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Back in 10,000 B.C., we think that there were only 6 million people or so in the world.


By the year 1--after the invention of agriculture, writing, et cetera--there were perhaps 250 million people in the world.


The higher human populations have become, the faster human populations have grown--until the last thirty years.
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Before the industrial revolution, growth was extensive.


Better technology allowed the world to support more people. But the average standard of living did not rise (as opposed to the standards of living of the elites at the top of the socio-economic pyramic).


Since the industrial revolution, growth has seen standards of living increase alongside populations--and in the most recent century, has seen standards of living increase at a ferocious rate.








�
 Multiplication of Productivity 1895-1997


Time Needed for an Average Worker to Earn the Purchase Price of Various Commodities 


Commodity�
Time-to-Earn in 1895 (Hours)�
Time-to-Earn in 1997 (Hours)�
Productivity Multiple�
�
Horatio Alger (6 vols.)�
21�
0.6�
35.0�
�
One-speed bicycle�
260�
7.2�
36.1�
�
Cushioned office chair�
24�
2.0�
12.0�
�
100-piece dinner set�
44�
3.6�
12.2�
�
Hair brush�
16�
2.0�
8.0�
�
Cane rocking chair�
8�
1.6�
5.0�
�
Solid gold locket�
28�
6.0�
4.7�
�
Encyclopedia Britannica�
140�
33.8�
4.1�
�
Steinway piano�
2400�
1107.6�
2.2�
�
Sterling silver teaspoon�
26�
34.0�
0.8�
�



Source: 1895 Montgomery Ward Catalogue (facsimile edition published by Dover Books in 1969, intro. by Boris Emmett).�








What do we mean by increasing standards of living? We mean, first, that we have a much easier time making the necessities, conveniences, and luxuries of life.





We mean, second, that we collectively learn how to make new goods and new types of goods.
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Measured real GDP per worker has experienced two interruptions in its growth in the twentieth century--the  Great Depression, and  the period of turmoil of the 1970s.





Those aside--even including those episodes--the most visible fact about twentieth century growth is its speed: measured output per worker today is some four times what it was at the start of the century. Adjust for the declining work year, and we have a five-fold multiplication of measured material wealth in this century.





The fastest achieved in any previous century was the --perhaps--doubling of measured real output per worker in the 19th century, and the--perhaps--fifty percent increase in measured real output per worker in the 18th century.
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“Correct” as best we can for “measurement error” in calculating real output per worker, and find that real output per worker since 1860 has grown not sevenfold but thirtyfold.





Is there anyone back in 1860 or 1890 with whom you would swap places and regard it as an improvement  in material well-being?





The fundamental problem with the standard measures is that when they say that “output per worker in 1860 was equal to $7,400 at 1997 prices,” you automatically think of what you could buy today with $7,400. But that is not the right thought experiment. The right thought experiment is: “what could you buy today with $7,400 if you were restricted to buying those commodities that were produced back in1860? “
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Irresolvable Ambiguities in Measuring Economic Growth

















What multiple of average income per capita a century ago would be necessary to give someone in today's upper middle class (with, say, an income equal to twice average GDP per worker) as high a standard of material welfare as they have today? 





What multiple of average income per capita a century ago would be ncessary to give someone in today's working class (with, say, an income equal on one-third of average GDP per worker) as high a standard of material welfare as they have today? 





What fraction of today's average income per capita would be necessary to give someone in the upper middle class (with, say, an income equal to twice of average GDP per worker then) a century ago as high a standard of material welfare--from their perspective--as they had then? 





What fraction of today's average income per capita would be necessary to give someone in the working class a century ago (with, say, an income equal to one-third of average GDP per worker then) as high a standard of matrial welfare--from their perspective--as they had then? 


��
�





A first--enormously important--source of relative inequality between nations in our world today is the fact that some spent a generation or two or three behind the “Iron Curtain.”





Wherever you look across the “Iron Curtain,” the economies outside are vastly more productive than the economies inside--even though their relative productivity levels were very similar before the Red or the People’s Liberation Army showed up.





Communist regimes were good at some things--building T-34 tanks in large numbers, siting industry in strategic locations so it would still be functioning after Panzergruppe Hoth  crossed the border, relocating large populations to Siberia, re-enserfing the agricultural population. Communist regimes were not good at long-run economic development.





88% of the average material productivity of an economy appears to have been lost as a result of its being placed behind the iron curtain.
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Even leaving the Iron Curtain aside, the world economy today is a more unequal place than it was in 1950--and a vastly more unequal place than it was a century ago.





Since 1950, strong signs of convergence among the OECD--that is, the set of Marshall Plan recipients.





Since 1950, no signs of industrial succession  (a la Holland and England in the late eighteenth century, or Britain and the U.S. and Germany at the start of the twentieth).





Since 1950, several examples of spectacular catch-up : Indonesia, Thailand, Malaysia, Turkey, Japan, Brazil, Spain.





Since 1950, relative catastrophe and retrogression as well: Venezuela, Argentina and Uruguay (not shown), Peru, Iran, Algeria, Bangladesh, Ghana, Kenya, Uganda.





Why? What went right in southern Europe after World War II? What has gone wrong in the southern cone of South America, and in Africa? What went right in East Asia?
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We can take a look at development since 1950 and join the “glass is half full” fraction: the “4 billion people now on the escalator to modernity” fraction.





Even very bad  regimes are having a hard time keeping standards of living from rising.





Standards of living of even slow-growing developing economies are rising faster than industrial core standards of living rose in the nineteenth century.





The extraordinary opportunities for technology transfer mean that whenever a developing economy gets a pro-development government, its growth can take off like a rocket.





If its GDP per worker grows at only 2.5% per year, in 120 years even Nigeria will have as high a level of living standards and economic productivity as the U.S. does today. From a millennial perspective, the fact that one country started its industrial revolution in 1790, a second in 1890, and a third in 1990 is less important than that they all went through the industrial revolution.





But will the demographic transition come fast enough to banish the spectre of Malthus from South Asia? Will AIDS be worse for Africa than the Black Plague was for Europe? Has the spectre of Malthus been banished from the world as a whole?
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We used to believe in the “Kuznets curve”: income and wealth inequality rises sharply during an industrial revolution, peaks approximately when the industrial share of the labor force peaks, and then (for political and economic reasons) falls with the coming of social democracy--mass education, union power, restrictions on immigration, inheritance taxes, progressive income taxes, the works.





Now it is clear that we are on a Kuznets roller-coaster. Why? Three possibilities:


Failure of the educational system to keep up with the skill requirements of modern production. The computer-literate earn 20% more than the non-computer literate.


We elected those people: falls in the real value of the minimum wage, large-scale union busting, a reduction in the progressivity of the income tax, and what Robert Kuttner called “the revolt of the haves” had powerful effect, both directly and by changing mores concerning what relative pay levels should be.


This second is tied up with a third: the U.S. is not a social democracy, it just pretended to be one as long as the memory of the Great Depression remained strong.
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Two non-possibilities:





International trade: the U.S. imports no higher a share of GDP from low-wage countries today than in 1960. You see, back in 1960 Italy and Japan were low-wage countries.





Immigration: according to David Card, immigrants’ skill levels are remarkably close to those of the native-born population. Texas and Southern California are dealing with the impact of a large wave of very under-trained and under-educated immigrants. The rest of the country is not--or is not yet.








 


�
�





A decade ago you would have heard litle but claims that the U.S. model of economic growth was obsolete--and praise of the emerging Japanese superstate.





Yet Japanese GDP per worker is less than two-thirds that of the United States. 





The Japanese growth miracle of 1945 to 1990 was an amazing achievement, boosting Japanese productivity relative to American sevenfold. But it had been preceded by a disaster--World War II--that had cut Japanese productivity relative to American by two-thirds. It took until the very end of the 1960s for the Japanese economy to make up the relative ground that had been lost as a result of World War II.
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The Value of U.S.-Japan Trade














What was the value of U.S.-Japan trade in 1996?








U.S. Exports:	  $70 billion		Alternative value of resources:	  $50 billion


U.S. Imports	$115 billion		Cost if produced at home:	$150 billion





Deficit:		   $45 billion


$15 billion to fund U.S. exports to other countries (+$5 billion)


$30 billion invested in the U.S. (+$10 billion)








TOTAL VALUE OF RELATIONSHIP: +$70 billion
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