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AMERICA'S STORY, OUR NATIONAL MYTH-
ology, is built on the idea of being an
opportunity society. From the tales of
Horatio Alger to the real lives of Henry
Ford and Mark Zuckerberg, we have de-
fined our country as a place where every
one, if he or she works hard enough, can
set ahead. As Alexis de Tocqueville argued
more than 150 years ago, it's this dream
that enables Americans to tolerate much
social inequalily—this coming from a
French aristocrat—in exchange for what

we perceiveas great dynamismand oppor-
tunity in our society. Modern surveys con-
firm what Tocqueville sensed back then:
Americans care much more about being
able to move up the socioeconomic ladder
thanwhere we stand on it. We may be poor
today, but as long as there's a chance that
we can be rich tomorrow, things are O.K,
But does America still work like that?
The suspicion that the answer is no in-
spires not only the Oceupy Wall Street
(OWS) protests that have spread across
the nation but also a movement as seem-
ingly divergent as the Tea Party. While
OWS may focus its anger on rapacicus
bankers and the Tea Party on spendthrift
politicians, both would probably agree
that there's a cabal of entitled elites on
Wall Street and in Washington who have
somehow loaded the dice and made it im-
possible for average people to get ahead.
The American Dream, like the rest of our
economy, has become bifurcated.
Certainly the numbers support the
idea that for most people, it's harder to get
ahead than it's ever been in the postwar
era. Inequality in the U.S., always high
compared with that in other developed
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countries, s rising. The 1% decried by
OWS takes home 21% of the country's in-
come and accounts for 35%: of its wealth.
Wages, which have stagnatedin real terms
since the 19705, have been falling for much
of the past year, in part because of perva-
sively high unemployment. For the first
time in 20 years, the percentage of the
population employed in the 1.5, is lower
than in the UK., Germany and the Neth-
erlands. “We like to think of America as
the workingest nation on earth. But that's
no longer the case,” savs Ron Haskins, a
co-director, along with Isabel Sawhill, of
the Brookings Institution’s Center on Chil-
drenand Families.

Mor are we the world's greatest oppor-
tunity society, The Pew Charitable Trusts'
Economic Mobility Project hasfound that
if you were born in 1970 in the bottom
one-fifth of the sociodconomic spectrum
in the 1.5, you had only about a 17%
chance of making it into the upper two-
fifths. That's not good by international
standards. A spate of new reports from
groups such as Brookings, Pew and the
Organisation for Economic Co-operation
and Development show that it's easier to
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climb the sociveconomic ladder in many
parts of Europe than it is in the 118, It
hard to imagine a bigger hit to the Ameri-
can Dream than that: you'd have an easier
time getting aleg up in many partsof scle-
rotic, debl-ridden, class-riven old Europe
than you would in the U.5.A. “The simple
truth,” says Sawhill, *is that we have 4 be-
lief system about ourselves that no longer
aligns with the facts.”

The obvious question is, What hap-
pened? The answers, like social muhility
itself, are nuanced and complex. You can
argue about what kind of mobility really
matters, Many conservatives, for example,
would beinclined to focus on absolute ma
bility, which means the extent to which
people are better off than their parents
were at the same age. That's a measure
that focuses mostly on how much eco-
nomic growth has occurred, and by that
measure, the UL, does fine, Two-thirds of
go-yvear-old Americans live in households
with larger incomes, adjusted for inflation,
than their parents had at the same age
(though the gains are smaller than they
were in the previous generation),

But just as we don't feel grateful to
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have indoor plumbing or multichannel
digital cable television, we don't necessar-
tly feel grateful that we earn more than
our parents did. That's because we don't
Ppeg ourselves to our parents; we peg our-
selves 1o the joneses, Behavioral econom:
ics tells us that our sense of well-being
is tied not to the past hut 1o how we are
doing compared with our peers. Relative
mobility matters. By that standard, we
aren’t doing very well at all. Having the
right parents increases your chances of
ending up middle to upper middle class
by a factor of three or four, It's very dif-
ferentin many other countries, including
Canada, Australia, the Nordic nations and,
to a lesser extent, Germany and France.
While 42% of American men with fathers
in the bottom fifth of the earning curve
remain there, only a quarter of Danes and
Swedes and only 30% of Britons do.

Yet it's important to understand that
when you compare Europe and America,
you are comparing very different societ
ies. High-growth Nordic nations with good
social safety nets, which have the greatest
leads in social mobility over the US,, are
smalland homogeneous. On average, only

about 7% of their populations are ethnic
minorities (whoare often poorer and thus
less mobile than the overall population),
compared with 28%in the U.S. Even higger
nations like Germany don’t have to deal
withpopulationsassociallyand economi.
cally diverse as America's,

still, Europe does more to encourage
equality. That's a key point because high
inequality—meaning alarge gap between
the richest and poorest in society—has a
strong correlation to lower mobility, As
Sawhill puts it, “When the rungs on the
ladder are further apart, it's harder to
climb up them.” Indeed, in order to un
derstand why social mobility in the U.S. is
falling, it’s important to understand why
inequality is rising, now reaching levels
not seen since the Gilded Age.

There ate many reasons for Lhe huge
and growing wealth divide in our country,
The rise of the money culture and bank de-
regulation in the 1g80s and ‘gos certainly
contributed to it. As the financial sector
grew inrelation to the rest of the economy
{it's now at historic highs of about 8%),
a winner-take-all economy emerged.
Wall Street was less about creating new
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businesses—entrepreneurship has
stalled as finance has become a bigger
industry—but it did help set a new pay
band for top talent. In the 19708, corporate
chiefs earned about 4o times as much as
their lowest-paid worker (still closer to the
norm in many parts of Europe). Now they
earn more than 4oo Limes as much.

The most recent blows to economic
equality, of course, have been the real es:
tate and credit crises, which wiped out
housing prices and thus erased the larg-
est chunk of middle-class wealth, while
stocks, where the rich hold much of their
money, have largely recovered, It is tell-
ing that in the state-by-state Opportunity
Index recently released by Opportunity
Nation, a coalition of private and public
institutions dedicated to increasing so-
cial mobility, many of the lowest-scoring
states—including Nevada, Arizona and
Florida—were those hardest hit by the
housing crash and are places where credit
continues to be most constrained.

But the causes of inequality and any
resulting decrease in social mobility are
alsovery much about twomegatrends that
have been reshaping the global economy
since the 1g70s: the effects of technol
ogy and the rise of the emerging markets.
Some 2 billion people have joined the glob-
al workforce since the rgros. According to
Goldman Sachs, the majarity of them are
middle class by global standards and can
do many of the jobs that were once done
by American workers, at lower labor costs.
Goldman estimates that 7o million jein
that group every year.

While there's no clear formula for as-
cribing the rise in inequality (via wage
compression) and subsequent loss of
mability to the rise of China and India,
ong key study stands out. Nobel laureate
Michael Spence’s recent éxamination of
major U.5. multinationals for the Couneil
on Foreign Relations found that since the
19805, companies that operated in the trad-
able sector—meaning they made things
or provided services that could be traded
between nations—have created virtually
no net new jobs: The study is especially
illustrative of the hollowing out of the
American manufacturing sector in that
period as middle-wage jobs moved abroad.
The only major job creation was in more
geographically protected categorieslike re.
tailand health care (another reason wages
are shrinking, since many of the fastest-
growing jobs in the U.5., like home health
care aide and sales clerl, are low-paying).

‘Thatsomany of the jobs we now create
are low end underscores a growing debate
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over technology and its role in increasing
or decreasing opportunity. Many of the
jobs that have disappeared from the U.5.
economy have done so not only because
they were outsourced but also because
they are now done by computers or 10-
bots. Advocates of technology-driven eco-
nomic growth, like the McKinsey Global
Institute, would argue that the creative
destruction wrought by such innovations
creates more and better jobs in the future;
microchip making employs just 0.6% of
the U.S, workforce, but chips make all
sorts of businesses more efficient so they
can develop new products and seryices,
The problem is that those jobs tend to be
skewed toward the very top (software
engineer) or the bottom {sales clerld). The
jobs in the middle have disappeared. Ac-
cording to the New America Foundation,
a public-policy think tank, the share af
middle:dincome jobs in the 1.5, fell from
52%1n 1980 to 42% in 2oxo;

While there's no doubt that so far,
technology has been a net plus in terms
of the number of jobs in our cconomy, a
growing group of experts believe that
link is being broken. Two economists
at MIT, Erik Brynjolfsson and Andrew
Meafee, have just published an influen
tial book titled Race Against the Machine,
looking at how computers are increas-
ingly able to perform tasks better than
humans do, from driving (Google soft-
ware recently took a self-driving Prius on
a 1,000-mile trip) tosophisticated pattern
recognition to writing creative essaysand
composing award-winning music. The
resull, they say, is that technology may
soon be a net job destroyer.

The best hope in fighting the ma-
chines is to improve education, the factor
that is more closely correlated with up-
ward mobility than any other. Research
has shown that as long as educational
achievement keeps up with téchnologi-
cal gains, more jobs are created. But'in
the late 1gyos, that link was broken in
the U.S. as educational gains slowed.
That's likely an important reason that
Europeans have passed the L5, in vari
ous measures of mobility, They've been
exposed to the same Malthusian forces
of globalization, but they've been better
at using public money to buffer them. By
funding postsecondary education and
keeping public primary and secondary
schools as good as if not better than pri
vate ones, Europeans have made sure that
the best and brightest can rise.

There are many other lessons to be
learned from the most mobile nations.
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Funding universal health care without
tying it to jobs can increase labor flex
ibility and reduce the chance that people
will fall into poverty because of medical
PMETEENCire—a COMMmOoN occurrence in
the U.5,, where such medical crises are a
bigreason a third of the population cycles
in and out of poverty every year, Focusing
more on less-expensive preventive care (in-
cluding family planning, since high leen
birthrates correlate with lack of mobility)
rather than on expensive procedures can
tncrease the general health levels in a so-
ciety, which is also correlated to mobility.

Europe's higher spending on social
safety nets has certainly bolstered the
middle and working classes. (Indeed,
you could argue that some of America's
great social programs, including Social
Security and Medicaid, enabled us to'be-
come a middle-class nation.) Countries
like Germany and Denmark that have
invested in youth-employment programs
and technical schools where young peo
ple can learn a high-paying trade have
done well, which is not surprising given
that in many studies, including the Op
purtunity Nation index, there's a high
correlation between the number of teen:
agers who are not in school or not work:
ing and lowered mobility.

Of course, the debi erisisin Europe and
the protests over austerity cuts in places
like Athens and London make it clear that
the traditional European welfare systems
are undergoing very profound changes
that may reduce mobility throughout the
continent, Bul there is still opportunity
in efficiency. Germans, for example, made
a command decizion after the financial

downturn in 2008 not to Tet unemploy-
ment Tise because it would ultimately be
more expensive to put people back to work
than to pay to keep them in their jobs. The
government subsidized companies to
keep workers (as many as t.4 million in
2000} on the payroll, even part time. Once
the economy began to pick up, compa-
nieswere ready to capitalize on it quickly.
Unemployment is now 6%-—lower than
before the recession—and prowth has
stayed relatively high.

The Nordic nations, too, have figured
out clever ways to combine strong
economic growth with a decent amount
of securily. As in Germany, labor and
corporate relations are collaborative
rather than contentious. Union reps
often =it on company boards, which
makes it easier to curh excessive executive

pay and nepotiate compromises over |

working hours. Worker retraining is a
high priority. Danish adults spend a lot
of time in on-the-job training. That's one
reason they alsoenjoy high real wages and
relatively low unemployment.

The final lesson that might be learned
15 in tax policy. The more-mobile Euro-
pean nations have fewer corporate loop-
holes, more redistribution to the poorand
middle class via consumption laxes and
far less complication. France's tax code,
for example, is 12% as long as the U.S%s,
Tax levels are also higher; something that
the enlightened rich in the U5 are very
publicly advocating.

No wonder. A large body of academic
research shows that inequality and lack
of social mobility hurt not just those at
the bottom; they hurt everyone. Unegual
societies have lower levels of trust, higher
levels of anxiety and more illness. They
have arguably less stable economies: In-
ternational Monetary Fund research
shows that countries like the 115 and the
UK. are more prone to boom-and-bust
cycles. And they are ultimately at risk for
social instability.

That's the inflection point that we are
atright now. The mythology of the Amer-
can Dream has made it difficult to start
a-serious conversation about how o cre-
ale more opportunity in our society, since
many of us still believe that our mobility
is the result of our elbow grease and noth-
ing more. But there is a growing truth,
seen in the numbers and in the protests
that are spreading across our nation, that
this isn't so. We can no longer blame the
individual. We have to acknowledge that
climbing the ladder often means getting
some support and a boost. |
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