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The Myth of the American ~conomy 
\ -
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;. T he U.S. has the world's highest stand­
~ ard of living. It's not utopia, but in 

'~-~ the real world, our economy is the best 
-§ there is." How often have you heard 

' J.;-,these staterients eithe r us an expression 
• , , of national superiority or as a defense of 

-~ the-<status quo? · · · · · · 
; _J;:, Alas, they a re simply : 1.lntn.ie. Our 
l .. ;.:1.:ountry has not generated the world's 
t -:f highest per capita CNP since the early 
-:·· •"1950s when we were surpnssed by Ku­
r: \Vnit. More important, perhaps, IS c.;.e fact 
;-, thut we have been surpassed, or are 

ubout to be, by a number of countries in · 
Europe. Among industrial counbies, 
Sweden nnd Switzerland can each claim 
w be more s uccessful with a per cupit:l 
CNP 20 pe r ce nt above ours. We have 

. aJso been pllssed by Denn1n.rk and are 
· about to be surpassed by Norway and 

West Cennuny. Relative lo achieve-
• ments in the rest of the world, the U.S 
economy no longer "delivers the goods." 
.~ It is still, morc·over, marked by large 
inequalities in the distribution of eco­
nomic 'resources. The richest 10 per cent 
of our households receive- 26.1 per cent 
of our income while the poorest lO per 

. cent receive on ly 1.7 per cent. And most 
of this small runountcomcs in the fonn of 
government income tmnsfcr payments. 
Blacks eam 69 per cent ns much ns 
whites; women who work full time cam 
only 56 per ce nt ns much us men.• If we 
look at the distribution of physical 
wealth, the· top 20 per cent owns 80 per 
cent of nll th nt cnn be privately C\Wne<l in 
the United States :incl the bottom 25 per 
cent owns nothlng(mnny of them, in fnct, 
h;we debts lhat exceed thdr nssets). 

THE GROWTH OF INCOMES 
't • • 

"~ Trnditionully, the "world's highest 
· l stnndnrd of living" hns been used lo 

.-{ j ustify these inequalities. They may be 
' regri:ttnble, but they a rc ll necessary 

"'~ price thnt must be puid for growth. Afier 
~~ all, so the l\rbrument goes, u person near 

' the bottom uf the U.S. income d islrihu­
~ ,. tion would be al le11st middle clllss in the 

rest of the world. 
• All of these p roposiHons nrc culled into 
question when we look at the countries 

• ~that are outstripping us. With the growth 
of incomes in Western E urope, Ameri­
ca's . poor l\rc no longer middle c litss 
11broud. They nrc poor. As we lmve seen, 
the lop•lO per cent of nil U.S. households 
1·cceive flfieen times us much income us 
the bottom 10 per ce nt. (n the industril\I 

country with the world's highest stand­
ard ofliving, Sweden, the same ratio is 7. 
In the country with the world's highest 
rote of growth, Japan, the sume ratio is 10. 
In the major country that is nbout to 
surpass us, West Germany, the same ra­
tio is 11. The degree of inequttlity that 
exists in America (100 per cent more thun 
that in Sweden, 50 per cent more than 
that in Japan, and 36 per cent more thlln 
that in West Cenn1my} is rlearly not 
nece ssary to sustain econor>1ic growth. 
(The U.S. does not, howev1:r, have the 
highest degree of inequuJil !" among in­
dustriuJ counbies--thut hunor is re­
serve~ fo r F rance. We ure only second.) 

RATING PRODUCTIVITY· 
But our uffiuent competitors are inte r­

e~ting from another perspective. In the 
long run, standards of living nre deter­
mined by productivity. l mprovemc•nts in 
productivity allow us to hnve both more 
goods or services and rnore leisure. In 
this sphere the U.S. is clenrly fall ing 
be hind. Our competitors in Western E u­
rope hnve enjoyed n sustained rate of 

often defended and 
seen by other na­
tions as a vehide 
for generating new 
technologies. If they 
ore simply n nega­
tive weigh t slow­
ing dow11 economic 
progress, then this negative influence 
needs to be t.'lken into account in setting 
our defense budget and in sharing de­
fense expenditures with our nllies. 

The standard conservative response is 
to ndvocate the "libenition of free enter­
prise" und a reduction in socinl exptmdi­
_tures. Yet ll1is is not how ;iny of these 
countries have outpcrfonned us-<1uite 
the opposite. Sweden is famous for the 
most comprehensive social-welfare sys­
tem in the world; West Cenna ny insists 
that uuion leaders hold places on corpo­
rate boards of directors; the Japnnese 
Government con trols and plans the 
cconorny to a degree that maxes the U.S. 
seem like nsggc<l free enterprise. 

EXPENDITURES AND SUCCESS 
productivity growth over the past two "'Libe mting free enterprise" 1tlso nms 
clecncles twice that of ours; Jnpnn has into th1: focts nbout the U.S. economy. In 
:tchieved a rnte of produc tivity growth the history of the United Stntes our best 
three times ours. We hnve comforted decade in tenns of growth in renl per 
ourselves with the i<leu tllllt our poor Cllpita CNP (a 36 per cent incrense) was 
p~rfimnnncc could be expla ined hy our thnt of the 1940s when the economy was 
economic lenclership. Our competitors nm ns a command (socinlist) wartimt! 
were achieving higher mies of p roduc- economy. T hti seco nd best decndc (tl 30 
tivity growth becuuse they were .-; imply per cent incrensc) was that of the 1960s 
ndopting tcclniologies nlrcacly <level- ' with a ll of its social-we llitrc pro~r.1111~. 
oped by us r:ithe r thnn developing new ~ ,The best decade (a 22 per cent increase) 
technologies themselves. . pr;Jr to the advent of government inter­
• But as these countries hnve re11chcd vcnt ion occurred between H>OO n11cl 

our level of productivity, thei r 1,rruwth 1910. Real pcr·capiln growth since th e 
rute has not slowed down to ours. In the advent of goven11ne11t intervention hns 
first five rears of the l970s, tllt! level or l>cen more than twice ns high .is il wns in 
in<luslrin p101JuctivHy ro~e 11 pe r ce11l the dny-: wl11:n governme nt did not intcr­
more in SwcJcn, 17 per cent 111ure in '. vc111· <11 h1tvc social ·welfare rrottrani~. 
West Ccnnt\ny nncl 25 per cr nl 111ure in As hoth our own experience nnu for­
Jnpun thnii in the U.S. These cuu ntrles ci!,'l\ experience demo 11stmte, lhen is 110 

continue to outlitrip us even though they conllict be tween social expenditures or 
hnve ndvnncecl ton point where they arc govcm11 1ent intervention nnd ccunomlc 
now the leaders in incluslrial prod11ctiv- success. The l1tck of government pl1111-

- ity. We nre the ones with tho "easy" task ning, worker participation, uncl soclul 
of adopting exisli11g technologies. ,. ' spe nding mny in fnct he nt lht! henrt of 

Sometimes the poor pro<luctivily per- our poor pcrfnn11nnce in rece nt tlt•c:1tlc:1. 
fonnance o( the Amcricun econnmy is As we, 1111d others, h;we shown, sociiil 
blnmcd on the si7.0 oft he d efense butlgct. rcfom1s cnn be productive, ns well us 
Weareusing6to7pcrccntofourCNPfor just, if doni: in the right wny. 1 

def e 11se, West Cermnny nnd Swed en it re 
spend ingonly 3 pt:r<:ent, undJapl\11only 1 
per rent. T here mny be some truth In this 
nrgu111ent, but milib1ry cx-pendilu rcs nre . ' ·' 

Tlwrow is profes.rnr of eco11mlllc.v t1nd 
m11 1wger111m t tJt the Musst1cl111setts /nsti­

. tute of 1'ec/11wfo1:W· 




