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        A Note from Eastern Bank Foundation

      
      When Jeff began this project in the summer of 2021, early in his term as a Foundation Fellow with us at Eastern Bank Foundation, he described to me the topic about which he planned to write. I was immediately taken with the thesis—having seen the tenets and tentacles playing out in our communities for decades and sensing, without the benefit of his scholarship, that our national and regional economy has been specifically constructed in ways that promote success for the few and failure for the many. Guided by false narratives about race, ethnicity, and gender; about the capacity of hard work to ensure success; and about businesses’ blind, single-minded devotion to maximizing shareholder value without focusing on the consequences for workers, communities, and the environment, we have, deliberately or not, undermined the American dream. Given the times in which we live, and the importance of including more truth in the public narrative, it was clear to us that this vital, timely, and compelling book needed to be written, and I immediately volunteered to support Jeff while he was working on it.

      Not that Jeff was telling me about the book in order to obtain our backing, but to us at Eastern, there seemed a natural partnership. This work is well-aligned with our foundation’s mission and the bank’s efforts to help people prosper. This is the third book project we have helped into this world. Each one is different, but all seek to advance a narrative for our time and focus on building racial equity and social justice in our communities.

      For over 200 years, as a community-centered bank, Eastern Bank has been committed to providing appropriate and affordable financial services to our customers across all walks of life and to building communities that can thrive economically. As part of the local ecosystem, we understand that our bank can only be as strong as the communities we serve. Eastern Bank Foundation, created twenty-eight years ago and supported entirely by Eastern Bank, continues to carry out that mission. Each year the foundation supports more than a thousand not-for-profit organizations through philanthropy, volunteerism, advocacy, and collaboration, always with the clear goal of building strong, equitable, and just communities. Since 1994, Eastern Bank has donated more than $240 Million to local and regional nonprofit partners across Massachusetts, New Hampshire, and Rhode Island.

      As we partner with the communities we serve, we have seen the effects that systemic racism, unequal opportunity, and the inability to obtain sustainable housing, employment, and prospects for wealth-building, have had on our neighbors. Jeff’s book highlights the sources of these inequities but also provides compelling solutions that are rooted in providing opportunity to build human and financial capital, the long-run foundations of economic success. These are exactly the kinds of efforts our foundation supports in its key focal areas of advancing equity in the small business ecosystem, enriching early childhood development, securing safe and affordable housing, promoting workforce development that leads to careers and family-sustaining wages, and supporting innovation and collaboration within the nonprofit ecosystem.

      We are proud to be partners in this effort to bring to light the structural weaknesses in our economy, and we remain committed to working together with our community partners to devise and implement solutions that build equity for all.

      Nancy Huntington Stager

      President and CEO

      Eastern Bank Foundation, July 2022

    
  
    
      
        Preface: A Mainstream Economist Discovers His Blind Spots

      
      I spent more than three decades with the Federal Reserve System as an executive and as a widely cited research economist. My training was mainstream. I learned economics from leading scholars at Princeton and Harvard. The work I ultimately pursued married academic research into the workings of the macroeconomy with advising on real-time decision making about monetary policy. As director of the research department at the Federal Reserve Bank of Boston, I attended dozens of the Fed’s monetary policymaking meetings—the Federal Open Market Committee meetings—in DC under each of the past five chairs, observing up close how the sausage is made. All of this was rewarding and fascinating.

      Then, about fifteen years ago, the Fed initiated a new direction in its community development arm. The Boston Fed, where I was also executive vice president, partnered with a host of institutions in midsized, postindustrial New England cities to figure out how to bring back economic vitality. This data-based, collaborative, practical, on-the-ground effort, for which I served as a senior advisor, was enlightening for me. Most importantly for my personal journey, I was fortunate to be involved in numerous in-person discussions with residents and leaders of these low-income, often majority-minority, communities. The more I learned about their lives, the more I became aware of gaps in mainstream economics.

      The problem in these communities was not a lack of industry, perseverance, or innovation. It was structural. Simply put, the economy itself had set them up to fail by denying opportunities for success.

      

      ***

      By 2013, I was now responsible for the Fed’s community development area when it embarked on a new project to measure the size of racial wealth disparities in the Boston metro area. This work, which followed in the footsteps of efforts by William A. Darity Jr. and Darrick Hamilton and was co-led by them and by Boston Fed staffer Ana Patricia Muñoz, once again exposed structural problems with our economy. A companion project brought together leaders from the region to discuss the roots of racial wealth disparities. Through those discussions and our reading of the sad history of institutional racism, it became clear to all of us that the racial wealth gap was the product of decades of policy design and implementation that boosted white families’ wealth but largely excluded black families. While the troubling outcomes were economic, the sources were political and were intentionally discriminatory. Nowhere had I heard about this in my prior years as an economist.

      Finally, in the fall of 2017, our community development group joined several other Reserve Banks in a project on the characteristics of low-wage work. Standard economic theory asserts that markets will efficiently determine the characteristics of jobs, including the compensation they offer, but that seemed far removed from the reality of low-wage jobs. Over time, employers had scaled back wages, reduced benefits, contracted out low-wage jobs, and dismantled the unions that had earlier provided voice and bargaining power to workers. While vast amounts of economic research have focused on improving education and skills to solve this problem—and while better training is no doubt part of the solution—it became clear that much of the blame lay with the norms our nation had come to accept for how employers treat their employees in many sectors of the economy.

      

      ***

      As I learned about the broken parts of our economy, I felt compelled to speak up. In the course of my career, I had spoken to hundreds of groups about conditions in the national economy. I continued to do so but now devoted the latter half of my presentations to a discussion of the reality of low-income, disproportionately minority workers, along with the history of systemic racism and its impact on wealth accumulation among people of color. In all of those talks, I emphasized the role that corrosive (and ignorant) narratives have played in explaining away and perpetuating gross inequities—especially this narrative: that all you need to do is work hard and let the markets work their magic, and everything will be great.

      These presentations seemed to fill a need among my audiences. Perhaps some already had an appreciation for our societal injustices and inequities, but few had been provided a blueprint of the economic engine that drove those injustices and inequities. At each talk, numerous attendees told me that they had never been confronted with the evidence, or that they knew things were wrong but they weren’t sure just how or why. And many listeners thanked me for putting the big picture together in an accessible, albeit disheartening, way.

      The feedback deepened my sense of purpose and convinced me that I needed to get this message out to more people. With the encouragement of colleagues, friends, and family who had also heard me speak about these issues (perhaps a bit too much), I decided that the best way to do so was to write this book. It is a labor born of passion for the subject, coupled with outrage that our economic system has been designed to leave so many, many behind. The widely held narrative that attributes lack of success to lack of effort is an embarrassment. It’s not a lack of diligence or judgment that creates these miseries. We made it this way.

      The good news, as the book will discuss, is that we can remake our country so that it more closely resembles the land of opportunity to which we all aspire. And I am proud to be a small part of that mission.

      
        Interviews with Residents

        This book examines hundreds of data sources to document the ways in which our economy is broken, fueled by false narratives about race, poverty, and the sources of success.

        But the data can say only so much. To breathe life into these data, I conducted interviews with residents of low-income communities in Massachusetts, asking them to tell their stories of hard work, struggle, and, in some cases, success. I contacted interviewees through not-for-profit organizations that work with low-income communities and with which I already had a connection. The hope was that these organizations, with which residents were already familiar, could establish an initial bridge of trust between me and my interview subjects. They were asked to self-identify race, ethnicity, and gender. I asked a common set of questions of each interviewee, although the flow of the conversation determined to some extent what we ended up discussing. For those who requested it, a translator was provided to minimize the potential for misunderstanding. Conversations were recorded with interviewees’ permission, so that I could ensure that any quotes I used were both accurate and documented for posterity. All the quotes and paraphrases used in this book were provided in advance to the interviewees for their approval.

        It was not easy to arrange interviews, despite my institutional connections. These residents are busy working people with family obligations and health issues. It is telling that several of the residents I had hoped to interview were unable to participate—one because she had just been evicted and her life was in turmoil, one because she had just lost a child, and one because her child was in the process of being institutionalized.

      
      
        A Note to My Economics Colleagues

        This is not primarily a book for economists, nor is it about economists’ theories or economics pedagogy. It is a book about how actors with wealth and power have used narratives to maintain the status quo in a system that slants outcomes dramatically toward the already successful. I have purposely simplified the description of standard economic theory because the finer points are not necessary to understand my main arguments. It is true that models of business objectives that go beyond maximizing shareholder value have been put forward since 1970—some will be discussed in chapters 1 and 2. And economists are now much more focused on the decades-long effects of systemic racism on labor market and wealth outcomes, examining the barriers that still prevent workers from achieving a reasonable measure of economic success.

        But papers about business models—whether from the Business Roundtable or from business scholars like Michael Porter and others—and the excellent work on racial inequity by many economists have not fundamentally changed the outcomes in our economy. Indeed, we have, if anything, seen further slippage in the balance of power between workers and employers since economists and others began developing alternative ways to think about businesses. More importantly, what economists write has not changed the prevailing narratives among business leaders, politicians, and the general public about self-determination, the poor, institutional racism, or the appropriate role for government in the economy. I hope that the best research from economists exploring these aspects of how the world really works will help move us forward. But systemic change will take much more than that.

        I want to emphasize—as I do throughout the book—that I am generally in favor of capitalism, and I believe capitalism, broadly construed, is likely the best system for the United States. However, I feel strongly that the way that we have implemented capitalism has been influenced by dominant narratives in a way that has left many behind, unnecessarily. And our brand of capitalism could be much improved through greater attention to the equal provision of opportunity, so that many more of our citizens have the chance to build life-changing human and financial capital.

        This book presents a wide array of evidence in support of these propositions. It does not attempt to offer new research identifying underlying causal relationships. But it does examine data that highlight the magnitude of the problem, and it cites dozens of researchers whose work attempts to get at the underlying causes. One can argue with any piece of evidence or any one study, but it would be difficult to dismiss the overall pattern formed by the combination of data and research: our system is broken, we made it that way, and we have the choice to adopt policies and programs that will bring us closer to the ideal that most of us aspire to.

      
    
  
    
      
        Introduction: Like Dives before Lazarus

      
      It is human nature to tell stories to make sense of the world. But how much do these stories matter? In some domains, not much at all. You may choose to believe the world is flat. It won’t make any difference in your daily life or those of others: you’re unlikely to test the proposition by sailing far out into the ocean. Being wrong in this case has few if any negative consequences.

      In other domains, stories matter quite a lot. Belief or disbelief in the efficacy of vaccines can affect not only our own health but also the health of all those with whom we come in contact. Belief that we can consistently pick winning stocks could lead us to lose our life savings. In these arenas, our beliefs can dramatically influence our life outcomes and those of others.

      How about our beliefs about how the economy works? Here, the importance of beliefs may be less obvious. But this book tells the story of how our economy has been profoundly shaped by a system of beliefs that turns out to be terribly inaccurate. They are beliefs that I and many others held for far too long, beliefs that many still hold. I received key tenets as articles of faith through my mainstream economics training at Princeton and Harvard. Countless others absorb those tenets unconsciously through constant repetition in popular media. Critically, those like me, involved in policymaking at the Federal Reserve and other key public institutions, clung to these beliefs, which for too many years led us to take actions that unwittingly caused unnecessary economic harm to millions.

      This set of beliefs—what I will call “The Myth”—is old and, as aspiration, deeply appealing. Its roots are inextricably entwined with those of our republic. In its simplest form, a key element of The Myth is this: success goes to those who work hard. Failure goes to those who do not.

      

      ***

      The simple story of individual effort is only one piece of a more complete narrative that seeks to explain the behavior of individuals, businesses, and government. To briefly summarize, belief in the efficacy of individual effort is incomplete if individuals don’t have the opportunity to exert the effort. And no individual will work hard unless the rewards to doing so are viewed as just. Thus complementary pieces of the individual-effort narrative include the belief that we live in the land of opportunity, and that this land is a meritocracy in which individual effort is appropriately rewarded. From a policy perspective—and this is critical—because the narrative links success to hard work, the poor are viewed with mistrust and suspicion: What did they do wrong to end up so poor? Why have they not worked harder? How many opportunities have they squandered? Can they be trusted with government-provided aid?

      There is more to this narrative than individual striving. The economy also includes businesses and government. And beliefs matter a lot for actors in these two sectors, as they have the power to shape the economic environment that we all inhabit. And they certainly have done so.

      So what role should businesses play, according to our national mythology? A widely held principle for guiding business activity is that “businesses must simply maximize shareholder value” by keeping their stock price as high as possible. “That and nothing else.” Or, similarly, “businesses must maximize profit—full stop.”1 I will return to this particular narrative, proposed and propagated by Milton Friedman, a bit later because it is an important example of a narrative that has been used not only to make sense of our world but also to guide strategic decisions by business and government, and not always for the better.2 Government’s role, according to this narrative, is to make sure that markets operate freely, and to get out of the way of individual attainment—less government is more.

      Layered over this narrative are the stories many of us believe, tell, and are told about our tortured racial history. Some hold to the narrative that we are a post-racist nation, that systemic and institutional racism never existed, no longer exist, or no longer affect outcomes for people of color. It is still the case that much of our nation’s history—from genocide and displacement of Indigenous peoples, to broken promises for restitution to Blacks in the wake of the Civil War—is not taught to schoolchildren.3 Curricula are censored and books are banned. Combined with other elements of The Myth, especially the notion that individual effort produces success, these narratives have been used to dismiss or diminish initiatives to address relative shortfalls in incomes, wealth, and employment among families of color. The Myth supports the conclusions that people of color achieve less success because they have not worked as hard as their white counterparts, or because they have made poor savings and investment decisions, or because they have taken advantage of government support programs instead of working.4 In short, they merit the outcomes they receive.

      The stories we tell to describe individual, business, and government behavior are the essential elements of The Myth. It is the purpose of this book to deconstruct those stories, demonstrate the vast damage they have done, and point the way toward a more generous national narrative that will aid in providing widespread opportunity to succeed.

      
        The Myth as Excuser and Creator of Poor Outcomes

        The system The Myth has built leaves millions behind. How does The Myth explain that? Lack of individual effort and initiative. Correspondingly, the rising cohort of billionaires in our country is the result of supreme intellect and Herculean effort on their part. For the low-income, the fault is in ourselves, not our stars. For the high-income, success also owes to our (better, more industrious) selves, not to our stars. In both cases, the role of our stars is grossly understated.

        We see evidence of The Myth in action when we make excuses for the millions left behind. They are lower-skilled, less-trained, less-motivated, low-productivity workers. The Myth would insist that this is true. The simplest economic theories would immediately point to these excuses for poor outcomes.

        This view of the world, The Myth, is corrosive. It is disrespectful to the millions in our country—disproportionately people of color—who are barred from achieving success, and it is grossly inaccurate. Every time we see or hear a news item or documentary that touts the “you can do anything you want—all you have to do is dream big and work hard” meme, The Myth rears its ugly head once more. It’s everywhere.

        Apart from the emotional responses they might induce, why do these rationalizations of lopsided outcomes matter so much at the national level? First, because they allow ordinary citizens to justify the existence of gross inequities, rather than rail against them. The Myth deflects attention from significant truths that provide alternative and factually accurate explanations for the outcomes. The truth of the claim that “all men are created equal” may indeed be self-evident. But after birth, do all people have equal opportunity to succeed? The answer is plainly no. Will free-market capitalism compete away income and wealth disparities? It has not so far, and it is not built to do so. The Myth fosters complacency about truly terrible economic outcomes, which makes it harder to build political will to address them. “It’s just the way capitalism works,” we are told. “Some aren’t cut out to succeed.”

        A second reason that justifications of inequality matter is because they have been used systematically to design, build, and refine our system so that it continues to heap money and power on those who already have it and to deny everyone else access to the same. In shaping a host of public policies, programs, and institutions—tax policy, the safety net, labor unions, and critically, the array of policies that were designed to build wealth for white families—The Myth was used to exclude access to millions, while ensuring success for the wealthiest and whitest. The reasons for the inequality of outcomes lie not in differences in individual effort but in the economic structures we have designed to mete out opportunity and success, and most especially in the enduring effects of slavery and other forms of institutional racism in our country. Business and government decisions justified by The Myth have stalled earnings for many, limited their access to health care and other work-related benefits, reduced upward mobility within companies, and muted workers’ voice in determining the conditions of their employment.

        Adherence to The Myth would be more understandable if it were a reasonably accurate and representative depiction of reality. However, I will present ample evidence that the stories many of us tell ourselves about how the economy works—the narratives we hold—are at war with the facts about the outcomes our economy delivers. The key narratives held by many in the United States are not at all fair and accurate descriptions of reality. They may in some cases represent aspirations for the country, but they are quite far from representing reality.

        Part of the narrative arc of this book consists in tracing how I and others like me—educated, white, privileged, male—came to recognize the falsehoods inherent in The Myth, most often with the help of those who had lived and/or studied the downside of The Myth. I will also discuss how key policy institutions in the United States—notably the Federal Reserve, my employer of over thirty-five years—began to recognize the same. For both people and institutions, that process of recognition was gradual and is still underway.

        This book will explore the origins of The Myth in the formation of our national identity, the ways in which aspiration is distorted into description of reality, the reasons for The Myth’s persistence in our national psyche, and most importantly the ways in which The Myth has been employed to design an economy that delivers grossly unequal opportunity and outcomes, decade after decade.

        As compelling as the data on these issues are, I will also interweave the life stories of residents of low-income communities whom I have interviewed. Their voices will ground the statistics in reality, speaking eloquently to the truth about our broken economic systems.

      
      
        Elements of Truth

        Part of the reason for The Myth’s success over the decades is that it contains kernels of truth. Does hard work matter? Of course. But while it is often required to succeed, it is far from sufficient in our economy. Is capitalism a good system? Generally, yes. But our nation has designed a particular flavor of capitalism that distributes success highly unequally, based on initial conditions that include race, ethnicity, place of birth, and socioeconomic class. Do markets do good things? Of course. In tranquil times, they allocate scarce resources pretty efficiently. But they are mute on issues of inequality or structural racism.

        Is the economy broken, or doing just what it is supposed to? Ah, there’s the rub. The contention of this book is that it has been designed to produce inequality, so in that sense it is not broken. It’s doing what it was designed to do. But from the perspective of producing socially desirable outcomes, it’s badly broken.5

      
      
        A Nation Beginning to Notice

        On an optimistic note, many in our country are becoming more aware of the distance between, on the one hand, our national myths and aspirations, and, on the other, the realities of our economic systems. And this awareness is reflected in key public institutions: my former employer, the Federal Reserve System, initiated a system-wide effort called Racism and the Economy, which is committed to “understanding the implications of structural racism in America’s economy and advancing actions to improve economic outcomes for all.”6 The Biden administration has proposed measures that would help to address some underlying sources of inequality, including a focus on universal free preschool, capping family expenditures on childcare, expanding the child tax credit, closing health care gaps, building affordable housing, increasing federal grants for students attending community and four-year colleges, and investing in historically Black and Native American universities.7

        But reality has already hit the fan: the child tax credit expired at the end of 2021, and much of the administration’s Build Back Better plan is awaiting congressional action as of writing. This highlights an important caveat concerning what might be characterized as a gradually awakening public and its institutions: awareness, at least in some respects, is heightened, but action—and more importantly the political will to take bold action—remains a work in progress.

        And the degree of awareness varies quite a bit across key dimensions of the economy. Many people are now more cognizant of racial and ethnic injustice, especially with respect to the criminal justice system, but fewer are aware of the host of economic injustices suffered by people of color. And while awareness is growing, most are still woefully unaware of the historical, structural sources of current economic disparities accompanying differences of race and ethnicity. Some are aware but choose not to believe, perhaps swayed more by their post-racist narrative than by the historical research into systemic inequity.

        Among those aware of the gaping disparities, those who—knowingly or not—adhere to The Myth may look to very different solutions from those I propose in this book. Critically, The Myth places responsibility for improving outcomes squarely on the individual. It is up to individuals to educate themselves, to gain skills, to pursue remunerative occupations, and to succeed. If they fail in any of these respects, the fault lies in themselves, not the systems in which they live. William Darity Jr. and Kirsten Mullen suggest that this

        
          dangerous line of thinking alleges the black-white economic gap is due not to an acutely unequal playing field but to blacks’ deficient skills, training, and motivation. Its defenders allege that group-based inequality ultimately can be eliminated if black Americans exercise enough willpower and do “the right thing.”8

        

        There are, to be sure, elements of political division in the story of our national mythology. Notably, many elements of The Myth have been more closely associated with conservative politicians and their adherents. However, the issue is not a pure red-versus-blue one. Many of The Myth’s elements have gained considerable traction among moderate and some liberal politicians. An excessive faith in markets and a deep distrust of the poor shone through clearly in the design of welfare reform in 1996 and in our country’s response to the financial crisis of 2007–2009, both Democratic-led efforts. In the latter case, our leaders rapidly mobilized resources to save the financial sector, lending trillions of dollars to the largest institutions. As for ordinary homeowners and workers, the response was halting and far less successful. In financial markets we trust.

      
      
        Brokenness

        This book documents many of the ways in which our economic systems are “broken,” by which I mean that they deliver prosperity to the few and misery to the many. It must be said at the outset that nowhere is this clearer than in the gaping disparities between outcomes for whites and people of color, including Indigenous people, and I will return to that theme throughout this volume. Gaps in income, employment, education, health care, childcare, incarceration rates, and net worth—the last of which essentially sums up the cumulative effect of institutional discrimination through all of those channels and more—are stunning and disheartening.

        Somewhat less attention is focused on the disparities of class that exist alongside the racial and ethnic disparities among our citizens. Millions of white families also suffer from unequal access to employment and wealth opportunities. In many cases, we hold to the same false narratives about the reasons for class disparities—that they are caused by lack of diligence, poor choices, or inappropriate government interference. I mention these class disparities not to divert attention from the tragic racial and ethnic disparities but to point out that our economy has been distorted in many ways, ways which harm both people of color and whites.9

        Some will balk at my description of the world’s second-largest economy as broken.10 Our productivity is high; our output per person is among the highest in the world.11 Our education system, particularly at the bachelor’s-degree and graduate levels, is the envy of most countries around the world. Our medical, pharmaceutical, and IT sectors are world leaders in innovation. Many of the world’s largest financial institutions, as measured by assets, are chartered within our borders.12 How can this be deemed broken?

        While these sectors are without doubt thriving, the income they produce, the jobs they create, and the wealth they amass accrue to a small minority of the country’s population. Put differently, these measures of aggregate prosperity gloss over enormous schisms within the US economy. Our economy is indeed large, in absolute size or on a per capita basis; productive; and, in the aggregate, highly successful. Yet within our borders, tens of millions of residents struggle to survive—not just to thrive, but to stay alive.13 Many families cannot take basic necessities—food, shelter, and medical care—for granted. Standard markers of economic success—access to effective secondary and higher education, employment, stable incomes, retirement security—are out of reach for millions.

        The yawning disparities matter for two fundamental reasons. First, they matter to the cold-hearted accounting of lost economic potential: individuals and families who have suffered at the hands of a malfunctioning economy do not contribute all they could, considering their skills, capacities, and imagination. This lost potential has been calculated by many, but the exact magnitude is less important than recognition of the enormity of the problem. Whether it is $1 trillion or $10 trillion of lost annual “output,” or $15 trillion of lost wealth, the loss is enormous.14 This lost potential affects most directly those individuals who have never had a chance at success in our economy. But it also affects everyone else, by shrinking the size of the economic pie and reducing the level of demand for goods and services that the “winners” in our rigged system provide.

        The second reason that disparities matter is at least as sobering as the first: the loss of human potential. Lives that do not flower or flourish, lives whose creative and innovative impulses are stifled or drowned, people who find it difficult to muster an ounce of hope for a better future—these are lives partly lost, whether the loss is captured in GDP measures or not. As a country, we should be embarrassed that, despite our aggregate riches, we allow such a combination of economic and human destruction to be the norm for millions of our fellow citizens. To me, it is unconscionable and totally inconsistent with the view we hold of our country as the land of opportunity. This situation is also completely at odds with any moral system that values all lives equally.

        How can a country that is so wealthy in the aggregate be so comfortable with such outcomes? Are these outcomes consistent with the simplest stories about how our economy works—the narratives—that we hold dear? Aren’t we the land of opportunity, a meritocracy in which hard work is sufficient for success, in which free-market capitalism delivers the best outcomes for all, given individual effort?

        I believe the answer to that last question is emphatically no. We need to change the narrative held by many about how our economy really works. The narrative that attributes these horrendous outcomes to lack of individual effort or poor decision-making is in my view corrosive, disrespectful, and simply inaccurate. It will likely be impossible to take the significant steps required to improve economic structures if a large swath of the population believes that the current systems are fine, and that a change is unnecessary or even counterproductive. To fix our brokenness, we must reconsider and change our national mythology.

      
      
        On Absolute versus Relative Outcomes

        Much of the current debate focuses on the inequality of income and wealth—that is, the relative difference in economic outcomes across more- and less-successful people. I believe that concern, while important, is secondary. Even more important than these relative outcomes are the absolute outcomes for many in our economy. To be sure, it seems grossly inequitable that CEOs earn so much more than the median workers in their firms.15 But that kind of unfairness is a small concern for millions of families who struggle to attain sufficient wages to survive without significant government assistance in the form of food, housing, and health care. If our country were to evolve so that all families had the opportunity to succeed, with the resources to achieve stable economic existence—not continuously terrified of losing employment, housing, and health care, not forced to cope with childcare disruptions that threaten to send them into a downward spiral toward abject poverty—that would be an enormous leap forward for our country. Even if CEOs were still paid generous (read: obscene) amounts.

      
      
        Urgency

        I believe our country has an economic and moral obligation to right the wrongs that it has perpetrated since its founding. To do so requires first and foremost a change in our national narrative—the stories we tell ourselves and each other about how our economy works, how our economic structure was designed and why, why poverty exists, how the racial and ethnic economic divides arose, and where economic success comes from. If we can reach some agreement on these narratives, we stand a chance of moving forward with changes to our economic structures that address the defects in design that we implemented earlier in our history.

        Martin Luther King Jr. put it this way in 1967:

        
          We must honestly admit that capitalism has often left a gulf between superfluous wealth and abject poverty, has created conditions permitting necessities to be taken from the many to give luxuries to the few, and has encouraged small-hearted men to become cold and conscienceless so that, like Dives before Lazarus, they are unmoved by suffering, poverty-stricken humanity.16

        

        We could opt for incremental, gradual approaches, which I frankly believe will do little to improve lives. Nor would gradualism properly reflect the urgency of the circumstances. Alternatively, we can choose bolder actions that directly address our long history of racial, ethnic, and class-based inequities. Such actions will be costly, but far less costly than leaving things as they are. We need to come to a reckoning about how and why our systems are broken and work to assemble new systems that will function better for us all.

      
      
        Who Are “We”?

        Throughout the book, “we” refers to the society that has created and perpetuated The Myth. Although some members of society now see The Myth for what it is, we as a society continue to use The Myth to excuse and create undesirable outcomes. This is why I use the collective “we.” In other cases, where I am referring to a subset of the population, I will try to be explicit about whose perceptions and actions I am describing.

      
      
        A Roadmap for the Book

        Part I delves into our national economic mythology, defining and expanding on the components of The Myth described in this chapter. From there chapter 2 explores survey evidence on adherence to elements of The Myth among the population at large and among whites and people of color, low- and high-income people, conservatives and liberals. Chapter 3 provides an origin story for The Myth that traces back to the founding of our republic and earlier.

        Part II offers evidence bearing on brokenness: the unequal distribution of income, the startlingly unequal distribution of wealth, the racial and ethnic disparities in both, and the prevalence and characteristics of “low-quality” jobs (chapters 4–6). Chapter 5 closes with a discussion of economic mobility—whether low income and wealth are transient or enduring. Chapter 7 briefly summarizes other dimensions of brokenness, including in the areas of housing, health care, education, incarceration, and access to financial markets.

        Part III pits the facts against The Myth, drawing on economic evidence that contrasts the role of luck with the role of individual effort, evidence bearing on the trickle-down theory, and economic history that sheds light on the supposed inerrancy of free-market capitalism coupled with our bias toward rescuing the rich and powerful when they are in distress (chapter 8). Chapter 9 compares key outcomes across other free-market capitalist economies to demonstrate that ours are not the unavoidable outcomes of a free-market capitalist system.

        Part IV traces the history of the use of The Myth in shaping key parts of our economy—institutional racism, carefully designed markets, tax policy, the safety net (including welfare reform), workplace norms, the rise and fall of unions, and macroeconomic policy. Part V surveys the wreckage that our system has left in its wake. Chapter 11 explores losses looking backward: destruction of Indigenous people and estimated losses due to slavery. Chapter 12 considers losses that we will bear in the future due to childhood poverty, inadequate earnings and benefits, wealth inequality, and deaths caused by all of the above.

        Part VI proposes a way forward that concentrates on providing opportunity to build human and financial capital. Chapter 13 discusses the importance of changing the narrative about poverty and race, the psychological barriers to doing so, and promising means of overcoming those barriers. Chapter 14 details specific elements of a program to move forward, focusing on early childhood education, more effective use of our community college system, restructuring the workplace, providing much more affordable housing, enlisting white allies as mentors and coaches to build a more inclusive leadership corps, and instituting baby bonds and reparations. The chapter also estimates the costs entailed by these structural improvements. Chapter 15 discusses the other half of the battle: challenges in implementation that we must overcome if policy ideas are to become effective realities.

      
    
  
    
      
        I The Myth

      
      
        Narrative (n): a way of presenting or understanding a situation or series of events that reflects and promotes a particular point of view or set of values.

        —Merriam-Webster’s Collegiate Dictionary (emphasis added)

        Narrative (n): a story that connects and explains a carefully selected set of supposedly true events, experiences, or the like, intended to support a particular viewpoint or thesis.

        —Dictionary.com (emphasis added)

      

      The real world is complicated. That’s true of the physical world we inhabit and of the more abstract world of thoughts, ideas, philosophies, politics, art, music, and economics. To make sense of and make our way through the world, we constantly rely on simplifications that strip away the inessential and focus on the essential. Whether we’re riding a bike, playing baseball, or making judgments about what’s good or bad economic policy, we must use simplified renderings of complex realities to navigate and to make decisions.

      Narratives constitute one of these simplifying tools. In making complex choices about how to conduct our business, or whether to augment or reduce government safety net programs, or whether the current degree of inequality is acceptable, we often fall back on underlying narratives.1

      

      * * *

      For the most part, I absorbed our national mythology as most of us do: through constant repetition. We hear it in the tale of our nation’s founding commitment to equality. We hear it in the articulation of our unique global status as the land to which immigrants thronged to seize opportunity. We hear it in the adulation of industrial titans who supposedly succeeded through sheer force of will and intellect. And we hear it in the countless books, songs, and movies that tug at the particular heartstring that wants to believe that we can all succeed, regardless of where we start.

      

      But I was also inculcated in this mythology through my mainstream economics training. I was taught that pay is market-determined and therefore both efficient and just. I was taught that businesses should maximize profits, an organizing principle that simplifies the host of complex roles they play in the economy and that yields the best outcomes for all. And the role of race in determining economic outcomes? That was barely mentioned in my formal training. All of this I learned diligently like the good student I was, and I believed like the acolyte I used to be.

      It is still inspiring to read the words of the Declaration of Independence. That document sets forth many of the ideals to which our country has always aspired. I believe in those aspirations—indeed, it is because I believe in them that I find the current gulf between aspiration and reality so disheartening.

      Because we have largely absorbed our mythology unconsciously, implicitly, I strive here to make the many elements of The Myth explicit. I hope it will become clear that The Myth has a powerful hold on us—across differences of race, gender and political party—and that it has been intimately involved in the construction of key aspects of our economic system.

    
  
    
      
        1 Our National Economic Mythology

      
      
        The Parable of the Self-Made Man

        On September 11, 2017, CNBC—arguably a center-left media outlet—ran a story titled “10 Billionaires Like Oprah Winfrey Who Grew Up Poor.” Rags-to-riches stories like these are not only the stuff of nineteenth-century authors like Horatio Alger. They remain common across media—TV news, films, theater, motivational books—to this day.

        This particular story, which briefly chronicles the financial transformations of Oprah Winfrey; Ralph Lauren; J. K. Rowling; top executives from Oracle and Starbucks; and others, does more than report the facts of these truly remarkable transitions from poverty to billions. The story is peppered with aphorisms like these:

        
          Whether you’re in need of some inspiration to start your own business, or you want to learn how to become a billionaire, take a look at how these famous folks made it to the top.

        

        
          Growing up poor didn’t stop these CEOs, celebrities, and business experts from reaching the pinnacle of success—and it shouldn’t stop you, either.

        

        The story includes testimonials from the well-heeled, such as:

        
          I worked like hell to become part of the 1 percent. (Investor Kenneth Langone, worth about $6 billion)

        

        
          Everyone who works hard, and maybe a little cleverly, has the opportunity to make almost anything possible. (Larry Ellison, college dropout and cofounder of Oracle, worth about $90 billion)

        

        To their credit, many of these “self-made” billionaires now give a substantial portion of their riches to the less fortunate.

        The inspirational adages are not there by accident. They make a very specific point: Success is available to everyone. Opportunity is distributed equally. And the difference between success and failure is effort. You too can become a billionaire, if you dream big and work hard. “That’s the American Dream, that anything here is possible,” according to Ellison.1

        This story encapsulates and caricatures a narrative so dominant in the United States that we often are not aware that it’s there: success is determined by individual effort, and everyone can achieve it. But the narrative is not only about the sufficiency of individual effort. The individual must have the opportunity to exert effort in exchange for just compensation. Thus a key component of the narrative is that we truly are the land of opportunity, in which the chance to succeed is available to everyone. And not only is opportunity universally available, but also the reward for taking the opportunity and working hard is just compensation—otherwise, why do all the work? Put differently, we live in a meritocracy—a system in which people get what they deserve, where all workers from janitors to CEOs are paid according to their true value to the economy.2

        So far, the narrative focuses on individuals—their opportunities, efforts, and rewards. But there are other key actors who complete this view of the world: businesses and government. This narrative has a particular view of how businesses and government are best structured to allow individual flourishing. As for businesses, they do best for everyone when they obey the categorical imperative for firms, as articulated by Milton Friedman in a 1970 New York Times essay: maximize shareholder value by maximizing profits, and nothing else.3 As for government, its job is to promote the free operation of markets and more generally to minimize its interventions in the economy—to get out of the way of individual achievement.

        The roles of the individual and of government intersect when politicians consider aid for families and individuals. The government, it is said, should help the “deserving poor,” and, of course, not the undeserving. The precise definition of who is deserving has evolved somewhat over time, but in nineteenth-century America as in fifteenth century Europe, the deserving poor were those who could not work, who were physically disabled. Those who could work were seen as undeserving, regardless of the economic circumstances that working afforded them, and therefore did not merit assistance from the government. The deserving/undeserving distinction and the distrust of the poor that it breeds have shaped policy discussions right up to the present day.4

        Finally and critically, while the narrative may acknowledge to some extent the racial injustices of the past, it embraces the belief that racism is now behind us and today plays little role in determining economic outcomes.5 These are the key elements of The Myth: All individuals have the opportunity to succeed, and their success is proportionate to their own effort. Business’s one task is to maximize profits. Government’s primary task is to ensure that markets remain free, and its secondary task is to provide minimal aid to only the deserving poor. Race plays no role in determining who prospers.

        While The Myth largely focuses on the ingredients for success, it also implies explanations for failure. Poor economic outcomes—the yawning inequities in income, wealth, education, criminal justice, housing, and health care—are best explained by lack of effort and poor decisions by individuals, or by inappropriate government interference that prevents markets operating freely and efficiently.

        This narrative and its constituent components play two important roles in our economy. First, the narrative is used to explain and justify—to excuse the array of outcomes that are documented in this book. If you trust that free-market capitalist economies featuring minimal government intervention produce the best economic outcomes, then the outcomes we observe must be the best we can achieve. Tinkering with those outcomes—especially via government policy—is dangerous!

        Second, the narrative is used to shape the economy so as to perpetuate and augment the disparate outcomes that it has produced to date, by advocating for hands-off government policy and by structuring the workplace. As will be made clear in Part II, the system works really well for a small subset of the population. As a consequence, there is strong financial and political interest among the wealthy and powerful in keeping it that way.

        I find far more realistic an alternative narrative that challenges the premises underlying The Myth. Briefly, this alternative narrative recognizes that we do not live in the land of opportunity, as opportunity is far from equally available to all. As an obvious corollary, most people simply cannot achieve whatever they may dream. Differences in outcomes are not best explained by differences in individual effort. There is no such thing as a free market that operates without significant government support and/or intervention. Decades of systemic racism have indeed caused the enormous gaps in wealth and other outcomes that we observe across demographic groups. CEOs do not merit the vast multiples of their employees’ salaries that they are paid. A slavish devotion to shareholders is the hobgoblin of the small-minded firm and has likely caused tremendous damage to the welfare of low-to-moderate-income workers.

        Perhaps most importantly, this alternative narrative holds that the rich and powerful have consciously created the economy we have, designing it to deliver outlandish returns to the few and a teetering economic existence to the many. It did not happen because that’s the way capitalist economies have to work.6 It happened because some of us chose to make it that way. Looking on the bright side, this implies a glimmer of hope. We have a choice about how our system works. We broke it, we can fix it.

        Consider how one might frame policy and business choices from the perspectives of The Myth and its opposing view. Will an expansion of the safety net lead the poor to misuse more scarce resources and avoid work, or will it facilitate opportunities to succeed? Will an exclusive focus on profits raise a firm’s stock price, or will it reduce wages and benefits for employees? Will increased regulation of financial markets reduce efficiency, or will it prevent excessive financial risk-taking from spilling over to Main Street, harming businesses and households? These examples may seem oversimplified, but in fact these tradeoffs appear quite explicitly in key episodes in our nation’s economic history, and I discuss them in greater detail later in the book.

        In a refreshing counterpoint to the billionaire stories cited above, CBS ran a 2022 story about Pete Kadens, a businessman who donated the cost of college tuition and fees to the graduating classes at five Chicago-area high schools. While Kadens had worked hard and amassed considerable wealth, he balked at being called a self-made man. In an interview with reporter Steve Hartman, he showed considerable awareness of the weakness of that narrative: “This country was built on the notion that no matter where you come from, you can become successful and wealthy—that just factually is not true.” Thank you, Mr. Kadens, for that concise summary of this book!7

      
      
        Why Do We So Mistrust the Poor?

        A theme that is woven throughout our nation’s history is a deep mistrust of the poor. It flows from the belief that the poor are lazy. For those who believe they have authored their own success, unaware of the many good fortunes that have brought them that success, it can seem puzzling that there are so many who struggle with poverty. Why didn’t they just work harder? There must be something wrong with them. We can’t just give them aid and support; they can’t be trusted to use the money wisely.

        Beliefs about the sufficiency of hard work can be employed in a particularly pernicious way to interpret the effects of systemic racism on economic outcomes for families of color. Rather than admit the ways in which our country as a matter of policy has barred people of color from equal opportunity to achieve success, the individual-effort narrative instead asserts that racial and ethnic differences in economic outcomes reflect defects in individuals’ efforts, as well as their choices about education, housing, and criminal activity.8

        Mistrust of the poor is compounded when immigration status is involved. Not only are many immigrants poor, but they’re also “not from here.” As part of this book project, I conducted interviews with lower-income residents of Massachusetts, with the goal of adding the human experience reflected in their voices to the dispassionate facts presented in the data.9 Three of the interviewees—Mariela M., Rosada S., and Brenda R.—emigrated from Central America to escape gangs that had repeatedly attacked them and had murdered family members, forcing them to relocate multiple times within their home countries. They arrived in the United States in different ways—one with the help of an international aid agency, another by crossing the Rio Grande on foot, the third via a more circuitous route. Some family members have been able to join them, others have been left behind.

        Their stories are harrowing, and it was difficult for them to describe their lives to me without breaking down. Their experiences are still raw, the pain very near the surface. Some of their family members were granted refugee status fairly quickly, but others’ status is still in limbo as courts continue to assess their circumstances years after they arrived here. Their stories are like those of many other low-income families: they are struggling, working as much as possible, trying to provide for their children, worried about how to get health care and pay the rent, relying on food banks, and unable to save much. Their access to benefits is limited. As Rosada put it, “Many who come into this country can’t feed their kids and can’t apply for food stamps, because they’re undocumented.” Their finances are precarious. Brenda worries that “the economy isn’t getting better, but rent is getting higher. . . . Things could turn worse for the economy, making it harder to balance everything.” The interviewees wonder why benefits are not available to them. “Every taxpayer should have the same benefits as anyone else,” one told me. “[We’re] paying the taxes.”10

        Our nation has, of course, a long and painful history with immigrants. Emma Lazarus’s poem at the base of the Statue of Liberty famously welcomes the refugee:

        
          Give me your tired, your poor,

          Your huddled masses yearning to breathe free,

          The wretched refuse of your teeming shore.

        

        The “Mother of Exiles,” as Lazarus calls her, also commands, in a rebuke to European elites,

        
          Keep, ancient lands, your storied pomp!11

        

        In spite of Lady Liberty’s focus on the downtrodden, as a nation, we are generally more comfortable welcoming the educated elite from around the world than the poor immigrant, although there is some debate about allowing either type of immigrant into the country.12 In part, this is because, like the stories many of us tell about the poor and about racial disparities, our narratives about immigrants—the rationale behind our resistance to their incorporation into our country—is deeply flawed, despite centuries of successful integration for many waves of immigrants. “They will take our jobs.” “They abuse the welfare state.” “They won’t assimilate.” “They increase crime.” All of these claims have been shown to be mistaken: immigrants increase wages and income for US citizens; immigrants are less likely to use key government programs, even as they contribute significantly to the funding of Medicare and Social Security through payroll taxes; today’s immigrants are no less likely to integrate than those of the past; crime rates among immigrants, both documented and undocumented, are significantly lower than among native-born residents.13

        Meanwhile, misperceptions about poor families and about communities of color are facilitated by the geographic segregation of demographic and economic subgroups in the United States. The flight of white families from urban to suburban residences, which caused a rise in the concentration of people of color in urban settings, is well documented. Today, whether in the cities or the ’burbs, neighborhoods remain segregated by race, ethnicity, and income. The average white person lives in a neighborhood that is about 70 percent white. The average Black person lives in a neighborhood that is about 45 percent Black and 17 percent Hispanic. The average Hispanic person lives in a neighborhood that is 47 percent Hispanic and 32 percent Black.14 Segregation by income follows a similar pattern: there is little mixing of low- and high-income residents in most neighborhoods, and that tendency has increased in recent decades. However, the extent to which families of different incomes reside in the same neighborhood varies by race and ethnicity: low-income people of color are more likely than low-income whites to live in neighborhoods that meet the federal statutory definition for low-income communities. When we don’t live near one another, we are freer to construct our own narratives about those who differ from us along racial, ethnic, or class lines.15

      
      
        The Eternal Hope That Riches Will One Day “Trickle Down” from the Top

        The phrase “trickle down” has been so widely used that it now has an economics-specific entry in the dictionary:

        
          trickle-down theory (noun): a theory that financial benefits given to big business will in turn pass down to smaller businesses and consumers.16

        

        I will examine the evidence bearing on this theory—which applies to the wealthy as much as to big business—later in the book. The phrase appears to have originated with the comedian Will Rogers, who used it to berate President Herbert Hoover’s economic stimulus efforts during the Great Depression.17

        
          Mr. Hoover was an engineer. He knew that water trickles down. Put it uphill and let it go and it will reach the driest little spot. But he didn’t know that money trickled up. Give it to the people at the bottom and the people at the top will have it before night, anyhow. But it will at least have passed through the poor fellows’ hands.

        

        The phrase was subsequently mocked by Samuel Rosenmann, President Franklin D. Roosevelt’s speechwriter, and by detractors such as the economist John Kenneth Galbraith to describe President Ronald Reagan’s “supply-side” economic policies.18 While few conservatives would label their own policies “trickle-down,” many would subscribe to the notion that less regulation, and tax cuts for corporations and the wealthy, can be expected to raise output and create jobs.

        This theory is commonly used to justify tax cuts for corporations and wealthy individuals—indeed, the Tax Cuts and Jobs Act of 2017 incorporates some elements of supply-side economics. The importance of this element of The Myth lies exactly in its power to motivate politicians to pursue specific policies that overtly benefit the already-wealthy and successful. Without an appeal to the benefits such a policy might yield for the lower and middle classes, it would be more difficult to garner political backing. But if the supply-side effects really do kick in, well then, it’s a win-win proposition for the rich and the poor! Unfortunately that is very far from reality.

      
      
        How Organizations Value Their Workers

        Economists have often been less than helpful in their rigid adherence to simple theories about how the economy works. Basic economic theory would suggest (loosely) that if the addition of a worker to a firm’s rolls adds $1,000 of value to the firm’s output, then in a perfectly competitive world, the worker would receive something like $1,000 in total compensation for her effort. This element of The Myth has implications for both the low and the high end of the compensation scale.

        On the low end, this principle can be used to justify poor compensation. The argument is that low compensation must reflect a relatively low contribution to the firm. That contribution may be low because the position occupied by the worker is inherently a low value-added position. Or it could be that the specific worker brings relatively little skill and experience to the job and thus will contribute relatively little to the firm’s welfare. There should of course be some truth to both propositions. Jobs that require fewer skills and less training will on average pay less than those that require more skills and training, a prediction borne out in numerous studies of actual earnings.19 And within a specific job type, workers who bring lower skills, training, or effort to the job will over time likely accrue less pay, as they add less value to the firm.

        But to determine if a worker is paid fairly, we need to know not only their value relative to other workers, but their absolute value to the firm. Is fair pay for a maintenance worker $25,000 per year or $40,000 per year? In reality, it is very difficult to measure the true value a worker adds to a business—the output added by the worker per hour worked—because output is hard to judge. How do we measure the output of a lawyer? Or a health care aide? Or a secretary? Or a teacher? We can certainly measure the hours spent on a task, but that tells us nothing about the output produced per hour. Indeed, in the cases of many occupations, output is estimated mostly from hours worked, so that the measurement of output-per-hour is hopelessly circular. You can’t independently measure both hours and output if all you know is hours! So there’s no terribly firm foundation for determining appropriate pay for many workers.20 This allows a lot of leeway and subjectivity in assessing whether workers are paid appropriately.21

        On the high end of the compensation scale, the same basic argument is often applied, with some embellishments. Sky-high CEO compensation is also justified by reference to the value-added principle: it must be that the value CEOs contribute is many multiples of their firm’s average worker. If they did not, no firm would pay them the salaries they receive, often in the tens of millions of dollars. It wouldn’t be “rational.” Recent estimates of CEO pay show an increasing spread between CEO and average worker compensation. A series of studies by the Economic Policy Institute, for example, shows top executive pay increasing from a multiple of 20–30 in 1965 to over 350 in 2020.22

        Theoretical arguments that seek to justify huge gaps may focus on the value of CEO’s “rolodexes” (professional networks); the increasing importance of digital-platform companies that have typically paid their CEOs lucrative salaries; the increasing array of complex skills now required to function as a CEO, including an understanding of financial markets, public relations, and navigating a globalized marketplace and supply chain; and the effect of increasing firm size.23 Other empirical research that blends theory and practice notes that the actual link between CEO compensation and firm performance is weak and that CEO compensation may be better explained by the “social psychology of the boardroom.” That is, because CEOs serve on the boards of one another’s companies, they pay each other well, knowing that generosity toward their colleagues will return to benefit them.24

        To me, the stories that justify outlandish CEO pay reflect the business profession’s self-serving desire to rationalize outcomes that most would view as simply absurd. As a good friend of mine quipped, “Do you think that Mark Zuckerberg would have abandoned his Facebook project if he knew that his net worth would be a mere $100 million, instead of $100 billion?” CEO compensation seems well out of proportion with any true value added, either to the company in question or to society, and way out of line with the incentives needed to motivate hard work and innovation. The rationalization of very low salaries seems similarly suspect, although unlike unbounded CEO salaries, there is a limit to how low pay can go.

      
      
        Hijacking Horatio: Alger’s “Rags-to-Riches” Stories

        Horatio Alger published a series of Gilded Age stories that are now commonly called “rags-to-riches” tales. A brief digression into these Alger stories will illustrate what Alger actually wrote, and how his writings have been adapted to fit The Myth. The recastings of his writing again reflect our deep desire to believe that individual effort in a land of opportunity makes anything possible for anyone.

        Alger wrote his stories, often in serial form, in the last third of the 19th century. While his novels for boys are often characterized as rags-to-riches stories, in fact they most often focused on the virtues of the protagonist, who usually began in disadvantaged circumstances. In most of the stories, the protagonist got a boost from a wealthy benefactor who helped him escape his initial circumstances. Alger described these interventions as the result of divine providence—God had looked favorably on the youth of high virtue and rewarded him with material prosperity. Alger did not suggest that providence was likely to be available to the average person, so his wasn’t in fact a self-help prescription for widespread economic success. Instead, it was a morality play that ended well for the virtuous protagonist, due to divine intervention via the benefactor. Today, some might change the source of individuals’ success from “providence” to “luck.” In short, hard work did not lead to wealth. Good luck did.

        Alger’s novels fell out of favor in the early twentieth century as wealth inequality rose and as labor unions and labor disputes became more prominent features of the economy.25 But even today, the Horatio Alger Society annually presents its Strive and Succeed Award to “promising young people who emulate the ideals of Horatio Alger, Jr.,” namely “the concept that success is earned and character is developed by following principles of honesty, integrity, hard work, industry, and good sportsmanship.”26 No one could fault the society for promoting these virtues.

        But judging by Alger’s self-proclaimed intent for these stories, we have promulgated a distorted interpretation of his morality plays. Interestingly, in Alger’s preface to Ragged Dick, first published as a serial and then collected into a single volume, he frames his stories as follows:

        
          The author hopes that, while the volumes in this series may prove interesting stories, they may also have the effect of enlisting the sympathies of his readers in behalf of the unfortunate children whose life is described, and of leading them to co-operate with the praiseworthy efforts now making by the Children’s Aid Society and other organizations to ameliorate their condition.27

        

        Rather than a self-help manual for the indigent, Alger’s book was a plea for compassion—and aid—to the many who were born into poverty. The link others have mistakenly drawn between Alger’s novels and the efficacy of bootstrapping oneself to prosperity reveals our deep desire to believe that that’s how our economy works. We have distorted Alger’s meaning to suit our love of The Myth.

      
      
        The Role of Institutional Racism in Our Economy

        With the Supreme Court’s ruling in Brown v. Board of Education in 1954, the passage of the Civil Rights Act in 1964, the Fair Housing Act of 1968, and the executive orders that spurred the use of affirmative action in employment and university admissions, many believed we were entering a post-racial era of US history. Following the election of the country’s first Black president in 2008, many were eager to confirm that race was no longer a factor in the most important decisions we make as a country.

        Because it has been more than fifty years since the passage of these key pieces of legislation, any effects of previous discrimination should have faded or reversed, The Myth might say. The laws should remain on the books (perhaps), but the use of affirmative action to achieve employment or school admissions goals is no longer necessary. After the election of Barack Obama in 2008, the Wall Street Journal, for example, published an editorial averring, “One promise of his victory is that perhaps we can put to rest the myth of racism as a barrier to achievement in this splendid country.”28

        That the Journal identified racial barriers to achievement as a myth reflects an underlying pillar of The Myth itself. If racism is not to blame for disparities in economic outcomes, something or someone else must be. Blame lies with individuals rather than institutions.

        Mattie, a Black woman living in Roxbury, Massachusetts, who grew up in Boston worked for the city for decades, describes herself as “borderline poor.” Asked about whether she feels economically stable, she said, “I don’t feel like I’m in a comfortable place financially, but I know how to make it work.” Unprompted, she began our conversation by pooh-poohing The Myth: “You can’t just work harder to achieve your own goals. We live in a time of systemic racism, with many inequalities . . . We’re still struggling to this day, in the land of plenty.”29

      
      
        The Appropriate Role for Government

        The Myth maintains that the combination of capitalism with unfettered markets does the best job of allocating the nation’s resources among its people. The genius of markets is that they provide a mechanism for allocating economic resources without the need for government interference. Relative scarcities produce increased prices—for goods, services, labor, financial assets—enticing suppliers to produce more of what is scarce, in turn reducing scarcity and lowering the price. In the long run, those goods and services that yield the greatest benefit to society will be in highest demand, yield the most profit, and draw the most resources, producing the most beneficial outcome. Government policies that interfere with unfettered capitalism will distort the price signals needed to clear markets and lead to worse outcomes overall. Or so we have been told.

        To be clear, in criticizing The Myth, I am not taking the position that capitalism per se is a problem. Capitalism and (relatively) free markets can work well in many circumstances. The problem lies in our particular brand of capitalism, a brand the wealthy and powerful have worked hard to create and sustain.30

        A strong corollary to the free markets religion is the belief that smaller government is better, because the private sector—“markets,” in many cases—does most things better than government can. The private sector is of course better suited to the basic provision of many goods and services in normal times. Very few today seriously advocate a move toward Soviet-style government control of resources.31 But The Myth expands the scope of private-market expertise to many arenas. A 1981 remark by President Reagan to the National Alliance of Business sums up this position nicely:

        
          There is a legitimate role for government, but we mustn’t forget: before the idea got around that government was the principal vehicle of social change, it was understood that the real source of our progress as a people was the private sector. The private sector still offers creative, less expensive, and more efficient alternatives to solving our social problems. Now, we’re not advocating private initiatives and voluntary activities as a halfhearted replacement for budget cuts. We advocate them because they’re right in their own regard. They’re a part of what we can proudly call “the American personality.”32

        

        Attributing the “real source of our progress” to the private sector is playing a bit fast and loose with history. Many of the world’s most profound and life-changing improvements—reliable water supplies, electrification, public secondary schools, life-extending medical breakthroughs—have arisen through government-funded basic research and through public policy.33 But most jarring to my ear is the proclamation that the private sector “offers creative, less expensive, and more efficient alternatives to solving our social problems.” If that were true, the social problems of the 1960s ought long since to have been eradicated. But that is far from true.

        The argument over the size and appropriate role of government continues today, and it is not restricted to debate across party lines. There is significant disagreement within the two major parties about that role, as evidenced by the disputes within the Democratic Party as it tried to move forward the Biden administration’s historically large and far-reaching social-programs bill in the fall of 2021.

      
      
        The Role of Shareholder Value in Guiding Businesses

        Maximizing shareholder value, maximizing profits, keeping the company’s stock price high—these are the overarching goals for the firm. As Milton Friedman wrote in 1970, revealing some of the ideological underpinnings that motivated his view,

        
          The businessmen believe that they are defending free enterprise when they declaim that business is not concerned “merely” with profit but also with promoting desirable “social” ends; that business has a “social conscience” and takes seriously its responsibilities for providing employment, eliminating discrimination, avoiding pollution and whatever else may be the catchwords of the contemporary crop of reformers. In fact they are—or would be if they or anyone else took them seriously—preaching pure and unadulterated socialism. Businessmen who talk this way are unwitting puppets of the intellectual forces that have been undermining the basis of a free society these past decades.34

        

        Note the emphasis in this passage on “socialism,” and on undermining a “free society.” Maximizing shareholder value is not just a nice idea. Pursuing other goals undermines the basis of a free society. Them’s fightin’ words.35

        Adherence to this element of The Myth has caused significant damage. Note that increasing shareholder value is roughly equivalent to maximizing the stream of profits generated by a company—this generally raises stock prices, so is good for the shareholder. In fact, most formal models of stock prices posit exactly this linkage.36

        So how is a firm to raise profits? Well, profits are approximately equal to revenues minus costs. One can either raise revenues by increasing prices or expanding markets or market share, or one can lower costs. Costs may be lowered by finding new and more efficient ways to produce goods or offer services—by increasing productivity, economists would say. But costs may also be lowered by reducing expenditures on inputs to production—labor, machinery, utilities, and so on.

        The US economy is already pretty productive. Finding ways to significantly increase productivity—innovating—is not easy, although companies are striving to do so all the time. However, keeping down the largest cost of producing most any good or service—labor, which amounts to about 60 percent of all costs—may be easier.37 It is fair to argue that the relentless drive to raise profits, in large part by keeping labor costs down, has much to do with the distribution of wages and income that we observe in the United States today. The goal of increasing profits has been accomplished by dramatically reducing the power and membership of unions, nearly eliminating the provision of defined-benefit pensions, shifting health-care costs toward workers and away from firms, and keeping wages from rising, all of which generally harm workers.38

        While workers’ productivity—output produced per hour of labor effort—has continued to rise moderately over the past several decades, and while profits have increased significantly over the same period, the share of income going to labor has declined significantly over the past thirty years, in part as a consequence of the cost-reducing actions mentioned above.39 Another way of putting this is that, although businesses have increased their efficiency and therefore profits, the benefits of increased efficiency have largely not gone to workers. Shareholders, however, have benefitted, as larger profits generally translate into higher stock prices. And shareowners are lopsidedly those in the highest-income and wealth deciles.

        In an encouraging sign, some business leaders have lately called into question the principle of shareholder-value maximization. In 2019, the Business Roundtable issued the following proclamation:

        
          Americans deserve an economy that allows each person to succeed through hard work and creativity and to lead a life of meaning and dignity. We believe the free-market system is the best means of generating good jobs, a strong and sustainable economy, innovation, a healthy environment and economic opportunity for all . . . We commit to . . . investing in our employees. This starts with compensating them fairly and providing important benefits . . . supporting them through training and education . . . We foster diversity and inclusion, dignity and respect. . . . Each of our stakeholders is essential. We commit to deliver value to all of them, for the future success of our companies, our communities and our country.40

        

        In the same Business Roundtable report, JP Morgan/Chase CEO Jamie Dimon suggests, with a mix of understatement and hyperbole, “The American dream is alive, but fraying . . . Major employers are investing in their workers and communities because they know it is the only way to be successful over the long term.” Recent academic work has similarly revisited Friedman’s maxim. Of note here is a paper by economists Oliver Hart and Luigi Zingales, which advocates that “companies should maximize shareholder welfare not market value.”41 Shareholder welfare here refers to a broader business objective that takes into account the benefit to society when a company (for example) reduces the environmental impact of its activity or treats its workers more humanely.

        These are indeed encouraging signs, although academic articles and business-lobby proclamations do not by themselves alter economic reality.42 However, they indicate some awareness on the part of some business leaders that all is not right with the US economy. Jamie Dimon might alternatively have said, “The Myth is alive, but fraying.” Let’s hope so.

      
      
        The Myth’s Logical Fallacies

        The Myth’s individualist bent is subject to several logical pitfalls. First, attribution of success on the basis of individual effort makes sense only if we limit our sample to the few individuals who started out poor and have become successful. It is easy to make this mistake, because the wealthy and powerful are highly visible precisely because of their wealth and power. They are the ex post winners in our economic lottery.

        Focusing only on the few individuals who began life in poor families and end up wealthy, one might infer that being poor poses no barrier to success. But that of course ignores the millions who start out poor and sadly have little chance at improving their lot, as the data on economic mobility suggest. Unless you believe that none of those millions have worked hard—a dubious proposition—then you have to conclude that poverty is indeed a barrier. Those few very successful who started out poor are the exceptions that prove the rule.

        A second misapplication of logic lies in how we misinterpret cause and effect, especially when multiple causes are at play. Success depends on many factors. Given a number of other conditions—an economically stable upbringing, familial wealth support, access to a good education, being white, and some luck—hard work sometimes, though not always, leads to success. In this context, with a complex set of causal factors at work, it is extremely hazardous to draw the common backward inference: that the absence of success implies hard work didn’t occur, or at least that not enough of it occurred. Anyone who is not successful simply has not worked hard enough. In that mistaken way, the hard-work narrative imputes to the less-successful personal deficiencies that account for their lack of success.

        An alternative, and probably more accurate, inference is that less prosperous people typically do not enjoy the same beneficial accidents of birth and life that the successful do, or that they have labored in an economic system that denies them the opportunity that it affords others. I have long asserted the following postulate:

        
          	Laziness is uniformly distributed across income deciles.

        

        A rich person is just as likely to be lazy as a poor person is. Effort may account for some differences within groups of richer and poorer people, but it is not what distinguishes the truly successful from the struggling.

        It is less insulting, even if it is still inaccurate, to infer that everyone who accrues the outward trappings of great success must have worked very hard, and often, is assumed to be brilliant as well. Few people will get upset if I falsely impute to them a strong work ethic and smarts, based on their success.

        A third common error of inference is the “I know a person” argument. In support of the notion that hard work can overcome initial conditions, no matter how bad, some will point to a person they know who has indeed succeeded despite objectively poor initial conditions. Therefore, one can succeed if one works hard. You only need one counterexample to rebut the claim that hard work is not enough, so the argument goes.

        But of course, this is almost always misleading, for two reasons. First, upon further examination, it often turns out that this person had the benefit of a mentor or other benefactor, an unusual schooling or employment opportunity, or some other “leg up” that helped them, despite the odds, to succeed. That is the point of Horatio Alger’s stories. Second, the points that this book strives to make pertain to the bulk of the population, not to the few outliers from the norm. We should delight in those who find a way to achieve success despite a difficult start. But it is a mistake to generalize from those rare examples to the plight of the far larger population. There are tens of millions who are finding it difficult to succeed in our economy. It’s great that there are a few hundred who make it despite rough starts, but this highlights the scale of the problem. It does not reveal a hidden solution.

        Tierra, a Boston resident and Afro-Latina single mother of four children, recognizes well that one cannot attribute success solely to the diligence or brilliance of the successful. Born to poor immigrants from Honduras and raised by her two grandmothers, she struggled in early adulthood to muster the resources needed to provide for her children. She accumulated significant debt following a divorce and faced a sharp rise in her rent to $4,400 per month, which would have eaten up most of her take-home pay. Forced to leave her apartment, she was offered the chance to move into a church-owned home for $500 per month. That much-reduced housing cost allowed her to pay down almost $14,000 of her debt. Tierra appreciates the impact that community support had on her current success:

        
          I think about my two years where I was able to live for $500 a month, and how much that really just shifted my financial [circumstances]. . . . And I think about that, because . . . I’ve had community, I’ve had people who support me. I know that there are so many people who do not have that.43

        

        Tierra now lives comfortably, with more than $10,000 in the bank to cover emergency expenses and a government pension that will provide $40,000 per year in retirement. She needs no financial support from government programs, family members, or her community. She has always worked hard, but she knows that her success also required significant support from others. And she knows that many others never get that support, and will not succeed despite their hard work.

      
      
        A Personal Connection

        My paternal grandfather, Herbert Fuhrer, could well be cited to support the self-made man element of The Myth. Born in 1906 to a family of quite modest means, he was high school educated, graduating at age sixteen, a self-taught engineer who became president of a successful firm, Viking Pump Company of New York. For a variety of reasons, he received little support from his family after the 1930s. He designed a number of novel pump applications for military and private use, including fuel-handling pumps for oil companies. He recounted to me stories of some of the difficult engineering problems that he and his colleagues solved—pumping viscous liquids like toothpaste around factories, for example. He received a patent for an articulated invalid bed in 1956.44 He clearly had engineering aptitude, and I’m quite sure he worked very hard.

        But he had advantages as well. He had the good fortune to be born white and likely benefited from the work of some very capable partners in his business endeavors. He also had a receptive ear with the senior management at Viking Pump. One can imagine how a high school–educated Black, Hispanic, or Asian man negotiating the same world of work in the 1930s and 1940s might have fared. Herbert did not become a billionaire, but he was well-off, with two houses and a comfortable life.

        Despite my close connection to this rags-to-riches story, I now find it difficult to see this story as representative of the fate of many people who start off in challenged economic circumstances. The rags-to-riches narrative simply is not borne out in the data. As alluring as that part of The Myth may be, it is critical that we not use it as a guide to interpreting our country’s economic circumstances, nor as a benchmark against which to judge competing economic policies.

      
    
  
    
      
        2 Public Belief in The Myth: A Survey of Polling Results

      
      How widely held is The Myth among the general public? According to public opinion polls that bear on matters of self-determination, sources of poverty, economic mobility, and the appropriate roles of business and government, the short answer is: quite.

      A fascinating 2009 Pew survey, “Economic Mobility and The American Dream,” provides some insight into the public’s thinking on these issues.1 The data were collected in the midst of the Great Recession and Financial Crisis, an episode that highlighted some of the perils of a slavish adherence to The Myth. The build-up to the crisis featured a different category of narratives—the cyclical narratives that Nobel laureate Robert Shiller has shown often propel economic crises—along with elements of The Myth. Key cyclical narratives include: housing will always be a good investment; housing prices have never fallen nationally; and you can’t prove that big increases in housing prices are indicative of a bubble. Relevant narratives related to The Myth include: financial entities are staffed with (wealthy and therefore) brilliant people who know what they’re doing with mortgage-related securities, among other things; and too much financial regulation will stall economic progress.2

      The crisis could well have shattered those narratives. It did not. The summary accompanying the Pew survey report speaks to the resilience of The Myth even amid severe economic circumstances that could plausibly have shaken its foundations:

      
        In the midst of an historic economic crisis, Americans insist that despite the recession it is still possible for people to improve their economic standing, and most believe that they control their economic destiny. Americans believe ambition, hard work and education primarily drive mobility, rather than outside forces like the current state of the economy.3

      

      That is some sticking power! Many millions of lives were seriously disrupted by unemployment and foreclosure due to external forces—a collapsing financial market, falling housing prices, a deep recession. Yet their belief that individual effort, not these forces, drives mobility was unshaken.4 Some of the specific findings of the poll highlight strong adherence to important elements of The Myth.

      
        	•	71 percent of respondents believe that “personal attributes, like hard work and drive, are more important to economic mobility than external conditions, like the economy and economic circumstances growing up,” versus 21 percent who believe otherwise. Belief in the importance of these success factors is held almost equally by Blacks and Hispanics.

        	•	In ranking factors affecting economic mobility, the top-rated response is “hard work” at 92 percent of respondents; second is “having ambition.” Luck is third-to-last, selected by 21 percent of respondents.

        	•	Sadly, dead last in factors influencing economic mobility are race and gender, despite the facts about racial disparities and the history of institutional racism.

        	•	There is a distinct (and, to me, disturbing) symmetry in respondents’ beliefs about what determines outcomes: the most common explanations for downward mobility in the survey were personal attributes and decisions such as “poor life choices,” “not working hard” and “too much debt” (the sum of these is presented in the rightmost bar).
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          Figure 2.1

        
          Poll results on factors determining economic mobility, 2009. Fraction responding “yes.”

        
      
      
        	•	Respondents across all income categories agreed that it is more important to give people “a fair chance to succeed” (71 percent, overall) than it is directly to “reduce inequality” (21 percent). It is not clear whether this implies that Americans largely believe that their compatriots already have a fair chance, and fail because of lack of individual effort, or that they believe we need to restructure our economy to provide more of a fair chance. But there is little willingness to directly address existing inequality.

        	•	In strong contradiction to the evidence on economic mobility, 55 percent of respondents disagreed with the statement: “In the United States, a child’s chances of achieving financial success are tied to the income of his or her parent.”

        	•	In striking confirmation of the individual-effort aspect of The Myth, one respondent, a father in the 35–49 age range, offered, “People manage to pull themselves up from their bootstraps all the time.” Another said, “The Apple guys started the computers in the garage; [people] still do that today, if you’ve got the smarts and the drive.” Yup. That’s all it takes.

      

      Overall, this survey demonstrates the remarkable resilience of The Myth among the general public despite an ongoing crisis in which circumstances well beyond individuals’ control had mightily disrupted their economic lives. Homeowners who had regularly made their mortgage payments lost their homes when prices fell below the amount they still owed and their incomes were disrupted due to job loss or other causes. Bootstraps clearly provided insufficient lift for many during this episode, yet belief in self-made success persisted. On top of this, the priorities of economic policymakers were made quite clear: financial institutions were quickly rescued, while ordinary households suffered for many years after 2009.

      A more recent Pew survey, from 2019, showed that little changed in the decade after the financial crisis. Sixty percent of respondents agree with the statement, “Most people who want to get ahead can make it if they’re willing to work hard.” That is The Myth in a nutshell, and while political affiliation strongly correlated with views on the Alger narrative (as it has been construed), it has many adherents among both Democrats (45 percent) and Republicans (78 percent).5

      Closely related to views on the sources of economic success are perspectives on causes of poverty. Views on this topic split strongly across political parties. In response to a 2019 question about whether and why poor families’ lives are easy or hard, 74 percent of Republican and Republican-leaning respondents agreed with the statement, “Poor people today have it easy because they can get government benefits without doing anything in return.” Yikes. On the other side of the great divide, 72 percent of Democrats and Democrat-leaning respondents agreed with the statement, “Poor people have hard lives because government benefits don’t go far enough to help them live decently.” That view has grown in favor among Democratic respondents over the past quarter-century: Fewer than 50 percent of Democrats held the same view in a 1994 poll. Republican agreement with this statement has held fairly steady, around 25 percent, since 1994.6

      Respondents differed widely on their assessments of the key contributors to economic inequality, as summarized in the table below, reproduced from a 2020 Pew report.

      Table 2.1

      Major contributors to economic inequality

      
        
          
            	            
              Explanation

                      
            	            
              “Contributes a great deal”

                      
          

        
        
          
            	
              Outsourcing of jobs to other countries

            
            	
              45

            
          

          
            	
              The tax system

            
            	
              45

            
          

          
            	
              Problems with the educational system

            
            	
              44

            
          

          
            	
              The different life choices people make

            
            	
              42

            
          

          
            	
              Some people start out with more opportunities

            
            	
              40

            
          

          
            	
              Not enough regulation of major corporations

            
            	
              37

            
          

          
            	
              Some people work harder than others

            
            	
              34

            
          

          
            	
              Discrimination against racial minorities

            
            	
              32

            
          

          
            	
              Automation of jobs

            
            	
              30

            
          

          
            	
              Current US trade policies

            
            	
              29

            
          

          
            	
              The growing number of legal immigrants working in the US

            
            	
              23

            
          

          
            	
              Too much regulation of major corporations

            
            	
              15

            
          

        
      

      Source: Pew Research Center, January 9, 2020. Data collected Sep. 16–29, 2019.

      Outsourcing of jobs, the tax system, and the educational system top the list, in recognition of the contributions of these systemic factors to inequality. But just behind are factors conforming to the individual-initiative story—inequality stems from the “different life choices that people make,” and “some people work harder than others.” Just 40 percent believed that inequality results from “some people start[ing] out with more opportunities than others,” in spite of ample evidence supporting this conclusion. Just under one-third attributed inequality to “discrimination against racial and ethnic minorities,” an improvement relative to the 2009 survey, although the phrasing of the question is somewhat different.7

      A more recent 2020 Pew survey—“Why People Are Rich or Poor”—contained a sign of hope. More than half of respondents said they believed that rich people are rich because “they have had more advantages in life than most other people,” while one-third believed that they are rich because “they have worked harder than most other people.” With respect to why people are poor, the responses are similar, with 71 percent answering that poor people “have faced more obstacles in life than most other people,” as opposed to having “not worked as hard as most other people.”8 The results varied dramatically by political affiliation: 80 percent of Democrats attributed being rich to having more advantages in life; among those self-reported as Republican or “leaning” Republican, only 29 percent attributed wealth to having more advantages, and 42 percent believed the source of poverty was not working as hard as most other people.9 Democrats are even more likely now to attribute wealth to advantages than they were in the recent past. In a 2018 survey, 62 percent of Democrats pointed to advantages, a share that had been quite stable since 2014, compared to the 80 percent reported in the 2020 survey. While the experience of COVID may have changed some Democrats’ views about how advantaged the wealthy are, Republicans have not experienced a similar change of heart.10

      How important are such issues to the general public, compared to other economic and social issues? A January 2022 Gallup poll found that only 1 percent of respondents believed the “gap between rich and poor” was “the most important problem facing the country today.” In general, economic problems registered much lower than non-economic problems, by a margin of 80 percent (noneconomic) to 22 percent (economic). But even within the subset of economic problems, the “high cost of living/inflation,” the “economy in general,” unemployment, and the federal budget deficit/debt ranked ahead of the gap between rich and poor. Issues such as poor government leadership, COVID-19, unifying the country, the judicial system, and race relations/racism (fortunately!) ranked well ahead of the gap between rich and poor, with anywhere from 23 to 5 percent of respondents placing them as their number-one concerns.11

      In spite of some shifts in attitudes, our population retains great faith in the availability of opportunity and the power of self-determination. That faith remained intact even after two of the largest disruptions in a century—the Great Recession and the COVID pandemic and associated recession—powerfully highlighted inequality of opportunity and the role of external factors in determining individual success.

      
        On Meritocracy: Are Workers Paid What They Are Worth?

        A 2021 McKinsey study surveyed 25,000 Americans about the state of economic opportunity. Only one-third of respondents agreed that “most people are fairly recognized and rewarded for their work.” Only one-quarter of women agreed with this statement, perhaps reflecting the widely documented gender pay gap. There were only small differences across responses by race and ethnicity. When asked whether “the pay that most people receive allows them a good quality of life,” more than a third of men agreed and one-quarter of women agreed. Again, racial and ethnic differences were immaterial. There was a greater divide between low- and high-income workers: about 30 percent of those earnings less than $75,000 agreed with the statement, versus 40 to 47 percent of workers earnings $100,000 or more.12

        Employers may well believe that they are paying workers according to their value, given competition and cost pressures. Their workers feel differently.13 Even more importantly, most workers believe they are not paid enough to afford a good quality of life. This represents another tension in adherence to The Myth: the ones cutting the paychecks (employers) believe it; the ones receiving the compensation aren’t so sure.

      
      
        Beliefs about Whether We Live in a Post-Racist Economy

        The same 2021 McKinsey survey found that individuals’ identities are perceived as affecting their careers. Whites and males appear to be doing okay, not surprisingly. More than one-third of women with family obligations felt that their job prospects were negatively affected by these aspects of their identities. Among Black respondents, 41 percent felt that their race hurt their job prospects and 35 percent that it negatively affected compensation. About 30 percent of LGBT men and women felt their identity had negatively affected job prospects and compensation.

        The country more broadly disagrees on whether we are a post-racist nation or not, with opinions dividing across racial and ethnic lines. A 2021 Pew survey found that most respondents, 57 percent, understood that “white people benefit from societal advantages that Black people do not.” But respondents didn’t see a need for institutional change: just over half wanted to see “little or no change,” and only one-quarter thought institutions “need to be rebuilt.” Only 42 percent of Whites thought there’s “a lot to be done,” as compared to more than three-quarters of Blacks.14

        More focused studies of perceptions of racial equity find that we tend to overestimate both the degree of racial equality and the progress our nation has made in improving equality. Americans generally overestimate racial equality in health benefits, wages, income, and wealth, and they overestimate the progress we have made in these dimensions. Black and white Americans, both high- and low-income, overestimate current racial equality, although the extent of overestimation is larger for whites than for Blacks and for high-income whites than for low-income whites.15 Other research found that, in 2016, Americans on average underestimated the racial wealth gap by about 80 percentage points.16

        A 2016 Pew survey, “Views of Race and Inequality,” found striking misperceptions about progress on racial equity. Uniformly, far fewer whites than Blacks believed that Blacks were treated less fairly in dealings with the police, in the courts, by mortgage lenders, in the workplace, in retail establishments, or when voting. Seventy percent of Blacks pointed to racial discrimination as “a major reason that some Blacks have a harder time getting ahead,” versus 36 percent of whites. Seventy percent of whites saw individual racism as a bigger problem than institutional racism, while only 19 percent held the opposite view. The corresponding proportions for Black respondents were 48 and 40 percent. Strikingly, 38 percent of Black respondents believed that Blacks were as well off or better off financially than whites, in stark contrast to the facts.17

        Thus as to whether we are a post-racist nation, it depends on who you ask and what your question is. Many believe white privilege is real, but fewer believe institutions need to change. Many white survey respondents (and many Republicans; there is of course overlap) believe we are essentially post-racist—that little good will come from focusing more on the history of slavery and racism and that relatively little work remains to be done, given the progress already made. Importantly, both Blacks and whites grossly underestimate the size of economic inequities. The populace generally understates the size of the disparities and in so doing may reduce the urgency of addressing these inequities.

      
      
        What Do People Believe the Role of Government Should Be?

        The Myth holds that a minimalist, noninterventionist government serves us best. This view derives in part from a longstanding and widely held mistrust of government. According to a 2020 Pew survey, trust in government is at near-record lows, although the level of trust has not changed much since 1980. This view is generally shared by Democrats and Republicans, although Republicans had a modestly more optimistic assessment, at least at the end of the Trump presidency: 28 percent of Republicans said they “trust the federal government to do what is right just about always/most of the time,” as compared to 12 percent of Democrats.18

        While the perceived appropriate role for government varies by partisan affiliation, some broad patterns are consistent across parties. Poll respondents believed strongly that government should play a “major role” in addressing threats to public health (not surprising given that the survey was conducted in the midst of a pandemic), responding to natural disasters, ensuring safe food and medicine, managing immigration, keeping the country safe from terrorism, and strengthening the economy. This last item registered the smallest gap between Republicans and Democrats.

        Considerably lower numbers of respondents felt the federal government should play a “major role” in “helping people get out of poverty,” although here the partisan split was especially wide. Republicans scored the poverty category lowest of all options. Few thought the government does a good job getting people out of poverty—60 percent rated its performance “somewhat bad” or “very bad,” versus 36 percent “good” or “very good.” Only 18 percent of Democrats believed the government is doing a very or somewhat good job in helping people escape poverty.19

        Across religious affiliations, Buddhists, Hindus, Jews and Muslims were much more likely than Christians to believe that “government aid to the poor does more good than harm,” with 60 percent or more seeing more good done by aid. The population overall is evenly split on this question. Mainline Protestants responded similarly to the general population. Interestingly, members of historically Black Protestant denominations and Jehovah’s Witnesses believed strongly that government aid to the poor does more good than harm, by two-to-one margins. Evangelical Protestants, on the other hand, were less convinced, with 38 percent seeing more good than harm and 56 percent seeing more harm than good.20 Evangelical Protestants are of course closely affiliated with the Republican party, supporting the GOP by a two-to-one margin.21

        In sum, nobody really trusts our government, and support for aid to the poor is middling at best. The scorecard for the government’s handling of aid needs improvement. These views are generally consistent with an electorate that is skeptical about whether the government can or should do something to reduce poverty.

      
      
        What Do People Believe the Role of Business Should Be?

        The answer depends on whom you ask. CEOs, academic researchers, and business writers are actively debating the role that maximizing shareholder value, à la Milton Friedman, should play, as opposed to maximizing the broader “stakeholder value” or practicing corporate social responsibility. The Business Roundtable and associated discussions mentioned above reflect the growing awareness that shareholder value may not be the be-all-and-end-all of business objectives. By and large, this is a discussion among the very largest business owners, who have the overhead and profit margins—the luxury, really—to consider new goals.

        Michael Porter and Mark Kramer of Harvard Business School see hope for businesses that expand their horizons beyond shareholder value. They recommend embracing the goal of creating “shared value,” which fosters economic value “by creating societal value.”22 Some of their suggestions amount to means of improving productivity by involving new voices in the design and production of goods and services, taking into account the variety of effects that a company’s products and production processes may have on the communities in which it operates. Porter and Kramer also recommend investing in employee well-being and engagement, which have been shown to improve productivity. “Not all profit is equal” in their view. “Profits involving a social purpose represent a higher form of capitalism—one that will enable society to advance more rapidly while allowing companies to grow even more. The result is a positive cycle of company and community prosperity, which leads to profits that endure.”23 Evolving our capitalist system to a “higher form” sounds like a good antidote to the slavish devotion to shareholder value.

        But Stanford political economist Neil Malhotra points out the difficulty in implementing a new paradigm like this: How does one trade off the competing objectives inherent in a shared-value or multiple-stakeholder approach? The simplicity and clarity of shareholder value, which is relatively easy to measure, is one reason that this maxim continues to dominate business thinking.24 Porter and Kramer’s goal is laudable, but it is not yet clear that it has pulled business away from the alluringly shiny object of profit maximization. Some nagging questions arise from their thinking: How do we get most or all businesses to agree to coordinate on a new set of objectives? Will they do it themselves, especially if that involves meeting costly goals and if success is difficult to measure? Or does the change to a shared-value approach require some form of government coordination?

        As for the public, to begin with, their trust in business is only a bit higher than their trust in government, as Gallup and Pew surveys confirm. In a 2019 Pew survey, respondents ranked business leaders as the second least trusted major figures in American society, just a bit better than elected officials. Gallup has asked similar questions about trust for four decades, and the responses are similar. In 2021, 18 percent of respondents placed “a great deal or quite a lot” of confidence in “big business,” versus 12 percent for Congress. Confidence has been consistently low for decades. The best results for business came in 1975, when 34 percent of respondents expressed high confidence. High confidence in government has not exceeded 25 percent since 2001.25

        Small business, in contrast, has received among the highest scores in Gallup polls, peaking recently with a “great deal/quite a lot” confidence rating of 70–75 percent. Small businesses have consistently received a vote of high confidence since 1997, when this question was first asked. So it may be wise not to lump all businesses together in thinking about how business fits into the public’s narrative about the economy.26

        The dichotomy in opinions may stem in part from obvious differences between publicly traded and privately owned companies. Publicly traded companies may be more likely to follow the principle of maximizing profits and shareholder value—in part because they all have shareholders, and the value of their shares is readily observed—and as a consequence may over time have lost public trust. Thus, while large-business executives, boards, and stockholders still hew to much of the Milton Friedman doctrine—to the chagrin of employees and the general public—a smaller business is perhaps viewed as “one of us.” Proximity and relation to the community likely also matter. Large corporations may be seen as distant and abstract, while small businesses operate in your town, owned by your neighbors. It’s easier to trust your local hair salon than it is to trust Alphabet or Meta, the parent companies of Google and Facebook, respectively.

        So trust in business depends on size and likely on proximity. But trusting or not, most still feel that businesses should be left alone to do what they do best. Since 1994, Pew has tracked views on whether government regulation of business is necessary “to protect the public interest” or whether regulation instead “usually does more harm than good.” Both shares hovered near 50 percent from 1994 to 2017, the last time this question was asked, with a small rise in the “protects public interest” share over that period and a correspondingly modest decline in the “does more harm than good” share.27 In the most recent Gallup poll on the subject, from September 2021, 43 percent of respondents said there was “too much” government regulation of business, one-quarter said there was too little, and one-third thought there was just the right amount, implying that three-quarters would oppose any increase in business regulations.28 However the question is asked, a substantial share of the public is generally opposed to business regulations. One exception is the recent rise in calls for regulation of large tech and social media companies, a concern that is shared by members of both political parties.29

        In sum people do not trust big business, and they never have. The only institution with lower trust is government. People really trust small businesses, and they have for a long time. People on balance would prefer no further regulation of most businesses, and a substantial segment of the public would like to see less. It seems likely that survey-takers are thinking primarily of small businesses when they say they want to maintain or reduce regulation. This might suggest the door is open for a bipartisan agreement to keep regulation on small business light while tightening regulation of larger businesses where necessary. Of course, a fly in this ointment is that people don’t trust government, so it’s unclear whether they would entrust government with the responsibility to regulate big businesses.

      
      
        Other Countries’ Beliefs about the Sources of Success and Failure

        It is difficult to compare attitudes about the sources of economic success and failure across countries, as there are few surveys that ask such questions over time and across countries. But we can gain insights from the World Values Survey (WVS), which has asked a variety of questions bearing on economic and social well-being since 1981. A number of questions have been asked of only a subset of countries in a handful of years, however.

        Still, the survey covers relevant questions across a broad array of more- and less-developed economies, including the United States. The first such question, which was fielded between 1995 and 1998, asks, “Why, in your opinion, are there people in this country who live in need?” The survey offers a limited set of choices: “because of laziness or lack of willpower,” “because of an unfair society,” or “other answer.”

        Figure 2.2 displays the percentage of respondents who responded “laziness or lack of willpower” across dozens of countries.

        The share in the United States responding that laziness lies at the core of why people are in need corresponds very closely to the 2019 Pew survey in which 60 percent agreed that most anyone can get ahead if they work hard. There are a few countries that hew even closer to that narrative than does the United States, including Taiwan and the Philippines, which have close historical and political ties to the United States. (Puerto Rico, a US territory, is surveyed separately from the rest of the country and also follows The Myth even more strongly than the rest of the United States, in the survey.) Few countries share the US’s confidence in this explanation for why people are in need.30 In most countries, far less than half of respondents attributed “need” to “laziness.” More than half the countries registered less than 30 percent support for this linkage.31
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            Figure 2.2

          
            Why are people in need? Percent responding “laziness or lack of willpower.”

          
        
        In the 2017–2021 wave of WVS polling, the survey asks a subset of countries whether economic success is due more to “hard work” or “luck,” rating those options on a ten-point scale with “1” corresponding to strong belief in the hard-work explanation and 10 to a strong belief in luck (figure 2.3). Here the results are a bit more even across countries, but still the United States winds up on one end of the distribution, registering a median response of 3. The most common median response among countries is a 5, which, loosely speaking, puts equal weight on hard work and luck. The United States’ near neighbors on this issue include Bangladesh, Kyrgyzstan, and Zimbabwe, countries in which the lack of a robust safety net may well mean that hard work is the only option available to attain success, however unattainable success may be. Other developed economies—Germany, Japan, South Korea, Taiwan, Australia—register responses from 4 to 6 on this scale.32

        One might wish to interpret these results—and some of those above—as suggesting that, relative to the rest of the world, the US safety net is great and opportunity is widely available, so the distinguishing factor in the economy really is whether one works hard or not. That’s certainly an internally consistent way of thinking about these results. The problem is that income data do not at all support such a conclusion. Neither do the international comparisons of government spending on key human capital–building programs, which we will come to later.
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            Figure 2.3

          
            Success due to hard work (1) or luck (10). Median response, 1–10 scale.

          
        
        On balance, the United States appears to have an attitude toward poverty and success that is rather unusual among developed, capitalist countries. How do other countries view the US approach to the distribution of economic success within its borders? A recent survey asked residents in established and aspiring democracies: “America’s style of democracy would be more attractive in my country if ___,” offering ten possible responses. Across ten geographically diverse countries—Brazil, China, Egypt, Germany, India, Japan, Mexico, Nigeria, Poland, and Russia—the most highly ranked response was “the gap between the incomes of rich and poor people was smaller.”33 American views toward poverty and its sources are extreme, and people elsewhere are aware of it. They see a need for improvement. Perhaps we will too.34

        

        * * *

        It should by now be clear that this narrative resonates deeply with us—all of us want to believe in the efficacy of individual effort, in the opportunities inherent in a meritocracy, in our country as the land of opportunity, and in the American Dream. We have rewritten Horatio Alger’s works to conform to our version of reality, and our leaders and media spout versions of the self-made-man story at every opportunity. As Richard Reeves puts it:

        
          Only in America is equality of opportunity a virtual national religion . . . Americans are more tolerant of income inequality than the citizens of other countries, in part because of this faith that in each generation, the poor run a fair race against the rich, and the brightest succeed.35

        

        Markets may treat individuals of equal education, training, and ability equally, but the opportunity to obtain education, training, and access to markets differs radically by race, ethnicity, income, and wealth.

        Rarely do stories of self-made success make clear that these are far and away the exceptions to the most common experience: starting in poor circumstances usually leads to poor outcomes later in life. In other words, as I document below, economic mobility is low. Thus rags-to-riches stories reveal a triumph of belief over reality in the mind of the average American.

      
    
  
    
      
        3 An Origin Story for The Myth: Roots in the Founding of the Republic

      
      From America’s founding—and before—elements of The Myth have been at play in our national identity. By the early nineteenth century, there was a general expectation that white men should, and could successfully, strive for self-mastery and improvement: that a hard-working, right-living youth could become a prosperous self-made man. Implicit disapproval of the poor has an even longer history, rooted in debates over colonial poor laws. As a nation, we have absorbed and employed these narratives for generations.

      In tracing the roots of these narratives, two caveats are in order. First, what the average person thought about individual achievement and opportunity at the beginning of the nineteenth century is difficult to say. What exists are the accounts of those who succeeded, those wealthy enough to have had political power and thus be included in the historical record. Second, this topic is much too broad to cover adequately in this book. Many have written about the nation’s evolving sense of itself in the wake of independence and during the years in which the republic solidified. I will borrow from their insights and heavily summarize the import of their work for this discussion of the origins of The Myth.

      What did well-off Americans believe about opportunity and individual achievement when our nation was young? What narratives did they employ both to make sense of their newly forming country and to guide their decisions in the formative period before the Civil War? The principles of freedom and equality loomed large in the writings of the time, in part because they contrasted strongly with the constraints on freedom of choice that prevailed under Crown rule and in part because issues of liberty had been so intensely debated during the Revolutionary Era. As Harvard economist Benjamin Friedman notes, by the time observant foreign visitor Alexis de Tocqueville commented on American society in the 1830s, he could conclude that Americans’ devotion to the ideal of a free and equal society “created the belief that anyone could get ahead; and while not everyone would succeed in doing so, this belief fostered an attitude that everyone should at least try.”1

      And the country was indeed more “open” then than now—at least for non-enslaved and non-Indigenous people. Following the Revolution, as territory west of the Appalachians opened for settlement, there was simply more land available, even though much of it was already occupied by Indigenous people. Available lots could be purchased through the Land Office, an 1800 creation of Congress that was designed to administer land sales.2 But following the War of 1812 Congress also granted veterans of the war 160-acre parcels located between the Illinois and Mississippi rivers.3

      Independence from Britain also released some Americans from hierarchical limits on work choices.4 An expanding world of commerce and manufacturing created new choices and opportunities for some. The opening of trade to India and other markets similarly provided new opportunity for a few to amass wealth in markets that had been inaccessible under colonial rule. For some white men there was an almost giddy sense of opportunity to improve, to rise, to achieve wealth and standing. Tocqueville inferred that mid-nineteenth-century America’s wealthy men were mostly self-made, observing, “In America, most of the rich men were formerly poor.”5

      American belief in self-determination was bolstered by a religious imperative. By the 1820s, the religious revival known as the Second Great Awakening rocked the nation. The awakened soul was urged to perfect himself and society, an imperative that emphasized individual striving. Young revivalist ministers not only reinvigorated “flagging religious affections,” they simultaneously spread “lessons about personal strength” and urged “self-reliance the basis of liberty,” which “worked to undermine people’s dependence upon authorities.”6 Religion bolstered economic striving throughout the nineteenth century. A Baptist minister who preached the same sermon over 6,000 times, reaching millions of listeners in late nineteenth century America, proclaimed:

      
        Never in the history of the world did a poor man without capital have such an opportunity to get rich quickly and honestly as he has now in our city. . . . I say that you ought to get rich, and it is your duty to get rich . . . to make money honestly is to preach the gospel.”7

      

      In many ways, our earlier national narrative echoed the rhetoric of the current one: those whom we know about through remaining written record—white men—felt they had achieved much through their own hard work.8 This perception is somewhat understandable, as many had migrated to new lands to the West and cleared, cultivated, and maintained them through back-breaking labor. “There must have been something wondrous about growing up when the pinebreaks and forests, teeming with game, yielded to the plough, the ax, and the managed fires of frontier farmers,” Joyce Appleby writes.9

      Like the narrative of the current period, this narrative suffers from selective memory—limitations of the extant historical record—as well as a focus on exceptions rather than statistical norms and scant attention to the effects of success on people of color. The older narrative doesn’t recognize the people left behind during the great progress of the nineteenth century—the many failures that accompanied the few recorded successes. For example, the likelihood of business survival in the nineteenth century was low: businesses in many places had a one in three chance of survival after three years.10 The old narrative also ignores the Indigenous people who suffered for the sake of progress. Not only were Indigenous people displaced from the land they had occupied for centuries in order to make way for the westward migration of white men and their families, they were further dislocated or murdered by US troops who were sent to support the settlers establishing themselves in this “new” land.11 And, in a rather glaring omission, nor does the story take account of the fate of the enslaved during this period.

      Similarly, current debates about the appropriate role of government are presaged in the republic’s early history. Tocqueville reported that 1830s Americans believed “their chief business [was] to secure for themselves a government which will allow them to acquire the things they covet and which will not debar them from the peaceful enjoyment of those possessions which they have acquired.”12 Government served best when it stayed out of the way of the attainment of the emerging American Dream—except when it came to slaughtering the pesky Indigenous people who inconveniently stood in the way of the attainment of that dream.

      Attitudes toward the poor followed an ancient narrative, which divided the destitute into the pitiful who deserved compassion and aid and the indolent or “vicious” poor, addicted to sloth and vice, who deserved nothing but disdain. This taxonomy of the poor is laid out in debates that date back centuries:

      
        Distinguishing between the worthy and unworthy poor had been customary in Europe since the fourteenth century. The worthy poor were indigent through no fault of their own and deserved aid. The unworthy poor had contributed to their own decline and thus were not, properly speaking, poor at all but criminal and deserved nothing more than correction.13

      

      Indeed, even before the formation of the Republic, prominent citizens expressed views about the poor that might well have appeared in last week’s Washington Times. Benjamin Franklin came from humble beginnings in a large family (his father had 17 children with two wives), but this experience hardly left him sympathetic. In 1767, he wrote:

      
        I am for doing good to the poor, but I differ in opinion of the means. I think the best way of doing good to the poor, is not making them easy in poverty, but leading or driving them out of it. In my youth I travelled much, and I observed in different countries, that the more public provisions were made for the poor, the less they provided for themselves, and of course became poorer. And, on the contrary, the less was done for them, the more they did for themselves, and became richer.14

      

      Numerous examinations of early poor relief in the colonies find the same expressions of English tradition, and the same distinction between the deserving and undeserving. Nian-Sheng Huang’s examination of poor relief in eighteenth-century colonial Boston noted:

      
        The town could not ignore provincial laws mandating that it care for the indigent and dispose of the idle or able-bodied poor, a traditional Elizabethan distinction.15

      

      Eric Nellis and Anne Cecere’s introduction to their collection of the records of the Boston Overseers of the Poor similarly suggests:

      
        As to the question of who was therefore responsible for the relief of the poor, the answer then was the poor themselves if they were able-bodied and the community or state if they were not.16

      

      In devising what he considered a just system of poverty relief for Massachusetts in 1821, Josiah Quincy authored a report that distinguished between the two classes of the poor: the “impotent” poor, “who are wholly incapable of work, through old age, infancy, sickness or corporeal debility,” and the “able” poor, who are “capable of work, of some nature, or other; but differing in the degree of their capacity.” Were all of the poor of the first kind, Quincy testified, there “would be little difficulty, either as to the principle, or as to the mode of extending relief.” These are, of course, the “deserving” poor. Quincy believed that many of the poor were in fact able, at least until they got on the dole: he noted the tendency of the 1818 English Poor Laws to “encourage the worthless and audacious . . . to lessen their honest exertions; to deprave their morals . . . to multiply their number, offering a premium for indolence.” Once they have received aid, the able poor “begin to consider it as a right; next they calculate upon it as an income.”17 Nowhere does Quincy imagine that some who are able to work might also deserve assistance, perhaps because circumstances beyond their control have left them unemployed, or underemployed, or employed in miserable conditions.

      Thus, The Myth runs deep in our history: men can and should rise to success in this land of opportunity, and those who do not are to blame for their failure. To a degree, this position is understandable. There was a time when—the exceptions noted above notwithstanding—the country was more open, provided more opportunity, and, for those whose records remain, was perhaps more likely to reward individual effort with material success. The republic’s founding principles of liberty and equality, along with the Great Awakening’s emphasis on individual achievement, harmonized well with the themes of opportunity, meritocracy, and self-determination.

      Americans’ deep mistrust of the poor similarly has deep historical precedent, as does the tendency to whitewash history of its enduring themes of subjugating and eliminating other races and ethnicities. We carry these foundations with us today in The Myth of equal opportunity, self-determination, and post-racism. As aspirations, they could serve us well—although one can go too far in lauding the ideal of individual accomplishment.18 As descriptions of reality, or determinants of social policy, they are hopelessly misguided.

      
        Common Ground

        Both adherents of The Myth and those who recognize its falsehoods are likely aware to some extent of the struggles faced by low-income people and minorities. Where adherents and opponents differ is in their assessments of how poor people got that way and what to do about it. Likely points of agreement include:

        
          	•	Hard work matters. There are very few who believe that economic success should be attained without individual effort. Whether people agree that hard work is sufficient for success is another issue.

          	•	Capitalism on the whole can be a great economic system. The alternative—state control of all economic activity—has been shown to work poorly in many countries. Across both parties, most agree on this point.19

          	•	Related to the previous point, there are obvious advantages to allowing markets and market signals to allocate scarce resources in many, perhaps most, circumstances.

          	•	There is too much inequality in the United States. As noted above, a 2019 Pew survey found that 61 percent of respondents felt there is “too much economic inequality in the country these days.”20

        

        It is a good sign that the nation largely agrees on that last point. On what to do about it, not so much.

        Finally, adherents to both narratives almost surely aspire to live in an economy in which there is equal opportunity to succeed, given effort. They differ on how close we are to achieving that aspiration and on whether or how we can improve.

        

        * * *

        Frankly, I find The Myth, which to a large extent accepts the current economic setup as it exists, dismaying. To my eye, it simply cannot be right that a country as affluent and wealthy as ours leaves so many hopelessly behind, without any real opportunity to succeed. A narrative that accepts that, to any degree, seems cold-hearted, mean-spirited. Our country should be at the very least embarrassed by the results, which I detail below.

        Seeing The Myth for what it is makes clear that the wealthy and powerful have constructed virtually all of this. But our fate, in the aggregate, is not out of our control, even though for many individuals it largely is. It will be no small task to right this ship, and to refit it to more closely resemble the vessel of opportunity we aspire to. But as other countries have shown, and as some of our history suggests, we are capable of it. We abolished slavery. We offered the Marshall Plan to rebuild countries, including our former enemies, in the wake of World War II. We provided tremendous aid to Indonesia after the 2004 tsunami that killed 125,000 within one-half hour and devastated that country and several others. We need now to turn to our own citizens with that same sense of generosity, urgency, and humanity.

        Doing so will require a change in narrative. A first step in this battle is laying bare the many facts that contradict The Myth.

      
    
  
    
      
        II The Facts

      
      
        Few things say, “The United States economy is broken” more than the idea that while we’re in a global pandemic—with nearly 600,000 Americans dead, almost 10 million jobs lost, and the population of unhoused people higher for the fourth year in a row—there’s at least one billionaire somewhere going, “2020 was a great year!”

        —W. Kamau Bell (2021)1

      

      So how broken are we?

      Writ large, our economy is advanced and prosperous, a world-leader. Our national income per capita is high, the level of efficiency with which we produce goods and services is among the highest globally, our higher education system draws thousands of international students annually, and we routinely dream up medical, IT, and manufacturing innovations.2 All of this national success is reflected in our world-leading amassed wealth.3

      But what lies beneath those aggregate indicators is far less appealing. Three critical facets of brokenness merit close attention:

      
        	1.	The highly unequal distribution of income across the entire population and across races and ethnicities and the prevalence of unsustainably low incomes. Income inequality has garnered much attention in the popular and academic media, so my depiction of brokenness would be incomplete without a presentation of the basic facts. I also want to augment the discussion of income beyond inequality—the difference between higher and lower incomes—to include concern about the absolute size of incomes. In particular, I will focus on whether the poorest can afford basic household needs. While official poverty measures serve as a benchmark to some extent, as I will show, the official thresholds set the bar well below any reasonable estimate of the cost of providing basic necessities in low-to-moderate-cost communities in the United States. And government assistance to low-income households does not generally provide enough aid to make the needed difference.

      

      

      
        	2.	The even more unequal distribution of wealth across the entire population and across races and ethnicities. Household wealth—defined as the difference between a person’s or household’s assets (both financial assets like savings accounts and non-financial assets like homes and cars) and its debt—is at once a powerful measure of multigenerational economic success and a fundamental source of stability and opportunity looking forward. The distribution of wealth holdings measures how equal access is to the benefits that wealth provides. These benefits are manifold: wealth buffers families from fluctuations in income (job loss or hours reduction) or spending (unexpected bills, such as for health expenses or home or auto maintenance); wealth provides resources for post-retirement living; wealth provides access to investments in education, homeownership, or starting a business, all of which can contribute further to the accumulation of wealth over time.

        	3.	The distressing characteristics of work in lower-wage jobs. The characteristics of low-wage work matter to millions of people who struggle to make ends meet—not only because their wages are low but also because they lack benefits, are forced to work unpredictable schedules, or struggle to pay for costly child care of variable quality, simply so that they can work in the first place. Moreover, the influence that low-wage workers have over their working conditions—their “voice”—is minimal. The earlier history of our economy shows that not only could we conceive of and implement a different set of arrangements for low-wage work, in fact we did so for a good part of the twentieth century.

      

      I focus on these three facets of brokenness because they highlight some of the most glaring problems in our economy, because they speak to the suffering of large swaths of the population, and because they can be shown to be the product of conscious decisions on the part of government policymakers and private firms, guided in part by their prevailing narratives.

      To be sure, many authors have drawn attention to individual components of this overall picture, and many of us are now more aware of these defects than we were a couple of decades ago. But I compile the relevant data and the results of these researchers’ work here to demonstrate the breadth and pervasiveness of brokenness, to ensure that no one reading this book can remain ignorant of these facts, and to motivate the discussion that links these outcomes to the widespread narratives that both excuse and perpetuate them.

      These three signs of brokenness should be sufficient to make the argument that our economy needs help. Even so, a host of other indicators of brokenness—poor access to housing, education, health care, financial markets—bolster the argument. The overall picture is chilling. It is difficult to avoid the conclusion that we have become terribly lost somewhere along the way—not because we failed to consult a map, but because the map we have used grossly misrepresents the terrain we travel.

    
  
    
      
        4 How Broken Are We? Low (and Unequal) Incomes

      
      I begin by relaying the voices of three individuals whose personal stories vividly illustrate life among those with low incomes.

      Ashley T., a Hispanic woman, lives with her husband and one-year-old son in a suburb of Boston. After coming to the United States and attending school here, family circumstances necessitated that she move back to her home country, the Dominican Republic, where she completed high school and obtained a bachelor’s degree in business administration. She returned to Massachusetts upon graduation. Finding jobs was difficult at first, as her college diploma was not recognized by some US employers. Ashley found a teller-training program through a community organization and landed a job at a prominent regional bank. She now works for that same community organization, counseling low-income residents on basic financial matters, including foreclosure avoidance. Her employer offers scheduling flexibility, which is important to her family as they raise their son.

      Ashley’s husband works in construction, and his earnings fluctuate throughout the year depending on the season and the availability of work. Together, their earnings put them near median household income for the US. But without her husband’s income, they could not make ends meet. Ashley says, “If I were a single mother, right? I don’t know if we’d be able to make it. We would only have enough to cover childcare—not the mortgage or other expenses.” The volatility of her husband’s income is a serious concern. Both Ashley and her husband contracted COVID during the pandemic; this meant her husband could not work. They applied for the Supplemental Nutritional Assistance Program (SNAP, commonly known as food stamps) but did not qualify, because their normal combined income was too high.

      Ashley and her husband have been able to save six months’ worth of income to buffer her husband’s income fluctuations. They recently purchased a multifamily house and have a tenant whose rent offsets a considerable portion of their mortgage expenses. Despite their tight financial circumstances, they routinely send money to relatives in the Dominican Republic. Apart from vulnerability to decreases in her husband’s income, and swollen credit card balances associated with move-in expenses, Ashley says they are “in a good place.” They plan to send their son to study in the Dominican Republic—it is much less expensive there, and Ashley feels their early education system is better.1

      Ann J. of Boston is a Black married mother of four who has a good job as a high school teacher in the city public school system. But her husband lost his job during the pandemic and since then has been in and out of work, “so it has been a struggle for the last couple of years.” Her mortgage lender provided some relief from payments during the pandemic, but that aid has ended. When her husband can find work, they do well—they are “able to catch up on [their] payments.” But increasing prices of gasoline and food—“the sticker shock of groceries lately, it’s just been incredible”—have further stretched their limited resources. That second income is critical to their family’s stability.2

      On the very low end of the low-income spectrum is Pam A., a white mother of three mixed-race children (Cambodian and Vietnamese), who lives in a northern suburb of Boston. She was evicted from her previous residence in August 2021 but managed to avoid a spell of homelessness by negotiating with her landlord for a reprieve while she found a new place to live. Now, after having been on a waiting list for fifteen years, she has a state housing voucher that covers most of her rent. She also qualifies for federal food assistance via SNAP. She had received family income supplements earlier in her life but cannot any longer, as her time on the program has exceeded the legislated limit.

      Pam works twenty-five hours per month as the coordinator for a diaper bank. While she has an associate’s degree and legal training, she has had difficulty finding work and is often told that she’s “overqualified” for retail jobs. She volunteers for a nonprofit, most recently working on a voter-registration drive. Her life has been tremendously complicated by several bouts with cancer. Treatment is ongoing, and her various appointments consume a significant fraction of her time. She regularly wrangles the state’s Medicaid Health Insurance system to obtain payment for her treatments. She had been working as a teacher at a local historic site but, at the time of our interview, she had been on furlough since the onset of the pandemic and was hoping to be recalled soon.

      That recall is critical, as her current monthly income is about $300 against at least $900 of bills. She owes $1,000 on her heating bill and can’t pay her electric bill. If her heat or electricity are cut off, she may lose her housing voucher. Describing her overall economic situation, she says:

      
        I’m scared s__less. I didn’t qualify for fuel assistance. I owe $1,000. I don’t know if my heat’s gonna be shut off . . . I’m not making enough money to pay my electric. So I don’t know when my electric is going to be shut off. I don’t know if I can keep paying my student loans. I don’t know if I’m going to be able to make car payments.”3

      

      She copes by making partial payments on as many bills as she can, bargain hunting at the grocery store with SNAP funds, and relying on food pantries.

      None of these life stories inspires confidence in our economic system. Ashley’s and Ann’s families earn just enough—absent any disruptions—to make ends meet. They are one illness or unemployment spell from serious economic hardship. Pam’s family is not close to a sustainable living, despite receiving government aid for housing and food. As the data below will demonstrate, these examples reflect the range of experience of tens of millions of low-income people in the United States. They are working, barely making it or not, and their prospects for a more stable existence are tenuous.

      

      * * *

      The startlingly unequal distribution of income across the US economy is well-documented in recent and widely cited research from scholars Thomas Piketty, Emmanuel Saez, and Gabriel Zucman and in earlier research extending back at least to the 1950s.4

      The US economy, in the course of producing and selling goods and providing services to domestic and foreign purchasers, generates about $21 trillion of personal income. Roughly 62 percent of that income ($13 trillion) represents earnings of workers, 9 percent ($1.9 trillion) is paid to business owners, 14 percent ($3 trillion) is paid to owners of interest-bearing assets and stocks in the form of interest and dividends, and 19 percent ($3.9 trillion) is paid to individuals in the form of government benefits such as Social Security, Medicare, and unemployment insurance.5 Those are the economy-wide numbers, which sound impressive. But how many people ultimately receive the aggregate income generated in our economy, and how much of it do they get?

      The income generated by the US economy flows quite disproportionately to the highest-income families. The top 1 percent of US earners in 2019 were paid an average of $1.1 million. That’s twenty-two times the average income of those in the bottom 90 percent. Those in the rarified atmosphere of the top one-tenth of one percent averaged $4.7 million, about ninety-five times the average incomes earned by the bottom 90 percent.6

      So top incomes in the United States are really high. But there are, by definition, far fewer people in the top 1 percent than the bottom 90 percent. So how much of all US income goes to the highest earners?

      Figure 4.1 depicts the distribution national income. The overall income splits into four categories: that flowing to the bottom 50 percent of households, to the middle 40 percent, the top 10 percent, and the top one percent, broken out from the rest of the top 10 percent. The dollar signs represent shares of total personal income, with each dollar representing 1 percent of total income. Each person represents about one million households, out of the roughly 125 million in the United States.
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          Figure 4.1

        
          The strikingly unequal distribution of income.

        
          Each person represents 1 million families; each $ represents 1 percent of total income, or about $210 billion. Sources: Emmanuel Saez (2020), updated from Thomas Piketty, Emmanuel Saez, and Gabriel Zucman (2018).

        
      
      What the figure shows is clear: lots of dollars going to few households, and few dollars going to lots of households. Distressingly, households in the bottom 50 percent of the income distribution—roughly half of US residents—collect less than 20 percent of all the income generated in the economy. Just over 40 percent of income goes to the middle 40 percent of households, so in this segment, the income distribution does not appear out of kilter. Almost 40 percent of all income goes to the top 10 percent of earners. About 15 percent of national income accrues to those in the top 1 percent of the income distribution. Earners in the top one-tenth of one percent of households—just over 100,000 households, not shown in the figure—receive 6.4 percent of all the income generated in the economy. Thus the very rich are collecting a hugely disproportionate share of the total income. And their share has been rising: it is today about twice what it was fifty years ago.7

      One ought not expect the distribution of incomes to be completely equal. Such a “flat” income distribution would probably not reflect reasonable compensation for those of different skill or education levels, nor would it provide the incentive to obtain skills through education or training. But the degree of US inequality is likely far beyond what is required to compensate high-income workers fairly. And such inequality is far greater than that in every other economically advanced country.8

      Even though the number of families who earn the most is of course small, the huge differences in their incomes imply that shifting income from the (far fewer) top earners to the (far more numerous) lower earners would be no small matter. A quick calculation provides a reference point: if we reduced the top 1 percent of incomes from twenty-two times the lowest 90 percent to only ten times, this would shift approximately $1.6 trillion to lower-income families, or roughly $10,000 per family. For a family earning $30,000 per year or less, that would be a life-changing transfer. If the income of the top 0.1 percent dropped from ninety-five times average to forty times, it would shift about $600 billion to lower-income families, or roughly $3,600 per family. That would also make a significant difference, especially if the shift were repeated each year. Of course, this ignores the possibility that shifting income in this way might change the way people choose to earn, save, or report their income. Redistribution is a daunting political challenge. But the point here is that there is more than enough money in the economy to meet everyone’s basic needs while still paying a premium for certain types of economic activity.

      While the huge differences between high and low incomes are striking, even more distressing is how low the lowest incomes are. One way to gauge how low incomes are is to compare a household’s income to the poverty line, a measure originally defined as a multiple of a subsistence food budget, adjusted for the rising cost of living.9 The official Federal poverty line for 2021 for a family of four is $27,750. The poverty line does not vary geographically.10 Over 11 percent of all individuals (38 million) live in households that fell below the poverty line in 2021. Just over eight percent of non-Hispanic whites (15.8 million people) fell below the poverty line in 2020, as did 19.5 percent of Blacks (8.6 million people), 17.1 percent of Hispanics (10.7 million people), and 9.3 percent of Asians (1.9 million people).11 Individuals living in a household with a single female head (no spouse present) are roughly twice as likely to fall below the poverty line, although this varies by race and ethnicity. Almost one-third of Blacks living in families headed by a single female lived below the poverty line in 2021 (about 4.7 million people).12 The poverty rate likely fell with the payment of stimulus checks, the child tax credit, and the receipt of generous unemployment benefits. However, all of these benefits had expired by the end of 2021, leaving the poverty rate to rise again.13

      The fact that 38 million Americans live below the official poverty level is staggering.14 And it is even more shocking when we recognize that the poverty line reflects a level of income that is so low that it is simply unsustainable for many families. As a more realistic point of reference, consider estimated family budgets for a two-adult, two-child family in low-, low-medium-, and moderate-cost areas. The budget includes the costs of housing, food, childcare, transportation, health care, other necessities, and taxes. In low-cost Grenada County, Mississippi, that annual family budget totals $60,603. In Clinton County, Pennsylvania, the budget is $77,915. And in Campbell County, Wyoming, the annual family budget is $95,329.15 Never mind high-cost areas such as New York, California, or Florida, where annual budgets rise as high as $160,000. Those at the poverty line need at least $35,000 of additional income to meet basic needs even in low-cost communities.

      The obvious conclusion to draw from these benchmarks is that annual income at or near the poverty level does not come close to covering basic expenditures.16 One can adjust these budgets to better reflect some of the realities of low-income families—for example one can exclude taxes, as families at the lowest income levels are likely receiving refunds through the earned income tax credit (EITC) program rather than paying taxes. But no amount of frugality could scale monthly expenses of $5,000–$8,000 down to the poverty level of about $2,300, even with the benefit of tax credits. Housing costs can only be reduced by so much. Skimping on food implies reducing quality and quantity, both of which can have long-term health effects. For most, transportation is an essential complement to working.

      Aside from the EITC, there are other government subsidies and transfers that can defray costs for the lowest-income families. The Supplemental Poverty Measure (SPM) attempts to capture the value of these subsidies and transfers by factoring in non-cash as well as cash payments from the government. The SPM also includes the net contribution of paying taxes or receiving funds through the EITC. The value of the EITC is sizable—for a single-headed family with two children and adjusted gross income of $30,000, the estimated EITC benefit is about $3,700.17 Figure 4.2 examines the fraction of families earning below specified levels of income, including the family budget estimates just discussed.
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          Figure 4.2

        
          Fraction of families earning below indicated income levels, with location-specific family budget estimates. SPM Total Resources, 2021.

        
      
      As figure 4.2 shows, even with an augmented income measure like the SPM, a sizable fraction of the population earns very low incomes, all in. More than a third of families earned $50,000 or less in 2021, a figure that falls well short of estimated annual budgets even in low-cost communities. About one-fifth of all families earned $30,000 or less, just a shade above the official poverty level for a family of four.18 A key conclusion from these data: while government programs absolutely help families, they often do not raise incomes to a sustainable level.19

      It should be noted that low annual wages are not primarily the result of working less than a full week. The Current Population Survey finds that low-income workers typically work full weeks. Among workers in households with incomes below $50,000 annually, the median response for both “usual hours worked” (that is, average hours per week, in the year prior to the survey year) and “actual hours worked” (that is, hours worked in the week prior to responding to the survey) is forty.20

      The bottom line is that a disheartening number of people live with a crushingly low level of income, even after accounting for government support. Given any reasonable reckoning of basic family expenses, tens of millions are working full time and barely making it—or not—even with government supports. That should not be an acceptable outcome.

      
        Racial and Ethnic Income Inequality

        It should come as no surprise that people of color earn less than whites on average. Figure 4.3 illustrates the disparities using the supplemental poverty measure. Incomes for the lowest 10 and 25 percent of earners are low in an absolute sense, at $14,000–$32,000 per year for Black and Hispanic families. In relative terms, Black family income is about 70 percent of white family income, and Hispanic family income is about 80 percent of white family income.21

        Even when income is measured according to the more generous SPM, half of Black and Hispanic families have less than $50,000 per year in total income; the same median benchmark for white families is $67,000 according to this income measure. Low incomes are acutely low for Blacks and Hispanics, putting a sustainable life out of reach for millions.
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            Figure 4.3

          
            Family income by race and ethnicity, based on SPM. Source: SPM Total Resources, 2021.

          
        
      
      
        On Low Incomes and the Current Safety Net

        In the data presented above, a number of government programs, paid in cash and in-kind, are included in the measures of household income, boosting income compared to what it would be without such government aids. These include food support (SNAP), housing assistance, tax assistance through the EITC, and dependent support, which these days is provided through the Temporary Assistance for Needy Families program (TANF). Together, these programs and a number of others comprise the household safety net, which is meant to prevent families from unnecessary suffering. In many cases, they literally help families to survive.

        Many people hold factually inaccurate views of the safety net. Some still believe Ronald Reagan’s 1976 description of the supposedly typical “welfare queen” who fraudulently collected benefits from various government programs.22 As Josh Levin documents in a 2013 Slate article, Reagan intentionally employed this narrative to heighten the perception of fraud, in the wake of an eightfold increase in investigations across the country. But in reality, fraud was not rampant, and welfare payments were not on the rise. Instead, investigations rose because states had newly criminalized overpayments that had previously been resolved as a routine administrative matter.23 This is a glaring example of the use of The Myth—distrust of the poor, compounded by institutionalized racism—to argue for dismantling much-needed economic supports.

        So what does the safety net actually look like today? Benefits are overwhelmingly not provided as unrestricted cash payments but instead as restricted payments or in-kind services delivered. And where aid takes the form of cash or cash-like payments (for example, SNAP and TANF), it comes with strong work requirements. SNAP is for those aged 16–59 and includes a requirement to register for work, participate in SNAP employment training or workfare as determined by the state SNAP agency, take a suitable job if offered, and not voluntarily quit a job or reduce work hours below thirty per week “without a good reason.”24 TANF combines state and federal rules. The federal government specifies that half of all TANF families must include a work-eligible individual, and at least 90 percent of two-parent TANF families must have two work-eligible individuals in work or work-related activities for a minimum number of hours each month. Two-parent households must work an average of at least thirty-five hours per week, more if they receive federal childcare subsidies. Many additional requirements apply, including income and asset limits and limits on the number of weeks one can spend on job-search or “job-readiness” activities. With some exceptions, adults aged eighteen to fifty are limited to three months of benefits out of every three-year period, unless they are working or in a training program.25

        SNAP benefits may be used only for specific food items. They cannot be spent on a number of common grocery items such as beer, wine, liquor, tobacco, vitamins, medicine, “foods that are hot at the point of sale,” pet food, cleaning supplies, paper products, hygiene items, and cosmetics.26 The benefit is usually issued as a restricted debit card rather than cash. TANF is available to US citizens and legal aliens with a child younger than eighteen, or who are pregnant, or who are themselves eighteen years old or younger and the head of household.

        The work requirements for these programs were a central feature of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996, the Clinton-era welfare reform whose title demonstrates its focus on ensuring that welfare recipients are working.27 Most aid programs are now administered as block grants from the federal government to the state governments so that, with some restrictions, states have leeway in how they administer the programs and how much they spend on benefits.

        Many families who are eligible for TANF often cannot take advantage of the program. Only one-fifth of families with children in poverty received TANF benefits in 2020, down from 68 percent in 1996.28 The fraction of eligible children who received TANF benefits in 2019, the most recent data available, was also about one-fifth. That rate had been as high as 80 percent in the 1970s under TANF’s predecessor, known as Aid to Families with Dependent Children. The child participation rate declined in the fifteen years following the implementation of TANF in 1996, and has been fairly steady since.29

        Why has participation been so low? Barriers to TANF participation appear to be largely structural, and there are many. They include low applicant acceptance rates; the pitifully low benefits paid by TANF in many states, which disincentivizes participation; the extremely low income thresholds in some states, which shrinks the pool of eligible applicants; lack of federal accountability for serving families in need; the administrative burden associated with applying and remaining eligible for benefits; the stigma that attaches to recipients; and the often-stringent asset limits for participants, which also limit participation.30 As an example, in Mississippi, the acceptance rate for applicants in 2017 was an abysmal 1.42 percent, the current maximum monthly benefit for a family of three is a paltry $260, and the monthly income threshold for a family of three is $680—any family of three earning more is ineligible.31 TANF has been implemented so as to drastically ration aid to the poor, which especially affects families of color.

        In contrast, the participation rate for SNAP is much higher. Four of five eligible individuals received benefits in 2018, including essentially 100 percent of children. Both of these SNAP participation rates have risen dramatically since the early 2000s.32 Why the increase? Improved uptake is directly traceable to federal actions to improve access by reducing administrative burdens, in sharp contrast to TANF. Specific changes included restoring benefits to most legal immigrants, simplifying the treatment of income, reducing participants’ income-reporting burden, and allocating funds to improve outreach to eligible people.33 More importantly, the contrast between TANF and SNAP participation rates highlights the role that policy choices, rather than individual decisions, play in the effectiveness of the safety net.

        

        * * *

        Slashing welfare spending has been on the Congressional docket, on and off, for decades, in part as a means of reducing the size of the federal budget. But contrary to popular belief, apart from Medicare, Social Security, Medicaid, and Disability Insurance, none of the safety net programs are hulking behemoths. In fact, none accounts for more than about 3 percent of federal outlays, as figure 4.4 indicates.34 The most recent data, shown in figure 4.4, are distorted by the COVID pandemic in two ways. First, unemployment compensation swelled far beyond its normal level in response to the COVID-induced rise in unemployment. Second, COVID-specific stimulus payments that sought to mitigate the effects of the economic downturn, the third-largest payment in the figure, were explicitly temporary. Indeed, expenditures on both categories diminished or were phased out entirely as COVID-specific programs were terminated.

        In summing up the state of the current safety net in the United States, economist Melissa Kearney suggests, “If policymakers have dual goals of reducing federal government spending and reducing cash support for non-working individuals to increase employment rates, a focus on welfare programs that provide income support to low-income families is misplaced. Those programs constitute a tiny share of federal spending and already have stringent work requirements.”35 It turns out “safety net” is a bit of a misnomer. The system provides little safety, and the net doesn’t “catch” many people, saving them from economic freefall.

      
      
        Survival

        It should by now be clear that for far too many Americans, household resources are simply inadequate to pay for necessities, even after accounting for contributions from the tax system and the safety net. How then do these families survive?

        First, they cut corners, decreasing the quality of food purchased, making clothing last longer, using diapers longer, skipping preventive medical care, and shuffling bill payments, as Pam A.’s story demonstrates. But these short-term cutbacks imply long-term costs in terms of health and financial wellbeing.

        Second, they take on debt. Janet from Boston, a Hispanic woman whose budget is “very tight,” had twelve credit cards at one point. After attending financial-counseling sessions, she was able to “use tax refunds and stimulus checks to pay down credit cards—now balances are not so bad, and monthly payments are manageable.” She noted that her credit card debt escalated because “it was the only way to pay for basics . . . she had to use them to make it.”36
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            Figure 4.4

          
            Federal government outlays for payments to individuals, 2021. Percentage of total federal government spending. Source: Office of Management and Budget (2022).

          
        
        The family networks that many middle-class households fall back on for support in times of financial stress are largely unavailable to the residents I spoke to. Carlos from Lawrence, a northern suburb of Boston, was born in the Dominican Republic. His family “didn’t have a lot,” but “we were happy, we were stable.” He learned at an early age the importance of work, and his earnings as a child helped to support the household. Now in his fifties and a naturalized US citizen, he has achieved some financial stability. When I asked him if he had received help from his family during the leaner years, he said simply, “No.” And could he expect an inheritance or other money from his extended family? “I haven’t thought of it,” he said. It’s just too unlikely.37

        Tasha from Lynn, another town north of Boston with a large poor and minority population, is a single mother of two children. As a child, she lived in a number of different family situations. At age two, she was placed in foster care after the state of Massachusetts determined that her blind mother could not care for her and her three siblings. After that, she and her siblings lived for five years with their aunt. Then, between the ages of sixteen and nineteen, she lived with another foster family, while her now-grown siblings were dispersed to other residences. Due to those years of moving around and living with different parental figures, Tasha says, “I lost a part of my childhood.” She graduated from high school, worked while in college, found an affordable room in an all-women’s home, earned her associate’s degree in education, and worked as a preschool teacher for thirteen years. Tasha told me that she has never received assistance from her family. Indeed, she sometimes will offer assistance to her relatives if they really need it: “If they need $10 or something, I’ll give them something, if I have it.”38

        Ashley T., whom you met earlier, similarly does not receive assistance from her family. “They are all in the Dominican Republic,” she says. “I can’t count on them, in fact I send money to them.”39

        Pedro A. is a Hispanic man who grew up in the Dominican Republic and now lives in a Boston suburb. He was active in the church as a child, an experience that “shaped me as the person I am today.” Asked about his current economic circumstances, he says that although he abstains from many purchases and “doesn’t enjoy a lot of things,” he still feels pinched at the end of each month. “The cost of living is too high, and I don’t make enough,” he says. But his faith buoys him. “I have not lost my hope that it will get better, and I will achieve those things I need to achieve,” he said. When asked if he receives any family assistance, he replied, simply, “No.”40 If anything, for these households, extended family represents an additional drain on resources, not a source of stability.

        One might infer that households in the lowest one-fourth of incomes are less burdened by debt because, for them, the ratio of outstanding debt to household income is lower than for those in higher incomes. But this is deceptive. Low-income households have less debt because these individuals and families often cannot afford to own homes, so they are less likely to have a mortgage. Of course, that also means that the value of a home does not appear as an asset on their balance sheet. And lower-income households do take on debt: to pay for cars and education, for example. For these debt categories, low-income households’ debt load is much higher than that of higher-income households. For example, among lower-income people with education loans, that debt represents 100 percent of their annual income, versus about 50 percent or lower for people in higher-income categories. Among low-income people who own their homes, debt loads are about twice as high, relative to income, as those of higher-income homeowners.41 Low household income plus heavier reliance on debt equals more economic instability.

        

        * * *

        The simple conclusion from the income data is this: income inequality is huge. Top earners take home large multiples of the average worker’s pay. More distressing, low-income workers lack the resources—even after including government payments and transfers—to pay for basic necessities. Race- and ethnicity-based inequality adds another layer of significant disparity. As we will see below, no matter the measure, the magnitude of these disparities in household income is multiplied when we turn to household wealth.

      
    
  
    
      
        5 How Broken Are We? The Distribution of Wealth

      
      While income inequality has received far more attention, historians, sociologists, economists, and policymakers are increasingly focusing on wealth inequality. And with good reason: the best available statistics on the distribution of wealth in the United States show enormous concentration of wealth at the very top of the distribution and gaping disparities between the accumulated wealth held by white families and most others.

      Most wealth studies focus on differences in families’ net worth. Net worth is defined as the difference between all assets and all debts. Total assets include financial assets such as checking and savings accounts, retirement accounts, stocks, and bond holdings and nonfinancial assets such as homes, cars, and durable consumer goods. Debt includes mortgages, education loans, auto loans, and credit card balances. If the value of a family’s assets is greater than the value of their debt, they have positive net worth. Many lower-income families’ debt exceeds their assets. They have negative net worth.

      Pedro A., whom you met a few pages ago, earns $16 an hour as a parking clerk for a city near his home. His wife earns some money—“very little,” he said—yet they cannot pay all their bills each month. As to how they cope with the mismatch of income and expenses, “It’s difficult.” Even as they “abstain” from purchases, Pedro feels “like he has a rope at the end of his neck” at the end of each month. When I asked Pedro whether he had any money set aside to buffer against the ups and downs of income or hours worked, he replied with a chuckle, “Wouldn’t that be nice?”1

      Rosada S. has been in the United States for nine years, the last five in a city north of Boston. She and her husband have no savings, in part due to difficulties brought on by the pandemic. Her husband was fired from his job because he was unable to work after contracting COVID. He was out of work for eleven months, which put an end to their savings plan. “We had a little saved, but we had to spend it all when he was unemployed,” Rosada told me.2 Janet from Boston, whom you met earlier, told me that she had an “emergency fund” to buffer against unexpected expenses, but it was emptied when she had to pay for a $2,500 car repair.3

      Wealth generally reflects a long family history of economic success or failure. Except in rare circumstances, wealth is accumulated across generations through stable educational attainment, moderate-to-high-income employment, stable homeownership, successful business ownership, and, critically, participation in a host of government programs that have provided wealth-building opportunities to white families. Families that benefitted from government land grants, educational and housing assistance, unemployment insurance, and the like began their dynastic wealth building earlier in their family’s history than those (largely families of color) that could not. Families that have experienced success in business, homeownership, and career progression over multiple generations have the chance to build substantial wealth and pass it down across generations.

      Families with liquid savings—savings that can be readily converted to cash, without long time lags and significant transaction fees (checking accounts are liquid; housing is illiquid)—are better able to buffer themselves from unexpected disruptions in income or hours, or unexpected spending shocks. The above stories of Pedro, Rosada, and Janet testify to the importance of savings buffers. Without a savings buffer, the path to education can be disrupted, housing lost, and businesses shuttered.4 The Federal Reserve’s Survey of Household Economics and Decisionmaking showed in 2021 that almost one-third of families could not easily come up with $400 in cash or its equivalent in case of an emergency. For Blacks, this percentage rises to 52 percent, and for Hispanics 46 percent. The one-third who could not come up with the cash would pay for the emergency expense by borrowing on a credit card and paying off over time (14 percent); borrowing from family or friends (8 percent); selling something (6 percent); borrowing from a bank (2 percent); or using a payday loan, deposit advance, or overdraft (1 percent).5 Buffers matter because economic life is uncertain, and few go through life without a number of significant disruptions.

      Looking first at the overall population, wealth holdings are highly concentrated among the wealthiest in the economy. Data from the Federal Reserve’s Survey of Consumer Finances (SCF) are shown in figure 5.1.
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          Figure 5.1

        
          The incredibly unequal distribution of wealth.

        
          Each person represents 1 million families; each $ represents 1 percent of total wealth, or approximately 1 trillion dollars. Source: Survey of Consumer Finances 2019 public microdata, author’s calculations.

        
      
      The figure shows clearly the lopsided concentration of wealth in the upper portion of the wealth distribution. In 2019, the most recent survey year, the top 10 percent of wealth holders held more than 76 percent of aggregate wealth; the bottom 50 percent held just over 1 percent. While the degree of income inequality is disheartening, the magnitude of wealth inequality is jaw-dropping.

      This picture changes a bit if we add two other sources of wealth to the standard accounting to derive a more comprehensive wealth aggregate. Researchers John Sabelhaus, Jeff Thompson, and Alice Volz advocate a combined wealth measure that adds the value today of future social security earnings, which are more evenly distributed than are other forms of wealth; and the value today of future defined-benefit pension payments, which are available not only to some highly compensated private workers but also to some public sector workers, many of whom earn mid-level incomes.6 While these future payment streams share some features with other components of household wealth—they represent claims on future payments, as stocks and bonds do—they are qualitatively different in other respects. In particular, these forms of wealth represent claims to distant and uncertain future income and as such are not readily convertible to cash and cannot be borrowed against (Social Security not at all; some pensions to a limited extent). One cannot say at age thirty or forty or even fifty what one’s Social Security income will be, as it depends on earnings throughout working life. Future defined-benefit pension earnings are similarly uncertain, as they depend on the length of an employee’s tenure with a company and the employee’s earnings during their time with the company. These sources of future income should thus be treated with care, as they do not provide the same kind of buffering and access to economic opportunity as savings or investment accounts.

      Simple economic models would suggest that households form sophisticated expectations of future Social Security or pension income. These abstractions assume that the promise of (uncertain) future Social Security or pension income means these households need to save less today and thus can consume more. But that assumption is a bit heroic. Studies find that a large number of pension holders seem not to be aware of the specific benefits their pensions offer—how much future income these assets will provide them.7 One of my interviewees, when asked about her retirement benefit, said, “I don’t think I have a 401k. I’m pretty sure I don’t. I think I do have a pension, or some retirement plan through the city . . . I never actually looked into the benefits.”8 If pension holders do not know the benefits they can expect to receive, then it is difficult to see how they could alter their behavior today in response to a benefit whose financial implications they don’t understand.

      Whether measured conventionally or by combined wealth, the preponderance of wealth is held by a very few in the United States. Because wealth equals opportunity—for housing, education, business formation, economic stability—this inequity provides a concrete sign of the dramatic inequity with which we distribute opportunity.

      
        The Racial/Ethnic Distribution of Wealth

        In the mid-2010s, Darrick Hamilton came to the Federal Reserve Bank of Boston to present his work with William Darity Jr. on the causes of racial and ethnic wealth gaps. As we gathered in the back conference room on the ninth floor of the iconic Fed building, I was among the skeptics in the audience. Many of us had heard about the wealth gap—it had existed for decades and had been highlighted by a number of economists, notably Tom Shapiro and his colleagues at Brandeis.9 But as for the sources of these gaps, I found it difficult to let go of my own narrative about the line of causation, about the importance of income and accumulated savings in determining wealth. When Darrick suggested that income and savings patterns do not explain the gaps, I pushed back.10 I did not conduct a survey, but I can be fairly sure that most Fed economists at that time would have agreed with me: surely the fact that white families earned more than families of color implied that they saved more. Over time, that difference in accumulated savings should explain the wealth gap. Therefore eliminating the income gap would close the wealth gap.

        I now believe I was wrong, as were the many economists who thought the same way. While I knew of some of the broken promises in the wake of the Civil War, like many others at the time, and many still today, I was ignorant of the litany of systemic institutional factors that Darity, Hamilton, and others had been uncovering as the ultimate causes of these vast wealth disparities. In ensuing interactions, Darity, Hamilton, Shapiro, and their students and colleagues helped the Boston Fed to understand the huge and long-lasting impacts of these racial inequities, reshaping our attitudes and ultimately affecting views across the Federal Reserve System. That transformation in thinking continues to this day.

        If you were dismayed by the disparities in incomes across race and ethnicity, you will be gobsmacked by the huge racial and ethnic disparities in accumulated wealth. The top panel of figure 5.2 displays the median family net worth for whites (the white bars), Blacks (the black bars), and Hispanics (the gray bars), in thousands of 2019 dollars, over the past thirty years.

        Nearly 165 years after the end of the Civil War and the Emancipation Proclamation, more than a century after the first significant influxes of Hispanics from Mexico, the Caribbean, and South America, net worth across racial and ethnic categories has not come close to equalizing. This lack of progress derives from the combination of two key features of wealth accumulation. First, wealth is typically accumulated across many generations. Second, across many generations, institutional racism has erected barriers to wealth accumulation for families of color, while providing numerous boosts to wealth accumulation for white families. This is a divide a long time in the making, which has taken constant care and feeding to maintain.
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            Figure 5.2

          
            Top panel: Median family net worth, thousands of 2019 dollars. Survey of Consumer Finances. Bottom panel: Median family net worth—“Combined” wealth, including estimates of Social Security and pension wealth, from Sabelhaus, Thompson and Volz, thousands of 2019 dollars.

          
        
        Black and Hispanic net worth relative to white net worth has, by the conventional measure, hovered around 10–15 percent for decades. According to the broader measure incorporating non-marketable wealth, depicted in the bottom panel of the figure, Black and Hispanic wealth has remained stable at 30–40 percent of white net worth. Adding the arguably more ephemeral asset categories of future Social Security and pension earnings still does not close the wealth gap.11

        The SCF from which the baseline data are derived does not survey a large enough sample to provide accurate information on additional demographic categories or on differences in wealth gaps across major cities. To be sure, the Hispanic demographics in Miami differ from those in Boston, with the representation of Cubans and Puerto Ricans higher in Miami and Dominicans more prevalent in Boston. The representation of Asian and Indigenous people in different regions also varies significantly.

        To gather more nuanced data across these demographic groups and geographies, the National Asset Scorecard for Communities of Color (NASCC) conducted surveys in five major metropolitan areas around the country between 2014–2017: Boston; Los Angeles; Washington, DC; Miami; and Tulsa. Table 5.1 summarizes the results.12

        One pattern is consistent across all of these demographic groups and cities: white families possess net worth that is many times that of their counterparts, with the exception of some Asian populations, notably Chinese, Japanese, and some Koreans. Most others report net worth in the single-digit percentages of their white counterparts. Indigenous people in the Tulsa metro area report a variety of experiences. All have far less wealth than white families, but the Cherokee and Creek tribes fare better than others. These staggering findings have been uniformly replicated across similar studies to date. It would be difficult if not impossible to employ a narrative to conveniently explain away these gaping inequities: Free markets require this? These people should have worked harder?

        It may be surprising to some that the same demographic subgroups do not have the same wealth experience in all cities. Note, for example, that Korean respondents in the nation’s capital have accrued wealth that is statistically indistinguishable, on average, from that of white families. But in Los Angeles, their wealth is a small fraction of that of white families. These data are helpful in highlighting the similarities and differences in the experiences of families across demographic subgroups and locations. In thinking about what policies and programs might be most effective in closing yawning wealth gaps, we do well to account for the range of effects that varying histories of discrimination have produced.

        Differences in age, educational attainment, and homeownership could account for some of the differences observed in household net worth. Because households on average accumulate debt early in their lives, and accumulate assets later on, younger households will tend to have lower net worth than older households.

        Table 5.1

        Household median net worth by race and ethnicity, broken out by metro area

        
          
            
              	
              
              	            
                Median net worth (percent of white net worth, statistical significancea)

                        
            

            
              	            
                Race/Ethnicity

                        
              	            
                Boston

                        
              	            
                DC

                        
              	            
                LA

                        
              	            
                Miami

                        
              	            
                Tulsa

                        
            

          
          
            
              	
                White

              
              	
                100

              
              	
                100

              
              	
                100

              
              	
                100

              
              	
                100

              
            

            
              	
                US Black

              
              	
                0***

              
              	
                1***

              
              	
                1**

              
              	
                4*

              
              	
                6***

              
            

            
              	
                Caribbean Black

              
              	
                4.8**

              
              	
              
              	
              
              	
                11

              
              	
              
            

            
              	
                African Black

              
              	
              
              	
                1***

              
              	
                20

              
              	
              
              	
              
            

            
              	
                Puerto Rican

              
              	
                1***

              
              	
              
              	
              
              	
                (4)

              
              	
              
            

            
              	
                Dominican

              
              	
                0.0***

              
              	
              
              	
              
              	
              
              	
              
            

            
              	
                Cuban

              
              	
              
              	
              
              	
              
              	
                21

              
              	
              
            

            
              	
                South American

              
              	
              
              	
              
              	
              
              	
                1

              
              	
              
            

            
              	
                Mexican

              
              	
              
              	
              
              	
                1**

              
              	
              
              	
                4.8***

              
            

            
              	
                Other Hispanic

              
              	
                1***

              
              	
                5***

              
              	
              
              	
                9.8

              
              	
              
            

            
              	
                Chinese

              
              	
              
              	
                77

              
              	
                115

              
              	
              
              	
              
            

            
              	
                Japanese

              
              	
              
              	
              
              	
                167

              
              	
              
              	
              
            

            
              	
                Korean

              
              	
              
              	
                175

              
              	
                7**

              
              	
              
              	
              
            

            
              	
                Vietnamese

              
              	
              
              	
                149

              
              	
                17*

              
              	
              
              	
              
            

            
              	
                Filipino

              
              	
              
              	
              
              	
                69

              
              	
              
              	
              
            

            
              	
                Asian Indian

              
              	
              
              	
                202

              
              	
                130

              
              	
              
              	
              
            

            
              	
                Cherokee, tribal enrolled

              
              	
              
              	
              
              	
              
              	
              
              	
                52

              
            

            
              	
                Muscogee, tribal enrolled

              
              	
              
              	
              
              	
              
              	
              
              	
                29*

              
            

            
              	
                Other, tribal enrolled

              
              	
              
              	
              
              	
              
              	
              
              	
                5

              
            

            
              	
                American Indian, no tribal enrollment
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        aAsterisks indicate the degree of statistical confidence in the differences from white net worth. Statistical confidence in differences is strong (***), moderate (**) or weak (*). Where there are no asterisks, one cannot have much confidence that the indicated percentage differs from White net worth (always 100 percent by definition).

        Source: NASCC Color of Wealth Studies.

        One might hope that equalizing education or homeownership across races and ethnicities would equalize net worth, but the data suggest that this is not the case.13 Darity and coauthors find that equalizing outcomes in terms of income, employment, education, homeownership, and so on will not equalize outcomes in terms of net worth. Figure 5.3 shows how household net worth varies with educational attainment and race.14

        This chart shows that the median net worth of a white household whose head of household has not received a high school diploma exceeds that of a Black household whose head holds a college degree. That is not an error in the data!

        These snapshots from one point in a person’s life cannot capture the effects of educational attainment, training, and job experience on wealth accumulation over a lifetime. Using a more comprehensive measure, John Sabelhaus and Jeff Thompson find that, if we were able to equalize earnings over a full working life, we might come closer to equalizing wealth than figure 5.3 suggests. But the policy implications of this research are less hopeful.15 How long would it take to close lifetime earnings gaps? Improving educational attainment across racial and ethnic groups and providing additional training and access to stable employment in remunerative sectors would surely take a generation or more. Researchers at the Federal Reserve Bank of Cleveland estimate that, once earnings gaps are closed, closing the wealth gap through accumulated savings would take more than three-quarters of a century. Adding the time required to close the earnings gap, it would almost surely take more than a century to equalize wealth through this channel.16
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            Figure 5.3

          
            Education does not explain the wealth gap.

          
        
        What these exercises emphasize is that it takes generations for improvements in human capital to build wealth. To close wealth gaps within an acceptable timeframe, we will need to do more than equalize educational attainment and income.

        What about equalizing homeownership—would that close the wealth gap? Homeownership has proven a powerful means of accumulating wealth for white households. In the 2019 SCF data, nearly three-quarters of white respondents were homeowners. But homeownership has proven less beneficial to households of color, in part due to lower homeownership rates and in part due to lower accumulated home equity among those who own homes. The homeownership rates for Black and Hispanic SCF respondents were 45 and 48 percent respectively. On average white homeowners had accumulated $240,000 of equity, as opposed to $117,000 for Black families and $147,000 for Hispanic households. Darity and colleagues find that Black homeowners have accumulated less than half the net worth of white counterparts.17 Homeownership by itself does not close the wealth gap.

        If not homeownership, then perhaps entrepreneurship is a pathway to wealth accumulation for people of color. Yet the history of entrepreneurship has not been an unmitigated success in this regard. A study by the National Community Reinvestment Coalition finds that, although Black business ownership increased between 1992 and 2012, total revenue generated by all Black-owned businesses fell during that period, and Black median income did not increase with entrepreneurship. The study also finds that Black-owned businesses tend to operate in markets where incomes and revenues are lower; with lesser access to capital from financial institutions; and, not surprisingly, with much lower owner wealth at start-up.18 Scholars at the Brookings Institution found that highly rated businesses in Black-majority neighborhoods earn less revenue than similarly rated businesses outside of Black neighborhoods.19 Like homeownership, entrepreneurship has failed to provide a reliable path to wealth accumulation.

        What this research suggests is that wealth disparities are not well explained by differences in education, employment, homeownership, or entrepreneurship. Instead, they derive from centuries of systemic discrimination against families of color, denying them opportunities to accumulate wealth that have been generously provided to white families.

      
      
        Is Brokenness Just a Passing Phase? How Common Is Escape from Low Income and Low Wealth?

        Pedro A., whom you met earlier, hopes “to evolve in my career.” He knows that English-language training and additional skills would allow him to raise his income. But right now, he “can’t afford to get more schooling or training.” Every hour spent in training is an hour of wages lost, in addition to the cost of the training, and, when we spoke, he was looking for another job on weekends just to make ends meet. He believes that he and his wife’s low earnings, despite more-than-full-time work, “makes a kind of trap.” How can he take the time to get the training he needs to advance? How is it possible to achieve economic mobility when caught in this trap?

        While it is undeniable that absolute income levels are hopelessly low for millions, this might be less discouraging if, on average, individuals and households were able to move up the income distribution over time. Sadly, the evidence suggests that is not the case.

        To begin with, there has been little improvement in the inflation-adjusted incomes of those in the lower portions of the income distribution. Census Bureau data from 1967 to the present show that, especially since 1990, progress in incomes for the lowest 20 percent of the income distribution has been scant.20 After adjusting for inflation, growth in income exceeded inflation by less than one-quarter of 1 percent annually from 1990 to 2020. Incomes fell for the twenty years between 2000 and 2020. The picture is barely better for the second-lowest 20 percent of incomes.

        These data paint a desperate picture, although they don’t tell us how likely it is for individual households to improve their income over time. This is the subject of a substantial literature on income mobility. One simple way of describing mobility is to follow families’ incomes over time and calculate the percentage of families in, say, the lowest quintile that move into one of the higher quintiles over the course of some specified period. Table 5.2 shows the probability that a US family would make such a jump, for the period of 2003–2013.21 The bold entries in the table represent the probability of staying in the same quintile—always the most likely outcome. The other entries show the probability of moving from an original quintile into another quintile ten years later. For example, the first entry, 64 percent, implies that the likelihood of staying in the lowest quintile is high: 64 percent remained in this quintile after ten years, and only 36 percent moved up. Most of those who moved went to the second-lowest quintile. Only 4 percent reached the top 40 percent of the income distribution. The rags-to-riches story rarely materializes in real life. Meanwhile, those in the top quintile rarely dropped below the second-highest quintile over this ten-year span. Bhashkar Mazumder estimates that, given the meager rates of progress in incomes we have seen, it would take 125 to 150 years for a family of four at the poverty level to increase their income to the national average—an extremely low rate of economic mobility.22
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            Figure 5.4

          
            Progress in inflation-adjusted incomes by income quintiles. Annualized rates of change, 1967–2020.

          
        
        Table 5.2

        Probability of moving up or down in the income distribution (percent)
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            Figure 5.5

          
            Mean rate of absolute mobility by cohort.

          
        
        Another measure of intergenerational mobility asks what fraction of individuals in the population earns an income greater than their parents did. Research by Raj Chetty and his coauthors suggests that mobility in the United States by this measure has fallen significantly, with the fraction of children earning more than their parents declining from about 90 percent in 1940 to about 50 percent today, as shown in figure 5.5.23

        Sadly, the data on wealth mobility are even less encouraging than those for income mobility. Typical analyses of wealth mobility show that it is quite unlikely for those in low strata to move at all, and, if they do, they are unlikely to move far.24 Mobility also has not improved in recent years. Researchers Daniel Carroll and Nicholas Hoffman conclude, “Panel data from the past 30 years show a decline in wealth mobility across several measures. It appears that families are less likely to change wealth quintiles over time, while those that do move are less likely to move very far.”25

        Wealth mobility varies significantly by race. A study by sociologists Fabian Pfeffer and Alexandra Killewald shows that only 5 percent of Black children born in the middle quintile of the wealth distribution will attain the top quintile by adulthood, compared to 16 percent of white children in the same circumstances. For Black children in the middle quintile, the likelihood of attaining the second-highest quintile is half that of white children born in the middle quintile. The odds of a Black child dropping from the middle quintile to the bottom is 39 percent, compared to 16 percent for a similarly situated white child. The odds are equally skewed for children who start in the top quintile of wealth—Black children are much more likely to fall out of that quintile than are white children.26

        So wealth mobility is low, and it has gotten worse over time. It is worse for Black children than for their white counterparts. One reason mobility has declined may be that the top wealth deciles keep getting higher and higher. Put differently, the rungs of the wealth ladder have gotten farther apart and thus harder to climb, especially toward the top of the ladder.

        The conclusions I draw from these data on mobility are twofold. First, the lowest incomes have barely kept pace with inflation over the past thirty years, losing ground relative to the rise in the cost of living for much of that period. So low incomes are not getting better over time, and it is highly unusual for low-income households to join the ranks of middle- and high-income families. Second, wealth mobility is rare, even over long periods of time. Once again, what we had hoped to be a land of opportunity appears not to be. That land would be a great one in which to live, which is a way of saying that equal opportunity remains an aspiration, not yet a reality, in our country.

      
    
  
    
      
        6 Broken Work: The Prevalence and Characteristics of “Low-Quality” Jobs

      
      
        The system is broken, it’s been broken for a long time. Racism is affecting the system. Greed is affecting the system. . . . All these corporations are raking in billions. . . . We all need a livable wage.

        —Ann J., Dorchester, Massachusetts1

      

      In the fall of 2017, the Regional and Community Outreach department of the Boston Fed began a project to document the characteristics of low-wage jobs and understand why these characteristics prevailed. I gravitated to this topic, as it delved into evidence that challenged conventional views of how labor markets work. My role in the project was in part to lend economic rigor to the analyses, but it was also to learn more about how our economic systems had conspired to produce a constellation of jobs that feature not only low wages but also poor working conditions in general. The more I read and discussed, the more dismayed I became that our economy accepts working conditions echoing those of the pre-union late nineteenth and early twentieth centuries.

      Adherents of The Myth explain the characteristics of work as necessary outcomes in efficient, free markets. If low-income jobs have become onerous or oppressive, then this must be the way free-market capitalism is supposed to work in the face of technological advance that replaces low-skilled workers with automation, and given free trade that inexorably directs manufacturing and other lower-skilled jobs abroad. Indeed, the forces of automation and globalization have put pressures on the United States and other developed economies. But as we’ll see later, other developed economies have responded in ways that more effectively limit economic disparities, even if they have not been completely immune.

      The question is why our economy has responded to the pressures of automation and offshoring as it has—not by educating and training our workforce to meet new economic realities but by relegating an increasing fraction of our workforce to dismal jobs. What was going on from the perspectives of business and society that made poor working conditions acceptable? Were businesses powerless in responding to market conditions, or did they make choices, individually and jointly, which led to declining workplace standards?

      As Rick Wartzman and Steven Greenhouse demonstrate, the US workplace was not always structured in the way it is today.2 The prevalence of unions that countered employers’ power in the workplace, the extent of on-the-job training, the responsibility that employers appeared to feel for their employees’ welfare—all this has changed over the past fifty years.

      That same fall as the Boston Fed began its low wage–jobs project, I participated in a Fed conference on community development. I was fortunate to introduce Wartzman, the author of The End of Loyalty: The Rise and Fall of Good Jobs in America, at the conference. Between reading the book and discussing Rick’s work with him, I was struck by two observations. First, a stunning share of the working population earns pitifully low wages, with correspondingly poor benefits, and supplements their income with much-needed government support. Second, I could find nothing in economic theory that tells us that a well-functioning, successful, and rich market-based economy requires a sizable chunk of its population to live in crushing poverty. Others have focused on lack of education, training, and work experience as explanations for high poverty rates, and it is true that fixing these must be a part of the solution. But Wartzman focused on the rise and fall of benevolent corporate practices after World War II—the employer side of the equation that determines outcomes for workers. My exposure to Wartzman’s work helped to kindle my interest in writing this book.

      This chapter turns to the plight of low-income working households, and in particular, to the characteristics of lower-wage jobs. To summarize, there are many workers laboring in one or more of these jobs. The jobs generally offer low wages, relatively poor health and retirement benefits, low likelihood of advancement, unpredictable work schedules, and poor “worker voice”—the ability for workers to have a say in their working conditions. As Zeynep Ton puts it, millions of jobs in retail, hospitality, food service, day care, and other sectors “are lousy and have been for decades.”3 By Ton’s estimate, “almost one-fifth of American workers have bad jobs. They endure low wages, poor benefits, schedules that change with little—if any—notice, and few opportunities for advancement.”4 It has not always been this way, and the change is quite plausibly related to the maximize-shareholder-value dictum that Milton Friedman so forcefully espoused.5 The bottom line here is that tens of millions of US workers labor for low wages in poor working conditions and in many cases must turn to government assistance for food and housing to survive, and for childcare to enable them to work in the first place.

      A large and rising share of the US workforce works in service-sector jobs, many of which offer low and stagnant wages.6 Retail salespeople, for instance, garnered median weekly earnings of $745 in 2021. For women in retail jobs, the number drops to $635.7

      In many low-wage jobs, whether in the service sector or otherwise, the full constellation of job characteristics is dismaying. As summarized in the chart below, health benefits, retirement benefits, and leave provisions differ significantly from the lowest- to the highest-paid jobs. US workers in the lowest 25 percent of the wage distribution are about half as likely as those in the highest 25 percent to receive these benefits from their employers, and those in the lowest 10 percent of the wage distribution are about one-third as likely to receive the benefits.8 A 2016 study found that 39 percent of employees did not have access to a single paid sick day.9 Black and Hispanic workers are even less likely than the average to be granted paid sick leave. The provision of defined-benefit pensions is not broken out in these data, but access has declined across the board. Such pensions are now offered to about 15 percent of the private-industry workforce, a drop of almost 60 percent since the 1990s.10
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          Figure 6.1

        
          Percentage of employees with access to employee benefits by wage percentiles.

        
      
      The data on work schedules are softer, but studies indicate that between 20 and 60 percent of people employed in the retail and service sectors are affected by unpredictable scheduling.11 Industry-specific studies suggest that roughly half of workers in the retail and restaurant sectors received less than one week’s notice of schedule changes.12 Elaine Zundl and coauthors find that scheduling uncertainty appears to have survived the pandemic quite well.13

      Other aspects of low-wage workers’ working conditions make life a constant struggle. Childcare is of course an essential complement to work for households with children. But the high cost and variable quality of childcare force households in lower income brackets into impossible decisions. In 2018, annual household expenditures on full-time childcare for two children averaged $18,442 in the South and $26,102 in the East.14

      These figures represent the sticker price for childcare and do not reflect funds households receive from state childcare assistance programs, which vary substantially in their generosity.15 But even with benefits, out-of-pocket childcare expenses demand a sizable fraction of family income and are a huge burden for low-income households. Using data from the Survey of Income and Program Participation, Rasheed Malik finds that childcare payments absorb 10 percent of income across all working households with children under the age of five. The share falls with age and greater educational attainment but varies little across racial and ethnic categories. However, the share of income devoted to childcare payments for households with income less than twice the poverty level—about $55,000 for a family of four—rises to 35 percent. So even with government subsidies, childcare is clearly unaffordable for lower-income households. While a good number of households under this low-income cutoff do not pay childcare expenses, roughly 20 percent of the 5 million households paying for childcare (or about 1.1 million households) are in this low-income bracket.16

      Given these high costs, lower-income households must often choose less costly childcare options, which usually means lower-quality childcare. Expecting households to make such trade-offs is cruel. In sum, the real burden that childcare places on workers in the lower income strata is staggering.

      These statistics quantify key characteristics of “bad jobs.” White, upper-income workers would never consider a job opportunity with low wages, poor or nonexistent health care benefits, no paid vacation or sick leave, few or no retirement benefits, and work hours that are scattered throughout the week and subject to frequent change with little notice. But this is the reality for tens of millions of workers.

      
        A Shift in Workplace Norms

        The prevailing features of the employer-employee contract for lower-wage jobs, whether formal legal requirements or informal workplace norms, have shifted profoundly over the past fifty years or so. From the 1920s through the 1960s, employer-employee relationships were marked by stability and security. A central element in the change of norms has been the increasing use of third-party contractors to provide services that were once performed by directly employed staff—cleaning, food services, accounting, building maintenance. Respondents to a Pew survey ranked the increased use of contractors and temporary employees third among the “biggest harms to U.S. workers” behind increased outsourcing of jobs and “more foreign-made products being sold in the U.S.”17 Why does this matter?

        From the employer’s perspective, putting cleaning, food services and maintenance out for competitive bidding is a strategy to reduce costs. Whoever charges the least is likely to win the contract. Contractors also handle tasks that are not part of an organization’s core competence, allowing it to focus on its central mission. But outsourcing of this kind means that the worker is at arm’s length from the people who manage the organization they are working for, if not the company that legally employs them. Benefits and work conditions are no longer the responsibility of the outsourcing organization; they are the responsibility of the contracting firm. And career ladders that once promised the opportunity to rise from a low-skilled job to a higher-skilled and higher-paying job within the organization, are eliminated.

        Along these lines, Neil Irwin contrasts the experience of two female janitorial workers, one at Eastman Kodak in the 1980s and one at Apple headquarters in the 2010s.18 On an inflation-adjusted basis, their salaries are about the same. But “that’s where the similarities end.” The Kodak employee had four weeks of paid vacation, tuition reimbursement, an annual bonus, and mobility within Kodak. The Apple employee hasn’t taken vacation in two years, receives no bonus, and has no chance of transfer within Apple. The Kodak employee finished her college degree, was promoted into a professional-track IT job, and went on to become the company’s chief technology officer.

        In addition to contracting out many low-wage jobs, firms have gradually pared back the generosity of benefits, especially at the lower end of the wage scale. Employer-funded defined-benefit retirement plans—the classic pensions of the 1950s and 1960s—are a rarity today. Where employers offer retirement plans, they are far more likely to be 401k or other defined-contribution plans. These plans offer workers certain tax advantages—and in many cases matching employer contributions—as a means of building retirement resources. This change entails two major shifts in planning for retirement. First, unlike defined-benefit pensions, which provide a sum at retirement that depends on known determinants, such as job tenure and ending salary, 401k and other defined-contribution plans provide less-certain funds. Retirement resources available from a 401k plan will depend on the gains—or losses—accrued by investments over the years between enrolling in the plan and drawing payments. And second, those returns depend on the investment decisions of the worker. The employee decides both how much to invest and what to invest in. In defined-benefit plans, investment professionals decide how to invest pension funds, and the company decides how much to invest in order to provide promised retirement benefits for its employees. Under a defined-benefit plan, the employer has to make up any shortfall between realized investment gains on its pension assets and the retirement payments it promises to its employees. With 401k plans, the employee bears all of that risk. If they don’t save enough, if they make poor investment choices, or if they have the bad luck to retire after a period of low investment returns, they have to work longer or spend less in retirement.

        Cost-shifting of health plans has been progressing for decades. Both insurance premiums and out-of-pocket costs have been rising much faster than wages. Although the share of premiums paid by employers has held fairly steady at about 70 percent since 1999,19 a Peterson-Kaiser Family Foundation analysis shows the combined cost of premiums and out-of-pocket expenses for households grew almost 70 percent from 2008 to 2018, even as wages on average grew about 25 percent.20 That is to say that employer-sponsored health plans now feature less coverage per dollar of premium paid and rising out-of-pocket costs, thereby shifting costs to the employee. Given the slower growth in wages at the low end of the wage spectrum, this rise in health care costs places a greater burden on those lower-wage workers who have access to employer-provided health insurance—a dwindling number, as documented above. And low-wage workers with insurance tend to pay a higher percentage of premiums. At firms with large numbers of low-wage workers, those employees with family coverage pay, on average, 41 percent of the cost of premiums, as compared to 30 percent at other firms.21

        These changes did not happen by accident. They were instead the result of decisions by countless companies that have adopted the shareholder-first business model, necessitating ruthless cost cutting with little regard for the consequences for workers. As Irwin and Wartzman write, this strategy has improved efficiency and gained profits for firms and their shareholders, but it also contributes to the hopeless situations that many working poor face.

        Recent data suggest that workers are beginning to reach their breaking point. In late 2021, “quits”—voluntary departures from employment—reached a record high of 3 percent of those employed.22 Massive voluntary departures imply rising confidence among employed workers that they can readily find another job, presumably with better wages, benefits, and work conditions. Time will tell if quitting produces those outcomes for workers, but there are some promising signs. Paul Krugman notes that, coincident with the rise in quitting, employers “aren’t just whining about labor shortages,” as has been the norm historically. They have increased pay for leisure and hospitality workers: by April 2022, average hourly earnings for these workers stood 18 percent above February 2020 levels.23

      
    
  
    
      
        7 The Rest of the Story: More Signs of Brokenness

      
      Low income, vastly unequal wealth, and poor working conditions at low-wage jobs are three of the most obvious signs of brokenness. But, sadly, the complete list of brokenness indicators is longer.

      
        The Distribution of Housing

        Many of us, particularly those like me who are white, well-educated, and economically privileged, take for granted that we will be able to afford safe, stable housing. But as the above data on income relative to budgets suggests, good housing is out of reach for many. Matthew Desmond’s compelling work on the instability of housing for low-income households provides firsthand evidence of the precarious housing reality for too many in the United States.1 As Desmond’s examples make clear, housing is a prerequisite for a stable and secure economic life. Constant disruptions to one’s place of residence make working, child-rearing, and health care grueling struggles.2

        Between 2000 and 2016, roughly one of every forty renting households were evicted each year. For example, in 2016, there were 2.4 million eviction filings, resulting in just under 900,000 evictions. To put this in perspective, the number of households under threat of eviction each year is roughly equal to the number of foreclosures that were completed nationally in 2010 at the peak of the financial crisis. Evictions are thus an annual, ongoing financial crisis for low-income renters.3

        Evictions rose at the onset of the COVID-19 pandemic in many states. In general, the institution of eviction moratoriums at the federal and state levels stabilized eviction rates, but in the months following the lifting of many of these moratoria, evictions have again trended upward.4

        The statistics on housing affordability are equally sobering. Almost 60 percent of all households—both renters and owners—earning less than $20,000 paid housing costs in excess of 50 percent of their household income in 2021. The percentages are higher for Black and Hispanic households. Forty-one percent of Hispanics in this income range pay 100 percent or more of their household income for housing. Government transfers can partly make up the difference between their income and their housing needs, to say nothing of everything else they can’t afford. In the next higher income range ($20,000–$30,000 per year), most Blacks and Hispanics still pay 40 percent or more of their household income for housing. The share of income going to housing costs is no better for low-income renters of color: More than one-third of Black and 42 percent of Hispanic renters pay 100 percent or more of their household income for housing.5

        For those in lower income categories who have rental housing, the quality of their residences is often poor. According to the 2021 American Housing Survey, 11 percent of those households in the $0–20,000 income range and 9 percent of those in the $20,000–30,000 lived in “severely” or “moderately” inadequate housing. Across all income categories, Blacks and Hispanics are 25 to 35 percent more likely than whites to live with inadequate rental housing. Inadequacies range from problems with plumbing, heating, and electrical infrastructure to maintenance, pest infestations, and holes in floors.6

        It could be, and sometimes is, worse: more than 500,000 Americans were homeless in 2020. At least, as far as we know. That number is likely an undercount, given the difficulties in finding people without fixed residences. The data we have indicate that roughly 40 percent of homeless people were living on the streets in 2020; the remainder lived in temporary housing. Blacks (39 percent) and Hispanics (22 percent) are disproportionately represented among the homeless.7

        These data make it abundantly clear that access to housing is a significant challenge for low-income households. Recall the typical household budgets discussed earlier. These households are not close to “making ends meet,” given the other expenditures they must make on food, clothing, childcare, health care, and transportation. Housing costs pose a constant strain on their meager resources.

        Housing stress also differs across race and ethnicity. The data above cannot parse the underlying reasons for these differences, but the historical and economic record on systemic discrimination in housing is clear. From government redlining of communities—agents literally outlined in red communities of color whose residents were deemed unacceptably high risks for mortgage lenders—to covenants that explicitly prohibited people of color from living in certain neighborhoods to significantly unequal access to mortgage credit in the post-redlining era, people of color have long been denied the opportunity to live in safe housing.8

        The brevity of this summary is in no way meant to diminish the importance of safe, stable housing. Those who cannot afford safe, stable housing will have great difficulty achieving economic success. Housing is foundational. It is not readily available to all households, as it should be.

      
      
        Uneven Access to Health Care

        Income, race, and ethnicity are associated with distinctly different health outcomes, according to the most recent data. In general, lower-income families and families of color have poorer access to important health care benefits, and Black families experience higher death rates, higher maternal mortality, more frequent ER visits, and lower life expectancy than their white and Hispanic counterparts.9 Anne Case and Angus Deaton’s findings suggest that for some poorer and less-educated white families, the grind of living in poverty has caught up in recent decades with their health, triggering a raft of “deaths of despair.”10 Consistent with these findings, Alan Auerbach and colleagues find that those born in 1960 and now in the top 20 percent of lifetime incomes can expect to live thirteen years longer than those born in the same year and now in the bottom 20 percent of lifetime incomes—a gap that has grown by almost eight years as compared to the cohort born thirty years earlier.11

        Medicaid, which is designed to provide health insurance for poorer families, has been rationed in some states, despite the federally funded Medicaid expansion that is part of the Affordable Care Act. Eleven states have not adopted the expansion, and many of those rank among the lowest-income states on a per capita basis.12 For ideological reasons, these states have refused federal funds to provide medical care to their poorest residents.

        Patterns in US health outcomes are not replicated in other developed economies, which show stable or declining mortality rates across demographic groups. Only the US system, which leaves both whites and people of color in desperate economic circumstances for decades, is seeing reduced longevity.

        Overall, the differences in health outcomes provide another clear sign that all is not well in our economy. Access and outcomes vary a lot. The basic level of security that good health care should provide is simply out of reach for so many families.

      
      
        Broken Schoolhouses

        In the early twentieth century, the United States embarked on a nationwide project to bring secondary school education to every youth, well in advance of most other Western nations. In 1910, 9 percent of eighteen-year-olds had high school diplomas. By 1940, more than 50 percent had earned the parchment, and the rate climbed to nearly 80 percent by 1980.13 According to many studies, the economic return to high school and higher education is substantial and has likely increased in recent decades. In other words, that century-plus-old investment has paid off.

        It has paid off, that is, for those who have the good fortune to have benefited from generations of educational opportunity. Test scores, an imperfect but still informative measure of school performance, show significant and persistent gaps across races and ethnicities. As an example, Massachusetts, a state with very high per-pupil expenditures and very high overall educational performance, still exhibits a 25-to-30-percentage point gap in reading for Black and Hispanic pupils relative to whites, measured at the fourth- and eighth-grade levels. The gap is even higher for math scores, at both grade levels.14

        The same gaps are evident in SAT scores, with the average white student’s SAT math score 93 points above the average Black student’s. The College Board’s college-readiness benchmarks for math scores reveal a 30—40 percent gap between white students on the one hand and Hispanic and Black students on the other.15 Data from the US Department of Education find a growing performance gap between economically disadvantaged and other students for the years 2011–2019, both for math and for reading.16 Importantly, as Andre Perry cautions, “Standardized tests are better proxies for how many opportunities a student has been afforded than they are predictors for students’ potential.” Like household wealth, performance on standardized tests reflects the cumulative effect of decades of generational opportunities—or lack thereof.17

        High school graduation rates vary by race, ethnicity, and income status, for all states. Figure 7.1 displays the US averages and documents the 8–10 percentage point gaps between Black, Hispanic, and low-income students relative to their white counterparts. There is significant variation across states and other counted territories, with the lowest overall graduation rates in Washington, DC, and New Mexico. The luck of geography matters to educational attainment.18

        There remains significant debate about how best to address these gaps in educational attainment. One possibility is that more spending will make a difference. The highest spenders—Washington, DC, New York, New Jersey, Vermont, and Wyoming—all invest more than $20,000 annually per pupil. The lowest—Arizona, Idaho, Mississippi, North Carolina, Oklahoma, and Utah—spend less than $10,000 per pupil.19 Would equalizing spending help to close educational-attainment gaps? The simple correlations between education spending and outcomes are far from perfect, likely because so many other factors also contribute to education outcomes. As a consequence, this is an active area of study that aims to disentangle complex webs of causation. But the best research to date indicates that spending does make a difference with respect to long-term outcomes.20
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            Figure 7.1

          
            Graduation rates by race, ethnicity, and income, 2015–2016.

          
        
        Whether or not spending is the solution, we need to level the educational playing field. Attaining a good secondary school education should not be left to the luck of the draw, depending on the color of your skin and which neighborhood you happen to grow up in.

      
      
        A Broken Prison System

        Another area of dysfunction is our ill-conceived, overused, discriminatory, and often profit-focused prison system. This problem has been thoroughly researched, but I want to ensure that all readers of this book are aware of the key features of our nation’s prison system.

        First, we are not in good company when it comes to the size of our prison population, which currently numbers more than 2 million. When we include those in the US who are on parole or on probation, the count more than triples.21 Data for 2021 (figure 7.2) show that the United States is the global leader in prisoners per capita. There are no other high-income nations anywhere near us in the rankings. Our numbers significantly exceed those of countries that Americans think of as punitive, such as Rwanda, Cuba, and the Russian Federation. China and Iran don’t even make the top-thirty list, although this could reflect political manipulation of official statistics. Germany has one-tenth the incarceration rate of the US, France one-seventh the rate, and Italy one-eighth.22 Something has gone terribly wrong here.

        How did this happen? Michelle Alexander’s groundbreaking work on the systematic incarceration of young Black men makes clear that this was an intended outcome of the “War on Drugs” declared in 1982, which culminated in a seven-fold increase in the US prison population, with drug-related convictions accounting for the majority of that increase.23 Today, 38 percent of inmates are Black and 30 percent are Hispanic, well in excess of their representation in the general population. Forty-five percent of those currently incarcerated were convicted of drug offenses, more than twice the share of any other crime category.24

        While most of the drug offenses for which people are convicted are minor, the lifetime implications are not.25 As Alexander documents, lives can be forever changed by conviction for a minor drug offense. Offenders can lose eligibility for food stamps, often lose the right to vote (the restrictions vary by state), and may be evicted from public housing and lose their jobs. It doesn’t matter whether the conviction came at trial or via plea bargaining. Criminal background checks make it difficult for offenders to find jobs. In recognition of this hardship, some states have enacted legislation to limit or prohibit the use of criminal background checks in hiring decisions.
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            Figure 7.2

          
            Prisoners per 100,000 residents.

          
        
        It is thus not hard to imagine how incarceration even for a relatively minor offense can spiral into a lifetime of poor employment or unemployment, poverty, and homelessness, with restricted access to the public supports that help needy people survive. These choices that we as a nation have made have had a profound influence on the economic and social outcomes for millions of adults, largely Black men. It cannot be right, yet it persists to this day.

      
      
        Who’s Running This Economy? A Broken Pattern of Firm Ownership and Control

        The representation of women and minorities on boards of directors in the United States is woefully low. Some companies have made progress as boards turn over, but as of 2020 the composition of boards still looks lopsidedly white and male. A recent Deloitte report on Fortune 500 companies shows women filling only 26.5 percent of board seats, racial and ethnic minorities 17.5 percent, and Blacks and Hispanics under-represented at 8.7 and 4.1 percent, respectively. Minority women make up less than 6 percent of board members among these large companies. Companies are still run mostly by men, and mostly by white members.26 These numbers have improved, but only very gradually, since the study began in 2004. And the picture does not improve if we expand our data set: among the 3,000 largest publicly traded companies, ethnic and racial minorities made up 17 percent of directors in 2021.27

        Demographic representation is no better when we examine top executives at US firms. A 2020 Stanford Business School study finds that only one-quarter of C-suite positions in Fortune 100 companies are held by women, and women are underrepresented in C-suite positions that are typical feeders for the CEO position—that is, in jobs that are thought of as “profit centers,” as opposed to, say, heads of human resources and general counsels. Eight percent of these companies’ CEOs are women, up from 2 percent in 2008. Racial and ethnic diversity looks worse. Nine percent of CEOs are ethnic minorities, up from 4 percent in 2008. Only four CFOs are people of color, and only 16 percent of all C-suite positions are held by people of color.28 It’s fairly clear that women and minorities do not have equal opportunity when it comes to running our economy’s companies, either as directors or as top executives.

        Entrepreneurship among people of color remains a challenge as well. The Census Bureau’s most recent Annual Business Survey, covering 2019, finds huge disparities by gender, race, and ethnicity. To begin with, ownership is disproportionately male and white: 61 percent of owners are men and 81 percent are white. White male owners also take in disproportionate revenue, employ a disproportionate share of the workforce, and distribute a disproportionate amount of America’s payroll (see figure 7.3).29 Recent research by the National Community Reinvestment Coalition reports that Black-owned businesses are more likely to operate in the South where incomes are lower, in sectors associated with lower revenue generation and profitability, with less family wealth to bring to the business, and less ready access to financial capital.30
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            Figure 7.3

          
            Business ownership, revenue, employment, and payroll by gender, race, and ethnicity (2019).

          
        
        In sum, the answer to the question “Who’s running this economy?” is “affluent white men,” who most often come from advantaged backgrounds.

      
      
        Broken Banks and Financial Markets

        The banking system does not serve all populations equally. The Federal Reserve’s “Report on the Economic Well-Being of U.S. Households in 2021” shows that the probability of being unbanked (households with no checking, savings, or money market account) or underbanked (households with a bank account but also using payday loans, pawn shops, check-cashing services, and so on) varies considerably by income, race, and ethnicity.31 People with household income under $25,000, lower educational attainment, and Blacks and Hispanics all show much lower connection to the banking system.

        Access to credit—the ability to borrow for homeownership, auto ownership, education—is similarly divergent across racial and ethnic categories. A landmark study by economists at the Boston Fed found significant evidence of discrimination in mortgage lending in the early 1990s.32 That study used all of the information about borrowers that was available to loan officers to estimate the probability of rejection for a mortgage application. The study found that after controlling for everything that was recorded in the loan file, the probability of rejection was still significantly affected by the race and ethnicity of the applicant. A follow-up study has not been conducted—most of the data are no longer held by institutions regulated by the Federal Reserve—so we do not know if this behavior has changed over the past thirty years.
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            Figure 7.4

          
            Unbanked and underbanked households by income, education, and race/ethnicity.

          
        
        Researchers at the Federal Reserve Bank of New York produce a Credit Insecurity Index, which combines credit-access and credit-stress data. Credit stresses include exceeding credit limits, subprime credit scores, and consistently delinquent payment history. The most recent data, from 2020, reveal significant geographic differences in credit insecurity, which tend to persist over time. States with the most insecure counties cluster in the mid-South, Southeast, and parts of the Southwest. The map in figure 7.5, using data from the fourth quarter of 2018, shows the same pattern.33
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            Figure 7.5

          
            Map of Credit Insecurity Index scores by county as of 2018 Q4. The most credit-insecure counties are those in the darkest shades of gray.

          
        
        The financial sector provides essential services to many households and businesses by offering a safe place to deposit earnings, by enabling transactions, and by providing loans that are essential to everyday life and business. But access to these basic services is clearly unequal across income and racial/ethnic categories, as well as across geographies. Of course, some of the geographic differences are likely explained by differences across these locations in income and accumulated wealth. But if so, why are income, wealth and credit access disparities so concentrated in these locations? What is it about our system that delivers such different results based on zip code?

      
    
  
    
      
        III The Myth versus the Facts

      
      You now know the prevailing narratives held by the general public, and I’ve presented evidence indicating how widespread adherence to these framing devices is. It seems clear that the key elements of The Myth—belief in the notion that individual effort determines success, that racism no longer influences economic outcomes, that markets must be free of government interference, and that businesses have no choice but to maximize shareholder value—run quite deep in the consciousness of most Americans. Like the force in Star Wars, The Myth surrounds us, penetrates us, and binds us together.1 Actually, I’m not so sure about that last one. But the things we believe true often are not. While there is some truth to The Myth, the preponderance of the evidence shows that it is a combination of aspiration, wishful thinking, avoidance of uncomfortable facts, and willfully misused dogma. The Myth persists in spite of the facts on the ground.

    
  
    
      
        8 Evidence against The Myth

      
      Ms. P. was born into a family that fled Cambodian genocide in the late 1970s. She lost her father while her family was living in a Thai refugee camp almost forty years ago. Her family moved to the United States when she was three years old. She now lives in Lowell, Massachusetts, where she has a good job working for the city. Still, at the age of forty, she is “barely getting by,” which speaks to the persistence of low income and the lack of mobility that is so evident in the data. She leads a small nonprofit on the side and is trying to start a business to “get out of this financial rut—and own my own place.” So much for laziness. When I asked her if she had savings set aside, she said, “Yeah, barely. And then when I do, you know, have something in a savings account, I end up having to pull stuff out to pay for things.”1

      In talking with her siblings, she often notes, “If dad were alive, we’d have a different life.” No doubt. Her father was well-educated, a doctor who could surely have augmented the income that Ms. P.’s single mother was able to provide—she spoke fluent French and Khmer but came to the United States with no command of English. That sort of luck—one’s starting conditions in life—has been shown to have profound influence on outcomes much later in life.

      It is not surprising that luck plays some role in determining individual outcomes. What is surprising is how large a role luck plays.

      
        Individual Effort and the Role of Accidents of Birth

        The amassed evidence on the sheer number of families and individuals who suffer poor economic outcomes constitutes prima facie evidence that effort can’t be all that’s required for success. It cannot be that everyone in the lower income and wealth deciles just hasn’t put in enough effort to escape poverty or near-poverty. That thesis is absurd on its face. Tens of millions of US workers are struggling because they are all lazy or have all made bad choices? Indeed, this proposition is not just absurd but also deeply disrespectful to those who struggle to succeed despite their starting points and lack of opportunities.

        Nor is it reasonable to assume that everyone in the upper deciles of income and wealth arrived there solely due to extraordinary effort, diligence, and brilliance. But narratives can blind us to the realities staring us in the face.2 Loads of evidence shows that where we wind up is a product not just of effort and ability but also quite importantly a matter of luck.

        One of the most striking bodies of such evidence is the Opportunity Atlas, a collective work of Raj Chetty, John Friedman, and Nathaniel Hendren.3 Their data allows one to link the income of a current adult, wherever she lives, to the specific location in which she grew up. The database also collects data on race, gender, and the income of the household in which each grown adult was raised.

        What emerges is striking: where you are born makes all the difference. Very local geographic effects are associated with very different outcomes for adults. Those effects are much more pronounced for people of color than they are for whites. Consider the median household income for men who grew up in low-income families in the Forest Hills and Roslindale neighborhoods of Boston, or in the Fowl River and Westfield areas of Mobile, Alabama. The two neighborhoods in each city are contiguous, their centers separated only by hundreds of yards. But the economic outcomes for men who grew up poor in these locations are likely to be miles apart.

        The differences for white men are modest: median adult household income is 15 percent lower for those raised in Forest Hills versus Roslindale, and only a bit lower for those raised in Fowl River versus Westfield.4 But the differences for Black men are huge. Adult incomes differ by 32 percent between the two neighborhoods of Boston. Mobile overall is an unlucky location in which to have been born—incomes are much lower than in Boston—but the difference between adjoining neighborhoods of Mobile is remarkable: incomes for black men who grew up in Fowl River are about one-sixth those of black men who grew up in Westfield. And the difference between being born Black or white in the lowest-income neighborhoods is striking. Median adult incomes of Black men born in Forest Hills are about 60 percent of those of adult white men born in the same neighborhood. In Fowl River, the figure is 20 percent.

        There are no doubt reasons for these differences across very nearby neighborhoods: schools may vary in quality, for instance, and public-safety conditions can be dramatically different just a few hundred yards away.5 But the point is that a child has no choice over where she is born. And yet where a child is born can have a profound influence on economic success in adulthood. That surely should be considered luck, and certainly it is from the vantage point of the child.

        So individual effort is on average insufficient to overcome the bad luck of geography, unless you believe that the now-adults raised in these neighborhoods just happen to be disproportionately lazy. That’s a tough assumption to sustain.

        Much of the hard data documenting our broken economic system points to the role that luck plays in economic success in the United States. Children cannot choose their parents, location, family income, or wealth, and it is abundantly clear from the data that family income and wealth vary widely across families. We might worry less about accidents of birth that determine initial income and wealth and schooling if these conditions had little effect on lifetime outcomes. But the data on income and wealth mobility offered earlier, coupled with the results presented in this section, suggest that these initial conditions matter profoundly for adult outcomes. We should not as a nation dismiss these results with a narrative shrug. The world we live in is not “just the way it has to be.”

      
      
        Save the Deserving: Evidence from the Great Recession and Financial Crisis of 2007–2009

        A reading from The Myth: If capitalism truly knows best, then it’s best not to interfere with it. If unfettered markets inevitably find the best solutions to economic problems, then they should remain unfettered. The Great Recession and Financial Crisis of 2007–2009 demonstrated that those are very big ifs.

        Capitalism serves in many ways as an efficient system for allocating resources—certainly better than the known alternatives. I am not advocating that the United States move to a government-controlled allocation system. The former Soviet Union’s experience with that system should serve as ample warning.

        But US capitalism quite clearly does not always know best. Markets have not yet provided solutions to longstanding economic problems such as chronic poverty and unequal access to education and financial services, let alone the persistent effects of racism. And while our form of capitalism works well in many respects when all is calm, it can fall apart quickly when disruptions occur.6 And when it falls apart, it needs extensive and forceful government support, even for those in the highest income and wealth brackets and even for the largest and formerly most profitable businesses. Economic crises also make clear—often in hindsight—the risks of eroding regulations that provide some measure of protection against overly free capital markets. In some of our most recent episodes of upheaval, the priorities that our government embraces in providing support became quite clear. Sadly, those priorities reflect deep adherence to elements of The Myth.

        The Great Recession and Financial Crisis of 2007–2009 demonstrated vividly how US capitalism can fail its citizens. It also showed who’s first in line to receive government aid when it’s required, and it’s not the neediest.

        I had a ringside seat to the largest economic disruption in at least a quarter-century as director of research at the Boston Fed. I learned about details of financial markets that none of us had had to worry about before they began to unravel. I vividly recall watching stock tickers to see which firms were failing each day, how far the stock market would drop, and whether the actions taken by the Fed and Congress would be sufficient to stop the skid into the abyss. Weekdays, nights, and weekends were filled with hastily convened policy meetings, as the crisis proceeded in unexpected ways and we tried to design new tools on the fly to limit the carnage. Don’t ever let anyone tell you this wasn’t that bad an episode: it was, and it could have been much worse. Policymakers, especially then–Fed Chairman Ben Bernanke and others at the Federal Reserve System, deserve credit for avoiding the worst.

        There were two distinct but related phases of the crisis: the financial meltdown and the ensuing recession. The meltdown was rapid and severe. The short-term lending that undergirded so much financial and nonfinancial business activity began to evaporate. Markets were still as free as ever, but they weren’t functioning, and there was evidently no way for them to self-correct.

        Fortunately, the Federal Reserve was there to provide a floor under the freefall, by quickly ensuring that an array of financial institutions could continue to provide short-term loans to businesses. In a matter of weeks, the Fed designed programs to support the money market mutual fund industry (large investors in mortgage-related assets) and the commercial-paper market. The Fed’s Term Auction Facility provided competitive multiweek loans to banks that were unable to borrow due to the liquidity crunch. These and several other programs aimed at stabilizing short-term borrowing and lending.

        Which was very nice. It was certainly not a free-market solution. And it was also far from the end of the story. As short-term credit markets were being repaired, the Treasury and the Fed were engineering the rescue of the nineteen largest financial entities in the country, utilizing funds from the Troubled Asset Relief Program (TARP).

        Of the $700 billion appropriated by Congress for the TARP:

        
          	•	$250 billion went to the Capital Purchase Program, which provided funds to small and large banks, although the bulk went to eight of the largest financial institutions.7 The program purchased preferred stock that paid 5 percent dividends from 2009 until 2013, at which point the dividend rate would increase to 9 percent, as an incentive for banks to buy back the preferred stock. These banks (or their purchasers/successors) ultimately repurchased all of these shares.

          	•	$80.7 billion went to General Motors, Ford Motor Company, and Chrysler to avoid imminent bankruptcies in the auto industry. The money comprised loans and share purchases. The government recouped all but $9.3 billion of that investment.8

          	•	$182 billion went to bail out AIG, through a combination of loans and preferred-share purchases. The Fed initially held $90 billion of credit extended to AIG on its balance sheet; it gradually reduced that amount to zero through sales of assets through January 2011.9

          	•	$75 billion went to the Homeowner Affordability Modification Program, to help homeowners refinance or restructure their mortgages to avoid foreclosure.10

        

        In all, the Treasury and the Fed put out trillions of dollars to rescue the financial services industry and a few key nonfinancial businesses. Coupled with a supervisory “stress test” of the nineteen largest banks in the spring of 2009, which provided an estimate of the funds that the largest banks might need to offset the losses likely to mount with the growing recession, these actions produced a rapid rebound in the health of the financial sector. But without the dramatic and unprecedented measures taken by the Fed and the Treasury, our world-class capitalist system would likely have collapsed in a heap of steaming mortgage-backed securities, unable to pick itself up by its financial bootstraps. What would that have meant? Many of the largest financial institutions—banks, mutual funds—would have collapsed. Everyday businesses’ ability to borrow money to pay workers and finance inventories would have been cut off, resulting in layoffs and reduced orders of business inputs, with damaging ripple effects. Many more people would have lost their jobs and their homes. The imagery of the Dust Bowl and the Great Depression seems apt.

        It may be that much of the rescue would not have been required if financial institutions had been prepared for the possibility of falling house prices and widespread mortgage defaults. So how prepared were the most sophisticated financial institutions for this possibility? Not well. Many continued to forecast flat housing prices even in 2007. They put in place little or no insurance against the possibility that prices would fall significantly and thus that the value of these assets would decline. Why was that? Where were the well-functioning, sophisticated, risk-savvy financial markets when we needed them most?11

        In my view, this failure to take precautions against the ramifications of falling housing prices represented a colossal failure of financial prudence and risk management. It is nearly impossible to know when a bubble (in housing prices, in this case) is going to burst, although a number of economists and market observers suggested that housing prices might soon crash.12 But when housing prices have already stopped rising, it takes little imagination to envision the possibility that prices will fall going forward. Put differently, if you see prices remaining flat as the most likely outcome, then surely the probability that they could fall is high. The ramifications of a significant national decline in housing prices were well-understood: big losses would result. Yet there appears to have been little interest in managing the risk that accompanied falling housing prices.

        In part, the rapid and vigorous rescue of the financial system was undertaken because the financial crisis was fast-moving and difficult to predict and because the Bush and Obama administrations and the Fed reasonably saw echoes of the Great Depression in the rapidly deteriorating financial market conditions at the time. Policymakers took action because financial institutions do provide vital services to keep nonfinancial businesses running.

        So the government saved Wall Street, albeit with some (well-deserved) losses. It is interesting to contrast this with what the government did for Main Street, especially for the workers and homeowners in the economy.

        

        * * *

        Even as the financial collapse was alleviated with hundreds of billions of dollars of taxpayer funding, the Great Recession was roaring ahead. The loss of confidence by firms witnessing the massive upheaval in financial markets, coupled with the difficulty Congress had in mustering a response to the crisis—recall that the first attempt to pass a financial rescue bill failed, with Republican opponents citing objections to government intervention—led to a dramatic pullback in hiring and a rise in firing in late 2008 and early 2009.13 The result was a rise in the national unemployment rate from about 4.5 percent in April 2007 to a peak of 10 percent in October 2009, well after financial firms had recovered.14

        Unlike the financial sector, employment took years to recover: the unemployment rate did not drop below 5 percent until seven years later. The economic recovery was enabled in part by significant Fed support—very low short-term interest rates and massive asset purchases that lowered longer-term interest rates and boosted a variety of other asset prices. In recognition of the persistently weak economy, the Fed chose to delay the return to normal interest rates (above 2 percent) until late 2018.15

        In the late winter of 2009, Congress debated and ultimately passed the American Recovery and Reinvestment Act, a $787 billion bill that included a variety of stimulus measures. The largest components were an income tax credit of $400 per worker and $800 per couple (at a budgetary cost of $97 billion), Medicaid aid to states ($99 billion), aid to school districts ($54 billion), extended unemployment benefits ($64 billion), funding for transportation initiatives, including highway and bridge construction ($46 billion), and investments in green-energy technology and other energy initiatives ($34 billion).16 It is interesting to note that, at the time, concerns were expressed about the infrastructure component of the bill, which certainly could have been much larger. But Congress was worried that appropriations that were ultimately spent a year or two later would be ill-timed, stimulating the economy when it had already fully recovered. Thus the emphasis was on “shovel-ready” projects.17 With hindsight, the concern that infrastructure-related construction might occur too late was based on wild optimism about the rapidity of economic recovery.

        While these efforts no doubt kept the crisis and recession from becoming even worse, they left millions unemployed for many years after the financial side of the crisis had effectively ended.

        

        * * *

        What should we learn from this pivotal economic episode? As sophisticated as it appears to be, our economy can get itself into big trouble, in an astonishing variety of ways.18 It turns out that free markets are not self-correcting entities that are best left to their own devices. The troubles of the financial crisis arose because many market participants made ill-advised decisions and took on risk that even ex ante was foolish. When the bottom fell out, it was not possible for these institutions or the markets they traded in to save themselves. Only through government support were we able to keep the economy from slipping into the chasm of a second Great Depression. As it turns out, our capitalist economy simply cannot function without critical government supports, especially during crises, including crises of the private markets’ own making.

        Very closely related, most activity in our economy requires some level of regulation, contrary to the most simplistic interpretations of free markets.19 Arguments for regulation are manifold. Regulation is needed to reduce the damage inflicted by so-called externalities—costs to society caused, but not borne, by producers. The pollution generated by manufacturing and natural-resources extraction is a classic externality: production of manufactured goods and extraction of resources causes pollution, an environmental cost that is borne by others. Taxing producers for the pollution they cause shifts that cost back to them, and reduces the amount they produce and thus limits the pollution they cause. Such taxation also incents producers to invest in less-polluting means of production to avoid the tax. Regulation is also valuable in correcting informational asymmetries, such as those that make it impossible for consumers to know all the characteristics of the food or pharmaceuticals they purchase. In the cases of financial markets, regulation limits the extent of risk-taking by financial firms. The goals of such regulation are to protect depositors’ money and to minimize the likelihood that financial-sector losses will lead banks to cut off essential borrowing by nonfinancial business, increasing layoffs and turning a financial disruption into a full-blown recession. Many would agree that we had rolled back financial regulations too far in the lead-up to the crisis. The Dodd-Frank legislation of 2010 imposed additional restrictions on many financial entities, aiming to avoid the unhedged and highly leveraged risk-taking that characterized the financial crisis. But it did not take long for adherents to The Myth to begin watering down some of those regulations.20

        The crisis revealed how much we revere our financial institutions. The number and variety of programs that were put in place to support the financial system in the wake of the financial crisis was stunning. Within months, the financial sector was back on an even keel, its stock prices rising, its profits rebounding smartly.21 The level of support reflects the perceived importance of the financial systems in the United States. To some extent, that perception is justified, as key financial institutions indeed provide funds essential to nonfinancial firms, allowing them to keep the lights on and their workers paid. However, it is far from clear that all the activities of the largest financial entities are necessary to the success of nonfinancial business.22 Much of those financial entities’ resources were, and remain, devoted to improving the yields on high-wealth individuals’ portfolios, adding minimal social value. The point is that we often overstate the fundamental importance of our largest financial institutions, and we overestimate the sagacity and prescience of their leaders. In failing to manage the risk inherent in large portfolios of mortgage-related securities, key financial institutions amassed losses that nearly toppled the financial system. In the process, they dragged down many nonfinancial businesses with them, contributing directly to the economic woes suffered by households.

        The contrast between the outcomes for financial firms and the average worker is striking. The Obama administration and Congress were not able to put together aid sufficient to keep millions of families from losing their homes, a goal that may well have been feasible. Many millions more suffered protracted spells of unemployment.23 One can reasonably argue that financial markets required a quicker policy response, and that, once repaired, financial markets could be expected to rebound more quickly than, say, unemployment. But that does not explain the seven-year period required to normalize unemployment and return the economy to its full potential. As former Treasury Secretary Timothy Geithner put it in a 2018 presentation on the response to the financial crisis:

        
          I think that in general the country would have been better served if we’d had a stronger program of, you might call them, fiscal stimulus: tax cuts, support for state and local governments, a whole range of things like that, larger, sustained longer. . . . I think that would have made a big difference. And we were successful in relaxing some of the political constraints on that, but not successful enough. Housing is, you know, tragically complicated; the broad thrust of the programs we did were not large enough to offset a substantial part of the damage from a recession in which millions and millions of people lost their jobs. . . . The programs we did to directly limit the risk people would lose their home unnecessarily, they helped 9 million people benefit from lower payments on their mortgages and millions of people refinanced who were underwater, but [the programs] were not large enough and they came late in the process. They came too late.”24

        

        Bernanke agrees. “More should have been done to help homeowners,” he said, “although devising effective policies to do that was more difficult than many appreciate.”25 Difficult, but not impossible.

        Finally, this episode reveals our national priorities. Our policymakers were willing to put vast sums of money at stake to rescue large and powerful financial institutions. Many of the benefits of those rescues accrued to high-income and high–net worth individuals—they are clearly the deserving in our economy—not to the average person. Evidently, ordinary people deserved something less. Nor did Americans collectively see the struggles of average people as unacceptable, and thus they bore the brunt of the crisis, a crisis in which almost all of them were innocent bystanders turned victims.26

        In contrast, the response to the economic decline resulting from the COVID-19 pandemic provided much-needed help to households and workers. One might more easily be able to classify most people as the “deserving poor” in these circumstances: those struggling financially in the face of COVID were clearly harmed by forces beyond their control. In addition, during most recessions, the goal is to get people back to work, and thus some fear that unemployment compensation that is too generous will deter return to work. In this case, the point was to keep people afloat while they could not work for public health reasons, so there may have been less concern about employment disincentives. It may be risky to overgeneralize from this episode, but it does raise interesting questions about The Myth’s assumptions regarding how households and small businesses use or misuse government aid, and about how much we can trust the recipients of such aid.

        In spring 2010, I spoke with senior Boston Fed staff about lessons from the financial crisis and Great Recession. One lesson I highlighted was Secretary Geithner’s: we saved Wall Street but left Main Street to languish. At the time, this was not a popular stance to take, and I received some flak for it. But I contend that it was a reasonable critique and one that holds up well today. The Federal Reserve as an institution appears to have learned that lesson, having taken policy steps consistent with it in the past decade.

        In sum, financial markets don’t always work well, and when they fail the repercussions are felt widely in the economy. Financial markets therefore require regulation and supervision. The debate over the appropriate degree of regulation is ongoing, and there are risks on both sides: too much regulation can restrict the flow of capital to businesses, and too little can lead to excessive risk-taking and macroeconomic disaster. Judging by the profitability of financial firms to date, it seems unlikely that we have overregulated them on the whole.

        Most Americans venerate capitalism and the financial markets that have grown up with it. The Myth imputes to their leaders the same qualities it does other high-earning individuals: brilliance and extraordinary vision. In The Theory of Moral Sentiments Adam Smith, a founding capitalist thinker but also much more, laments this “disposition to admire, and almost to worship, the rich and powerful, and to despise, or, at least, to neglect persons of poor and mean condition.” He deems this attitude “the most universal cause of the corruption of our moral sentiments.” He despairs “that wealth and greatness are often regarded with the respect and admiration which are due only to wisdom and virtue” and that “the contempt, of which vice and folly are the only proper objects, is often most unjustly bestowed upon poverty and weakness”27

        As a consequence of this adulation, those in power are reluctant to regulate, interfere with, or question the decisions of financial firms, even as they lead us to the precipice of depression. The financial crisis and Great Recession showed that the costs of Americans’ reverence for capitalism fell almost entirely on the average worker and disproportionately on families of color. Our very recent history makes such adulation of our economic system and its leaders appear rather misplaced.

      
      
        Evidence on the “Trickle Down” Theory

        An argument often used in defense of low tax rates and tax breaks for the rich is that when high-income families and businesses thrive, their prosperity will make its way down to lower-income families. High-income people are “job creators:” they own businesses that employ lower-income workers, and their spending circulates throughout the economy, generating demand for goods and services that are produced by low- and moderate-income workers. Allowing the rich to retain profits means more money can be plowed into investment capital, which in turn will also produce more jobs. The more the well-off have, the better off everyone will be.

        In this way, the “trickle-down” element of The Myth defines a key part of our society’s relationship with the poor: the best way to get money to the distrusted poor is to instead give it to the rich, proclaiming against all odds that it will make its way down to the needy. This theory has been widely discredited by economists, although its popularity remains. John Kenneth Galbraith described the trickle-down theory as the notion that “if you feed the horse enough oats, some will pass through to the road for the sparrows.”28 Joseph Stiglitz finds trickle-down’s continued esteem puzzling, noting that “rising inequality has not led to more growth, and most Americans have actually seen their incomes sink or stagnate . . . the opposite of trickle-down economics.”29 Generally, studies that attempt to find a link between tax cuts for the well-off and increased investment spending or employment come up empty.

        It was hard to find anything good trickling down during the most recent attempt at an application of the theory, the Tax Cuts and Jobs Act of 2017. The law reduced the corporate income tax rate from 35 to 21 percent and allowed companies to fully deduct certain types of capital spending from their earnings. The hope, as articulated by its proponents, was that lower tax rates would spur investment, employment, and economic growth and that the resulting increase in tax revenues would more than pay for the tax cuts.

        Instead, an independent study by economists at the International Monetary Fund found that the reduction in the cost of investment capital played at best a “minor role” in explaining investment spending in the wake of the law’s passage.30 Meanwhile tax revenues, adjusted for inflation, were lower in 2018. As a share of GDP, tax revenues fell even more. And revenues were well below Congressional Budget Office projections made before the tax cuts were signed into law.31 The law was billed as providing a significant tax cut for the middle and working classes, but research casts doubt on this proposition. Economist Joel Slemrod finds that “overall, more than half of the benefits go to the top 10 percent of earners.”32

        Despite trickle-down’s repeated failures, it has proven a go-to justification for efforts to cut taxes on the wealthy and on large corporations and occasionally the middle class—actions that have over time exacerbated inequality and rarely if ever delivered the promised benefits for the majority. The evidence to date suggests that the top earners have indeed gained from tax cuts, but the effects never trickled down, and they probably never will. Nonetheless, trickle-down theory remains a popular element of The Myth.

      
    
  
    
      
        9 This Is Not the Only Way: International Comparisons

      
      Adherents of The Myth believe that US outcomes are best, reflecting our success in leaving capitalism to its own efficient devices. Doing so allows our system to provide the most benefit to the economy. In short, this is the way capitalism should work.

      There is no reason why a free-market capitalist system must unavoidably lead to the undesirable outcomes documented above. For proof, we need only turn to comparison with other democratic, free-market capitalist countries. Among developed capitalist nations, the United States is an obvious outlier in key respects—with regard to our tax system; inequality of income and wealth; and access to health care, childcare, education, and economic mobility. This strongly suggests that Americans could make other choices and that capitalism can work without producing the thundering inequities that we observe in the United States.

      While a common battle in Congress centers on lowering taxes, in fact US taxes are quite low by international standards. Judged by total taxes paid—the sum of income, payroll, sales, Social Security, property, and other taxes as a share of GDP—Americans pay little compared to residents of most developed countries, as figure 9.1 shows.

      The appropriate level of taxation is a political decision that involves weighing costs and benefits. The cost of higher taxes arises from reducing net wages and capital income, which could in theory reduce the incentive to work or invest. The benefit of higher taxes lies in the social gains delivered by the government programs and services that the taxes pay for. It is clear from figure 9.1 that Americans have chosen a balance that errs well on the side of avoiding much-feared—but, in practical terms, usually insignificant—disincentives, at the expense of providing services.
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          Figure 9.1

        
          Total taxes paid as percentage of GDP, 2020. Source: OECD, “Tax Levels and Structures, 1965–2020.”

        
      
      Not only do Americans pay low taxes, but the US tax code is also not unusually progressive—that is, the IRS does not collect a highly disproportionate share of tax revenue from the highest earners. In thinking about the overall progressiveness of the US tax system, we need to consider a range of taxes. The rates for the individual income tax are indeed progressive, ranging from 10 percent for the lowest-income filers to 37 percent for the highest. But Americans also pay largely flat taxes for social security and Medicare. State income and sales taxes are also typically flat.

      One way to gauge whether a tax system is more or less progressive is to compare the share of total taxes collected from taxpayers in a particular income range to the share of total income they earn. A common trope is that the top 1 percent of income earners pays 40 percent of the taxes.1 This is quite misleading, as it covers only the individual income tax and ignores the fact that the top 1 percent of earners take home nearly 20 percent of total income, as highlighted by many researchers and as summarized earlier.

      A better measure is provided by the Institute on Taxation and Economic Policy. Their 2019 report shows that the US tax system overall is very mildly progressive, with lower income deciles paying a bit less than the share of income they earn, while higher income deciles pay about 3 percentage points more than their share of income, not the 39 suggested by the trope described above. Figure 9.2 makes the point clearly.2 In a completely neutral tax system, the shares of income would equal the shares of taxes paid. We’re not too far from that.
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          Figure 9.2

        
          Shares of total taxes paid by each US income group, compared to shares of total income in 2019.

        
      
      It should be clear from this chart that we have not tipped the scales into absurd progressivity. Roughly speaking, taxpayers pay their share of income in taxes.

      Between this observation and the statistics on the massive amount of income concentrated in upper income deciles, it would appear that Americans have chosen not to overburden upper-income earners. On the bright side, this relatively even burden of taxation suggests that the United States has significant capacity to reapportion income without doing great damage to any one group.

      Like individual tax rates, US corporate tax rates are low by international standards. In fact, judged by tax revenues collected as a share of GDP, the United States has the lowest corporate tax rate among members of the G7 developed economies, as shown in figure 9.3.3 The effective tax rate has fallen by a factor of more than five over the past seventy years.4 These low rates suggest significant lost revenue that could be put to good use. We would need to weigh this benefit against the damage higher taxes could do to corporations’ profitability, but this seems a small concern of late, as profits have been quite healthy in recent decades, as discussed earlier.
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          Figure 9.3

        
          Corporate tax revenues as a share of GDP, 2020, among G7 countries.

        
      
      Income and wealth inequality stand out in the United States compared to other developed economies—the United States has the sixth-highest income inequality among OECD members. As of 2020, it was in the top three for the share of residents below the poverty threshold and in the top three for the “poverty gap” (the ratio of average income among the poor to one-half of median household income for the entire population).5

      The United States stands out just as much for wealth inequality. According to Credit Suisse’s Global Wealth Databook 2021, wealth inequality in the US ranks behind only that of Sweden among developed Western nations. Among all countries, those that exceed the United States in wealth inequality are either very poor—Botswana, Namibia, Nigeria, Lesoto—or small countries with lopsided oil-based wealth—Saudi Arabia, Bahrain, and the United Arab Emirates (UAE).6

      Data from the World Inequality Database show that the United States is not at the very top of the wealth inequality distribution—that distinction is earned by resource-dependent countries like Saudi Arabia, the UAE, and Russia. Among OECD countries, the United States stands fifth behind Chile, Mexico, Turkey, and Costa Rica. But the United States has the highest wealth concentration among Western developed economies.7

      US health care choices similarly stand out. Despite being leaders in health care spending, Americans experience some of the worst health outcomes in the developed world. An analysis of OECD health care data highlights the gap between US health care spending and the health outcomes our system produces. Among OECD countries, the United States spends the most on health care as a share of GDP. US public spending is similar to that of other countries; the difference lies in private spending on insurance premiums and out-of-pocket costs. This likely reflects the extra spending by higher-income and better-insured families.

      Despite high spending, Americans trail in many health outcomes. Among OECD countries, the United States has the lowest life expectancy, highest suicide rates, greatest chronic disease burden, highest rate of obesity, and second highest rate of hospitalizations due to preventable causes, including diabetes and hypertension.8 Many of these outcomes are well known to be associated with lower income and wealth.9 In these dimensions, too, we fail to provide basic needs to our poor. There is some evidence that high US spending is associated with higher-end health care services—the US is in the top three OECD countries for MRI scans. But overall, our high spending is fairly categorized as mis-spending, as it has not prevented relatively poor health outcomes.10

      The United States is also an outlier when it comes to the care we devote to children in their earliest years. Despite overwhelming evidence demonstrating the importance of early childhood care and education, the United States is on the low end of developed countries in terms of public spending for child care and early childhood education. The United States spends approximately $700 on childcare per child age two and younger, versus an OECD average of $4,605.11 Spain, Israel, and Mexico are the only OECD countries that spend less in this category. What spending there is in the US tilts towards lower-income families, but at about $1,000 per child per year, this support still lags other countries’ provisions by a large margin.12 Investment in elementary and secondary education, by comparison, is among the highest worldwide. In 2018 US public spending amounted to $28,000 per student over the course of primary and secondary school, placing the country fifth behind Luxembourg, Norway, Austria, and Iceland.13

      The pattern continues when it comes to economic mobility: the United States does poorly. People born in poverty tend to stay there; people born in the proverbial lap tend to remain there. This is not the case around the globe. Other capitalist states do better. According to a study released by the Economic Mobility Project, “There is a stronger link between parental education and children’s economic, educational and socio-emotional outcomes” in the United States than in its developed-economy peers. The study compared the United States to the United Kingdom, France, Germany, Sweden, Italy, Australia, Finland, Denmark, and Canada across five key indicators, examining the strength of the relationship between parents’ outcomes and their children’s. The United States ranked highest in the likelihood of a child inheriting her parent’s cognitive (IQ and other test scores), economic (income and labor-market position), educational (grades and final attainment), physical (health and birthweight) and socio-emotional (mental health and childhood behavior) outcomes.14

      This is not the only evidence of the weak US position in the economic-mobility rankings. Julia Isaacs of the Brookings Institution has found that the United States lags behind its developed-economy peers across a wide array of studies. A number of the studies she discusses find a closer tie between US fathers’ and sons’ earnings than is the case in other developed economies, and in some underdeveloped economies. For instance, Isaacs cites a study that finds that United States men born in 1958 in the poorest one-fifth of families were more likely to remain there than were their counterparts in Denmark, Norway, Sweden, Finland, and the United Kingdom.15

      

      * * *

      The evidence from other free-market capitalist economies is clear. It implies that Americans have made unusual choices about how to structure our economy. It is true that populations, geographies, and industrial landscapes are not identical across the globe. But on too many key measures—income, wealth, health outcomes, education, economic mobility—America’s failure to bring prosperity broadly to our citizens does not jibe with our country’s world-leading income and wealth. We have chosen to be broken in these ways.

      If we keep saying The Myth is true, we abdicate responsibility for changing the worst outcomes in our country, blaming them on individuals rather than systems. Global evidence suggests that it simply doesn’t have to be that way. We can do better without sacrificing overall prosperity. The alternative is to continue to pledge allegiance to The Myth, ensuring that our systems keep funneling income and wealth to the already insanely affluent.

    
  
    
      
        IV Broken by Design: How We Have Chosen to Create and Sustain Our Broken System

      
      The stunningly poor outcomes that characterize our broken economy reflect choices that Americans have made consistently over generations. We have again and again provided resources and opportunities to the white, the affluent, and big business. Our economy does not have to work as it does. We have chosen to ensure that it does. The history of choices in key areas—systemic racial and ethnic discrimination, the careful design of our free markets, tax policy, the safety net, working conditions for low-wage jobs, and macroeconomic policy—demonstrates the consistent desire of the powerful to perpetuate an economy that leaves millions behind, with little chance of success.1

      Central to the critique of The Myth is that this narrative, while flawed and inaccurate, is not only used passively—to justify or interpret outcomes, or as an input to voting choices. It has also played an active role in creating the reality it interprets. Those with wealth and power use The Myth to manipulate tax policy, public programs, the safety net, and workplace norms to maintain or strengthen their dominant position. When convenient, wielders of The Myth defer to the wisdom of markets rather than promote policies that might lead to more equitable distribution of income, wealth, health, education, and opportunity. In ways subtle and not so subtle, the powerful use their political connections to shape tax and spending systems for their own benefit.

      
        The Dance of Narrative and Policy

        Prophets decrying the use of wealth and power to perpetuate a slanted economic system run a diverse gamut. Nobel laureate Joseph Stiglitz’s The Price of Inequality details many of the ways in which private companies have shaped the rules of the game to their benefit. For example, Stiglitz notes that despite the well-known need for government intervention to correct key market failures in the financial sector—the cost that financial market meltdowns impose on the rest of the economy, for example—the financial sector successfully lobbied for less regulation in the years leading up to the financial crisis. As Stiglitz puts it:

        

        
          Deregulation in the 1980s led to scores of financial crises in the succeeding three decades, of which America’s crisis in 2008–09 was only the worst. But those government failures were no accident: the financial sector used its political muscle to make sure that the market failures were not corrected, and that the sector’s private rewards remained well in excess of their social contributions.2

        

        Another Nobel laureate, Paul Krugman, avers, “In the past many influential people seized on economic arguments that could be used to justify high inequality. We can’t raise the minimum wage, because that would kill jobs; we can’t help the unemployed, because that would hurt their incentives to work; and so on.”3 Krugman goes on to report the evidence that has accumulated to refute many of these arguments—minimum wages do not lead to loss of employment; unemployment insurance does not stop workers from taking employment opportunities. Adherence to these elements of The Myth despite the evidence testifies to the hold they have over us but also to their usefulness in maintaining unequal power and wealth.

        Miles Corak, an economist who focuses on the link between inequality and low economic mobility, similarly finds that the wealthy exercise their power and position to shape societies and policies. For example, with ready access to elite private high schools and colleges, “wealthy parents have little incentive to back spending on public education.”4 Corak finds that life outcomes for children are determined by “the care, nurturing, and direction they receive from their families, the structure and nature of inequalities in the labor market with which they must engage, and the degree to which public policy can level the playing field with human capital investments that are relatively more advantageous to the relatively disadvantaged.” In the United States,

        
          all three of these forces are aligned in a way that reinforces rather than weakens the tie between socioeconomic status and adult outcomes. . . . And in spite of these greater challenges, public policy does less to level the playing field. Indeed, in some important ways, policies do just the opposite, tilting the playing field to help the more advantaged.5

        

        It isn’t just economists and policy wonks who have decried The Myth and the inequities it builds into our economy. In a 2013 exhortation, Pope Francis contends

        
          The gap separating the majority from the prosperity enjoyed by those happy few . . . is the result of ideologies which defend the absolute autonomy of the marketplace and financial speculation. Consequently, they reject the right of states, charged with vigilance for the common good, to exercise any form of control. A new tyranny is thus born, invisible and often virtual, which unilaterally and relentlessly imposes its own laws and rules.6

        

        The dance of narrative and policy continues.

      
    
  
    
      
        10 The History of Systems That Have Been Shaped by The Myth

      
      The dance between narrative and policy plays out in the interaction between The Myth and the decisions that sizable private actors—primarily larger businesses—and government make. This is a key difference between the realms of human behavior and the physical sciences. It doesn’t really matter what I believe about the orbits of planets around the sun, but when it comes to human behavior, what we believe—the narratives we hold—shapes our actions, our decisions, and the economic structure within which we live.

      
        The History of Institutional Racism, and Its Persistent Effects Today

        In recent years, many Americans, both left- and right-leaning, have become more aware of our country’s history of institutional racism. An important contributor to my (partial) knowledge dates back less than a decade. Following the Boston Fed’s 2015 publication of “The Color of Wealth in Boston,” members of our staff and more than twenty regional partners formed a working group with two purposes. First, to build a common understanding of the sources of racial and ethnic inequities through reading historical, legal, and economic research. Second, to agree on a shared agenda for actions that each of our institutions could take to reduce racial wealth gaps.1 Participating in that working group and engaging in conversations with the “Color of Wealth” authors and other colleagues opened my eyes and changed my mind about the sources of wealth gaps.

        At around this time, Richard Walker, a mentor of mine and former senior vice president and head of the Fed’s community development efforts, came into my office holding a copy of Carol Anderson’s White Rage. Having recently finished the book himself, he said simply, “You should read this.” I did. I found it difficult reading because the history is uniformly depressing. In a very matter-of-fact manner, Anderson provides a harrowing account of the unrelenting record of our government’s intentional institutional abuses of Black people. Anderson’s book further propelled my own journey of learning about these painful truths about our national history.

        The process of learning continues today—for me, for the Federal Reserve, and no doubt for many others. I believe that one cannot fully understand how America’s economic system works without understanding the effects that racial and ethnic history continues to have on outcomes today.

        It is imperative that Americans learn our nation’s history of choosing to deny access to opportunity for people of color. Our centuries-long legacy of discriminatory policies and government actions, beginning with our interactions with Indigenous people, is well documented, thanks to the meticulous scholarship of authors such as Anderson, Richard Rothstein, Melvin Oliver and Thomas Shapiro, Darrick Hamilton and William Darity Jr., and Michelle Alexander, among many others. That literature also makes clear the persistent effects of past policies on people of color today, as well as the racism that remains embedded in many of our institutions and systems. The results of America’s centuries-long program of discrimination are evident in the data presented throughout this book. The wealth gap is particularly informative, because it reflects the cumulative effect of blocked opportunities across generations. This research makes it painfully clear that the wealthy, white, and powerful designed our systems to exclude many.

      
      
        The End of the Civil War, Reconstruction, and Jim Crow

        While the story begins far earlier, this section will not touch on the country’s origins, harrowing as they were for Blacks and Indigenous people but instead will begin with the post–Civil War period.

        President Abraham Lincoln’s initial plan, early in the war, was to ask African Americans to leave the country and take up residence in Chiriquí, now a province in Panama, as their removal from the country would eliminate what he saw as the source of the Civil War. “But for your race among us there could not be war,” Lincoln lectured a small gathering of Black leaders he summoned to the White House in 1862.2

        That plan was abandoned, and after the war responsibility for rebuilding the union fell to Lincoln’s successor Andrew Johnson, who was hardly a civil rights activist. Johnson consistently opposed efforts to improve the lot of formerly enslaved people. For instance, one of the first acts of the Freedman’s Bureau, created by an act of Congress in March 1865, was to provide newly freed families forty-acre parcels of land from abandoned plantations along the Georgia and South Carolina coasts. President Johnson rescinded that order, initiating a series of broken promises. Former Confederate states, one after another, passed laws denying African Americans the forty acres, along with many of the rights of citizenship, including the right to vote. Anderson argues that Mississippi’s Black Codes, which reinstituted practices common among slaveholders before Emancipation, effectively reinstated slavery: “In this reconstruction of the Reconstruction, . . . African Americans now had neither citizenship, the vote, nor land.”3 Infractions of rules established by the codes were punishable by whipping and were so successful in restoring the status quo ante that they were soon copied by nine other former Confederate states.4

        These initial betrayals met with backlash from Congress, which passed the Reconstruction Acts of 1867—deploying US troops to intervene between white Southerners and freed Blacks—and the Enforcement Acts of 1870 and 1871, which allowed the use of military force to protect African Americans’ rights to vote, hold office, serve on juries, and receive equal protection under the law.5 Countering Congress’s intent and supporting Johnson, the Supreme Court ruled that Congress had overstepped its authority—that it was usurping state’s rights. Subsequent rulings eroded the protections of the Thirteenth, Fourteenth, and Fifteenth Amendments to the Constitution, concerning citizenship, due process, voting rights, discrimination in hotels, restaurants and other public accommodations, segregation, and discrimination in school funding.6 By the late 1870s, the promise of providing freed people a path toward economic and social opportunity had been largely discarded. As an illustration of the North’s complicity in this cavalcade of horrors, the Compromise of 1877 settled the disputed presidential election of 1876 by withdrawing federal troops from the South, ending any hopes of ensuring civil rights for Blacks there.7

        The history of the Jim Crow era—the period from 1877 until the Civil Rights Act of 1964—has been well-chronicled by many. It is sadly replete with documented lynchings; more Supreme Court decisions that allowed discrimination to persist, notably the 1896 Plessy v. Ferguson decision that established the doctrine of Separate But Equal; institutionalized segregation in the civil service (including segregation of occupations, lavatories, and lunch rooms) under Woodrow Wilson’s presidency; and the resurgence of the Ku Klux Klan.8 This era marks the postslavery period in which the white majority used all means at its disposal to continue to promote state-sponsored injustice, violence, and denial of opportunity to people of color.

      
      
        The New Deal and the GI Bill

        In 1933, as President Franklin Roosevelt assumed the presidency, the nation was reeling from the Great Depression. Nearly a quarter of the labor force was unemployed, food shortages were widespread, and one in six homes were in the process of foreclosure.9 In response, FDR’s administration constructed the New Deal for the American public, a suite of programs and institutions designed to mitigate the ravages of the Depression—for white families.

        Passage of New Deal legislation required the buy-in of Southern Democrats, who remained fiercely committed to a white-dominated world. In order to appease this faction, Social Security, unemployment insurance (a provision of the Social Security Act), minimum wage protection, and recognition of labor unions “excluded from coverage occupations in which African Americans predominated: agriculture and domestic service.”10 Partially in response to a housing shortage in the 1930s, the New Deal also created the first public housing for civilian nondefense workers. The legislation featured separate programs for African Americans, or segregated housing by race, or excluded African Americans altogether. The Civilian Conservation Corps (CCC) echoed this preference for residential segregation, both in the South and the North. Governor Harold Hoffman of New Jersey refused CCC residences for African American corps members because of “local resentment.”11

        Similarly, the Fair Labor Standards Act (FLSA) of 1938 provided a host of work-related protections, including the forty-hour work week, a ban on child labor, and establishment of a federal minimum wage and overtime pay requirements.12 Once again, by excluding domestic, agricultural, and service occupations from its coverage, it largely excluded African American, Hispanic, and Asian-American workers from benefits. Today agricultural workers are still excluded from overtime and minimum wage restrictions, and domestic workers and at-home aids—disproportionately people of color—are still excluded from many FLSA protections.13

        The same discriminatory practices played out in the economic boom years after World War II. In theory, the Servicemen’s Readjustment Act of 1944, best-known as the GI Bill, was colorblind, offering education and housing benefits to all veterans regardless of race. But in the case of housing, because the program was administered by states rather than the federal government, the GI Bill fell far short of its race-blind goals. While the Veterans Administration could cosign low-interest loans, mortgages were frequently originated by white-owned financial institutions that refused mortgages to Black borrowers.

        One of the most powerful institutional mechanisms for denying wealth accumulation for people of color was initiated by the Home Owner’s Loan Corporation, an entity formed as part of the New Deal to rescue households near default. This agency invented the policy of “redlining”—defining residents of Black and other minority neighborhoods as high-risk and not suitable for lending. Later adopted by the Federal Housing Administration, this practice systematically denied Black access to homeownership for decades.14 In 1947, only 2 of Mississippi’s 3,229 VA-guaranteed home, business, or farm loans went to Black borrowers. In New York and northern New Jersey suburbs, fewer than 100 of the 67,000 mortgages insured by the GI Bill went to people of color.15

        Hilary Herbold suggests that “the segregationist principals of almost every institution of higher learning effectively disbarred a huge proportion of Black veterans from earning a college degree.”16 Sarah Turner and John Bound find a positive impact of the GI Bill on educational attainment for some Black men, although that benefit decreases significantly for Black veterans whose educational opportunities were limited to the South.17

        The experience of Hispanics who served in the war appears somewhat more nuanced. To be sure, many experienced discrimination in finding housing and obtaining medical services after the war. However, a good number obtained life-changing educational benefits. And in a survey of over one thousand Hispanic war veterans, more than 80 percent of respondents reported that VA doctors and staff treated Hispanic veterans “with respect” or “the same as all veterans.”18 But the research on discrimination against Hispanics in the wake of WWII is not nearly as extensive as the research on discrimination against Blacks, a gap that needs to be filled.

        

        * * *

        For the first century after the Civil War, Blacks, Hispanics, many Asians, and Indigenous people were systematically denied the means to accumulate wealth—as Blacks and Indigenous people had been for many decades before that. In contrast, white families were supported in their efforts to build family wealth through savings, homeownership, profits from entrepreneurship, and government benefits that funded education and housing. Between 1940 and 1970, more than 4 million Blacks migrated from the South to the North, Midwest, and West, at which point some were able to begin investing in housing—where they weren’t blocked by redlining and race-restricted covenants. The mass migration of Blacks coincided with migration of Puerto Ricans to the Mainland and northward migration of Mexican-American agricultural workers.19 These nonwhite families have had much less time than their white counterparts in which to build housing equity.20 More broadly, had racism ceased with the passage of the Civil Rights Act of 1964, it would still have been nearly impossible for the median Black or Hispanic family, over the ensuing sixty years, to build wealth rivaling that of their white counterparts. Those white families didn’t face the racial barriers Black and Hispanic families did and in many cases had had centuries of opportunity to build wealth. The point is that these disparities in wealth accumulation have been centuries in the making. The effects of institutional racism over these many decades reverberate strongly today. They are not behind us, they are with us still.

      
      
        The Civil Rights Era

        The passage of the Civil Rights Act of 1964 explicitly forbade discrimination in hiring, promotions, and firing on the basis of sex and race and created the Equal Employment Opportunity Commission (EEOC) to implement some of its provisions. The EEOC was authorized to make rules to help end discrimination, which were later interpreted to include affirmative action on behalf of minorities. The law was subsequently amended, expanding protected classes to include not only race and sex but also color, religion, national origin, age, disability, and genetic information. The law now applies to other work-related situations as well, including harassment, training, wages, and benefits.21

        Yet, in many respects, practice has not followed the spirit of law. The evidence on wage inequality certainly implies that discrimination in the workplace has been far from eradicated. Proving discrimination in wage-setting or advancement is difficult, as a pattern must be established, and doing so requires controlling for a host of other factors that could (justifiably) influence an employee’s appropriate pay and advancement in an organization.

        Careful and clever research documents racial, ethnic, and gender discrimination in hiring decisions. Early research in this vein distributed identical resumes to employers with job openings, differing only by the name on the résumé—one would have a “Black-sounding” name, the other a “white-sounding” name. Applicants with white-sounding names enjoyed significantly higher chances of being contacted by potential employers.22 A recent meta-analysis of twenty-eight field experiments on hiring discrimination finds that white job applicants receive an average of 36 percent more callbacks than African Americans and 24 percent more callbacks than Hispanics. The analysis controls for applicant education, gender, occupational groups, local labor-market conditions, and the methodologies of the original studies. None of these alter the results.23

        One reason that discrimination continues is that the EEOC does not adequately enforce its rulings and regulations, not least because it lacks the resources to do so. The EEOC’s inflation-adjusted budget per resident has declined since 1980, with a commensurate decline in its employee base. Expressed in 2018 dollars, spending per resident fell from $1.67 per person in 1980 to $1.15 in 2018. The EEOC’s workforce fell from 3,390 employees to 1,968 over the same period. By 2018, the agency had accumulated a backlog of nearly 50,000 unaddressed cases.24

        Not only is discrimination alive and well, but our institutions have also scaled back their capacity to redress it.

        

        * * *

        This history speaks mightily to the litany of systemically discriminatory policies our government has put in place, aided and abetted by the private sector. As Martin Luther King Jr. put it, just weeks before his assassination:

        
          At the very same time that the government refused to give the Negro any land, through an act of Congress our government was giving away millions of acres of land in the west and the Midwest, which meant it was willing to undergird its white peasants from Europe with an economic floor. But not only did they give the land, they built land grant colleges with government money to teach them how to farm; not only that, they provided county agents to further their expertise in farming; not only that, they provided low interest rates in order that they could mechanize their farms; not only that, today, many of these people are receiving millions of dollars in federal subsidies not to farm, and they are the very people telling the Black man that he ought to lift himself by his own bootstraps. And this is what we are faced with, and this is the reality. Now, when we come to Washington in this campaign, we are coming to get our check.25

        

      
      
        Free Designed Markets

        Free markets go hand-in-hand with capitalism. How could one wish for something other than free markets? Freedom is good! Freedom is American!

        The term “free markets” is perhaps used too freely, often as an incantation to ward off the evil spirits of market-obstructing government interference. Rarely is it well defined. The aim of this section is to remind readers that all markets are designed, created, supported, and curated by a partnership of government and private actors.26 The infrastructure that supports markets did not arise organically but is instead the product of a host of narrative-rich choices. Markets are no more “natural” than are industrial chemicals. Markets that spring fully formed from the womb do not exist, and probably could not function if they did. As Dean Baker puts it in Rigged, “Markets are never just given. Neither God nor nature hands us a worked-out set of rules determining the way property relations are defined, contracts are enforced, or macroeconomic policy is implemented. These matters are determined by policy choices.”27 Thus an appeal to leaving markets free as a justification for policy inaction is misguided. Instead, the question is how we choose to design and support markets to achieve both efficiency and reasonable social outcomes. So far, we’ve achieved only efficiency.

        Work in economic development emphasizes the host of infrastructures (broadly construed) that are required for economies to thrive. Many of these are government supports for market functioning. They include the establishment and maintenance of the rule of law, including of property rights and contract enforceability, which are essential to ensuring that investors can reliably collect the returns to their investments. These basic elements of the political and economic infrastructure allow markets to function, however they are designed. Empirical studies confirm the importance of such government supports in driving economic growth.28 Consider a recent example that highlights what can go wrong in the absence of government-provided legal infrastructure: private investors in China’s economy are facing a number of infrastructure challenges, not the least of which is widespread intellectual property infringement.29

        Interestingly, even the conservative-leaning Heritage Foundation recognizes that countries with substantial government intervention still have markets that are at least as free as the United States. Its Index of Economic Freedom tracks property rights, judicial effectiveness, government integrity, business freedom, labor freedom, investment freedom, and tax burden. In 2021, the United States scored 72.1 on this index (higher is better), ahead of Japan (69.9) and France (65.9) but behind the United Kingdom (72.7), Germany (76.1), Canada (76.6), Sweden (77.9), Ireland (82.0), and Singapore, the top-rated country at 84.4. Countries that fall below the United States are largely developing or autocratic countries such as the Slovak Republic, Croatia, Romania, Indonesia, Kazakhstan, and Guatemala.30 Despite the rhetoric about the merits of the US brand of free-market capitalism, this (more-or-less) objective measure concludes that European countries with higher taxes and more generous social services have not limited the free exercise of economic activity.

        A relatively young field in economics, the study of market design, focuses on all the ways in which supposedly free markets are bound by rules. Alvin Roth, who won the 2012 Nobel Prize in Economics, for his work in market design, explains:

        
          A new field of economics, known as “market design,” recognizes that well-functioning markets depend on detailed rules. For example, supply and demand drive both stock markets and labor markets, but someone who wants to buy or sell shares in a company goes through very different procedures from those followed by a job seeker or an employer. Moreover, labor markets work differently from one another: Doctors aren’t hired the way lawyers, professional baseball players, or new MBAs are. Market designers try to understand these differences and the rules and procedures that make various kinds of markets work well or badly.31

        

        Roth focuses primarily on market design features that bring together a large enough number of buyers and sellers so that it is safe for them to reveal or act on information that only they may hold. In addition, a large scale of participation enables the means—time and technology—to “make satisfactory choices when faced with a variety of alternatives.”32 These aspects of market design are much more narrowly focused than the government-provided infrastructure discussed above. But they often inform the ways in which government will interact with markets—for example, by auctioning licenses to operate in the radio spectrum. The markets for radio broadcasts, wireless internet, and cell phones would not operate well, or perhaps at all, without a government-run system for allocating bandwidth rights. Again, this highlights the fact that markets are designed to do specific things, with all kinds of support from government. They can’t work any other way.

      
      
        Tax Policy

        The US tax code has been a constant focus of Myth-fueled manipulation, maneuvering, and deception. A recent investigative report documents the revolving door through which senior private-sector accountants pass temporarily into top Washington positions that shape tax policies. This pipeline has fueled policies that work in the interest of accounting firms’ clients, many of which are the largest and most well-positioned companies in the United States.33 For instance, proponents of the “stepped-up basis” for capital gains have mounted a strong defense of this loophole.34 An arcane provision, stepped-up basis raises the tax valuation from which capital gains are calculated, so as to avoid paying capital gains taxes at inheritance. This loophole allows wealthy families to pass more of their money down to the next generation, perpetuating wealth concentration in already-rich families—probably not the first group that could use some relief via our tax system.

        Popular press articles and academic research have shown how powerful businesses and wealthy individuals influence the tax code to their own advantage, through campaign contributions and lobbying at the state and federal levels. The benefits to using both levers are sizable. Estimates suggest that one dollar of campaign contributions at the state level yields more than six dollars in reduced corporate taxes. And research shows that a 1 percent increase in lobbying expenditures yields a decline of 0.5 to 1.5 percentage points in tax rates the year following. The incentive for businesses to exert influence on tax rates is significant.35

        Private equity firms have spent years pursuing legal changes and allegedly skirting existing laws to minimize their tax burdens. One estimate holds that private equity investors who fail to report their income accurately cost the United States $75 billion in taxes annually.36 The overall lost revenue from all unpaid taxes is estimated at approximately $600 billion annually, an amount that would go a long way toward fully paying for early childhood education and building affordable housing.37 The odds of being audited are three times higher for someone with income of less than $25,000 than for the richest 1 percent of Americans.38 Yet the Treasury Department’s estimates find that the top 1 percent of wage earners account for more than one-quarter of lost tax revenues due to nonpayment and underpayment. In contrast, low- and middle-income workers whose taxes are deducted automatically from their paychecks are highly likely to pay what’s due.39 This last point speaks powerfully to the political use of the dominant narrative, specifically the mistrust of the poor: the gatekeepers of our tax system believe it is more important to audit the lowest wage earners than those who earn incredibly high incomes, and who with the aid of lobbyists and accountants shield themselves from their appropriate tax liability.40

        The 2017 Tax Cut and Jobs Act provided opportunities for the highly compensated to pay even less in taxes. While the law famously reduced the corporate profit tax from 35 percent to 21 percent, it made only a small change to the rate affecting salaries. This of course opened the opportunity for top executives—at least those who shared in the companies’ profits—to take more compensation in the form of a profits distribution rather than salary, significantly reducing their tax burden. IRS data show that salaries paid to top executives dropped after the law went into effect. The data cannot prove that the drop in salaries is entirely due to this reclassification of income, but the timing is highly suggestive.41

        These are just a few examples of how accounting and other tax-avoidance tactics have been used mostly, but not entirely, legally by corporations to shift tax burdens to others. These behaviors also fit very tidily into the “maximize shareholder value” narrative. It is completely understandable that corporations will seek to lower their tax burden, given the tax structure and their desire to raise profits by reducing tax payments. But these behaviors effectively shift the burden of paying for necessary government services from the well-heeled to the less fortunate who do not have the means to so directly affect tax policy. And to the extent that these maneuvers reduce tax revenues, they rob us of the ability to make long-term investments in human potential. Tax avoidance, much of it legal, undercuts high-return investments in America’s future.

      
      
        Unweaving the Safety Net

        We have already summarized the current state of the safety net, the programs and policies that limit how far residents can fall economically. The tortuous path from the safety net’s inception to today’s incarnation reveals both longstanding and evolving national views on the objectives of the system as well as the share of national resources that can appropriately be devoted to it. Recent research highlights the link from The Myth to the design of the safety net. It suggests that the public’s changing views of who is deserving are in part responsible for many changes in safety net programs.42

        A few key programs and their acronyms are noted below.

        
          
            
              	            
                Acronym

                        
              	            
                Program

                        
            

          
          
            
              	
                AFDC/TANF

              
              	
                Aid to Families with Dependent Children/Temporary Assistance to Needy Families

              
            

            
              	
                SS

              
              	
                Social Security

              
            

            
              	
                UI

              
              	
                Unemployment Insurance

              
            

            
              	
                SSDI

              
              	
                Social Security Disability Insurance

              
            

            
              	
                EITC

              
              	
                Earned Income Tax Credit

              
            

            
              	
                SNAP

              
              	
                Supplemental Nutritional Assistance Program (food stamps)

              
            

            
              	
                SSI

              
              	
                Supplemental Security Income

              
            

          
        

        From the Reagan era through the mid-2000s, benefits were systematically shifted toward the elderly and the disabled—through SS, SSI, and SSDI—and toward married-parent families, largely through changes in the AFDC/TANF program. The losers were the very poor and single mothers with children. The redistribution away from the poorest families, defined here as earning less than 50 percent of the poverty level, is striking. Among the poorest nondisabled, nonelderly, single-parent families, the decline in benefits amounted to 35 percent. Among the poorest nondisabled, nonelderly, married-parent families, the decline in benefits was 31 percent. Benefits to nondisabled, nonelderly childless individuals and families also declined, although in general these individuals receive much smaller benefit amounts.43

        If the redistribution of safety net benefits arises in part from the public’s determination of who are the deserving poor, then Americans today view the deserving as those who work, those who are married with children, the elderly, and the disabled. Others—single parents, those out of work, adults without children—are undeserving. Of course, many of the poorest families in the United States are single-parent families—the poverty rate for single-mother families in 2020 was 23.4 percent, compared to 4.7 percent for married couples.44 These characteristics of deservingness fit well into The Myth: those who work, who remain married, who have children within wedlock have been industrious and made good choices. The Myth argues that those who are not working are lazy or have made bad decisions. They don’t deserve public assistance.

        In an August 2021 survey commissioned by the Washington Post, 59 percent of respondents said that recipients of government benefits should be required to work at least some of the time, while 31 percent said they should always be required to work. Respondents were similarly much more supportive of social programs that help the elderly and disabled (81 and 85 percent respectively) than of programs for families with dependent children (63 percent) or low incomes (65 percent). As the Post suggests, “Americans are fairly united in seeing older and disabled people as ‘deserving’—but are more divided about whether poor people or people with children universally deserve support.”45

        Interestingly, for all the damage Milton Friedman may have done through his shareholder-value maxim, he advocated a welfare system that provided assistance based on income and family size. He saw no reason for using other characteristics, such as age or occupation, to determine eligibility or benefit levels. He called his favored approach a “negative income tax”—a policy whereby people who fall below a certain income threshold receive an income subsidy in proportion to their shortfall relative to the threshold.46 Households above the threshold pay taxes in proportion to their income.

        The earned income tax credit is just such a policy. The EITC is a key component of the safety net, as it efficiently augments the incomes of low-earning families. While it does not lift families out of poverty, it clearly makes a difference and along with SNAP may be the most effective strand in the safety net. Its history clearly reflects the dance between our narratives about the poor and the policies our nation has chosen to mitigate poverty.

        In the Johnson administration’s 1964 declaration of the War on Poverty, we hear once again the old “deserving poor” narrative that has shaped US welfare policy for many decades. As Johnson’s Council of Economic Advisors wrote:

        
          Conquest of poverty is well within our power. About $11 billion a year would bring all poor families up to the $3,000 income level we have taken to be the minimum for a decent life. The majority of the Nation could simply tax themselves enough to provide the necessary income supplements to their less fortunate citizens. . . . But this “solution” would leave untouched most of the roots of poverty. Americans want to earn the American standard of living by their own efforts and contributions. It will be far better, even if more difficult, to equip and to permit the poor of the Nation to produce and to earn the additional $11 billion, and more. . . . The major thrust of our campaign must be against causes rather than symptoms.47

        

        Dennis Ventry suggests that this approach to poverty reduction derives from the characterization of poverty as “a temporary condition of the working poor and a permanent condition of the disabled and aged.” In contrast, welfare dependency is adduced as a “pathological and voluntary condition of the indolent.” Ventry observes that this position “conflated social policy with morality.”48

        Policymakers recognized the limited impact that modest reductions to tax rates would have on the poor: the lowest-income households don’t pay taxes, so they of course would not benefit from tax cuts. Through this logical open door walked the negative income tax that Friedman had espoused. An important advantage of a negative income tax is that it’s always better to earn more income than not—as your income rises, your subsidy declines, but your income even after taxes is always rising. Some earlier welfare programs completely dropped benefits once income rose above preset limits, which discouraged individuals from earning more than that limit. They would suddenly lose all of their benefits as income rose just a dollar above the limit. As a consequence, their after-tax income would fall as income rose just above the limit. Why work and earn more if you make less money after taxes?

        There was confusion within the Johnson administration on these points: the president viewed the negative income tax as a cash benefit, and thus a disincentive to work, despite the arguments just made.49 Johnson decided not to put forward a negative income tax and instead went with a variety of self-help programs meant to give a “hand up, rather than a handout.” President Nixon tried again with a welfare-reform package, the warmly named Family Assistance Plan. This included a negative income tax alongside changes to the AFDC program to limit work disincentives. The policy failed to pass Congress.50

        Throughout the 1970s, the meaning of the “poverty problem” changed. Instead of motivating the War on Poverty, the poverty problem came to be understood as a Welfare Problem: a deep concern that too many were or would become dependent on the welfare system, and that proposals to address poverty needed to keep costs down and motivate beneficiaries to work. A wide array of proposals was considered, including replacing the entire welfare system with tax credits for low-income families or with a comprehensive negative income tax. A 1974 report from the Joint Economic Committee noted that “since any aid given to the poor reduces the need for work, a benefit program must be carefully constructed if it is not to crush efforts at self-help and independence.”51

        Under the Ford administration, the Earned Income Credit, a version of Friedman’s negative income tax, was passed for one year. This system paid low-income taxpayers 10 percent of the first $4,000 they earned. The percentage paid decreased to zero as income rose to $8,000. Households with incomes above $8,000 paid taxes in proportion to their income above $8,000. The Senate Finance Committee favored the proposal because it would “assist in encouraging people to obtain employment, reducing the unemployment rate and reducing the welfare rolls.” Over the next three years, the income credit was extended and modified slightly, always adhering to its “pro-work, anti-welfare charter.”52

        Efforts to further modify the program under President Carter were unsuccessful, and changes over the half-dozen years following Carter’s presidency were minor, although the income-cutoff levels were raised in recognition of the erosion in the purchasing power of the credit due to high inflation. Despite those adjustments, the value of the maximum credit fell by 35 percent between 1975 and 1984 after adjusting for inflation.53

        In pushing his anti-welfare campaign, President Reagan slashed welfare expenditures. But the EITC remained intact, seen as a viable replacement for other social programs. The Tax Reform Act of 1986 expanded the EITC, significantly reducing the tax burden on low-income families. Expansion enjoyed bipartisan support from liberals like New Jersey Democratic Senator Bill Bradley and fiscal conservatives like New York Republican Jack Kemp. The law appealed to liberals’ desire to lower the tax burdens faced by low-income people and to conservatives’ interest in pushing taxpayers off the welfare rolls and into the workforce.54

        In the end, the EITC was successful in lowering the tax burden for low-income families. Throughout its evolution, the narrative struggle between providing aid to the poor and avoiding disincentives to work pushed the program back and forth between greater and lesser generosity. Research has shown that the disincentive effects of the EITC have been smaller than expected, while the incentive to work in order to gain eligibility for the tax incentive has been substantial, solidifying its status in the safety net. The EITC succeeded because it appealed to a bipartisan desire to reduce welfare roles and avoid work disincentives. The debates about the EITC highlight the nation’s ambivalence about providing aid to the poor, including who the “deserving” poor are—those who work, those who have children in wedlock. That debate continued through welfare reform under the Clinton administration.

        

        * * *

        Officially the Personal Responsibility and Work Opportunity Reconciliation Act of 1996, the Clinton-era welfare law reveals in its title plenty about how the country thought about aid to the poor. Despite all the evidence to the contrary, personal responsibility apparently needed to be restored in our welfare system—a bow to the welfare-queen tales that President Reagan spun in the 1980s. The bill passed with significant bipartisan support.

        The law dramatically reshaped the welfare program, with the largest changes altering the contours of AFDC, which became TANF. The opening text of the bill is interesting and revealing, as its high-level goals make no mention of poverty reduction. The first paragraphs of the bill read as follows:

        The Congress makes the following findings:

        
          
            	(1)	Marriage is the foundation of a successful society.

            	(2)	Marriage is an essential institution of a successful society which promotes the interests of children.

            	(3)	Promotion of responsible fatherhood and motherhood is integral to successful child rearing and the well-being of children.

            	(4)	In 1992, only 54 percent of single-parent families with children had a child support order established and, of that 54 percent, . . . only about one-half received the full amount due. . . .

            	(5)	The number of individuals receiving aid to families with dependent children . . . has more than tripled since 1965. More than two-thirds of these recipients are children. Eighty-nine percent of children receiving AFDC benefits now live in homes in which no father is present.55

          

        

        The focus is completely on family structure, including marriage and the presence of a father. The implication is that poverty is due to irresponsible or nontraditional parenting. The bill goes on to document the disadvantages faced by children reared outside traditional family circumstances. The purposes of the bill, outlined in the text, are as follows:

        
          
            	To devolve welfare responsibility to the states to operate a program that will . . .

            	•	end the dependence of needy parents on government benefits by promoting job preparation, work, and marriage;

            	•	prevent and reduce the incidence of out-of-wedlock pregnancies and establish annual numerical goals for preventing and reducing the incidence of such pregnancies; and

            	•	encourage the formation and maintenance of two-parent families.56

          

        

        By blaming poverty on poor people’s choices—in this case, with respect to family life—the legislation harkens back to Josiah Quincy’s 1821 report on the deserving and undeserving poor. To couch the argument in terms of The Myth: if only the poor would get married, get to work as they should, and stop exploiting government programs, all would be right and as a primary benefit, our welfare rolls would be reduced.

        TANF, the centerpiece of this legislation, imposes work requirements, devolves many program implementation decisions to the states, funds the state programs via block grants, and sets a lifetime sixty-month participation limit that can be reduced by the states if they choose. As safety net expert Rebecca Blank suggests, as cash assistance “became far less available, welfare recipients were pushed much harder to find employment and leave the rolls.”57 Importantly, state leeway to choose benefit levels and the rate at which benefits tail off as income rises led to wide variation in the benefits available across states. In 2000, cash welfare available during the first 24 months of work for a welfare recipient with two children varied from nothing (Arizona, Indiana, Maryland, and others) to $13,478 (Alaska). The mapping does not correlate well to high and low-income areas—high-income New Jersey offered $1,551, middle-income Virginia offered $6,984, and very-high income Washington, DC, offered $1,296 for those working a thirty-hour work week.58 State-level choices about how generously to implement the program were arguably more important than Congress’s intent in designing it.

        Why did the bipartisan attitude toward welfare culminate in this dramatic change in 1996? The macroeconomic background no doubt had an effect. With unemployment at 5 percent or lower, it was a good time to push former ADFC recipients into the workforce. But as the discussion of the EITC highlights, the nation had always held ambivalent feelings about who were the deserving poor, about how much cash assistance should be provided, and about how to reduce the welfare rolls and minimize work disincentives. In some ways, this reform was a long time in the making.

        Robert Moffitt provides evidence that the rise in the number of single mothers with out-of-wedlock children in the 1980s was a development that voters “disliked,” according to attitudinal data from the General Social Survey. Voters’ distaste for this family configuration may in turn have partly explained the popularity of changes in welfare that provided fewer benefits to single mothers with out-of-wedlock children.59

        Kent Weaver provides a thorough summary of the political tensions and compromises that led to the 1996 reform. Public opinion, shaped by political message, played a key role. As a presidential candidate, Clinton vowed to “end welfare as we know it,” and his persistent capitulation to conservative demands likely led some moderate voters to support reform. National Opinion Research Center polling in the 1990s showed declining support for welfare spending and “spending on the poor” more generally.60 Research from institutes across the political spectrum drew attention to rising out-of-wedlock birthrates, even as birthrates for teen mothers generally were on the decline. As Weaver emphasizes, the interpretation of this research varied by party, but on balance it helped move politicians and the public toward the view that AFDC had to be replaced by a new program that included work requirements and other incentives to reduce birthrates and welfare tenure.61

        These policy changes led to a marked decline in caseloads. By 2000, 57 percent fewer people were receiving TANF benefits than the number that had received AFDC benefits in 1996, with sizable declines experienced uniformly across states. Perhaps more importantly, the program changes led to a 10 percentage point increase in workforce participation by single mothers with young children. Families with other characteristics experienced smaller increases in workforce participation. In the short run, poverty rates for families with children declined, no doubt aided by what was at the time the longest postwar expansion of the economy.62

        However, these effects were not felt equally across race and ethnicity. To begin with, recipients of AFDC prior to the reform were disproportionately people of color. Marianne Bitler, Jonah Gelbach, and Hilary Hoynes find a 17 percent decline in household income for children of Black families in 1997, compared to insignificant changes in income for white and Hispanic families in the same year. As our survey of the data on income, employment, and benefits showed, over time members of these poor families disproportionately ended up in low-wage jobs with inadequate health and retirement benefits, uneven provision of paid leave, and unpredictable schedules.63

        Welfare reform provides a clear example of US policy choices made on the basis of stories the well-off believe about the poor. Lack of trust in poor people is central to our design of public policy. Although the evidence suggests that low-income families use money for the same things everyone else does—food, shelter, clothing, utilities—Americans are enduringly suspicious of entrusting money to them.64 The Myth is powerful and guides the design of our economy in a host of ways.

        A central irony in the current structure of our welfare system is that it was designed to induce families to work their way out of poverty, yet even working welfare recipients struggle to survive. As Janet from Boston, a Hispanic woman who has lived in subsidized public housing for the past twenty-two years, puts it, government aid “helps, but it doesn’t make the difference—it doesn’t get you out of the hole you’re in.” Like many of the interviewees, despite working a solid job and receiving a housing subsidy, she still has to “juggle a little bit” to pay bills. She makes ends meet with a number of “side hustles.”65 We have crafted a system that provides scant aid to the nonworking poor and meager aid to the working poor.

        The welfare system leaves millions below the poverty line, and millions more below reasonable living standards. Not exactly a success story, but our narratives imply that most poor people deserve nothing more.

      
      
        Workplace Norms: The Role of Unions and the Shareholder-Value Maxim

        Dalida R., a Black Cape Verdean immigrant in Worcester, Massachusetts, worked for some years for small nonprofit organizations, which “aren’t able to pay a livable wage,” she says. Among employees, “there’s always a fear” of not quite making it. Dalida’s life changed when she went to work for a large service workers’ union. “The union is when I felt like there was a shift in my life—you know, great benefits, 401k, and all that, that allowed me to set myself up to be able to purchase a home and felt some type of security.” The union—which provided its employees the kind of benefits it provided its members—put her life on a new trajectory. She is now the executive director of a nonprofit. We’ll hear more about Dalida later in the discussion of ways to change our prevailing narratives.66

        Unions have played a critical role in addressing problems associated with low-wage work. In their heyday in the 1950s, they motivated the expansion of company-provided employee benefits—which were designed to slow the spread of unions. But corporate strategies and government action—with public opinion on their side—gradually ejected unions from most sectors of the economy. The dramatic decline in the share of workers represented by unions aided in the cost-cutting, streamlining, labor-busting strategy of Friedman acolytes. It also tilted the balance of power back toward ownership and away from workers. As we have seen, the results of that tilt are particularly bad for low-wage workers.67 Rick Wartzman characterizes this shift in the employer-employee relationship in this way: “The American corporation used to act as a shock absorber. Now, it’s a roller coaster.”68

        Here I trace the saga of unions’ rise and fall—and the resulting rise and fall of workers’ conditions—beginning at the end of World War II. As the war drew to a close, a group of industry leaders, the Committee for Economic Development, banded together to plan for postwar production. They focused on the role private industry could play in promoting economic stability for its workers. Alfred Sloan, chairman of General Motors, suggested industry should “lend a helping hand to its workers . . . against the vicissitudes of life.”69 This largesse reflected not simply a benevolent disposition toward employees but also a response to the rising power of labor unions in the first half of the twentieth century. As Lemuel Ricketts Boulware, vice president of employee and public relations for General Electric, put it in the early 1950s, “It must now be obvious to our employees that membership in a union will not get them anything they would not be able to get without a union.”70

        The 1940s and 1950s yielded a string of wins for workers at large corporations, encouraging a management culture that competed for workers and staved off unionization by offering increasingly generous compensation and benefits. The addition of automatic cost-of-living adjustments to wages, health care, and pension benefits; extensive training and specialized training facilities; and on-site recreational facilities prompted a leader of the Conference of Industrial Organizations to observe in 1950, “Ten or fifteen years ago . . . there were so many things I was mad about. But what can I agitate for now? We don’t have any really big issues left.”71

        Some of these corporate benefits offered support that is today covered by government programs. An example is the supplemental unemployment benefits fund at Ford and General Motors, which in 1955 set aside five cents per employee per hour worked for a fund that could be used in the event of layoffs. Combined with state-funded unemployment insurance, workers could receive 60 to 65 percent of regular pay for up to twenty-six weeks. Other automakers soon followed, as did firms in the shipping and steel industries. General Electric extended a form of unemployment benefits to its employees in 1931, before the New Deal implemented unemployment insurance nationwide.72 On-the-job training, a benefit less and less common among current employers, became an important element of the overall compensation and benefits package at large companies such as General Electric and General Motors.73

        The National Alliance of Businessmen (NAB), a privately funded and federally subsidized training program, was founded in 1968. Initiated in part in recognition of the lopsidedly white male workforces that large corporations had hired historically, the alliance counted Ford, Coca-Cola, McDonnell-Douglas, and Mobil among its members.74 In remarks to the Alliance in May 1968, Vice President Hubert Humphrey noted that the rationale for the Alliance was of course economic. However,

        
          as persuasive as economic justification is—and its logic is unassailable—we fundamentally support the NAB effort for another more important reason: It is an attempt to save lives . . . to rescue persons who have been denied a full and equal chance in our industrialized economy . . . to reach those who have been left out with the message that America needs everybody.75

        

        While likely an exercise in political rhetoric to some extent, the message recognizes that there are many who “have been denied a full and equal chance” in the economy, and that it is the joint responsibility of private industry and the government to do something about it. It would be refreshing to hear more today about the merits of such a private-public partnership with those same goals.

        In short, during the fifty-year span from the pre-Depression 1920s through the 1960s the United States developed a relatively benevolent social norm that guided employer-employee relationships. This compact was formed as the result of a variety of complex economic and social pressures, including the rising power of labor unions, the threat of “socialist” reforms that would reduce large private corporations’ power to determine how work was conducted, and the recognition that many citizens—largely people of color—lacked access to the kind of stable employment that these companies offered. The compact brought a sizable measure of economic security and stability to workers.

        That security dissolved in the ensuing decades. Union membership declined and support for free-market capitalism rose at the expense of workers’ wages, benefits, and voice—in essence, the power shifted from workers back to employers. That power imbalance remains today and lies at the heart of the poor working conditions documented earlier.

        

        * * *

        How did this transformation occur? Something catalyzed change in the early 1980s, and history suggests that something was the Professional Air Traffic Controllers Organization (PATCO) strike in 1981.76 PATCO endorsed Reagan in his 1980 presidential bid, and Reagan in turn promised a “spirit of cooperation,” acknowledging the difficulty of controllers’ jobs as well as the outdated equipment they had to work with. Emboldened by what seemed to PATCO a favorable audience in the White House, the union began bargaining in February 1981, pushing ambitious demands including a sequence of pay increases with cost-of-living adjustments and a four-day work week. But several rounds of negotiations went nowhere, and 13,000 air traffic controllers walked off the job on August 3.77 President Reagan quickly laid down the law. Within hours of the onset of the strike, he delivered a speech and an ultimatum: “I must tell those who fail to report for duty this morning they are in violation of the law, and if they do not report for work within forty-eight hours, they have forfeited their jobs and will be terminated.”78

        Reagan’s action reverberated throughout organized labor. Within a week of the episode, the president of the United Auto Workers, Douglas Fraser, worried the strike could cause “massive damage to the labor movement.”79 It did. The administration quickly hired permanent replacements for the striking controllers, a response that was to be used repeatedly in subsequent labor actions by many unions. Corporate leaders felt increasingly empowered to hire temporary and even permanent replacements for striking workers. If workers could be replaced without public pushback, the power of the strike was gone. The ability to hire replacement workers depends, of course, on the availability of additional workers to hire. Thus the early 1980s, when unemployment was quite high and many were looking for work, proved an ideal time to push this part of the antilabor agenda forward. The president appeared to have turned public sentiment against labor, in part because PATCO’s action was illegal—unlike many unionized workers, air-traffic controllers are barred from striking—and in part because the demands of PATCO just seemed excessive. The narrative about unions was changing.80

        The Reagan administration likely had larger goals in mind when it put an end to the PATCO strike. As one expert put it, “The administration . . . wanted to send a strong unambiguous message to organized labor . . . that organized labor—unionism—was essentially incompatible with the emerging free-market philosophy of the administration.”81

        This is precisely where the free-market, shareholder-value narrative collides with public policy, private business philosophy, and the fate of workers. To keep profits high and thereby satisfy shareholders, labor costs had to be minimized, or so the narrative goes. The first step in managing the cost of labor is to slash the power of unions. The Reagan administration led the way in this, but dozens of companies followed in the decades to come. Employers flouted labor laws, discriminating against, coercing, and firing workers who supported unionization.

        But employers didn’t have to break the law in order to bust unions. They could legally mandate that employees attend antiunion meetings, drag out negotiation of labor contracts, and distribute antiunion literature. Unions responded, but “every major effort to change the labor laws since the 1960s has failed.”82 Under President Reagan, the National Labor Relations Board, charged with ensuring the right to unionize and maintaining a balance of power between labor and corporations, was understaffed, leading to large and growing backlogs of antiunion grievance cases.83 Long delays in handling cases worked to the companies’ advantage: they could fire union organizers and replace them. But the fired worker could ill afford to lose months or years of earnings while awaiting a decision in the reinstatement case. In this way, employers further eroded the power of unions.

        The political battle to reduce unions’ prevalence and influence was highly successful. Union membership rates peaked at over 30 percent in 1960 and have fallen to one-third that rate since.84 Despite their decline, unions retain considerable public support, as indicated by a 2021 Gallup poll that shows approval outnumbering disapproval by a two-to-one margin.85

        

        * * *

        One cannot impute all of workers’ losses to declining unions. Instead, union decline and the shift in the employer-employee bargain reflect a common underlying cause. That cause is intimately tied to the Friedman maxim. And in the 1980s, no one individual used that maxim more powerfully to change the employment compact than Jack Welch, CEO of General Electric.86 In his own words, Welch pooh-poohed job security and “contracts” between employers and workers at large firms:

        
          Any organization that thinks it can guarantee job security is going down a dead end. Only satisfied customers can give people job security. Not companies. That reality puts an end to the implicit contracts that corporations once had with their employees. Those “contracts” were based on perceived lifetime employment and produced a paternal, feudal, fuzzy kind of loyalty. . . . I wanted to create a new contract, making GE jobs the best in the world for people willing to compete. If they signed up . . . we’d do everything to give them the skills to have “lifetime employability,” even if we couldn’t guarantee them “lifetime employment.”87

        

        Clearly not a fan of the “paternal, feudal, fuzzy” working arrangements that prevailed at larger corporations in the 1950s and 1960s, Welch worked to streamline GE, eliminate what he considered unnecessary bureaucracy, and ensure that the company was a leader in any markets in which it operated. He presided over a massive reduction in GE’s workforce, just in time for the 1981–1982 recession. Tens of thousands of workers were fired from plants in Louisville, Kentucky; Pittsfield, Massachusetts; Erie, Pennsylvania; and elsewhere, leaving former industrial cities in depressions that would last for decades.88 To be sure, Welch was not to blame for the rising global competition GE faced or for national economic decline. But he played a critical role in shifting the company’s attitude of responsibility for its workers in the face of those challenges, and his example proved influential.89

        Today foreign competition, rising health care costs, and lagging worker skills all challenge the profitability of companies. A key question is how the private sector and the government should respond in the face of these pressures. The simple approach is to leave government out of it, pursue cost-cutting measures, and not worry about the fate of workers. That is not the only choice, although it is a choice that employers have made consistently over the past four decades.

        Whether or not you are a fan of unions, you have to be a fan of the objectives that unions were created to achieve: ensuring livable wages; reasonable working conditions; benefits that improve family economic stability; and, as important as all of these, worker voice. The last serves as a counterbalance to the incredible financial and political power of large corporations and as an offset to the still-prevalent shareholder-value dictum. At the risk of getting all Marxist, without this balance of power, workers—especially lower-wage workers—will continue to sit at the bottom of the economic pyramid, falling short in wages, benefits, working conditions, and power. Most people, upon viewing the current slate of working conditions among the low-wage, nonunionized workforce, would not be delighted. They might, however, believe that free markets will solve that problem. It’s been over forty years, and throughout that period, when it came to looking after low-wage workers or providing racial justice, the invisible hand of the free market was nowhere to be seen.90

      
      
        Macroeconomic Policy: Excess Unemployment by Design

        In September 2011, in the aftermath of the financial crisis and Great Recession, hundreds of protesters representing the “99 percent”—those not among the 1 percent who garner so much of the income and hold so much of the wealth in the United States—gathered at an encampment across the street from the Boston Fed. Inspired by their peers in New York City, Occupy Boston settled in Dewey Square and demonstrated for three months, bringing attention to a number of issues around economic inequality.91

        At a senior management meeting in early October, the Boston Fed considered whether to engage the protesters. I argued that we could do much good simply by listening to the protesters, but the prevailing view among my colleagues was that their demands were too diffuse (there was some truth to that) and that there was risk in talking with protesters in a format the Fed could not control. We chose not to engage the protesters at that time. Some months later, key members of management reconsidered that decision, but by that time the protesters had disbanded. In my view, we missed an opportunity.

        While just a dozen years ago, the Fed, surely aware at that time of many of the economic disparities, was concerned about becoming directly involved in the national discussion. But that episode marked the beginning of a transition from a central bank that studied, convened, and wrote about economic conditions to one that began to take action to make a difference. Just a year after Occupy, we began to discuss in earnest a new partnership for the benefit of lower-income communities in New England.92 Dubbed the Working Cities program, its goal was to bring change to low-income cities outside of Boston, fostering a collaboration of local nonprofits, government, philanthropy, and the private sector that works toward common development goals and guided by the voices of residents and community representatives.93 Critically, the program emphasized a strong focus on racial equity.94

        

        * * *

        Many people find macroeconomic policy rather abstract and difficult to warm to, and for good reason: the macroeconomy is a fiction, a story that economists tell about the sum of all the behaviors of individual businesses and households. Yet, abstract as its target is, macroeconomic policy has been pivotal in creating many of the unsatisfying outcomes we have discussed. It has played a central role in perpetuating unequal outcomes.

        The two pillars of macroeconomic policy are monetary policy—the setting of interest rates by the Federal Reserve to achieve low and stable inflation and maximum sustainable employment—and fiscal policy, which refers to taxing and spending policies that provide vital services, redistribute income, and promote long-run economic growth.95

        Figure 10.1 provides a simple demonstration of the net effect of these policies on the economy. It compares the unemployment rate—the share of workers who would like to be employed but are not (the solid black line)—to our best estimate of the unemployment rate that corresponds to a healthy economy in which everyone who wants to be is employed (the dashed black line). Economists call this the “natural rate,” although the data suggest it is not quite so natural as we might like. The figure shows these two measures over the past forty years, roughly the span of my career with the Federal Reserve System.96
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            Figure 10.1

          
            Falling short for decades.

          
        
        The simple story this figure tells is that the proportion of the workforce that is unemployed has been chronically high for decades. The argument is not that we should always be at the dashed black line. The economy suffers real disruptions for a variety of reasons that make it impossible to remain always at full employment. The point is that the combination of fiscal and monetary policy has to some degree accepted chronically high unemployment.

        Is high unemployment necessary in order to contain inflation? Many economists believe so. In theory, that might explain this persistent policy bias. But in fact the opposite has been the case. For most of the twenty-five years leading up to the pandemic, actual inflation (the solid gray line) has been quite low, averaging a bit below 2 percent, which is the Federal Reserve’s official inflation goal (indicated by the dashed gray line).97 The growing recognition that inflation appeared to be persistently low guided monetary policy under Fed Chairs Janet Yellen and Jerome Powell in the late 2010s, as they kept interest rates low, spurring the economy even as the unemployment rate dipped to 3.5 percent, because the long and vigorous expansion posed no obvious tradeoff in terms of undesirably high inflation.

        Interestingly, we achieved the opposite of these outcomes in the three decades between World War II and 1980. As shown in figure 10.2, on average, unemployment was below its natural rate for the majority of this period.98 Of course, this was also the period in which inflation rose above 10 percent, as shown in the right panel, which prompted a vigorous Federal Reserve response that sent the economy into its deepest recession in decades.

        One way of interpreting these two episodes is that the Fed learned its lesson from the 1970s a bit too well: it is wise not to allow high inflation to become embedded in wage- and price-setting behavior, as it is notoriously difficult to reduce inflation when that happens. But in response, the Fed, and arguably the European Central Bank and others, have erred too far on the side of restraining the economy, fearing an inflation outbreak that did not occur—at least not because of an overheated economy—at the expense of chronically elevated unemployment.
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            Figure 10.2

          
            Learning the lesson of the past too well?

          
        
        Apart from overlearning the lessons of history, it is not by accident that inflation received disproportionate attention during the period following the 1980s. The difference between a 1.5 percent and a 2.5 percent steady rate of inflation is, for most households, negligible. So whom is the low-inflation outcome meant to benefit? Financial markets, particularly those that trade in government and other bonds. A rise in inflation means that lenders are repaid in less-valuable dollars as prices rise faster, which is not something lenders are hoping for.

        Unemployment, on the other hand, is bad for working families, and worst for the least advantaged in the economy. Today, an unemployment rate that is 1 percentage point above the best we can do means an additional 1.6 million people out of work.99 But the distributional consequences are at least as important.

        Figure 10.3 shows the difference between Black and Hispanic unemployment rates and the white unemployment rate.100 Black and Hispanic unemployment rates are consistently higher than those of whites. In addition, during recessions—periods of economic contraction indicated by the gray vertical shaded areas—Black and Hispanic unemployment rates rise much more than white rates, by 4 to 12 percentage points.
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            Figure 10.3

          
            Black and Hispanic unemployment relative to white unemployment, with periods of recession indicated by the vertical bands.

          
        
        The implication is that the most recent forty-year period of excess unemployment was suffered disproportionately by people of color. Recessions are bad for almost everyone. For Blacks and Hispanics, they’re awful. Over this forty-year period, who has won? The financial sector. At whose expense? Workers, most especially Black and Hispanic workers. This of course oversimplifies the outcomes, but the big picture is clear.

        In 2019–2020, the Federal Reserve conducted the first comprehensive review of its monetary policy framework—the strategy, tools, and communications practices it employs to meet its congressionally mandated goals of maximizing employment and stabilizing prices.101 As part of that process, the central bank embarked on a Fed Listens tour, in which it convened retirees, low-income people, and community representatives with whom it does not routinely discuss the effects of its monetary policy actions. I was involved in this process, primarily in Boston, but also systemwide.102 The Fed regularly talks to financial market and business leaders on matters of monetary policy. It also routinely works with community development groups but does not usually engage them on monetary policy matters. From my perspective, Fed Listens was a welcome development, an important component of the opening-up process. In my view, the Fed really did listen, and it learned.

        One key takeaway of the tour that a community participant suggested: for some neighborhoods with persistently high unemployment, “it’s always a recession.” The recessions indicated in figure 10.3 exacerbate chronically poor conditions.103 During the prolonged expansion preceding the pandemic, unemployment rates in some Chicago neighborhoods exceeded 15 percent. High as they were, Fed Listens panelists noted that these rates were among the lowest unemployment rates these communities had seen, although they would be considered “catastrophic for the country as a whole.”

        A second takeaway from Fed Listens was validation of the Fed’s policy in the late 2010s of keeping interest rates low to run the economy “hot”—supporting robust growth accompanied by very low unemployment. While some economists worried about the inflationary repercussions of the hot economy, feedback from these communities made it clear that the prolonged and robust economic expansion had provided work opportunities that they would never have seen otherwise.104 While still doing much worse than the nation overall, these communities benefitted significantly from a hot economy, especially when such conditions did not cause inflation troubles, as was the case pre-pandemic. It’s not that the Fed hadn’t had access to the data on Black and Hispanic unemployment; it’s that hearing the stories of people living those numbers appears to have reached Fed policymakers far more effectively than any statistical analysis could.

        

        * * *

        A discussion of inflation during the pandemic may seem somewhat far afield, but it matters in the context of this book. Prior to 2020, the Fed was able to keep interest rates low for quite some time, even as unemployment dipped into historically low territory, reflecting a very vibrant economy. This was possible because inflation remained quite low, below its 2 percent goal. There was no apparent tradeoff to negotiate between lower unemployment and higher inflation. But recent history suggests a risk that we can no longer rely on inflation to cooperate in that way. If so, the Fed may have to keep interest rates higher, slow the economy more, causing a loss of employment that is clearly most damaging for people of color. We may thus lose some of the gains made in the late 2010s.

        Of course, apart from its implications for interest rates and employment, high inflation directly harms low-income families. The prices of necessities—rent, gasoline, food, heating fuel—have risen dramatically, making already-precarious economic existence even more perilous. When inflation is this high, the Fed’s desire to lower it is not (just) about aiding financial markets, it’s about helping ordinary households.

        As of this writing, it is unclear whether the pandemic-era inflation surge will prove persistent—lasting more than a couple of years—or transitory. Even a transitory burst of inflation could turn into a sustained rise in inflation, if workers and businesses come to expect higher inflation on average for the foreseeable future. For example, if most people believe that inflation will be 4 or 5 percent for the next five to ten 10 years, they will likely not be happy with wage increases of just 2 or 3 percent. If they are successful in pushing for higher wages based on this expectation, then the resulting increased cost of labor will pass through to consumers in the prices of everything that is produced using labor—which is just about everything. In this way inflation could persist. To date, we don’t see significant rises in expected inflation beyond the coming year. A variety of inflation expectations measures for long-term inflation have remained relatively stable.105

        Importantly for lower-income families, wages rose faster in 2021 than they had in the preceding decade, and they rose fastest among the lowest 25 percent of wage earners.106 However, very few workers’ wages rose as fast as inflation, so workers still lost ground after adjusting for the increased cost of living. In the wake of the pandemic, prices rose more than enough to cover rising labor costs, yielding record-breaking corporate profits.107 A suspicious interpreter might suggest that companies took advantage of shortages in labor and other supplies to boost prices beyond cost increases, raising profits and, don’t forget, maximizing shareholder value!108

        The key takeaway is this: it is vital that we to return to the prepandemic goal of supporting low unemployment and long spans of strong growth. The Federal Reserve needs to reduce inflation to stop the direct harm caused by rapidly rising prices for basic necessities. But the Fed also needs to restore an economy in which low inflation allows policymakers to support prolonged economic expansion that will mightily benefit the poor people and families of color whom our economy has historically left behind.

      
      
        Update: The Impact of COVID-19

        This book was largely written during the second and third years of the COVID-19 pandemic. The pandemic threw the economy into an upheaval unlike any it had experienced since the Great Depression, when the structure of the economy was dramatically different than it is today.109 What happened during the pandemic that might alter the pattern formed by the data that we have seen throughout this book?

        Certainly a lot happened! The government engineered massive aid to businesses (two rounds of the Paycheck Protection Program, or PPP), individuals (extended unemployment insurance benefits, direct stimulus checks, and an expanded child tax credit), and financial institutions (similar to the suite of programs put in place during the financial crisis of 2007–2009). Some of these programs clearly had an effect: the increase in the child tax credit, some of it paid in advance, gave families an additional $1,600 per year for each child under age six and $1,000 per year for children ages six to sixteen.110 The child poverty rate fell from over 18 percent before the pandemic to 11.9 percent in July 2021, the first month that advance child tax credit payments were made. After the expiration of the policy in December 2021, the child poverty rate jumped from 12.1 percent to an estimated 17 percent in January 2022.111

        Not all policies enacted in response to the pandemic were successful. The PPP, designed to avoid some of the employment loss that pandemic-induced shutdowns could have caused, achieved its goals in part. According to economist David Autor, the program likely saved 2 to 3 million job-years of employment over fourteen months. But the cost per job saved was somewhere between $170,000 and $260,000, far above the full cost of compensation for these workers. That implies that the balance of the funds distributed—roughly 70 percent of the $800 billion total—went not to workers but to business owners and shareholders. Another victory for the wealthy and white. This contrasts markedly with the two other programs aimed at helping workers—the stimulus checks and expanded unemployment insurance benefits—which distributed $800 billion and $680 billion respectively, directly to households and to the unemployed specifically.112

        Despite an improved labor market and public commitments by some firms, there has been no improvement in scheduling practices for low-income service-sector workers in the wake of the pandemic.113 Disparities in educational attainment likely widened during the pandemic, due to the differential effects of remote and hybrid instruction on lower- and higher-income students.114

        Awareness of racial economic justice has heightened—there is now greater attention to racial injustice among (some of) the media and many media consumers. But outcomes have yet to change. The disparities in income, wealth, health care, and education have not budged over the past two years. For example, the Census Bureau’s Pulse Surveys suggest no discernible improvement in the gaps between Black, Hispanic, and white outcomes for health insurance coverage or food insecurity since before the pandemic. Blacks and Hispanics remain two to three times as likely as whites to be uninsured or suffer food insecurity.115

        A more persistent, concerted effort to address racial inequities will require a more widespread and persistent change in narrative. Results from the Pew Trust’s ongoing survey on support for the Black Lives Matter (BLM) movement highlight the challenge in moving this narrative. In 2017, 55 percent of respondents registered support for BLM. In the weeks immediately following the murder of George Floyd, support rose to 67 percent, and opposition fell from 34 to 31 percent. However, by September 2020, support had fallen back to its previous level of 55 percent, while opposition rose to 44 percent. These levels were essentially unchanged through September 2021.116

        Let us hope that the pandemic, which exposed persistent weaknesses in our economy across racial and ethnic lines, and the racial upheaval provoked by growing awareness of racially motivated violence, have taught us something. Perhaps attention has now been focused, the Pew results notwithstanding. Action that leads to enduring change is yet to come.

        

        * * *

        It is clear from the evidence above that our systems have been consistently subject to the influence of those who have power and resources. Our lopsided distribution of economic rewards is the result of design, not accident. In many cases, powerful institutions, lobbying groups, and voting blocs have employed key elements of The Myth as justification: the poor are different from us, not to be trusted with aid. They need to be encouraged to work harder (and to build traditional families). The power of labor, largely expressed through unions, grew too strong and needed to be shut down if corporations were to succeed in pleasing shareholders.

        And yet our current safety net largely requires recipients to work. The tragedy is that despite working, many remain desperately poor and dependent on relatively meager government aid to survive. The decline in worker voice has indeed led to robust profitability among most corporations—at the expense of a large cohort of workers who are properly characterized as the working poor. The voice they exercised through unions has been silenced, to their detriment. Meanwhile, the burden of paying for our nation’s public goods and services—including the frayed safety net—has been sloughed off by the most affluent, through the exercise of their economic and political power.

        The system is broken, working just as it was designed to.

      
    
  
    
      
        V The Wreckage

      
      What hath The Myth wrought? The principal loss is that of human potential. Countless millions never get the chance to build their knowledge, skills, and experience so that they can put their innate and acquired skills to best use. That loss reduces the size of the economy, stunts the personal and financial development of many, and denies us the benefits we would all accrue if there were millions more productive and innovative workers in our economy.

      On the face of it, the human loss entailed is simply staggering. Why this is an acceptable outcome for our country is bewildering, although it is clear that our national mythology has deafened us to the constant cries of genuine anguish.

      I will consider two ways of thinking about the size of the losses incurred. In terms of more hard-headed calculus, one method for estimating losses is to look backward, assessing the loss of wages, accumulated wealth, health, or lifespan for various populations over US history. Because it is probably impossible to account for losses due to all injustices across all peoples across all of US history, the estimates I develop should be considered distinctly a lower-bound approximation to the true costs of The Myth.

      With this in mind, I will estimate the magnitude of key losses that loom large in America’s history: the loss due to the displacement, mistreatment, deprivation and murder of the Indigenous people who lived here well before white people landed on this soil; the losses due to Black enslavement, derived from the estimated costs for reparations; and losses due to systemic discrimination, reflected in wealth differentials.1 I will also compute losses that will accrue going forward as large segments of the population—including Indigenous, Black, Hispanic, and Asian people—participate partially or not at all in the labor force, lose earning potential, suffer from poor access to health care, and miss the opportunity to accumulate wealth. All of these estimates involve debatable assumptions and approximations. But to be clear, the goal is not to obtain the precise value of the losses, but to develop a rough estimate of their overall magnitude. As we will see, the degree of precision will be a secondary concern, given the size of the losses.

      

    
  
    
      
        11 The Loss Looking Backward

      
      
        Original Sin: Losses Due to Land Theft from Indigenous People

        The history of governmental abuses of Indigenous people is long and sordid and includes land theft, displacement, and genocide, among other abuses. The difference in net worth of Indigenous white Americans serves as one estimate of the cumulative losses suffered. Today, Native Americans possess only about 9 percent of white people’s wealth, per household, implying a loss of about $900 billion.1

        But that reckoning ignores one of the largest losses suffered by Indigenous people: the theft of their land. Essentially all of the land that now forms the literal foundation of the United States belonged to—or perhaps more accurately, was inhabited and stewarded by—Indigenous people when Europeans first landed here.2 Now a small fraction of that land is set aside in reservations, totaling about 2.3 percent of the area of the United States.3 The Bureau of Economic Analysis periodically estimates the value of the land in the contiguous forty-eight states.4 As of 2009, their estimate came to $23 trillion. However, 2009 immediately followed the housing and financial crisis, a time when land values remained severely depressed. Since then, taking account of the rise in real estate values, a conservative estimate of the value of stolen land is closer to $40 trillion.5

      
      
        Losses from Systemic Racism

        In promoting a case for reparations, William Darity Jr. and Kirsten Mullen survey several ways of estimating the losses suffered by Black people due to slavery. Some use the current value of land promised but not delivered to slaves in the wake of the Civil War. Some use the value of wealth gained by slaveowners from their slave holdings. Some compute the value of what was produced by slave labor, deducting the costs of production—the profits from slavery. The value today implied by these estimates ranges from $5 to $42 trillion, depending on the loss computed and the interest rate employed in inflating 1860s losses to the present.6 Most of these estimates do not include an accounting of the impact of injustices heaped on Black Americans in the twentieth century.

        Darity and Mullen ultimately prefer estimates derived from net worth, which they view as “a more powerful measure of economic well-being than income.” They write, “We view the racial wealth gap as the best single indicator of the cumulative economic effects of white supremacy in the United States.”7 Updating their calculations using the latest available data, one can take the 2019 Black-white average household wealth gap of $838,000 and multiply by the number of Black households in the latest US Census (about 17.4 million) to yield the amount needed to close the gap: $14.5 trillion.8 Alternatively, one can apportion the total value of US household net worth—$114 trillion as of 2019—to Blacks according to their share in the population (about 14 percent) to arrive at $16 trillion. Subtracting 2019 holdings of net worth among Black families yields a net worth gap of $13.5 trillion.9

        The wealth gap of course grows even larger and would require trillions more to close if we include the wealth shortfall among Hispanics. For Hispanics, the gap relative to whites is about $815,000 per family. With approximately 18.3 million Hispanic households in the United States, this represents a total wealth gap of $15 trillion. Alternatively, allocating a share of total US wealth to Hispanics in proportion to their share of the population (about 18 percent in 2019), we arrive at a wealth gap of over $17 trillion.

        These estimates are necessarily crude, but they capture the approximate magnitude of the losses inflicted by systemic racism over the decades and centuries.

      
      
        Points of Comparison: Reparations for Japanese Internment and the Holocaust

        In the twentieth century, the United States attempted to address historic losses arising from systemic injustices, paying reparations to specific populations. Beginning in 1942, the US Government forced more than 120,000 Japanese Americans from their residences and into internment camps, following President Roosevelt’s Executive Order 9066. The camps were located in California and Oregon. Living conditions were abysmal, security was tightly enforced using barbed wire and armed guards, and prisoners lost their homes and businesses. The rationale for relocation and imprisonment was that Japanese Americans might be spies, a fear heightened by reports that the Pearl Harbor attack was enabled by Japanese American spies. No investigation has ever uncovered incidents of espionage or treason committed by a Japanese American.10

        Internment ended in December 1944 by presidential proclamation, but Japanese Americans found it difficult to return to their previous lives. Little action was taken to address the wrongful incarceration until the 1970s, when the Japanese American Citizens League issued a resolution seeking reparations. Legislation sponsored by Senator Daniel Inouye, a Hawai’i Democrat, called for the formation of a commission to study wartime incarceration. The commission’s 1983 study recommended monetary reparations.11

        After several years of deliberation, the Civil Liberties Act of 1987 was passed, providing a modest payment of $20,000 for each individual affected by evacuation, relocation, and internment during World War II. Eligibility was to be determined by the US attorney general. The restitution paid was not to be “included in determining eligibility to receive certain income-based Federal benefits,” thus it did not inadvertently push low-income Japanese Americans off the rolls of public programs. Importantly, the legislation also provided restitution for Aleutian and Pribilof Islands residents, who also were relocated during the war, in the amount of $12,000. The bill further provided appropriations to establish the Civil Liberties Public Education Fund (CLPEF) and includes a formal apology from the nation for its actions during the war. Today the CLPEF continues to inform the US public about the internment program. Nearly half of the residents affected by internment had died by the time reparations became available.12

        The roughly $1.6 billion in payments authorized by the law cannot be considered fair compensation for the individuals and families who were imprisoned for one to three years from 1942 to 1945. Taking as a baseline the average hourly earnings for manufacturing workers at the end of the War (about 90 cents per hour), three years in an incarceration facility implies a loss of about $6,300 in 1942 dollars. That would correspond to about $65,000-$75,000 in income in 1988.13 Thus the $20,000 payment does not even compensate the interned for their lost wages. And, as suggested above, the loss of houses and businesses represents a considerable additional loss of net worth that would likely double or triple properly estimated lost income.

        Reparations were made, and the apology was an important admission of responsibility. But the amounts involved only went a small way toward true repair. That said, this remains an important US precedent for recognizing and paying losses caused by systemic racism.

        

        * * *

        German payments to victims of the Holocaust provide another point of comparison. Jews in the wake of the Holocaust were successful in obtaining reparations, some of which continue to be paid today. I should note that I am in no way equating the historical episodes of the Holocaust and Black enslavement. I am, however, using the German reparations response to the Holocaust as an example of a country that took seriously its obligation to survivors and descendants of a population that it had systematically murdered and abused.

        Reparations occurred in two waves, the first immediately following the end of the War and the second in the 1990s. The first wave paid both Jewish victims and first-generation heirs for suffering in concentration camps and for loss of property. Between war’s end and 2000, West Germany and then Germany paid approximately $53 billion in compensation. This first wave may have been easier to realize, as many victims were still alive, and international sentiment was clearly aligned behind the need for reparations. Konrad Adenauer, who was chancellor of West Germany from 1949 to 1963, acknowledged the wrong done to Jews.14 Payments were made to Israel for costs associated with the influx of survivors, to the Conference on Jewish Material Claims Against Germany on behalf of survivors, and directly to survivors who could reasonably establish specific harms or losses.15

        There are important parallels between the Holocaust and Black slavery in assessing the magnitude of reparations required to compensate the victims. As Leslie Sebba points out, there was significant debate in 1952 about “the morality of accepting monetary payment as reparation for the atrocities inflicted in the course of the Holocaust.”16 That is to say, putting a price on the suffering endured by Holocaust victims or enslaved Blacks is a fraught enterprise, mixing cold-hearted economics with the moral reckoning of human atrocities. Did Germans hope that, by paying reparations, they would elicit international forgiveness for war crimes?

        The initial 1953 Holocaust Indemnification statute provided for compensation for a broad range of damages that included wrongful death, disability, injury, incarceration, professional and economic losses, and property loss. Over time, the program was clarified and broadened, raising maximum benefits for property and earnings damages. Importantly, amendments to the statute set an objective standard for the extent of reparations, tying them to payments the deceased would have earned from a German civil service pension corresponding to their economic status prior to their deaths. In the first ten years following the implementation of reforms in 1958, more than 1.7 million applicants were registered for compensation.17

        The lessons to draw from this ongoing program of reparations are that West Germany rather quickly came to a reckoning of the vast scope of damage inflicted by the Nazi regime during the Holocaust, ultimately using a fairly broad definition of damages to determine the scale of reparations. Its program likely benefited from the relative proximity to the time of the Holocaust. The program also benefited from West Germany’s strong desire to reintegrate into the economies of Western Europe, including its desire to receive Marshall Plan funds (which may not have been forthcoming if West Germany had not moved forward on reparations). And the program remains open-ended to this day, providing payments to survivors and increasingly next-of-kin. In reckoning the actual cost of these injustices, the wide lens employed by postwar Germany serves as a significant benchmark.

        To date the United States has clearly not been so generous in recognizing the breadth of damage that slavery did to the descendants of enslaved people, that institutional racism has caused for people of color, or that our current system does to millions of working poor people. We have allowed decades to pass since the abolition of slavery. We will need a national change of heart to pay what is due.

      
    
  
    
      
        12 The Loss Looking Forward

      
      The preceding discussions assess the losses for specific racial and ethnic groups in the context of slavery, Japanese internment, and the genocide of Indigenous people. For the United States, reparations should be an important part of the calculus in considering the economic potential lost due to centuries of suffering.

      But the losses that our system will continue to cause going forward could easily be as great as those already incurred. And as we have seen, those losses will span multiple demographic groups, including poor white families left behind by our particular brand of capitalism. Can we compute the loss of what could be? Though inevitably any determination is debatable, we can use data and historical experience to arrive at an estimate that captures the order of magnitude of the losses likely to accumulate in the future.

      
        The Cost of Childhood Poverty

        A number of authors have produced estimates of the losses entailed in childhood poverty in the United States. These estimates attempt to capture losses broadly, including not just lost income but also the costs of conditions associated with poverty, such as the increased incidence of crime and ill health among adults who grow up poor. Economists Harry Holzer, Diane Schanzenbach, Greg Duncan, and Jens Ludwig properly describe the losses inherent in childhood poverty as an opportunity cost—the harm that arises “because the opportunity to be productive and generate earnings is lost.”1 The losses so calculated include not only those suffered by individuals born in poverty but also the costs borne by society due to increases in crime and health care expenditures after these individuals reach adulthood.

        These authors note that assessing the loss from childhood poverty quite likely understates the overall cost of poverty, as many people experience poverty for the first time in adulthood. Of course, some who grow up poor are fortunate enough to exit poverty, but the estimates reproduced here represent the average costs to those who grow up poor, which comprises both those who escape poverty and those who slip even deeper into poverty as adults. However, the estimates do not reflect the costs of those who do not start out poor but end up poor in adulthood. While experiencing poverty in the earliest years of childhood is likely most damaging to adult outcomes, not all studies can control for the timing of poverty in a child’s life, so the estimates may understate the actual costs.

        Using similar approaches and surveying a number of studies of childhood poverty’s statistical association with subsequent income, crime, and health care outcomes, Holzer et al. estimated the annual cost of childhood poverty at $900 billion. Another group of researchers arrived at a figure of $1.2 trillion.2 Given how difficult it is to measure costs of childhood poverty, the results are reassuringly similar. They are also huge. Costing between 4 and 5 percent of annual GDP, the burden of childhood poverty represents a staggering loss of human potential. Over just one generation, childhood poverty likely costs the country $25 trillion, an amount in the same ballpark as the accumulated losses due to Black enslavement. And the authors of these two studies, and of many studies that they cite, suggest that these figures likely underestimate the true cost of childhood poverty.

      
      
        The Cost of Lost Earnings: Compared to What?

        The losses of earnings in the childhood-poverty studies cited above use the official poverty level as a benchmark against which to measure earnings. But as we’ve seen, a family at the poverty line—about $27,000 for a family of four in 2021—is nowhere near able to meet even its basic needs. An alternative measure of loss calculates the gap between actual household earnings and the level required to meet basic household expenses.

        Recall that by several different income measures, between one-fifth and one-quarter of all households earn total income of less than $30,000. Median family income by the standard US Census measure was about $70,000 in 2021.3 As outlined earlier, the budget for necessities—housing, food, childcare, transportation, health care, taxes (if applicable), and so on—ranges from $65,000 in low-income US counties to more than $90,000 in moderate-income counties.

        To arrive at a conservative benchmark for lost earnings, I start with the three family budgets presented earlier, paring back the amounts of some spending components.4 I use the midpoint of these adjusted budgets, which is a bit below median family income for 2021, as the earnings benchmark. The estimates of loss due to childhood poverty are derived from what it would cost to move those families up to the poverty level. Here I add to this by calculating what it would cost to move those families from the poverty level all the way up to the midpoint of the adjusted family budgets. I then add the cost of moving those already above the poverty level up to this income level. The sum of these two amounts to an annual loss of about $1.9 trillion—in addition to the losses due to childhood poverty calculated above.5 Reducing the income benchmark to $50,000 cuts the annual loss to $1.5 trillion. Alternatively, we might consider moving the lowest income families part way toward the benchmark, closing more of the gap for them and less of the gap for higher-income families that still fall short of the benchmark. This method implies a loss of $1.3 trillion annually. These estimated losses are larger than those for childhood poverty—almost twice as large—because I am comparing the lost income to a higher (and I believe more reasonable) benchmark, and because more families fall short of that higher benchmark. Over a working lifetime, these annual costs add up to staggering amounts.

        Losses are borne disproportionately among racial and ethnic minorities. I compute the loss in earnings relative to the household-income benchmark by race and ethnicity and assess the share of the total loss borne by any demographic category relative to its share in US population. Households headed by a Black individual bear a share of the loss that is 38 percent higher than their representation in the population. Native American, Aleutian, and Alaskan families bear a share 22 percent higher than their population share. Hispanic-headed households bear a share of the losses that is 16 percent higher than their representation. Asian/Pacific Islander households bear a roughly proportional share of the loss. To be sure, white families bear some of the loss. But they are alone in bearing about 11 percent less than their representation in the population.6

      
      
        Losses Due to Unequal Education Outcomes

        We have learned much about the effects of educational attainment on later earnings, among other life outcomes. To be sure, isolating the causal effect of secondary school education on adults’ earnings is difficult, as many other factors influence earnings. David Card examines a number of studies that attempt to unravel causal links between education and earnings and finds that an additional year of schooling adds between 7 and 13 percent to lifetime earnings.7 The significant gaps in educational attainment by family income, race, and ethnicity thus imply a tremendous gap in earnings over the lifetimes of workers. A 2019 Census Bureau study shows white adults are much more likely to attain bachelor’s, master’s, and doctoral degrees than are Black and Hispanic adults, whose highest degree is more likely to be something shy of an associate’s degree or high school diploma.8

        Using these data, one can compute the aggregate loss of lifetime earnings relative to two modest educational benchmarks—if one hadn’t attained a high school degree, how much would one have lost in potential earnings, and similarly for an associate’s degree.

        I add up the number of years by which one fell short of a high school diploma for all those adults in 2019 who were not high school graduates. I then apply the midpoint of Card’s estimates of the increase in income associated with another year’s education—about 10 percent per year—to the average weekly earnings of those who had not completed high school, to approximate the lost earnings per year of lost education for this group. Combining lost years of education with earnings lost per year produces the estimated loss: obtaining a high school degree would have added $290 billion in earnings per working year for these people, or about $11.5 trillion over a forty-year working life. Using the same method, I estimate that going even further—completing an associate’s degree—would have added another $1 trillion per year, or another $40 trillion in aggregate lifetime earnings.9 To put it colloquially, the lifetime losses to lower educational attainment are massive.

        Not surprisingly, the losses fall disproportionately on people of color. Of the total losses incurred due to reduced earnings, non-Hispanic whites bear a much smaller share relative to their proportion in the population. Conversely, Hispanics bear losses that are two to three times their representation in the population. Blacks and Asians bear losses that are closer to proportional to their share of the population, according to this measure.

        Are these estimates reasonable? In a 2015 study of OECD countries, Eric A. Hanushek and Ludger Woessmann estimate the effect on countries’ GDP from raising the average achievement of their student body to mastery of basic skills, as defined by a learning assessment for fifteen-year-olds from the Program for International Student Assessment. In the United States, only three-quarters of fifteen-year-olds attain this achievement level. Hanushek and Woessmann estimate that, if the United States were to raise achievement levels so that all students master basic skills, total economic gains would be approximately $27 trillion over the working lives of these students.10

        Another interesting point of reference is Hanushek and Woessmann’s 2020 study of the loss in GDP from pandemic-induced remote and hybrid schooling. These authors estimate that for the United States, the long-run impact of one-third year of lost schooling in terms of educational attainment and a reduced skills is $20.6 trillion.11

        The earnings losses attributed to education in this section likely account for a good portion of the overall income gaps that we considered in the preceding section. These estimates are imperfect, but they do suggest the massive cost of unequal access to educational attainment.

      
      
        Deaths Due to Poverty, Inequality, Racial Segregation, and Poor Education

        So far we have not considered the reality that inequality, poverty, and racial inequality cause deaths, which of course adds greatly to the tally of losses.

        A team of public health professionals has estimated the number of deaths attributed to low education, household poverty, low “social support,” area-level poverty, area-level income inequality, and area-level racial segregation.12 Drawing on forty-five studies, Sandro Galea and colleagues find that, in 2000, about 875,000 deaths could be attributed to these causes. Scaled to today’s population, that implies about 1,029,000 deaths in 2021. It seems a bit heartless to put a dollar value on lives lost, but in fact the US government does so all the time. The value of a life used by the EPA in 2016 was $10 million, and the Department of Transportation uses a higher number at $11.8 million.13 Using a round number of $10 million, the roughly one million lives lost annually can be given a statistical value of $10 trillion.14

      
      
        Losses That Are Harder to Quantify

        As detailed above, the wealth gap across racial and ethnic categories is enormous. Wealth can facilitate a number of economic opportunities—the down payment on a home, the capital needed to start a business, the funds to pay for or defray the cost of education—as well as serving as a source of financial stability in the event of loss of employment or hours worked, or in the event of a large and unexpected expense such as a medical bill. Even so, the lifetime loss suffered from homes unpurchased, businesses not started, and education not pursued is not directly captured by wealth-gap calculations, although these are indeed consequences of having little or no wealth.

        Liquid assets—assets readily converted to cash—serve the important role of a buffer in case of economic hardship. For example, if a family loses income, balances in its checking and savings accounts might be used to make up the difference for some time. Many families have small to nonexistent holdings of these buffer assets. Ten percent of families with a white head of household hold liquid assets of $400 or less, and 17 percent report cash-like assets of less than $1,000. And the picture worsens for families of color. Between 25 and 44 percent of Black- and Hispanic-headed households have less than $400 or $1,000 on hand to meet financial emergencies. Almost half of Black and Hispanic households would find it nearly impossible to come up with a $50,000 down payment for a home—even if they had $50,000 in total assets, they would have to liquidate all of their holdings, both financial and nonfinancial. The share of white-headed households that are similarly constrained is less than half that of Black and Hispanic households.15

        It is difficult to put a dollar value on the number of homes not bought, the businesses not started, the retirement lives plagued by insufficient savings, or the turmoil experienced when a spell of unemployment forces increased debt or loss of a home. What is clear from these data is that due to the lack of wealth accumulation, such opportunities are missed by an alarmingly high fraction of the population.

        Equally difficult to quantify are the losses due to unequal leadership representation. Despite much discussion of the importance of diversity, equity, and inclusion (DEI) as societal goals and drivers of business performance, progress in changing the representation of women and minorities among company’s boards and executive teams over the past several years has been remarkably slow. A recent study by McKinsey shows that among firms first surveyed in 2017, gender representation on boards and executive teams was roughly unchanged as of 2019, with women accounting for only 15 percent of executive teams (up one percentage point) and 24 percent of boards (unchanged). Though they account for more than one-third of the US population, ethnic minorities accounted for only 14 and 16 percent of executive teams and boards as of 2019 (versus 12 and 14 percent in 2017).16 The same report notes a positive correlation between diverse leadership and boards and company performance, although it is difficult to know which way the causation runs in such data. It may be that high-performing firms with healthy profit margins are more likely to put in place robust DEI programs, or it may be that DEI programs have contributed to these firms’ profitability. I personally believe that more diverse leadership is essential for progress among the racially and ethnically diverse populations in the United States, but I am disappointed by the lack of serious research that might provide even more compelling support for that belief.

        So it is difficult to put a number on the cost of unequal representation in our country’s leadership. However, it seems a priori reasonable to assume that drawing from only a subset of eligible leaders cannot be the best way for Americans to manage our country’s private and public enterprises, to say nothing of our political bodies. How many trillions of dollars have been lost in this way I can’t say, but we have almost surely set aside an enormous amount of potential.

      
      
        Final Tally of the Losses

        No matter how one accounts for the loss—as a historical reckoning of accumulated losses from slavery and institutional racism or as a forward-looking reckoning of the cost of leaving the system as it is—the United States has suffered enormously from leaving so many behind. Given the losses quantified in this chapter, it is reasonable to arrive at a conservative annual number of at least $14.3 trillion, and perhaps as high as $17 trillion, both of which are well over one-half of annual GDP. Note that this annual total expresses accumulated losses due to slavery and systemic discrimination—$30 to $40 trillion—as the equivalent indefinite annual flow of income that these stocks of (missing) wealth would produce—$0.9 to $2 trillion annually, if they earned three to five percent per year. The total similarly expresses the accumulated value of land theft from Indigenous Peoples as an annual income flow.17

        This estimate of the overall loss very likely understates the true loss. It excludes a number of harder-to-measure losses: it does not directly include losses inflicted by a broken prison system, or the loss due to unequal representation among business leaders. Losses due to wealth disparities are captured crudely by the investment income such assets might have produced. Those losses do not include the value of lost housing, education, or entrepreneurial opportunities that wealth provides. Estimates of childhood poverty are likely underestimates, according to the studies’ authors.

        In the end, there is no completely satisfying way to calculate such losses. What is clear is that they are suffered, year in and out, by millions of citizens who are working hard and persevering, but not making it.

        Unless something changes, we will continue to add to this toll for generations to come. Lives will be lost, families will struggle, children will receive poor educations, wealth will go to the already wealthy.

        I offer two positive spins on these observations. First, because we constructed our economy, we can change it. Second, one can think of most of these forward-looking losses as potential future gains. This suggests that we could gain about $15 trillion annually if we successfully integrate millions more of our residents into the economy, avoiding unnecessary deaths, lifting children out of poverty, and improving education and earnings.

      
    
  
    
      
        VI What Are You Prepared to Do? The Way Forward

      
      We have a choice.1 We can leave our less-fortunate fellow citizens to their own devices, pitching them into an economic tournament where the luckiest win. Good luck to them!

      Or we can build a system that provides real pathways to success—the opportunity to build human and financial capital. This system would recognize that few of our poorest outcomes reflect the inevitable result of well-functioning free-market economic processes. Instead, they flow from a system that has been designed to yield poor outcomes for many and to concentrate wealth and power among the few. The challenge is to use the power that has been wielded throughout our history to instead craft a very different, inclusive economy.

      In that economy, luck will play a smaller role in determining success, opportunity to build human capital will be widely available, the benefits of a healthy and necessary symbiosis between government and private enterprise embraced, and the continuing effects of our history of racial injustice acknowledged and addressed.

      What specifically needs to be done to get there? Both narratives and policies need to change. If we undertake the program outlined below, we will go a long way toward repairing the wreckage that has just been tallied.

    
  
    
      
        13 Change the Narrative

      
      Dalida R., whom we met before, has achieved a measure of economic stability, after coming from financially strapped beginnings. Adopted at age four by a big-hearted family in Cape Verde when her own family did not have the financial means to support her, she immigrated to the US at the age of fifteen to live with her adoptive sister in Boston. Dalida has enough income to meet basic needs, with a small amount set aside for emergencies. (How much? “It depends on what goes wrong. If it’s the roof, I don’t have that.”) She rejects the meritocratic/individual effort narrative. She exhorts her three children, “Don’t believe the whole ‘work hard and pull yourselves by your bootstraps.’ I don’t think anyone worked harder than slaves. And all of us who are slave descendants are poor, and still trying to make something for ourselves.”1

      Unprompted, she articulated for me an alternative narrative:

      
        I wouldn’t be here without the support of teachers, without the support of my community—[it] goes to show that we don’t do it on our own, it’s not all about hard work—it’s about a community caring for each other. . . . That’s why I am able to break the cycle of poverty that has been in my family for so long. And hopefully I’m able to help my children go even further than what I’ve been able to accomplish.

      

      In this narrative, community support—in Dalida’s case from an early age—is essential to success. Hard work still matters. Dalida’s high GPA in high school earned her a spot in the school’s academic honor society. But without the support of her communities—in Cape Verde, in Boston, and in Worcester where she now lives—she believes she would not be where she is today: the executive director of a nonprofit, a first-time homebuyer raising three children, active in giving back to those who have less. Individual effort is simply not sufficient.

      As long as the majority of the population—and their elected representatives—believes in The Myth, it will be difficult to make the changes necessary to more equitably build human capital. As Natasha Hicks and colleagues put it,

      
        We cannot build power to change the rules that have resulted in low wealth levels among Black people without shifting narratives about Black people, neighborhoods and institutions that are steeped in deficits, falsehoods, and stereotypes. We must shift mental models that lead people to believe that wealth accumulation is predicated on hard work and making the right economic decisions.2

      

      A prerequisite to systemic change is narrative change.3 Consistent and widespread dissemination of the facts about brokenness, along with consistent efforts to expose and dispel the false narratives of The Myth, may help to move the center of opinion closer to reality, laying the groundwork for change.

      
        Holding On to Our Narratives and Misperceptions

        Why is it that we hold so tightly to manifestly false narratives? For the wealthy and powerful it is easy to see why The Myth is so popular. That narrative has for decades supported them in building and sustaining a system that maintains their economic and political status. Simple self-interest, coupled with willful ignorance of unpleasant facts, explains the enduring popularity of The Myth among this cohort.

        But as the popular-media references and the polling data cited earlier demonstrate, The Myth remains remarkably popular not just among the affluent but also among ordinary citizens. Why is that? A wealth of psychological research has examined this issue, but it boils down to a few simple factors. First, we want to believe that the world is set up to do good and fair things. Second, we trust our beliefs more than we trust evidence. And third, we find it psychologically easier to discard evidence that challenges our beliefs rather than change those beliefs.

        On the first of these points, a strong desire to believe in societal fairness appears to bias perceptions towards the ideal of equality and away from the reality of disparity. This resilient belief in fairness may “stem from motivations to protect the self from the uncomfortable realization that societal outcomes . . . are unfair.” Furthermore, economic and geographic segregation makes it easier for those who live in less diverse networks to place more faith in the ideal than in the reality. Segregation implies little regular contact across racial, ethnic, and economic groups. Without regular exposure to populations who experience outcomes different from our own, it can be difficult to form an accurate picture of how those differences arise.4

        It is understandable that we wish deeply to believe in the virtues to which our country has always aspired—equality of opportunity, reward according to merit—as well as ideals of newer vintage, such as nondiscrimination on the basis of race and gender. That such beliefs can profoundly and persistently shape perceptions and decisions despite evidence to the contrary has been studied by psychologists for decades and falls under the category of “motivated reasoning”—the triumph of belief over incongruent evidence. In discussing reluctance to accept scientific guidance, Joshua Blank and Daron Shaw find that “deference to scientific evidence . . . depends on the availability of such alternative points of view as religious faith and political ideology. When scientific results conflict with a readily available alternative view, individuals are less likely to defer to the research.”5 Michael Kraus and colleagues point to

        
          one fundamental aspect of the psychology underlying these misperceptions of equality; namely, the desire to see society as fair, just, and merit-based. These underlying motivations are strong enough, we argue, to lead individuals to pay greater attention to confirming information and considerably less attention to information that suggests society continues to be both unequal and unjust, especially on the basis of race.6

        

        Because narratives about societal fairness are deeply embedded in Americans’ psyches, these narratives are readily available to us and likely account for some of the resistance to accept counternarratives that are evidence-based. An important insight in this research is that people choose the easiest way to resolve conflict between their narrative and the facts. It’s much harder to change your view of the world than it is to downgrade some evidence that challenges it.7

        A related literature points to the tendency toward “system justification,” the “general ideological motive to justify the existing social order.”8 According to this theory, individuals want to hold favorable views about themselves and the groups they identify with, but also about social and political systems that affect them. A key finding is the strong tendency to believe in “fair market ideology,” which presumes that “procedures and outcomes generated by market-based systems are not only efficient but fair and just.”9 This belief sits at the center of a key tension: while most Americans believe in fair market ideology, thus perceiving our economic system to be fair and legitimate, many simultaneously recognize that substantial inequality exists.10 System justification allows Americans to accept as fair and just the inequality inherent in our system, believing it must have been the appropriate product of markets that they believe generally deliver fair and just results.

      
      
        The Political Uses of False Narratives

        Our history is replete with examples of using false narratives (“the deserving poor,” the primacy of free markets, the preeminence of maximizing shareholder value in guiding business decisions) to win political gains that have profoundly shaped our safety net, welfare system, and tax code. Overtly racist political decisions reflected the nation’s inability to move decisively away from slavery in the post–Civil War period. In the twentieth century, our system overwhelmingly slanted wealth supports toward white families. It should be clear at this point that false narratives—all the components of The Myth, including the notion of a post-racist country—have driven momentous political and policy decisions.

        More recently, as overt racism has become widely unacceptable across political parties, politicians have resorted to coded language—“dog whistles”—to unite white voters behind policies that feed into their unfounded fears, fears that are in turn fed by The Myth. Few are willing to say that Black voters are lazier and routinely abuse government programs, but many politicians eagerly appeal to white voters by suggesting that abusers of government programs—once again, the undeserving poor—are essentially siphoning hard-earned money from the pockets of middle-class whites. What’s in it for the white voters moved by these appeals? In the end, not much. But for politicians aligned with the rich and the powerful, there is plenty to gain: these strategies exploit underlying racial fears and misperceptions to help the rich and powerful stay that way. In office, they reduce the size of government programs and keep taxes low and profits high, all to the benefit of those at the top tier of the economic pyramid.11

        As we have seen, false narratives about race and ethnicity have been used to deflect attention away from institutional and systemic causes of inequities and toward the memes of personal responsibility for choices that lead to success. As Hicks and colleagues point out, an emphasis on personal responsibility “blames Black people for their depressed financial position and the inequities they experience,” while the “bootstraps” narrative ostensibly provides the way out of that position: “Anyone can achieve economic prosperity through sheer determination, hard work and playing by the rules.” Your failure is your fault, your success is up to you. Pay no attention to the man behind the curtain who is pulling the economic levers and making up the rules.12

      
      
        How to Change Deeply Embedded Narratives

        It is one thing to note the centrality of narrative change in moving forward. It is quite another to make that happen. While narratives are clearly powerful, they are at the same time a bit slippery, remarkably persistent, and likely difficult to change because they are held somewhat unconsciously in the population at large. Is it simply too much to ask to change the narratives that spring from our nation’s founding and speak to our deepest aspirations?

        I don’t think so. Some influential narratives have indeed changed over time. Witness the change in narrative around LGBTQIA+ rights from the 1960s to the present. One critical impetus for this change has been the recognition that those asking for basic rights are family members, friends, colleagues. It is painful and embarrassing to recall the kind of homophobic rhetoric and slurs my friends and I used growing up in the 1960s and 1970s. But as coming out became more common, more became aware of relatives, friends, neighbors and colleagues who belonged to the LGBTQIA+ community. Thinking about LGBTQIA+ rights in the context of relationships changes the dynamic from “the mainstream versus the other” to “one of us.” It is far more difficult to deny rights to people we know and love than it is to an abstract, distant population with whom we believe we have little connection. There may be a lesson here for dispelling The Myth. Helping adherents to The Myth to see lower-income families and families of color as “us” rather than “them” would very likely change the narrative that many carry about low-income families.

        Throughout this book, I have interwoven the stories of low-income people, most often people of color. My hope is that their stories of struggle and survival, told in their own words, may help close the distance between poor people and those who would blame them for their poverty. I have chosen the interviewees to reflect the disparities we see in the data. They are not a random sampling of the population and should not be thought of as a source of objective data. Rather, they put flesh on the skeletal representation of reality that the data afford. I hope that these stories might connect the reader more closely to the people our economy leaves behind. Their stories in their own words may be more powerful than the reams of data presented in this book. This book is not about data. It’s about people who have been denied the opportunity to succeed.

        While reducing prejudice at scale is a tall order, some approaches may hold promise.13 Research by Salma Mousa confirms that racial and ethnic groups that have consistent contact can change their behaviors toward one another, although there are some limits. In one experiment, Christian members of a soccer team in northern Iraq improved their behavior toward Muslim team members; however, that change in behavior didn’t necessarily translate to the Muslim population in general.14 It may be easier to think of one’s few Muslim teammates as exceptions to a broad anti-Muslim narrative rather than as evidence suggesting that one ought to revise one’s antipathy toward Muslims generally.

        While some narratives emerge and collapse with historical episodes (“house prices never fall nationwide”), many of our deepest-held narratives are entrenched over decades and will likely be very difficult to change. Psychologists recognize that “entrenched norms are an obstacle to social change.” One promising method for altering persistent norms employs key influencers to spread messages about norms in social groups. For example, providing information about drinking norms to the most influential students in a high school can change their behavior, with effects on perceptions of drinking across the entire high school class. This strategy of encouraging behavior change among “social referents” can be used to modify social norms generally.15

        Research also suggests that false perceptions can be changed by engaging “those who have the experience of being disempowered and marginalized . . . to partner with policymakers to make more evidence-based decisions.” We have a strong tendency to rely on our own experience and our own powers of imagination, even when others are the experts on the matter at hand. Gaining perspective from others has been shown to be a “powerful tool for changing judgments and opinions about marginalized groups.” Researchers note a number of hurdles to clear in bringing these experts into the decision-making fold. Decisionmakers, like the rest of us, tend to overweight the opinions of those with whom they have frequent interactions. They might thus discount the perspectives of those who have actually experienced disadvantage. Determining who are the appropriate experts in the experience of inequality is contentious, as decisionmakers disagree on which experts are “legitimate, persuasive, credible and constructive” and which should be dismissed as “rude complainers.”16

        Echoing the widespread misperceptions of racial inequity discussed earlier, Michael Norton and Dan Ariely find that Americans dramatically underestimate the actual level of wealth inequality in the United States.17 Respondents to a nationally representative 2005 survey were given the choice between a very unequal distribution like that of the United States, a more equitable distribution like that of Sweden (where the top quintile owns 36 percent of wealth), and a hypothetical equal distribution. On a hopeful note, and especially germane to the issue of changing the narrative, 47 percent preferred Sweden’s wealth distribution, 43 percent preferred the equal distribution, and 10 percent preferred to leave the US distribution as it was. Those notions of the ideal distribution were shared across all demographic groups, political affiliations, genders, and income classes, with only modest variations. (Results by race and ethnicity were not tabulated.) Overall, people claim they wish for a distribution more equitable than even their mistakenly optimistic estimate of the current distribution.18

      
    
  
    
      
        14 How to Get There: A Program to Build Human and Financial Capital

      
      The wreckage that our system leaves behind is real, tangible, and personal. Millions suffer a loss of human capital—the accumulated education, training, skills and work experience that can allow each of us to contribute to the economy in the way that best suits our native abilities and interests—and financial capital. Thus we need to focus on building an economy that equitably provides access to education, employment, and wealth.1

      The rough tallying we’ve done of the immense losses inherent in the current systems—which should be viewed as potential gains if they are eradicated—suggests that the proposed investments in building human and financial capital will pay back handsomely. But it seems prudent to explicitly tally the costs entailed in making the proposed changes, rough though the reckoning may be.

      
        Early Childhood Education

        I focus first on the very beginning of lives. Economic, medical, neurological, and sociological research all confirm the centrality of supporting early childhood development—particularly important from birth but extending at least to kindergarten—in setting children up for lifetime success.2 As many have noted, the gap between resources available for education and enrichment from years zero to five and years five and older is tremendous. Estimates vary, but the United States spends on average between $500 and $1,500 per child annually in the first five years of life versus $13,000 per child annually for the next thirteen years. And yet these early years appear most important for development and success in adulthood. They are also the years in which most parents earn the smallest portion of their lifetime income and are least able to borrow and could thus benefit most from assistance. In these important senses, we are notably lopsided in our programmatic and financial focus on secondary versus preschool education.3

        As we’ve seen, the United States has fallen well behind other countries in its attention to early childhood education, highlighting the critical choices we have made as a country in designing a system that makes it difficult for many to succeed, starting from birth. One might wish for a free market solution to the problem of early childhood education, but that’s not likely to occur, for at least three reasons. First, decisions about early childhood education by parents bear consequences not only for themselves but also for their children, the future communities in which their children live, and the public generally. The first of these is critical for many elements of economic brokenness—children do not get to choose their families’ income, wealth, place of residence, or access to health care. And yet these starting conditions make a huge difference to economic success later in life. These “externalities” or “spillovers” are problems that most economists and policymakers agree cannot be solved by markets.

        Second, the quality of early childhood programs is difficult to observe. In the absence of the information needed to make decisions about childcare, free markets cannot guarantee good outcomes for parents or children. Third, as just mentioned, decisions about early childcare most often occur during families’ most-stressed financial circumstances. The inability to borrow against future earnings—a well-documented credit-market failure—implies that many parents with low income during early adult years will underinvest in early childhood education.4

        The racial and economic inequities in early childhood outcomes are dramatic. From birth weight to overall health and cognition measures at age five to degree of food insecurity, children in low-income families fare significantly worse than their luckier counterparts.5 Black and Hispanic children are respectively 17 and 15 percentage points less likely to be ready for school than their white counterparts; a good portion of this gap is related to the disparities across racial and ethnic populations in parental income, maternal education, and employment.6 Resources for early childhood are not only inadequate, they are also quite unequally distributed.

        Successful early childhood education programs have focused not only on providing childcare for disadvantaged families, but on supporting language skills, cognitive development, socioemotional skills that facilitate task orientation, independence and communication, supports for parental involvement, and routine medical checkups.7

        Ultimately, the promise of early childhood education lies in the sustained boost it provides for participants. Sneha Elango, Jorge Luis García, James Heckman, and Andrés Hojman provide a thorough review of four demonstration programs that began in the early 1960s, the 1970s, and the mid-1980s. These pilots provided invaluable data and experience that was used subsequently to design the Head Start and Early Head Start programs. Participants in each of these programs were selected randomly, avoiding the problem of self-selection that plagues many social interventions. (Self-selection means that participants may choose to participate, perhaps because they possess characteristics that would have made them more successful even without the benefits of the program, thus clouding inferences about the effects of the program.)8

        The authors conclude that all of the programs provided important early-stage effects, such as improvements in IQ and school readiness. For those studies that allowed for follow-up measurements in adulthood, significant improvements were reported in high school graduation rates, employment, income, health, probability of participation in welfare, and propensity toward criminal activity. Where they can be measured, the programs’ effects are more significant for children that begin in more disadvantaged circumstances.9 A study focusing on two of these programs found the overall benefit-to-cost ratios to be 6.6:1 and 3.2:1, respectively. The authors suggest that these estimates likely understate the benefits that one can expect from more recent and better-designed programs.10 This is powerful evidence of the efficacy of early childhood support. These investments pay back their costs many times over.

        A more recent study revisits the now-grown participants in two early childhood programs and finds significant improvements in lifetime income, health outcomes, incidence of crime, and parental income. The returns to these programs are sizable, even as the costs are substantial. Recently available data for adults from the Perry Preschool Project who are now age fifty-four show sustained and substantial benefits—even at this age, participants have higher average earnings, are 26 percent more likely to be employed, and are 11 percent more likely to be in good health.11 Thus despite the costs, the researchers find an overall benefit-cost ratio of 7.3:1 for the two programs across males and females.12

        In view of these results and the observation that benefits appear to accrue disproportionately to the disadvantaged, Heckman, a Nobel-winning economist, favors a targeted or means-tested approach. “Every child needs quality early childhood education,” he notes. “Those most in need should receive the most help from policy makers. Those with means do best on their own—and that is best for everyone.”13

        Careful evaluative work by many economists and practitioners over decades demonstrates the remarkable potential of a well-targeted and systematic approach to early childhood education. The key features of the most effective programs include starting at birth, providing continuous center-based care (full-day, all week, all year), providing transportation to these centers, focusing on building cognitive and social-emotional skills, enabling consistent parental engagement in providing a supportive family life, recognizing the importance of health and nutrition, employing highly trained educators and staff—in general, a “whole child” approach to early education.14 Such programs are expensive. But if offered consistently to children from disadvantaged backgrounds, whose other options for early childhood education are of poor quality, the payoffs are likely very high—many multiples of the cost. And those payoffs benefit not only the children and their parents but also the community more broadly, as more adults thrive, supported by the building block arguably most essential to the formation of human capital: a stable, safe, enriching childhood.15

        
          Cost estimate High-quality early childhood education is expensive. Drawing on work by Heckman and colleagues, such programs would cost about $21,200 per student annually.16 About twenty million children aged five and under currently reside in the United States.17 If we assume for the sake of argument that one-half of those do not have the family resources to pay for early education, the total annual cost of providing early childhood education for these children would be $212 billion per year, assuming the annual per-child figure noted above.18 Full support for half of all children this age may be too generous. If we scale back the level of public support as families approach median income, then the cost could be lowered to below $200 billion. Apart from reparations, this constitutes one of the largest costs of the programs I recommend, but it is also likely the one with the greatest long-term benefits and the best research-tested results.

          As Art Rolnick, a former director of research at the Minneapolis Federal Reserve Bank and long-time advocate of early childhood education says, “It might be expensive, but it’s actually more expensive not to do it.”19 Lower rates of employment, lower earnings for those employed, worse health outcomes—all of these losses and more will continue to occur in the absence of robust early childhood programs.

        
      
      
        Using Our Community College System More Effectively: School-to-Work Education Programs

        Many hold up the four-year liberal arts degree as the gold standard of post–high school academic achievement. While I am a product of such an education and feel privileged to have had exposure to a broad array of disciplines, I recognize that the four-year liberal arts degree may not be ideal for all students. Indeed, the nation’s community colleges provide vital educational services to a very large proportion of our undergraduates—about 41 percent of all undergraduates in 2019 attended one of the country’s roughly 1,200 community colleges. And community colleges disproportionately serve students of color; more than half of Native American and Hispanic college students are in community colleges, along with about two in five African Americans and Asian/Pacific Islanders. While preparation for transfer to a four-year institution is the goal for some community college attendees, community colleges do much more than prepare students to transfer elsewhere.20

        In particular, community colleges have for decades served as key sources of technical training, offering degrees and certificate programs for careers in medicine, information technology, manufacturing, engineering, and hospitality, to name a few.21 Despite the efforts of community colleges to date, employers in medicine, IT, engineering, manufacturing, and other sectors chronically complain about a shortage of skilled workers. Indeed, citing a shortage of skilled workers is so common at business gatherings that it became a running joke among economists who speak to business gatherings—“I’ll bet they mentioned a shortage of skilled workers. Did they talk about raising wages?” That’s the glib Econ 101 response to the observation of a shortage of any kind: pay more for the stuff you need more of.22

        It is fair to say that despite their well-intended efforts to train the skilled workforce that employers need, many community colleges are struggling. Enrollments are declining and have been since well before the pandemic. For those students who enroll, rates of degree and certificate attainment are chronically low.23 And in part due to perceptions that community college students are less academically able and less skilled than peers at four-year institutions, employers may be hesitant to rely on community colleges as key sources of talent.24

        A solution both to these woes—and, more importantly, to the problem of providing educational opportunity more equally—may lie in a more uniform use of pipeline programs.25 These well-articulated pathways from schooling to employment incorporate deep partnerships with businesses, curricula that propagate backward into high schools, training that aligns neatly with employers’ desired job skills, and job exposure through internships, apprenticeships, cooperatives, and ultimately placement in well-paying and stable positions. This kind of program has the potential to aid significantly in building human capital for those who otherwise would be left behind.26

        Internships and cooperatives have long been a feature of the community college landscape, apprenticeships less so. Less than one-tenth of 1 percent of the US workforce is engaged in apprenticeships today, despite their widespread adoption in developed Western European economies.27

        Pipeline programs are quite a bit newer, and much less widespread, than traditional internship and coop programs. A typical pipeline program involves a partnership with an employer who works with the community college and a regional high school system to design courses that include hands-on training to prepare students for work in the partner company (or companies), or in their industry more generally. Such programs typically include the following elements:

        
          	•	Identifying local and regional employer and labor market needs

          	•	Modifying existing courses or developing “new courses with direct employer input to reflect the skills required for positions they need to or anticipate to fill”

          	•	Sharing start-up and other costs across partners

          	•	Adapting programs to suit nontraditional students with limited time and financial resources28

        

        A leading example of such a program is the Pathways in Technology Early College High School (P-TECH) program pioneered in Brooklyn in 2011. Today, P-TECH covers 127 schools in ten US states with more than 600 industry partners. Programs vary to some extent, but they typically include one or more employer partners, focus on developing skills valuable for STEM careers, and provide significant job exposure with partner employers via mentoring and paid internships or apprenticeships. Most P-TECH programs have not been around long enough to produce a crop of seasoned graduates, so evaluation of the programs’ success in realizing pathways to employment is not yet available. Because many students in the earliest New York P-TECH programs were selected by lottery, an evaluation study that takes advantage of this random assignment is underway. The results, according to interim measures, appear promising. The New York program, at least, has been successful in serving otherwise-underserved minority populations: 85 percent of students entering the New York City P-TECH programs self-reported as Hispanic or Black.29

        Research indicates that this may be a successful model for community colleges seeking to build human capital, especially among disadvantaged populations.30 Improved earnings associated with similar career-oriented technical education programs at community colleges range in one careful study from 14 to 45 percent, with the increases varying by field and length of study. Health-related certificates produce the greatest increase in earnings, followed by certifications in agricultural and natural resource–related careers.31 Taking into account the cost of attaining certifications and degrees, the returns to higher education—the net of increased earnings less the cost of education—are quite high and have risen in recent decades.32 This rise in returns, coupled with increased Pell grant funding, motivated increases in college enrollments. But the returns only benefit those who complete their degree and certification programs, and completion rates at community colleges have been perennially low. This has been especially troublesome for poorer students, who may run out of funding or need to leave school to take jobs or both, prior to obtaining their degree.33

        An issue to consider in such programs is who controls the design of curricula. Some schools are reluctant to turn over too much curriculum design to a partner business or group of businesses, fearing that their school will devolve into a specialized training site. This might be attractive to businesses, whose training costs will be at least partly borne by the community college and in turn by whatever entities fund them. The community college, however, needs to maintain academic integrity while balancing that goal with the need to provide predictable pathways to employment, especially for disadvantaged students.

        While promising and beginning to spread, pipeline programs that truly integrate private-sector participation are not nearly so widespread as they could be. A pipeline program that was initiated by Toyota was adopted by the National Association of Manufacturers with the goal of scaling nationwide, but as of 2021 it had been adopted by only 38 of the 1,200 or so community colleges.34 Despite support from the federal and state governments, “employers still largely play a limited role in informing community college career and technical education programs.”35

        More widespread use of such programs, and more careful research assessing impact, would almost surely lead to significant improvements in acquiring the human capital needed for economic stability and success. A 2019 report from the Aspen Institute’s bipartisan Economic Strategy Group agrees, proposing significant investment in community colleges. In their view, the investment, which would take the form of a federal grant program with performance incentives, would achieve the key goals of “(1) increasing the supply of college-educated workers; (2) responding to unmet demand for midcareer skill development and training; and (3) providing better pathways into the workforce for non-college-educated workers through the expansion of high-quality, short-term certificate programs.”36

        Such a push might reap the benefits that the United States enjoyed from the earlier high school movement in this country, a period during which the country made substantial investments in secondary education. As we saw, from 1910 to 1935, the high school graduation rate increased from below 15 percent to 40 percent. This increased the productivity of the US workforce relative to that of the rest of the world and contributed to growth in per capita income.37 A more intelligent use of our community college system might achieve similar gains.

        
          Cost estimate A high-quality community college program costs $6,000 to $10,000 per student per year, with costs varying depending on the field of training or study.38 The costs of pipeline programs might well be greater, although those costs could be shared by the public and the private sector. Assuming that per-student costs are $12,000 per year, 1 million additional pipeline slots would cost $12 billion per year. A ballpark estimate for a program that would build human capital by significantly improving the flow through community college programs to employment would be about $25 billion or more annually for overlapping two-year cohorts. Adding funds for work stipends and competitive grants as recommended in Holzer could bring the total to a generous $50 billion.39

        
      
      
        Restructuring the Workplace

        Earlier we discussed the prevalence of low-quality jobs in our economy, a shift from the 1950s and 1960s when employers of many stripes provided high wages, excellent benefits, and job security. Today’s workers would drool at what their predecessors got. But the loss of worker power amid the dissolution of unions has led us to a new kind of employer-employee relationship that features low wages, poor benefits, little job security, and otherwise-poor working conditions.

        One can hope that well-intentioned companies will right this ship, and a few have indeed adopted better working conditions. Companies that implement such changes enjoy improved productivity, higher worker engagement, and greater profitability, so self-interest could prove a significant motivator.40

        But relying on firms to “do the right thing” is unlikely to be a systemic solution. In any given industry, the first firms to try high-road measures put themselves at a competitive disadvantage, as raising wages and adding benefits and scheduling stability increase their costs. If these first-mover firms are lucky, improvements in productivity and worker retention will eventually offset these costs. But making the leap without the certainty of a positive payoff within a reasonable time horizon is a difficult ask for the many companies that operate in highly competitive environments with tight profit margins. Even benevolent companies are self-interested, and relying exclusively on their good will would almost surely leave the bulk of the low-wage workforce behind. A more coordinated solution is likely required.

        One approach to fixing the suite of problems associated with lousy jobs is to address each of the attributes one by one. Here I consider reforms of wages, health benefits, childcare, work schedules, and paid family medical leave.

        
          Wages

          States and municipalities have enacted new minimum wage laws in the past decade, in many cases establishing or moving toward a $15-per-hour floor. Individual corporations have taken similar actions. As of January 1, 2023, only California, Massachusetts, Washington, and the District of Columbia have at least a $15 minimum wage. Eight states—Maryland, Florida, Delaware, Connecticut, New Jersey, Rhode Island, Virginia, and Illinois—plan to raise their minimum wages to $15 no later than 2025. A number of other states will increase their minimum wage annually to keep up with increases in consumer prices.41 The federal minimum wage of $7.25 is the official or de facto minimum wage in twenty states.

          Whether raising minimum wages helps or hurts workers remains a subject of debate, and much of the debate splits across partisan lines. Increased wages are obviously a good thing for those who remain employed, but a high minimum wage can also cause unemployment or reduced work hours: if employers must pay workers more, they might hire fewer of them and might lay off existing staff or reduce their hours. Thus the crux of the issue is whether the wage gains of those who remain employed—net of any reduction in hours—outweigh the earnings losses of those who are laid off. The jury is still out to some extent, but many more economists are now willing to entertain minimum wage increases as part of a suite of solutions for low-income workers, and I am among those favorably inclined.42 The most recent evidence, from a careful evaluation of Seattle’s city-wide minimum wage increase, suggests that a higher minimum wage yields a net benefit in earnings.43

          Ellora Derenoncourt and Claire Montialoux have undertaken a powerful study of the benefits of expanded minimum wages. Their analysis looks at the results of Congress’s decision, in 1966, to extend the federal minimum wage to cover workers in previously excluded fields, such as agriculture, restaurants, nursing homes, and other sectors in which black workers were disproportionately employed. The study finds a 20 percent reduction in the black-white wage gap in those industries, with no discernible negative effect on employment.44 This extraordinary result should lend courage to those like me who want to see minimum wages increased.

          Smaller businesses with lower profit margins and less ability to raise prices are more likely to be harmed by a minimum wage increase than are major employers, as small companies may find it harder to absorb what is effectively a transfer of profits to workers. As an offset, the federal government could offer a tax credit to smaller employers who augment wages for low-wage workers. David Neumark suggests that such a mechanism, if properly designed, could be more effective than a minimum wage, raising wages without unduly harming small businesses or employment. Depending on specifics, such a program would cost $10–15 billion per year, according to Neumark’s estimates.45 Such a policy could also be combined with a rise in the minimum wage, excluding larger and more profitable firms from the tax credit while providing the credit to smaller firms less able to bear the cost of a wage hike.

          What would be the direct impact on incomes of a $15 wage, assuming that adverse employment effects are not significant?46 For a full-time worker, a $15 wage amounts to about $30,000 of annual income—above the current poverty level for a family of four, but not by much, and not enough to cover a real household budget even in a low-cost US city. Still, raising minimum wages would increase incomes for a large proportion of families. We’ve seen that, under a variety of income measures, roughly one-fifth to one-quarter of all families earn less than $30,000 annually after taxes and government transfers. A recent study found more than 50 million US workers earning less than $15 per hour. Nearly two-thirds of working women of color fall short of the $15-per-hour benchmark.47

          Turning to the effects of a minimum wage increase on the economy overall, simply put, some would win and some would lose. That is, the increase in earnings to low-wage workers would come at the expense of net income earned by business owners. On average, a rise in labor cost can be expected in part to reduce profits, as many firms will not be able to fully pass on this cost increase, due to competitive pressures. The part of the labor cost that is absorbed by firms reduces income to business owners.48 The fraction of the cost that’s not absorbed in profits is passed on in higher prices and acts as a tax on consumers. If a one-time increase in wages leads to a one-time increase in prices, this would partially reduce the gain in purchasing power of incomes (reducing their “real” or inflation-adjusted value), effectively taxing away some of the income gains induced by the rise in wages.

          Conventional economic models suggest that, while a higher minimum wage would increase prices somewhat, the inflation-adjusted earnings of low-income workers would still rise significantly—that is, their wages would rise faster than prices. Any loss of employment that results from businesses cutting back hiring due to higher wages would further reduce the income gain. But it is quite likely that the net effect on earned income for low-wage workers would be positive, as the income increases for those who remain employed would be quite a bit greater than losses for the much smaller number who would lose their jobs. According to the Congressional Budget Office, raising the minimum wage is an almost purely redistributive action: the net effect on total income after adjusting for inflation—net gains for low-wage workers minus losses of business income to higher-income owners—is nearly zero.49

          
            Cost estimate Because the loss of profits to businesses is largely offset by the gains to low-wage workers, the overall cost of a minimum wage increase is very small. This same logic applies to more widespread increase in wages that address chronically low pay. This is a tradeoff that we should be willing to undertake, given the high-value benefits to low-wage workers and the relatively low-value uses to which businesses these days direct profits—stock repurchases, for example.50 The costs of a tax incentive to smaller businesses that raise wages would be moderate, on the order of $10–40 billion depending on the scale of the incentive.

            All things considered, I suggest that wage increases in general should be firmly on the table. Many of the other improvements in human and financial capital-building that I recommend, such as improved early childhood education, improved access to health benefits, assistance with childcare expenses, and community college pipelines, should also improve wages over time. But in the meantime, we need to ensure that families take home earnings sufficient to cover basic expenses.

          
        
        
          Health Benefits

          It is a consequence of historical accident that health benefits are largely obtained through employment. A shortage of workers during World War II, coupled with a federal freeze on wages, made the provision of health insurance the way for employers to compete for employees.51 Labor markets have certainly changed since that era, but the coupling of health insurance to employment status remains. Fortunately, there are new options for obtaining health benefits outside of employment. The Affordable Care Act (ACA) has increased the fraction of Americans insured in part by augmenting the available choices for direct purchase of insurance outside of employment, through federal and state marketplaces. As of 2020, 54 percent of the population was insured through an employment-based plan, 10.5 percent were covered via direct purchase of insurance outside of employment (3.3 percent through marketplace coverage), and a bit more than a third were covered by public insurance—Medicare, Medicaid, and veterans’ benefits. The remaining 9 percent of the population, 28 million people, were uninsured.52

          It is unfortunate that health benefits are so tightly linked to employment, as losing work often means losing health insurance. But even among those with jobs, access to health benefits is far from even. While access to health benefits is nearly universal among high-wage earners, only about 40 percent of those in the bottom 25 percent of the wage distribution receive health benefits. The share receiving coverage drops to about one-fourth for the lowest 10 percent of wage earners.53

          The uninsured generally receive worse health care. They often enter the health system through the emergency room, when their needs are most acute, rather than obtaining preventive care or care that can manage ongoing conditions.54 Still, the cost of health care for the uninsured is substantial. Prior to the ACA, these costs averaged $63 billion per year from 2011–2013. From 2015–17, after ACA implementation, they dropped to a still-hefty $42 billion per year—a price tag that has likely increased since then, in part due to the economic downturn induced by the COVID-19 pandemic. These costs are largely borne by federal, state, and local governments through reimbursements to providers.55

          The federal government could increase the penalties levied on smaller employers for not offering insurance coverage. The court challenges to such an action would likely be formidable. In addition, small businesses might genuinely find it difficult to cover the costs of either insurance coverage or a hefty fine. That could necessitate some aid in terms of tax relief or direct subsidies to these businesses or to the uninsured, the cost of which could exceed the current federal expenditures on the uninsured.

          
            Cost estimate Whatever the mechanism for providing better health care for the uninsured, the cost would be substantial. We can develop an estimate starting with the observation that the uninsured incur a bit less than one-half the health costs of the insured.56 I believe the goal should be to provide the 28 million uninsured with national-average health care coverage, which would roughly double annual health spending for this group from $42 billion to $84 billion.

          
        
        
          Childcare

          As we have seen, low-income people face a sizable mismatch between household incomes and the cost of childcare. Far too many lower-income households spend high fractions of their income on the childcare that enables them to go to work. For a family at twice the poverty level or lower, childcare costs 35 percent of income, an unsustainable burden.57 The US government recommends that families spend no more than 7 percent on childcare. It is time to subsidize the cost of childcare, ensuring that low-income households spend a reasonable amount on childcare expenses.

          
            Cost estimate The federal government already subsidizes childcare, but it could do more. Increasing subsidies so that low-income families would not have to spend more than 7 percent of their income on childcare would add about $8.5 billion to the annual federal budget.58

          
        
        
          Work Schedules

          Congress has recognized the cost to working families of unpredictable work schedules—hours that vary from week to week, often with little notice, complicating workers’ busy lives and making their earnings unpredictable. Correspondingly, the Schedules That Work Act was introduced in the Senate in 2015 by Massachusetts Democrat Elizabeth Warren and in the House in 2019 by Connecticut Democrat Rosa DeLauro. The bill has been referred to relevant subcommittees, but no action has been taken. The bill provides for a request to change work schedule, requirements to provide baseline schedules, advance notice of at least fourteen days for changes in schedules, a $75-per-day fine for employers that fail to provide adequate notice of schedule changes, mandatory rest time between work shifts, and time-and-a-half compensation for shifts that don’t allow for the required rest time between shifts.59 If passed, this bill would appear to address many of the relevant concerns surrounding scheduling for low-wage workers.

          
            Cost estimate I assume that this is approximately a wash in terms of cost to the employer, as the cost of reduced flexibility would likely be offset by the increase in employee productivity and engagement. A separate but related change—workers moving from part-time to full-time employment and thus qualifying for benefits—would impose costs on the businesses affected. As with wage increases, this would entail a transfer from owners (read: profits) to workers. There may be room in profits, especially among larger corporations, to absorb such a cost increase.60

          
        
        
          Paid Family Medical Leave

          Paid family medical leave (PFML) would require employers to provide paid leave for specific medical needs, including birth, adoption, or foster-care placement of a child; care of a spouse, child, or parent with a serious health condition; or a serious personal health condition that leaves the employee unable to perform their job. Current federal law requires employers with more than fifty employees to provide unpaid time off under these circumstances. As of mid-2021, eight states and the District of Columbia had enacted paid family medical leave laws, with four more moving to implement new laws in 2022.61 As of 2021, the provisions in the eight states plus DC that required PFML at that time covered about a quarter of US workers.62 The state measures vary in terms of the types of leave that are paid, the amount of time during which employees can take paid leave, which employees qualify, who pays for the cost of their absence and how much they pay, and what fraction of salary the leave benefit must cover.

          
            Cost estimate Existing state programs tax earnings at a rate of 0.3–1.2 percent to fund PFML. Expanding PFML to the states that do not already provide it could be funded by taxing about 0.75 percent of salary for residents in those states, with the levy paid by some combination of employers and employees. That would amount to about $50 billion per year, shared by workers and employers.63

          
        
        
          Changing Work Norms

          The alternative to this piecemeal approach to altering working conditions among low-wage workers is to more generally change the norms surrounding work—the set of prevailing expectations for the explicit and implicit agreements between workers and their employers concerning wages, benefits, and work conditions. It is too simplistic to appeal to an earlier era in which employers “took care” of their employees, as companies during that period provided benefits and compensation in response to the influence of labor unions that no longer hold much sway. But from this era we can infer that the coincident rise of labor unions and better working conditions in both union and nonunion jobs reflects more than chance. Labor unions organized workers to exert collective power over working conditions, counterbalancing the power of large corporations and achieving improvements in compensation, benefits, and conditions for their own members as well as nonunion workers.

          What this implies is that finding our way back to better working conditions for low-wage workers entails a fundamental shift in power toward workers and away from corporations. At the heart of such a change is the recognition that economic stability for all workers contributes to overall economic stability. If this shift in norms were only about taking from the corporate rich and giving to the working poor, it might stand little chance of success. But acknowledgement that such a shift need not be a zero-sum game could make it more palatable to all sectors of the economy.

        
        
          Housing

          Housing is foundational for economic success and stability. As graphically depicted in Matthew Desmond’s Evicted, the upheaval entailed in repeatedly moving from one residence to another makes it impossible for children to benefit fully from schooling and for parents to be productive at work. No one should be scrounging for decent and affordable living space.

          But many millions do. Pam A. was evicted in August 2021 and had to find new lodgings within weeks. Her meager income, coupled with the requirements of her housing voucher—if she can’t pay her utility bills and electricity or her heat is shut off, she risks losing the voucher—makes housing stability a far-off dream.64 Mariela, a recently arrived immigrant, shares her five-room apartment with six family members across three generations. She shares a bedroom with her partner and her daughter. From January through March 2022, their rent was paid by a refugee agency. After that, they had to figure out how to pay on their own.65 Rosada has been in the same apartment for five years, but it is “not high-quality—it has rats and bug infestation.”66 Tasha moved from a home in a middle-class Boston neighborhood to public housing at the age of eight. She said that while her previous neighborhood was “quiet and nice,” her new home was “noisy, with lots of gun violence . . . I heard a lot of gun shots and thought oh, my goodness, what is this?” People were “not as nice and used language I was not used to hearing.” Schooling was different, kids were more aggressive. She called that move “definitely traumatizing.”67 Safe, affordable housing makes a huge difference, and its absence can leave long-lasting scars.

          The number of adequate affordable housing units falls well short of the need. Here “adequate” includes working plumbing, heating and electricity. Affordability is determined from income limits set by the Department of Housing and Urban Development for its rental programs, and varies by household size and location.68 A 2017 Urban Institute study estimated that for every hundred affordable units needed by extremely low-income households, about forty-six were available. There are essentially no counties in the country that have an adequate stock of affordable housing, although the situation is worst in urban counties, where such housing is available for only forty-two of every hundred families that need it.69 The shortage has been made worse by the demolition of many affordable units over the past two decades.70

          In terms of raw numbers, roughly 6.8 million extremely low–income families do not have adequate, affordable rental housing. These families are largely concentrated (almost 90 percent) in metropolitan areas; two-thirds reside in counties with populations above 250,000. Roughly half of the available affordable units are “naturally affordable” without federal or other assistance.71 Extremely low-income renters are disproportionately families of color: 20 percent of Black (non-Hispanic) households fall in this category, as do 18 percent of Native American and Alaska Native households, 14 percent of Hispanics, and 10 percent of Asians, compared to just 6 percent of White, non-Hispanic households.72 We clearly have a long way to go before we meet the needs of affordable housing just for the very poorest of our residents.

          Analyses of the sources of the housing shortage often point to local zoning restrictions as one of the leading culprits, although of course increased family income, aided by a robust safety net, would significantly improve housing affordability.73 Rising materials and labor costs contribute as well, but a shortage of land appears to be the most significant contributor to underbuilding.74 Given the plethora of local and regional zoning restrictions, some have appealed for a coordinated, top-down approach to offsetting zoning restrictions, perhaps by making certain federal funds contingent on relaxation of zoning restrictions for development of affordable housing.75 Given the share of land cost in the cost of most metropolitan-areas housing, increasing the density of housing units is one of the most obvious ways to reduce their cost, and that requires a nationwide shift in zoning policies. But increased density might also require a shift in community norms.

          Jim Parrott and Mark Zandi suggest using community development block grants (CDBG) and transportation aid—which in 2021 amounted to $9.2 billion and $74 billion, respectively—as leverage to effect zoning changes.76 After all, affordable housing development is one of the explicit goals of the CDBG state program, so targeting funds to communities that make progress with affordable-housing goals is consistent with the intent of the program.77 In total, the federal government grants over $1 trillion annually to state and local governments, so there is considerable potential in using these funds as a means to achieve affordable housing and other economic development goals.78 Almost all zoning—single-family requirements, minimum lot sizes, and so on—is local, and local resistance to rezoning for affordable housing is considerable. The NIMBY (not in my backyard) movement resists many kinds of development, whether smaller, denser housing; public housing or other housing with affordability requirements; or housing for the homeless.79 NIMBY residents may not employ the explicit language of The Myth—“We worked hard, we don’t want poor people living near us, they’re not like us, we can’t trust them”—to maintain their geographic and economic segregation from poverty. But this is exactly what they achieve by supporting restrictive zoning.

          
            Cost estimate Using existing state and local transfer programs to encourage affordable-housing development is a promising idea. This will involve attaching to these programs incentives that strongly encourage reforms to zoning, transit, and other policy areas with the goal of promoting housing construction and density. Those additional incentives could entail costs in terms of additional transfers or lost tax revenue. A very healthy budget for this effort would target 10 percent of current transfers, or about $100 billion.

            Given the current housing gap of about 6.8 million very low-income housing units, an ambitious goal might be to provide funding to close this gap over ten years. At a cost of roughly $200,000 per unit for higher-density units, this would add $136 billion annually for ten years.

          
        
      
      
        Transit-Oriented Development

        My reading of the research literature and history is that we are unlikely ever to be able to build sufficient affordable housing stock in the highest-cost urban areas. Even after the biggest housing crisis in modern history, the premiums paid for housing in vibrant cities remain enormous. In New York, Chicago, Boston, San Francisco, Los Angeles, Miami, and Washington, DC, prices have more than rebounded: at one-and-a-half to four times higher than the national average, housing in these cities is at least as expensive as it was prior to the 2007–2009 housing crisis.80

        It is simply not realistic to consider construction or repurposing of millions of housing units in these high-cost areas. It should be more feasible to build affordable housing in satellite communities around these hubs. However, an affordable residence is of little value if employment and services (groceries, health care, childcare, and so on) are not easily accessible. As a result, this solution requires a critical complement to housing: affordable transportation that brings workers from satellite communities to their places of work.

        “Transit-oriented development” (TOD) and “transit-adjacent development” have been on economic development practitioners’ radar for some time. The idea is to build housing and complementary spaces in lower-cost areas alongside public transit, or to bring public transit to new housing in such areas. TOD projects can provide affordable housing, connect workers to other cities that have jobs, foster stable employment, and reduce space used for roads and parking. But often, the benefits of TOD accrue to those who least need economic help—the well-off and wealthy. As Tracy Corley and colleagues note, TOD projects too often develop property near a transit node “with little or no effort to improve the quality of life or advance the economic prospects of people and businesses in the district and surrounding neighborhoods.”81

        Establishing new transit and strengthening existing transit often raises property values, sometimes in advance of project completion, which risks driving out poorer residents, often residents of color, rather than bringing them more affordable housing. A number of studies, most of which are quite recent and focus largely on US experience, have found mixed evidence about the links between TOD and gentrification. While the evidence is not unequivocal, on balance, it appears that TOD risks some degree of gentrification, so this is a concern that needs to be addressed in designing transit-oriented policies aimed at reducing poverty.82

        An important component of the TOD strategy is what kind of transportation to partner with affordable housing and community development. Much of the discussion around transit centers on light rail and commuter rail. Where rail lines already exist, that can be a reasonable component of the solution. But part of the problem is that rail lines do not serve many lower-income communities, especially those located in smaller cities, towns, and rural areas.83 Just over 4 percent of all workers used public transportation of any kind in 2021.84 In 2019, almost 90 percent of commuters outside metro areas who used public transportation rode buses.85

        Building new rail is costly, perhaps prohibitively costly, at over $100 million per mile in the United States, and that does not factor in the costs of obtaining rights-of-way.86 As a lower-cost alternative, bus and minibus systems may be a viable way to connect affordable suburbs to nearby high-cost cities, enabling people to get more easily from home to work without imposing the high ecological and economic costs of driving. Electric or hydrogen–fuel cell buses, which are now readily available, would help to mitigate the climate impacts of transportation.87 Los Angeles, San Francisco, Chicago, New York, and Seattle have all committed to full electrification of their bus systems no later than 2040.88

        The evidence to date suggests that while TOD is a promising mode of economic development, achieving success on all desired fronts is difficult. Furthermore, TOD relies on local, cross-agency collaboration that is in short supply. But those obstacles should not overshadow the critical importance of access to transit for lower-income workers. Well-located transit can enable workers to live in more affordable areas while providing ready access to the jobs that will help them succeed.89

        
          Cost estimate The transit infrastructure required to make affordable housing part of a “complete neighborhood”—a community that offers residents a full array of readily accessible services—represents an additional cost to the housing plan.90 Replacing diesel and hybrid buses with electric buses would likely save on total lifetime operating costs, although initial purchase costs are typically high.91 Communities that require additions to their bus fleets could face significant upfront cost, though of course much lower cost than that required for a rail system.92 Consider here a crude estimate. Among the roughly 5,000 US cities with population greater than 5,000, if one-half need to implement new bus systems at a cost of $100 per resident, the annual cost of the new vehicles alone would be about $5 billion nationally.93 Personnel and other costs are roughly 2–3 times capital costs, so a robust electric bus system would cost $15–20 billion nationally, each year.94

          There is still one firm conclusion to draw with respect to affordable housing, and that is that restrictive zoning lies at the heart of the shortage of affordable housing. Reforming zoning to allow construction of multifamily dwellings in what are now lower-density areas—and especially in areas that feature, or could feature, easy access to public transit—will be essential to closing the affordable housing gap.

        
      
      
        Baby Bonds and Reparations

        Wealth provides access to educational opportunity, capital for the formation of small businesses, savings for retirement security, and financial stability in the wake of disruptions to employment, income and health. It plays a central role in building human capital and family economic stability.

        Both baby bonds and reparations are meant to address inherited inequities in wealth.95 Proposals for each recognize that our country created the wealth inequities in need of redress. While private markets were complicit in creating wealth inequality, policy lies at the heart of the problem. As a consequence, the government bears primary responsibility for fixing this.

        
          Baby Bonds

          Baby bonds provide an at-birth deposit of funds into an account whose use may be restricted.96 As commonly proposed, baby bonds constitute a “big tent” investment, with deposits for children of any background, scaled by family income and wealth. Here, means testing is used to efficiently allocate funds where they are most needed, disproportionately benefiting families of color, as their wealth and income tend to be especially low. My affluent kids would have received nothing at birth, appropriately.97

          Particulars of such a program matter quite a bit, both in terms of how the accounts are structured and how the deposits are paid for. Following the seminal work of William Darity and Darrick Hamilton, I recommend a potentially significant deposit, to be placed in trust until the child reaches age eighteen. Children of families with the least income and wealth could receive deposits of $50,000 or more, and families with above-median wealth would receive small deposits, or no deposits. The funds provided could be use-restricted to ensure they are reserved for asset-enhancing activities at adulthood, such as buying a home, starting a business, or paying for education. Key decisions center on how to invest the accounts in the first eighteen years: Should stocks be included, putting at risk some cohorts whose accounts may decline in value due to a string of bad years in the stock market? Or should the accounts be invested only in secure Treasury bonds and bills, held to maturity to avoid capital losses? If the goal is to provide a reliable source of wealth at adulthood, an argument could be made for focusing only on such safe investments.

          Over the past fifteen years, a number of states and cities have implemented programs similar to baby bonds but on a much smaller scale—children’s savings account or child development accounts. Save for College, a New York City pilot program, deposits a small amount ($100) into kindergartners’ tax-preferred college savings accounts. Other programs provide initial deposits of up to $500 and, in some cases, matching funds if parents contribute to the account. Rather than explicitly trying to close the wealth gap, the aim of these plans has been to encourage families to prepare and save for college. Research suggests that, although the amounts deposited by the state or municipality are modest, students experience improvements in academic performance in grade school and are more focused on attending college following secondary school.98

          
            Cost estimate The approximate cost of baby bonds is relatively simple to estimate. As of 2020, about 3.6 million children are born annually in the United States.99 If the average deposit is $25,000, and payments taper off for families with net worth above the most recently measured median of $122,000, the total cost would be between and $45 and $65 billion annually, depending on the rate of tapering above the median. A strict cutoff with no deposits above the median yields a cost of about $45 billion. This may sound like a lot, but, by way of comparison, the federal government currently spends more than twice that much annually on prisons, to say nothing of $700 billion on defense. A conservatively invested $25,000 baby bond could grow to $60,000 or more over the course of eighteen years. That amount would represent a sizable down payment toward closing the wealth gap per child.

          
        
        
          Reparations

          While baby bonds have gained increasing attention and support in recent years, reparations remain divisive. I have been counseled after public appearances to stop using the word “reparations,” as it apparently offends some (white) audience members. I have chosen not to take this advice.

          Despite the common intent of baby bonds and reparations to address generational wealth inequities, the programs differ in three respects. First, baby bonds are a universal program, providing deposits to all families in need, regardless of race. Reparations, in contrast, are designed to target people who can demonstrate a family relationship to an enslaved Black person. Second, because baby bonds provide a seed deposit at birth, the results of this investment accrue some years later, as the child reaches adulthood. Reparations, on the other hand, would provide payment to adults who can immediately benefit from the wealth infusion. Third, because baby bonds are paid only to newborns, no one alive before implementation of such a program receives payment. As a result, the wealth-equalization potential of baby bonds is to be realized entirely in the relatively distant future.

          Specifics of reparations programs vary, but the program laid out by Darity and Mullen provides sensible guidelines. They suggest the following:

          
            
              	•	The US government should foot the bill.

              	•	Congress should establish a commission that would investigate the history of racial injustice.

              	•	That report would be used to widen public support for a reparations project.

              	•	Eligibility would be limited to US citizens who can prove that they had at least one ancestor who was enslaved in the US and who have self-identified as “Black” for at least twelve years before program enactment.

              	•	The size of the payment should be based on the current differential in average wealth owned by Black versus white families.100

            

          

          A host of important details should be the subject of debate: What are the most effective means for building political support for reparations? Should payment be made as a lump sum, or in installments over time? What information would the federal government use to verify slave ancestry?

          I am uncertain at present about the political viability of a significant reparations program. The United States is beset by general political discord, and, more specifically, political coalitions are trying to attract voters by denying the existence and effects of institutional racism. As a pragmatic matter, reparations would also cost a lot. Still, the logic of reparations is compelling, and my heart says it is right. Our citizens created the racial wealth gap, starting with the institution and support of slavery and continuing through the Jim Crow era up until today, building wealth almost exclusively for white families. And Americans have previously recognized the moral responsibility to right a wrong; our nation has paid reparations to Japanese Americans and Alaskans, after all.

          There is also good news in terms of changing the narrative on this issue. The trajectory of support among white Americans for reparations is quite distinctly upward. A 2000 survey found only 4 percent of white Americans in favor of Black reparations. A 2016 survey showed significant progress, with 15 percent of white Americans onboard. Most recently, in 2021, the figure was up to 18 percent. Overall, almost 30 percent of a representative sample of the US public supported reparations in the most recent survey. What has seemed nearly impossible for decades is now closer to hand.101

          
            Cost estimate The cost of reparations would be huge—far greater than the other potential initiatives discussed. Using the aggregate wealth gap as the measure of accumulated disparity, the cost for reparations for Blacks is about $15 trillion. Including Hispanics more than doubles that. Reparations that address the systemic damage inflicted on Indigenous people, reflected in their wealth gap, adds at least another trillion dollars. I have estimated the value of land stolen from Indigenous people at $40 trillion. Even if spread out over thirty or more years, this amounts to more than a trillion dollars per year. Spreading reparations payments out over time may seem like a sensible alternative, but the more spread out the payments are, the smaller the advantages of reparations over baby bonds.102

          
        
      
      
        A Non-institutional Reform: Mentors and Allies

        In Horatio Alger’s formulaic stories, the poor boys (they were always boys) who succeeded were taken under the wing of a benevolent adult man. That extraordinary lift—coupled with hard work and perseverance—propelled them far beyond what was expected of boys who began in their circumstances. As Alger emphasized, his stories were not a recipe for widespread exit from poverty but instead a means of calling attention to the plight of thousands who were unlikely to benefit from divine intervention.103

        Similarly, in many workplaces, there are opportunities for white male leaders to help women and people of color reach their potential. The 100 Black Men of America mentoring organization says it well: “Mentoring begins with the trust and ability to see everyone’s potential. Not every person begins at the same stage, but they all could create a positive impact on society, which begins with the guidance of mentors.”104 The Hispanic mentoring organization Conexión links their mission to the sociologist Robert Putnam’s pathbreaking work on social capital:

        
          CONEXION’s model is built on the concept of Social Capital “. . . social networks have value.” What we saw missing for many people who are at the margins is a lack of access and Conexiónes, or reciprocal networks of value. We created a model that would be intentional about making bridging conexiónes (through the mentors) and bonding networks of value (through the other mentees in the cohort). [The] CONEXION model is Social Capital in action!”105

        

        The research documenting objective benefits from mentoring relationships is not deep. Some of the best studies make use of the US Army’s system for assigning junior officers to senior officer mentors. The details of this system make it plausible that mentor-mentee pairings are determined by factors other than the attributes of the mentor or mentee. One such study finds that those mentees who worked with a high-performing mentor were significantly more likely to be promoted ahead of schedule. The study’s conclusion is that attention should be devoted to the quality of mentors: mentoring per se does not guarantee improved performance, as a low-quality mentor can have no effect or, worse, can lower the performance of the mentee.106

        A second set of studies examines the outcomes for junior economics faculty randomly assigned to a mentoring program. The studies compare publication rates, outcomes of grant applications, tenure status, and academic employment between program participants and others and finds a significant increase in all measures for participants.107 While it would be nice to have more research on mentorship, what we know so far suggests that mentoring can significantly improve career outcomes.

        At a more personal level, I received the gift of being able to mentor dozens of colleagues and professional contacts over my career. Those relationships provided me a window into the experiences of men and women who often came from backgrounds very different from my white, middle-class roots. In addition, for about a decade, I oversaw the Office of Diversity, Equity, and Inclusion at the Boston Fed.108 Along with my experiences in economic development and studying racial injustice, these relationships and responsibilities made it abundantly clear to me that my experience was not shared with all my colleagues and professional contacts. I had a wealth of opportunities that were simply not available to my friends of color. In other words, mentoring relationships are good for mentors as well as mentees, and can broaden the thinking of people in positions of influence.

        Mentorship relationships will not close all the gaps highlighted in this book. But experience shows they can be powerful equalizers. There is no doubt some opportunity cost involved in devoting time to mentoring that could be spent in other work-related activities. But relative to the magnitudes of loss and opportunity discussed so far, these costs amount to rounding error.

        
          Cost estimate This initiative is relatively low cost; virtually all the costs are imputed, reflecting the opportunity cost to spending time on mentoring versus other work activities. If we assume for the sake of argument 5 million mentor/mentee pairs working together in a given year, and if we assume that each partnership absorbs an aggregate of one work week per year, and if we further assume an average wage of $100,000 per worker, we arrive at an imputed cost of $20 billion per year. This is a very generous estimate.

          Table 14.1 sums the costs of my recommended human and financial capital-building programs.

          How do these costs stack up against the losses (or potential gains) that we tallied in part V? As noted in the last line of the table, the total losses come to $14–17 trillion annually. Putting aside for the moment the transfer of wealth involved in reparations (including land theft from Indigenous people), would the expense of $727 billion yield $14 trillion in gains? Probably not. However, these investments in human capital building would almost surely provide benefits that greatly exceed the outlay. According to the research presented earlier, the annual investment in early childhood education would provide lifetime benefits valued at three to seven times the cost. Using the average of benefit-cost ratios estimated in the studies cited, one could reasonably expect lifetime benefits to each cohort of children of $1.2 trillion from the $212 billion outlay. Already, the returns from this one program would cover the cost of all the other investments. Enabling an additional one million people to graduate community college, as suggested in the discussion of community college pipeline programs, would yield $245 billion in increased wages for each cohort at an expense of $25 billion.109 Raising wages by transferring profits to low-income workers would turn idle profits into real spending on housing, food, clothing and education, stimulating the economy much more powerfully than record profits have in recent years.110 One can quickly envision trillions of dollars of gain for hundreds of billions spent, which is exactly why investment in human and financial capital opportunity is such a good idea.

          Table 14.1

          
            
              
                	            
                  Program

                          
                	            
                  Cost (billions, annually)

                          
                	            
                  Duration

                          
                	            
                  Comments

                          
              

            
            
              
                	
                  Early childhood education

                
                	
                  $212

                
                	
                  Until outcomes achieved—at least one generation

                
                	
                  Means-tested, but generous to recipients

                
              

              
                	
                  Community college programs

                
                	
                  $50

                
                	
                  Until outcomes achieved

                
                	
                
              

              
                	
                  Workplace reforms

                
                	
                  $140

                
                	
                  Indefinite

                
                	
                  Health care, PFML, childcare. Wage raises are partly paid out of profit losses, offset by tax credit for small businesses that pay higher wages (approx. $40 billion tax cost).*

                
              

              
                	
                  Baby bonds

                
                	
                  $55

                
                	
                  Until wealth equalized

                
                	
                
              

              
                	
                  Housing

                
                	
                  $251

                
                	
                  10 years

                
                	
                  Very rough estimate of cost to incentivize zoning and transit changes and provide funding for 6.4 million affordable units over 10 years.

                
              

              
                	
                  Mentorship and allies

                
                	
                  $19

                
                	
                  Until outcomes achieved

                
                	
                
              

              
                	
                  Reparations

                
                	
                  $1,000-$2,000

                
                	
                  30 years?

                
                	
                
              

              
                	
                  TOTAL

                
                	
                  $1,727-$2,727

                
                	
                
                	
                
              

              
                	
                  MEMO:

                  Losses under current system

                
                	
                  $14,300–$17,100

                
                	
                
                	
                
              

            
          

          *This figure is roughly four times that in Neumark, “The Higher Wages Tax Credit,” to reflect broader coverage at a significantly higher wage rate.

          Even if the costs in the table above are optimistically low, or the losses estimated pessimistically high by a factor of two or more, the cost of reforms would still be substantially less than the benefits obtained. Additional reforms might well be required to eliminate all the losses tallied here. But as a rule, the distinctly positive balance of benefits in excess of costs for human capital investments should tilt policymakers strongly in favor of taking action.

          The recommended programs all aim to achieve permanent changes to a system that rations access to human and financial capital building, changes that would provide benefit indefinitely not only to those who accumulate human capital but to all in the economy. Over time, these structural improvements would accumulate to enormous aggregate economic gains. And this does not account for the human gains in terms of potential realized and misery avoided.

          These are investments we can and should make. The payoffs are simply tremendous.

        
      
      
        How Do We Pay for This?

        Even though the social returns to these investments would be overwhelmingly positive, we still need to pay for them. If these programs are successful at building human capital, then over time many of the programs will pay for themselves. This is not magical thinking, it is sound economics: programs that improve the education and skill level of workers, bring more into the workforce, equalize wealth outcomes, and improve working conditions. As a consequence, workers’ productivity increases, and so does the nation’s. That increase will over time yield higher incomes, greater demand for goods and services, and greater accumulation of wealth, all without causing inflation, as the increase in demand is met—indeed, caused—by a commensurate increase in supply. As incomes rise, tax revenues will also rise.

        In the short run, however—perhaps for the first generation of implementation—there will be a shortfall of resources, as it takes time to accumulate human and financial capital. This could entail deficit spending—paid for by issuing new government debt—and/or tax increases on the wealthiest and highest-earning, both households and corporations. As suggested in the discussion of income distribution, there is enormous opportunity to raise taxes on wealthy people and businesses without materially altering their lives and operations. The political will to grasp that opportunity is another matter.

        Borrowing to pay for beneficial investments should be viewed as sound economic policy. If financed by long-term government debt, which currently commands relatively low rates of interest, these investments would earn returns that far exceed the cost of borrowing. Undertaking such debt-financed investments is almost always a good idea. It might also be viewed as a moral obligation for a country that aspires to be the land of opportunity. Turning that good idea into reality is a job for courageous political leaders.

      
    
  
    
      
        15 The Other Half of the Battle: Implementation Matters

      
      Passing legislation, realigning programs, and altering incentives to change key systems are critical first steps. But in addition, we need to do things better even after we have the courage to enact them. That is, we need to focus on an area we often ignore: implementation. Much of this section derives from my years of experience advising community-development efforts within the Federal Reserve. By observing low-income communities and their leaders on the ground, participating in a variety of projects aimed at improving outcomes in these communities, and talking to experts in the field about their accumulated wisdom, I have come to realize the importance of implementation.

      So how do we implement well?

      
        Community Engagement

        “Engagement” sounds a bit like a community-development buzzword, but it matters. Community members and their representatives should be involved in interventions from inception through design, implementation, and evaluation. This seems a common-sense recommendation—if you want to make a difference in a community, shouldn’t you talk to the people you’re working with to get their perspective on the definition of the problem, the proposed solution, and how best to measure outcomes? Of course you should. And yet, in many, many such interventions, community engagement is an afterthought. To the extent that residents are involved, this comes too late to hear their perspectives on problem definition and solution design.1

        Effective community engagement is not an amateur sport. At the Federal Reserve’s Working Cities program, my team and I routinely engaged experts to guide us in our interactions with community stakeholders. These professionals had spent their careers figuring out how best to connect with representatives of the communities we were working with. Their depth of experience showed, and the program was much the better for their contributions.2

        In Fitchburg, Massachusetts, for example, the Working Cities team’s early assumption that residents in low-income neighborhoods were disengaged from community life was turned upside-down after employing more promising community-engagement approaches. Team members were pleasantly surprised to see “hundreds of people attending community design sessions and . . . contributing to productive dialogues about what change should look like in their city.”3 Well-designed community engagement really makes a difference.

      
      
        Big Tent

        Where possible, I would advocate implementing “big tent” policies. Some interventions, such as reparations, must be narrowly directed. But otherwise, policies that help people in proportion to their need should have no demographic boundaries. The big tent approach is not meant to downplay the role of systemic racism but instead to acknowledge that our broken economy has harmed white families as well as many families of color. The fact that harm is dramatically greater on average for families of color means that these families will benefit most from big tent policies, even as these policies can help any person who suffers for our economy’s failures.

      
      
        Means Testing

        If big tent policy is meant to apply to everyone in need without demographic boundaries, then we need to determine who is in need. This points to another critical aspect of implementation: means testing. We will always be constrained by limited resources, so it makes sense to deploy them where the need is greatest. Means testing of income and wealth will focus policy on the poorest, which includes a disproportionate share of people of color. But of course, means testing will also bring greater opportunity to some low-income, low-wealth white families. No mechanism for means testing will be perfect. As we’ve seen, income can be measured in a number of ways, and comprehensive wealth measures that capture financial wealth as well as property (homes, cars, household durable goods) could be difficult to implement.

        Opponents of means-testing worry that the cost of proving eligibility falls disproportionately on those least able to afford it. As Representative Alexandria Ocasio-Cortez put it in an October 2021 tweet, “Means testing=more bureaucracy, red tape, & waste. That’s why programs where means testing gets implemented are less popular, not more popular. It’s also why many people who are eligible for means-tested programs still don’t get healthcare or help at all—it’s too hard.”4

        Some arguments against means testing are essentially political—the public will only accept so much in the way of programs that explicitly target the poor. During a 1973 debate with Milton Friedman, Wilbur Cohen, one of the architects of the Social Security system, argued against Friedman’s criticism of the Social Security program as regressive—the poor worked longer and collected fewer benefits than the rich. “You are right,” said Mr. Cohen. “However, a program for poor people will be a poor program.”5 Which is to say that programs designed to serve the poor would not garner the political support needed to pass and sustain them. Universal programs such as Medicare and Social Security are popular and have higher participation rates (rates of use among eligible people) than means-tested programs, such as the EITC and the child tax credit. This could be because universal programs suffer less from the stigma that often attaches to means-tested programs6

        These concerns about the politics of universal programs and the burdens of means testing are legitimate, in my estimation. But my conclusion is that they argue not for scrapping means testing but for simplifying the process for determining eligibility—removing “sludge,” as Cass Sunstein calls it. Doing so requires balancing the desire to reach as many eligible recipients as possible with the recognition that some number of ineligible recipients may also receive the benefit.7 The IRS has much of the data on income and (to some extent) financial assets that might be required to establish eligibility, though there are of course confidentiality and trust hurdles to clear. Coordination with the IRS for key programs should make it feasible to means test without undue burden on poorer families. As Andrew Biggs puts it:

        
          The provision of relatively generous entitlement benefits to rich and poor alike must shift over time to a more targeted approach. But that targeting must bear in mind . . . that individuals and the economy as a whole . . . respond to incentives in ways that can stymie the seemingly simple answers suggested by static economic analysis. . . . The challenge for today’s policymakers is to craft policies that make the most of the benefits of means-testing while avoiding its worst consequences.8

        

        While we want program participation to be high and administrative burdens to be low, omitting means testing—say, by distributing baby bonds, tuition benefits, and housing to all comers—would be drastically inefficient, with less help going to those who need it most. Means testing will always be imperfect, but it is nonetheless essential to get the help to where it’s most needed. However, I remain open-minded to well-reasoned arguments showing that even careful means testing will do more harm than good.

      
      
        Learning Orientation

        Humility is an underrated virtue. In this context, humility means simply recognizing how much we do not know. We do not yet know all that we need to know about how best to build and rebuild human capital among populations that have been left behind. This implies that a third vital aspect of implementation is the adoption of a learning orientation, or more prosaically, open-mindedness. There are many efforts already underway, and many have been for decades. Despite this, we have made insufficient progress in providing opportunity at scale—that’s what the data show and what my interviews illustrate. We should be prepared to learn from our struggles. And we need to be patient: some of the current efforts may well end up being successful and scalable, which leads to the next principle.

      
      
        Evaluation

        While it may seem a bit academic, we need to maintain a strong focus on careful impact evaluation. Does the intervention really have the desired impact on the populations we are trying to reach? It’s not just my background as a researcher that leads me to conclude that we devote far too small a share of our resources to evaluation. It’s that decades of well-intentioned work to bridge opportunity gaps have not done nearly enough, as the disheartening aggregate statistics testify. So we clearly don’t yet know enough about what is effective and what isn’t.

        During my years working on economic development with the Federal Reserve, we partnered with many high-quality not-for-profit institutions that have been building up lower-income communities, often for decades. The experts at these nonprofits radiated an inspiring commitment to their work. But in many cases, the hardest thing for them to recognize was when something wasn’t working—not because they couldn’t see it, but because their lifelong investment in the work made it hard to accept that some of what they were doing wasn’t having the desired effect.

        That’s a very human reason why impact evaluation can be difficult—we have a one-sided bias toward seeing the outcomes we desire, rather than a dispassionate acceptance of both encouraging and disappointing results. But there’s more that makes impact evaluation so difficult. And that has to do with the difficulty in imputing cause and effect to things that happen in the real world.

        One needn’t look far to uncover the nearly impenetrable tangle of causes and effects that characterizes the workings of our complex world. It is well beyond most of our abilities to infer causes from distant and indirect observations of complex phenomena like climate change and economic development. It is for this reason that we simply must rely to some extent on expert opinion to make sense of these systems. Increasing public distrust of experts is a first-order problem facing the world as it tackles these issues.9

        The effects of government, nonprofit, and private interventions to alter income, employment, or wealth outcomes are notoriously difficult to suss out. The world does not stand still immediately following an intervention, so that one can easily impute any subsequent changes to effects of the intervention. Instead, a host of global, national, and local factors continue to bombard individuals’ economic lives, altering incomes, employment, and wealth for reasons unrelated to the intervention. Employment might well rise following the introduction of a new tax policy, but can we be sure it rose for that reason? Perhaps it was instead a simultaneous rise in foreign incomes that increased demand for US-exported goods, eliciting an increase in the demand for labor. In general, how are we to know if well-designed and well-intentioned actions taken to improve outcomes for low-income populations are having the effect we hope for?

        The answer is that we perform careful studies of interventions, employing the most accurate research and evaluation techniques available to determine as best we can what effect policies and programs are having. One high-quality method is a randomized controlled trial (RCT), which randomly assigns an intervention to one part of a population and withholds it from another part. Because all other differences between the “treated” and “untreated” populations are assumed to be random, any difference in outcomes between the two groups may reasonably be attributed to the intervention. But it is only occasionally possible to conduct a true RCT. In the absence of the RCT, one can attempt to control for nonintervention influences on the outcomes of interest, using statistical methodologies to parse the variations in an outcome. And in some cases, a “natural experiment” will present itself, providing a variation in policies that is plausibly uncorrelated with other features of the environment. Such a natural experiment was exploited by David Card and Alan Krueger, who analyzed the effect of a 1990 New Jersey minimum wage increase by comparing employment rates at the state’s fast-food restaurants to employment rates at fast-food restaurants in neighboring eastern Pennsylvania, where no minimum wage increase was enacted.10

        An important lesson to draw from decades of collective experience in economic development is that it is easier to build in an evaluative framework during the design phase than after the fact. Many programs start with no funding for or focus on evaluation; only after years of implementation do program organizers ask whether what they’ve done has had an effect. If instead they collected data from the start, and if instead they built into their projects methods for using that data to establish impact, the task of evaluating outcomes would be easier—not easy, but easier. Scrambling after the fact to see what data might be available is far from ideal, and less likely to reveal impact.

        A systemic dearth of evaluation is understandable. Evaluation is costly, and many smaller nonprofits simply don’t have the resources to include evaluation as part of their programs. But we need to do more here if we are to succeed in the way we hope. Too often in my work at the Federal Reserve, I heard the phrase, “There are a lot of good stories,” as a proxy for evaluating one program or another. Those stories can indeed help humanize the impact of an intervention, but they need to be backed up by careful evaluation, given the endemic challenges in imputing causation.

      
      
        Data

        As mundane as it seems, we need access to data that allows us to track key outcomes for populations who have been left behind. This is a critical aspect of evaluation. Some programs can be designed with data collection in mind, so that program organizers have relevant data at their disposal throughout implementation and of course afterward. But in many cases, the effects of programs that hope to improve income, employment, education, financial stability, health outcomes, incarceration, or wealth-building can only be determined after the fact, from studies of the populations involved. Such studies often rely on data that tracks individuals over time (so-called longitudinal data) to see how their outcomes change following interventions. The data do not by themselves solve the problem of disentangling causality. But without those data, in many cases, it is much more difficult to evaluate the effectiveness of programs and interventions.

        A key challenge is that relevant data are most often stewarded by government agencies that are charged with protecting confidentiality. That pledge of confidentiality is critical, as income, employment, health, incarceration, and other data concerning individuals are inherently sensitive. Researchers and government agencies arrange to use data for program evaluation while maintaining appropriate confidentiality, but most of these agreements are one-offs; there are but a few instances of a standing arrangement.11 Making secure access to sensitive data more routine for evaluation purposes is an important if somewhat dull step on the way forward.

        

        * * *

        The way forward as I have described it is not a matter of shifting success from one population to another. It is not a zero-sum game. Instead, what I am proposing promises improvements for everyone, because it focuses on shoring up the foundations of economy-wide growth and prosperity by providing equal opportunity to build human and financial capital. People will benefit not because they are given a slice of the economic pie which used to belong to someone else. They will benefit because the size of the pie will grow dramatically.

        It may seem as if our country has been working on these issues for decades, and indeed it has. But despite our efforts to date, we have seen little improvement in outcomes for low-income communities and communities of color. As Ms. P. from Lowell put it, “Growing up in . . . the family that I did, you know, the struggles that I did, I grew up seeing that then and I still see that now. . . . I’m almost forty. You know, I’ve been here since I was three years old, and . . . it still feels like it’s still the same problems.”12

        With a reshaped narrative, we can focus on building systems that appropriately support rather than impede opportunity to build human and financial capital, relying on research-proven policies and programs. We must commit to learning as we go, with promising programs supplemented by careful impact assessment.

        These commitments entail clearing significant hurdles—political, psychological, and economic. But the rewards to making and following through on these commitments are enormous. The gains to restructuring our economy dramatically outweigh the costs of getting there. In economic terms, the cost-benefit analysis slants overwhelmingly toward benefits: equality of opportunity is a great investment.

        In human terms, the full realization of our people’s potential would change not just the head but also the heart and soul of the country.

      
    
  
    
      
        Conclusion: A Vision of Opportunity

      
      
        People, you know, people think that we don’t try. I tried.

        —Pam A., Lowell1

      

      Surveying the economic landscape through the window of data or hearing it in the voices of low-income residents, you would think we’d all leap to our feet with a deep sense of alarm spurred by the recognition that something has gone terribly wrong with our country. We must do something!

      And yet instead the fortunate survey this wreckage from afar, ho-humming in response to another report of economic brokenness. Distance allows the privileged to say, “I’m OK.” This wreckage is about them, someone else, someone who’s made bad decisions or failed to put in the required effort. “They don’t live in my neighborhood or attend my children’s schools. They don’t shop at my grocery store. I am comfortably isolated from the problem, if there is one. I have other things to worry about.”

      If you take one thing away from this book, I hope it is this: there is no them, there is only us. Every low-income resident I have spoken to over the past twenty years embraces the same aspirations as those with economic privilege: a reasonable measure of economic and financial security; a better future for their children; some time to live, not endlessly toil.

      But tens of millions simply will not get there. Why? Not because life is unavoidably hard and making it in a free-market capitalist world is tough, although that’s true to some extent. And certainly not because they didn’t try.

      The reason is that instead of providing onramps to prosperity, our nation has thrown roadblocks in the way of everyone who is not white, wealthy, and well-connected. We have simultaneously constructed express lanes for the latter groups. We have justified doing so in the name of individual sovereignty, meritocracy, free markets, small government—you name it, we have a readymade philosophy to rationalize our hard-heartedness and stinginess, to say nothing of outright racism. Ironically, we claim that we live in a land of opportunity, when in fact we have systematically denied opportunity for centuries.

      It is well past time to cast aside false and hollow narratives, especially our ignorant narratives about who the poor are and how they got that way, and about why people of color fall disproportionately among the ranks of the low-income and low-wealth. Coming to grips with reality, recognizing our role in creating it, acknowledging all our history and its effects today may be dispiriting, but it is simultaneously empowering.

      We broke this, we can fix it.
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