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Is the world economy in a long-term slowdown? Are our best days behind us? Is 
productivity growth, widely agreed on as the principal driver of broader economic 
growth, headed for a long period of subpar performance? If so, what can we do to 
remedy the situation and restore economic dynamism? 
 
Investors, business leaders, policymakers, and academic economists each have their 
perspectives on these questions — and all of them need to know the answers, as best 
we can determine them. In a landmark conference organized by David E. Adler and 
financially supported by the CFA Institute Research Foundation, Standard & Poor’s, 
and McKinsey & Company, thinkers from a wide variety of backgrounds and 
organizations addressed these issues. The conference took place at the Museum of 
American Finance in New York on November 28, 2017. 
 
THINKING DIFFERENTLY 
The conference was organized along interdisciplinary lines. People in the same field 
are often subject to a herd instinct, using the same tools and investigating the same 
phenomena even if they sometimes vigorously disagree on the conclusions. The result 
is often that little progress is made. To avoid such an unseemly outcome, we thought 
it was imperative to include speakers and writers who do not talk to each other all the 
time, who do not hang out in the same social circles, who do not publish (or try to) in 
the same publications. 
 
The result is the book you are holding in your hands. Most of the contributors — who 
include quite a number of invited authors who were unable to speak at the 
conference — are economists of one sort or another. However, macroeconomists, 
financial economists, business economists, labor economists, and public policy 
economists have less in common than you might think. True, they all accept the basic 
tenets of economic analysis: the importance of tradeoffs, the power of incentives, and 
the tendency of markets to seek equilibrium. But, in their specific applications, these 
subspecies of economists might as well be in different worlds. 
 
By bringing them all together in a large room — and by including written 
contributions from those who couldn’t come — we were able to build a kind of mini-
university of productivity studies. The word “university” comes from the Latin for 
“whole” (as in “universe”). It implies that you can only see the whole picture by 
convening scholars from widely separated disciplines. You can have a College of 
Medicine or a College of Commerce but a university has to cover it all. 
                                                         
1 https://www.cfainstitute.org/en/research/foundation 
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In the medieval universities, which were the first of their kind, those were arithmetic, 
geometry, music, and astronomy — the “four ways” or quadrivium; and grammar, 
logic, and rhetoric — the “three ways” or trivium. (Trivial, they’re not, although 
somebody must have thought so or we would not have inherited that meaning of the 
word.) In the present effort, we’re combining the various aspects of economics 
mentioned earlier, plus history, governance, political philosophy, and journalism. 
 
A PRECEDENT FOR INTERDISCIPLINARY CONFERENCES 
The Life-Cycle Investing and Saving conferences, organized by Professor Zvi Bodie of 
Boston University and which the CFA Institute Research Foundation supported, 
likewise brought together people from all walks of life: “professors of finance, 
insurance, and risk management; investment managers…, actuaries…, lawmakers, 
lawyers, regulators, and accountants….[and] pension plan executives — a broad 
category that includes corporate managers, government officials, [and] labor union 
representatives.”2 Diversity and inclusion are not new ideas to us. 
 
Neither is having a global focus. While many of our speakers and article contributors 
concentrate on the United States — for that is where the bulk of the research has 
been produced — we’ve made a positive effort to broaden our reach to the world. 
One of our authors is Finnish, one Turkish, one Colombian, one Canadian, one 
Austrian, one French. We would have loved to include speakers from China, India, 
and Africa but they were not available. In some ways, the developing world is now the 
technological frontier, where innovations first percolate to the surface; we’d like to 
cover that phenomenon in future work. 
 
DISTINGUISHED CONTRIBUTORS 
Our “opening statement” is from the Columbia University professor Edmund Phelps, 
winner of the 2006 Nobel Memorial Prize in Economic Sciences (hereafter “the Nobel 
Prize,” clarifying my view on the silly and tiresome argument about whether it’s a real 
Nobel). Phelps’ role in setting the stage for the entire proceeding, by giving the 
keynote address, was invaluable. But we did not stop there in trying to get top-name 
authors to contribute to this monograph. We reached beyond the list of conference 
speakers to publish articles by authors we especially respect who could not attend the 
conference. 
 
Among these are Deirdre McCloskey, to whom we gave the “last word”; she is the 
philosopher-economist who, remarkably, once held appointments in six academic 
departments at the same time: economics, history, English, communication, 

                                                        
2 Bodie, Zvi, Dennis W. McLeavey, and Laurence B. Siegel, editors. 2008. The Future of Life-Cycle Saving 
and Investing, Second Edition. Charlottesville, VA: CFA Institute Research Foundation, 
https://www.cfainstitute.org/en/research/foundation/2008/future-of-life-cycle-saving-investing-second-
edition. 

Bodie, Zvi, Laurence B. Siegel, and Rodney N. Sullivan. 2010. The Future of Life-Cycle Saving and 
Investing: The Retirement Phase. Charlottesville, VA: CFA Institute Research Foundation. 

Bodie, Zvi, Laurence B. Siegel, and Lisa Stanton. 2012. Life-Cycle Investing: Financial Education and 
Consumer Protection (corrected edition, January 2013). Charlottesville, VA: CFA Institute Research 
Foundation, https://www.cfainstitute.org/en/research/foundation/2012/life-cycle-investing-financial-
education-and-consumer-protection-corrected-january-2013  
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philosophy, and classics. (In the last two, she was an adjunct.) Martin Feldstein, 
advisor to presidents, writes on economic measurement. 
 
We include an article co-authored by Daron Acemoglu, winner of the John Bates 
Clark medal, which is awarded to the preeminent economist under age 40. John 
Cochrane, finance professor, macroeconomist, and blogger extraordinaire, presents 
his view that keeping America exceptional is like tending a garden that has been 
poorly maintained. Walter Russell Mead, the foreign policy scholar, writes on 
“infostructure,” the kind of infrastructure investment he thinks will most successfully 
spur communities to greater prosperity. 
 
In his Preface, David Adler, who organized the conference, presents a full road map 
through this book. I just wanted to mention some highlights. 
 
CONCLUSION 
The CFA Institute Research Foundation has, by and large, published books (called 
monographs) that explore various aspects of investment finance. In recent years, we 
have broadened our ambit somewhat, to include worthy contributions on related 
topics that might escape the notice of mainstream finance publications. One of these 
was the Financial Market History monograph, like the present volume based on a 
conference, and drawing on a rich variety of people and ideas.3 We were especially 
proud of that effort and we are just as delighted to be able to present this one. 
 
Here, in the hope of doing some good and helping to foster not only discussion 
about productivity growth but actual change, we take another step away from our 
traditional area of focus. We are exceptionally pleased to disseminate Restoring 
Economic Dynamism, and hope that it spurs its readers to reinvigorate the economic 
landscape through creative entrepreneurship and thoughtful business and investment 
decisions worldwide. 
 
Laurence B. Siegel 
Gary P. Brinson Director of Research 
CFA Institute Research Foundation 
August 2018 
 
 
 
 
 
Laurence B. Siegel is the Gary P. Brinson director of research at the CFA Institute 
Research Foundation and an independent consultant and writer. His book, Fewer, 
Richer, Greener, will be published by Wiley in 2019. His web site is 
http://www.larrysiegel.org and he may be reached at lbsiegel@uchicago.edu.  
 
                                                          
3 Chambers, David, and Elroy Dimson, editors. 2016. Financial Market History: Reflections on the Past for 
Investors Today. Charlottesville, VA: CFA Institute Research Foundation. https://www.cfainstitute.org/ 
en/research/foundation/2016/financial-market-history 
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PREFACE TO: THE PRODUCTIVITY PUZZLE: RESTORING 
ECONOMIC DYNAMISM 
David E. Adler 
 
“Half the copybook wisdom of our statesmen is based on assumptions which were at 
one time true, or partly true, but are now less and less true day by day. We have to 
invent new wisdom for a new age." — John Maynard Keynes 4 
 
Keynesian wisdom, and that of monetarists as well, was necessary for understanding 
and addressing the economic challenges of their respective eras. But today most 
Western countries face a new set of problems: stagnant productivity growth and 
diminished dynamism. These changes are apparent in the U.S., where labor 
productivity in many manufacturing sectors is actually declining.5 But the productivity 
problem is not limited to the U.S.: according to McKinsey data presented in this 
volume, “labor productivity-growth rates remain near historic lows in many other 
advanced economies.”6 
 
The Productivity Puzzle: Restoring Economic Dynamism is a book of essays about this 
mysterious stagnation of productivity. It offers prescriptions for restoring productivity 
growth. The book’s central innovation is that it is interdisciplinary. Traditional 
macroeconomics has trouble fully explaining the productivity puzzle. This is because 
the sources of productivity growth often lie in a country’s specific economic practices 
and institutions. These institutional differences are better captured by political 
economists than by macroeconomists. 
 
But productivity also has macro components, including interest rate regimes and 
trade, which are typically missing from political or institutional analyses. That is, 
neither the macroeconomic or institutional approach is adequate on its own. 
Together, both create a more complete picture and suggest new remedies that are 
overlooked by the conventional thinking in either field. 
 
The stagnation in American productivity growth predates the global financial crisis of 
2007-2009 with the implication that the U.S. risks becoming the new “sick man” of 
the developed world, analogous to the rotating position of the Ottoman Empire, 
Britain, France, Germany, and Italy as the sick man of Europe. Though many of the 
essays in the anthology are U.S.-centric, simply because that is where the most easily                                                         
4 Keynes, John Maynard, Essays in Persuasion, New York: Macmillan, 1932. Page 337. 

5 “Productivity and Costs by Industry: Manufacturing and Mining Industries—2017” (news release), U.S. 
Department of Labor, Bureau of Labor Statistics, April 19, 2018, https://www.bls.gov/news.release/ 
prin.nr0.htm 

6 See Jaana Remes’ essay in The Productivity Puzzle (forthcoming). She finds that, “Sweden and the 
United States experienced a strong productivity boom in the mid-1990s and early-2000s followed by the 
largest productivity-growth decline, and much of that decline predated the financial crisis. France and 
Germany started from more moderate levels and experienced less of a productivity-growth decline, with 
most of the decline occurring after the crisis. Productivity growth was close to zero in Italy and Spain for 
some time well before the crisis, so severe labor shedding after the crisis actually accelerated 
productivity growth.” 
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accessible data are, the same interdisciplinary framework can extend to other 
countries. These countries may be deploying economic models that are now more 
successful than America’s in terms of manufacturing. 
 
The essays in this anthology explore the practical dynamics of the contemporary US 
economy and other Western nations. This includes the rise of tech monopolist 
“superstar firms”; the decline in corporate investment; and the continuing impact of 
low interest rates. The contributors also delve into the statistical controversies 
surrounding productivity measurement. 
 
This new analysis suggests new solutions, another focus of the book. (In contrast, 
Robert Gordon’s important work of economic history, The Rise and Fall of American 
Growth,7 which comes in at 750 pages, contains only an 11-page policy “postscript.” 
The book’s concluding sentence, after the hundreds of pages of “declinism” that 
have gone before, is a special policy call-out for “pre-school education,” a 
disappointing coda.) The productivity-enhancing strategies discussed in this 
anthology instead point to the need for new innovation systems in the US focused on 
manufacturing, new labor institutions such as apprenticeships, new ways to build 
more equitable and robust supply chains, and a call for increased digitization. 
 
Solving the productivity puzzle, and implementing productivity-enhancing policies, is 
not the only challenge facing the US and the West but it is a big one. It is one that 
requires new wisdom for a new age. As Paul Krugman has put it, “productivity isn’t 
everything, but in the long run it is almost everything.”8 
 
A ROAD MAP THROUGH THIS BOOK 
The lead essay, by Edmund Phelps, winner of the 2006 Nobel Memorial Prize in 
Economic Sciences, locates the decline of Western economic dynamism in cultural 
values. Specifically, he argues that the loss of, and even revolt against, the modernist 
spirit has led to the sharp decline in innovation that he perceives as having started in 
the West in the crisis of the 1970s. Excessive regulation and corporate short-termism, 
both common explanations for low growth, are for Phelps merely further evidence of 
a culture and society that has lost its way. This essay also encapsulates a central 
theme in this book: the need to go beyond conventional macroeconomic models to 
fully understand what drives dynamism. 
 
HISTORY AND THEORY 
This opening chapter in this section, by Claudio Borio, Head of the Monetary and 
Economic Department of the Bank for International Settlements, or BIS (a sort of 
central bank for central banks), offers a new macroeconomic explanation for flat 
productivity growth. Borio explains how credit booms, often the result of low interest 
rates, can cause “misallocations,” that is, excessive allocations to low-productivity 
sectors such as housing. The essay doesn’t precisely spell out the mechanism of what                                                         
7 Gordon, Robert. The Rise and Fall of American Growth: The US Standard of Living since the Civil War, 
Princeton, NJ: Princeton University Press, 2016. 

8 Krugman, Paul, The Age of Diminished Expectations: U. S. Economic Policy in the 1990s, Cambridge, 
MA: MIT Press, 1990.  
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drives these misallocations, but there are several obvious possibilities. One is that a 
credit-driven boom increases domestic demand for consumption and housing over 
more productive sectors such as exportable manufactured goods.  
 
The “blind spot in today’s macroeconomics” of Borio’s title refers to the lack of 
consideration by macro of these productivity differences among sectors and the 
deformed growth that can result from a credit boom. But the title could equally refer 
to the tunnel-like focus of macroeconomics itself on the real economy to the exclusion 
of the crucial financial sector — at least until after the crisis — and on the ongoing 
lack of interest by macroeconomists in the productivity puzzle.  
 
Borio’s assessment of the state of macro is of particular interest because his thinking is 
always ahead of conventional practice: at the 2003 Jackson Hole economic 
symposium he warned of growing financial instability. Economics finally recognized 
his insight, years too late. Now, years after the crisis, economics is lagging again but 
in new ways. This time, having reversed its priorities at the wrong time, macro remains 
more concerned with modeling financial instability than with answering questions 
related to productivity. 
 
Richard Sylla focuses on the powerful role World War II played in 20th century US 
economic prosperity, offering a sweeping view of US economic history and the 
country’s varying productivity rate growth rates. Sylla questions the standard account 
that World War II was needed to end the Great Depression (a Keynesian argument) 
and argues that, but for bad policies, the Depression would have ended much earlier. 
 
He finds, however, that wartime innovations were directly related to the decades of 
prosperity that followed, an argument also supported by the Northwestern University 
economist Robert Gordon. In addition, Sylla emphasizes the effect of increased 
purchasing power and pent-up demand by consumers. 
 
Perhaps most importantly, however, the reason World War II led to a post-war U.S. 
boom is that every other major industrial country besides the U.S. was devastated. 
“The war catapulted the United States to a unique [monopolistic] position in modern 
economic history,” Sylla writes, and this position led to wonderfully high growth rates 
for a time: 2.96% annually from 1940 to 1970. Sylla finds that the average long-term 
U.S. growth rate is much lower: “since 1790 (1790-2016), economic growth in the 
United States has averaged 1.72% per year.” 
 
We do not need or want another war, so we will have to find other ways of boosting 
productivity. Perhaps a 1.72% per year growth rate, sustained over very long periods, 
is all we can expect. But that might be good enough — it leads to a doubling of 
standards of living every 41 years. And that does not count gains from quality 
improvements and from the availability of new products that do not show up in the 
productivity data, which many economists argue are significant and contribute 
materially to well-being that is not measured in the GDP statistics. 
 
Stephen Sexauer and Laurence Siegel’s article, “The Age of Experts,” is a book 
review originally published in Business Economics. They reviewed Marc Levinson’s 
book, An Extraordinary Time: The End of the Postwar Boom and the Return of the 
Ordinary Economy, which argues that the economic boom of 1948-1973 represented 
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“an economic golden age throughout the world.” Levinson describes the 
“development of macroeconomic models and their use in the postwar period by 
governments trying to harness the chaos of economic innovation and growth.” In 
other words, it was an age when experts on economic management and dirigisme 
enjoyed an exceptional degree of respect. 
 
But Sexauer and Siegel point out that the quarter-century after World War II was only 
a golden age if you lived in the United States or the recently devastated lands of 
Europe and Japan, which recovered quickly. The rest of the world languished, and the 
extraordinary time for China, India, and many other developing areas is now. The 
extraordinary time of even poorer countries that have not yet entered the fullest 
flower of their development will be in the future. When studying history, you should 
not wear rose-colored glasses or have a home bias that blinds you to what is really 
going on. 
 
MEASUREMENT AND MISMEASUREMENT 
The next section, on Measurement and Mismeasurement, delves into the many 
statistical challenges in measuring productivity, particularly that of the “new 
economy” driven by smart phones and the almost universal use of computers in 
industry. Do the U.S. and other Western nations have a productivity problem, or just a 
productivity measurement problem? Our book contains essays by two adversaries in 
this debate, Harvard economist Martin Feldstein and Chad Syverson of the University 
of Chicago. 
 
Feldstein argues that current methods aren’t well suited to measuring productivity 
changes that derive from the new economy. US statistical agencies have problems 
accounting for improvements in product quality, the introduction of new types of 
goods, and the rise of services in general, all of which offer great utility to consumers 
but the value of which is not easy to measure. His conclusion is that, at least in the 
U.S., “the pace of productivity growth has been underestimated.” 
 
Syverson focuses on the pronounced slowdown in U.S. labor productivity growth 
between 2005 and 2015. This growth rate averaged 1.3% a year, which is less than 
half the growth rate of the preceding ten years as well as of the period from 1947 to 
1973. He shows that what he calls “the mismeasurement hypothesis” — the idea that 
productivity statistics understate the gains from new information and communications 
technology — cannot fully explain this slowdown. His findings rest on the fact that the 
slowdown is not related to ICT (information and communication technology) intensity.  
 
Feldstein’s and Syverson’s essays, despite their differing views on productivity 
mismeasurement, aren’t really in conflict. Syverson is arguing that measurement 
problems alone cannot account for the recent sharp slowdown in labor productivity 
growth, but Feldstein is making a longer-term case, that there has still been a secular 
understatement in the rate of growth, due to profound changes in the goods and 
services that are available in the market.  
 
DIFFICULTIES AND DIAGNOSES 
In this section focusing on diagnoses, the first essay, by Daron Acemoglu and Pascual 
Restrepo, overturns the standard view that economic growth is slowing because 
populations are aging. An aging population may be associated with lower workforce 
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participation and labor productivity, less risk taking, and fewer entrepreneurs. But, 
according to the authors, aging doesn’t have a negative effect on economic growth. 
They write, “If anything, countries experiencing more rapid aging have grown more in 
recent decades.” One reason may be that automation counteracts the impact of an 
aging population. Another possibility is that older workers are more skilled and 
require less integration into the world of work. 
 
Dane Stangler, chief policy officer of Startup Genome, a firm that fosters 
entrepreneurship, questions the hype (and conventional wisdom) that America is 
currently a startup nation. He finds that “across nearly every indicator, business 
dynamism is waning in the United States. New business creation has fallen across the 
board.” Moreover, says Stangler, America’s entrepreneurial peak was actually in the 
1970s. This pronounced decline in business dynamism is found even in the high-tech 
sector since about 2000.  
 
Despite these gloomy trends, Stangler is optimistic. He argues the U.S. may be on the 
cusp of an entrepreneurial boom driven by the favorable demographics of an 
expanded population aged 25 to 44, the peak age range for starting a business. 
 
Susan Houseman, of the Upjohn Institute, scrutinizes the decline of manufacturing 
employment in the U.S. since 2000. Her analysis rests on deep knowledge of the way 
U.S. statistical agencies calculate output. It overturns the prevailing (and paradoxical) 
narrative that this decline in manufacturing employment somehow stems from the 
strength of U.S. manufacturing. According to this line of thinking, improvements in 
productivity and automation have reduced the need for manufacturing workers while 
overall output has remained steady. This turns out to be misleading. 
 
Instead, as Houseman uncovers, U.S. manufacturing output has collapsed along with 
employment. The reason for the misconception is the way U.S. statistical agencies 
calculate growth in computers and semiconductors, the one alleged bright spot in 
U.S. manufacturing. In reality, much of the growth in this sector turns out to be a 
statistical illusion: “the locus of production of these products has been shifting to 
Asia,” Houseman writes. For Houseman, it is trade, rather than automation, that 
account for the sudden drop in U.S. manufacturing employment starting in 2000. 
 
Houseman’s statistical work is important. It establishes a baseline for any informed 
discussion about the true state of U.S. manufacturing. She concludes, “The 
widespread denial of domestic manufacturing’s weakness and globalization’s role in 
its employment collapse has inhibited much-needed, informed debate over trade 
policies.” 
 
Anton Korinek’s essay tackles inequality. Korinek, of the University of Virginia and a 
former visiting scholar at numerous central banks, observes that there is a bifurcated 
dynamism in the American economy. Strong growth is limited to the top income 
percentiles of the population and a handful of cities, communities that he calls 
“superstars.” How can the U.S. share this dynamism more broadly? 
 
His underlying analysis is that the superstar phenomenon is driven by digital 
innovation, which gives rise to natural monopolies. These monopolies create 
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distortions in the U.S. economy: too little innovation in afflicted sectors as well as 
monopoly pricing.  
 
Korinek proposes several policy solutions in response. These include an increased 
role for public investment (and presumably ownership) of basic research as well as 
ways to free up areas where tech firms currently have a monopolistic advantage such 
as in information about consumers. He writes that these interventions “would unleash 
a lot more entrepreneurialism and cut into those monopoly rents.” 
 
S&P’s David Blitzer looks at the diminishing role of the stock market in raising capital, 
which in turn is impacting the wider economy. Blitzer details the decline in the 
number of publicly listed companies, the increase in typical listed company size, and 
the dearth of IPOs. This decline in IPOs has not been fully offset by an increase in 
private funding for startups, and productivity may suffer as a result. 
 
Though stock market valuations have increased, Blitzer nonetheless presents a picture 
of declining dynamism in the sense that it is less common for fledgling firms to raise 
capital via public markets than in the past, and private markets are not a perfect 
substitute. He states, “capital is leaving the market through buybacks, being re-
arranged by mergers, and not being replenished by IPOs.” 
 
A healthy public market for shares of businesses is essential for economic vitality, not 
just in the U.S. but worldwide. More private and less public ownership of companies is 
an unwelcome trend, harking back to the days of large family-owned industries in 
Europe and Japan. Although some of these companies were innovative, perhaps 
because of their vertical integration, they tended to be monopolistic and run for the 
benefit of everyone but the consumer. If economic dynamism is to be renewed both 
in the U.S. and in other countries, the root causes of shrinking public ownership — 
whether due to regulation or other factors — must be addressed. 
 
Economist Thomas Philippon of NYU identifies the drop in corporate investment as 
the reason productivity growth has been so anemic in the U.S. in the past decade. 
Corporate investment in the US has declined from a historical 20 cents on each dollar 
earned to only 10 cents today. Philippon argues this decline in U.S. investment stems 
from increased industry concentration in the U.S. and a decline in competition. He 
writes, “this reduction in competition explains close to two-thirds of the investment 
gap we have seen since 2000.” 
 
An increase in regulation — except for anti-trust regulation – may be underpinning 
this decrease in competition in the U.S. Philippon writes, “We find that, as regulation 
increases, the industry ends up with fewer firms, higher profits, and less investment.” 
U.S. readers may be shocked to learn that European markets, according to Philippon, 
are now much more competitive than those in the U.S., as can be seen in lower 
mobile phone prices and internal airfares. The reason? “Regulators in Europe have 
been much more aggressive in promoting competition than the U.S.” 
 
SOLUTIONS AND PROPOSALS 
In terms of solutions, Walter Russell Mead, the foreign policy scholar, continues his 
analysis of the prevailing American post-World War II social model and its inability to 
continue to provide mass prosperity today. He suggests a solution: “infostructure.” By 
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this he means finding a way to “harness the full power of information technology to 
social needs” through new institutions, practices, and technology. Mead argues that 
investing in infostructure, even more than traditional infrastructure, will successfully 
spur communities to greater prosperity. 
 
Jaana Remes, of the McKinsey Global Institute, offers a new assessment of the 
productivity puzzle in the U.S. and Western Europe. She identifies two distinct recent 
“waves” that have brought down labor productivity growth rates: the cresting of the 
ICT boom in the 1990s, and the aftereffects of the financial crisis. The good news is 
that there is now a third, more positive wave according to Remes: “digitization, 
[which] contains the promise of significant productivity-boosting opportunities.”   
 
However, as Remes observes, the benefits from digitization have not yet fully 
materialized due to barriers to adoption. Her remedy, which is similar in spirit to 
Walter Russell Mead’s, is a call for government as well as corporate policies that can 
hasten digitization and ultimately productivity growth. Remes concludes, “A dual 
focus on demand and digitization could unleash a powerful new trend of rising 
productivity growth that drives prosperity across advanced economies for years to 
come.” 
 
John Cochrane, in his essay, “Make America Exceptional Again,” argues that 
predatory regulation and a decline in the rule of law are squashing American 
innovation. The consequent decline in investment accounts for the fall in the long-
term U.S. growth rate. 
 
Cochrane’s diagnosis therefore shares several features with Thomas Philippon’s 
complaint, which is stated earlier in the book: that low corporate investment is the 
primary reason for slow U.S. growth, and regulation is inhibiting this investment. This 
analytical agreement is noteworthy given the two economists’ very different 
affiliations: Cochrane is at the conservative Hoover Institution, whereas NYU’s 
Philippon was a former advisor to the French Finance Minister during Francois 
Hollande’s socialist government. 
 
However, there are differences in their arguments: Cochrane is looking at overall 
economic growth where Philippon mostly discusses productivity growth. And 
Philippon might argue the U.S. is already exceptional — in its lack of competition. The 
key difference between the essays, though, concerns the exact role regulation has 
played in damaging growth. For Cochrane, the state itself has become predatory and 
in a sense lawless. This gives rise to politicization in the way regulation is enforced, 
including regulatory “witch hunts” and show trials of executives who don’t stay in line. 
Cochrane’s solution: “rather than demand ‘less regulation’ ever more loudly, we need 
to bring rule-of-law process and protections to the regulatory state.” 
 
The chapter by Robert Lerman, of the Urban Institute, discusses apprenticeships, why 
they are so valuable, and what can be done to build a widespread apprenticeship 
system in the U.S. (Lerman has been a vocal and effective advocate for making 
apprenticeships part of the policy discussion in the U.S.). Lerman argues that there is 
a need to move from a narrowly defined “academic only” approach to education to 
an apprenticeship model. Such a system benefits both firms and workers. It is widely 
deployed in Western industrial countries including England, Australia, and Germany 
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— but not the U.S. Lerman’s forceful conclusion is, “it is past time for federal and 
state governments to make a genuine effort to build an extensive and high-value 
apprenticeship system.” 
 
In a nuanced essay about innovation, political scientists Dan Breznitz and Peter 
Cowhey examine America’s innovation system and its deficiencies. They argue there 
are different types of innovation, and claim the U.S. is lagging badly in some areas. 
Though the U.S. still excels in game-changing breakthroughs (novel-product 
innovation), it does not excel in making smaller manufacturing or design 
improvements, often initiated by line workers and middle managers — what the 
authors call “incremental process and product innovation.” This latter type of 
innovation now often takes place in other countries.  
 
While there is widespread worry that China may soon surpass the U.S. in scientific 
breakthroughs, the U.S. has already fallen far behind in applied innovation, in the 
expertise of making things. For instance, the U.S. lacks the ability to manufacture the 
Kindle domestically. Breznitz and Cowhey locate these failures in America’s 
institutional setup, including short-termism in its financial sector, as well as lack of 
applied research institutions to support manufacturing, such as the Fraunhofer 
Institutes in Germany. They propose several remedies to revive applied innovation, 
particularly in manufacturing in the U.S., including “‘network solutions’ to upgrade 
capabilities for process innovation.” 
 
Case Western Reserve University economist Susan Helper, who was formerly Chief 
Economist at the U.S. Department of Commerce and a member of the White House 
Staff during the Obama administration, focuses on U.S. manufacturing supply chains. 
They have undergone changes that have played a little known but outsized role in 
dampening productivity growth. Tasks that were formerly done in-house by vertically 
integrated companies are now outsourced in ways that have led to inequality and 
productivity stagnation in the U.S. In essence, purchasing departments favor the 
lowest-cost supplier firms, but at the hidden cost of suppressed or eliminated 
innovation. 
 
Helper lays out steps for a more collaborative approach that can lead to greater 
innovation and higher wages. This includes a role for federal policy: national labs 
could work with smaller firms or entire supply chains to share technical knowledge in 
manufacturing. This approach has already been successfully tried in U.S. agriculture, 
where land grant universities have historically helped spread advanced knowledge 
about farming techniques. The vision Helper lays out is one of “high road” policies 
leading to good jobs for American workers and revived innovation and productivity 
growth in manufacturing. 
 
LAST WORD 
We give the last word to the philosopher and generalist Deirdre McCloskey. 
McCloskey ends on a needed hopeful note. As she points out, average real income 
around the world is rising – very rapidly, in many developing countries — and it is 
impossible to forecast what further technological breakthroughs might occur, and 
where.  
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The poor may always be with us but they are getting richer, according to McCloskey. 
Being poor means something quite different in 2018 than it did in 1818 or, in 
developing countries, just a generation ago. In many locales the poor now have 
access to an adequate food supply, a wide variety of consumer goods, and modern 
medical treatments. McCloskey also carefully distinguishes absolute from relative 
decline. Her conclusion: “the story of America following Britain into ‘decline’ is 
dangerous nonsense. It is merely a relative decline, caused by the wholly desirable 
enrichment of the rest of the world.” 
 
Nonetheless, as other contributors to this book point out, future rapid productivity 
growth in the U.S. and much of the West is far from guaranteed. We hope the essays 
in this anthology offer new thinking about the productivity puzzle. These new ideas 
and new policies could restore the robust productivity growth of developed countries, 
including both America and the rest of the West, and encourage continued 
inventiveness and dynamism elsewhere. 
 
 
 
 
 
 
David Adler is author of “The New Economic of Liquidity and Financial Frictions” 
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fund manager. 
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LAST WORD: THE ECONOMIC SKY IS NOT FALLING 
Deirdre McCloskey 
 

For reason I don’t understand, people simply love to be told that the 
sky is falling. Yet it seldom does. Actually, never. 
 

For example, a gaggle of economists, such as Lawrence Summers, Erik Brynjolfsson, 
Andrew McAfee, Edmund Phelps, Jeffrey Sachs, Laurence Kotlikoff, Tyler Cowen, and 
Robert Gordon have argued recently that Europe and the United States, on the 
frontier of betterment, are facing a slowdown of new ideas, with a skill shortage. 
Technological unemployment and “uncompetitiveness” and sadly slow growth, it is 
said, will be the result. 

Maybe. Yet in the past couple of centuries numerous other learned economists have 
predicted similar slowdowns, none of which happened. The Keynesian economists in 
the late 1930s and the 1940s were confident in their prediction along the same lines 
as the current pessimists. The prediction was instantly falsified by the continuing 
Great Enrichment. 

Similarly, in the first three-quarters of the nineteenth century the classical economists, 
Marx among them, expected landlords, or in Marx’s case capitalists, to engorge the 
national product. On Malthusian grounds they expected people to stay at the $2 or 
$3 a day in 2016 prices typical of human life since the caves. It didn’t happen. British 
real, inflation-corrected income per head per day is now thirty times higher, and if 
allowing for improvements in quality of goods and services, it is close to one hundred 
times higher. 

Contrary to recent alarms, even in the already rich countries the real income for the 
poor continues to grow, if corrected to allow for radically better goods and services. 
Thirty years ago hip-joint replacement was experimental. Now it’s routine. Tires and 
autos were unreliable. Now they never wear out. Once nothing could be done about 
clinical depression. Now something can. Further, in terms of real comforts — a roof, 
heating, ample clothing, decent food, adequate education, effective medicine, long 
life — the income is more and more equally spread. Pace Piketty. Worldwide the 
poorest among us are getting richer. 

The Italian economists Patrizio Pagano and Massimo Sbracia argue that failures of 
previous stagnationisms — proposed after every major recession, they note — failed 
not so much in the impossible task of anticipating wholly new technology as in not 
grasping the further rewards of existing technology, such as nowadays computers. 
Joel Mokyr, a deep student of the history of technology, recently offered some 
persuasive assurances on the matter of slowdown, directed specifically at the sky-is-
falling convictions of his colleague at Northwestern University, the gloomy Gordon. 
Mokyr argues that the sciences behind biology and computers and the study of 
materials promise gigantic enrichment. 

As the historian, politician, and nineteenth-century liberal Thomas Babington 
Macaulay asked in 1830, “On what principle is it that, when we see nothing but 
betterment behind us, we are to expect nothing but deterioration before us?” He 
continued: 
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If we were to prophesy that in the year 1930 a population of fifty 
million, better fed, clad, and lodged than the English of our time, will 
cover these islands, that Sussex and Huntingdonshire will be wealthier 
than the wealthiest parts of the West Riding of Yorkshire now are, that 
machines constructed on principles yet undiscovered will be in every 
house, many people would think us insane. 

Whiggish and bourgeois and progress-minded and vulgarly pro-betterment though 
Macaulay was, he was in his prediction exactly right, even as to the U.K. population in 
1930. If one includes in 1930 the recently separated Republic of Ireland, he was off by 
less than 2 percent. 

And even the pessimistic, anti-Whiggish economists such as Gordon —”gloomsters,” 
the headline writers call them — would not deny that we have before us fifty or a 
hundred years in which now middling and poor countries such as South Africa and 
Brazil and Haiti and Bangladesh will catch up to what is already, in the rich countries, 
a stunningly successful level of average real income. 

The Nobelist Edward Phelps, among the pessimists, believes that many rich countries 
lack dynamism. Some of Gordon’s proposed “headwinds” are of that character. It 
hasn’t happened yet, but let’s suppose the sky does fall on Europe and its offshoots. 
Still, China and India, making up about four in ten of world population, have since 
1980 become radically more free-market than they once were, and therefore are 
quickly catching up. They are growing with notable dynamism at upward of 7 to 12 
percent per person per year. Despite recent slowdowns in China (not in India) they 
will continue liberalizing and growing. 

To appreciate what will happen over the next fifty or a hundred years if such growth 
continues, as there is every reason to think it will, it’s a good idea to learn the “Rule of 
72.” The rule is that something (such as income) growing at 1 percent per year takes 
seventy-two years to double. (Rest assured, the fact is not obvious without calculation. 
It just happens to be true. You can confirm it by taking out your calculator and 
multiplying 1.01 by itself seventy-two times.) It follows that if the something grows 
twice as fast, at 2 percent instead of 1 percent, the something will double, of course, 
in half the time, thirty-six years. A runner going twice as fast will arrive at the kilometer 
mark in half the time. Similarly, something growing at 3 percent a year will double in a 
third of the time, or twenty-four years. 

Apply then your newly-won brilliance in arithmetic to our economic prospects. Even at 
the modest 4 percent per year per person that the World Bank implausibly reckons 
China will experience out to 2030 the result will be a populace almost twice as rich. 
The specialists on China’s economy Dwight Perkins and Thomas Rawski reckoned in 
2008 on a 6 to 8 percent annual growth rate out to 2025, by which time the average 
Chinese person will have a 1960s-U.S. standard of living.  

China and India during their socialist experiments of the 1950s through the 1970s 
were so badly managed that there was a great deal of ground to be made up merely 
by letting people open shops and factories where and when they wanted to, without 
approval from the authorities. As Perkins pointed out in 1995, “When China stopped 
suppressing such activity,...shops, restaurants and many other service units popped 
up everywhere...[because] Chinese...had not forgotten how to trade or run a small 
business.” Or large businesses. No genetic argument can be put forward that implies 
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that Chinese or Indians or Africans or Latin Americans should do worse than 
Europeans permanently. 

We have in fact seen 1990-2016, even with the Great Recession, a real (constant 2011 
dollars at purchasing power parity) growth rate worldwide of 2 percent per year per 
person, which is for example the average rate over two centuries in the USA.9 It will 
result in a doubling of the material welfare of the world’s average person within a long 
generation (72/2 = 36 years), or two shorts, with economies of scale in world invention 
kicking up the rate.  

In two such generations, 72 years, it would mean a quadrupling, which would raise 
the average real income in the world at the end of this century to the levels attained 
in 2016 in the United States, a country that for well over a century has sustained the 
world’s highest per-person income of any place larger than Norway. Pretty good. And 
it will be pretty good for solving many if not all of the problems in the soul and in the 
society and in the environment. 

Know also a remarkable likelihood. Begin with the sober scientific fact that sub-
Saharan Africa has great genetic diversity, at any rate by the standard of the narrow 
genetic endowment of the ancestors of the rest of us, the small part of the race of 
Homo sapiens that left Mother Africa in dribs and drabs after about 70,000 BCE. The 
lower diversity outside Africa comes from what geneticists call the founder effect, that 
is, the dying out of genetic lines in an isolated small group, such as the modern 
humans who ventured into southwestern Asia and then beyond. 

Greater diversity in Africa, which is to say, in technical terms, higher variance, means 
that unusual abilities at both ends of the distribution, high and low, are more 
common. Exactly how much more depends on technical measures of genetic 
difference and their expression. The effect could be small or large depending on such 
measures, and on the social relevance of the expression of the particular gene. Note 
that sub-Saharan Africa already has the tallest and the shortest people in the world. 

The high end is what matters for high culture. Sub-Saharan Africa — now at last 
leaning toward liberal democracy — has entered on the blade of the hockey stick, 
growing since 2001 in per-person real income by over 4 percent per year — doubling 
that is, every eighteen years. A prominent Nigerian investment manager working in 
London, Ayo Salami, expects a gradual ideological shift among African leaders in 
favor of private trading as the generation of the deeply socialist anti-colonialists born 
in the 1940s dies out. The 6- to 10-percent growth rate available to poor economies 
that wholeheartedly adopt liberalism will then do its work, and yield educational 
opportunities for Africans now denied them. 

The upshot? Genetic diversity in a big and rich Africa will yield a crop of geniuses 
unprecedented in world history. In a century or so the leading scientists and artists in 
the world will be black. It will be a splendid irony on the history of racism in Europe 
and Asia. Today a Mozart in Nigeria follows the plow; a Bashō in Mozambique was 
recruited as a boy soldier; a Tagore in East Africa tends his father’s cattle; a Jane                                                         
9 https://data.worldbank.org/indicator/NY.GDP.PCAP.PP.KD 
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Austen in Congo spends her illiterate days carrying water and washing clothes. As the 
English poet Thomas Gray put such matters,  
 

Full many a gem of purest ray serene,  
         The dark unfathom’d caves of ocean bear:  
Full many a flow’r is born to blush unseen,  
         And waste its sweetness on the desert air.  

 
But not in 2100. 

All the economists who have looked into the evidence agree that the average real 
income per person in the world is rising fast, and with every prospect of continuing 
tomorrow, and for the coming century or more. The result will be a gigantic increase 
in the number of scientists, designers, writers, musicians, engineers, entrepreneurs, 
and ordinary businesspeople devising betterments which will spill over to the now rich 
countries allegedly lacking in dynamism, or facing headwinds. Unless one believes in 
mercantilist/business-school fashion that a country must “compete” to prosper from 
world betterment, then, even the leaky boats of the Phelpsian/Gordonesque 
“undynamic countries” will rise. 

In short, no limit to fast world or U.S. or European growth of per-person income is 
close at hand, no threat to “jobs,” no cause for pessimism — not in your lifetime, or 
that of your great-grandchildren. Then, in the year 2100, with everyone on the planet 
enormously rich by historical standards, and hundreds of times more scientists and 
entrepreneurs working on improvements in solar power and methane burning, we can 
reconsider the limits to growth, and the falling sky. 

§ 

Consider, then, a riddle, by guessing the time and place: 

A nation speaking the language of Shakespeare wins a world war and takes command 
of the balance of power. It builds the largest economic machine in history, and is 
acclaimed on all sides as having the most energetic businesspeople, the most 
ingenious engineers, the smartest scientists, and the wisest politicians.  

Then everything goes to hell. An upstart challenges its economy, beating it at its own 
game. The former paragon, a decade or two after the hosannas, comes to be 
scorned, at any rate at home, as having the laziest businesspeople, the stupidest 
engineers, the dullest scientists, and the most foolish politicians. It becomes in the 
opinion of the world (or at any rate in the opinion of home-front journalists and 
politicians and most professors) a New Spain or a New Holland, a byword for a failed 
empire. 

Time’s up. 

If you guessed “America, 1917-1992,” give yourself half credit, fifty points. Sorry, 
that’s not a passing grade. True, the story fits American history as commonly told 
from entry into The War to End All Wars down to the Noriega Trial, but it also fits 
more. If you guessed “Britain 1815-1956,” you again earn fifty points, and ten points 
extra for recognizing that there is a world outside the United States. The story fits 
British history as commonly told, all right, from Waterloo to Suez, but the answer 
warrants only a bare pass. 
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The better, cum laude answer is “Both, down to details of the words people used at 
the time to describe what was happening.” British opinion leaders in the 1890s and 
1900s read books with titles like Made in Germany (1896) or The American Invasion 
(1902). Where have you seen those? You’ve seen them now in airport bookstores from 
Kennedy to Honolulu, with America in place of Britain as the patsy.  

The book of 1896 might as well be reprinted 100 years later with “Japan” [or in 2017 
“China”] in place of “Germany”: “Make observations in your surroundings,” wrote a 
Briton terrified by German imports, “You will find that the material of some of your 
own clothes was probably woven in Germany...the toys and the dolls and the fairy 
hooks and the piano, the drain-pipes, and on and on, down to a souvenir mug 
inscribed ‘resent from Margate, Kent’.” Make observations nowadays in your garage, 
your living-room, your den. You will see Toyota, Sony, and Yamaha, [and now 
hammers and computers from China], all around. 

That answer, however, is too clever by half. Give yourself a B-, and try to be a little 
wiser next time. Sure, warning that “The End is Near” gives one a reputation for 
tough wisdom, besides selling newspapers. The story is made better by a supposedly 
horrible example, such as Britain, the only European country many Americans think 
they know, and therefore think they know how to improve. The British and American 
stories certainly are told in parallel. The British analogy haunts the American clerisy. 
On the upside each country in succession became the world’s banker. On the 
downside both fought a nasty colonial war, Boer and Vietnamese. Both in the end 
became debtor nations, with long-lasting deficits in visible trade. 

The stories; however, are wrong, all of them, which is the correct answer for an A+ 
and an invitation to graduate school. As much as the American clerisy delight in 
telling the stories around the fern bar, urging us to buckle up our football pads for 
The Zero-Sum Solution: Building a World Class Economy (Lester Thurow 1985) or to 
finally get down to The Work of Nations: Preparing Ourselves for 21st-Century 
Capitalism (Robert B. Reich 1991), the failure story is wrong about America. It was just 
as wrong about Britain a century ago. The story of The Rise and Fall of the Great 
Powers (Paul Kennedy, 1988) is a fairy tale. 

The correct story is that both countries were and are amazing economic successes. 
Here are the data. Angus Maddison was a Scot living in France and working in 
Holland. He was a bear of a man fluent in seven languages and in statistical thinking, 
who was the leading authority on the history of world trade and income. In 1989 he 
published a little-noticed pamphlet entitled The World Economy in the Twentieth 
Century, under the auspices of the Organization for Economic Cooperation and 
Development, the research institute in Paris for the rich and democratic countries.  

Using the best statistics on income available Maddison came up with the following 
surprising facts: Fact 1: Americans are still richer than anyone else, after a decade of 
“failure.” In 1987 Americans earned $13.550 per head (in 1990 prices), about 40 
percent higher than incomes of, say, the Japanese or the (West) Germans. [Now in 
2017 in present-day prices it is about $45,000, and remains higher than the incomes 
of the Japanese or the unified Germans.] 

Britain, too, was still rich by international standards. After a century of “failures” the 
average Briton earned a trifle less than the average Swede and a trifle more than the 
average Belgian. [It’s still true, in 2017.] The British average was over three times that  
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of Mexico and fourteen times that of India. If you don’t believe it, step outside your 
hotel in Mumbai. 

America, therefore, has not “failed.” and neither has Britain. The American story as it 
is told thrillingly, tragically in the lecture rooms repeats the British story, eerily. But it 
is a matter of false rhetoric from the start. British observers in the early nineteenth 
century, like Americans in the Jazz Age, were startled at the ease with which the 
country had taken industrial leadership. Britain was the first, yet a few of its clerisy 
were nervously wary of the strangeness of a small island running the world. In 1840, 
early in British success, one J. D. Hume warned a select committee of Parliament that 
tariffs on imports of wheat would encourage other countries to move away from 
agriculture and toward industry themselves, breaking Britain’s monopoly of world 
manufacturing: “we place ourselves at the risk of being surpassed by the 
manufactures of other countries...I can hardly doubt that [when that day arrives] the 
prosperity of this country will recede faster than it has gone forward.” 

Nonsense. It is the “competitiveness” rhetoric, and it has always been nonsense. In 
the 1840s or the 1990s [or now] Britain is made better off not worse off by the 
industrialization of the rest of the world, in the same way that you would be made 
better off by moving to a neighborhood of more skilled and healthy people. British 
growth continued from 1840 to the present, making Britons richer and richer. 

Likewise, Americans are made better off when Japan or China “defeat us” at car-
making or TV assembling, because we then go do something we are comparatively 
good at — banking, say, or growing soybeans — and let the Japanese and then the 
Koreans and then the Chinese do the consumer electronics. 

Richer and richer. According to Maddison, Britain in 1989 was about three-and-a-half 
times richer per person than it was a century ago; America about five times richer. It is 
true that Britain and America have over the period grown slower than some other 
countries, such as Sweden and Japan, because Britain and American started richer. 
The story of growth over the past century has been a story of convergence to British 
and American standards of excellence. Germans in 1900 earned about half of what 
Britons earned; now they are about the same. 

It is not a “race” that Britain “lost.” The falling British share of world markets was no 
index of “failure,” any more than a father would view his falling share of the 
poundage in the house relative to his growing children as a “failure.” It was an index 
of maturity. It was also true for America. It is good, not bad, that other nations are 
achieving American standards of competence in running supermarkets and making 
food processing equipment. Three cheers for foreign “competition.” 

The story of “failure” has consequences itself, which is why it needs to be challenged. 
It confuses prestige of a sporting character, being tops in what the soccer-inventing 
British call the “league tables of economic growth,” with significant differences in 
wealth. More ominously, it speaks of free exchange in metaphors of war. In 1902, at 
the height of xenophobic hysteria in Britain about “competitiveness,” Edwin Cannan 
declared “the first business of the teacher of economic theory is to tear to pieces and 
trample upon [hold on there, Edwin] the misleading military metaphors which have 
been applied...to the peaceful exchange of commodities. We hear much...in these 
days of ‘England’s commercial supremacy’ and of other nations challenging it, and 
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how it is our duty to ‘repel the attack’ and so on. The economist asks ‘what is 
commercial supremacy?’ and there is no answer.” 

We have heard much of America’s commercial supremacy and how it is our duty to 
repel the attack. It is articulated most fiercely under Trump. It is economically idiotic 
and politically dangerous talk. In 1884-1914 it led to a world war. In our times we 
should cool it, recognizing for instance that most jobs lost to greater and good 
technology, and in Massachusetts are lost to Texas and California, not to Japan and 
Korea; or that richer neighbors will pay more to us in goods and services for our 
goods and services.  

David Landes, a Harvard historian, brought the mistaken story of Britain’s decline to 
academic respectability. In his classic book, The Unbound Prometheus: Technological 
Change and Industrial Development in Western Europe, 1750 to the Present, Landes 
summarized a century of journalistic and historical lament for lost “supremacy and lost 
empire.” He uses throughout a metaphor of leadership in a “race,” speaking in 
chapter titles of “Closing the Gap” and “Short Breath and Second Wind,” with a 
military version in “Some Reasons Why,” taken from a poem about a cavalry charge. 

The main question, according to Landes, is, “Why did industrial leadership pass in the 
closing decades of the nineteenth century from Britain to Germany?” Briefly, his 
answer is: “Thus the Britain of the late nineteenth century baked complacent in the 
sunset of economic hegemony...Now it was the turn of the third generation, the 
children of affluence, tired of the tedium of trade and flushed with the bucolic 
aspirations of the country gentleman...They worked at play and played at work.” 

It was fine writing, but it merely restated the nonsense about competitiveness--
nonsense on both grounds, political and economic. The European story is in fact 
commonly told by diplomats and their historians in terms of footraces and cavalry 
charges among ironmasters and stock brokers. The balance of political power in 
Europe since Peter the Great is supposed to have depended on industrial leadership. 
Waterloo and the Somme are supposed to have been decided on the assembly line 
and trading floor. The supposed link between the lead in war and the lead in the 
economy became a commonplace of political talk before World War I, and has never 
since left the historical literature. To think otherwise, said Landes, without offering 
actual arguments, is “naive.” 

The early 21st-century version of Landes’ worldly-wise nonsense comes out in praise 
for illiberal leaders, such as Putin or Xi or Erdogan or Hungary’s Orbán and his eastern 
European imitators, or in a less violent key (though he, too jails his political opponents 
and censors the press) Lee Hsien Loong of Singapore, and especially his father Lee 
Kuan Yew. After all, write the economic illiterates, they “win,” “Maybe tyranny 
combined with economic liberty,” they continue, “is the New Model.” Illiterates are 
always looking for a New Model, because then they do not need to learn to read. 

But, no. For one thing, tyranny regularly and on average has destroyed economies, 
not improved them, and democracy has since 1776 regularly liberalized economies. 
Step forward, Robert Mugabe of Zimbabwe, whose example stayed the hand of the 
large Communist wing of the African National Congress in South Africa. Stories of 
Mussolini’s or Hitler’s or Stalin’s economic successes have been shown repeatedly to 
be false. Betting on a man on a white horse to make his people well off economically 
enriches only the bookies. 
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People regularly confuse success in rigged elections or in foreign policy with enriching 
of ordinary people in their ordinary economic pursuits. The confusion keeps the men 
on the white horses in the saddle, since it’s nice to think of the greater glory of 
Mother Russia even if you are living with your granddaughter in a depressed mining 
town in a single room without a bath or stove on a pension of $400 a month. You can 
always use the Good Tsar defense, that Putin can’t know the terrible corruption of his 
local administrators. If he did, he would surely come to the rescue. It has ever been 
the relationship of tsar and peasant over the heads of the boyars, or Good King 
Richard over the bad sheriffs and barons around Bad King John, or the English 
sovereign against rural landlords allegedly creating deserted villages during 
enclosures. 

The left regularly, and with unhappy side effects, muddies the water by attacking the 
very idea of a calculated national income, which summarizes the economic wellbeing 
of ordinary people by their own lights, that is, by how much they are willing to pay for 
goods and services. It is the liberal criterion. The left yearns for a collectivist criterion 
instead. The right has similar yearning, for the collective glory of The Nation, similarly 
achieved by violence and the threat of violence.  

Better leave off such rough-trade collectivism, and listen to what people say in 
markets. Oh, yes, I know: it is said that markets have terrible “imperfections,” over a 
hundred lovingly modeled in economics books since 1848, though never actually 
shown to be important. Yet during the reign of the numerous imperfections 
(monopoly, bad information) the poorest of the poor found their material welfare rise 
astoundingly. Let, then, the market speak in GDP per person on the obvious and 
simple liberal plan, and you get modern educated and enriched people by the 
billions. 

And in any case it is only when the tyrants relent for whatever part of the economy 
they do not presume to lay down by edict that GDP rises. While a little liberalism was 
enriching places like the USA before the Civil War, or indeed the Russian Empire in 
the 1890s and 1900s, letting people make money supplying railways with rails, say, 
Japan until 1868 stagnated, and China until the 20th century. The tyrants deny the 
market test, a point admitted theoretically by socialists in the debates of the 1930s, 
and so a project could just as well reduce Russian or Chinese or Argentinian GDP per 
person as increase it. Private parties make mistakes, too. But they do not have the 
monopoly of violence to fall back on. They go out of business instead of being able to 
force collective farms to buy wretched tractors until the cows come home. Politics 
does not make people better off economically. Economy does. 

The alleged link between the economy and politics is anyway nonsense. After all, a 
large enough alliance of straggling, winded followers could have fielded more 
divisions in 1914. The Russian Empire in fact did. The case of Soviet Russia in 1941 or 
North Vietnam in 1968 suggest that military power does not necessarily follow from 
economic power. In 1861-1865 the Union sacrificed more men than the entire United 
States did in any other war to put down a rebellion by a less populous section, nearly 
40 percent of the population enslaved, which it out-produced at the beginning by 30: 
1 in firearms, 24:1 in locomotives, and 13: 1 in pig iron. In World War I the shovel and 
barbed wire, hardly the most advanced fruits of industry, locked the Western Front. 
Strategic bombing, using the most advanced techniques and the most elaborate 
factories, failed in World War II, failed in Korea, and was therefore tried again with 
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great fanfare, to fail again, in Vietnam. It worked finally against a trivial military power 
in Iraq. Or did it? 

The equation of military power with economic power is good newspaper copy, but it 
is poor history and bad economics. The economic nonsense in the metaphor of 
leadership and competitiveness is that it assumes silently that first place among the 
many nations is vastly to be preferred to second or twelfth. Leadership in sports talk is 
number-oneship. In the motto of the UCLA coach Henry Russell “Red” Sanders (to be 
precise; not Lombardi), “Winning isn’t the most important thing; it’s the only thing.”  

Not in the economy. The metaphors of disease, defeat. and decline are too fixated on 
Number One to be the apt ones for an economic tale. The Sanders motto governs 
games. Only one team wins the Pac 10 championship. The fixation on Number One, 
though, forgets that in economic affairs being Number Two, or even Number Twelve, 
can be very good indeed. The prize for second in the race of economic growth was 
not poverty. The prize was great enrichment. In other words, since 1750, Britain has 
grown very well indeed, with pauses for total war or Clause Four socialism. By 
contrast, the diseases of which the pessimists speak so colorfully are romantically 
fatal; the sporting or military defeats are horribly total; the declines from former 
greatness irrevocably huge. 

On a wider, longer view the story of failure in a race is strikingly inapt. Before the 
British the Dutch were the “failure.” The Dutch Republic has been “declining” 
practically since its birth. With what result? Disaster? Poverty? A “collapse” of the 
economy? No. The Netherlands has ended up small and weak, a tiny linguistic island 
in a corner of Europe, stripped of its empire, no longer a strutting power in world 
politics — yet fabulously rich, with among the highest income in the world (now as in 
the eighteenth century), a domestic product per head quadrupling since 1900, 
astoundingly successful by any standard. 

The better story is one of normal growth, in which maturity is reached earlier by 
Britain and America than by Japan and Germany. The British failures of the late 
nineteenth century were small by international standards, even in industries such as 
steel and chemicals in which Britain is supposed to have done especially badly.10 
Everyone concedes that in shipbuilding, insurance, bicycles, and retailing Britain did 
very well from 1870 to 1914. Whether it did well or not, however, its growth did not 
depend importantly on keeping right up with Number One. Britain in 1890 could 
have been expected to grow slower than the new industrial nations. The British part 
of the world got there first, and was therefore overtaken in rate of growth by others 
for a time. Naturally, someone who already passed the finish line is going to be 
moving slower than someone who is still running. Belgium was another early industrial 
country and had a similar experience of relative “decline,” seldom noted. So has the 
United States. So what? 

On the whole, with minor variations accounted for by minor national 
differences in attention to detail, the rich nations converge. Resources are a trivial 
element in modern economies. Technology, on the other hand, has become 
increasingly international. If people are left alone to adopt the most profitable 
technology, then they end up with about the same income, whether they live in Hong                                                         
10McCloskey 1973. 
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Kong or Dresden. The main British story since the late nineteenth century is what 
Americans can expect in the century to come. British income has tripled while others 
achieved British standards of living. A 228 percent increase of production between 
1900 and 1987 is more important than a 10 percent “failure,” sometimes and at some 
exchange rates, to imitate German obsessive habits of attention to duty. Looked at 
from Ethiopia or even from Argentina, Britain is one of course of the rich nations. 

The tragedy of the past century is not the relatively minor jostling among the leaders 
in the lead pack of industrial nations. It is the appalling distance between the leaders 
at the front and the followers at the rear. If one must use the image of the race 
course, then the whole field, followers as well as leaders, advanced notably — usually 
by factors of three or more since 1900 in real output per head. The main story is the 
general advance. The tripling and more of income per head relieved much misery and 
has given life affording scope to billions of people otherwise submerged: Think of 
your great grandparents. 

In other words, the trouble with the pessimistic choice of story in the literature of 
British and American “failures” is that it describes such a happy outcome of growth as 
a tragedy. Such talk is at best tasteless in a world of real tragedies — Argentina, for 
example, once rich, but for decades subsidizing much and producing little; or India 
before 1991, trapped in poverty after much expert socialist advice. At worst the 
pessimism is immoral, a nasty self-involvement, a line of nationalist guff accompanied 
by a military hand playing “Land of Hope and Glory” or “The Marine Hymn.”  

The economists and historians appear to have mixed up the question of why Britain’s 
income per head was in the 1990s six times that of the Philippines and thirteen times 
that of India — many hundreds of percentage points of difference that powerful 
forces in sociology, politics, and culture must of course contribute to explaining — 
with the more delicate and much less important questions of why British income in 
1987 was 3 percent less than the French or 5 percent more than the Belgian. 

Telling a story of America following Britain into “decline” is dangerous nonsense. It is 
merely a relative decline, caused by the wholly desirable enrichment of the rest of the 
world. It is dangerous because it leads us to blame foreigners, for which see Trump’s 
2016 campaign and administration, for our real failings, in high school education, say, 
or in the maintenance of bridges. 

So cheer up. We are not going the way of Britain, if that means what the pessimists 
mean. In the more accurate and optimistic story it means continuing to succeed 
economically. If success means cricket on Sundays and drinkable if warm beer, then 
hip, hip, hooray. 
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