouchers tend to boost housing quality more, and
at lower cost, than public housing.*®

We should expand housing assistance, via provision of a voucher, to the
1S million or so low-income American households who are eligible for such as-
sistance but don’t currently receive it. Doing so would cost about $75 billion a
year.” The federal government spends (forgoes) about $80 billion each year on
the mortgage interest tax deduction. The aim of this program is to boost home
ownership, but many other affluent nations have home ownership rates compa-
rable to ours or higher without a tax incentive. Moreover, most of the mortgage
interest deduction goes to households in the top fifth of incomes; few in the
middle or below benefit from it.°* We could pay for the expansion of low-income
housing assistance by ending the mortgage interest deduction. The additional
cost to taxpayers would therefore be $0.

Early Education

Universal high-quality publicly-funded early education for children ages one to
four would facilitate work-family balance for Americans, and the best available
evidence, detailed in Chapter 2, suggests it would enhance opportunity for chil-
dren who grow up in less-advantaged homes.*!
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Why can’t we leave early education to the market? A good early education
system will combine three features: accessibility, affordability, and quality. For
Americans able and willing to pay a lot for childcare, our current market-based
system typically delivers all three. But for those with low to moderate incomes,
getting access to affordable care often means sacrificing quality.®> A universal
system with public funding and some direct public provision could change this,
ensuring good-quality care to everyone at an affordable price.

Government already pays for some early education: the federal government
funds Head Start, subsidizes childcare for some poor families via the Child Care
and Development Fund (CCDF), allows a tax break for childcare, and funds
some special education services; and some state and city governments offer
preschool for four-year-olds. Yet current funding is nowhere near sufficient
to ensure that everyone has access to good-quality childcare and preschool.
Among three-year-olds, for instance, about 20 percent are covered by existing
funding: state preschools enroll 5 percent, Head Start enrolls 10 percent, and
the CCDF subsidizes care for another 5 percent. The shares are even smaller for
children ages one and two.®®

Should government not only pay for but also provide early education?
Those who say yes contend that this is the only way to guarantee universal ac-
cess to preschool and care that’s above an acceptable quality threshold. On the
other hand, it isn’t necessary that government be the sole provider. Denmark
and Sweden allow private providers, as long as they meet quality standards. In
many districts across the United States we allow private providers for publicly-
funded K-12 schooling (charter schools), and we allow private doctors and
hospitals to provide medical care for Medicare and Medicaid recipients.
What’s the ideal mix? We don’t know. Maybe it’s 25 percent of kids in public
early education centers, or perhaps it’s 75 percent. This depends largely on
how many private providers can combine good quality with a reasonable rate
of return.

Why not increase access only for those with low incomes rather than for
everyone? The argument for universal access is threefold. First, it isn’t just low-
income parents who struggle to find good quality care that’s affordable. Middle-
class parents do too. Second, family structure and parents’ traits and behaviors
are key sources of disadvantage, and they don’t overlap perfectly with family in-
come. If we target low-income households, we’ll miss many children who need
help. Third, development of cognitive and especially noncognitive skills is aided
by peer interaction. Children from less advantaged homes gain by mixing with
kids from middle-class homes, which doesn’t happen in a program that exclu-
sively serves the poor.%*

Should we encourage parents to put their kids in out-of-home early educa-
tion immediately after birth? Probably not. As noted in the “Paid Parental Leave”
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section, research suggests children tend to fare best staying with a parent during
the first year of life.

Why not just give the money to parents and let them choose whether to use it
on early education or on something else? The argument against doing so is that if
early education has individual and social benefits, it makes sense to require that
the money be used for that and only that. The same is true of safety (military,
police), infrastructure (roads, bridges), health insurance (Medicare, Medicaid),
and K-12 schooling, among others. It's worth emphasizing that no one would
be forced to enroll their children in early education; parents who prefer to stay
home with their children during the first five years would still be able to do so.

Some of the revenue needed to fund early education can come from user fees.
Early education is different from police protection and healthcare, the kinds of
services that almost no one opts to go without. Even if good early education
programs were readily available, some families would choose not to use them be-
cause they prefer to provide stay-at-home parental care for their young children.
And of course some American adults have no children. This argues for having
parents who do want to use early education pay something—even parents with
low incomes. Here too the Nordic approach is sensible; in Denmark and Sweden
programs charge on a sliding scale, with the fee rising in proportion to family in-
come but capped at 10 percent.

The bill to taxpayers will depend on specific details, but a rough estimate is
1 percent of GDP, or $190 billion, per year.® There are two ways to reach this
number. First, suppose 75 percent of children age one to four enroll in early ed-
ucation. That’s 12 million children. If we spend $12,500 per child, the same as
for K-12 schools,* total expenditures would be around $150 billion. We’ll want
the teacher-child ratio for early education to be better than for K-12, which
will increase the cost a bit.” Second, public expenditure on early education in
Denmark and Sweden is about 1.5 percent of GDP.® We're likely to end up with
more private provision and we have a larger per capita GDP, so 1 percent of
our GDP might well be sufficient to create a system that approximates theirs in
quality and accessibility. Government (federal, state, and local) currently spends
about $30 billion per year on childcare and preschool,® so additional spending
would amount to around $150 billion, or 0.8 percent of GDP.

K-12 Schools

Elementary and secondary schooling is important for capability development,
and it’s almost always a focal point of policy debate. How to make it better, for
average students and particularly for the least advantaged, is one of the most
heavily researched policy questions in the United States.
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We need to improve. The high school graduation rate is just 84 per-
cent.”” According to a White House report, only 40 percent of high school
graduates are prepared for college or work.”! American fifteen-year-olds
score lower than their counterparts in many other rich democratic nations
on the Program for International Student Assessment (PISA) reading, math,
and science tests.”” And literacy and numeracy among American adults, as
judged by the OECD’s Survey of Adult Skills assessment, is lower than in
many of those countries.”

Yet after thousands of studies, there is little agreement about how best to im-
prove America’s K-12 schools.”* Candidates include equalizing school funding,
better pay for teachers, more school choice, smaller class sizes, longer school
days, longer school years, longer breaks in the school day, more standardized
testing, less standardized testing, more homework, less homework, more use of
modern technology, less use of modern technology, and better integration of
individualized assistance into classrooms, among others.

We could afford to spend more on K-12 schooling. Public expenditures as
a share of GDP have been flat for half a century, as Figure 7.7 shows. And we
spend less than many other nations, though that’s partly because private school
expenditures are greater here than elsewhere. Yet while there is room for more
spending, it might be better to allocate our scarce dollars to the other additions
and expansions I propose in this chapter and wait on increasing elementary and
secondary school spending until we have a better sense of which changes are
most likely to yield improvement.
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Figure 7.7 Public expenditures on K-12 education. Share of GDP. Data sources: OECD;
National Center for Education Statistics, Digest of Education Statistics, 2016, table 236.10. Thick solid
and dashed lines: United States. “Asl” is Australia; “Aus” is Austria.
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Apprenticeships

Of the two-thirds of Americans who don’t get a four-year college degree, some
enter the labor market directly, others get some vocational training in high
school or community college, and others complete a certificate program of some
sort. Some among these two-thirds fare reasonably well, but the experience of
other affluent nations suggests that a more robust approach to vocational edu-
cation could help.

One option is an “apprenticeship” program that students would begin around
age sixteen and that combines classroom and on-the-job training. The best such
programs run for three or four years and are tightly integrated with employers
and employer organizations to ensure that the skills being produced are needed
ones rather than simply ones schools feel competent to provide.”

Federal government funding can be put to two particularly useful purposes
here. One is to encourage and subsidize local or regional consortia of high
schools, community colleges, universities, and employer associations with the
aim of building career pathways.” The other is a tax credit for employers who
create apprenticeships. Harry Holzer, for instance, recommends a credit of
$1,000 per apprenticeship with a goal of 1 million new apprenticeships.”” The
total cost these efforts would likely be no more than 0.1 percent of GDP.

College

America’s colleges and universities are among the country’s greatest
achievements. Taken as a whole, they’ve long been, and remain, the best in the
world. Yet too few Americans from less-advantaged families enroll in college, too
few of those who enroll end up getting a four-year degree, and our colleges and
universities probably aren’t doing as well as they should in educating students.
These deficiencies have multiple causes, only one of which is the cost of col-
lege.”® And yet Christopher Jencks is correct in pointing out that “Making col-
lege a lot more affordable is a challenge governments know how to meet, while
making students learn a lot more is a challenge we do not currently know how
to meet. Under those circumstances, starting with affordability is probably the
best bet””

What is the best way to make college more affordable? If we want to reduce
the cost mainly for students from lower-income families, we ought to focus on
room and board, because many such students already receive enough financial
aid and grant money to cover most or all of the cost of tuition.** However, many
American high schoolers and parents aren’t aware of this, and the process of
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applying for school-based financial aid and federal grants can be complicated.
Making two-year and four-year public colleges tuition-free for in-state students
would send a clear, simple message that college is affordable for all Americans.®'
Another potential benefit of zero tuition at public colleges is that it could in-
crease pressure on private colleges to lower their prices.

A common objection is that eliminating tuition is inefficient, in that students
whose families can afford to pay the tuition now wouldn't have to. But this is
true of all universal transfers and services, including elementary and secondary
‘waste.” It’s whether the
benefits of the program outweigh the costs. With zero-tuition college, it seems

7

schooling. The key question isn’t whether there is

likely they would.

Another concern has to do with the need for funding increases over time.
The United Kingdom’s experience illustrates the problem. Prior to 1998, public
universities in the UK were tuition-free. But in the 1980s and 1990s the gov-
ernment proved unwilling to increase funding in order to keep up with rising
enrollments. Eventually it chose instead to cap the number of students colleges
could admit. In 1998 the zero tuition policy was ended.® If a zero tuition policy
leads to an increase in the share of people who apply to college but universities
don’t increase the quantity they admit, students from less-advantaged
circumstances could conceivably be harmed rather than helped by the policy,
since fewer of them might end up being admitted to any college. It’s impossible
to know whether this dynamic would play out in the US context, but this is an
important caution.

What would be the price tag for tuition-free public college? About 12 mil-
lion Americans attend in-state public colleges every year, a majority of them in
community colleges. Average tuition is $6,000 per year.* So the total yearly cost
would be approximately $75 billion, or about 0.4 percent of GDP.

The cost of room and board averages about $10,000 per year for US college
students, and tuition-free college won't do away with these costs. Moreover,
many Americans will to want to attend private colleges, which won't be tuition-
free and may continue to get more expensive.** Consequently, many American
students will still have to take out loans. (The same is true in Sweden, where
students pay no tuition and yet the average college graduate owes about $20,000
in student loans.®) In the late 1990s we created a program that allows income-
based repayment of student loans: the lower the student’s income after college,
the smaller the portion of their loan debt they are required to pay back. This
program was enhanced in 2007 and 2010, and it could be expanded further. We
also could lengthen the loan repayment period to twenty or perhaps even thirty
years.* And it would help to automatically enroll college students in this pro-
gram, rather than requiring them to find out about it on their own and then wade
through a complicated application process in order to utilize it.
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The total cost of these two efforts to increase college affordability would be
around 0.5 percent of GDP.

Affirmative Action

Since the late 1960s, affirmative action programs for university admissions and
employment have promoted opportunity for women and for members of racial
and ethnic minority groups.”” Not surprisingly, as these programs have been
cut back or ended in recent decades, some of that progress has been reversed.*®
Affirmative action should continue, but with family background as the focal

criterion.®’

Full Employment

Employment is front and center in the American ethos. Self-sufficiency and self-
realization via paid work are at the core of the “Protestant ethic” that shaped the
country in its early years and the “American dream” that has animated it since
the mid-1800s. As I noted in Chapter 2, employment has significant benefits
for individuals, from mental stimulation to social integration to self-esteem and
beyond. We also need a significant majority of people in paid work to help fund
government programs. High employment allows for hefty tax revenues without
requiring overly high tax rates. High employment eases the fiscal crunch another
way too, by reducing the number of people fully or heavily reliant on govern-
ment benefits.

From the mid-1940s to 2000, the employment rate among working-age
Americans rose steadily, from 60 percent to nearly 78 percent, as Figure 7.8
shows. But since 2000 we've moved in the opposite direction. Our employ-
ment rate currently stands at about 74 percent. This is partly a product of the
deep 2008-2009 recession, but sluggish employment growth began before the
crash. And in the meantime many other rich nations have increased employ-
ment sharply, suggesting the problem isn’t something endemic to modern af-
fluent societies.”

There are a number of things we can do to address this. One is better family-
friendly policies, particularly childcare and preschool, paid parental leave, and
sickness insurance, as described above.

We should strive to improve schooling, from early education to K-12 to
apprenticeships to college and beyond.

We should commit more resources to active labor market policy. Sweden and
Denmark have used retraining and job placement assistance to help improve the
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Figure 7.8 Employment rate. Employed persons aged 25-64 as a share of all persons aged 25-64.
The vertical axis doesn’t begin at zero. Data source: OECD. Thick line: United States. “Asl” is Australia;

“Aus” is Austria.

efficiency of the private-sector labor market and public employment to increase
demand for labor.”" These two countries have committed 1.5 to 2 percent of
GDP to such programs.”” Swedish firms must notify their local board in advance
when employees are to be laid off and when they have job openings that have
lasted more than ten days. Workers who are displaced or who leave their job by
choice can receive subsidized training through the employment service. Officials
in local labor market boards keep in close communication with firms and with
officials in other areas regarding trends in skill needs. The training programs are
full-time and range in duration from two weeks to more than a year. The service
then helps to place workers in new positions. If necessary, an employer subsidy
may be used to encourage a private-sector employer to hire, or a public-sector
job may be created. Denmark increased pursuit of active labor market programs
in the mid-1990s, with apparently beneficial effects. A recent meta-analysis of
research on such programs concludes that they tend to improve medium-term
employment outcomes.”

It helps if monetary policy authorities prioritize labor market tightness. The
Federal Reserve, like independent central banks in other rich nations, is charged
with maintaining both price stability and low unemployment. Its choices about
which to prioritize, particularly during periods in which the unemployment rate
is low and there are worries about the potential for a jump in inflation, impacts
not just the business cycle but also the long-run employment rate. The longer the
labor market can remain tight, the stronger the pressure on employers to increase
wages and salaries, which tends to attract more people into paid work. And the
boost to wages is a good thing apart from its effect on employment rates.**
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Government should serve as employer of last resort.”> “Make-work” has a
mixed history in the United States. It played a prominent role in the 1930s, and
subsequent smaller-scale programs have boosted employment rates of low-end
workers.”® These programs are often criticized because they have not tended
to improve long-term labor market success of participants. But we should
think of make-work not as a route to “real” employment, but rather as a worth-
while expense. If we believe people who are able and willing to work should be
employed, the fact that make-work might not provide a ladder to a good job
shouldn’t discourage us.

That doesn’t mean we should guarantee everyone a job in the place where
they currently live. Doing that would prevent sensible shrinkage of some towns
or cities that are no longer economically viable. Instead, government can provide
support for job creation in a variety of ways: public infrastructure investment,
place-specific investment funds, regional employer consortiums, and temporary
wage subsidies for new private-sector jobs.”” An additional potentially helpful
strategy is to provide assistance for job losers to move out and incentives for
others (including immigrants) to move in.”®

Employee Voice

Downward pressure on wages is a signature feature of our modern economic
era, as I've noted in several earlier chapters. Labor unions are the principal insti-
tutional mechanism available to counteract this pressure. Their strength during
the “golden age” following the Second World War was integral to the sustained
pay growth that occurred during those three decades. Today, only 10 percent
of employed Americans are union members. Increasing that share significantly
probably would be the most effective way to ensure regular wage increases for
middle- and low-paid workers.

But accomplishing this is a very tall order. As Figure 7.9 makes clear, America’s
declining unionization rate isn't arecent phenomenon. Nor is it mainly a function
of Reagan administration hostility in the 1980s. Unionization in the United
States has been falling steadily for more than half a century. Indeed, union de-
cline isn’t a peculiarly American problem. As we saw in Chapter 3, unionization
rates have been falling in almost all affluent nations. Only five still have a rate
above 40 percent, and four of those (Belgium, Denmark, Finland, and Sweden)
are helped by the fact that access to unemployment insurance hinges on union
membership. It’s well and good to wish for bigger, stronger unions, but no one
has yet figured out an effective strategy to achieve that.”

Are there alternatives to stronger unions? One possibility is “employee board-
level representation” (also called “codetermination”), whereby employees elect a



186 PART 2: SOCIAL DEMOCRATIC AMERICA

33%

10 A

O -
1900 1955 2020
Year

Figure 7.9 Unionization. Share of employees who are union members. Data sources: 190082
are from Richard B. Freeman, “Spurts in Union Growth: Defining Moments and Social Processes,” in
The Defining Moment: The Great Depression and the American Economy in the Twentieth Century, edited
by Michael D. Bordo et al., University of Chicago Press, 1998, table 8A.2. 1982ff are from Bureau of
Labor Statistics, data.bls.gov, series LUU0204899600, using Current Population Survey data.

portion of their company’s board of directors. Shareholder obsession with short-
run profits is one of the key obstacles to wage growth. Giving employees more
voice in firms’ decision making might mitigate this.'®

Opponents of employee board-level representation tend to argue that it will
weaken firms’ performance. However, it appears to have had no such adverse
effect in the European countries where large firms operate under codetermina-
tion requirements.'"!

Few companies will opt for employee board-level representation unless they
are legally obligated to, so Democratic lawmakers have introduced legislation—
the Reward Work Act and the Accountable Capitalism Act, both in 2018—
requiring employee election of 33 percent or 40 percent of the board of directors
in large US corporations. Such proposals have no hope of becoming law at the
moment, but the political environment will shift at some point.

It’s worth noting that even if such a requirement eventually is enacted, em-
ployee board-level representation’s reach would be limited. In the Accountable
Capitalism Act, the requirement would apply to companies with annual revenues
of $1 billion or more. The roughly 1,300 firms that meet this criterion employ
approximately 45 million Americans, or about one-third of the workforce.'*

Germany is a helpful test case for gauging employee board-level
representation’s impact on wages in a country that doesn’t have especially strong
labor unions. While German unions and collective bargaining remain powerful
in some manufacturing industries, they have weakened considerably in much
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Figure 7.10 Unionization and collective bargaining coverage in Germany and the United
States. Unionization: share of employees who are labor union members. Collective bargaining
coverage: share of employees whose wages are determined by a collective agreement. Data source: Jelle
Visser, “ICTWSS: Database on Institutional Characteristics of Trade Unions, Wage Setting, State
Intervention, and Social Pacts,” version 5.1, 2016, Amsterdam Institute for Advanced Labour Studies,

series ud, ud_s, adjcov.

of the rest of the economy, as Figure 7.10 suggests. But employee board-level
representation is solidly entrenched.'”® German workers have been able to
elect half of the directors in firms with 2,000 or more employees since the early
1950s and one-third of the directors in firms with 500 to 2,000 employees since
the mid-1970s."°* About one-quarter of German workers are employed in such
firms.'%

So has Germany had healthy wage growth? No, it hasn’t. As Figure 3.16
in Chapter 3 shows, Germany’s record has been similar to that of the United
States: growth of median compensation has been much slower than growth of
the economy, and it has lagged well behind compensation growth in most other
affluent democratic countries.’® Germany’s slow wage growth owes partly to its
reunification with the former East Germany in 1990 and its intentional creation
of alow-wage (“mini-jobs”) segment of the labor market in the early 2000s. Still,
its wage performance gives us little reason for optimism about employee board-
level representation’s ability to boost wages in the United States.

There is a good case on fairness grounds for enhancing employees’ ability
to influence decision making in the company they work for.'”” However, most
proponents of strengthened labor unions and employee board-level represen-
tation see them mainly as mechanisms to boost pay. Unfortunately, neither
looks especially promising in the American context. We don’t know how to sig-
nificantly increase the size and strength of unions, and employee board-level
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representation in a weak-union environment may turn out to have little impact
on wages.

hdhﬂnnunn\Nhge

The federal minimum wage in the United States is low, and it has been flat for
half a century, as Figure 7.11 shows. We should increase it to around $12 per
hour and index it to inflation. States and localities with thriving economies or a
higher cost of living could set their own minimum wage at a higher level, as many
currently do.

The chief worry about increasing the minimum wage is that doing so will re-
duce employment. The best available evidence, however, suggests that modest
increases in the statutory minimum in the past have not reduced employment.
The best test, because it is closest to an experimental design, is a “difference
in differences” approach.'® The fact that many of the US states have set min-
imum wages higher than the federal minimum, in varying degrees and at dif-
ferent times, is helpful for analytical purposes. In the early 1990s David Card
and Alan Krueger compared changes in employment in fast food restaurants on
either side of the New Jersey-Pennsylvania border after one state increased its
minimum wage while the other didn’t. Arindrajit Dube and colleagues pursued
this strategy for every pair of adjacent counties straddling state borders in which
one increased its minimum wage between 1990 and 2006. They, like Card and
Krueger, found no adverse employment effect of minimum wage increases.'®”

$15
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Figure 7.11 Minimum wage. Federal minimum wage. 2015 dollars; inflation adjustment is via the
CPI-U-RS. Data source: Economic Policy Institute, stateofworkingamerica.org/data.
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This suggests reason for optimism that raising the wage floor to $10 an hour, and
perhaps to $12, is likely to cause little or no employment decline.

The real question is whether the federal minimum wage should be even
higher. California, the state of New York, and the city of Seattle, among others,
have passed legislation to raise their statutory minimum to $15 an hour by the
early 2020s. Some argue that we should do this for the nation as a whole.'"
That would be a big increase, and it would affect a lot of Americans. Half of em-
ployed Americans currently earn less than $36,500 a year, and a person working
full-time year-round at a $15 minimum wage would have annual earnings of
$30,000.1!"

As Figure 7.11 suggests, we have no prior historical experience with a federal
minimum wage anywhere close to $15 an hour. Nor is cross-country compar-
ison of much help. Figure 7.12 shows that among the fourteen rich democratic
nations that have a statutory minimum, none is above the equivalent of $11 per
hour in US dollars.

Even some prominent advocates of a significantly higher wage floor fear that
$1S an hour might cause substantial job loss, particularly in less-affluent parts of
the country.!’* Given this concern, coupled with the lack of empirical evidence
on which to base a policy conclusion, the wise approach probably is to increase
the federal minimum to something below $15 per hour, index it to inflation,
monitor its impact, and then adjust as needed.'"?

There are several other regulatory changes we should implement in order to
boost wages for ordinary Americans: protect employees from being improperly
classified as independent contractors; improve employees” ability to recover
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Fig ure 7.12 Minimum wage. 2015 US dollars. Currencies converted using purchasing power

parities. Austria, Denmark, Finland, Italy, Norway, Sweden, and Switzerland don’t have a statutory

minimum wage. Data source: OECD. Thick line: United States. “Asl” is Australia.
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wages their employer has illegally withheld from them; ensure that workers in
retail, food service, and cleaning sectors be paid for at least four hours per shift;
require that all workers paid less than $50,000 per year be paid at an overtime
rate if they work more than 40 hours in a week.

Earned Income Tax Credit

The Earned Income Tax Credit (EITC) is a very effective program, encouraging
employment while boosting the incomes of households who struggle in the
labor market."'* The EITC subsidizes earnings by as much as 4S percent, pro-
viding up to $6,300 (for a household with three or more children). It is paid
to households rather than to individuals, and the money comes in a lump sum
once a year.'"> Households with at least one employed adult and earnings below
$54,000 are eligible. The credit functions like a cash benefit; if it amounts to
more than the household owes in federal income taxes, the household receives
the difference as a cash refund.

As Figure 7.13 shows, the amount of the EITC increases with earnings up to
a certain level, then plateaus, and then decreases with earnings.

The average amount recipient households get is $2,300 per year. The ben-
efit level increased sharply between 1987 and 1996. Since then it has been
flat. Nearly one in four Americans receives the EITC. This share rose signif-
icantly between the late 1980s and the mid-1990s and again in the 2000s, a
result of changes in eligibility criteria, increases in the benefit amount, and
stagnant wage levels for Americans on the lower rungs of the wage ladder."'¢

3 or more kids
N

$6,000

Solid lines: married
Dashed lines: single

EITC
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Household earnings

Figure 7.13 Earned Income Tax Credit benefit structure. The benefit levels shown are for

2017. Source: Tax Policy Center, “Earned Income Tax Credit Parameters.”
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The United States and the United Kingdom were the first countries to in-
troduce an EITC-type program, both in the 1970s. In recent decades many
other rich longstanding-democratic countries have adopted some version of it.
A number of US states and a few cities have their own EITC; most are small, but
some supplement the national EITC by as much as 75 percent.'"’

We can improve on the existing federal Earned Income Tax Credit in four
respects.

First, the EITC is far too small for Americans who don’t have any children, as
Figure 7.13 makes clear. A household with one child can receive up to $3,400,
but the maximum for a childless household is just $500. Childless households
are 25 percent of EITC recipients, but they receive only S percent of total EITC
payments. The EITC thus creates little employment incentive for childless
adults, and it provides very little income support for them.

Second, the fact that the size of the EITC credit depends on household earn-
ings (actually pretax income) and that it has a phase-out range creates some
employment disincentives for a potential second earner in a household whose
earnings are likely to be relatively low.

A way to address these two problems is to give the EITC to employed per-
sons, rather than households, and to give it to all or most such persons, rather
than only those with low earnings. Sweden has an EITC, first introduced in
2007, that works like this, as Figure 7.14 shows.

Third, we could increase the amount of the EITC credit.

$6,000
Solid line: Sweden
Dashed line: United States
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Figure 7.14 Swedish and US Earned Income Tax Credit benefit structures. The benefit levels
shown are for 2010, in US dollars. United States: single unmarried adult with one child. Sweden: one
earner (not contingent on the presence or number of children). PPP conversion: 1 US dollar = 9 Swedish
kroner. Data sources: Karin Edmark et al., “Evaluation of the Swedish Earned Income Tax Credit,”
Working Paper 2012:1, Institute for Labor Market Policy Evaluation, 2012, figure 1; Tax Policy Center.
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Fourth, we could use the EITC to help compensate for wage stagnation. As
we saw in Chapter 6, pay for ordinary American workers hasn't increased since
the late 1970s. In the absence of a resurgence of union strength, which is un-
likely, there is little reason to expect this to change. To ensure that incomes rise
over time as the economy grows, we could index the EITC to GDP per capita,
rather than to inflation. This won't compensate fully for stagnant pay: the EITC
is a fraction of the $30,000 a year earned by a typical middle-class American, so
if the EITC rises in line with the economy but earnings don’t, income (earnings
plus EITC) growth will lag behind growth of the economy. It’s a partial remedy,
not a full solution. But it will help.

How much would an expanded federal EITC cost? A fully universal version
would give it to all 145 million employed Americans. If the credit averages $3,500
per person, the cost would be approximately 2.8 percent of GDP. (Sweden’s
EITC costs 2.4 percent of GDP.) That’s a sizable increase over current expendi-
ture on the program, which is 0.3 percent of GDP.'*® The cost could be reduced
by tapering the credit for those at the top of the distribution—the top tenth or
the top fifth. The added cost might then be around 2.25 percent of GDP.

Figure 7.15 shows what this proposed EITC might look like.

There are two main objections to an expanded EITC as a centerpiece of
strategies to boost incomes. First, it might cause wage levels to fall. In the pres-
ence of the EITC, employers may offer a lower wage than they otherwise would,
and workers may be willing to accept a lower wage. Also, the EITC might in-
crease the supply of less-educated people seeking jobs, and without an increase
in employer demand for such workers, this rise in supply could push wages
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Figure 7.15 EITC benefit structure: actual and proposed. For discussion of the proposed
benefit levels, see the text. The actual benefit levels shown are for 2017. Source: Tax Policy Center,

“Earned Income Tax Credit Parameters.”
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down. Existing studies suggest that the EITC may indeed reduce wages some-
what, but the evidence is thin and the effect is likely fairly small.'* The best way
to address this danger is with a moderate to high minimum wage."*

Second, some object to taxpayers rather than employers bearing the cost of
ensuring that household incomes rise. This is an understandable sentiment. But
consider how we think about health insurance, pensions, unemployment insur-
ance, and sickness insurance. Like income, these contribute to material well-
being. In all affluent nations, including the United States, they are financed at
least partly by taxes. Few object to the fact that firms aren’t the sole funders.

Profit Sharing

Another potential way to boost household incomes is profit sharing, whereby
employees receive part of their compensation in the form of a portion of the
firm’s profit rather than as a guaranteed wage or salary. For owners, the advantage
is that when the firm is struggling, for example during a recession, its labor costs
will fall, because workers will absorb part of the reduction in profits in the form
of lower take-home pay. For workers, the advantage is that if profits rise, their
pay automatically will too. Over time, their pay will be higher than it would have
been without profit sharing.'*!

There’s also a risk for employees: they will bear part of the cost of falling profits
during bad economic times. Then again, the enhanced flexibility in labor costs
makes it less likely that firms will need to fire employees during rough times.'**
In this respect, workers’ security is increased.

How could we encourage profit sharing? In 2016, Hillary Clinton’s presi-
dential campaign proposed offering firms that implement profit sharing a two-
year tax credit equal to 15 percent of the amount they share (higher for small
businesses).'?® The credit would apply to shared profits up to 10 percent of a
worker’s salary or wage. For instance, if a new profit share program in a firm
added $5,000 to the pay of someone making $50,000 a year, the firm would re-
ceive a subsidy of $750. The cost of this subsidy would be in the neighborhood
0f0.01 percent of GDP per year, or about $2 billion.

Infrastructure and Public Spaces

Public spaces and services matter directly for people’s lived experience. Think
of roads, bridges, stoplights, enforcement of speed limits, air traffic control,
sidewalks, museums, parks, sports fields, forests, campgrounds, beaches, oceans,
lakes, swimming pools, zoos, weather forecasts, phone lines, broadband, the
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Internet, public television and radio programming, subsidization of free private
TV and radio networks, libraries, festivals, and more.

Infrastructure also underpins a successful economy. America’s firms, and citi-
zens, face significant hurdles and risks due to our failure to maintain and improve
our roads, bridges, plane and rail systems, city layouts, broadband networks,
and water systems. In 2013, the American Society of Civil Engineers reported
that one-third of US roads are in poor or mediocre condition. According to
the Federal Highway Administration, one-quarter of America’s bridges are de-
ficient or functionally obsolete. The cost of traffic congestion in fuel and lost
time is estimated to be nearly 1 percent of GDP. Delayed and canceled plane
flights cost another 0.25 percent of GDP. We have an efficient freight-rail system
for transporting products, but high-speed rail to move people around is nonex-
istent. The California drought in the mid-2010s exposed, once again, the inad-
equacy of our water supply systems. Four thousand dams are in need of repair.
Ten percent of Americans report not using the Internet, and 12 percent lack ac-
cess to a high-speed connection.'**

This isn’t to say that America’s infrastructure is worse than it used to be. That
notion is based largely on anecdote.'* Nor is it to suggest that our infrastructure
is far behind that of other affluent nations. We do lag behind some of them, ac-
cording to the most recent assessment by the World Economic Forum, but the
gap isn’t enormous.'* The point, rather, is that our infrastructure isn’t as good as
it could and should be.

The needed amounts of money aren’t huge. One proposal, from a progressive
think tank, estimates that to bring our roads, bridges, mass transit, rail, ports,
airports, inland waterways, drinking water, wastewater, and energy infrastruc-
ture up to par would require additional expenditures by the federal government
of about 0.5 percent of GDP per year.'*’

Investment in infrastructure doesn’t only grease the wheels of the economy. It
also increases employment.'*® Boosting employment is helpful in the aggregate,
butit’s also vital, in the contemporary era, to the pursuit of geographical fairness.
As production of food and goods has become steadily more automated and as
more of it has moved abroad, smaller cities and towns across the United States
have struggled economically. Places that suffer a sudden loss of a major em-
ployer experience particularly acute economic and social pain. Large job losses
tend to have ripple effects, as unemployed households reduce their spending
and thereby reduce employment at retail stores, restaurants, and other potential
sources of substitute employment.

According to one study, counties with fewer than 100,000 residents
accounted for 32 percent of the new businesses created during the 1992-1996
economic recovery, but just 15 percent during in the 2002-2006 recovery and
0 percent during the 2010-2014 recovery. The pattern was similar for jobs: in
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the 1992-1996 recovery, counties with population below 100,000 got 27 per-
cent of the net increase in the nation’s jobs, while in 2010-2014 they got just
9 percent.'?

If these recent patterns continue, there is no easy long-term fix for small cities
and towns."*® But the building and repair of infrastructure can help in the short

run.!3!

Given that a good infrastructure is directly beneficial for quality of life,
and given that it can kick-start economic development, it tends to be money

well spent.

Paid Vacation Days and Holidays

In other rich democratic countries, the law requires that companies give their
employees between ten and thirty-eight paid vacation days and holidays. The av-
erage in these nations is twenty-seven days.'* In the United States, the number
is zero. Most public employees get some paid days off, and 77 percent of private-
sector employers offer some to their workers. Yet some employees get none, and
the average number of paid days off for those who get any is just eighteen.'*

We should make the provision of paid vacation days and holidays mandatory.
And it would make sense to increase the number to ten paid holidays and fifteen
days (three weeks) of paid vacation, for a total of twenty-five.

How Much Will It Cost?

The additional expenditures needed to fund these various programs would total
around 10 percent of GDP. Figure 7.16 provides a breakdown. Details for each
area or policy are provided above.

How to Pay for It

Increasing tax revenues by 10 percent of GDP would be a significant change for
the United States, but it wouldn’t be unprecedented. During the course of the
twentieth century, government revenues’ share of America’s GDP rose by about
25 percentage points. And an increase of 10 percentage points would put the
United States merely in the middle of the pack—not at the top—among the
world’s rich democratic countries.'**

What would be the best way to get the money? Broadly speaking, there are
two options: “Soak the rich” or “Spread the burden.” Other affluent democratic

nations tend to do the latter. They have a relatively proportional tax system, with
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2.25% Earned Income Tax Credit

1.75 Health insurance

1.0 Full employment

0.8 Early education

0.5 Paid parental leave

0.5 Child allowance

0.5 Sickness insurance

0.5 Disability assistance

0.5 Eldercare

0.5 College

0.5 Infrastructure and public spaces
0.28 Pensions

0.2 Unemployment insurance and wage insurance
0.2 Social assistance

0.1 Apprenticeships

0.01 Profit sharing

0 Housing assistance

0 Minimum wage

0 Criminal justice reform

0 Affirmative action

0 Paid vacation days and holidays

Figure 7.16 Cost of proposed government program additions and expansions. The
numbers are percentages of GDP. They total 10.06 percent. All are estimates.

everyone paying roughly the same share of their pretax income in taxes."* They
do this instead of soaking the rich—taxing the rich at much higher rates than
everyone else—for two reasons. One is to minimize tax resistance by the rich.
The other is the need to go where the money is; even if the rich have very high
incomes, there aren’t that many of them, so in order to generate a lot of revenue
it’s usually necessary to spread the tax burden up and down the income ladder.

America too has a relatively flat tax system. Figure 7.17 shows average ef-
fective tax rates in the United States at various points along the pretax income
distribution (hollow circles). An “effective tax rate” is calculated as taxes paid di-
vided by pretax income. These calculations include all types of taxes at all levels
of government. The effective tax rates paid by Americans are fairly similar up and
down the income ladder.

However, the distribution of pretax income is quite unequal. Households at
the top get a much larger portion of the income than those in the middle or

136

bottom.'3¢ As a result, the distribution of tax payments (dark circles in Figure

7.17) also is very unequal. Households in the top quintile pay about 65 percent
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Figure 7.17 Effective tax rates and shares of tax payments by pretax income quintile. Includes
all types of taxes (personal and corporate income, payroll, property, sales, excise, estate, other) at all levels
of government (federal, state, local). 2016. Effective tax rates: taxes paid as a share of pretax income. Data
source: Institute on Taxation and Economic Policy (ITEP), “Who Pays Taxes in America: 2016

of all tax dollars, the middle fifth pay about 10 percent, and the bottom fifth pay
2 percent. Each is paying a similar percentage of their income in taxes, but the
affluent end up paying a lot of the tax dollars because they have so much of the
income.

Suppose we were to increase taxes for everyone, keeping the distribution of
tax payments exactly the same as it is now while increasing revenues by 10 per-
cent of GDP. What would that change look like for households at various points
along the income distribution? Households in lowest fifth of incomes would ac-
count for about 2 percent of these added revenues, households in the middle
around 10 percent, and households in the top quintile 65 percent. In dollar
terms, households in the bottom fifth of incomes would pay, on average, about
$1,400 more per year, those in the lower-middle fifth $3,600, those in the middle
fifth $7,000, those in the upper-middle fifth $13,100, and those in the top fifth
$46,200 more.'%”

As a presidential candidate in 2008, Barack Obama pledged to not increase
taxes for households in the bottom 95 percent of incomes. The Democratic
nominee in 2016, Hillary Clinton, made the same pledge. In the contemporary
US context, there is some sense in focusing on the top in the search for more rev-
enue. The chief rationale for progressive taxation is that those with more income
can afford to pay a larger share of that income than those with less.'3® While the
incomes of Americans in the middle and below have risen slowly over the past
few decades, for those at the top incomes have soared, so it’s reasonable to ask
them to contribute a larger share of those incomes.
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Figure 7.18 Effective tax rate on the top S percent of incomes. Effective tax rate: tax payments
as a share of pretax income. The chart has three estimates of the actual rate. The gray lines are for federal
taxes. The black line is for all taxes (federal, state, and local). Data source for the top gray line: Thomas
Piketty and Emmanuel Saez, data set for “How Progressive Is the US Federal Tax System?,” Journal of
Economic Perspectives, 2007, elsa.berkeley.edu/~saez. Data source for the lower gray line: Congressional
Budget Office, “The Distribution of Household Income and Federal Taxes, 2011,” data set, alternative
income definition, worksheet 13. Data source for the black line: Institute on Taxation and Economic
Policy (ITEP), “Who Pays Taxes in America,” various years. Calculation of the rate needed to increase
tax revenues by 10 percent of GDP is as follows: Get the total pretax income of the top S percent of
households by multiplying this group’s average pretaxincome (from ITEP) by its number of households
(from the Census Bureau). Then divide 10 percent of GDP by the group’s total pretax income.

However, there’s a limit to how much additional tax revenue we can get from
those at the top. Figure 7.18 shows the effective tax rate on the top S percent of
households going back to 1960. We have three estimates of this tax rate (two
of the three include only federal taxes, not state and local). The dot for the year
2016 indicates what the effective tax rate on this group would need to have been
in that year in order to increase tax revenues by 10 percent of GDP.'* It’s a very
high rate, and one far above the actual rate at any point in the past half century.
This seems neither desirable nor likely to find favor among policy makers.

What, then, should we do to increase government revenues by 10 percent of
GDP? A multipronged approach might work. Figure 7.19 shows one possibility.

Begin with a national consumption tax. The United States raises the least
revenue from consumption taxes of any rich nation, as Figure 7.20 shows.
Currently we collect only about 5 percent of GDP in consumption taxes, al-
most entirely at the state and local levels. Most other affluent countries col-
lect 10 percent or more.'*® A value-added tax (VAT) at a rate of 12 percent,
with limited deductions, would likely bring in about S percent of GDP in
revenue.'*!

Because of its regressivity, the idea of a large consumption tax has yet to be
embraced by America’s left.'** The degree of regressivity can be lessened by
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5.0% Add a national consumption tax (VAT) at a rate of 12%, with limited deductions or a small flat
rebate

1.4 Improve collection of unpaid taxes and reduce use of tax havens

1.0 Return to the 2000 (pre-Bush) federal income tax rates for taxpayers with incomes below
$450,000

0.7 Increase the effective tax rate for the top 1% by 6 percentage points (from 34% to 40%)

0.3 Return the estate tax exemption threshold and rates to their 1965-75 levels

0.7 Add a carbon tax

0.5 Add a financial transactions tax of 0.5% on trades

0.3 Increase the payroll tax by 1 percentage point

0.2 Increase the cap on the Social Security payroll tax so the tax covers 90% of total earnings, as it
did in the early 1980s

0.2 End the real estate tax credit

Figure 7.19 How to increase tax revenues by 10 percent of GDP. The numbers are
percentages of GDP. They total 10.3 percent. All are estimates.
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Figure 7.20 Income tax revenues, payroll tax revenues, and consumption tax

revenues. Share of GDP. The data are for 2016. The countries are ordered according to total

tax revenues as a share of GDP. “Payroll” includes both payroll taxes proper and social security
contributions. For Italy, the symbol for payroll taxes isn’t visible because income and payroll taxes each

account for the same share of GDP. Data source: OECD. “Asl” is Australia; “Aus” is Austria.

exempting more items from the tax'*; but the greater the exemptions, the less
revenue the tax will bring in. A better strategy might be to offset the regressivity
of a new consumption tax with other changes to the tax system.

Those on the political right tend to object to a VAT for fear it will become a
“money machine”—a tax that can be steadily increased over time. But this fear
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is based on a misreading of the experience of other rich nations. Some countries
have decreased their VAT rate, some have held it constant, and most of those
that have increased it did so mainly in the 1970s and early 1980s, when high in-
flation made such increases less noticeable.'** Some argue that tax increases in
rich countries since the 1960s have come mainly via VAT increases, but they’ve
in fact come as much or more via increases in income and payroll taxes.'*

Where would the rest of the new revenues come from? By improving col-
lection of unpaid taxes and reducing the use of tax havens, we could raise, as a
conservative estimate, 1.4 percent of GDP.'*

We could return to the pre-Bush income tax rates for taxpayers with incomes
below $450,000. (We did so in 2013 for incomes above that amount.) This
would increase revenues by about 1 percent of GDP.'¥

We could raise income tax rates for those in the top 1 percent a bit more.'*
This might entail increasing the tax rate on personal income or capital income,
or both. The effective tax rate on the top 1 percent currently is around 34 per-
cent.'* An increase of 6 percentage points, to a 40 percent effective rate, would
hardly be confiscatory. Increasing the effective tax rate for this group by 6 per-
centage points would generate about 0.7 percent of GDP."*® A common worry
is that raising taxes on the rich will cause them to flee, or at least to park their
money elsewhere. The best available evidence suggests that while high earners
are indeed responsive to changes in tax rates, the magnitude of this effect is
small.™>!

Since the 1970s, the estate tax has been steadily decreased. The exemption
threshold—the amount of the estate beyond which the tax kicks in—has been
reduced to the point where the tax applies to just two out of every thousand es-
tates. And the tax rate has been lowered. Since 2010 estate and gift tax revenues
have totaled just 0.13 percent of GDP, compared to 0.45 percent between
1965 and 1975.'5> Returning the estate tax rate and exemption threshold to the
earlier levels would be appropriate given the rise in wealth inequality in recent
decades.">* It could boost government revenues by around 0.3 percent of GDP.

A carbon tax could generate about 0.7 percent of GDP in revenues.'** The
United States arguably should have a carbon tax anyway, in order to shift re-
sources away from activities that contribute to climate change.'*

A modest tax on financial transactions, such as purchases of stock shares,
would bring in about 0.5 percent of GDP. Every rich democratic nation other
than the United States has a tax on financial transactions. On average those taxes
yield about 0.5 percent of GDP in revenue.'s®

Increasing the payroll tax by 1 percentage point (half a percentage point
on employees and half a point on employers) would add about 0.3 percent
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to revenues.”” This would leave the payroll tax rate well below that in many
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European countries, and almost certainly below the level at which it would be a
significant deterrent to employment.

We could increase the cap on earnings that are subject to the Social Security
payroll tax. A person’s earnings above $128,400 (as of 2018) aren’t subject to
this tax. Because a growing share of total earnings in the US economy has gone
to those at the top, a growing share has been exempt from the Social Security
payroll tax. In the early 1980s, about 90 percent of earnings was subject to the
tax; this has dropped to below 85 percent. Raising the cap to get back to 90 per-
cent would increase tax revenues by about 0.2 percent of GDP.'s*

Finally, we could do away with the real estate tax credit, which allows
homeowners to deduct their state and local property tax payments from the
income on which they pay federal income tax. The evidence suggests this
credit does nothing to increase home ownership, and it mainly goes to affluent
taxpayers. This would increase revenues by about 0.2 percent of GDP.'*

This set of proposed changes is just one of many possible ways to increase tax
revenues.'® The point is that the technical details of getting an additional 10 per-
cent of GDP are not difficult.

A Partial but Valuable Fix

The recommendations I offer in this chapter won’t solve every problem we face.
We also need to deal with climate change, foreign policy challenges, prevention
of future financial crises, reform of our electoral process, and much more. But
the new programs and expansions of existing ones outlined here would improve
the lives of lots of Americans. We know from our own experience and from the
experiences of other rich democratic nations that public insurance programs
help, and that they do so without impeding the economy, breaking the bank, or
curtailing individual freedom.

The question is whether our policy makers and our political system are up to
the task. I turn to this in Chapter 8.
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I expect the scope and size of American public social programs will expand sig-
nificantly in coming decades. My reasoning can be stated simply:

« Experience here and abroad suggests that government social programs can
improve well-being, so policy makers will regularly propose new programs
and expansion of existing ones.

« On occasion they will succeed in getting their proposals enacted. (The hypo-
thesis doesn’t specify when or why. It’s probabilistic. )

« Those successes will tend to stick.

This is how social policy in the United States has evolved over the past cen-
tury. It has expanded in fits and starts, with bursts and lulls. Movement has been
largely forward. Backsliding has been rare.!

Analysts of social programs in rich democratic nations often treat the dif-
ference between the US welfare state and that of the leading social democratic
countries as a categorical one—a difference in type.” However, the core differ-
ence is one of degree, rather than of kind. The United States has fewer public
social programs than nations such as Sweden and Denmark, and our programs
tend to cover fewer people and to be less generous. Yet we do already have many
of the same programs as the leading countries. And while our welfare state lags
behind, it has been advancing for most of the past century. Figure 8.1 shows
expenditures on public social programs as a share of GDP in Denmark, Sweden,
and the United States since the late 1800s. While the two Nordic countries
spend significantly more, the difference between these countries and the United
States today is much smaller than the difference between the United States today
and the United States a century ago.

The expansion of public insurance that has occurred over the past century
in the United States is what we should expect for the future. Further advance
won't necessarily happen right away, and progress almost certainly won't be
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Figure 8.1 Public social expenditures. Share of GDP. Gross public social expenditures. Data
source: Esteban Ortiz-Ospina and Max Roser, “Public Spending,” Our World in Data, using data for
1880-1930 from Peter Lindert, Growing Public, volume 1, Cambridge University Press, 2004, data for
1960-1979 from OECD, “Social Expenditure 1960-1990: Problems of Growth and Control,” OECD
Social Policy Studies, 1985, and data for 1980ff from OECD, Social Expenditures Database. The
dashed portion of the line for the United States is an extrapolation, based on the average increase over
the period 1930-2016.

steady. But if we think in terms of decades, or better yet half a century, the most
reasonable projection is for a significant increase in public social programs
along the lines of what I describe in Chapter 7. Simple extrapolation suggests
that at that point America’s welfare state will look similar to those of Sweden
and Denmark today.

Is it sensible to extrapolate? I consider eleven reasons for skepticism. First,
Americans don't like big government. Second, America’s welfare state isn’t
very universalistic. Third, opponents of public social programs are effective
at deploying the rhetoric of reaction. Fourth, America’s “left” political party,
the Democrats, isn't especially progressive. Fifth, the left might increasingly
struggle to get elected. Sixth, the balance of organized power in the United
States has shifted to the right. Seventh, the structure of our political system
impedes progressive policy change. Eighth, we might not have the money to
fund significant expansions of public insurance. Ninth, conservative states can
take advantage of our federalist system to weaken government social programs.
Tenth and eleventh, a sustained economic growth slowdown or an increase in
racial and ethnic diversity might weaken popular support for government so-
cial programs.

While each of these is a potential obstacle to progress, none is likely to derail
America’s slow but steady movement toward an expanded government role in
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improving economic security, enhancing opportunity, and ensuring decent and
rising living standards for all.

Potential Obstacle 1: Americans Don’t Like
Big Government

A longstanding view holds that the United States lags behind many other rich
democracies in the expansiveness and generosity of its government social
programs because that’s what Americans want. More than our counterparts in
other affluent nations, we tend to believe individual effort, rather than luck,
determines success in life, and we therefore see a need for only minimal govern-
ment assistance.

One of the best expositions of this view is by Seymour Martin Lipset, who
helped to popularize the notion of American exceptionalism. Lipset argues that
Americans’ belief in individualism and liberty and their hostility to government
are the source of many differences between the United States and other rich
countries.?

In the early 2000s, John Micklethwait and Adrian Woolridge, a British editor
and writer for the Economist magazine, took a close look at the peculiarities of
American politics and political culture. In their book The Right Nation, they con-
clude that “The United States has always been a conservative country, marinated
in religion, in love with business, and hostile to the state. .. . Americans are ex-
ceptionally keen on limiting the size of the state and the scope of what it does.”

A more recent statement of this view comes from Alberto Alesina and
Edward Glaeser, who argue that differences in the generosity of government so-
cial programs across the world’s rich nations stem from differing popular views
of the causes of poverty. Alesina and Glaeser find that in countries in which a
larger share of the population believes people’s effort is the key determinant of
their income, government spending on social programs tends to be lower. In
nations where people deem luck more important, social program expenditures
tend to be higher. The United States is among the former. Only about 35 percent
of Americans in the survey feel luck is more important than effort, compared to
60 percent of Danes.’

Americans Are Ideologically Conservative
but Programmatically Progressive

Public opinion data support the notion that Americans don’t like big govern-
ment. Surveys conducted since the mid-1970s have asked representative samples
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of American adults “If you had to choose, would you rather have a smaller gov-
ernment providing fewer services or a bigger government providing more serv-
ices?” In only a few years has the share choosing “bigger government providing
more services” reached 50 percent; in most years it has hovered between 30 and
45 percent.® Gallup periodically asks “In your opinion, which of the following
will be the biggest threat to the country in the future—big business, big labor,
or big government?” Since the early 1980s, 50 to 70 percent of Americans have
said “big government” is the largest threat.” For more than twenty years, the Pew
Research Center has asked Americans whether they agree or disagree that “When
something is run by the government, it is usually inefficient and wasteful” In
each year 55 to 75 percent have said they completely agree or mostly agree.® The
American National Election Study (ANES) regularly asks “Do you think that
people in government waste a lot of the money we pay in taxes, waste some of it,
or don’t waste very much of it?” In most years 60 to 75 percent have said “a lot.”
Since the early 1970s, the General Social Survey (GSS) has asked Americans
if they have “a great deal of confidence, only some confidence, or hardly any
confidence at all” in various organizations and institutions. For Congress and
the president, the share responding “a great deal of confidence” has been below
30 percent in every year."

Public opinion data like these buttress the impression that Americans are
averse to activist government. Yet they hide a deeper truth: while Americans are
ideologically conservative when it comes to the size and scope of government,
we're programmatically progressive. We're averse to big government in the ab-
stract, but we like a lot of the things government actually does.

The General Social Survey regularly asks a set of questions prefaced by the
following statement: “We are faced with many problems in this country, none
of which can be solved easily or inexpensively. I'm going to name some of these
problems, and for each one I'd like you to tell me whether you think we’re
spending too much money on it, too little money, or about the right amount.”
Since the late 1970s a large majority, always over 80 percent and often more than
90 percent, has said current spending is too little or about right on “assistance
to the poor,” on “improving the nation’s education system,” on “improving and
protecting the nation’s health,” and on “Social Security”!! An irregular series of
polls since 1980 has asked “Do you favor or oppose national health insurance,
which would be financed by tax money, paying for most forms of healthcare?”
In almost every instance S0 to 65 percent have said they are in favor, with 25 to
40 percent opposed.'? In 2011 the Pew Research Center found 61 percent of
Americans saying “people on Medicare already pay enough of the cost of their
healthcare” versus 31 percent saying “people on Medicare need to be more re-
sponsible for the cost of their healthcare in order to keep the program financially
secure.”'? In 2007, Benjamin Page and Lawrence Jacobs asked a representative
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sample of Americans “Would you be willing to pay more taxes in order to pro-
vide health coverage for everyone?” Nearly 60 percent were willing, versus just
40 percent who were unwilling.'* They asked the same question about paying
more in taxes for “early childhood education in kindergarten and nursery
school” Here 64 percent were willing, versus 33 percent unwilling.'® Page and
Jacobs also asked whether the Earned Income Tax Credit (EITC) should be
increased, decreased, or kept about the same. More than 90 percent wanted it
increased or kept the same.'®

There is only one significant exception to the popularity of existing social
programs in America: “welfare.” In the GSS surveys, between 40 and 60 percent
of Americans say we spend too much on welfare.'” Though the question doesn’t
specify the particular program, it’s likely that most respondents have in mind Aid
to Families with Dependent Children (AFDC), which was replaced in the mid-
1990s by Temporary Assistance for Needy Families (TANF). As Martin Gilens
has documented, AFDC was a uniquely unpopular program with the American
public.'® This owes to a variety of factors, according to Gilens, prominent among
them race and media portrayals. This perception is deeply ingrained.

Have opinions about government’s role or about specific programs shifted?
For the most part, no. Views about government effectiveness and how much we
should be spending on particular policies have remained remarkably constant."

So yes, many Americans dislike the idea of big government. But when we
think about government in terms of specific programs, we're not at all averse to a
government that is medium-sized or even large.*’

Is Public Support Necessary to Get Social Programs Adopted?

When the American public favors a proposed policy change, it is more likely to be
adopted. When the public opposes a change, it is less likely to be adopted. That’s
the finding of a study titled “Effects of Public Opinion on Policy” by Benjamin
Page and Robert Y. Shapiro, published in 1983.%' Page and Shapiro find consid-
erable congruence in public opinion and policy changes in the United States
from 1935 to 1979. They also find that public opinion influences policy changes
rather than the other way around.

In a book published thirty years later, Martin Gilens looks at patterns be-
tween the mid-1960s and the mid-2000s.** His findings echo those of Page and
Shapiro. When only 5 percent of Americans favored a proposed policy change,
as gauged by public opinion surveys, the change was adopted just 10 percent of
the time. When 45 to 55 percent favored the change, it was adopted about 25 to
30 percent of the time. When 95 percent were in favor, the proposed change was
adopted 60 percent of the time.
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Robert Erikson, Michael MacKuen, and James Stimson conducted a similar
test but in a slightly different way.*> Rather than examine the relationship be-
tween public opinion and policy change for each specific issue, they constructed
an index of public opinion liberalism and an index of policy liberalism and
looked at how these indexes correlate over time. They too find strong indication
of an association between public opinion and policy, and they too conclude that
the relationship is causal.

What these types of studies can tell us is constrained by the limits of avail-
able survey data. For some issues public opinion data don't exist, and for others
the questions don’t effectively tap the issue at stake. Still, these findings suggest
a basic harmony between what Americans want and what their policy makers
give them.

From the perspective of democracy, that’s a reassuring conclusion. But it
raises a question about my expectation that government social policy will ex-
pand in coming decades: Do we need strong public support beforehand in order
to get new programs adopted or existing ones expanded?

No, we don’t. Consider Martin Gilens’ recent findings. In his data, if public
support for a proposed policy change is in the neighborhood of 45 to 55 per-
cent, the likelihood that the change will be adopted is about 25 to 30 percent. In
other words, even if public opinion is split, the change has a one in four chance
of getting passed. Public support helps, but it isn’t necessary.

Additional evidence comes from a study by Katherine Newman and
Elisabeth Jacobs.** Examining public opinion on the major social policy
innovations of the 1930s and the 1960s, they find evidence of considerable
ambivalence and/or opposition among ordinary Americans to the proposed
programs. The public, according to Newman and Jacobs, had “mixed and con-
tentious attitudes about activist government.”** Policy advance owed mainly to
the efforts of political leaders, particularly presidents Roosevelt and Johnson,
who “moved boldly into a policy vacuum or forged on against growing antago-
nism. They pushed and pulled legislators into creating and then sustaining the
progressive history of the 1930s and 1960s that we now—mistakenly—see as
a sea change in popular political culture.”?® Here too, the message is that while
public support increases the likelihood of policy advance, it isn’t a necessary
condition.

Public Opinion Impedes Policy Reversal

Often, ordinary Americans aren’t sure what they think about a social program
until it has been around for a while. That’s hardly surprising; it’s difficult to know
ahead of time how, and how well, a program will function. Once people see a
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program in action, they are better able to form an opinion. If a program works
well and there don'’t appear to be any major adverse side effects, they tend to
like it.

Since public views about a program tend to be stronger after the program
is put in place, we might expect public opinion to have more influence on
changes to existing programs than on creation of new programs. And since
the public tends to like existing social programs, we might expect public
opinion to act as a brake on proposals to cut back or remove such programs.
That’s exactly what the historical pattern suggests. For example, Paul
Pierson examined changes in social policy in the United Kingdom during
the Thatcher years and in the United States during the Reagan years.”” Both
administrations were committed to reducing the size and scope of gov-
ernment, including social programs. Both put forward multiple proposals
for such cutbacks. Both were in power for a fairly lengthy period. Yet nei-
ther Thatcher nor Reagan had much success. A similar story played out in
2005 when the Bush administration proposed to partially privatize Social
Security and in recent years when Republicans attempted to overturn the
2010 Medicaid expansion.

Popularity doesn’t make a program invulnerable to retrenchment or removal.
But it reduces the likelihood of that happening. This is a key reason why the tra-
jectory of American social policy has been forward, and why we might reason-
ably expect that to continue.

Potential Obstacle 2: America’s Welfare State
Isn’t Universalistic

“Targeted” government programs are directed (sometimes disproportionately,
sometimes exclusively) to persons with low income and assets, whereas “uni-
versal” programs are available to those with low, middle, or high income. The
Earned Income Tax Credit and Medicaid are examples of targeted programs;
only people or households with limited income are eligible. Social Security and
Medicare are examples of universal programs; they go to persons of retirement
age regardless of their income.

Targeted programs are more efficient at helping the least well-off, since
each dollar transferred or spent on service provision is more likely to go
a person with low income. But targeted programs tend to have political
constituencies that are smaller and less cohesive, engaged, and influential.
This may weaken their prospects for expansion and increase their vulnera-
bility to cutbacks.*®
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Compared to the norm among rich democratic nations, America’s wel-
fare state features few universal programs. In the eyes of some, that makes it
harder to expand in moments of opportunity and more difficult to defend when
conservatives have the political upper hand.

The reasoning here is sensible. But what do we see in practice? One piece
of evidence is the pattern across countries. A generation ago, in the 1980s, it
was true that among the affluent democracies, those with greater universalism
in their public transfer programs tended to spend more on their welfare states.?’
However, over the ensuing decades that pattern eroded, and by the mid-2000s
it had disappeared.®

What if we look over time within countries? All of the rich countries have
faced pressure to reduce social policy generosity over the past several decades,
due to economic globalization and to changes in the balance of power between
unions and left parties on one side and employers and right parties on the
other. If universalism is better for redistribution, nations with more universal
social policy should have fared better in resisting this pressure for cutbacks.
However, Kenneth Nelson’s examination of eighteen rich countries finds little
difference between the trajectories of means-tested benefits (mainly social as-
sistance) and social insurance benefits (old-age pensions, unemployment in-
surance, and sickness insurance) during the 1990s and early 2000s.>' And my
own analysis yields a similar conclusion: nations with greater targeting haven’t
experienced larger declines (or smaller increases) in redistribution in recent
decades.®

The same is true if we compare developments in targeted programs versus
universal programs in the United States. Robert Greenstein and Paul Pierson
examined the pattern of attempted cuts and successful cuts to targeted programs
by the Reagan administration in the 1980s. Both concluded that these programs
fared surprisingly well.** Christopher Howard has updated the US story
through the mid-2000s, and his conclusion echoes those of Greenstein and
Pierson.** Subsequent developments have continued in this vein. Social pro-
gram expansions in 2009 and 2010 were mainly for targeted programs such as
Medicaid and the Earned Income Tax Credit, and the 2017 Republican attempt
to roll back Medicaid was the least popular major legislative proposal in recent
decades.®

The hypothesis that targeting in social policy weakens political support and
thereby reduces the size and generosity of public social programs is compelling
in its logic. Yet the experience of the rich countries in recent decades suggests
little support for it. Countries with more universalistic social policy don’t (any
longer) tend to be more redistributive. Nor do we observe a systematic tendency
for universal programs to grow and targeted programs to shrink over time.
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Potential Obstacle 3: The Rhetoric of Reaction

Proponents of small government are adept at deploying what Albert Hirschman
has termed the “rhetoric of reaction”—arguments suggesting that efforts to en-
hance justice and fairness are misguided.* Hirschman identifies three types: fu-
tility arguments, perversity arguments, and jeopardy arguments. Futility
arguments hold that government programs fail to have any impact. For in-
stance, public schools fail to educate, because they face little or no competition.
Perversity arguments contend that government programs worsen the problem
they aim to address. Here an example is the notion that generous government
benefits discourage work and thereby increase poverty instead of reducing it.
Jeopardy arguments claim that government programs threaten some other de-
sirable outcome. For instance, if we increase government spending, we’ll get less
economic growth.

Will these types of arguments block future progress in American social
policy? I suspect not.

Futility, perversity, and jeopardy arguments seem compelling. That’s what
makes them rhetorically effective. Sometimes they are empirically true, but often
they aren’t. Hirschman points out that in centuries past these types of claims
were made in opposition to the introduction of democracy. It was suggested,
for instance, that if voting rights were extended to the “ignorant masses” they
would elect a tyrant, who would subsequently abolish democracy (futility). Or
democracy would result in expropriation and redistribution of property, thereby
wrecking the economy and making everyone poorer (jeopardy).

In principle, such claims are testable. But prior to democracy’s introduction,
there was no evidence. The absence of evidence underpins the effectiveness of
the rhetoric of reaction. An incorrect hypothesis can hold sway for a long time
if it’s plausible and scientists don’t have the evidence needed to show it’s wrong.

Until recently we’ve lacked data to subject claims about the futility, perver-
sity, or jeopardy of generous government social programs to empirical scru-
tiny. But this is changing. We're now in a much better position to evaluate
these hypotheses, and our ability to do so will improve even more going for-
ward. Hardly anyone today argues that nations should avoid democracy on the
grounds that it leads to tyranny. That argument doesn’t square with the facts. For
the same reason, half a century from now few will claim that government taxing
and spending at 45 percent of GDP will damage the American economy.

At a moment when Donald Trump is the US president and many Republican
lawmakers still claim that we don’t know whether greenhouse gas emissions
cause climate change, my confidence that evidence will win out may seem
naive. But historical experience suggests that this, too, will pass. Denialism and
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Trump-style dishonesty can find an audience. But in the long run they’re un-
likely to carry the day.

Potential Obstacle 4: Does America Have a
Progressive Political Party?

Unlike most other rich democratic nations, the United States doesn’t have an
avowedly “labor” or “social democratic” political party. The Democratic Party
has tended to be more centrist than its counterparts abroad.?” This is partly a
function of America’s winner-take-all electoral system, which makes it difficult
for a third party to compete successfully. In a two-party context, each party has
an incentive to position itself as close to the center as possible in order to maxi-
mize its vote share. In addition, for much of the twentieth century conservative
Southerners were a core component of the Democratic Party, due to the legacy
of the Civil War.

Even so, most major advances in American social policy have occurred when
Democrats held the presidency and one or both bodies of Congress. And those
advances have been significant, even if they haven't matched those of Denmark,
Sweden, and other welfare state leaders.

A common refrainamongleftist activists and pundits holds that the Democrats
have shifted even further toward the political center in recent decades. That
would be surprising, given that conservative Southerners have been steadily
moving from the Democratic Party to the Republicans during this time. But per-
haps the growing need for large private campaign contributions coupled with
the rising concentration of income and wealth has forced Democrats to cater
more and more to the preferences of America’s rich.*® Or maybe Democrats have
been seduced by neoliberal ideology in this “age of Reagan.”*

The data suggest that Democrats haven’t shifted to the center. Figure 8.2
shows trends in voting behavior on economic issues by Democrats in the House
and Senate. What we see is a slow but steady movement to the left.*°

Focusing on voting might be misleading. After all, much of the important de-
cision making by policy makers occurs before proposals come to a final vote. If
we could measure this, it’s conceivable we would find there has in fact been a
move toward the center by Democrats. But if that shift has happened, it has yet
to be documented.

There is at least one reason to expect the Democrats’ movement to the
left to not only continue but perhaps accelerate: the growing prominence of
women in top positions in the party. Hillary Clinton’s success in becoming the
first-ever female major-party presidential nominee in 2016 was just the tip of
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Figure 8.2 Voting by Democrats in the House and Senate. Average “DW-nominate
dimension 1” scores for Democratic legislators. The range shown here is -1 to +1 (left to right). Data
source: Jeffrey B. Lewis, Keith Poole, Howard Rosenthal, Adam Boche, Aaron Rudkin, and Luke
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Figure 8.3 Women’s share of party nominees for House of Representatives

elections. Nominees for general elections. Data source: Center for American Women and Politics.

the iceberg. More important is the sharp rise in women running for Congress
in the Democratic Party, shown in Figure 8.3. Female legislators are more
likely than their male counterparts to support and vote for women-friendly
and child-friendly policies.*' A Democratic congressional bloc that is half or
more female will quicken the push for affordable early education, paid pa-
rental leave, paid sickness insurance, and a more generous child tax credit (or
allowance).
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Potential Obstacle S: Can the Left Continue
to Get Elected?

Most major advances in American social policy have occurred when Democrats
held the presidency and one or both bodies of Congress, and that’s likely to con-
tinue. As Figure 8.4 shows, Democrats dominated the House of Representatives
and the Senate from 1930 to 1980, though the presidency swung back and forth.
Since 1980, control of the presidency and both chambers of Congress have been
split fairly evenly between the two parties. To achieve social policy advances in
coming decades, the Democrats need to avoid a lengthy period of sustained mi-
nority status of the kind suffered by the Republicans during the New Deal era.

Two hypotheses predict this worst-case scenario may well come to pass. The
first says Democrats will struggle because working-class whites, the party’s tradi-
tional base, now are guided in their party preference by social and cultural issues
rather than economic ones, and that leads them to vote for Republicans. The
second says we are entering a period when enormous quantities of private money
will flow into election campaigns, with Republicans the chief beneficiaries.

Do the Democrats Lack an Electoral Base?

Working-class whites have moved away from the Democrats. In the mid-1970s,
about 60 percent of white Americans who self-identified as working class said
they preferred the Democratic Party. That fell steadily from the late 1970s,
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Figure 8.4 Democratic control of the presidency, the Senate, and the House of
Representatives. Lines indicate Democratic control. Blank spaces indicate Republican control.



214 PART 2: SOCIAL DEMOCRATIC AMERICA

bottoming out at 40 percent in the early 1990s, where it has remained since.**
The same trend is evident among whites with less than a college degree and
among whites on the lower third of the income ladder.* In the four presidential
elections since 2004, whites with less than a four-year college degree favored
the Republican candidate over the Democratic one by 20 percentage points or
more.*

Why has this happened? As we saw in Chapter 1, as a society gets wealthy, is-
sues other than those connected to material self-interest become more important
to people.* There is no clear working-class interest in being either pro-choice or
pro-life on abortion or in favoring or opposing equal rights for homosexuals.
Hence, as material issues fade in centrality, working-class identification with the
party that better serves its material interests is likely to decline. To the extent
that white working-class voters perceive themselves to be closer to Republicans
on issues such as crime, immigration, family, religion, racial diversity, gay rights,
abortion, guns, or others, they are more likely now than in the past to let those
issues determine their vote choice.*

Will this consign the Democrats to regular electoral defeat? That seems
unlikely. As Ruy Teixeira and his collaborators have shown, the Democratic
Party has a new electoral base centered on women, the highly educated, urban
professionals, African Americans, Latinos, Asians, singles (nonmarried),
seculars, and the young.*” These groups are large and most are growing. In ad-
dition, geographic trends will help the Democrats to remain competitive in na-
tional elections for the foreseeable future. The Northeast, the West Coast, and
Illinois are now solidly Democratic, and parts of the upper Midwest lean in
that direction. None of this guarantees presidential victories or congressional
majorities, but it does suggest that forecasts of impending electoral disaster for
the Democrats probably are wrong.

Equally important, the health of the economy is the chief determinant of
the outcome of national elections. Douglas Hibbs and Larry Bartels point out
that presidential election outcomes can be predicted fairly well with just a single
measure of economic performance—per capita income growth.* This is dis-
played in Figure 8.5. On the vertical axis is the incumbent-party candidate’s vote
margin. On the horizontal axis is the growth rate of per capita real disposable
personal income in the middle two quarters (April to September) of the election
year, adjusted for how long the incumbent party has been in office. This simple
model does a very good job of predicting the vote outcome. Other models can
predict even more accurately by including additional factors, but in all of them,
measures of economic performance play a central role.*

What about Congress? House and Senate elections are more idiosyncratic
than presidential elections. Yet the condition of the national economy has
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Figure 8.5 Income growth and presidential election outcomes. Vertical axis: incumbent-
party candidate’s popular vote margin. Data source: Wikipedia. Horizontal axis: growth rate of real
disposable personal income per capita in the second and third quarters of the election year, adjusted
for incumbency (—1.29 for each consecutive term, beyond the first, that the incumbent party has
held the White House). Data source: Bureau of Economic Analysis, bea.gov, table 7.1, line 12. The
correlation is +.91. This replicates and extends Larry Bartels’ chart in “Obama Toes the Line,” The
Monkey Cage blog, 2013. For more detail, see Christopher Achen and Larry Bartels, Democracy for
Realists, Princeton University Press, 2016, ch. 6.

consistently been a good predictor of the outcome, and congressional elections
increasingly are influenced by the popularity of the current president, which in
turn hinges on the economy.*

The implication is clear: if the Democrats do reasonably well (or Republicans
fare poorly) at managing the economy, they’ll remain competitive in elections.

Does Citizens United Spell Electoral Doom for the Left?

The second hypothesis predicting electoral struggles for the American left
suggests that the Supreme Court’s 2010 Citizens United decision will allow pri-
vate money to flood into Republican campaign coffers. That ruling prohibited
restrictions on political campaign spending by organizations such as firms and
unions, opening the door to unlimited expenditures by outside groups on behalf
of their preferred candidate or party.

It’s too soon to be able to render an informed judgment on the Citizens
United decision’s impact, but the degree to which it altered the legal landscape
is sometimes overstated. Before the super PACs and 501(c)(4)s that sprang
up after Citizens United, individuals and corporations already could make un-
limited donations to 527s. The difference is that the new organizations are less
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constrained in naming candidates they favor or oppose in advertisements run-
ning during the two months prior to the election.®

Figure 8.6 shows campaign expenditures for Democrats and Republicans in
presidential-year elections and in off-year elections since 1998 (the earliest for
which data are available). In 2010, 2012, and 2014, Republican candidates had
a money advantage, just as pessimists predicted.’* But that advantage was small,
and in 2016 and 2018 Democrats regained the upper hand. This back-and-forth
is consistent with the pattern of campaign finance in national elections over the
past four decades, with each party and its backers seeking new ways to raise and
spend large amounts of money in spite of existing regulations. In the 1970s, the
Democrats had the advantage. By the end of the 1980s the Republicans had the
upper hand. Toward the end of the 2000s it shifted back to the Democrats, then
back to Republicans in the first half of the 2000s. This history suggests Democrats
and their supporters will figure out ways to offset the advantage Republicans
gain from Citizens United, or at least to mitigate its impact.*

Moreover, even if money totals favor Republicans going forward, it’s unclear
what the effect will be. Money clearly matters in American elections,** but there
are diminishing returns to money in influencing election outcomes. When a lot
already is being spent, additional amounts have limited impact.

The Left Can Continue to Get Elected

Since Ronald Reagan was elected president in 1980, a significant portion of
the American left has been in a state of despair about the electoral future of the
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Figure 8.6 Campaign expenditures by and for Democrats and Republicans. Billions of
inflation-adjusted dollars. Includes expenditures by candidates, parties, and outside groups. Data

source: Center for Responsive Politics, “Cost of Election,” opensecrets.org.
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Democratic Party. The party had drifted too far to the left, according to some. It
had moved too far to the right, said others. It was incapable of nominating effec-
tive candidates. It couldn’t keep up with the Republicans’ fundraising. It had lost
touch with ordinary Americans. It was disorganized. It was too liberal on social
issues. It was too dependent on big finance for campaign funding.

Each of these concerns is understandable. But the Democratic Party and its
major candidates have, at least to this point, proven more resilient than pessimists
expected. The Democratic candidate has won the popular vote in six of the last
seven presidential elections, and in the past seven Congresses Democrats have
held a majority in the House three times and in the Senate three times. The re-
cent past isn't necessarily a useful guide to the future. It’s not inconceivable that
American politics is on the verge of a sea change, with the Democrats’ electoral
fortunes dwindling. But while that’s possible, it does not seem especially likely.

Potential Obstacle 6: The Balance of Organized
Power Has Shifted to the Right

According to a distinguished line of political analysis, from E. E. Schattschneider
to Thomas Ferguson and Joel Rogers to Jacob Hacker and Paul Pierson, the
scope and generosity of government social policy in the United States is deter-
mined less by election outcomes than by the relative strength of organized in-
terest groups.® Since the mid-1970s, American businesses and America’s rich
have mobilized, while the groups on the left have fragmented and weakened.*
Will this altered balance of power inhibit further progress in social policy?

There are two versions of this line of thinking. Figure 8.7 displays a stylized
depiction of each. According to the first, the change was a one-off shift in the
level of organizational strength. It happened in the late 1970s and/or the early
1980s, and since then there has been no change. According to the second, the
shift is a trend. It began in the late 1970s, has been ongoing since then, and will
continue into the future.

If the change in the balance of interest group strength was a one-off shift, its
impact on social policy advance should already be apparent, given that the shift
occurred quite a while ago. Has progress in social policy stopped?

No. It has slowed, but it hasn’t ceased.’” Advances since the 1970s include:

« Healthcare: Increases in Medicaid benefits and expansion of access (1984-
1988, S-CHIP 1998, 2010). COBRA policy allowing people who lose
their job to continue with employer-provided health insurance (1986).
Emergency Medical Treatment and Labor Act requiring most hospitals to
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Figure 8.7 “One-off shift” and “continuing trend” hypotheses about the relative strength

of Organized interest groups. The vertical scale indicates the relative strength of organized interest

groups. Higher on the axis indicates the right is stronger; lower indicates the left is stronger.

provide emergency treatment to anyone who needs it, even if they don’t
have health insurance (1986). Free immunization of children in low-income
families (Vaccines for Children 1993 ). Expansion of Medicare to include pre-
scription drugs (2004). Subsidies and regulation of private insurers aimed at
expanding access (2010).

Childcare, preschool, after-care: Subsidy for low-income families’ childcare
expenses (Child Care and Development Fund 1990, 2009). Expansions of
Head Start (1984, 1990, 1995, 2009). Expansion of public kindergarten
to full day in most states and establishment of age-four and age-three pre-
kindergarten in some states and cities. Public funding of after-school ac-
tivities in schools in low-income communities (21st Century Community
Learning Centers program 1998).

K-12 and college education: Reduction of funding inequality across elemen-
tary and secondary schools in most states. Increases in college student loan
funding (Pell Grant, Lifetime Learning Credit, Hope Credit).

Employment assistance: Expansions of retraining, job placement assistance,
access to healthcare, and income support for people who lose a job due to in-
ternational trade (1997, 2002, 2009).

Parental-family leave: Right to unpaid family leave (1993). Introduction of
paid leave in a few states (2004f).

Unemployment insurance: Expansion of eligibility in thirty-eight
states (2009)

Disability: Expansion of eligibility to include musculoskeletal (e.g. back
pain) and mental health conditions (1984). Antidiscrimination protec-
tion for persons with disabilities (1990). Increase in disability benefits and
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expansion of access over the ensuing decades. For instance, expansion of
children’s access to SSI (1990); Medicaid provision of services extended
beyond institutions to include disabled persons’ homes and communities
(1991); a broad continuum of community-based prevention, early interven-
tion, and other services for residents with severe mental illnesses established
in California (2005); money for states to expand services and access to
healthcare for disabled persons provided by the Affordable Care Act (2010).

« Earned Income Tax Credit: Increases in benefit level and expansion of access
(1984, 1986, 1990, 1993, 2009).

« Child Tax Credit: Created and expanded (1997, 2003, 2017).

« Housing: Increase in subsidy for construction of low-income housing (Low-
Income Housing Tax Credit 1987).

« Energyassistance: Established andincreased (Low-Income Energy Assistance
1981,2009).

« Social assistance: Reversal of earlier tightening of AFDC eligibility criteria
(1984). Expansion of AFDC eligibility to two-parent families (1988). Increases
in food stamp access and benefit level (1985, 1987, 1993, 2002, 2008, 2009).

Cuts during this period include the following:

« Social assistance: Continuation of the 1970s reduction of AFDC benefit
levels in inflation-adjusted terms. Reduction in AFDC eligibility (1981).
Establishment of time limits on benefit receipt (1996). Reductions in Food
Stamp eligibility and/or benefit level (1981, 1982, 1996).

- Disability assistance: Tightening of eligibility criteria for disability insurance
(1980s).

« Employment assistance: Elimination of Public Service Employment (1983).

« Social Security: Increase in retirement age, payroll tax, and taxation of
benefits (1983).

« Immigrant access to benefits: Reduction in food stamp and SSI benefits
(1996).

Of these cutbacks, the biggest was to social assistance. But AFDC was a
uniquely unpopular social program. In fact, “welfare” is the lone public social
program consistently disliked by a majority of Americans.*®

Other indicators also tell a story of expansion. The generosity of public in-
surance programs aimed at risks during childhood, working age, and old age
increased between 1980 and 2010, according to calculations by researchers
at the Swedish Institute for Social Research.’” Net government transfers
(transfers received minus taxes paid, adjusted for inflation) to households in
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the bottom fifth of incomes increased from an average of $7,300 in the 1980s
to $9,400 in the 2010s.°° And government expenditures on social programs
increased from 13 percent of GDP in 1980 to 19 percent in 2016.5

There have been noteworthy qualitative shifts in American social policy in re-
cent decades alongside the expansion in scope and generosity. One is a turn from
cash payments to tax expenditures.®” The Earned Income Tax Credit is illustra-
tive. Instead of providing a check (or bank transfer) to a low-income household,
it reduces the household’s federal income tax payment (though it does pay the
household if the EITC is larger than the taxes the household owes). This shift
has consequences. Tax expenditures that aren’t refundable aren’t very helpful to
those who pay little or no income tax. And as Suzanne Mettler points out, tax
expenditures are less visible to Americans, which contributes to people’s impres-
sion that government does little to help them.%® Despite their drawbacks, how-
ever, tax expenditures such as the EITC do represent expansions of US public
insurance.

Another shift has been toward boosting supports for working-age Americans
who are employed and reducing them for persons who aren’t—for example, the
expansion of the Earned Income Tax Credit alongside the reduction in AFDC-
TANE.% In one respect this mimics social democrats’ turn from the 1970s pur-
suit of decommodification toward an embrace of employment, though in the
US context this change has had a less benign impact because of the absence of a
robust social assistance benefit.®®

If the shift in organized interest group power was a one-off, the fact that public
social policy has continued to advance despite the shift implies that we are likely
to see further advance in the future.

The second version of the shift-in-the-balance-of-organized-power hypo-
thesis, depicted in the second chart in Figure 8.7, posits that the shift is a trend.
It began in the late 1970s and has been ongoing since then, with the strength of
the right relative to that of the left steadily increasing. This paints a worrisome
picture, in that it suggests we haven’t yet reached the point of maximum strength
in the organized power of the right.

If this hypothesis is correct, what might the impact be on advances in so-
cial policy? We can glean some information by comparing policy change in the
two decades between 1980 and 2000 with change in the nearly two decades
since 2000. If the “continuing trend” hypothesis is correct, there should have
been less social policy advance in the latter period than in the former. But the
above list of changes in the size and scope of social programs suggests that isn’t
the case.

Here too, then, the most reasonable conclusion is that the pattern of progress
in social policy over the past century will continue.
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Potential Obstacle 7: The Structure of the
US Political System Impedes Progressive
Policy Change

Even if the obstacles I've considered so far can be overcome, progress toward
more expansive and generous social policy might be impeded by our political
system’s abundance of “veto points”: a legislature and executive each elected
directly by the people, two coequal legislative bodies, and the filibuster in the
Senate.®® These offer a determined minority multiple ways to block proposed
policy changes.

On the one hand, these features of America’s political system have been
in place for some time, and while they surely have slowed the pace of social
policy advance in the United States, they haven’t prevented it. On the other
hand, recent years have seen an increase in the cohesiveness, discipline, and
confrontational posture of Republicans in Congress, making it very difficult
for Democrats to get legislation passed unless they hold the presidency, a ma-
jority in the House, and 60 seats in the Senate. Does this spell the end of social
policy advance?

Cohesive Parties in a Veto-Point-Heavy Political System

The extensiveness of veto points has taken on new importance in American pol-
itics because the Democratic and Republican parties have become much more
cohesive. Until recently, both were loose collections of individuals with varying
orientations and policy preferences. This was largely a legacy of the Civil War
and the New Deal. Many Southerners viewed the Civil War as a military inva-
sion engineered by the Republican Party. For the better part of the following cen-
tury, political competition in the South occurred entirely within the Democratic
Party rather than between Democrats and Republicans. With the New Deal leg-
islation in the 1930s, the Democrats became the party in favor of government
intervention to enhance security and opportunity. Although this conflicted with
the conservative orientation of many Southern Democrats, they remained in the
party until the Civil Rights Act of 1964 aligned the national Democratic Party
with equal rights for African Americans.

While conservative Southerners have been moving to the Republican Party,
liberals in the rest of the country have been switching to the Democratic Party.””
The ideological purification of the two parties is now complete: in both the
House of Representatives and the Senate, the leftmost Republican is to the right
of the rightmost Democrat.®
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In prior eras, proponents of policy change often succeeded by fashioning a
coalition across party lines. While this was seldom an easy task, it is now an ex-
tremely difficult one.

From the perspective of democracy, there is a benefit to party cohesiveness: it
provides voters with clear information about how a candidate will behave in
office. But in a political system with multiple veto points, party cohesiveness
increases the likelihood of gridlock. As long as the minority party controls one
of the three lawmaking bodies—the presidency, the House, or the Senate—it
can veto virtually any proposed policy change. Given the filibuster rule in the
Senate, the minority doesn’t actually need to control any of the three; it simply
needs 41 of the 100 seats in the Senate. The majority can circumvent the fili-
buster via a procedure known as “reconciliation,” but this can be used only for a
narrow range of bills.

Republican Obstructionism

The polarization of America’s two political parties has been asymmetrical: the
Republicans have moved farther to the right than the Democrats have moved to
the left. Figure 8.8 shows the average voting position on economic issues (broadly
defined) among members of each party in the House of Representatives and
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Figure 8.8 Voting by Republicans and Democrats in the House and Senate. Average
“DW-nominate dimension 1” scores for Republican and Democratic legislators. The range shown here
is 0 (center) to —1 or +1 (extreme left or extreme right). Data source: Jeffrey B. Lewis, Keith Poole,
Howard Rosenthal, Adam Boche, Aaron Rudkin, and Luke Sonnet, Voteview: Congressional Roll-Call

Votes Database, voteview.com, series rep.mean.d1 and dem.mean.d1.
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Senate. Both parties have shifted away from the center as they’ve become more co-
hesive. But Republicans have moved farther from the center than have Democrats.

Republicans have become more unified in voting as well. Keith Poole has
measured the share of party members who follow their party on votes in
which a majority in one party votes opposite to a majority in the other party
(in other words, leaving out votes on which there is significant bipartisan sup-
port). The share has risen from 75 percent in 1970 to 90-95 percent in recent
years.”

In the Senate, both parties have made more frequent use of the filibuster to
block legislative proposals when they are in the minority. The best indicator of
filibuster use is the number of cloture motions—motions to cut off filibuster
attempts—that are filed. As Figure 8.9 shows, the rise in filibustering began in
the 1970s. Large jumps occurred in 1971, 1991, and 2007, with the latter being
especially pronounced. In each instance, Republicans initiated the rise.

Have these developments made it more difficult to pass legislation?
Figure 8.10 shows the number of laws passed by Congress in each term
since the early 1930s. Although there has been a decline, it began before the
1970s. And there was no acceleration in the 1970s when the polarization of
the parties and increased use of the filibuster began, nor in the 1990s when
Republicans in the House began their sharp turn to the right and filibuster
use jumped, nor in the past few years when Republicans became especially
obstructionist.

Even if we don't see a clear effect of the new Republican obstructionism,
it will have an impact going forward unless the party moves back toward the
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Figure 8.9 Use of the filibuster in the Senate. Number of cloture filings. Data source: www.

senate.gov, “Senate Action on Cloture Motions.” The line is a loess curve.
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Figure 8.10 Number of laws passed by Congress. Data sources: Tobin Grant, personal
communication; GovTrack.us, “Statistics and Historical Comparison: Bills by Final Status.” The line is

aloess curve.

center. In the long run, such a turn is the most likely scenario. Republicans will
abandon the staunch antigovernment orientation that has dominated their ap-
proach of late, and the center of gravity in the party probably will be similar to
that of center-right parties in western Europe, most of which accept a generous
welfare state and relatively high taxes.

How will this come about? One push toward Republican moderation could
come from the growing importance of working-class whites as a constituency
for the party. Some thoughtful and prominent voices on America’s right—
David Brooks, Oren Cass, Ross Douthat, David Frum, Charles Murray, Ramesh
Ponnuru, Reihan Salam, Michael Strain—have noted that this group is struggling
economically and could benefit from government help.”! Donald Trump’s pop-
ulist pledges to focus on job creation and to keep Social Security, Medicare, and
Medicaid intact appealed to this group, and were part of what helped him win
the Republican presidential nomination in 2016, even if he quickly abandoned
those pledges upon entering office.

In addition, clear thinkers on the right eventually will realize that the key
question isn’t how much government should intervene but how it should do
s0.”” An expansion of social programs doesn’t necessarily mean more govern-
ment interference in markets and weaker competition. If Americans want pro-
tection and support and the choice is between social insurance and regulation,
the former usually is preferable.

Another potential cause of a return to the center among Republican elites is
a series of Democratic election wins. Since the turn of the century, the United
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States has been close to a “50-50” nation, with Democrats and Republicans each
supported by about half of the population. Democrats have an advantage in
party affiliation, but this is neutralized by the fact that Republican supporters are
more likely to vote. Even so, Democratic candidates have won the popular vote
in six of the past seven presidential elections. And as Figure 8.11 shows, while
the Silent Generation, the baby boom generation, and Generation X each tilt
only mildly toward the Democrats, millennials prefer the Democrats by a wide
margin. This could change, as it has for each of the other generations at various
points in the past. But thus far millennials have shown no sign of moving away
from the Democratic Party. If they don’t, Republicans will struggle electorally as
millennials come to account for a larger and larger share of voters.”

Veto Points Impede Backsliding

In the race to the good society, America is a tortoise.”* We advance slowly, but
we do advance. The long-run trend in American social policy has been one of
slow but steady ratcheting upward. Part of the reason for this advance, ironically,
is our veto-point-heavy political system. For while our extensive array of veto
points impedes progressive change, it also makes it difficult for opponents of
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Figure 8.11 Democratic advantage in party affiliation by cohort. Share of US adults
identifying as Democrat (strong Democrat, not strong Democrat, or independent leaning Democrat)
minus share identifying as Republican (strong Republican, not strong Republican, or independent
leaning Republican). Question: “Generally speaking, do you usually think of yourself as a Republican,
Democrat, independent, or what?” Silent generation: born 1928-1945. Baby boom generation: born
1946-1964. Generation X: born 1965-1980. Millennial generation: born 1981-2000. Data

source: General Social Survey, sda.berkeley.edu/archive. htm, series partyid, cohort. The lines are loess

curves.
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government social programs to dilute or do away with them. This is a key reason
why social policy advances tend to endure.

Potential Obstacle 8: Conservative States in a
Federalist Political System

In America’s political system, state and local governments have considerable
discretion in policy adoption and implementation. When it comes to social
policy, in some instances this doesn’t have much impact. Social Security, for
example, operates uniformly throughout the country; state governments
aren’t involved in setting eligibility conditions or benefit levels or in imple-
mentation. But for some programs—Medicaid, unemployment insurance,
SNAP (food stamps), TANF, and more—state governments make a big
difference.”

Will this matter going forward? In the past two decades we’ve seen growing
variation in state rules, benefit levels, and on-the-ground implementation of
programs over which states have decision-making authority, with conserva-
tive states tending to be much less generous than progressive ones. A notable
recent example is nineteen states refusing the Medicaid expansion offered by
the 2010 Affordable Care Act. Even though the federal government provides
nearly all of the money to pay for an expansion of health insurance to low-
income households, Republican legislatures and/or governors in these states
decided to forgo this opportunity. Given the growing distance between
Democratic and Republican policy makers, it’s likely we will see more of this
going forward.

But while federalism means less generous social policy for Americans who
live in conservative states, it also allows governments in progressive states to
jump ahead of the federal government. For instance, since 1999 California has
enacted paid sick leave, paid parental leave, an automatic-enrollment pension
system for people whose employer doesn’t offer a plan, a large Medicaid expan-
sion (it now covers one in three Californians), an expansion of TANF eligibility,
a phased-in $15 per hour minimum wage indexed to inflation, a state Earned
Income Tax Credit to supplement the federal EITC, increased money for K-12
schooling funded by two tax increases on high-income households, an array of
services for residents with severe mental illnesses, low-cost public auto insur-
ance for persons with low income, new funds for roads and high-speed rail, a sig-
nificant reduction in incarceration, and more.”® (In addition, in 2018 California
passed a law requiring an end to the use of fossil-fuel-based electricity by 2045,
and the governor issued an executive order committing the state to full carbon
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neutrality by that same year. It is the largest economy in the world to enact such
apledge.””)

It isn't only California. The state of New York recently adopted zero-tuition
public college for in-state students from middle- and lower-income households
and a $15 minimum wage, and its largest city now has universal preschool for
four-year-olds and is on track to expand that to three-year-olds. Washington,
Oregon, and Massachusetts have been moving in a similar direction. Nearly
80 million people, one in four Americans, live in these five states.

Potential Obstacle 9: Will There Be Enough
Money to Pay for It?

In the past twenty years a lot of ink has been spilled pondering the implications
of population aging for the welfare state in the US and other rich democratic
countries. As the baby boom generation retires, the cost of public pensions
(Social Security) and public health insurance (Medicare) will rise. Will that
crowd out any possibility for spending on the new and expanded programs
I outline in Chapter 72

Not likely. The best projections suggest that the total increase in cost for these
programs will be about 3.5 percent of GDP—1 percent for Social Security and
2.5 percent for Medicare—as we see in Figures 8.12 and 8.13. While that’s a
large amount, it’s smaller than the increase in these two programs between 1970
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Figure 8.12 Social Security expenditures. Share of GDP. Social Security (OASI) plus Disability
Insurance (SSDI). Data source: 2018 OASDI Trustees Report, “Table VI.G4. OASDI and HI Annual

and Summarized Income, Cost, and Balance as a Percentage of GDP.”
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Figure 8.13 Medicare expenditures. Share of GDP. HI and SMI (including part D). Data
source: 2018 Medicare Trustees Report, “Table V.B2. HI and SMI Incurred Expenditures as a Percentage

of the Gross Domestic Product.”

and today. The estimated total cost for the proposals I advance in Chapter 7 is
10 percent of GDP. One possibility is that we choose to drop or delay some
of these proposals in order to ensure adequate funding for Social Security and
Medicare. Another is that we raise additional revenues.

What about Americans’ hatred of taxes? To what extent does that threaten our
ability to pay for expanded public insurance programs? There was some truth to
this axiom in the late 1970s and early 1980s, when revolts against local property
taxes were spreading across the country and Ronald Reagan was elected pres-
ident on a tax-cutting agenda. Yet that moment has long since passed. Public
opinion surveys now frequently find support for higher taxes, particularly on rich
Americans.”® The 2017 Republican tax cut was the second least popular major
legislative proposal since 1990.”” And state and local referendums proposing tax
hikes have grown steadily more popular since the 1980s. They now are as likely
to pass as those proposing cuts.*

Republican legislators and presidents remain committed to opposing tax
increases, as they have since the early 1980s. This owes partly to their overall
small-government orientation, partly to the preferences of their wealthy indi-
vidual and corporate donors, and partly to tax cuts’ usefulness as a goody they
can offer voters to counter Democrats’ promise of new and expanded govern-
ment programs.®’ But the most important cause is party political culture. The
tax-cutting success of Reagan and the local property tax revolts shaped the
thinking of a new generation of Republican leaders, advisors, and voters, creating
an image of the modern Republican Party as the party of tax cuts. Just as a gen-
eration of Democrats identified theirs as the party of the New Deal following
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Franklin D. Roosevelt’s success and popularity in the 1930s and early 1940s,
tax reductions became the core element of the political culture of post-1980
Republicans. Fox News, conservative talk radio, and anti-tax organizations such
as Grover Norquist’s Americans for Tax Reform have helped to keep this at the
center of the party’s ideology.

Eventually, however, ideologies lose their grip and organizational priorities
change. This will happen to the Republicans at some point, as it did to the
Democrats by the late 1980s.

Potential Obstacle 10: Slower Economic Growth

Over the past century, America’s GDP per capita has grown at an average rate of
1.9 percent per year. But between 2000 and 2007, the rate dipped to 1.5 percent,
and from 2007 through 2017 it fell further, to an average of just 0.6 percent.*
The great recession is the chief culprit: its arrival in 2008 cut short the economic
expansion of the early-mid 2000s, and its depth dug a big hole from which the
US economy has yet to fully emerge. Yet some analysts believe that the United
States has entered not a moment but an era of slow growth.

One version of this story points to weak demand, perhaps due to the rising
share of income that goes to the rich, who tend to spend a smaller fraction of
their earnings than do ordinary households.®* Others contend that the problem
is a decline in competition in important sectors, such as high tech, or a slowdown
in the formation of new businesses.** The most pessimistic assessment suggests
that inventions such as electricity, railroads, and the assembly line boosted pro-
ductivity and growth in earlier eras to a degree that more recent innovations
cannot match.®

Economic growth facilitates the expansion of public social programs. For one
thing, it makes them more affordable; as the economy grows, so do tax revenues.
Economic growth also increases public support for the welfare state.*® Most
people are loss-averse and altruistic, so as they get richer, they tend to want more
protections for themselves and more fairness in their society. If the United States
suffers years of slow growth, Americans’ embrace of generous public insurance
programs might wane. One worrisome sign: perceptions of economic trouble,
including slow recovery from the 2008-2009 economic crisis, have fueled sup-
port for anti-immigrant “populists” across the rich democracies.*” Although
many populists support the safety net itself, nativism could undermine the
public’s commitments to the fairness and inclusivity on which social democratic
policies depend.

Still, the most likely scenario is that growth will return to a higher rate in
coming decades. There have been previous periods, such as the 1930s, when the
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economy slowed down before returning to the long-run trend. And the produc-
tivity benefits of new technologies such as the Internet may take years to appear;
after all, the period of strongest productivity growth stemming from electricity
and other nineteenth-century innovations occurred decades later, between the
mid-1940s and the mid-1970s.

Moreover, even if the slowdown in the rate of economic growth persists,
the United States will still become far richer in coming decades. Over the last
70 years, America’s per capita GDP, adjusted for inflation, has increased by about
$40,000. The country is now wealthy enough that securing the same increase
over the next 70 years would require a yearly growth rate of only 0.8 percent.

Potential Obstacle 11: Racial Anxiety and Fear

Racial and ethnic diversity can be an obstacle to social progress, including to
the expansion of government social programs.®® One reason is that people are
less likely to empathize with those they see as different. While skin color is in
principle an unimportant difference, for some it is a real or imagined marker of
distinct norms, behaviors, and values. Members of a racial or ethnic group may
therefore feel threatened by members of other groups. That can be particularly
true when one group historically has held a dominant position vis-a-vis another,
as with whites and African Americans in the United States, or where racial/
ethnic difference is coupled with a sharp difference in religion, as with native
populations in rich countries and Muslim immigrants. Difference can prompt
not just uncertainty and discomfort but fear.

When this happens, people’s thinking can turn—or return—to a scarcity
orientation. Findings by Ronald Inglehart, Christian Welzel, and others suggest
that this means less sentiment for fairness, personal freedom, and government
programs that insure against loss. Instead, people tend to focus on protecting
what they have, including the cultural norms and values that they see as inte-
gral to their way of life. If they perceive these norms and values to be threatened
by another group that is growing in size or newly prominent or assertive, they
turn to a protective mode.*” Sometimes difference has nothing to do with race;
American Protestants reacted the same way against white Catholics and Jews in
the early twentieth century, and middle-aged and elderly Americans reacted this
way against white hippies and teenagers in the late 1960s and 1970s.

When threats to existing patterns of life are coupled with a perceived threat
to economic well-being and/or physical safety, the reaction may be even more
intense. When large numbers of African Americans migrated to the northern
parts of the United States during the twentieth century, they encountered hos-
tility that sometimes was fiercer than they had experienced in the South. This
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was partly due to white worry that migrating blacks might compete for their
jobs. The same is true of the wave of migrants, many from Mexico and other
parts of Latin America, that arrived in the United States following the immigra-
tion law reform in 1965. The increase in violent crime in American cities in the
1960s, 1970s, and 1980s compounded the anxiety of suburban and rural whites.
Terrorist acts by radical Islamists have had a similar effect in recent years.

In the short term, diversity therefore militates against an expansion of public
insurance in the United States. What about the long run? Here our most in-
formative guide may be California’s experience. California has long been seen
as America’s bellwether state, and as Peter Leyden, Ruy Teixeira, and Manuel
Pastor have suggested, it’s likely to prove exactly that for politics and policy in
coming decades.”

In the first two-thirds of the twentieth century, California’s economy grew
rapidly—propelled by natural resources, heavy investment in public goods
(water, roads, ports, education), population inflow from other states, and
emerging manufacturing industries. In the 1970s, however, the state struggled,
like the nation as a whole, with rising unemployment and inflation. A decade
later the decline of manufacturing jobs, also a nationwide phenomenon, began
to bite, and in the 1990s California’s defense-oriented manufacturing sector was
hit hard by the end of the Cold War. During this period the state also experienced
an enormous rise in immigration. In 1960, California was home to 9 percent of
America’s population and 13 percent of its immigrants. By 1990, California had
12 percent of the nation’s population and 32 percent of its immigrants.”*

These changes created, in Pastor’s words, “a perfect stew of racial anxiety and
economic drift”** In concert with other developments—the 1960s countercul-
ture and antiwar movement, urban riots, surging crime, and rapidly rising pro-
perty taxes—they sparked a popular backlash.” In the 1980s, 1990s, and early
2000s, Californians elected law-and-order, tough-on-immigration Republicans
to the governorship and prominent mayoral positions, and they voted in favor
of a series of referendums to reduce taxes and limit supports for immigrants and
minorities. In 1978, Californians passed Proposition 13, which reduced pro-
perty tax revenues and limited future property tax increases, putting a crimp in
funding for K-12 schools. It also hampered the state government’s ability to raise
general tax revenues by requiring that any proposed revenue increase get a two-
thirds majority, rather that a simple majority, in both legislative bodies. Other
referendums affirmed by California voters banned school busing and reversed
other school desegregation mechanisms (1972, later ruled unconstitutional by
the state’s Supreme Court); banned affirmative action by the state government
and other public entities, including in university admissions (1996); restricted
bilingual education in schools (1998); prohibited unauthorized immigrants
from having access to public services (1994, also later ruled unconstitutional);
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mandated a minimum sentence of twenty-five years for persons with a third
felony conviction (1994); required juveniles accused of certain crimes to be
treated as adults (2000); and imposed term limits on state legislators (1990).

By the mid-2000s, however, California’s economy had found a new footing,
led by the success of digital tech firms in Palo Alto and San Francisco. And while
the state’s population had become even more diverse, its white inhabitants had
had more time to come to terms with this reality. The last gasp of the conserva-
tive backlash came in 2005, when Republican governor Arnold Schwarzenegger
called a special election aimed at passing a set of propositions limiting state
spending, labor union power, and teacher tenure. All of his initiatives were
voted down.

Over the past two decades Californians have turned away from a politics of
traditionalism and fear. And the state’s Republican Party, which mirrors national
Republicans in hewing to small-government orthodoxy and to traditional views
on many social issues, has steadily lost electoral ground, giving Democrats more
opportunity to shape state policy. As noted earlier in this chapter, since the early
2000s California has enacted an array of public social programs that put it well
ahead of the federal government.

Will the rest of the country follow suit? There is no guarantee it will, but
one of the biggest potential obstacles, whites” discomfort with growing diver-
sity, is certain to diminish. As Figure 8.14 shows, the nation’s demographic
mix is following California’s. As it does so, whites’ electoral influence will de-
crease, and so too will the degree to which racial anxiety shapes their political
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Figure 8.14 Population that is nonwhite and/or Hispanic. Share of the total population. The

dashed portion of the line for the US as a whole is a projection. Data source: Census Bureau.
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Political Changes That Would Help

The message of this chapter is that despite the significant political obstacles that
exist in the United States, progress toward a social democratic future is likely.
A few upgrades to our democracy’s rules and practices would make it even more
likely.>*

We should make it easier to vote. Voter registration should be automatic.
Elections should be on a weekend day. Voting by mail should be available every-
where. Efforts to suppress voter eligibility should be thwarted. And people with
criminal convictions should be permitted to vote.

We should reform campaign finance. Many who rightly decry the influence
of private money from interest groups and wealthy individuals in our elections
focus on ways to restrict the flow of this money. A better strategy is to in-
crease transparency, allowing everyone to know what interests are supporting
which parties and candidates, and to offset the impact of private money with
public money.

We should end gerrymandering of House of Representatives districts. Each
decade, following the census, these districts are redrawn to reflect population
shifts. To ensure that this process doesn’t intentionally tilt the playing field to-
ward one of the two parties, it should be handled by independent commissions
rather than by state governments.

The Senate should pare back the filibuster. As I noted earlier, the filibuster
helps to safeguard America’s public insurance programs in periods when
conservatives hold the presidency and a majority in both houses of Congress.
However, requiring a supermajority to pass most legislation is fundamen-
tally anti-democratic. It should be reserved for only a small number of Senate
decisions.

Progress is Probable

The notion of a social democratic America will strike some observers of US pol-
itics as a pipe dream. But in the realm of public social policy, the distance be-
tween the United States today and Denmark or Sweden today is smaller than the
distance between the United States a century ago and the United States today. In
the past 100 years we’ve put in place a host of public programs that contribute
to a decent income floor, economic security, equality of opportunity, and shared
prosperity. Getting closer to the good society doesn't require a radical break
from our historical path. It simply requires continuing along that path. In all like-
lihood, that is exactly what we will do.
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This doesn’t mean the future is predetermined. The trajectory I've laid out
here is the most likely one, in my view, but it’s by no means the only possibility.
Moreover, even if we do move toward expanded government social programs,
there will be plenty of space for actors to shape the timing, scope, and nature of
future policy. My aim in writing this book is, above all else, to help inform those
who seek to do so.
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