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 				Chapter One

				Who Cares About Inequality?

				The Defining Challenge of Our Time?

				A few years ago, one of the authors of this book, Yaron Brook, was invited to give the keynote address at the Virginia Republican Party State Convention. Here’s how he started.

				I was not lucky enough to be born an American citizen. I became an American citizen by choice. I immigrated to this country. I was born and raised in Israel. I served in the Israeli military where I met my wife of twenty-seven years. And when we got married, after we had fought for our country, we sat down and said, you know, you only live once and we want to make the most of our lives, we want to be someplace where we can enjoy freedom, where we can make the most of the life that we have, where we can pursue our happiness, where we can raise our children to the best of our ability. And we looked around the world. We weren’t committed to any particular place, so we looked around the world and we said, “Where are we going to go?” We chose this country because America is the greatest nation on earth, and really is the greatest nation in human history.1

 				Of all the questions Yaron considered before he made his decision, one that never came up was how much economic inequality there was in America. Like millions before him, Yaron came to America seeking to make a better life for himself and his family: he wanted to experience the American Dream, in which he would be free to set his own course and rise as far as his ability and ambition would take him. Would that put him in the top 1 percent or the bottom 10 percent of income earners in America? It would never have occurred to him to ask, and if someone had asked him, his answer would have been: “Who cares?”

				Yaron is not unique in this regard. Polls consistently show that inequality is very low on Americans’ list of concerns.2 Even people who live in rural Michigan and struggle to make their mortgage payments apparently don’t care that, hundreds of miles away in New York, a handful of hedge fund managers fly on private jets and dine at Nobu. What we do care deeply about is the opportunity to make a better life for ourselves—and we are more likely to celebrate the fact that this allows some people to succeed beyond their wildest dreams than lose sleep over it.

				But hardly a day goes by in which we aren’t told that our attitude toward economic inequality is wrong—that even if we don’t care about inequality in and of itself, we should care, because it threatens the American Dream. In one of his most celebrated speeches, President Obama declared that “the defining challenge of our time” is “a dangerous and growing inequality and lack of upward mobility that has jeopardized middle-class America’s bargain—that if you work hard, you have a chance to get ahead.”3

 				Obama is hardly a lone voice on this issue. Nobel Prize–winning economist Joseph Stiglitz writes of “the large and growing inequality that has left the American social fabric, and the country’s economic sustainability, fraying at the edges: the rich [are] getting richer, while the rest [are] facing hardships that [seem] inconsonant with the American Dream.”4 Journalist Timothy Noah warns that “income distribution in the United States is now more unequal than in Uruguay, Nicaragua, Guyana, and Venezuela, and roughly on par with Argentina. . . . Economically speaking, the richest nation on Earth is starting to resemble a banana republic.”5 French economist Thomas Piketty, in his celebrated work, Capital in the Twenty-First Century, warns that “capitalism automatically generates arbitrary and unsustainable inequalities that radically undermine the meritocratic values on which democratic societies are based,” and so “the risk of a drift toward oligarchy is real and gives little reason for optimism about where the United States is headed.”6 The bottom line, according to Obama, is that the “combined trends of increased inequality and decreasing mobility pose a fundamental threat to the American Dream, our way of life, and what we stand for around the globe.”7

				In his 1931 book The Epic of America, James Truslow Adams introduced the phrase “the American Dream” into the lexicon, referring to “that dream of a land in which life should be better and richer and fuller for everyone, with opportunity for each according to ability or achievement.”8 The American Dream is about opportunity—the opportunity to pursue a better life, where one’s success depends on nothing more (and nothing less) than one’s own ability and effort, and where, as a result, innovators can come from nowhere to spearhead limitless human progress.

				On the face of it, that dream would seem to entail enormous inequality: in a land where there are no limits on what you can achieve, some will earn huge fortunes, many will earn a decent living, and others will fail for one reason or another. Yet critics insist that economic inequality is at odds with the American Dream. Their specific arguments vary, but they all boil down to three general claims: in one way or another, inequality conflicts with economic mobility, economic progress, and fairness.

				1. Inequality vs. Mobility. The best proxy for opportunity, according to the critics, is economic mobility. There are different ways of assessing mobility, but however you measure it, they say, the fact is that if you’re born poor in America, chances are you’ll stay poor, and if you’re born rich, you’ll probably stay rich. Some critics argue that rising inequality is a result of the same forces that are limiting mobility, such as the decline of unions or the minimum wage. Others paint inequality as a cause of declining mobility—citing, for instance, the ability of affluent Americans to send their children to exclusive schools that poorer parents cannot afford. In many cases, the connection between rising inequality and declining mobility is never fully spelled out: we are simply told that, for instance, the highly unequal United States has less economic mobility than our counterparts in Europe, and that we can increase mobility by molding ourselves in the image of European social welfare states.

 				2. Inequality vs. Progress. According to the critics, economic inequality is at odds with economic progress. The dominant view is that the last forty years have been marked by a startling rise in income and wealth inequality, as the rich got richer and the poor and middle class stagnated. Some argue that this rising inequality is a telling symptom of underlying economic problems, such as tax and regulatory policies that favor “the rich.” Others claim inequality causes economic progress to slow, citing statistical correlations between high inequality and lower growth. Explanations for how inequality slows growth are all over the map, ranging from the claim that it reduces consumer spending, supposedly the driving force of economic growth, to the claim that inequality makes workers less happy and therefore less productive.

				3. Inequality vs. Fairness. One of the reasons we value opportunity is that it reflects our commitment to fairness. We believe that a person’s level of success should be tied to merit, and that if you lie, cheat, or steal—or simply make dumb decisions—your “privileged position” shouldn’t protect you from failing. But rising inequality, the critics claim, is at odds with fairness.

				Sometimes the claim is that inequality undermines fairness by giving “the rich” the power to rig the political system in their favor. “Ordinary folks can’t write massive campaign checks or hire high-priced lobbyists and lawyers to secure policies that tilt the playing field in their favor at everyone else’s expense,” President Obama tells us.9 In other cases, the claim is that rising inequality is the result of injustice. According to Stiglitz, “Too much of the wealth at the top of the ladder arises from exploitation. . . . Too much of the poverty at the bottom of the income spectrum is due to economic discrimination and the failure to provide adequate education and health care to the nearly one out of five children growing up poor.”10

				Often, however, the underlying message is that economic inequality, at least beyond a certain point, is inherently unjust. In Obama’s words, “The top 10 percent no longer takes in one-third of our income [as they did prior to the 1970s]—it now takes half. Whereas in the past, the average CEO made about 20 to 30 times the income of the average worker, today’s CEO now makes 273 times more. And meanwhile, a family in the top 1 percent has a net worth 288 times higher than the typical family, which is a record for this country.”11 These ratios, the president assumes, are self-evidently unjustifiable.

 				Whatever account any given critic endorses, the conclusion is always the same: if we care about the American Dream, we have to reduce inequality by propping up those at the bottom and by bringing down those at the top. And so along with proposals to increase the minimum wage and bolster unions, the inequality critics also advocate top marginal income tax rates well above 50 percent, huge taxes on inheritances, vast amounts of regulation designed to restrain big business, salary caps on CEO pay, and campaign finance laws to constrain political speech by the wealthy, to name only a few of their schemes. In Piketty’s runaway bestseller, Capital in the Twenty-First Century, the chief proposals for fighting inequality are an annual global wealth tax of up to 10 percent a year, and a self-described “confiscatory” top marginal income tax rate as high as 80 percent.12

				For some, even this doesn’t go far enough. There are critics of economic inequality who are largely indifferent to its impact on opportunity and want to level down society even if it means crippling economic progress. In their popular critique of economic inequality, The Spirit Level, Richard Wilkinson and Kate Pickett tell us that “we need to limit economic growth severely in rich countries,” because “[o]nce we have enough of the necessities of life, it is the relativities which matter.”13 Similarly, best-selling author Naomi Klein argues that to truly deal with the problem of inequality, we must reject capitalism altogether, give up on the idea of economic progress, and embrace a decentralized agrarian form of socialism.14 Left-wing radio host Thom Hartmann will settle merely for banning billionaires: “I say it’s time we outlaw billionaires by placing a 100% tax on any wealth over $999,999,999. Trust me, we’ll all be much better off in a nation free of billionaires.”15

				Should We Be Suspicious of Inequality?

 				The inequality critics paint a bleak picture of modern America—one so bleak that many of us do not recognize it in our daily experience—and offer up solutions that many of us find deeply troubling. But at the same time, these critics are addressing issues of profound concern, and their claims come backed by seemingly persuasive evidence: statistics, studies, and books by some of today’s leading intellectuals and journalists. We want America to be a land of limitless opportunity, and so their claims warrant serious consideration.

				But right at the outset there’s a huge obstacle to assessing their claims objectively: namely, the inequality critics have smuggled into the discussion a perspective on wealth that tacitly assumes that economic inequality is unjust.

				The “fixed pie” assumption. The inequality critics often speak of economic success as if it was a fixed-sum game. There is only so much wealth to go around, and so inequality amounts to proof that someone has gained at someone else’s expense. Arguing that “the riches accruing to the top have come at the expense of those down below,” Stiglitz writes:

				One can think of what’s been happening in terms of slices of a pie. If the pie were equally divided, everyone would get a slice of the same size, so the top 1 percent would get 1 percent of the pie. In fact, they get a very big slice, about a fifth of the entire pie. But that means everyone gets a smaller slice.16

				What this ignores is the fact of production. If the pie is constantly expanding, because people are constantly creating more wealth, then one person’s gain doesn’t have to come at anyone else’s expense. That doesn’t mean you can’t get richer at other people’s expense, say by stealing someone else’s pie, but a rise in inequality per se doesn’t give us any reason to suspect that someone has been robbed or exploited or is even worse off.

				Inequality, we have to keep in mind, is not the same thing as poverty. When people like Timothy Noah complain that “income distribution in the United States is now more unequal than in Uruguay, Nicaragua, Guyana, and Venezuela,” they act as if it’s irrelevant that almost all Americans are rich compared to the citizens of those countries. Economic inequality is perfectly compatible with widespread affluence, and rising inequality is perfectly compatible with a society in which the vast majority of citizens are getting richer. If the incomes of the poorest Americans doubled while the incomes of the richest Americans tripled, that would dramatically increase inequality even though every single person would be better off. Inequality refers not to deprivation but difference, and there is nothing suspicious or objectionable about differences per se.

 				The “group pie” assumption. In his speech on inequality, President Obama said, “The top 10 percent no longer takes in one-third of our income—it now takes half.”17 (Emphasis added.) This sort of phraseology, which is endemic in discussions of inequality, assumes that wealth is, in effect, a social pie that is created by “society as a whole,” which then has to be divided up fairly. What’s fair? In their book The Winner Take All Society, economists Robert Frank and Philip Cook begin their discussion of inequality with a simple thought experiment. “Imagine that you and two friends have been told that an anonymous benefactor has donated three hundred thousand dollars to divide among you. How would you split it? If you are like most people, you would immediately propose an equal division—one hundred thousand dollars per person.”18 In their view, if the pie belongs to “all of us,” then absent other considerations, fairness demands we divide it up equally—not allow a small group to arbitrarily take a larger share of “our” income.

				But although we can speak loosely about how much wealth a society has, wealth is not actually a pie belonging to the nation as a whole. It consists of particular values created by particular individuals (often working together in groups) and belonging to those particular individuals. Wealth is not distributed by society: it is produced and traded by the people who create it. To distribute it, society would first have to seize it from the people who created it.

				This changes the equation dramatically. When individuals create something, there is no presumption that they should end up with equal shares. If Robinson Crusoe and Friday are on an island, and Crusoe grows seven pumpkins and Friday grows three pumpkins, Crusoe hasn’t grabbed a bigger piece of (pumpkin?) pie. He has simply created more wealth than Friday, leaving Friday no worse off. It is dishonest to say Crusoe has taken 70 percent of the island’s wealth.

				It’s obvious why the fixed pie and group pie assumptions about wealth would lead us to view economic inequality with a skeptical eye. If wealth is a fixed pie or a pie cooked up by society as a whole, then it follows that economic equality is the ideal, and departures from this ideal are prima facie unjust and need to be defended. As Piketty puts it, “Inequality is not necessarily bad in itself,” but “the key question is to decide whether it is justified, whether there are reasons for it.”19

 				But if wealth is something that individuals create, then there’s no reason to expect that we should be anything close to equal economically. If we look at the actual individuals who make up society, it is self-evident that human beings are unequal in almost every respect: in size, strength, intelligence, beauty, frugality, ambition, work ethic, moral character. These differences will necessarily entail huge differences in economic condition—and there is no reason why these differences should be viewed with skepticism, let alone alarm.

				If we keep in mind that wealth is something individuals produce, then there is no reason to think that economic equality is an ideal and that economic inequality is something that requires a special justification. That doesn’t mean the claims about mobility, progress, and fairness are necessarily false. That remains to be seen. But it does mean that we have no reason to suspect at the outset that economic inequality is at odds with the American Dream. On the contrary, if we look at what made America the land of opportunity, there is every reason to think that opportunity goes hand in hand with economic inequality.

				The Ideal of Opportunity

				If you want to understand what made America the land of opportunity—and what threatens opportunity today—the thing to know is that this was the first country that celebrated and protected the individual’s pursuit of success.

 				Historically, particularly in Europe, the earthly ideal most societies aspired to was a life of leisure—not relaxation after a hard day’s work, which America would provide in abundance, but a life free from work. The epitome of this ideal was the gentleman aristocrat, who didn’t sully his hands with business.20 The American attitude was different. Even before the American Revolution, visitors to the New World were stunned by the numbers of Americans “whose ‘whole thoughts’ were ‘turned upon profit and gain.’”21 In Letters from an American Farmer, written during the American Revolution, French-American J. Hector St. John de Crèvecœur stated “we are all animated with the spirit of an industry which is unfettered and unrestrained, because each person works for himself. . . . Here the rewards of his industry follow with equal steps the progress of his labour; his labour is founded on the basis of nature, SELF-INTEREST: can it want a stronger allurement?”22

				By mid-nineteenth century, this focus on productive achievement had been ingrained in the nation’s soul. As one commentator notes:

				Almost without exception, visitors to the Northern states commented on the drawn faces and frantic busyness of Jacksonian Americans and complained of bolted meals, meager opportunities for amusement, and the universal preoccupation with what Charles Dickens damned as the “almighty dollar.”23

				It’s hard for us to grasp today just how central productive work was to American life during this country’s first century and a half. People of that era showed up to cheer the launch of new bridges and trains the way Americans today greet the Super Bowl. Popular music celebrated technological achievements such as the telephone and the automobile. Daniel Yergin notes in his history of oil that during the late nineteenth century, “Americans danced to the ‘American Petroleum Polka’ and the ‘Oil Fever Gallop,’ and they sang such songs as ‘Famous Oil Firms’ and ‘Oil on the Brain.’”24

				Summarizing America’s obsession with productive achievement, Viennese immigrant Francis Grund observed in the early nineteenth century:

				There is probably no people on earth with whom business constitutes pleasure, and industry amusement, in an equal degree with the inhabitants of the United States of America. Active occupation is not only the principal source of their happiness, and the foundation of their national greatness, but they are absolutely wretched without it, and . . . know but the horrors of idleness. Business is the very soul of an American: he pursues it, not as a means of procuring for himself and his family the necessary comforts of life, but as the fountain of all human felicity; . . . [I]t is as if all America were but one gigantic workshop, over the entrance of which there is the blazing inscription “No admission here except on business.”25

 				This distinctively American spirit was bolstered by the distinctively American system of government. Before the creation of the United States, every system of government took it for granted that some people were entitled to rule others, to take away their freedom and property whenever some allegedly “greater good” demanded it—that, after all, is what enabled the European nobility to live those lives of leisure. Such systems were rigged against any outsider or innovator who wanted to challenge convention, create something new, and rise by his own effort and ability rather than through political privilege. But building on the achievements of thinkers like John Locke, the Founding Fathers established a nation based on the principle, not of economic equality, but political equality.

				Political equality refers to equality of rights. Each individual, the Founders held, is to be regarded by the government as having the same rights to life, liberty, and the pursuit of happiness. When the Founders declared that “all men are created equal,” they knew full well that individuals are unequal in virtually every respect, from intelligence to physical prowess to moral character to wealth. But in one respect we are equal: we are all human beings, and, despite our differences, we all share the same mode of survival. Unlike animals that have to fight over a fixed amount of resources in order to survive, our survival is achieved by using our minds to create what we need to live. We have to think and produce if we want to live and achieve happiness, and as a result we must have the right to think and produce (and to keep what we produce) if we are to create a society in which individuals can flourish.

				What can violate those rights? What can stop us from supporting our lives through thought and production? Basically, just one thing: physical force. The only way human beings can coexist peacefully is if they “leave their guns outside” and agree to live by means of production and voluntary trade rather than brute violence. As Locke explained, this was the purpose of government: to protect the rights of the “industrious and rational” from violation by “the quarrelsome and contentious.”26

				By making the government the guardian of our equal rights rather than a tool through which the politically privileged controlled and exploited the rest of society, the Founders transformed the state from an instrument of oppression into an instrument of liberation: it liberated the individual so that he was free to make the most of his life. (That the Founders failed to fully implement the principle of equality of rights, above all by allowing the continued existence of slavery, is an important but separate issue.)

 				This was the foundation of the American Dream. The reason America became a land in which there was “opportunity for each according to ability or achievement” was because political equality ended the exploitation of the individual by the politically powerful. If you wanted to make something of your life, nothing would be given to you—but no one could stop you. In place of the guild systems, government-granted monopolies, and other strictures that had stifled opportunity in the Old World, the New World provided an open road for the visionaries, inventors, and industrialists who would transform a virgin continent into a land of plenty.

				Is it any wonder, then, that the nation was obsessed with commerce? In America, if you decided to devote yourself to productive work, it was within your power to rise from rags to riches—or, at the very least, to rise further than was possible anywhere else on the globe. If you could offer a better product or a better service or a lower price or better skills, no one could prevent you from improving your station in life. Freedom made success primarily a matter of choice rather than chance, of merit rather than privilege. That is what drew millions of immigrants to our shores. This 1850 poster calling for Irish immigrants was typical of this view:

				In the United States, labour is there the first condition of life, and industry is the lot of all men. . . . In the remote parts of America, an industrious youth may follow any occupation without being looked down upon or sustain loss of character, and he may rationally expect to raise himself in the world by his labour.

				In America, a man’s success must altogether rest with himself—it will depend on his industry, sobriety, diligence and virtue; and if he do not succeed, in nine cases out of ten, the cause of the failure is to be found in the deficiencies of his own character.27

 				To be sure, political equality and the opportunity it unleashed went hand in hand with enormous economic inequality. There was no contradiction in that fact. Political equality has to do with how individuals are treated by the government. It says that the government should treat all individuals the same—black or white, man or woman, rich or poor. But political equality says nothing about the differences that arise through the voluntary decisions of private individuals. Protecting people’s equal rights inevitably leads to enormous differences in economic condition, as some people use their freedom to create modest amounts of wealth while others reach the highest levels of success. The reason Americans have never cared about economic inequality is precisely because they recognized that it was the inevitable by-product of an opportunity-rich society.

				But Americans are concerned about the state of opportunity today—and rightfully so. When the inequality critics say that the American Dream is on life support, their arguments often resonate because, in many instances, the problems they are pointing to are real (if sometimes exaggerated). In some ways, the road to success is not as open as it once was. Progress is slower than it should be. There are people getting their hands on money that they do not deserve. But these things are not happening in the ways, or for the reasons, that the inequality critics say.

				The Real Threat to the American Dream

				If we agree with the opponents of economic inequality about anything, it’s that today’s status quo is unacceptable. There are genuine barriers to opportunity, and the deck is becoming stacked against us—but not because “the rich” are too rich and the government is doing too little to fight economic inequality. The real threat to opportunity in America is increasing political inequality.

				In a land of opportunity, an individual should succeed or fail on the basis of merit, not political privilege. You deserve what you earn—no more, no less. Today, however, some people are being stopped from rising on the basis of merit, and others are achieving unearned success through political privilege. As we’ll catalog in the pages ahead, the source of this problem is that we have granted the government an incredible amount of arbitrary power: to intervene in our affairs, to pick winners and losers, to put roadblocks in the way of success, to hand out wealth and other special favors to whatever pressure group can present itself as the face of “the public good.” Some of these injustices do increase economic inequality, but it isn’t the inequality that should bother us—it’s the injustice.

 				When a bank or auto company that made irrational decisions gets bailed out at public expense, that is an outrage. But the root of the problem isn’t their executives’ ability to influence Washington—it’s Washington’s power to dispense bailouts. When an inner-city child is stuck in a school that doesn’t educate him, that is a tragedy. But the problem isn’t that other children get a better education—it’s that the government has created an educational system that often doesn’t educate, and that makes it virtually impossible for anyone but the affluent to seek out alternatives.

				Of course people will try to influence a government that has so much arbitrary power over their lives, and of course those with the best connections and deepest pockets will often be the most successful at influencing it. The question is, what created this situation, and what should we do about that? The critics of inequality tell us that the problem is not how much arbitrary power the government has, but whom the government uses that power for. They say that by handing the government even more power, and demanding that it use that power for the sake of “the 99 percent” rather than “the 1 percent,” everyone will be better off. We believe that only when the government is limited to the function of protecting our equal rights can people rise through merit rather than government-granted privilege, and that the cure for people seeking special favors from the government is to create a government that has no special favors to grant.

				But as important as it is to identify what’s wrong with America today, we also need to identify what’s right with America today. Whatever our problems, we still have a substantial amount of freedom and we’re still using that freedom to improve the world around us. Modern life, as a result, is amazing. We’re living longer, healthier, richer lives than at any time in history. We have more ways than ever to learn, travel, create, and communicate. And more and more people are gaining access to this amazing world: among poor Americans today, nearly 75 percent have at least one vehicle, 50 percent have cell phones, two-thirds have cable or satellite TV, half have at least one personal computer, and 43 percent have access to the Internet.28 And for anyone who wants to make something of his life, there are still abundant economic opportunities available. The Internet alone has dramatically lowered the barriers to gaining new knowledge and skills, to finding work, and to launching new business ventures.

 				None of this is to deny the real struggles millions of Americans face, or to suggest that we can’t do better. On the contrary, the reason it’s vital to talk about these achievements is so we can learn what made them possible and put those lessons to work. But all too often the critics of economic inequality don’t want to talk about these achievements, because, as we’ll see, the forces that have made modern life possible go hand in hand with enormous economic inequality. Only when people are free to act without arbitrary interference by the government and to amass great fortunes do we get an innovative, prosperous, opportunity-rich society. Silicon Valley wasn’t built by paupers and ascetics.

				Given this link between opportunity and economic inequality, some commentators have proposed that we make a distinction between good inequality—the inequality that arises from unequal achievement—and bad inequality—the inequality that arises from expropriation and other forms of government favor-seeking. 

				Obviously, the distinction between earned wealth and unearned spoils is vital, but those who suggest distinguishing “good inequality” from “bad inequality” miss the larger point. There is no rational reason to put such a distinction in terms of “inequality.” We don’t admire innovative entrepreneurs because they create “good inequality” and we don’t despise frauds, thieves, and lobbyists because they create “bad inequality.” (Nor do we condemn a bum who robs a doctor because he creates “bad equality.”) What’s relevant is the nature of their actions—not whether the outcomes of those actions make people more or less equal. Before we go about trying to distinguish between different kinds of inequality, we should ask why we should care about relative differences in economic condition in the first place. If what we’re concerned about is opportunity, then the answer is: we shouldn’t care.

				That, anyway, is what we aim to show. In the next chapter, we’ll look in depth at the case against economic inequality, and see that the story told by the critics—that the American Dream flourishes when we fight inequality and flounders when we don’t—simply does not add up.

				In Part 2, we’ll discover the real key to the American Dream: political equality and the freedom it unleashes. To the extent a society is free, those at the top have neither the incentive nor the power to exploit those below—they can gain only through productive achievement and mutually beneficial voluntary exchange. In a country in which the government acts as the guardian of our equal rights, the door is open to merit and closed to political privilege, regardless of differences in wealth or income.

 				In Part 3, we will see how disturbingly far we’ve moved away from that ideal. The government is making it harder and harder for anyone to rise by their own effort—especially if they’re starting at the bottom—and it’s making it easier and easier for everyone—rich, poor, or anywhere in between—to obtain unearned benefits at the expense of their neighbors. Although the American Dream is far from dead, it is also far from healthy—and fighting economic inequality will only make things worse.

				Finally, we will discover what’s behind the crusade against inequality. The critics of inequality are attempting a bait and switch: in claiming we must fight economic inequality in order to protect the American Dream, they are in reality attempting to get us to substitute the goal of fighting inequality for the American Dream. The American Dream was of the opportunity to rise as far as a person’s ability and ambition would take him. In condemning inequality and proposing to bring down those at the top, the inequality critics are seeking to punish those who epitomize the American Dream and to move America further in the direction of the European regulatory-welfare states the inequality critics admire.

				There is a reason America became the land of opportunity, and it was not because we modeled ourselves after the Old World. It was because we did something unprecedented: we liberated human ability and celebrated human achievement. Our future will be determined by whether we recommit ourselves to the ideal of opportunity—or whether we abandon that ideal in the name of waging war on economic inequality.

			

		

	
		
			
 				Chapter Two

				Examining the Inequality Narrative

				Is Inequality Really the Key to Everything?

				The inequality critics have a story to tell. When the government lets inequality get out of control, the American Dream suffers; when the government fights inequality, the American Dream flourishes—and our problem today is that the government has been hijacked by “the rich,” who are using the power of the state to promote economic inequality. According to Bill Clinton’s former labor secretary, Robert Reich:

				The old view was that anyone could make it in America with enough guts and gumption. We believed in the self-made man (or, more recently, woman) who rose from rags to riches: inventors and entrepreneurs born into poverty, like Benjamin Franklin; generations of young men from humble beginnings who grew up to be president, like Abraham Lincoln. We loved the novellas of Horatio Alger and their more modern equivalents—stories that proved the American dream was open to anyone who worked hard. . . .

 				A profound change has come over America. Guts, gumption, and hard work don’t seem to pay off as they once did—or at least as they did in our national morality play. Instead, the game seems rigged in favor of people who are already rich and powerful—as well as their children. Instead of lionizing the rich, we’re beginning to suspect they gained their wealth by ripping us off.1

				According to this narrative, America’s “Golden Age” came in the era following World War II, when America enjoyed high mobility and “shared prosperity,” thanks to government efforts to promote economic equality—high marginal tax rates, strong pro-union laws, a relatively high minimum wage, a burgeoning welfare state—and a social ethic that kept pay at the top in check. But then something changed.

				In the late 1970s, “the rich,” with the aid of their ideological apologists on the political right, launched a concerted campaign to assert their interests. By the time Reagan was elected, the narrative goes, “the rich” were well on their way to rigging the system in their favor, shifting the tax burden onto the middle class, undoing the gains made by unions, and dismantling the regulatory-welfare state. Meanwhile, any qualms “the rich” once had about taking home ostentatious paychecks dissolved, and executives started using their influence over boards of directors to take home pay that simply couldn’t be justified on the basis of performance. The result was rising inequality, falling mobility, stagnation at the bottom, a devastating recession, and slower economic growth across the board.

				“Perhaps a hundred years ago,” Joseph Stiglitz concludes, “America might have rightly claimed to have been the land of opportunity, or at least a land where there was more opportunity than elsewhere. But not for at least a quarter of a century. . . . Americans are coming to realize that their cherished narrative of social and economic mobility is a myth.”2

				You can call this the Inequality Narrative. By no means does everyone who is worried about inequality subscribe to this narrative, but it is far and away the prevailing view. It places the blame for rising inequality and declining opportunity squarely at the feet of “the 1 percent,” and implies that the solution is to tax them, regulate them, and curtail their political influence. According to this story, we’re not keeping up with the Joneses, and the fault lies with the Joneses.

 				What’s the evidence for this narrative? A key element is statistical data compiled by French economist Thomas Piketty. Building on research he conducted with economist Emmanuel Saez beginning in the early 2000s, Piketty uses tax data from the IRS to trace the path of income inequality over the last century. As we can see in Figures 2.1, 2.2, and 2.3, he finds that, after declining during the post–World War II era, income inequality has been rising for the last forty years, driven primarily by the top 1 percent of earners. In addition to income inequality, which refers to differences in the amount of money that people earn on a regular basis, such as their annual salaries, Piketty also found a rising wealth inequality, which refers to differences in people’s net worth.3
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				For our purposes, the details of these trends aren’t important. What the inequality critics stress is the U-shaped nature of the curves. Inequality, they point out, is high before World War II (a period they call “the Long Gilded Age”), falls during the post-war era (“the Great Compression”), and rises again around the late 1970s (“the New Gilded Age”). In their telling, it was only during the Great Compression, when the government successfully fought inequality, that the American Dream came close to being realized.

 				These statistics have been challenged to varying degrees. Although Piketty’s graphs give the appearance of rigorous finality, this disguises the fact that there are enormous challenges in assessing the extent of inequality and how it has evolved over time.4 Not only are the data sometimes sketchy, but there are many options in deciding which data to use. For instance, if we are trying to assess income inequality, what do we count as income? Do we count pre-tax income or post-tax income? What about government handouts (usually referred to as “transfer payments”)? What about non-monetary forms of income, such as health care benefits? And how do we adjust for inflation and for demographic changes, such as the aging of the population or a rise in divorce rates, which can impact inequality data in misleading ways? Different choices on these and other matters can lead to very different results.5

				When it comes to measuring wealth inequality, the problems are magnified, in part because the historical data are far less reliable. It’s no accident that while there is general agreement that income inequality has been increasing, there is nothing like a consensus when it comes to wealth inequality. Although Piketty shows wealth inequality increasing in the United States since around 1970, other researchers, including critics of inequality, have found that wealth inequality has remained stable or even declined.6

				We’ll have more to say about Piketty’s data, and the theoretical conclusions he draws from the data, later. But even if we concede the accuracy of these trends, the Inequality Narrative still does not hold up. It misrepresents the past and it distorts the present.

				How Gilded Was the “Gilded Age”?

				“[M]iddle-class America didn’t emerge by accident,” writes economist Paul Krugman. “It was created by what has been called the Great Compression of incomes that took place during World War II, and sustained for a generation by social norms that favored equality, strong labor unions and progressive taxation.”7 We’ll come back to what exactly Krugman means by “middle-class America” in chapter 7. But one thing is clear: Americans were prospering long before the post-war era. Inequality may have been high, but the vast majority of Americans were living better and better lives.

 				Start with wages. Not only were wages rising throughout the nineteenth and early twentieth centuries, but they were rising at an accelerating rate (see Figure 2.4).8 This was at a time before the government was doing anything to fight economic inequality. There were no laws supporting unions, union membership was very low, and there was no minimum wage. Wages were set by the market, and as workers became more productive, they saw their wages rise.
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				But even this striking growth in wages does not capture all the gains made by Americans. Consider, for instance, the unprecedented increase in longevity that took place during this era, which is one solid measure of standard of living. Life expectancy from birth rose from 38 in 1850 to nearly 60 by 1925, driven by advances in medicine, sanitation, and economic progress generally.9

 				Another good measure of progress is number of hours worked. As workers earn more, they tend to take some of their remuneration in the form of more leisure time—that is, they work less because they can afford to work less. In 1870, Americans worked, on average, 61 hours a week, which, subtracting time off, amounted to 3,069 hours a year. By 1913, that had fallen to 53.3 hours a week and only 2,632 hours a year. And by 1938, that had fallen further still, with Americans working only 44 hours a week, or 2,146 hours a year.10
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				And none of these measures come anywhere near capturing the actual, day-to-day improvements in human life. During the so-called Gilded Age, the existential circumstances of life were improving by the day. Between 1835 and 1935, medicine advanced (anesthesia, antiseptics, insulin, penicillin, and pasteurization were all developed during this era, along with huge improvements in sanitation), transportation was revolutionized (the internal combustion engine spawned trucks, cars, tractors, and airplanes, while steam trains became far safer thanks to the development of the air brake), new means of communication connected the world (telegraph, telephone, radio), and entrepreneurs filled Americans’ homes with electricity, incandescent lighting, sewing machines, washing machines, running water, indoor plumbing, air-conditioning, and a whole lot more. Whatever hardships they continued to face, people were eating better, dressing better, living better.

				By no means were these improvements reserved for the very wealthy. In 1934, in the depths of the Depression, a survey of Pittsburgh found that

 				 . . . even in the poorest districts in the city, 98 percent of the dwellings had running water (only half had hot water), 91 percent had electricity or gas for lighting, 75 percent had indoor water closets, and 54 percent had a shower or bathtub. This study and others indicate that working-class families of the 1930s had increasing access to utilities and appliances that made housework easier.11

				Commenting on these changes, one contemporary observer from the nineteenth century, statistician and social activist Carroll D. Wright (whom no one would have accused of being an apologist for the rich), railed against the notion that only “the rich are getting richer,” calling the expression a “wandering” phrase

				 . . . without paternity or date; it is not authority but familiarity that has given it weight. . . . To the investigator the real statement should be, The rich are growing richer; many more people than formerly are growing rich; and the poor are better off. If the sum total of wealth were stationary, any increase in the wealth of the rich would be an exploitation of the poor. . . . But the sum total of wealth is not stationary; it increases with great rapidity, and while under this increase the capitalistic side secures a greater relative advantage than the wage-earner of the profits of production, the wage-earner secures an advantage which means the improvement of his conditions.12

				Even most critics will admit that, alongside growing economic inequality, there was enormous improvement in the general standard of living during the nineteenth century. “The nineteenth century saw perhaps a doubling of measured material standards of living in the United States,” writes inequality critic J. Bradford DeLong, “perhaps a tripling once proper account is taken of the impact of new technologies like the railroad and the telegraph, and the expanded range of technological capabilities. Nineteenth century growth was itself remarkably fast: people christened the nineteenth century the ‘industrial revolution’ because it was remarkable compared to what had happened before.”13 Krugman himself acknowledges, “[T]he growth of the U.S. economy during the Long Gilded Age benefited all classes: Most Americans were much better off in the 1920s than they had been in the 1870s.”14

 				The Post-War Era

				There is no question that in the post–World War II economy, wages increased at an unprecedented rate. But why? The Inequality Narrative credits government efforts to fight inequality and suggests that this was an era dominated by government control over the economy: above all, high taxes, pro-union laws, a burgeoning welfare state.

				What was responsible for the post-war boom in wages is a complicated question, and there is no consensus among economic historians. One thing that’s important to note is that the dramatic acceleration of wage growth actually started during the 1920s, and probably reflects the fact that Americans were enjoying productivity gains made possible by the accumulation of capital, infrastructure, technology, and human capital that had been built up during the nineteenth and early twentieth centuries.

				But it is also relevant that we’re talking about the post-war era: Europe was in shambles, and although that was a tragedy that in the long run made us all worse off economically, it also meant that there was an enormous demand for industrial production, and the United States was the only game in town. As a National Bureau of Economic Research study explains, “At the end of World War II, the United States was the dominant industrial producer in the world. With industrial capacity destroyed in Europe—except for Scandinavia—and in Japan and crippled in the United Kingdom, the United States produced approximately 60 percent of the world output of manufactures in 1950, and its GNP was 61 percent of the total of the present (1979) OECD [Organisation for Economic Co-operation and Development] countries. This was obviously a transitory situation.”15 It was also a period in which the United States clamped down on immigration, and so the supply of U.S. workers was restricted at the very moment that the demand for U.S. labor was high. Basic economic theory would predict that these forces would result in rapid wage growth.

 				That’s not something to celebrate. What we care about is not wage rates per se, but our actual standard of living, and there is no question that war and restrictive immigration policies lower our standard of living. World War II not only destroyed an incalculable amount of wealth, both at home and abroad, but it also robbed countless individuals of their lives. Immigration, meanwhile, not only allows foreigners to share in the American Dream, which is something we should value for its own sake, but may also fuel economic growth.16 Low-skilled workers tend to bid down wages for low-skilled work, which sounds bad until you remember that this lowers the cost of the products we all buy. And high-skilled workers bring us all the benefits of their ability, which includes starting new businesses (see the careers of Andrew Carnegie, PayPal’s Elon Musk, Intel’s Andy Grove, and Google’s Sergey Brin, among many others).

				But we should not paint a one-sided picture. Although the inequality critics highlight the restrictions on economic liberty of the post-war era (more on that shortly), in many ways it was an era of growing economic freedom. This is difficult to quantify, but the best attempt to date comes from economist Leandro Prados de la Escosura, who has constructed a Historical Index of Economic Liberty (HIEL) similar to indexes produced by the Heritage Foundation and the Fraser Institute that try to measure economic freedom today. HIEL gives us very rough measures, but it can at least give us a sense of the extent to which government was intervening in the economy. Looking at four aspects of economic freedom—property rights, sound money, international trade, and regulation—de la Escosura finds that, after declining sharply during the New Deal and World War II period, economic freedom expanded in the post-war period as significant parts of the New Deal regulatory regime were rolled back, and continued to expand until the early 1970s when it once again contracted.17

				Regardless of what one thinks of de la Escosura’s index, however, there is no justification whatever for attributing the rapid growth of the post-war era to the policies enshrined by the Inequality Narrative: pro-union laws, high tax rates, and a growing welfare state.

				Unions

 				First of all, it’s important to distinguish between unions, which can be valuable organizations, and pro-union legislation, which gives unions coercive power at the expense of employers and non-unionized workers. Employees who freely choose to join a union (which their employer freely chooses to deal with) can benefit from collective bargaining. But, economist Henry Hazlitt warns, “it is easy, as experience has proved, for unions, particularly with the help of one-sided labor legislation which puts compulsions solely on employers, to go beyond their legitimate functions, to act irresponsibly, and to embrace shortsighted and antisocial policies.”18

				Unfortunately, that is precisely what happened during the mid-twentieth century. Labor laws such as the National Labor Relations Act of 1935 (usually called the Wagner Act) gave unions coercive powers they would not have had in a fully free society. Among other provisions, the Act forced companies to recognize and bargain with labor unions and simultaneously allowed a majority vote to force all employees into the union, even if some preferred not to join. “In practice,” notes our former colleague Doug Altner, “the Wagner Act allows unions to make unreasonable demands, and forces business leaders to choose between caving in to some of these demands and facing costly and time-consuming litigation.”19 With this political power in their pocket, unions were able to raise wages artificially high. And who paid the price? The companies on whom the unions depended, for one, but also non-union workers, who faced fewer job opportunities and higher prices.

				In fact, one of the perverse effects of unions was that, by raising the costs of the products they sold, their short-term gains often came at their own long-term expense. In the coal industry, for instance, the United Mine Workers won higher pay for their workers between 1925 and 1960. But this caused many buyers to switch from coal to oil, reducing employment in the coal industry, and decimating many of the communities built around coal mining.20 In the auto industry, to take one more example, the United Automobile Workers’ union succeeded in raising compensation for its workers. But, as Krugman admits, the auto companies were able to “pass on the higher costs [of union benefits] to consumers.”21 As a result, American autos were unable to compete with more affordable imports. Economist Thomas Sowell describes the results:

 				As of 1950, the United States produced three-quarters of all the cars in the world and Japan produced less than one percent of what Americans produced. Twenty years later, Japan was producing almost as many automobiles as the United States, and, five years after that, more automobiles. By 1990, one-third of the cars sold in the United States were made in Japan. . . . All this of course had its effect on employment. During the 1980s, the number of jobs in the American automobile industry declined by more than 100,000. By 1990, the number of jobs in the American automobile industry was 200,000 less than it had been in 1979.22

				This is the larger point about unions. While they can raise wages for some people, they can only do so temporarily and at the expense of other people. They cannot raise wages in general without raising costs and, thereby, the prices that we all have to pay—which sort of defeats the purpose.

				Taxes

				Although the top income tax rate was high in the post-war era, it applied to a very small number of people, and there were so many loopholes that the effective tax actually paid by the most successful Americans was not the 91 percent top rate but actually between 50 and 60 percent.23 (This is potentially misleading, however, since that era saw a higher corporate tax rate than today, although scholars continue to debate the degree to which that tax fell on the wealthiest Americans.24)

				But the real question is, How are high taxes supposed to promote prosperity? All else being equal, taxes discourage production and prosperity. Not only do they dampen the incentive to produce, but they also tend to reduce the capital accumulation that funds new buildings, machinery, R&D, and jobs. As we’ll see in chapter 4, those forces are instrumental in fueling progress. If there are countervailing economic forces that cause high taxes to foster progress, the Inequality Narrative certainly doesn’t specify what they are. At best, all the inequality critics can claim is that, under the unique economic conditions that prevailed during the post-war years, higher tax burdens on the wealthy existed alongside relatively high rates of economic growth. But would there have been even faster progress if the tax burden had been lower? On that issue, the Inequality Narrative has nothing to say.

				The Welfare State

 				To credit the welfare state with creating a growing middle class requires us to ignore some basic facts of history. Until 1965, when Lyndon B. Johnson launched his so-called Great Society programs and the “War on Poverty,” the only significant welfare program was the Social Security Act of 1935, and it wasn’t until the end of the post-war era that a substantial number of Americans were receiving Social Security retirement checks.25
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				Moreover, the money paid out by Social Security could not have created or even expanded the middle class since Social Security payments were mainly financed by taxes on the middle class. It was a redistribution not from the rich to everyone else but mostly from middle-class workers to middle-class retirees.

				In the portrait painted by the Inequality Narrative, the only period in which there was widespread prosperity in America came in the thirty years after World War II, thanks to major government efforts to intervene in the economy and reduce inequality. This view, as we’ve seen, is simply not defensible. Equally indefensible is the narrative’s depiction of the last forty years, when America supposedly returned to the unrestrained capitalism of the “Gilded Age”—and paid a steep price.

				The Free Market Myth

				When the critics of economic inequality tout the expansion of government during the prosperous post-war era, they usually leave out the fact that the Forties, Fifties, and Sixties were followed by the Seventies. Long before economic inequality began to increase, and long before the supposed abandonment of the anti-inequality policies the critics admire, America hit on hard times.

 				Brought on by the incredible surge in government spending that started in the 1960s, inflation was rampant for much of the 1970s. American industry struggled to remain competitive. The stock market, as measured by the Dow Jones Industrials, was basically flat from 1965 to 1982. Productivity growth, the main driver of wage growth, slowed as early as the mid-1960s and with a few brief exceptions remained sluggish until the 1990s.26 Economic growth was non-existent, with repeated recessions and high unemployment during the 1970s. And because the combination of inflation, stagnation, and unemployment was a phenomenon unanticipated by mainstream Keynesian economists, a new term was coined: stagflation. Jimmy Carter expressed the bleakness of the time in his famous “malaise” speech, claiming that America was suffering from “a crisis in confidence.”

				Instead of sharing Carter’s sense of defeat, Americans rebelled. The rebellion began with a tax revolt. In 1978, California voters passed Proposition 13, a severe limit on property taxes, by a margin of 2 to 1. Journalists John Micklethwait and Adrian Wooldridge describe Proposition 13 as the beginning of “a peasants’ revolt that swept across the country. . . . It reminded Americans that their country was founded by a tax revolt, and that politicians were the public’s servants, not its masters.”27

				Then came the presidency of Ronald Reagan. “It is time to check and reverse the growth of government,” Reagan told Americans, summing up the theme of his candidacy. The country was facing a crisis, and the problems were “parallel and . . . proportionate to the intervention and intrusion in our lives that result from unnecessary and excessive growth in government.”28 Americans agreed, and elected Reagan in a landslide.

				How do the inequality critics describe these developments? Seldom do they mention the stagnation and malaise of the 1970s. Instead, they claim “the rich” organized to protect their interests and launched a well-funded campaign to influence politicians and dupe Americans into supporting what journalist Hedrick Smith calls the “laissez-faire philosophy of the past three decades [which] promised that deregulation, lower taxes, and free trade would lift all boats.”29 The rich bought the government and suckered the public into supporting their self-serving agenda, the inequality critics say. Only then did problems in the economy emerge, as we became less equal and less productive.30

 				Although it is true that Americans rebelled against the left’s failed policies during the 1970s, it is wrong to say that the last forty years have in any way marked what left-wing author Thomas Frank labels a “laissez-faire revival.”31 The truth is that the free-market rhetoric of the right did not match its behavior once in power. To be sure, the Reagan administration and conservative legislators did repeal some of the disastrous interventions strangling the economy (a trend actually started by Carter). They lessened our crushing tax burden, rolled back a few of the most crippling regulations, undid some of the most destructive controls, and helped curb inflation—all of which helped improve the economy. But if we look at the overall picture, what we see is that throughout the era of “cowboy capitalism,” government grew enormously in size and scope. As shown by Figure 2.5, for example, federal government spending as a percentage of GDP increased dramatically over the course of the twentieth century, with no significant decline after 1980, except for a slight dip during the Clinton administration.32
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				If we zoom in to the last forty-five years, and look at spending at all levels of government (Figure 2.6), we see that it hovers around 35 percent of GDP, again declining a bit during Clinton’s administration.33
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				However, most of Clinton’s cuts came from reduced military spending following the end of the Cold War, as shown in Figure 2.7.34
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 				Meanwhile, as Figure 2.8 shows, government spending on pensions and health care—driven mainly by the largest welfare state programs, Social Security, Medicare, and Medicaid—grew.35
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				The picture is a bit more complicated for spending on other welfare programs. Spending rises and falls, but—when you look at the data—it becomes clear that it rises and falls depending on how the economy is performing. As Figure 2.9 shows, welfare spending declines when the economy is doing better because fewer people sign up for welfare, and it rises when the economy is doing poorly because more people call on it—not because free-market ideologues cut welfare programs. In fact, the only substantial cut to welfare spending came with Bill Clinton’s 1996 Welfare Reform Act, which is widely credited with helping move people off the welfare rolls and into the labor force.36

 				On the regulatory side of things, the trend is the same. The budgets and staffing of U.S. federal regulatory agencies grew enormously between 1960 and 2013. According to economist Pierre Lemieux, “Over those 53 years, the federal regulatory budget has jumped seventeen-fold in constant dollars, while the staffing of federal regulatory agencies has increased five-fold.”37 Another proxy of regulatory growth is the number of pages of the Code of Federal Regulations (CFR), which catalogs all federal regulations. The CFR has seen almost constant growth, starting at 19,335 pages in 1949 and growing to 134,261 pages by 2005.38 Patrick McLaughlin of the Mercatus Center points out that if you made reading the CFR your full-time job, it would take you three years to finish.39 And this is only for the federal government. One economist estimates that state regulations amount to 150 percent of the CFR.40
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				Finally, let’s take a look at one industry that is most often cited as a glaring example of the dangers of rampant deregulation, the financial industry. At the national level alone (not counting state regulatory agencies), the U.S. financial system was subject to eight different regulatory authorities during the supposed era of deregulation. They were:

				
						U.S. Securities and Exchange Commission (SEC)

						Financial Industry Regulatory Authority (FINRA)

						Commodity Futures Trading Commission (CFTC)

						Federal Reserve (Fed)

						Federal Deposit Insurance Corporation (FDIC)

						Office of the Comptroller of the Currency (OCC)

						National Credit Union Administration (NCUA)

						Office of Thrift Supervision (OTS)
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 				All of these agencies were enormously active during the so-called laissez-faire era. As the former CEO of BB&T Bank John Allison notes, “Government spending alone . . . on financial regulations (not company bailouts) increased, in adjusted dollars, from $725 million in 1980 to $2.07 billion in 2007.”41 Meanwhile, between 1980 and 2009, for every one instance of financial deregulation, there were four instances of new financial regulation.42 It is one thing to claim that regulators didn’t do their job during the last few decades, or that the government should have placed even more regulatory restrictions on the financial industry—all that is debatable—but it is quite another thing to describe the last few decades as a time when financial markets were deregulated, let alone unregulated.43

				The Inequality Narrative tells a seductively simple story: when the government intervenes in the economy to fight inequality, a nation prospers; when the government takes a hands-off approach to the economy, “the rich” gain at the expense of everyone else. This simplicity is deliberate: it is an attempt to short-circuit the need to think carefully about the source of prosperity and the effects of government intervention. America has always had both elements of freedom and elements of government control—with the element of government control becoming more and more dominant starting with the New Deal. When thinking about economic issues, we need to always keep in mind the fact that America is not a fully free society but a mixed economy. This means that we cannot automatically attribute problems to the free element or positives to the controlled element. We have to think carefully about which element is responsible for what outcome.

				And we have to think carefully about what the outcomes are. Just as inequality critics wrongly paint the last forty years as an age of laissez-faire freedom, so they wrongly paint it as an age of middle-class stagnation.

				The Age of Stagnation?

				“If the rich were growing richer,” writes Joseph Stiglitz, “and if those in the middle and at the bottom were also doing better, that would be one thing, especially if the efforts of those at the top were central to the successes of the rest. We could celebrate the successes of those at the top and be thankful for their contributions. But that’s not what’s been happening.”44

				What has been happening, according to the critics of economic inequality? Incomes for the poor and middle class have stagnated. Citing census data, Stiglitz states that “the income of a typical full-time male worker has stagnated for well over a third of a century.”45 As for low-income workers, “over the last three decades those with low wages (in the bottom 90 percent) have seen a growth of only around 15 percent in their wages.”46 Piketty and Saez reach similar conclusions. Looking at IRS tax data, they conclude that between 1979 and 2007, 60 percent of income growth was achieved by the top 1 percent, whereas the average income growth of the bottom 90 percent was only 5 percent.47

 				We need to dig into these claims, but before turning to the statistical data, let’s start by getting a big-picture view of how most Americans have done over the last forty years. To anyone who was around in the 1970s, it’s obvious we’ve come a long way since then. The sheer abundance and quality of things like housing, cars, medicine, food, and electronics today makes it utterly implausible that we’ve stagnated over the last four decades. The popularity of $4 lattes, $10 craft beers, $120 tennis shoes, $400 cell phones, and $20,000 SUVs suggests that Americans have more disposable income than ever. General observations can be deceiving, of course, but in this case other evidence is overwhelmingly consistent with the conclusion that life has improved for the vast majority of Americans.

				George Mason University economist Donald J. Boudreaux and University of Michigan-Flint economist Mark J. Perry point to three useful measures of well-being: life expectancy, spending on “basics,” and the goods and services middle-income Americans can actually consume. On all fronts, they argue, the picture is not one of stagnation, but advance. Life expectancy at birth has increased by five years since 1980, from seventy-four to seventy-nine. Spending on basics—food, housing, transportation, clothing, utilities, etc.—“fell from 53 percent of disposable income in 1950 to 44 percent in 1970 to 32 percent today.” And when it comes to consumption, many of us are enjoying what were once considered luxuries (if they existed at all): air travel, cell phones, personal computers, eBook readers, and much more.48

				The data on consumption is particularly striking, and is worth a closer look. One way to think about improvements in consumption is to compare how many hours of work it takes the average American worker to purchase an array of different goods today versus in the past. Table 2.3 presents some figures collected by Perry, comparing the cost of various household appliances in 1973 and in 2013.49

				The real prices of most of the goods we buy today are far lower than they were in the 1970s, contributing to a dramatic rise in the average American’s standard of living. Yet these numbers actually understate that rise, since they don’t take into account improvements in quality. Today’s TVs, dishwashers, and vacuum cleaners are far superior to their 1973 counterparts. And even products that don’t last as long as their predecessors more than make up for their shorter lifespan with markedly lower prices.50
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 				It’s also important to keep in mind that many of the advances we’ve enjoyed over the past forty years do not even show up in economic statistics. Statistics do not capture the value of products, only their price. But how would you quantify the value of being able to sing your daughter to sleep while you’re away from home using a free video conferencing technology like Skype or FaceTime? Or of never having to worry about getting lost, thanks to GPS devices like Google Maps? Or of being able to find the answer to almost any question at the touch of a button, thanks to sites like Wikipedia? Or of being able to gain instant access to any book, song, or movie? These and countless other advances matter, and the fact that economists can’t quantify them doesn’t mean that we can ignore them when making pronouncements about our standard of living.

 				All of this good news calls for some caveats. First, it ignores the fact that some important costs have risen substantially in recent decades, such as the costs of health care and education. (As we explain in chapter 5, however, these rising costs are largely the consequence of government intervention.) Second, more middle-class families now have two earners, as many women have chosen to enter the workforce rather than become stay-at-home mothers. On the whole, that’s a good thing. But it does complicate the picture, since it means that some amount of this improvement in our standard of living is owed not to pure economic progress, but to more people working. (That said, women constitute only 9 percent more of the workforce than they did in 1970—nowhere near enough of an increase to account for the gains American households have seen.51) Finally, some of these improvements may be a consequence of Americans taking on irrational levels of debt, which is not a sustainable path to growth. (Although the best evidence suggests that, in actuality, Americans have not significantly increased their debt-to-income ratios in recent decades. Instead, notes economist Steven Horwitz, “The debt has taken a different form, being somewhat more geared to credit cards rather than other types of loans, particularly store credit and buying consumer durables in payments, but the overall burden is not much greater.”52)

				What we can say at this point is that there has been substantial economic progress made over the last forty years. Less progress than there could or should have been, perhaps, but Americans have made real gains.

				So how then do we make sense of the claims of stagnation? The impression the inequality critics give is that they are just telling us the facts. But those “facts” are in truth controversial interpretations of murky statistics.

				There are two main sources for income data: the Current Population Survey (CPS), tracked by the U.S. Census Bureau, and IRS tax records. Each has advantages and disadvantages. The major limitation of household surveys, apart from the question of whether respondents give true and accurate answers, is that they don’t provide reliable information for top income earners. Even a large sample of the population will capture too few of these earners to accurately assess trends.53 The major limitation of IRS tax data, on the other hand, is that it doesn’t provide reliable information about income for those below the top, because it leaves out significant sources of their income, including government transfers (e.g., Social Security), some non-wage forms of market income (e.g., non-taxable capital gains, employer benefits that include health insurance and pension contributions), and income from other members of the household (if they file separately).54 Given these limitations, the Congressional Budget Office has created a source that combines both data sets. And while this source is arguably superior, drawing conclusions about the data remains enormously difficult, as we’ll discuss shortly.

 				To get a sense of how important the choice of the data source is, consider this: According to the approach taken by Piketty, the median U.S. income in 2007 was $30,000. The CPS data puts it at $52,650. And the CBO data gives us $77,200—more than double Piketty’s number.55 As we’ll see in a moment, none of these numbers can be taken at face value. The lesson so far is simply that when we hear about claims regarding stagnation, we need to know the source from which they are being drawn, and we need to keep in mind the limitations of that source.

				Regardless of which data set you use, there are many factors that can alter what conclusions you reach about changes in income over time. Here we’ll highlight some of the most important factors. Then we’ll look at how these factors lead different analysts to reach fundamentally different conclusions about middle incomes over the last forty years.

				The aggregate problem. Statistics by their nature deal with statistical categories, but these categories can often conceal what is happening to real-life individuals. Asking what’s happening over time to “the 1 percent” or the “bottom 20 percent” ignores the fact that the composition of these groups is constantly changing. Something that needs to be kept in mind at all times, then, is that when we’re talking about middle incomes over time, we are not talking about the incomes of the same individuals. The claim that the middle class has stagnated since 1979 does not mean that someone who started working in 1979 is making the same amount of money today. That is seldom true.

 				There are basically two ways to measure what happens to individuals over time. One way involves using what’s called cohort data. Using this method, we can look at what people between the ages of, say, 20 to 30 earned in 1979 and compare that to what 48- to 59-year-olds earned in 2007. When economist Stephen J. Rose compared incomes for married couples using this method, he found that the median household income rose from $55,600 in 1979 to $81,000 in 2007 (both in 2007 dollars).56 We get similar results when we look at longitudinal panel data—that is, studies that follow the same individuals over long periods of time. Examining the first such study, the Panel Study on Income Dynamics, which started in 1968, Rose found that for “those who started aged 20–31 years old, median incomes rose 44 percent over the ensuing 28 years.”57 In other words, the experience of most real-life individuals is that their incomes have grown significantly over time.

				The defenders of the stagnation thesis generally don’t deny this (although they don’t usually go out of their way to point it out). However, they attribute virtually all of these gains to what are called life-cycle gains, i.e., the fact that people generally make more as they age through skill and career advancement. The question the stagnationists are asking is whether the gains from economic progress are impacting those below the top. In other words, is the typical median-income household today doing better than a similarly situated household forty years ago? Has the rising tide that is the American economy lifted all boats—or just a few yachts?

				The challenge is that answering that question forces us to rely on data about statistical categories, and those categories can easily disguise what’s been going on in the economy, as we’re about to see.

				Household composition. One factor that can alter income estimates is a change in household composition. If there is a rise in divorce or if couples wait longer to get married, this will tend to make people look worse off, even if their actual standard of living has stayed the same or increased. For example, imagine a household in which a married couple each earns $25,000 a year, for a total household income of $50,000. Now let’s say they get divorced. Even if they both get a substantial raise, say to $35,000 a year, the change in households will drag down median household income: instead of one household making $50,000 there are now two households making only $35,000 a year. Everyone is better off financially, and yet it appears they’re doing worse. Given that divorce rates rose dramatically during the 1970s, the effects of this factor alone could be profound. What’s more, household sizes have fallen in recent decades as people have had fewer children, which means that, all else being equal, a given income provides for a higher standard of living today than it did in the past.58

 				Immigration trends. Over the past forty years, millions of low-skilled immigrants have entered the U.S. workforce. Immigrants now make up about 13 percent of the population, versus only 5 percent in 1965, and they are twice as likely to be poor as native-born Americans.59 The effect of this influx of immigration on income statistics is enormous. Imagine that you had a party with ten guests, each of whom was 5'10". Now imagine that a few hours later, ten more guests arrived who were only 5'. The average height of the guests in the room would suddenly plunge from 5'10" to 5'5"—even though no one got shorter. The same thing is true when immigrants come and take jobs that, by American standards, are low-paying. We can appear to stagnate or get poorer—even if every flesh-and-blood individual is better off.

				Employer benefits. Since the 1970s, the proportion of our compensation that comes in the form of employer benefits, including health insurance and pension or 401(k) contributions, has risen from about 10 percent to 19 percent.60 If we look only at income, we can miss out on a significant part of a person’s actual compensation. Other, less tangible benefits can be almost impossible to measure. If employers become more flexible with hours or working arrangements, or offer more pleasant working conditions, this can entice employees to accept lower wages: they’ll seem poorer even though on net they’re better off.

				Inflation adjustments. A dollar earned in 1979 is not worth the same as a dollar earned in 2015, and analysts try to adjust for these changes. But there are several different methods for adjusting for price inflation, none of which is perfect, and you can reach very different results depending on which method you use. The Consumer Price Index, or CPI-U, is the main measure of price inflation the government uses to make adjustments. But it’s generally recognized that the CPI-U overstates inflation and so tends to underestimate how much better off people are over time. As a result, even though most stagnation claims are based on CPI-U adjustments, most researchers prefer more accurate measures, such as the Consumer Price Index Research Series Using Current Methods (CPI-U-RS), or the “chain-weighted” CPI, which takes into account the fact that people’s purchasing decisions change when prices change.61 Even these methods, however, probably overstate price inflation.

				Taxes and transfers. People do not live on their so-called market income. The government both takes money from us (taxes) and gives money to us (transfers). In analyzing incomes, it makes a huge difference whether the analysis is pre-tax, pre-transfer or post-tax, post-transfer, or some other combination. Different studies take different approaches, and it’s critical to be clear which approach is being taken and why.

 				Changes in the tax code. Changes in the tax code can alter how individuals, especially high earners, report income. This means that using IRS data to track high earners’ incomes over time (as Piketty does) can be misleading. Economist Alan Reynolds, for instance, estimates that “more than half of the increase in the top 1 percent’s share of pretax, pretransfer income since 1983, and all of the increase since 2000, is attributable to behavioral reactions to lower marginal tax rates on salaries, unincorporated businesses, dividends and capital gains.”62

				The economic unit. Finally, it makes a huge difference what unit is used to assess income: the individual, the household, or the tax unit. It might seem that the best unit is the individual, but in fact this produces incredibly misleading results. In a four-person household in which one parent works, treating the individual as the unit of well-being would show one well-off individual, and three people living in dire poverty. The tax unit, which is what IRS tax data measures, is slightly better, but it too can produce misleading results. Imagine, for instance, a college student, who lives at home and works part time for some extra cash, filing a tax return. His actual standard of living may be very high, but based only on his tax return, his income will appear to be very low. Or take what is perhaps a more widespread phenomenon: cohabitating couples. If what we’re trying to assess is a person’s standard of living, a non-married couple living together, each making $75,000 a year, is, all else being equal, able to consume more than are two individuals who live alone and make $75,000 a year. The cohabitating couple gets to enjoy economies of scale: saving on rent, utilities, food, and many other expenses. The final economic unit is the household, i.e., people living under one roof. The main drawback here is that unless you adjust for household size, you can misleadingly equate households that have radically different standards of living (e.g., a childless couple making $100,000 and a family of ten making $100,000). Indeed, one of the more quirky facts of the inequality debate is that most people have household incomes above the median. It sounds bizarre, but it’s simply a product of the fact that higher-income households tend to have more people in them than lower-income households.

 				What difference do these various factors make? In a 2011 paper, Richard V. Burkhauser, Jeff Larrimore, and Kosali I. Simon demonstrated that they can make a big difference. Drawing on CPS data, the three economists created the table above, showing different measures of median income arrived at by changing just a few of the factors we’ve talked about. As Table 2.4 shows, depending on which measures you use, you can arrive at totally opposite conclusions: that the middle class is stagnating (3.2 percent growth since 1979) or that it has seen strong if not extraordinary growth in income (36.7 percent since 1979).63
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				We can see the same effect if we look at the CBO’s data. Depending on which factors we consider, the results will be dramatically different. Inequality critic Jared Bernstein uses the CBO data to conclude that between 1979 and 2010, household wage and salary income declined by 7 percent. However, Bernstein conceded, that’s pre-tax, pre-transfer. If post-tax, post-transfer income is considered, household income for the middle fifth rose 36 percent during that period.64 This dispels the myth of middle-class stagnation, but it also makes it sound as if the only things keeping the middle class from stagnating are handouts from the government. But as Manhattan Institute scholar Scott Winship explains, these results are deceiving. “The figures [Bernstein] is citing, like those of Piketty, combine retirees and members of working-age households.” What happens if you exclude retirees from the data?

 				Wages and salaries only detract from middle-class income growth (that is, they only decline) for elderly households. Rather than constituting 91 percent of income growth, taxes and transfers only account for 54 percent of income growth among nonelderly households. . . . [In fact, middle-class] households with children had earnings $7,000 to $13,000 higher in 2010 than in 1979 (after accounting for the rise in the cost of living), a gain of 14 to 23 percent. If one adds other forms of pre-tax and -transfer income, the increase was over $15,000, or 25 percent. Childless nonelderly households also saw significant gains in pre-tax and -transfer income ($8,000, or 20 percent).65

				For all the disagreements, this much is indisputable: the only numbers that support the middle-class stagnation thesis are pre-tax, pre-transfer wages that don’t include all forms of market compensation, that don’t take into account the changing composition of households and the workforce, and that don’t adjust accurately for inflation. By every other conceivable measure, there has been substantial progress—the only debate is over exactly how much.66 Unsurprisingly, even some critics of inequality reject the stagnation thesis. Economist James Galbraith, for instance, points out that:

				The typical story is that median wages peaked in 1972 and have been stagnant and falling since then. As a result, it must be the case that people who are working now are much worse off than they were ten, fifteen, twenty years ago. That’s not an accurate story—at least not up until the crisis in 2008—because over that period the labor force became younger, more female, more minority, and more immigrant. All of these groups start at relatively low wages, and they all then tend to have upward trajectories. So there’s no reason to believe that life was getting worse for members of the workforce in general. On the contrary, for most members of the workforce it was still getting better. Plus they had the benefit of technical change and improvement in the other conditions of life.67

 				Given all of the challenges involved in assessing economic well-being, it would be a mistake to rely on any single statistic. But when common-sense observation, big-picture data about living standards, and most reasonable interpretations of statistical data all point in the same direction, we believe it is hard to conclude anything other than that an overwhelming majority of Americans today are far better off than they were in the 1970s—not only because of life-cycle gains, but because economic progress has in fact lifted most if not all boats. Inequality is increasing (probably), yet most Americans are doing better.

				A Way Forward

				The Inequality Narrative claims to provide an explanation of how we’ve abandoned the American Dream and how we can revive it. It tells us that when the government fights economic inequality, we flourish, and when the government doesn’t, we don’t.

				But that story simply will not hold up. It doesn’t explain the past and it misrepresents the present. America has always been a mixture of freedom and government control, and the last forty years have seen a mixture of good and bad news. The key is to identify which forces are responsible for the good news and which are responsible for the bad.

				To do that, we cannot start by looking at the distribution of wealth. We have to examine the production of wealth and, more broadly, the conditions that make the pursuit of success and happiness possible.

			

		

	
		
			
 				Part Two

				Discovering the American Dream

				

			

		

	
		
			
 				Chapter Three

				The Land of Opportunity

				The Pursuit of Happiness

				America is known as the land of opportunity. But what exactly does that appellation mean? Opportunity, broadly speaking, refers to conditions that are favorable to the achievement of success and happiness. To appreciate the way in which America has fostered those conditions, consider a place where opportunity is almost totally absent: communist Cuba.

 				Prior to the communist revolution, Cuba was an autocratic regime riddled with corruption and oppression, and at least a third of Cuban citizens were abysmally poor. But things would become infinitely worse after Castro seized power in 1959, promising to level down the rich and ensure economic equality for all. According to one Cuban, who was eleven when the communists took over and who goes by the name “John B.,” “Castro promulgated class warfare as a wedge once he took power, [saying], ‘We’re going to give all the poor people money, and redistribute the wealth.’”1 The communists would take over banks, factories, small private businesses—“Even the boxes of shoeshine boys were seized,” notes Cuban blogger Yoani Sánchez—and redistribute wealth on a massive scale. The economy quickly began to deteriorate, despite billions of dollars in aid from the Soviet Union.2 As John recalled, “Food became scarce because the [collectivized] farms weren’t producing. . . . [E]verything was rationed, and nothing was available the way it had been. . . . People are paid the equivalent of about ten dollars a month. They justify the low salaries because, well, there’s nothing to buy. What do you need money for?”3

				In pursuing a program of economic equality, the communists rejected any concern for political equality. Political elites were given free rein over the economy, and while they did indeed grind most Cubans down into equal poverty, they also used their power to enrich themselves at the population’s expense. While most Cubans were regularly interrogated and frisked by police to make sure they hadn’t gotten their hands on black-market cheese or cooking oil, the politically powerful enjoyed privileged access to well-stocked stores, palatial homes, foreign luxuries, and other extravagances unavailable to the public. “There is nothing in Cuba,” said a Cuban schoolteacher after escaping to America in 1980. “You cannot express what you feel. The only ones who have a good social life are the Communist leaders. They have cars, nice houses. In the last couple of years, there has been a lot of hunger, little clothing. Sometimes we don’t get soap for three months.”4

				It was possible for regular Cubans to get their hands on occasional “luxuries,” such as televisions or refrigerators—but only by gaining a special favor from the state. According to Sánchez, “Everything you received above and beyond the norm was not due to your own efforts or talent.” Instead, “it was a perk, a reward for obedience” to the communist party.5

				When the Soviet Union collapsed and its aid to Cuba was shut off, things began to deteriorate even faster. As journalist and Cuban resident Mark Frank describes it, “The lights were off more than they were on, and so too was the water. . . . Food was scarce and other consumer goods almost nonexistent. . . . Doctors set broken bones without anesthesia. . . . Worm dung was the only fertilizer.”6

				Today things are marginally better, thanks in part to minor extensions of freedom, a burgeoning black market, and the Cuban tourist industry. But an individual who wants the chance to make something of his life will find precious few opportunities in Cuba, where the government not only controls all economic activity but even institutes a maximum wage: $20 a month for most jobs, $30 if you manage to become a doctor or a lawyer.7 Cubans aren’t just barred from rising: they are victims of an egalitarian system that seeks to stamp out even their desire to rise. As Sánchez observes:

 				[S]ince the 1970s there has been an attempt to shape a kind of person whose aspirations would not exceed the ceiling that the state had set for him: individuals who would have a self-perception that they could not compete, men and women who should feel satisfied, and even grateful, with what little could be given to everyone equally. Mediocrity began to be called modesty, while self-confidence was branded as arrogance. Amid a widespread lack of material things, the true revolutionary embraced the austerity that labeled the slightest weakness for fashionable clothing as extravagance, while consumerism and any desire for the new was considered as unpardonable.8

				To the extent there is any opportunity for Cubans to make something of their lives, it comes from only one of two paths. The first is to be one of the lucky few who manage to get a job in the tourist industry (less than 1 percent of the population), where tips from foreign visitors can give a hotel maid an income far higher than that of a heart surgeon. The second is to flee—which tens of thousands of Cubans do every year, often risking their lives in the process. As one U.S. Coast Guard authority told the New York Times in 2014, “We have seen vessels made out of Styrofoam and some made out of inner tubes. These vessels have no navigation equipment, no lifesaving equipment. They rarely have life jackets with them. They are really unsafe.”9

				John B.’s family was one of the lucky ones. A few years after the revolution, they were able to immigrate to America by plane. “When we arrived in Miami in 1962, we had thirty-five pounds of clothing, and nothing else. No money. No property.”10 But, John said, “This country had so many opportunities when I came here in the Sixties. If you worked, you could make yourself whatever you wanted.”11 In America, even the poorest worker makes more in a day than most Cubans make in a month, and millions are able to rise out of poverty every year—with a significant minority even rising from rags to riches.

 				What explains the difference between America and Cuba? Why is it that few people thought of Cuba after its revolution as a land of opportunity, but millions of people during the nineteenth century and to this day think of America as a land of opportunity? In Cuba, most doors are closed to you as an individual, and the only way to open them is to get on your knees and beg your rulers for a favor, or bring others to their knees by scrambling to become one of the rulers. In the U.S., by contrast, each individual is free to pursue his happiness, to succeed or fail according to merit, neither ruling others nor being ruled by others.

				That such a stark difference exists between the two nations should not be surprising. Both the Cuban government and the American government were established by ideologically driven political revolutions, and the ideologies behind those revolutions could not be more opposed. Cuba’s ideological foundation is collectivism—America’s is individualism.

				Collectivism holds that an individual is fundamentally part of a group, the way that your individual cells are fundamentally part of your body. Morally, therefore, the group and its welfare are held to be superior to the individual. As philosopher Ayn Rand explains, collectivism, in its most consistent form, says “that the individual has no rights, that his life and work belong to the group . . . and that the group may sacrifice him at its own whim to its own interests.”12 According to collectivism, your hopes, dreams, convictions, and values are subordinate to the desires and commands of society, and your primary duty is to serve society by obeying the edicts of society’s representative: the state. If the state decides that the business you want to start, or the prices you want to charge, or the book you want to write, or the investment you want to make is not in the “public interest,” then it has every right to stop you by using physical force.

				In its purest form, collectivism implies totalitarian control over the individual, as in Cuba. Collectivism isn’t always applied consistently, however. Before the creation of the United States, most political systems were collectivist to one degree or another. Although some nations extended certain protections and liberties to the individual, the guiding principle was that the welfare of society trumped the interests of the individual. As Rand explains:

				Under all such systems, morality was a code applicable to the individual, but not to society. Society was placed outside the moral law, as its embodiment or source or exclusive interpreter—and the inculcation of self-sacrificial devotion to social duty was regarded as the main purpose of ethics in man’s earthly existence.

 				Since there is no such entity as “society,” since society is only a number of individual men, this meant, in practice, that the rulers of society were exempt from moral law; subject only to traditional rituals, they held total power and exacted blind obedience—on the implicit principle of: “The good is that which is good for society (or for the tribe, the race, the nation), and the ruler’s edicts are its voice on earth.”13

				The United States, by contrast, was established on the principle of individualism. This was embedded in the nation’s founding documents, which stated that the purpose of government was to protect political equality by securing the inalienable rights of each individual to life, liberty, and the pursuit of happiness. This entailed the abolition of the initiation of physical force from human relationships. If each man was to be free to pursue his own happiness, then others could not use force to stop him from pursuing his own happiness. And if someone did resort to force, the government’s job was to uphold the rights of the individual by employing retaliatory force against the aggressor. This, in theory if not always in practice, was the foundation of America. In Rand’s formulation:

				All previous systems had regarded man as a sacrificial means to the ends of others, and society as an end in itself. The United States regarded man as an end in himself, and society as a means to the peaceful, orderly, voluntary coexistence of individuals. All previous systems had held that man’s life belongs to society, that society can dispose of him in any way it pleases, and that any freedom he enjoys is his only by favor, by the permission of society, which may be revoked at any time. The United States held that man’s life is his by right (which means: by moral principle and by his nature), that a right is the property of an individual, that society as such has no rights, and that the only moral purpose of a government is the protection of individual rights.14

 				Individualism is widely misunderstood. Individualism, we often hear, assumes that people derive no benefit from working together in groups. But individualism isn’t atomism. Individuals can and should cooperate—but only on terms each individual voluntarily agrees to. Individualism, we hear, implies indifference to other people. But individualism isn’t misanthropy. Individuals can and should care about other people—but they shouldn’t be forced to sacrifice their hopes and dreams for other people. Individualism, we hear, is the view that only money matters. But individualism isn’t materialism. Individuals can and should pursue all of the values that contribute to a happy and successful life—spiritual as well as material. In short, individualism means, as Rand says, “that man is an independent entity with an inalienable right to the pursuit of his own happiness in a society where men deal with one another as equals in voluntary, unregulated exchange.”15

				It is America’s commitment to individualism that, at the deepest level, explains why John B. and hundreds of thousands of other Cubans risked their lives to make it to the United States. In a land that treats the individual as sovereign over his own existence, they are free to live self-supporting, self-directing lives. And it is only by leading a self-supporting, self-directing life that human beings are able to flourish.

				In this chapter, we’ll see how an individualist approach to government provides the widest possible opportunity for people to pursue happiness, regardless of whether they start out rich or poor. We will also see the kind of person who is attracted to a land of opportunity—and the kind of person who is not.

				The Meaning of Success

				In Into the Wild, Jon Krakauer recounts the true story of Christopher Johnson McCandless, who journeyed into the Alaskan wilderness to get away from modern society and “live off the land for a few months.” McCandless doesn’t leave behind all modern conveniences. He brings along a shotgun, a machete, and a few other tools, and even ends up taking shelter in an abandoned van. In the end, it’s not enough.

 				Within three months, and even though game animals are abundant, McCandless is starving and trapped behind a raging river. He leaves a note on the van: “S.O.S. I need your help. I am injured, near death, and too weak to hike out of here. I am all alone, this is NO JOKE. In the name of God, please remain to save me. I am out collecting berries close by and shall return this evening.” The note is found a month later by some locals, but it’s too late. McCandless has starved to death.16

				Nature doesn’t give us what we need to survive. As McCandless discovered the hard way, we don’t live in a Garden of Eden in which our desires are satisfied automatically and effortlessly. To live we need to think and to act. Alone in the wilderness, we need to figure out what food is edible and take action to get it, whether by picking berries off the ground or hunting down a moose. To secure shelter we need to figure out how to build a hut and then go out and do it. Nature doesn’t automatically fulfill our needs, but what it does give us is a virtually limitless supply of raw materials that we can transform through ingenuity and effort into wealth, i.e., all of the material values that we need in order to live and enjoy life.

				The same thing is true in an advanced economy with a division of labor, in which we cooperate with other producers. Working with other people enables us to be far more productive, and it gives us access to a far greater number of goods and services, but it doesn’t change the essential issue: to acquire wealth, we have to think and produce as an individual. This is true whether the individual is the car mechanic who has to learn how to diagnose and repair a broken alternator, or a doctor who has to learn how to diagnose and repair a clogged artery, or the manager who has to learn how to diagnose and repair a broken business process. Regardless of the productive endeavor we choose to pursue, the creation of human values requires individual thought and effort. That’s not some regrettable fact about nature—that is precisely how human beings pursue success and happiness.

 				We often equate success with money, and while money is certainly not irrelevant to success, it is not the whole story. By almost every measure, one of the most successful individuals in recent memory was Steve Jobs, and he was very clear on what he thought about the issue. In an interview for the PBS documentary Triumph of the Nerds, he explained: “I was worth about over a million dollars when I was 23 and over 10 million dollars when I was 24, and over 100 million dollars when I was 25 and it wasn’t that important because I never did it for the money.”17 What did he do it for? As he would later put it in his famous Stanford University commencement address: “You’ve got to find what you love. And that is as true for your work as it is for your lovers. Your work is going to fill a large part of your life, and the only way to be truly satisfied is to do what you believe is great work. And the only way to do great work is to love what you do. If you haven’t found it yet, keep looking. Don’t settle.”18

				To live, each of us has to produce the material values our lives require, and the bulk of our time will be spent devoted to that task. Success is first and foremost an issue of finding a vocation that makes the days and hours of our life both materially and spiritually rewarding. We’re happiest when we are able to engage our minds fully, to expand our knowledge and capabilities, to rise from achievement to achievement, doing work that we regard as interesting and worthwhile. For some of us, that can involve creating earth-shaking innovations that make us billions of dollars, but for others that can include educating children or managing a restaurant. What’s important is not the scale of our achievements or the size of our incomes. What’s important is that we constantly learn, grow, face, and overcome new challenges in a career that we love. Yaron, for instance, has a Ph.D. in finance, and no doubt could have made far more money on Wall Street than as the head of an educational non-profit. He chose the latter route because championing the ideas that he believes in is what gives him the deepest sense of purpose and satisfaction. Whether you want to be a teacher, an accountant, an actor, or an entrepreneur, to be a success is to find a productive endeavor that you love and do all that you can to be the best you can be.

				This is not to slight the contribution of money to a successful life. In a division of labor economy, producing means working to earn money. We work, we earn money, and we use that money, not only to put food in our stomachs, but to help us realize all of our dreams and aspirations. Whether your dream is to live near the beach, travel the world, send your kids to college, or launch a new business venture, money is a tool that can help you achieve it. Just as you can’t live too long or be too happy, so you can’t have too much money. But money’s value depends on its overall role in your life. It makes a vital difference how you obtain it and how you spend it. Living a successful life requires earning money productively. Unearned money cannot make up for lacking a fulfilling productive purpose. If you have a fulfilling productive purpose, however, and if you give careful thought to how best to use the money you earn to achieve your well-being, then the more money the better.

 				This remains true even in cases in which people earn more than they could ever spend on their own personal consumption. Noting that Amazon CEO Jeff Bezos’s estimated fortune amounted to $22 billion, columnist R. J. Eskow wrote, “That’s a lot of net worth for one individual. Granted, Bezos is much smarter than most of his peers. He’s got skills and he’s worked hard. Why shouldn’t he be rich? It’s the American way, after all. But does he need to be that rich?”19 But what drives innovators is not buying up more of the goods that currently exist—it’s pioneering the next great thing. Not consuming, but creating. We would never think to ask why J. K. Rowling continues to write books, even though she has a billion dollars in the bank from writing the Harry Potter series. We understand that it is the writing of the books that drives her. That same motivation applies not only to artists, but to innovators and entrepreneurs as well. They don’t seek wealth in order attain a life-long goal of stagnating. They are committed to life-long growth, and they view wealth as a tool for expanding what they can achieve. In Bezos’s case, he has not only continued to expand Amazon, but he has also started a side venture, Blue Origin, to pioneer private space travel. This is one of the values of having a fortune that far surpasses what you could spend on your personal consumption. A fortune this vast opens up new vistas of achievement, so that you can potentially solve problems that would be impossible to tackle with fewer resources.

				Voluntary Trade: The Guardian of Opportunity

 				To pursue success and happiness is to live the life of a producer, who supports his own existence and lives by his own independent judgment. This is why the United States, and not Cuba, is the land of opportunity. In Cuba, the collectivist creed of the communists means that the road is closed to productive ability and independent thought. In America, our individualistic creed means that—to the extent we live up to that creed—each individual is free to exercise his mind, choose his path, deploy his talents, earn a living or a fortune, and pursue his dreams. If opportunity refers to conditions that are favorable to the achievement of success and happiness, then America has always supplied those conditions in spades: the freedom to think, choose, and produce—and the chance to live among other producers, whose ever-growing sum of knowledge, wealth, and achievements magnifies what we can achieve.

				In America, we have the opportunity to work with entrepreneurs like Bill Gates and Mark Cuban—or to become one of them. We have the opportunity to use new technologies pioneered by innovators like Steve Jobs and Peter Thiel—and to create our own. We have the opportunity to gain access to capital from banks, venture capitalists, and other investors—and to become a capitalist. We have the opportunity to take advantage of the services of first-rate doctors, electricians, home builders, and chefs—and to become first-rate in whatever field we choose. We have the opportunity to buy an increasingly wide array of goods, of increasingly good quality, at an ever-declining cost. And the price for all of this is not bowing down to some political authority, but rising up to the challenge of producing wealth.

				In a free society, the government doesn’t give you a ration card that entitles you to something for nothing. Everything you get, you have to earn through production and voluntary trade with other producers. Whether you want a job or a thriving business or a loan or an iPhone, the passkey is your own achievement, which you trade for the achievements of others. No one owes you a living. “A trader,” Rand writes,

				is a man who earns what he gets and does not give or take the undeserved. He does not treat men as masters or slaves, but as independent equals. He deals with men by means of a free, voluntary, unforced, uncoerced exchange—an exchange which benefits both parties by their own independent judgment. A trader does not expect to be paid for his defaults, only for his achievements. He does not switch to others the burden of his failures, and he does not mortgage his life into bondage to the failures of others.20

 				The institution of voluntary trade is the guardian of opportunity. The reason no one can exploit you or prevent you from succeeding is precisely because you get to decide the terms on which you’ll deal with others—and if you and they can’t come to mutually agreeable terms, you’re all free to go your own separate ways. And by the same token, the reason that you can succeed, whatever your background or starting point, is because it is in the interests of other producers to deal with anyone who has value to offer. No one cares whether the person who fixes his car or performs his brain surgery or applies for a job at his company is male or female, Indian or Pakistani—he wants to know whether they are competent. And if he does care about irrelevant factors like sex or race, he is the one who suffers for his irrationality. He has no power to prevent others from patronizing or hiring the best.

				The inequality critics often tell us that economic transactions shouldn’t be classified as voluntary just because the government refrains from interfering. Instead, they say, those with enormous resources are able to exploit those who have fewer, rendering economic transactions involuntary. The guys at the top have all the power, and they’ll use that power to profit at the expense of those at the bottom, both by paying workers less than they deserve and by charging customers more than can be justified. This view is based on a profound philosophic error: the conflation of political and economic power.

				Political power is the power of the gun—the power to use physical force to get what you want. Political power is what Castro’s goons used to strip people of their land and throw them in jail for speaking out against communism. It is the power possessed by the government. The government has a monopoly on the use of physical force: its laws are not offers, enticements, or suggestions. They are commands, and the failure to obey them is met with physical coercion.

				Economic power is the power of trade—you can offer your resources in exchange for the resources of others. It’s the power of Apple to offer its phone for sale at a price it chooses (and it’s your power to spend your money elsewhere). It’s the power of Amazon to offer its incredible platform to authors and publishers willing to accept its terms (and it’s their power to refuse those terms and live with the consequences). Economic power is not the power to harm people, exploit people, or rob them of their rights—it’s the power to offer rewards or not. As philosopher Harry Binswanger puts it, “A business can only make you an offer, thereby expanding the possibilities open to you. The alternative a business presents you with in a free market is: ‘Increase your well-being by trading with us, or go your own way.’ The alternative a government, or any force-user, presents you with is: ‘Do as we order, or forfeit your liberty, property, or life.’”21

 				No employer, regardless of his economic power, can force someone to accept a job at his establishment. He can only make an offer, which the prospective employee is free to accept or reject. And since there are always competitors bidding for workers, a lowball offer is very likely to be rejected, which is why only a small percentage of the workforce earns the minimum wage. (And even if employers did somehow manage to underpay employees, they wouldn’t be able to pocket the gains: competition would force them to pass on the savings to customers in the form of lower prices.)

				But what about the rare cases in which a potential worker has very few options? Even here, the fact that a prospective employee may have to choose between taking a low-paying job and unemployment doesn’t make his choice involuntary. It still remains true that the would-be employer is expanding the possibilities open to him—not restricting them. To call low pay “wage slavery” is to insult both employers and slaves. As economist George Reisman notes:

				The difference between freedom and slavery is as sharp as day and night, even when a worker must work to avoid the pain of hunger. For even in this case it is not the capitalist employer who causes the worker’s hunger. On the contrary, he provides the means of satisfying the worker’s hunger. The worker works for the capitalist always in order to receive a positive—his wages. The difference between a free worker and slave can always be seen in this: A slave is someone who is kept at his work against his will: by chains, whips, and guns—i.e., by physical force applied by other people. In the absence of such things, he would run off. A free worker, on the other hand, is someone who works of his own choice and who, more likely, can be kept from his work only by means of physical force.22

 				Even in today’s tough economic climate, there are so many opportunities to earn an income that Americans aren’t faced with such dire alternatives. But how should we think about the extremely low pay earned by workers in poor countries? Poverty, we need to keep in mind, is the given. We’re born without resources, and have to create them. But why do so many people remain poor in a world that is so rich? Often there is an injustice involved: individuals are oppressed through political power, and, as a result, they live in abject poverty, subsisting on as little as a dollar a day.

				This is tragic because it is so unnecessary. In countries like Afghanistan, Cuba, and Sudan, individuals who aspire to a better life have almost no hope because they have almost no freedom. But what is astonishing is that it is not these individuals whom the inequality critics point to as “exploited” and “oppressed.” Instead, they point to workers in developing countries who are rising out of poverty thanks to increasing freedom. Workers in places like China and India are said to be working for “slave wages” in “sweat shops,” and American companies like Apple are maligned for “profiting off their backs.”

				No American would want to work in a Chinese factory eleven hours a day for $1.50 an hour. But that is because we have better opportunities available. The reason thousands of Chinese willingly flock to these “sweat shops” is because these are better opportunities than the alternatives that are open to them.

				Journalist Leslie Chang spent two years getting to know female assembly line workers in China, learning firsthand about their experiences, frustrations, and aspirations. She was struck by the fact that certain “subjects came up almost never, including living conditions that to me looked close to prison life: ten or fifteen workers in one room, fifty people sharing a single bathroom, days and nights ruled by the factory clock. Everyone they knew lived in similar circumstances, and it was still better than the dormitories and homes of rural China.” Chang acknowledged that “the factory conditions are really tough, and it’s nothing you or I would want to do,” but concluded that, “from their perspective, where they’re coming from is much worse, and where they’re going is hopefully much better . . .”

				Again and again, Chang documents how these jobs provided the young women she talked to not only with more money than they could have earned elsewhere, but a sense of purpose, a sense of pride, and opportunities for education and upward mobility that simply would not exist absent their so-called enslavement. This led Chang to conclude, “Chinese workers are not forced into factories because of our insatiable desire for iPods. They choose to leave their homes in order to earn money, to learn new skills, and to see the world.”23

 				Research by economist Benjamin Powell supports Chang’s experience. As shown in Figures 3.1 and 3.2, Powell found that “sweat shops” typically deliver a far higher standard of living than is available elsewhere in developing countries—sometimes as much as three times the average national income.
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				Even more striking, Powell found that those who worked in “sweat shops” that had been criticized by name in the U.S. news were usually better off—often much better off—than most people in their country.24

				The lesson, Powell stresses, is that we can’t evaluate work opportunities in a given economy according to how they compare to the opportunities we have. We have to compare them to the next best alternatives that are actually available in those countries. Powell recounts how, in one famous 1993 case, “U.S. senator Tom Harkin proposed banning imports from countries that employed children in sweatshops. In response a factory in Bangladesh laid off 50,000 children. What was their next best alternative? According to the British charity Oxfam, a large number of them became prostitutes.”25

 				Pay isn’t low in developing countries because of the economic power of “greedy” employers. Those employers have to compete for workers the same way their American counterparts do. To the extent a business lacks political power, it can’t use its economic power to pay whatever wages it wants—it has to pay enough to lure potential workers away from their next best alternative. But, at the same time, it cannot pay a worker more than he adds to the company’s profits. Those are the boundaries that determine compensation in the developing world, just as they do in the developed world. The problem, as Powell explains, is that, “Wages are low in the third world because worker productivity is low (upper bound) and workers’ alternatives are lousy (lower bound).”26 The same thing, of course, was true in the United States a hundred fifty years ago, before we amassed the enormous capital that makes even low-skilled American workers incredibly productive.

 				What some regard as offensively low pay in fact reflects voluntary, win/win transactions—with one giant caveat. None of the countries we are talking about are anywhere close to fully free. To the extent people’s rights aren’t being protected by the government—to the extent individuals are subject to political power—they are not being treated fairly, and we are right to protest in the name of safeguarding their liberty. First and foremost we should fight for their freedom to immigrate to the United States if they wish. But we should also champion the protection and expansion of freedom in their home countries, so that they can continue to enjoy the same gains from economic progress that we enjoy.

				In a land of opportunity, we are free—free to produce and to rise by our productive ability. But to flourish in a land of opportunity is not easy or effortless. Opportunity is demanding, and the question each of us faces is whether we will choose to live up to those demands, or not.

				The Demands of Opportunity

				A while back, Don talked to Susan Petersen, an entrepreneur who was featured on the show Shark Tank, about how her business got started. Susan said she had taught herself how to make stylish baby moccasins and decided to turn her talent into a business. The problem was, she didn’t have any money to buy the supplies she needed to get started. But instead of lamenting her lack of opportunities, she asked her brother, who installed windows for a living, if she could follow him around for the summer and keep the aluminum frames of discarded windows. She spent three months knocking the glass out of old window frames and, at the end of the summer, sold the scrap aluminum for $200, which she used to buy the leather she needed to create the shoes. Today, her company, Freshly Picked, is a success.

				Susan’s story illustrates a crucial fact about opportunities: their value depends on our willingness to spot them and capitalize on them. The only reason that Susan’s brother’s business represented an opportunity was because she chose to turn her talent into a business, spent time thinking about how to solve a critical problem, and then put in the sweat equity to carry out her plan.

 				Even opportunities that may come to us without effort on our part—affluent parents, valuable personal connections, a good education—require enormous effort to capitalize on. Going to an excellent school doesn’t do us any good if we don’t study. In his runaway bestseller Outliers, Malcolm Gladwell makes much of the fact that successful people have encountered these sorts of “lucky breaks” at one time or another. The young Bill Gates, for instance, benefited from having access to computers when few people did. But the salient fact about Gates is not that he had this opportunity (which thousands of others in his situation did), but that he acted to capitalize on it, spending countless hours learning to program computers, and eventually launching a software company that would aim to put “a computer on every desk and in every home.” It was only in light of these chosen goals, and of his focused determination to achieve them, that the computers in Gates’s high school represented an opportunity.

				In a free society, opportunities are abundant, but we have to exercise thought and effort in order to transform them into achievements. In fact, many of the opportunities that allow us to succeed are opportunities that we create through our own choices. Andrew Carnegie, for instance, arrived in America as a twelve-year-old Scottish immigrant. With barely a penny to his family’s name, and with only five years of formal education behind him, he went to work at a textile mill, twelve hours a day, for $1.20 a week. His first major break came when he was hired by the Pennsylvania Railroad. Why was he hired? Because at his previous job, Carnegie came in before his twelve-hour shift started so he could learn how to send and receive telegraph messages. Eventually, he was able to take telegraph messages by ear rather than by transcribing the Morse code—a feat only two other people in America could perform.27 Although the scale of Carnegie’s achievement is unique, the fact is that any time we acquire knowledge or develop a skill or achieve something of value, we open up new opportunities that were previously unavailable to us.

 				To thrive in a land of opportunity, you can’t coast. You have to be committed to learning, improving, making tough choices, and setting aside immediate gratification in order to achieve long-range goals. A successful life is something you have to build. You have to be willing to stand on your own two feet and take responsibility for every aspect of your life: decisions about your career, your relationships, your health, your finances. A land of opportunity requires a person to live a self-supporting, self-directing life—a life where there is no limit to what you can achieve, but where you bear full responsibility for achieving it. It is no accident that America appealed to those who were willing to assume that responsibility. Recall the poster calling for Irish immigrants to the United States we quoted in chapter 1: “In America, a man’s success must altogether rest with himself—it will depend on his industry, sobriety, diligence and virtue; and if he do not succeed, in nine cases out of ten, the cause of the failure is to be found in the deficiencies of his own character.”28

				Many commentators have expressed puzzlement at the fact that the United States was one of the last advanced nations to adopt a welfare state. But that’s no coincidence. Opportunity seekers don’t want to be “taken care of.” They want to be free so they can build for themselves the kind of life they want. They know that the flip side of “someone is looking out for you” is “someone is deciding for you.” Even Franklin D. Roosevelt, the man who created the American welfare state, understood this, observing that “in this business of relief we are dealing with properly self-respecting Americans to whom a mere dole outrages every instinct of individual independence.”29

				Not everyone values “individual independence,” however. Some people have no intention of making anything of their lives and, as a result, they do not desire the freedom needed to do so. They desire to have their needs fulfilled without thought or effort, which means: they desire the unearned.

				This desire can take different forms and exist in varying degrees. At its extreme, there are people who literally dream of sitting around the house and watching TV, as they mooch off relatives or the state, and there are criminals, who satisfy their desire for the unearned by resorting to theft or fraud. Much more common is the person who is willing to work, but who doesn’t approach his career or his life thoughtfully or ambitiously. Although he may show up on time and do what’s required of him, he is essentially passive and believes that changing conditions should never require him to learn more or change his routine. (“If my uneducated grandfather could earn a middle-class wage working at the local factory, then why can’t I?”) Then there are the political favor-seekers who actively pursue riches, but do so, not through productive achievement, but through feeding at the public trough. Whatever their differences, one thing remains the same: their ideal world is a Garden of Eden where all of their wants and needs are satisfied automatically and effortlessly, and where they aren’t responsible for exerting the thought, judgment, and effort that success and happiness require.

 				This is precisely what the regulatory-welfare state advocated by the inequality critics claims to provide. You don’t have to learn how to become more valuable if you want to earn more—the government will mandate a minimum wage. You don’t have to think about how to save and invest—the government will provide you a guaranteed old-age pension. You don’t have to bother setting aside an emergency fund—the government will guarantee you unemployment benefits. You don’t have to think about whether a product is useful or safe—the government will judge for you. You don’t have to investigate whether a bank is making prudent decisions—the government will insure your deposits. You don’t have to think about how to educate your children—the government will decide what ideas and values they should be taught. You don’t continually have to innovate to stay ahead of the competition—the government will protect your company or industry from competition. You will be guaranteed security without having to bother using your mind.

				Of course an opportunity seeker cares about economic security—he knows that bad things can happen. But he also understands that genuine security comes from having his rights protected so that he is free to deal with life’s challenges and unknowns as he judges best: to save and invest for the future, to purchase insurance, to keep his skills up-to-date so he doesn’t end up unemployed. His goal is to be free to deal with the demands of nature—not to have the government free him from nature’s demands.

				The worst evil of the paternalistic regulatory-welfare state is that, in attempting to protect people who don’t take responsibility for their lives from the consequences of their own passivity, it sacrifices the responsible individual, who is no longer free to make his own decisions and live on his own terms. If the government gets to decide what the minimum wage is, you don’t get to decide that it’s in your interest to accept a lower wage. If the government gets to decide that you have to cough up 12.4 percent of your income for Social Security, you don’t get to decide what to do with that money or how to plan for your retirement. If the government gets to decide what products are useful and safe, then you don’t get to disagree—say, by trying a potentially life-saving drug the FDA has yet to approve. If the government gets to decide which companies and industries deserve protection and support, then you don’t get to challenge the status quo (at least not without a severe handicap). Government-guaranteed “security” necessarily means limited opportunity.

 				And the government can’t even provide actual security. Genuine security comes from knowing that you are in control of your own life and that you have made provisions for contingencies. The only thing the government can do is give the appearance of security. But when our alleged security is based, not on our own work and our own judgment, but on government handouts and government dictates, we are at the mercy of bureaucrats and voters. Consider the fact that because our so-called entitlements are facing unfunded liabilities on the order of $100 trillion, the government will inevitably have to slash Social Security and Medicare at some point. When? By how much? No one can say. Some security.

				If you want to understand what makes America—and Americans—unique, it is the extent to which we have embraced the demands of living in a free society. In 1952, Reader’s Digest published a short statement from the politician Dean Alfange entitled “An American’s Creed” that eloquently captures the American spirit.

				I do not choose to be a common man. It is my right to be uncommon—if I can. I seek opportunity—not security. I do not wish to be a kept citizen, humbled and dulled by having the state look after me. I want to take the calculated risk; to dream and to build, to fail and to succeed. I refuse to barter incentive for a dole. . . . I will not trade freedom for beneficence nor my dignity for a handout. I will never cower before any master nor bend to any threat. It is my heritage to stand erect, proud and unafraid; to think and act for myself, enjoy the benefit of my creations, and to face the world boldly and say, this I have done. This is what it means to be an American.30

				This is the kind of person opportunity appeals to: the person who desires to earn success by his own choice and effort—not someone who desires the unearned. And apart from a small minority who are severely handicapped, and necessarily depend on the support of those who aren’t, earning success is a challenge all of us can meet.

				Rising from Nothing

 				A free society eliminates barriers to success by securing our rights. But success is never easy—particularly for those who start with nothing. What’s important to understand is that, so long as men are left free, success is possible to anyone willing to exert the thought and effort it requires.

				Consider the story of Ben Carson.31 Carson, a black man, was raised in a poor household by a single mother whose own education ended in the third grade. Despite his inauspicious start, Carson decided at an early age that he wanted to become a doctor.

				It would not be easy. Carson was not a naturally gifted student, and starting at the bottom of his class, he set an ambitious goal—to become the top student. He cut the amount of TV he watched, diligently studied, and used his free time to read widely. “Bennie,” his mother told him, “if you can read, honey, you can learn just about anything you want to know. The doors of the world are open to people who can read.”32 Within two years Carson had achieved his goal—he was the top student in his class.

				But his focus began to slip a few years later as he entered high school and started paying more attention to being “one of the guys” than earning high marks. When he realized that his grades had dropped, Carson reevaluated his priorities. His mother had taught him he was the one “ultimately responsible” for his own life. As he pondered his low grades, he writes, “I began to realize that I had myself—and only myself—to blame. The in-group had no power over me unless I chose to give it to them.”33 He once again put his energy into his school work.

				Eventually, thanks to his top grades and high SAT scores, Carson was able to attend college at Yale and later enter medical school at the University of Michigan. Once again he struggled, and once again he took responsibility for improving:

				During my second year . . . I got out of bed around 6:00 a.m. and would go over and over the textbooks until I knew every concept and detail in them. . . . All during my second year, I did little else but study from the time I awakened until 11:00 at night. By the time my third year rolled around, when I could work on the wards, I knew my material cold.34

 				Shortly thereafter, Carson fell in love with neurosurgery, and chose it as his specialty. “I have to know more, I’d find myself thinking. Everything available in print on the subject became an article I had to read. Because of my intense concentration and my driving desire to know more, without intending to I began to outshine the interns.”35 He started taking over the responsibilities of the medical interns and residents, who would hand Carson their beepers and go nap in the lounge. Carson didn’t mind—it gave him a chance to learn.

				Ultimately, Carson’s intense focus, ambition, and relentless commitment to learning would lead him to become a top neurosurgeon at Johns Hopkins. Reflecting on his path, Carson concluded:

				These young folks need to know that the way to escape their often dismal situations is contained within themselves. They can’t expect others to do it for them. Perhaps I can’t do much, but I can provide one living example of someone who made it and who came from what we now call a disadvantaged background. Basically I’m no different than many of them.36

				This is the kind of tenacity and dedication to a productive purpose that anyone can emulate and that can enable one to triumph over seemingly insurmountable obstacles to success. No, not everyone can become a surgeon. We have to set goals commensurate with our abilities (although we should be careful not to underestimate our abilities). But if we do that, then it is entirely possible to overcome our disadvantages and build a career for ourselves that is financially and spiritually rewarding.

				Take someone who, despite his best efforts, struggles with academic work. There are still enormous opportunities for skilled blue-collar work—for mechanics, electricians, plumbers, welders, and the like. These are well-paying jobs that can be deeply fulfilling, and yet millions of such jobs are going unfilled right now because there aren’t enough workers trained to do them. As former Dirty Jobs host Mike Rowe has argued, the main reason for this is that “our society [has] waged . . . a sort of cold war on [blue-collar] work. . . . [L]ook at the way those industries are portrayed in pop culture. Show me a plumber, and I’ll show you a 300-pound guy with a giant butt crack and a tool belt. He’s a punch line.”37 But it’s the plumber who gets the last laugh: the fact is that with only a couple years of training, a junior plumber can earn between $40,000 and $50,000 a year, and an experienced plumber can earn upward of $70,000.38

 				Even the low-skilled service-sector jobs at places such as McDonald’s and Walmart have been unfairly maligned as “dead-end jobs.” A low-skilled, low-paying job is not a limit on opportunity—it’s a stepping-stone to greater opportunity. Or it is if you choose to make it one. Most employers today are desperate, not just for great employees, but even for good employees—competent workers who show up on time and stay until the job is done. Anyone who does that can advance. And many people do. After studying fast-food workers from Harlem’s ghetto, sociologist Katherine Newman found that about a third of the workers she followed had climbed their way out of poverty over the course of eight years—sometimes through internal promotion, sometimes by leaving the fast-food industry for higher-paying jobs elsewhere, and sometimes by going to college or trade school. (And, as she also shows, many of those who didn’t escape poverty were held back by their own choices.)39

				One of the worst things we can do for people who want to advance out of low-paying jobs, Newman points out, is to demean those jobs as mindless or degrading. As she writes in her book No Shame in My Game, even though many low-paying workers employ talents similar to those used by their white-collar counterparts—“memory skills, inventory management, the ability to work with a diverse crowd of employees, and versatility in covering for fellow workers when the demand increases” among many other skills—such workers are “limited by the popular impression that the jobs they hold now are devoid of value.” Newman is particularly disturbed by the fact that “when journalists want to call upon an image that connotes a deadening, routinized, almost ‘skill-free’ job, they routinely invoke the fast-food burger flipper as the iconic example. Writers interested in championing the cause of the de-skilled worker have also contributed to this image problem” by suggesting that “there is no skill left in the job” and that “any worker with half a brain [would run] for the door.”40 We live in a culture that has denigrated honest work, and the inequality critics share no small part of the blame. Instead of recognizing the dignity in a job well done, they equate dignity with a job well-compensated (or, absent that, a welfare check).

 				Overcoming poverty or a bad education and making something of your life is a heroic achievement. An even more heroic achievement, however, is building a successful life for yourself when your friends, family, and neighbors do not nurture your talent and ambition, but actively discourage you in your pursuit of a better life. Tragically, that is the reality faced by millions of young people today—particularly in America’s poorest communities.

				“You don’t travel very far in the ghetto,” writes New York Times reporter Jason DeParle, “without hearing a crab-pot story, of someone who tried to get ahead but was dragged down by family and friends—a resentful boyfriend, an addicted sister, a brother headed for jail. Stories of ghetto success often involve a moment of physically breaking away, to school, the army, or merely the asylum of an outside mentor.”41

				In his moving account of gifted inner-city students, And Still We Rise, Los Angeles Times reporter Miles Corwin describes an example of this “crab-pot” phenomenon—named after the behavior of crabs in a pot, who try to escape, only to be caught and pulled back down by other crabs—in which people who make an effort to rise are dragged down by pressure from their peers:

				In the ghetto, where teenage machismo is venerated in rap songs and music videos, where athletes and gangbangers gain the most attention in the school hallways, an affinity for academics is something to camouflage, not celebrate. The serious student often is regarded as effete, as a sellout, as someone who has disdained his culture.

				In his book, Corwin describes the experience of a young man named Sadi, who “had participated in class discussions and tried to articulate his opinions” only to have other students “mock him or shout: ‘Stop trying to act white.’” The head of the school’s gifted program, Scott Braxton, explained to Corwin that many students would rather quit the gifted program than face such ridicule: “[E]very year a number of boys come by my office, begging to get out. They feel that by going the academic route, they just can’t fit in. The pressure gets to them. They just get dragged down by this strong undercurrent in the neighborhood against carrying books, against studying, against striving to succeed in school.”42

 				The problem is broader than outright hostility toward ambition and achievement. Growing up in a broken home, surrounded by crime, racial prejudice, drug addiction, alcoholism, and shiftlessness all work against a young person’s ability to develop the values and character that make success possible, and—as recent work by researchers such as Charles Murray and Robert D. Putnam has persuasively argued—many of these problems are on the rise in poor communities.43

				Success is always hard, even when you have everything going for you. But to set ambitious goals and remain dedicated to them when your family, your neighbors, your community are all pushing you in the opposite direction takes an exceptional amount of courage and independence, and is an immense moral achievement. But as millions of Americans have shown, it is possible. It is patronizing to conclude, as many people do, that a bad environment absolves an individual of responsibility for making something of his life. You can see this attitude most clearly in one of the most influential works on inequality in American history, Michael Harrington’s 1962 work The Other America: Poverty in the United States. In it, Harrington claims that poor people are helpless in the face of the challenges that come from living in impoverished neighborhoods.

				The drunkenness, the unstable marriages, the violence of the other America are not simply facts about individuals. They are descriptions of an entire group in the society who react this way because of the conditions under which they live. . . . The other Americans are those who live at a level of life beneath moral choice, who are so submerged in their poverty that one cannot begin to talk about free choices. . . . [S]ociety must help them before they can help themselves.44

 				This is far different from acknowledging the fact that it is enormously difficult to grow up in the ghetto, or that in forming a moral judgment of someone it’s relevant to consider whether he is surrounded by good role models and plentiful resources or by destitution and lowlifes. It says people are helpless in the face of such influences and blameless for their bad decisions. This is one of the most troubling strains in the economic inequality critique: the implicit, and sometimes explicit, suggestion that Americans can’t succeed through their own effort. “The status of your children, your grandchildren, your great grandchildren, your great-great grandchildren will be quite closely related to your average status now,” says University of California Davis economist Gregory Clark.45 In the face of such alleged facts, we should not expect people to struggle over obstacles in order to succeed—and we certainly shouldn’t hold them accountable for choices that undermine success, such as choosing to use drugs, or commit crimes, or to have children they can’t afford to support. That, writes Salon’s Elias Isquith, would be “blaming the victim” and conveying the message that “a person’s inability to provide herself with the material comforts of a modern life stems from her own shortcomings, rather than the failure of the social and economic system at large.”46

				This represents a ludicrous false alternative: it says that either individuals are always at fault for where they end up, or that they are never at fault. And it ignores the far more pressing question: what should a person do about his circumstances going forward? Whether or not it is a person’s fault that he’s failed to achieve success, achieving success is still his responsibility. Responsibility, in this context, isn’t about condemnation, but empowerment: it means even if you’ve been victimized, you don’t have to live as a victim—you can rise above your circumstances. Even in today’s world, in which too many communities are hostile to success, and in which too many government policies make success more difficult to achieve, success is possible—but only if an individual doesn’t accept the role of a victim, doesn’t wait around for society to cure all its social and economic ills, and instead fights to make something of himself.

 				Don’s friend Jeremiah is a testament to the power of individual responsibility. Growing up in some of the roughest neighborhoods in Connecticut, Jeremiah spent his early years living in motel rooms, housing projects, and homeless shelters, all while living in fear of an abusive father. “He was an alcoholic. He was into drugs. He has a jail record that goes back to the Seventies. My most vivid memories of my father were of him coming home angry and my being in trouble. . . . He was a terror.” Many evenings, Jeremiah and his sisters were left alone while his parents partied. The next day, the kids would have to sit silently in bed for hours, until their parents woke up in the afternoon. Sometimes this meant that Jeremiah missed school. That was particularly rough: there was seldom enough to eat at home, and he often went hungry. “When I lived at home my sisters and I would dream about the day when we would run away. I know one of my favorite stories was The Boxcar Children, because that was my dream. I would take my sisters and we would find an empty boxcar somewhere and figure out how to live.” He never did run away, but eventually Jeremiah was put into the foster care system, which was a step up from the hell that came before, but just barely.

				If anyone ever had an excuse for thinking of himself as a victim, Jeremiah certainly did. Instead, he viewed himself as better than his surroundings, and regarded it as his responsibility to overcome them. “I had certainly concluded by the time I was fourteen that if I was going to do anything I needed to do it myself. [I thought,] ‘I am not going to wait for other people to get things done for me.’” He became “fiercely independent. If it needed to be done, I was going to do it. And when I do it, it’s going to get done.”

				Whether it was at school or on the jobs he held throughout his teens and early twenties, Jeremiah cultivated a savage work ethic. At school he regularly made honor roll, and when it came to work, whether he was filing papers at a business office, or selling shoes at a department store, or washing dishes at a pizza joint, his attitude was always the same: “If you’re going to do anything, then just be the best at doing it. . . . I wasn’t going to just wash dishes, I was going to be the best dishwasher they had.”

				His hard work would pay off. Although life remained tumultuous throughout his teens, Jeremiah ultimately enrolled in college and, after graduating with a degree in literature, built a successful career for himself. Today he teaches grammar and literature to middle school students. “I wanted to teach people about the world around them. . . . The world of education is thrilling to me, in that it has that potential to raise people from the cave, so to speak.”47

				The fact is that Americans are not helpless, and it is not compassionate but immoral to tell them that they are. Preaching a philosophy of victimhood only creates more victims, and encourages precisely the kinds of environments that are hostile toward ambition and success. When people are taught that they cannot succeed through their own efforts, those who accept that notion will naturally come to resent those who try to succeed through their own efforts, creating the crab-pot phenomenon that drags so many people down. One of the subjects in sociologist Katherine Newman’s study of poor fast-food workers explains it this way:

 				Tiffany, also a teen worker in a central Harlem Burger Barn [a fictional name for a nationwide hamburger chain], thinks she knows why kids in her community who don’t work give her such a hard time. They don’t want her to succeed because if no one is “making it,” then no one needs to feel bad about failing. But if someone claws her way up and it looks as if she has a chance to escape the syndrome of failure, it implies that everyone could, in theory, do so as well. The teasing, a thinly veiled attempt to enforce conformity, is designed to drag would-be success stories back into the fold.

				“What you will find in any situation, more so in the black community, is that if you are in the community and you try to excel, you will get ridicule from your own peers. It’s like the ‘crab down’ syndrome. . . . If you put a bunch of crabs in a big bucket and one crab tries to get out, what do you think the other crabs would do now? According to my thinking, they should pull ’em up or push ’em or help ’em get out. But the crabs pull him back in the barrel. That’s just an analogy for what happens in the community a lot.”

				Keeping everyone down protects against that creeping sense of despair which comes from believing things could be otherwise for oneself.48

				We should be compassionate toward those who face daunting challenges. But we should also respect them enough to insist that they take responsibility for overcoming those challenges and acknowledge that they are able to overcome them. And, given the huge obstacles the government has put in the way of their success (see chapter 5), we should fight for a freer America, so that everyone has the greatest possible opportunity to rise by his own effort.

				The “Equality of Opportunity” Ruse

 				Today it is fashionable to speak, not of opportunity, but of equality of opportunity. This phrase is seldom defined, and comes in a variety of flavors, but the most influential conception of equality of opportunity comes from the late egalitarian philosopher John Rawls. For Rawls, equality of opportunity does not refer simply to the absence of legal barriers to success (e.g., Jim Crow laws), but to equality of initial chances of success as well. In the race of life, according to the Rawlsian view, everyone should have a fair shot at success; just as a track meet would be unfair if some people started halfway to the finish line, so it’s critical that the government help even out the opportunities we encounter in life—to level the playing field by taking away advantages from the fortunate (e.g., huge inheritance taxes) and giving advantages to the less fortunate (e.g., government provision of health care and education).49

				This idea of equality of opportunity is appealing to many people, even those untroubled by unequal economic outcomes. As the authors of The Spirit Level point out, “Unlike greater equality itself, equality of opportunity is valued across the political spectrum, at least in theory.”50 The reason it’s so appealing is that it taps in to our sense of fairness: in any game, we want everyone to play by the same rules.

				But life is not a game, and achieving equality of initial chances means forcing people to play by different rules. Trying to equalize initial chances of success in life requires the government to treat people unequally: in order to ensure an equal material and educational starting point, the government has to take earned money from well-to-do parents and give unearned money and education to less well-to-do parents. But even that doesn’t achieve equality of initial chances. Taken seriously, the egalitarian notion of equality of opportunity would mean that you would not be allowed to provide your child with any opportunities—a better school, a better computer, a better book collection, a trip abroad—if other people’s children did not have the same opportunities. One philosopher recently mused that it might even be wrong for parents to read to their children since it could give them an “unfair advantage” in life.51

 				If that agenda is obscene, the premise it’s based on is absurd. The fact is that life is not a race: success in life isn’t determined by how well you do compared to other people. It’s determined by whether you are able to achieve whatever hopes and dreams you set for yourself: to build a great company, to write a great book, to excel as a computer programmer, to be a great teacher or a great plumber. None of that requires besting others; the favorable circumstances they enjoy can’t hold you back. Exactly the reverse is true. Part of the reason people flock to the United States is precisely because it is a land in which other people are wealthier, better educated, and more productive than in their home countries. It is infinitely easier to prosper as a cab driver in the Hamptons than in Havana. If life was actually a race in the sense that the egalitarians suggest, then instead of foreigners immigrating to America, Americans should be immigrating to places like Mexico and India, where they would be among the wealthiest and best educated people in the country. The reason this doesn’t happen is because we know in some terms that we aren’t locked in a zero-sum battle for success, where we have to conquer opponents in order to achieve victory. In reality, we succeed by producing values and trading them with other producers, in exchanges where both sides win—and the more others have to offer, the easier our success becomes.

				All of us are born with certain advantages and certain challenges, and our happiness depends on maximizing our advantages and overcoming our challenges. Will the struggle upward be harder for some than for others? No question. If your parents are loving, rich, educated, and well-connected, you’ll probably have an easier time building a successful life than if you’re born a poor orphan. This is one reason parents work so hard to provide their children with opportunities. But the only way to equalize opportunities would be to deprive some people of the opportunities that are rightfully theirs. Our focus should be on making the most of our own lives, regardless of whether we start at the bottom or the top—not on envying the advantages and achievements of others.

				And it is the freedom secured by political equality that allows us to make the most of our lives. When we’re equal before the law, no one can use the power of the government to gain special privileges that hold us back or exploit us. Black or white, rich or poor, we all have the same rights: to think, produce, and trade freely with other people. In this sense, a free society does provide a level playing field. Everyone can participate in the opportunity provided by a free society, because we all play by the same rules.

				It was the ideal of political equality that, to the extent we lived up to it, made America, America. The reason millions have left the countries of their birth to come to America’s shores, the reason they thought of this as the land of opportunity, was not because they would have equal opportunity, but because equality of rights meant they would be free—and because this freedom would allow them to participate in the greatest wave of progress in human history. In their home countries, other people could stop them from making the best of their circumstances by restricting their freedom and confiscating their property. In America, no one can.

 				What made America great—and the reason it continues to be the place to which people flee in search of opportunity—is the extent to which we have the liberty to rise by means of our own thought and effort, regardless of where we start. Whereas collectivist ideologies such as communism appeal to people’s sense of envy and the desire for the unearned, America appeals to the best in people: their desire to earn their way to a better life, whatever the obstacles. As John B., the Cuban immigrant we met earlier, put it:

				I went to school, worked, and progressed through life to where I was secure. I’m retired now, but I did reasonably well. This country allows us to do that. There were no restrictions, no class systems. . . . Nobody ever gave me anything special, nor did they take anything away from me. I competed on my own merit, and did everything on my own.52

				The economic inequality critics regard this attitude as naïve. Opportunities, they maintain, must be equal. And, they add, opportunities can’t be equal, so long as outcomes are unequal. “Inequality of outcomes and inequality of opportunity reinforce each other,” writes Joseph Stiglitz.53 Every time a person achieves a successful outcome, such as finishing college, that opens up a new range of opportunities—opportunities not enjoyed by those who haven’t achieved the same outcome. When parents rise from poverty to become affluent, their outcomes translate into unequal opportunities for their children, who can now enjoy better health care, go to better schools, and afford to take prestigious but low-paying internships. “What it all comes down to,” writes Paul Krugman, “is that although the principle of ‘equality of opportunity, not equality of results’ sounds fine, it’s a largely fictitious distinction. A society with highly unequal results is, more or less inevitably, a society with highly unequal opportunity, too.” And so, argue the critics, to achieve genuine equality of opportunity, the government needs to equalize results: in education, in health care, in wages, in wealth. “If you truly believe that all Americans are entitled to an equal chance at the starting line,” concludes Krugman, “that’s an argument for doing something to reduce inequality.”54

				If we genuinely care about opportunity, we need to reject the egalitarian concept of equality of opportunity, and put the focus squarely back on equality of rights and the freedom it gives us to take advantage of life’s limitless opportunities.

			

		

	
		
			
 				Chapter Four

				The Conditions of Progress

				Our Amazing World

				Economic progress is at the heart of the American Dream. The optimism so characteristic of Americans comes from the conviction that life will be better in the future than it was in the past. But what makes progress possible?

				Although we often take progress for granted, it is a startlingly new phenomenon. For most of human history, the world looked pretty much the same at the end of your life as it did at the beginning. Life was cyclical, not progressive. For more than two million years, mankind’s most advanced technology consisted of a few stone tools. Two million years. Imagine if Apple didn’t update the iPhone for two million years! But it’s not that our ancestors were stupid. It’s that gaining new knowledge and creating new technologies are the most difficult things human beings do. What should astonish us is not how long it took our ancestors to emerge from the cave, but how far we’ve come since they did.

 				But forget the caveman—just look at how far we’ve come in the last hundred years or so. By historic standards, Americans in 1900 were already the wealthiest people in history, having virtually eliminated two of mankind’s most dire adversaries—disease and famine. And yet, by every measure you can think of, human life has improved beyond our great-grandparents’ wildest dreams. Let us share with you some research compiled by the Cato Institute’s Human Progress project. Cato is a free-market-leaning think tank, but none of this research is controversial. Start with life expectancy from birth, which has risen from just over thirty-five to nearly eighty in the United States in just two hundred years (Figure 4.1).1

				In the United States, infant mortality has declined from 26 out of every 1,000 births in 1960 to only 6 out of 1,000 in 2011 (Figure 4.2).2

				For most of human history, our most pressing problem was getting enough food. Now food is abundant and affordable. In Figure 4.3, for instance, we see that wheat yields have increased dramatically while the price of wheat has fallen.3

				What about living standards? One interesting measure of our standard of living is the percent of our income we spend on life’s basics. In 1929, over 54 percent of our income went to essentials such as food and housing. By 2011, that had plummeted to 32 percent (Figure 4.4).4
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 				But all of this data is almost beside the point. To see how far we’ve progressed, just ask yourself:

				
						Would you give up your job for fourteen grueling, dangerous, and monotonous hours a day on a farm?

						Would you give up your car and instead trudge around on foot or by horse?

						Would you give up your nutritious, tasty diet filled with tender cuts of meat, fresh fruits and vegetables, and cheap and convenient processed foods in order to enjoy nineteenth-century staples like milk-and-bread dinners? How about giving up your TV, radio, iPod, iPad, and computer in favor of four or five books and relentless family sing-alongs?

 						Would you give up your spacious, temperature-controlled home, in favor of a shack that was sweltering during the summer and freezing during the winter (unless you were willing to fill your house with the noxious smoke from your fireplace)? And where your trash wasn’t whisked away by a garbage truck, but piled up on your sidewalk? And where you or your spouse would have to spend most of the week performing the tasks now handled by clean-burning stoves, automatic coffeemakers, dishwashers, and washing machines?

						Would you give up modern medicine and return to a time when an infection often meant amputation or worse, when childbirth often meant death, and a trip to the dentist always meant torture? (Okay, some things never change.)

				

				From a long-term historical perspective, more of us are living longer, safer, richer lives than ever before. No, we don’t live in a Garden of Eden, where the things we need are automatically supplied by nature. But we do live on a Glorious Earth, where we can make life amazing. And it can be amazing for everyone, because it turns out that the way we improve our lives—ingenuity and effort—is not a fixed-sum game, where we battle over a static amount of wealth. We produce wealth, and there is no limit to how much wealth we can produce.

				Who Created the Modern World?

				In his autobiography, Apple cofounder Steve Wozniak, or Woz, as he’s usually called, describes how his dad, an engineer, would explain to the four-year-old Woz how electronics worked. “I remember sitting there and being so little, and thinking: ‘Wow, what a great, great world he’s living in,’” Woz recalls. “I mean, that’s all I thought: ‘Wow.’ For people who know how to do this stuff—how to take these little parts and make them work together to do something—well, these people must be the smartest people in the world. . . . I could see right before my eyes that whatever my dad was doing, whatever it was, it was important and good.”5

				By the time Woz was ten, he was telling his father that he wanted to be an engineer.

 				I wanted to put chips together like an artist, better than anyone else could and in a way that would be the absolute most usable by humans. That was my goal when I built the first computer, the one that later became the Apple I. It was the first computer to use a keyboard so you could type onto it, and the first to use a screen you could look at. The idea of usable technology was something that was kind of born in my head as a kid, when I had this fantasy that I could someday build machines people could use. And it happened!6

				But it wasn’t easy—it was the climax of a lifetime of work and study. Woz spent his childhood building gadgets, such as an electronic tic-tac-toe machine that was programmed to never lose a game and, in eighth grade, an electronic calculator that could add and subtract. In high school, Woz discovered computer programming, which was still at a primitive stage. When other kids his age were off dating and playing sports, he stayed home and created computers.

				I’d take [computer] catalogs of logic components, chips, from which computers are made, and a particular existing computer description from its handbook, and I’d design my own version of it. Many times I’d redesign the same computer a second or third time, using newer and better components. . . . Because I could never afford the parts to build any of my computer designs, all I could do was design them on paper. Typically, once I started a design, I’d stay up very late one or more nights in a row, sprawled on my bedroom floor with papers all around and a Coke can nearby. Since I could never build my designs, all I could do was try to beat my own designs by redesigning them even better, using fewer parts. I was competing with myself and developed tricks that certainly would never be describable or put in books.7

 				In 1975, when he was only 25 years old, Woz found out about the microprocessor, and realized that “all those minicomputers I’d designed on paper” in high school and college “were pretty much just like this one”—only “now all the CPU parts were on one chip. . . . It was as if my whole life had been leading up to this point.” The idea for the personal computer was in his head. “[I]t was that very night that I started to sketch out on paper what would later come to be known as the Apple I,” he said.8 In 2000, the invention of that first personal computer would land Woz in the National Inventors Hall of Fame, which honors “the women and men responsible for the great technological advances that make human, social and economic progress possible.”9

				Who creates wealth? On one level, all of us. We all go to work and help create the goods and services that make up today’s amazing world. Maybe you write code for software. Maybe you teach music to middle-schoolers. Maybe you fix cars or perform brain surgery or, God help you, write books on inequality. Whatever it is, you do productive work in exchange for money, which you use to buy the dizzying array of things that other people produce.

				But that’s only part of the story. Not all work is equally productive. Some of us create a little wealth. Some of us create a lot. A tiny handful, like Steve Wozniak, create so much that their names go down in the history books.

				Think of some of the things that make your life wonderful. Your cell phone, your computer, the Internet? You can thank Robert Noyce and Jack Kilby, who invented the integrated circuit. The car that took you to work? You can thank Henry Ford, who transformed the automobile from a curiosity of the rich into a mass-market product. The radio you listened to on the way to work? You can thank Guglielmo Marconi. The airplane that took you to your best friend’s wedding? You can thank the Wright brothers. The big screen TV you can easily afford? You can thank Sam Walton. The electricity that lets you watch that TV? You can thank Thomas Edison and Nikola Tesla. The penicillin that easily cured you of an infection that was fatal a hundred years ago? You can thank Alexander Fleming. This book? You can thank Johannes Gutenberg—unless you’re reading this on an iPad, in which case you can thank Steve Jobs.

				Many other people contributed to these discoveries in one way or another, of course. That’s not the point. The point is that of all the billions of people who have walked this earth, we can thank a few hundred for virtually everything that makes our lives so much more safe and enjoyable than that of our ancestors.

 				What distinguishes these individuals from the rest of us? Well, obviously it’s not muscles. No doubt any longshoreman could have taken Steve Jobs in a fight. Nor is it effort or virtue alone. To be sure, all of these individuals exercised enormous effort and virtue in achieving what they did. But sign on to Netflix and watch some old episodes of Dirty Jobs—you’ll see plenty of electricians, janitors, and zookeepers who work thoughtfully and diligently, and while they deserve our admiration and respect, they aren’t changing the world.

				No, the crucial fact about all these individuals is that they contributed new ideas. The key to understanding our amazing world is to understand that the production of wealth is fundamentally an intellectual project. Wealth creation is first and foremost knowledge creation. And this is why you can add to the list of people who have created the modern world, great thinkers: people such as Euclid, Aristotle, Galileo, Newton, Darwin, Einstein, and a relative handful of others.

				Whether we’re making a spear out of sticks and stones or making a skyscraper out of steel and glass, all human production amounts to taking the raw materials of nature and rearranging them for a human purpose. Finding those materials, figuring out their potential uses, discovering new ways to put them together, and conceiving of the purposes they are to serve—all of that requires thought. The biggest breakthroughs in human well-being are breakthroughs in knowledge: they involve someone discovering a new, important idea, which is then put into productive practice.

				Aristotle discovers the essentials of logical thinking and makes possible all the later achievements of science. Newton discovers the laws of motion and universal gravitation and invents calculus, laying the foundation for classical mechanics, which among other achievements got us from the Earth to the Moon. Thomas Newcomen discovers how to make the first practical steam engine and launches the machine age. Henry Ford discovers how to dramatically lower costs through mass production and puts millions of Americans behind the wheel of a car. Louis Pasteur discovers the principles of vaccination and saves untold millions of lives. Norman Borlaug discovers ways to make major improvements in agriculture, saving over a billion people from starvation.

				The source of human progress is human ability, which means intellectual ability. The greatest contributors to production are not those who supply physical labor but those who contribute ideas—new theories, inventions, tools, businesses, and methods—to the productive process. We can see this most clearly when we look at the role of the entrepreneur.

 				The entrepreneur seeks out new profit opportunities, often introducing new products, new services, or new ways of doing business. Entrepreneurs like Bill Gates (Microsoft), Elon Musk (PayPal), and Richard Branson (Virgin) are the risk takers and trailblazers who start new businesses and even new industries. The word “entrepreneur” comes from the French word entreprendre, which means to “undertake” and is thought to have been coined by the French economist Jean-Baptiste Say. According to Say, the entrepreneur is the “master-agent.” He sets a business enterprise in motion, often risking his own wealth along with that of other investors. The success or failure of the enterprise rests on his shoulders.

				Consider the case of Steve Jobs. Jobs didn’t design the Apple I or the Apple II—that was Woz’s achievement. But, as Woz puts it, if he was the builder, Jobs was the businessman.10 It was Jobs who was responsible for recognizing that Woz’s creation belonged not in a hobbyist’s garage but in every American’s home. According to Woz, “I would never have been able to explain to the world, ‘Here’s why you should have computers in your home, here’s why they are good for society and good for the world.’”11 That was Jobs’s achievement: to take Woz’s brilliant creation and transform it into a successful consumer product. Starting with $1,300 in working capital, and working out of parents’ home, Jobs would soon turn Apple into the most successful computer company in the world and, eventually, one of the most successful companies in history, transforming the way we live and work.

				What’s true of the entrepreneur is equally true of the other crucial roles people play in the economy: it is human intelligence that fuels prosperity. To see this, let’s look briefly at three of those roles: management, finance, and labor.

				Management. The vast majority of the innovations that have improved our lives were not innovations in products but innovations in processes: how to organize a company, how to structure a supply chain, how to use resources efficiently, how to find and keep great employees. The key figure here is the manager. The manager oversees the use of capital and labor in order to ensure that the company’s goals are being met and that its resources are being used as efficiently as possible. Managers, from the frontline supervisor to the CEO, plan and manage the firm’s resources. While workers are focused on individual projects and tasks, the manager’s job is to take a broad view of the organization. The top manager—the CEO—takes the widest perspective and the most long-range time frame.

 				In Apple’s case, Steve Jobs would eventually come to play this role as well. Jobs had been forced to resign from the company he helped to create in 1985, but after a string of bad managers put Apple on the brink of bankruptcy, he returned to the company in 1997 and assumed the position, first, of interim CEO, and then of CEO. Many people at the time thought Apple was done for, its market share torn to shreds by Microsoft. Jobs disagreed.

				In Jobs’s view, Apple had been destroyed by its previous leaders’ “bringing in corrupt people and corrupt values” and abandoning its commitment to “making great products.”12 To save Apple, Jobs would enact vast changes on both fronts. As biographer Walter Isaacson explains, “Jobs immediately put people he trusted into the top ranks at Apple” and, at the same time, worked “to stop the hemorrhaging of [existing] top Apple employees.”13 As for the products, Jobs started by diagnosing the problem: “The products suck! There’s no sex in them anymore!”14 Jobs decided that one of the problems was a lack of focus: Apple had too many products, and too many versions of each product. He started cutting product lines until he zeroed in on what he thought would save Apple. Isaacson describes a key product strategy session:

				He grabbed a magic marker, padded to a whiteboard, and drew a horizontal and vertical line to make a four-squared chart. “Here’s what we need,” he continued. Atop the top columns he wrote “Consumer” and “Pro”; he labeled the two rows “Desktop” and “Portable.” Their job, he said, was to make four great products, one for each quadrant. “The room was in dumb silence,” [one participant] recalled.15

				Jobs made thousands of other key decisions in those early days. According to Isaacson, “He got involved in all aspects of the business: product design, where to cut, supplier negotiations, and advertising agency review.” Jobs even replaced practically the entire board of directors.16

				His first public initiative as CEO was Apple’s famous Think Different campaign, which centered on a commercial that attempted to sum up the Apple philosophy:

 				Here’s to the crazy ones. The misfits. The rebels. The troublemakers. The round pegs in the square holes. The ones who see things differently. They’re not fond of rules. And they have no respect for the status quo. You can quote them, disagree with them, glorify or vilify them. About the only thing you can’t do is ignore them. Because they change things. They push the human race forward. And while some may see them as the crazy ones, we see genius. Because the people who are crazy enough to think they can change the world are the ones who do.17

				It was with this hymn to human ability that Apple started on the path that would, indeed, change the world, guided throughout by human intelligence—starting at the top.

				Finance. Finance involves acquiring financial capital and directing it to productive uses. It is made up of the investors, shareholders, bankers, brokers, traders, and speculators who together supply capital to the economy. They take savings—unconsumed wealth from prior acts of production—and put them into the hands of the entrepreneurs and managers who create all of the goods and services that make up our amazing world.

				This is no easy task. At any time, there are countless people seeking capital investment, from the immigrant who wants to start a dry cleaner’s to the college dropout who wants to pioneer a new technology. But capital is limited. Put capital into the wrong hands, and you could destroy it. Put it into the right hands, and what you can achieve is limitless. The capitalist is the one who makes these decisions.

 				In The Birth of Plenty, William Bernstein observes that “the lion’s share of Western society’s prosperity originates in the minds of a few geniuses.” But, “[t]ranslating their ideas into economic reality requires . . . staggering amounts of capital.”18 This was true in Apple’s case. To grow beyond Jobs’s parents’ garage, Apple needed capital—lots of it. But who would be willing to risk hundreds of thousands of dollars on two inexperienced kids who wanted to bring an untested good to the market in an industry that didn’t even exist? Jobs approached several potential investors and was roundly rejected. Then he met Mike Markkula. Described by Jobs’s biographer as “cautious and shrewd,” Markkula saw the enormous potential of Apple. “We’re going to be a Fortune 500 company in two years,” he told Jobs. “This is the start of an industry.” Markkula offered Jobs and Woz a $250,000 line of credit. Later Jobs would recall, “I thought it was unlikely that Mike would ever see that $250,000 again, and I was impressed that he was willing to risk it.”19 Without Markkula’s vision and his willingness to risk his money in the name of that vision, Apple might never have been born.

				Labor. Labor, for lack of a better term, is what carries out the vision of entrepreneurs and the plans of managers, using the resources supplied by capitalists. It includes pilots, restaurant hostesses, car salesmen, coal miners, construction workers, TV writers, and accountants, among thousands of other examples. It stretches from unskilled workers performing manual labor to roles that require every bit as much thought as that required of a company’s leaders.

				At Apple, for instance, one of the key workers was Jony Ive, head of the design team. By the time Jobs returned in 1997, Ive was ready to quit, frustrated that Apple had long ago abandoned its commitment to great products. Jobs assured him it was a new day. Jobs would later describe Ive as “a spiritual partner.” Both men shared a deep commitment to creating products that were simple and elegant, with thought given to every aspect of their design. “What I really despise,” says Ive, “is when I sense some carelessness in a product.” There was no carelessness in Ive’s work. He recognized that achieving the simplicity he and Jobs sought required an enormous amount of thinking. “It involves digging through the depth of the complexity. To be truly simple you have to go really deep. For example, to have no screws on something, you can end up having a product that is so convoluted and so complex. The better way is to go deeper with the simplicity, to understand everything about it and how it’s manufactured. You have to deeply understand the essence of a product in order to be able to get rid of the parts that are not essential.”20

 				Whether you’re an administrative assistant, a car mechanic, a mid-level manager, or the chief designer at Apple, what enables you to excel? What determines how productive you are? It’s not your muscles—even athletes know that brute strength is only a small part of what makes them successful. Nor is it even how “hard” you work, in the sense of how much physical effort you exert or how much discomfort you endure. The core of what enables you to achieve your career goals is your knowledge, skills, judgment, and intellectual effort. That’s true no less of janitors than jet pilots: the difference between a good janitor and a bad one is in large part determined by the former’s superior knowledge of how to clean well, quickly, and efficiently. In any field, it’s your mind that makes you indispensable.

				So who created the modern world? Thinkers, of every level of ability, with the most credit going to the men and women of extraordinary ability. One of the most disturbing features of the debate over inequality is the almost deafening silence on the issue of human ability. More often than not, those who condemn inequality don’t discuss ability. And when they do, it is usually to accuse the greatest wealth creators of being greedy exploiters. But the men and women of extraordinary ability aren’t exploiters—they are the great benefactors of anyone who is willing to produce wealth.

				The Harmony of Interests among Producers

				When someone pursues unearned wealth, he can do so only at the expense of other people’s interests. They do the work, he seizes the rewards. But when people deal with one another as traders, on mutually beneficial terms or not at all, they enjoy a harmony of interests. And this is true regardless of their level of income or ability. In fact, it is those with less ability who benefit the most from this arrangement: the productive efforts of those at the top raise everyone else’s standard of living.

				This isn’t what is sometimes disparagingly called “trickle-down economics,” the theory that wealth will magically trickle down from rich people to poor people in a free market. What actually happens when trade is voluntary is that those with greater ability radically magnify the productivity of everyone, especially those with less ability. This is what Ayn Rand calls the Pyramid of Ability. The higher the most able producers rise, the more they contribute to the productivity of the less able.

 				A factory worker makes a real contribution: he helps turn a pile of parts into a TV or a toaster. But the end product of his work goes no further. It provides particular goods destined for particular customers. But the man who supplies an idea is able to raise the productivity—and the standard of living—of an unlimited number of other men. It was his contribution that created the factory, that invented the television, that designed the assembly line, and that thereby made it possible for a factory worker of modest ability to produce TVs, earn a wage, and live better than kings did a few hundred years ago. As Rand explains:

				In proportion to the mental energy he spent, the man who creates a new invention receives but a small percentage of his value in terms of material payment, no matter what fortune he makes, no matter what millions he earns. But the man who works as a janitor in the factory producing that invention, receives an enormous payment in proportion to the mental effort that his job requires of him. And the same is true of all men between, on all levels of ambition and ability. The man at the top of the intellectual pyramid contributes the most to all those below him, but gets nothing except his material payment, receiving no intellectual bonus from others to add to the value of his time. The man at the bottom who, left to himself, would starve in his hopeless ineptitude, contributes nothing to those above him, but receives the bonus of all of their brains.21

				In her journals for Atlas Shrugged, Rand develops this point, taking the example of a worker who “makes a hundred pairs of shoes a day with the help of a machine”:

				He gets paid on the basis of having produced a hundred pairs of shoes (the share of the factory owner, inventor, etc., being taken out); but left on his own (without the machine, the management, etc.) he would be able to produce, say, only ten pairs of shoes a day. His productive capacity has been raised by the inventor of the machine. Yet neither of the two men robs the other one; it’s a fair exchange; but the worker gives to the inventor less than the inventor has given to him.22

 				The Pyramid of Ability is not simply an issue of the most able producers supplying the machines that make us more productive. Whether it is Aristotle instructing us on how to think logically or Steve Jobs showing us what it means to set uncompromisingly high standards of excellence, the men and women of extraordinary ability are among our greatest teachers: to paraphrase George Washington, they raise a standard to which the rational and productive can repair. Far from their interests being in conflict with ours, the more they achieve, the more we can achieve.

				Now you might think there are plenty of counter-examples here, cases in which the interests of producers do seem to clash. For example, it seems self-evident to many people that the interests of labor and management clash. A worker wants higher compensation; an employer wants to keep costs down. The error here is to take too narrow a view of people’s interests. Although a worker and an employer may disagree over compensation, both sides have an interest in setting pay within the range that is both profitable to the company (otherwise it’ll go out of business) and that is competitive with other opportunities open to the worker (otherwise he’ll go elsewhere). More broadly, both sides share an interest in being free to arrive at an employment agreement that is satisfactory to both sides. If the government can override their judgment, both sides lose.

				If you keep in mind the big picture, it’s clear that there is no conflict of interest among productive people with different levels of ability. When we deal with one another as traders, all of us can improve our lives by exercising thought and effort. Life is not a race, in which some have to lose so that others can win. It’s not a contest at all. Your well-being doesn’t depend on being better than others—it depends on being good, which means being competent, hardworking, eager to learn and to grow.

				To be sure, there is competition in an economy, but it’s not a zero-sum game in which some have to lose so that others can win—not in the big picture. If you don’t get selected for a job, or if you start a company that goes out of business when Walmart comes into town, you don’t get shipped off to Siberia: you’re free to look for another job or start a new business. All the while you’re better off living in the kind of prosperous, dynamic economy that results from people being free to compete for jobs or customers.

				Economic competition is really competition to find your place within the division of labor—to find a role that is best for you and for the people who deal with you. If you want a sports analogy, the closest parallel is trying out for a Little League baseball team. Everyone can make the team and everyone will get to play. Competition is really a discovery process, in which each person finds a role in which he has a comparative advantage. The difference is that, in an economy, no one can put you into a position you don’t want, and there are new tryouts every day.

 				How did men rise from the Stone Age to the Digital Age? Thanks to the contributions of countless individuals, above all those of exceptional ability, we expanded our understanding of reality and discovered new and better ways to rearrange natural elements to improve human life. The result has been a revolution in human relationships. Instead of equally poor hordes battling over scraps, everyone is able to prosper at the same time. In America today, even those who are poor relative to their neighbors are among the richest people in history.

				Unfortunately, some have not benefited from human progress, namely the people who live in those parts of the world that have not industrialized. In some tragic cases, they have been victims of invasion and colonial exploitation. But this is not the cause of their poverty, nor was colonization the main source of the West’s prosperity. The West’s prosperity came from creating the conditions under which individuals could think, create, trade, and prosper. Today, more and more of the world is following our lead, with the result that billions around the globe have been liberated from poverty in recent decades: since 1981, the fraction of the earth’s population living on less than a dollar a day has dropped from over 40 percent to only 14 percent.23

				This is an incredible achievement. Yet most of the people who wring their hands over economic inequality have been inexcusably silent about this feat. Our intellectual leaders should have taught us to celebrate this triumph and should have explained the political and economic conditions that made it possible. Imagine if mortality from cancer had declined from 40 percent to 14 percent in California’s hospitals. We would expect medical researchers to investigate what was responsible for that magnificent achievement—and we would be outraged if we discovered that they had ignored it. What some of the people alarmed by inequality have done is worse. They haven’t simply been silent about the global escape from poverty; they have condemned it for increasing inequality—which is akin to condemning those hospitals for increasing cancer survival inequality.24

				It’s time to celebrate the escape from poverty—in the West, starting two and a half centuries ago, and in the rest of the world today—and to investigate the political, economic, and moral conditions that made it possible.

 				How Reason and Freedom Unleashed Human Progress

				Today’s trend of constant progress really began during the 1700s, starting in Holland, spreading to England and (later) to the United States. What changed in these countries during this time period to put them on the path to prosperity? Consider where they started.

				During the Middle Ages, virtually all individuals were subjects—they owed obedience to religious and political authorities who controlled almost every element of their lives, including their economic lives. This was the ultimate rigged system. Under English feudalism, for instance, your status was determined by your birth. Ability did not matter. If your parents were nobles, you were a noble. If your parents were peasants, you were a peasant. If you hated farming and longed to get an education or become, say, a smith, you were basically out of luck. It didn’t matter how hard you worked or how eager you were to learn and grow. You were tied to your lord’s land, and your job was to perform the same monotonous routine that your father had. Those at the top lived large—by the standards of the day, anyway—by exploiting those at the bottom.

				The oppression of the individual invariably went hand in hand with poverty and stagnation. The feudal system was an incredibly poor and unproductive system because it left no room for individual thought and ability. Individuals were taught that it was their duty not to question authority, but to conform to tradition and custom—and if they did question authority, they would be stopped by the iron fist of those in authority, who could employ physical force to extract obedience. Absent physical coercion, nothing can stop someone from thinking, producing, and innovating. Individuals are always free to choose to passively conform, but only coercion can make them conform. During this period, force was an omnipresent fact of life. Take the economic life of towns during this era. According to economic historian Nathan Rosenberg and legal scholar L. E. Birdzell, Jr.:

 				Within the towns, most lines of industry and trade were the exclusive monopolies of the guilds. The church’s notion of a “just price” and a “just wage” gave moral sanction to guild regulations covering prices, wages of apprentices and journeymen, standards of product quality and workmanship, admission to the trade, and a duty to ply one’s trade at established prices and wages. The guilds had the political authority to make binding rules and to judge, fine, and punish violations of their rules.25

				The rise of the West was made possible by the death of feudalism and the weakening of its all-encompassing regulation of economic life. But the West really came into its own during the Enlightenment. After witnessing the Scientific Revolution, epitomized by Isaac Newton’s epic achievements, Enlightenment thinkers came to see reason, not revelation, as the key to unlocking the secrets of the universe. The individual was no longer viewed as helpless in the face of an unknowable reality ruled by incomprehensible supernatural forces. He was a rational creature, competent to understand the world, set his own goals, make his own choices, and support his own life. It was this pro-reason, pro-individual perspective that gave birth to the ideal of political equality. As beings possessing reason, men “are all equal, and equals can have no right over each other,” wrote seventeenth-century English politician Algernon Sidney.26 Viewed from an Enlightenment perspective, individuals were not subjects who had a duty to bow to political and religious authorities. They were autonomous beings who possessed equal rights and should therefore be left free to think, to work, to trade, to pursue happiness and success here on earth.

				“During the Enlightenment,” writes Princeton University economist Angus Deaton, “people risked defying accepted dogma and were more willing to experiment” with new scientific, medical, and commercial techniques. This meant that “[h]appiness could be pursued by using reason to challenge accepted ways of doing things, including obedience to the crown and the church, and by finding ways of improving one’s life, including both material possessions and health.”27 By exercising reason, human beings could continuously expand their understanding of the world and put that knowledge into productive action in order to improve human life.

 				That is how the West grew rich. The rise of individualism, and its glorification of reason and freedom, made it possible for individuals to use their reason to reshape the earth into a place progressively more hospitable to human life and happiness. Just as freedom leaves the road open to individual ability, so it creates the conditions of human progress. But how does this process work? How specifically does freedom translate into progress? The short answer is: freeing human reason unleashes limitless technological innovation.

				The Liberated Economy

				A few years ago, one of us (Don) was visiting San Francisco with his wife, Kate, and although they had driven up from Southern California without any difficulty, they were warned by the hotel staff not to bother trying to drive around the city. Searching for parking in San Francisco is like trying to find chastity in a brothel. Anyway, it turns out that there are only about four cabs in the entire city, and on their first outing, Don and Kate found themselves standing around for close to an hour before they could hail a taxi, which was driven by an irritated cabbie who reeked of cigarette smoke. Then they discovered Uber.

				Within seconds of logging into the Uber iPhone app, Don got a message on his phone: a car was on its way. Using the app, Don could also see the driver’s name, photo, license plate number, and reviews from other passengers. Two minutes later, a cheerful driver in a shiny black sedan pulled up, opened the door, and offered Kate and Don bottles of ice-cold water. When the ride was over, Don didn’t have to hand over his credit card—the app took care of the payment automatically. He just thanked the driver, got out, and was on his way. The cost was a bit higher than a typical cab ride, but as Don and hundreds of thousands of other passengers have found, Uber was worth every penny.

				Uber is an incredible innovator. Before it came along, consumers had to choose between expensive limo services, which usually required advanced booking, and unreliable taxi cabs. Uber discovered a way to provide customers with a relatively inexpensive luxury car service, accessible by an easy-to-use smartphone app. Later, with its UberX service, it even managed to undercut most taxi cab rates.

 				Like all innovators, Uber is disruptive: its business model threatened the profits of the taxi industry. But Uber was also disruptive in another sense. For decades, the taxi companies it competes with have been protected from competition in most locales by laws that limit the number of taxi medallions, which give drivers the right to drive a cab. If you think that taxis are expensive, unpleasant, and hard to find, you aren’t free to solve the problem yourself by latching an “In Service” sign to the roof of your car and trying to outdo them. First, you would have had to spend tens of thousands, perhaps hundreds of thousands, of dollars to get one of those medallions. Uber has attempted to get around these restrictions by positioning itself as a limo service rather than a cab company. But the taxi cab drivers have fought back, lobbying the government to shut Uber down.

				Whether Uber succeeds or fails will depend not only on its ability to outcompete its rivals by offering its customers great service at a price they’re willing to pay, but also on whether it will have the liberty to compete—or whether the government will use its coercive powers to hobble or stop Uber from competing.

				Human progress is fueled by innovation. Innovation is the source of our prosperity and rising standard of living: it’s the primary way in which human ability improves our lives and fosters economic growth. We don’t just do more of the same things our ancestors did (grow more wheat, construct more horse-drawn carriages, etc.). We use reason to create new products, new tools, new organizational forms—we make things better, faster, and cheaper.

				From wood and bricks to concrete and steel. From animal power to fossil fuels to nuclear energy. From the shovel to the bulldozer. From the telegraph to the telephone to the Internet. From record players to cassette tapes to CDs to MP3s. From snake oil to newer and better lifesaving medicines. From the abacus to the calculator. From mainframes to minicomputers to PCs to cell phones that have more computing power than the machines that sent us to the moon. These are only a handful of the innovations that have revolutionized the way we live—to say nothing of the countless smaller innovations that steadily improve the world around us.

 				But we don’t see widespread innovation in every society or in every historical era. Instead, we see it only in places that value innovation and that protect the process of innovation. In many societies, innovation is seen as a threat to the established order, and these societies often use political power to stifle and suppress such advances, the way the taxi industry is attempting to use the government to stop Uber. For innovation to flourish, individuals need (1) the freedom to challenge old ideas and adopt new ones, (2) the freedom to put new ideas into practice, (3) the freedom of others in society to adopt or reject the innovator’s ideas, and (4) the freedom of the innovator to profit from successful innovations. This is what political equality protects, above all by guaranteeing to every individual freedom of thought and speech, freedom of contract, and private property rights (including intellectual property rights).

				Freedom of thought and speech protect the individual’s ability to adopt and advocate any idea he wants, without interference. No pope, king, mob, or dictator can stop an innovator from challenging conventional wisdom.

				Freedom of contract protects the individual’s ability to enter into whatever economic relationships and transactions he judges to be in his interest. An innovator doesn’t need to ask anyone’s permission to enter a new field, offer a new product, or charge what he thinks the market will bear. (By the same token, he cannot force anyone to invest in his business, work for his company, or buy his product, which would violate their freedom of contract.)

				Private property rights protect the right of producers to earn and use property. This is crucial for innovation in two basic ways: it gives people the ability to innovate and the incentive to innovate. Without property rights, independent action is impossible. Most new ideas fail, and most of the ideas that eventually succeed were once considered foolish by the mainstream. When Google first launched, many commentators asked, “Who needs another search engine?” The only reason an innovator such as Larry Page can start an untested company is because he’s free to use his resources as he judges best (and to enlist the help of anyone he can convince to voluntarily support him). And the only reason an innovator will take on the huge risk of starting an untested company (and the only reason he can convince others to risk their time and money in his undertaking) is because there is an opportunity for huge rewards. Private property rights ensure that whatever gains an innovator makes, he gets to keep.

				We can now see why innovation as a way of life arose only in the modern West. Political inequality had always meant that the concerns of the powerful trumped the autonomy of the individual. It was only when the West made a commitment to political equality that it was slowly able to remove those shackles. As Rosenberg and Birdzell explain:

 				By the mid-nineteenth century, Western societies had given their enterprises certain rights which can be viewed either as a grant of authority to make a number of decisions which had been made by political or religious authorities in most other societies, or as a grant of freedom from many common types of political or religious control. Four of these rights set the stage for economic growth based on innovation. First, individuals were authorized to form enterprises, with less and less political restriction. The formation of enterprises was extensively restricted by lack of money, lack of talent, or both, but not by lack of license from the political authorities, nor by lack of ecclesiastical blessing. Second, enterprises were authorized to acquire goods and hold them for resale at a profit or loss, again with little or no restriction. Third, enterprises were authorized to add activities and to switch from one line of activity to another that seemed more promising, again with little restriction. Political or religious restriction arose only at the outer bounds of the numerous economic choices open to the enterprise: that is, the products or services it would make, how it would make them, the extent to which it would make them or buy them from other enterprises, how it would sell them, and the prices it would charge. Finally, while the assets of the enterprise and such profits as it accumulated from its activities might be taxed at predetermined rates, its property came to be regarded as immune from arbitrary seizure or expropriation by the political authorities.28

				Economic historian Deirdre McCloskey sums up the results: “By adopting the respect for deal-making and innovation and the liberty to carry out the deals that Amsterdam and London pioneered around 1700, the modern world was born.”29

 				America would soon follow, going further than any other nation toward protecting the freedom to innovate. The “sum of good government,” said Thomas Jefferson, is “a wise and frugal Government, which shall restrain men from injuring one another, shall leave them otherwise free to regulate their own pursuits of industry and improvement, and shall not take from the mouth of labor the bread it has earned.”30 Although the United States never fully limited itself to this sum, it did approach it, and men “free to regulate their own pursuits of industry and improvement” innovated on a scale the world had never seen.

				In 1854, an English observer noted that “there is not a working boy of average ability in the New England states, at least, who has not an idea of some mechanical invention or improvement in manufactures, by which, in good time, he hopes to better his position, or rise to fortune and social distinction.”31 During the nineteenth and early twentieth centuries, America went through what can only be called an age of invention. Alexander Graham Bell introduced the telephone. Elias Howe invented the sewing machine, later improved by Isaac Merritt Singer. Elisha Graves Otis invented a device to prevent elevators from falling, making it possible for William Le Baron Jenney and others to pioneer the skyscraper. John Roebling perfected the suspension bridge and undertook what would become the Brooklyn Bridge (a project that would be completed by his children after his death). George Westinghouse pioneered the lifesaving railway air brake, among hundreds of other innovations. Willis Carrier introduced the first air conditioner. Thomas Edison’s contributions included the quadruplex telegraph, the phonograph, the electric power plant, the incandescent lightbulb, the storage battery, and the motion picture camera, among countless others. And this, of course, barely scratches the surface.

				Inventors, entrepreneurs, and other innovators weren’t just tolerated in America—they were often glorified. Even the celebration of America’s centennial in 1876 highlighted the nation’s commercial achievements as much as its political achievements. At Machinery Hall in Philadelphia, “a profusion of mechanisms seduced the eye: power looms, lathes, sewing machines, presses, pumps, toolmaking machines, axles, shafts, wire cables, and locomotives.”32 The Times (London) concluded that “The American invents as the Greek sculpted and the Italian painted: it is genius.”33

 				Invention is only one aspect of innovation, and alongside this multitude of inventions came innovations in the organization and capitalization of productive enterprises. To create a beam of steel or to produce an automobile is one thing, but to supply a nation with steel and to put a car in every driveway is a staggering undertaking. American progress required enterprises far larger than anything that had ever existed. Only such large-scale organizations could mass produce the goods Americans wanted to buy at a price they were willing and able to pay.

				The key development in this regard was the rise of the modern corporation, which could amass and deploy unprecedented amounts of capital investment.34 Much of that capital was used to buy expensive tools of production—factories, power looms, steam engines, electric generators, cranes, blast furnaces—which, thanks to the economies of scale made possible by mass production, slashed production costs. By using these economies of scale, Andrew Carnegie, for instance, was able to reduce the cost of making steel from about $100 a ton to only $12 a ton, while John D. Rockefeller was able to cut production costs of a gallon of kerosene from 1.5 cents a gallon to .45 cents a gallon.35

				By dramatically lowering their costs and expanding their output, American industrialists were able to reap increasingly large profits even though they were selling their goods at lower and lower prices. As Carnegie supplied the country with increasingly affordable steel, for example, he saw his profits rise from $2 million in 1888 to $40 million in 1900.36 And what did innovative industrialists like Carnegie, Rockefeller, and Ford do with their profits? Overwhelmingly they plowed them back into their enterprises, continually expanding their productive capability and America’s overall rate of progress.

				This same process, it’s worth pointing out, is what explains the steadily rising wages of workers that we noted in chapter 2. By making their businesses more and more capital-intensive, industrialists made their workers more and more productive. They gave them better tools to work with, so that, for example, an autoworker was able to triple the number of wheels he could attach to a chassis each day. And when workers became more productive, their compensation increased to reflect this. Why? Because employers have to compete for workers, the same way businesses have to compete for customers. The more productive a worker is, the more he will add to a company’s bottom line, and the higher an employer will be willing to bid for his services.

 				That’s what happened at Ford, for example. In 1914, Henry Ford famously raised his starting wage to $5 a day (nearly $120 in today’s dollars). He had to: turnover at Ford in 1913 had been 370 percent.37 In order to find and keep the workers who were assembling his increasingly profitable cars, Ford had to be willing to outbid his competitors (which included not only other car makers, but every other employer bidding for his prospective employees).

				If America was unique in the extent to which it protected the freedom of innovators, it was also unique in how its inhabitants embraced the constant flow of change unleashed by innovation. The great nineteenth-century British machinist Joseph Whitworth wrote with admiration of “the readiness with which [American workmen] cause new improvements to be received and the impulse which they thus unavoidably give to that inventive spirit.”38 Although there was always some resistance to change, especially by those who saw their skills, technologies, and businesses made obsolete, overall Americans accepted these challenges as the price of progress. “Like no other people,” concludes economic historian Jonathan Hughes, “Americans have conditioned their society and their plans for the future in terms of economic change. It is a greatly rewarding life in material terms. It is also a life of uncertainty and continuous social and economic upheaval. It is not a simple way to live.”39

				In many ways, this remains true of America today. Although upstarts like Uber can no longer take for granted their freedom to challenge entrenched industries, we continue to see new companies overtake old stalwarts: Walmart overtakes K-Mart. Amazon overtakes retail bookstores like Borders and (to a large extent) Barnes and Noble. Google overtakes Yahoo! Facebook overtakes MySpace. The United States remains a world leader in innovation—and that is why we continue to enjoy the fruits of economic progress.

				Inequality and Progress

 				The fact that economic progress goes hand in hand with economic inequality is undeniable. If men like Edison, Carnegie, and Jobs are not free to earn, enjoy, and invest enormous fortunes, the result will not be equal prosperity, but equal misery. Every country that experiences steady economic progress also has enormous levels of inequality, including so-called low-inequality countries, such as those in Scandinavia. They may have less inequality than the United States, but there are nonetheless huge gaps between what the majority of citizens make and what the most successful earn. Trying to eliminate those inequalities would wipe out economic progress.

				If we want a laboratory experiment to test that claim, we can do no better than the contrast between East Germany and West Germany. From the end of World War II until the collapse of the Berlin Wall in 1989, East and West Germany were separated not only by bricks and mortar shells but by economic doctrines. People who shared a history, a language, and an environment took radically different approaches toward human freedom—and achieved radically different results.

				While retaining various forms of wealth redistribution and economic interventionism, West Germany’s economy was relatively free after the war. Freedom of speech was protected. Most property was privately owned, and prices and wages were for the most part determined by the voluntary decisions of individuals. People were free to rise by their own productive efforts, even if this made them far richer than their neighbors. East Germany, however, conformed to Soviet-style totalitarian rule, economic central planning, and an egalitarian ideology that “stressed uniformity in outcomes, irrespective of individual differences in ability or effort.”40 The Socialist Unity Party of Germany oversaw virtually all production, most of the means of production were owned by the state, and prices and wages were placed under centralized control. The government dictated what to produce, how to produce it, and how to distribute what was produced. Although it allowed for some income gaps, those gaps were far narrower than in West Germany.41 But if we focus on living standards rather than income differences, it is clear that East Germany’s economic equality went hand in hand with poverty and stagnation, and West Germany’s economic inequality went hand in hand with prosperity and progress.

				Here’s one author’s description of West Berlin circa the early 1960s.

 				West Berlin . . . was a bustling place, very much on the move, very much up-to-date, even in its outcroppings of nostalgia here and there. . . . Downtown, the Kurfürstendamm (“Ku’damm”), West Berlin’s main thoroughfare, which lit up brightly at night, offered still another aspect of this unique frontier outpost. This broad boulevard, Fifth Avenue (as it once was) and the Champs-Élysées rolled into one . . . was flanked part of the way, before its further reaches fizzled into urban ordinariness, by elegant shops flaunting the latest fashions and chic travel goods and by cafés blending old world Gemütlichkeit with state-of-the-art ambience. Kempinski’s offered the finest ice cream sundaes that side of the Atlantic, though many who lounged in the sun on its Ku’damm patio indulged instead in lush slabs of hazelnut torte capped with outsized dollops of snowy, outrageously rich Schlagsahne.42

				And here is a 1963 report from Time magazine on East Germany:

				East Germans are barely getting enough to eat. Their faces tend to look grey because of the lack of citrus and other fresh fruits (the average consumer gets fewer than five oranges a year). With the exception of bread, meal, some baked products and margarine, most foods are rationed. In Saxony, for example, each person’s theoretical weekly allowance is one-half pound of meat, two eggs, one-half pound of hard sausage, and about six ounces of butter. The favorite strategy for buying up unrationed goods in short supply is to dispatch every member of the family to stand in line at different shops. Prices are about four or five times as high as in West Germany, and many families help make ends meet by selling such scarce items as coffee ($10 per lb.) at a markup to people who do not have the time to wait in line for hours.43

				The differences were so stark that mere statistics can’t fully capture the East’s impoverishment. In the West, for instance, 41 percent of Germans owned cars in 1983; in the East, fewer than 20 percent did.44 But the only car available to most East Germans was the Trabant, a vehicle so pitiful that Germans used to joke you could double its value by filling up the gas tank.

 				In 1989, the Berlin Wall fell, and the world learned that even the pathetic productivity claimed by the East Germans had been wildly exaggerated. When, in the early days of reunification, a desperate East Germany offered a free factory to one Italian company in hopes of attracting investment, it was turned down. “The restructuring costs were so great,” said the chairman of the Italian company, “it did not make sense for us to take over the East German operation, even though it was being offered to us free.” Such was the state of what had been, as the New York Times noted in 1990, “Communism’s strongest economy.”45

				Of course, almost no one believes that turning America into East Germany will make us more prosperous. Even the critics of economic inequality usually concede that, as Thomas Piketty told economist Russ Roberts in a 2014 interview, “Inequality can actually be useful for growth.” But Piketty went on to add, “The problem is when inequality of wealth and concentration of wealth gets too extreme, it is not useful anymore for growth.”46 Some economic inequality critics go further and contend that there comes a point at which inequality undermines progress—and, by and large, they believe the United States has reached that point today.

				What do they base that conclusion on? There is no theoretical reason why differences in income or wealth should slow human progress. The notion that “spending drives the economy” and that rich people spend less than others isn’t a view seriously entertained by economists, who on the whole recognize that savings, investment, and innovation are what make us richer.47

				Instead, many inequality critics resort to statistically based empirical evidence that tries to draw correlations between high inequality and low growth and low inequality and high growth. But here, too, they are swimming against the tide. Most experts agree that, among advanced economies, the United States has the highest levels of income inequality. Yet, by almost every metric—per capita GDP, median standard of living, median disposable income, unemployment—it has also performed better over the last forty years than any other major Western nation.48

				Nevertheless, some inequality critics point to studies like a widely touted report from the International Monetary Fund (IMF), which suggest that in underdeveloped countries, higher levels of inequality are correlated with lower rates of economic growth.49 Citing the IMF study, Georgia Levenson Keohane, senior fellow at the left-wing group New America, says that the U.S. is a “North American banana republic” no better than some of its impoverished neighbors: “Our income inequality is worse than that of Guyana, Nicaragua, and Venezuela. When it comes to shared prosperity, we keep company with Iran and Yemen.”50 The conclusion, apparently, is that we should expect to see our economy head in the same direction.

 				This is like arguing that Walmart is destined to go out of business because KMart, Circuit City, and Montgomery Ward also offered steep sales discounts. The question is whether inequality lowers growth, and the mere fact that some low-growth economies also have high inequality doesn’t answer that question. After all, these high-inequality, underdeveloped countries are also semi- or full-blown dictatorships, where the rulers use political power to exploit people for their own benefit and the benefit of their cronies. It would be ridiculous to draw conclusions about the merits of an economic inequality that emerges from freedom based on an economic inequality that emerges from theft.

				What’s more, those who cite studies like the IMF report ignore the fact that the literature concerning growth rates and inequality is vast, tentative, and contradictory: much of it shows that higher inequality is associated with higher growth, although these studies seldom make headlines.51 Consequently, even many critics of economic inequality are hesitant to endorse the claim that inequality undermines growth. Paul Krugman, for instance, says that he is “a skeptic on the inequality-is-bad-for-performance proposition—not hard line against it, but worried that the evidence for some popular stories is weaker than I’d like.”52 Similarly, Jared Bernstein, in a study from the left-wing Center for American Progress, concludes that “there is not enough concrete proof to lead objective observers to unequivocally conclude that inequality has held back growth.”53 They are right. It is completely arbitrary to draw any conclusion from the academic literature on this question.

				If the case that economic inequality undermines economic progress is hopelessly weak, the claim that the government can fight economic inequality without hampering economic progress is only slightly more feasible. The main evidence for this latter proposition is the success of Scandinavian countries such as Sweden and Denmark, which have some of the lowest levels of economic inequality in the developed world (thanks mainly to their massive welfare states) along with relatively high standards of living. But even here, the inequality critics have misanalyzed the facts and drawn the wrong conclusion.

 				First of all, it’s important not to romanticize Scandinavia. It has its share of problems, including high rates of alcoholism, depression, suicide, violence, and no small number of economic challenges. In Denmark, one author explains:

				In addition to paying enormous taxes—the total bill is 58 percent to 72 percent of income—Danes have to pay more for just about everything. Books are a luxury item. Their equivalent of the George Washington Bridge costs $45 to cross. Health care is free—which means you pay in time instead of money. Services are distributed only after endless stays in waiting rooms. ([One resident] brought his son to an E.R. complaining of a foreign substance that had temporarily blinded him in one eye and was turned away, told he had to make an appointment.) Pharmacies are a state-run monopoly, which means getting an aspirin is like a trip to the DMV.54

				This is not to deny these countries enjoy high standards of living. But those high living standards do not exist because these countries fight inequality—they exist despite the fact they fight inequality.

				Overall, Scandinavian countries are comparable to other Western nations in the protections they give to human liberty: they have roughly the same degree of freedom of speech, freedom of contract, and private property rights as the United States, Canada, and Britain. When looking at nations that have a mixture of liberty and government control, it is enormously difficult to assess whether one country is, on the whole, more free than another. Scandinavian countries may have higher taxes and larger welfare states than the U.S., but the U.S. arguably has a more draconian regulatory regime and byzantine tax code, to say nothing of the myriad other factors that can affect how well an economy performs.

				What is clear is that if we look at the history of Scandinavian countries, we find that they have prospered during periods in which they had more economic freedom (and higher inequality), and they have faltered in periods in which they had less freedom (and lower inequality). Take the case of Sweden, for example.

 				In the beginning of the 1800s, Sweden was among the poorest countries of Western Europe. By the mid-1900s, Sweden was one of the richest countries in the world. What made this possible? Freedom. Over the course of the first half of the nineteenth century, all major government restrictions, regulations, and controls were removed and the basic institutions of capitalism were established: private ownership of the means of production, freedom of competition, and free trade. The government was small (spending around 10 percent of GDP), and taxes were low.55

				The 1870s would mark the beginning of what is known in Sweden as “The 100 Golden Years.” Between 1870 and 1970, Sweden enjoyed some of the highest economic growth, productivity growth, and wage growth in the world. By 1970, it was the third-richest country in the world, in terms of GDP per capita. At the end of the twentieth century, however, Sweden was fighting to remain within the top 20.56 Why? Because it abandoned its commitment to liberty.

				Between 1960 and 1980, the burden of government spending doubled, rising from 30 percent of GDP to 60 percent of GDP.57 To fund its growing welfare state, taxes skyrocketed: the top marginal tax rate, for example, hovered around 90 percent throughout the 1970s and 1980s.58 As a result, the rate of economic progress also slowed. In the 1950s and 1960s, the average growth rate was 3.5 to 4.5 percent per year. Between 1971 and 2001 the average in Sweden was just over 2 percent per year. (By contrast, between 1971 and 2001 average OECD growth was 3.11 percent. The average for the United States during the same period was 3.24 percent.)59 Incidentally, it was also during the 1970s and 1980s that Sweden achieved the lowest degree of economic inequality of any advanced country in the modern world.60

				What’s happened since then? In 2006, Sweden started once again to move in a freer direction. As the late Johnny Munkhammar, a member of the Swedish Parliament, wrote, Swedes “have seen their borders opened for more labor migration, they have seen still more state-owned companies sold, and have seen their public authorities shrink in number. Stockholm has also cut property taxes and abolished the wealth tax, and instituted a new system of income-tax credits that lets working people with average incomes keep what amounts to an extra month of wages, after taxes, per year. Today, the state’s total tax take comes to 45% of GDP, from 56% ten years ago.” As a result, Sweden has no budget deficit and has reemerged as one of Europe’s fastest-growing economies.61 (Inequality in Sweden, meanwhile, has risen.62) Far from a counter-example, Sweden’s history demonstrates precisely what we’ve argued: that liberty and prosperity are inextricably linked, and that economic inequality simply doesn’t matter.

 				If we care about progress, our top concern should be protecting liberty and championing human ability. No society has yet had complete liberty, however. Even in America, there were important restrictions on freedom, including economic freedom, from the start. Slavery was the most glaring and vicious example, but hardly the only one. Today, meanwhile, although we have far more liberty than our feudal ancestors, there are countless ways in which the government restricts our freedom to produce and trade, including minimum wage laws, rent control, occupational licensing laws, tariffs, union shop laws, antitrust laws, government monopolies such as those granted to the post office and the education system, subsidies for industries such as agriculture or wind and solar power, eminent domain laws, wealth redistribution via the welfare state, and the progressive income tax.

				Unfortunately, these burdens and controls are increasing—and that, not rising economic inequality, is what explains the sense that opportunity is under attack today. Our government is using its power in order to violate our rights, allowing some people to rise through political privilege, and preventing others from rising through merit. Although we are enjoying more opportunities than ever thanks to continued economic progress, the foundations of economic progress—political equality and economic freedom—are increasingly threatened.

				The American Dream can be boiled down to one simple formula:

				Ability and Effort + Freedom = Opportunity

				To assess the state of the American Dream today, and to fully realize that dream, we first need to identify the ways in which the government is chipping away at our freedom to rise by means of our own ability (and only by means of our own ability). That will be our task in part 3.

			

		

	
		
			
 				Part Three

				The Betrayal of Opportunity

				

			

		

	
		
			
 				Chapter Five

				The War on Opportunity

				The Myth of Mobility?

				According to the inequality critics, the American Dream has become a myth. “America used to be thought of as the land of opportunity,” writes Joseph Stiglitz. “Today, a child’s life chances are more dependent on the income of his or her parents than in Europe, or any other of the advanced industrial countries for which there are data.”1 According to President Obama, “[W]e were convinced that America is a place where even if you’re born with nothing, with a little hard work you can improve your own situation over time and build something better to leave your kids. . . . The problem is that alongside increased inequality, we’ve seen diminished levels of upward mobility in recent years.”2

				The message? What you make of your life is largely out of your hands. If you’re born wealthy, you’ll probably stay wealthy. If you’re born poor, you’ll probably stay poor. In a country in which inequality is out of control, there is simply nothing much you can do to shape your future. “We may believe that anyone can succeed through hard work and determination,” Paul Krugman writes, “but the facts say otherwise. . . . [I]n modern America, class—inherited class—usually trumps talent.”3 This is a depressing picture. But is it true? And if so, why and what should we do about it?

 				Most of these claims about the decay of opportunity are based on mobility statistics. The inequality critics typically conflate opportunity and mobility, but although the concepts are related, they are not identical. Opportunity, as we’ve seen, refers to conditions that are favorable to the achievement of success and happiness. Mobility is a narrower concept that refers to a person’s ability to rise by merit from humble beginnings to the highest reaches of success. And mobility statistics, as we’ll see in a moment, don’t even measure that.

				Mobility is important. It is a consequence of political equality, which makes it possible for innovators to come from anywhere. As James Truslow Adams argued in the book that introduced the term “the American Dream,” the root of the “rampant optimism” that developed in America during the nineteenth century was “the complete absence of any legal class distinction. . . . In America, as contrasted with Europe, it was open to every man, theoretically at least, to rise from the very bottom to the top.” He observed that “in the seething America of the 1830s and 1840s, both immigrant and old American felt that . . . fortune might be waiting for him around the corner. . . . Native or foreigner, rich or poor, learned or unlearned, the race was free for all, and the prizes were beyond the imaginations of the preceding generation or European magnates.”4 By the same token, the dynamism of a highly mobile society meant that, regardless of where you started, resting on your laurels would lead ultimately to failure. A popular saying at the turn of the last century was “Shirtsleeves to shirtsleeves in three generations.” An innovator would build a fortune, leave it to children unable or unwilling to equal his achievement, and by the time the third generation came along, the fortune would be gone. Mobility is a by-product of the vitality of a free society: the only way to succeed over the long run is by continually exercising ability.

				Is mobility alive and well in America today? That is not an easy thing to measure, and the approach taken by the inequality critics (and most everyone today) confuses more than it clarifies.

 				There are basically two ways researchers try to measure mobility. As Richard Wilkinson and Kate Pickett explain in their book The Spirit Level, “people can move up or down within their lifetime (intragenerational mobility) or offspring can move up and down relative to their parents (intergenerational mobility).” Note that when they say “move up and down relative to their parents,” Wilkinson and Pickett don’t mean simply that children make more money than their parents, so-called absolute mobility. When it comes to absolute mobility, the overwhelming majority of Americans today live in households that have larger real incomes than their parents had at the same age.5 What they are referring to is relative mobility: does someone make more money relative to his contemporaries than his parents made relative to their contemporaries? “If the correlation between parent’s income and child’s income is high, that means that rich parents tend to have children who are also rich, and poor parents tend to have children who stay poor.”6

				The problem with this approach is that mobility statistics don’t measure mobility. More precisely, they don’t measure whether people are able to rise, only how many did rise. That tells us nothing about whether, as Obama said, “with a little hard work you can improve your own situation” because mobility statistics lump together people who do work hard and people who don’t, as well as people who don’t advance for any number of other reasons. As economist Thomas Sowell observes:

				[S]ocial mobility—the opportunity to move up—cannot be measured solely by how much movement takes place. Opportunity is just one factor in economic advancement. How well a given individual or group takes advantage of existing opportunities is another. Only by implicitly (and arbitrarily) assuming that a failure to rise must be due to society’s barriers can we say that American society no longer has opportunity for upward social mobility.7

				Because mobility statistics don’t distinguish between those who don’t rise and those who can’t, they are useless when it comes to assessing how healthy mobility is. Consider an estimate of American mobility from the U.S. Treasury (Table 5.1). Its 2007 report found that over the period 1996 to 2005, more than 50 percent of the poorest families moved up at least one quintile—and around 75 percent of middle-class families either stayed in the middle class or did even better.8

 				Is that a desirable amount of movement or not? There is simply no way to say. It is not true that if there is any relationship between where a person starts and where he ends up, that there are barriers to mobility. Even in a society in which everyone has the ability to rise, children whose parents are better educated, more affluent, or more attentive will generally find it easier to succeed. That’s one of the reasons parents strive to earn money—to provide their children with opportunities. The question is whether there are barriers that prevent us from rising by means of ability, and mobility statistics cannot tell us that.
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				With that in mind, consider how the inequality critics use these statistics to support their agenda of propping up those at the bottom and bringing down those at the top. Citing mobility stats, they make two basic claims: (1) that as inequality has risen in the United States, U.S. mobility has declined, and (2) that mobility in the United States is lower than in countries with less inequality. Taken together, these claims allegedly prove that the very same policies that fight inequality—high taxes on “the rich” and a vast regulatory-welfare state—also promote mobility.

 				Even if these claims were true, the notion that you could create more movement among income categories by giving unearned gifts to some people and by seizing earned achievements from others wouldn’t justify such actions. There’s no value in movement as such. What we care about is whether individuals are able to rise by merit—and the fact is that many of the policies the inequality critics say will improve mobility actually make rising by merit much harder. The high taxes and regulatory burdens they favor have the effect of protecting established businesses. To accumulate a fortune requires earning a high rate of profit and continually reinvesting most of it in the business. The greater the tax burden, the harder this process becomes. In the same way that small investments can turn into big gains when compounded over time, even relatively small tax burdens can amount to enormous losses, since they too get compounded over time: the million dollars taxed away from a company today doesn’t just cost it a million dollars, but all the income that million dollars would have generated had the business been free to reinvest it. Regulations, meanwhile, impose substantial compliance costs on a business—costs that an established business with a bull pen of attorneys can more easily meet, but which can stop upstarts in their tracks.

				As if that weren’t bad enough, it turns out that the critics’ claims about inequality and mobility are no more reliable than the statistical claims we’ve seen them make about middle-class stagnation.

				The first problem is that, as inequality critic Timothy Noah concedes, “the peak years of American mobility” were “the latter half of the nineteenth century and the early years of the twentieth, when the American industrial revolution was wreaking maximum creative destruction on what had previously been an agrarian economy.” (Noah also notes that “mobility in [the] postwar era was no match for the mobility enjoyed by the generations of workers who lived during [Horatio] Alger’s lifetime.”)9 And yet this was an era in which there was almost no regulatory-welfare state to speak of, in which taxes were mind-bogglingly low, and in which economic inequality was high.

				Equally problematic to the claim that rising inequality leads to less mobility is a finding from the Equality of Opportunity Project that mobility in the U.S. has not decreased since 1971 (see Figure 5.1), even though inequality has risen. (The authors of the study, by the way, are themselves well-respected critics of inequality, including Thomas Piketty’s occasional coauthor, Emmanuel Saez.)10 It would be wrong to treat this finding as definitive. But it does raise the question of why the inequality critics often treat their claim of declining mobility as definitive.

 				The same goes for their claim that, as Richard Wilkinson and Kate Pickett put it in The Spirit Level, “the relationship between intergenerational social mobility and income inequality is very strong. . . . [C]ountries with bigger income differences tend to have much lower social mobility.”11 In one sense, that would be predictable but uninteresting. In a country with less inequality, relatively small changes in a person’s income will improve his relative economic standing. Author Max Borders gives an apt analogy:

				Imagine you have two measuring sticks divided into fifths (or quintiles). One measuring stick reaches as high as the door knob. The other measuring stick goes up to the ceiling. Now suppose a friend and I are having a jumping contest. Suppose also that my friend is a former college basketball player. If I’m using the door-knob measuring stick to measure my jumps, I am able to jump into the fourth quintile! My friend, using the ceiling length stick is only able to jump into the second quintile. Does that mean I jump higher than my friend? Of course not. It means we’re using two different measuring sticks. People play the same kinds of tricks with data on income mobility.12

				[image: figure5-1.ai]

				Unfortunately for the inequality critics, this is not the only problem with their claim that low-inequality countries enjoy higher mobility.

 				Wilkinson and Pickett’s claims may already be outdated. The pair published their findings in 2009; recent studies have taken a more careful look at the data and reached very different conclusions. In addition to the challenge of comparing mobility in countries with different levels of inequality, one of the biggest problems with most of the earlier mobility studies is that they did not distinguish between upward mobility (the ability of a poor child to do relatively better than his parents) and downward mobility (the likelihood that a wealthier child will do relatively worse than his parents). The critics of economic inequality routinely equate lower mobility in the United States with less upward mobility. But a 2014 study by Miles Corak (University of Ottawa), Matthew J. Lindquist (SOFI, Stockholm University), and Bhashkar Mazumder (Federal Reserve Bank of Chicago) suggests that the lower overall mobility in the U.S. is almost solely the product of less downward mobility. Although the authors are careful to note that their results are not definitive, they conclude that, compared to Sweden and Canada, “we find almost no differences when we look at upward mobility from the bottom, despite the well-known concern that perhaps there are poorer prospects for upward mobility in the U.S.”13 Again, one study doesn’t prove anything, but it says a lot about the credibility of the inequality critics that they typically only cite studies that support their views, and ignore any evidence that would undermine them.14

				So if we can’t rely on mobility statistics, how are we to assess the state of opportunity in America?

				Not Bound to Rise

				Since, as we’ve seen, freedom allows us to rise by productive ability, the way to assess opportunity and mobility is by looking at government policies and whether they protect or restrict liberty. When we do that, what we see is that opportunity is under attack today, and the culprit isn’t successful people earning huge paychecks. It is the labyrinth of obstacles the government puts in the way of everyone’s success—and virtually all of these obstacles are endorsed by the critics of inequality.

 				What sorts of barriers does an ambitious young person who wants to make something of his life face today, thanks to state intervention? Probably the first and greatest obstacle he’ll face is an abominable education system. We’ll take a more in-depth look at education later in this chapter. For now, it’s important to point out that the government has virtually monopolized the field of education, and then consigned millions of Americans to lousy and sometimes dangerous schools, from which only the affluent can afford to flee.

				For the students who manage to make it through high school, the next challenge is college—above all, the challenge of paying for college. Thirty years ago, you could work your way through college even with a minimum-wage job, but today that’s virtually impossible, thanks to skyrocketing tuition costs. And why have tuition costs grown so fast? A study from the Cato Institute finds that a main driver is government efforts to make college affordable: “One result of the federal government’s student financial aid programs is higher tuition costs at our nation’s colleges and universities.” Although paradoxical, this result could have been predicted from basic economic theory: when students can come up with more money for college, thanks to the government’s efforts, colleges can afford to increase their tuition. “The empirical evidence is consistent with that—federal loans, Pell grants, and other assistance programs result in higher tuition for students at our nation’s colleges and universities.”15 It is rare for students to be able to make it through college without taking on huge debts, and the cost no doubt keeps many from even bothering.

				For a young person who doesn’t go to college and who lacks job skills and work experience, the surest way to succeed is to find a job, any job, and work his or her way up. Although service jobs at places such as Walmart or McDonald’s are maligned, one of the values they provide is that they lay out a step-by-step path for people to advance—even people who lack a good education. As recently retired CEO Don Thompson pointed out, “Today at McDonald’s 60 percent of our franchisees—those that own restaurants in the U.S.—started as hourly employees.” (Thompson himself grew up in Chicago’s notorious Cabrini-Green housing project, and started his rise working behind a McDonald’s counter.)16 The more common pattern, of course, is for unskilled workers to start at these low-skill, low-paying jobs, and use the skills and experience they acquire to find better jobs in other fields.

 				But what if a person can’t get that first job? The biggest competitive advantage someone with limited education, skills, and work experience can offer is a willingness to work cheaply. When Andrew Carnegie came to this country as a young, uneducated immigrant, his first job was in a factory working for just over a dollar a week. But that job gave him the opportunity to show that he was able to work hard and learn fast, and very soon he found better jobs for better pay. But today the government prevents us from following this route to success, via the minimum wage.

				We’re taught to think of the minimum wage as a mechanism for helping people earn more. What it actually does is prevent people from deciding for themselves what pay to accept. If you can’t find an employer to hire you at $7.25 an hour (the federal minimum wage as of this writing), then you are legally barred from accepting a lower-paying job. The minimum wage may raise pay for some workers, but at the price of stopping other people from working altogether. “[W]hat are the effects of increasing minimum wages?” asks Paul Krugman. “Any Econ 101 student can tell you the answer: The higher wage reduces the quantity of labor demanded, and hence leads to unemployment.”17

				The minimum wage obviously harms business owners. When Seattle recently increased its minimum wage, several restaurants that couldn’t afford the higher labor costs had to shut down immediately.18 But the biggest victims are the lowest-skilled workers. If the government raises the minimum wage, that higher wage can lure more skilled workers to compete for jobs they may have once avoided. A college student who wouldn’t have taken a McDonald’s job for $7.25 an hour may find it worthwhile at $10 an hour, leaving fewer opportunities for, say, an uneducated immigrant from South America. This doesn’t faze some inequality critics. Sean McElwee of the left-wing public policy organization Demos declares that even if “some businesses [were] to fail, unemployment rose and prices increased, a higher minimum wage could still be an acceptable policy. We must ask ourselves whether we want to live in a society when the poorest working people cannot afford to purchase basic necessities.”19 Why should “we” get to decide that they are better off without jobs? McElwee doesn’t say.

 				Today it is popular to cite studies that claim that the unemployment effects of the minimum wage are small or even nonexistent (ignoring the vast majority of studies that show the opposite20). But these empirical studies not only face the usual problem of examining a complex phenomenon, where cause and effect are elusive, they also run into two other major barriers. First, the wage increases they study have generally been relatively small, especially in comparison with the hikes proposed by the inequality critics. For example, the most widely cited study showing minimal unemployment effects of an increase in the minimum wage—the 1994 Card and Krueger study—looked at a modest increase from $4.25 to $5.05. When it comes to the minimum wage, size matters: a 16 percent increase is very different from the 30 and even 100 percent increases being proposed today.21

				More important, though, is that these studies only show us what happens over the short run. Over the long run, minimum wage hikes can also lead companies to save money by replacing employees with technology, or by reducing employee perks and benefits. In other cases, higher labor costs may lead some companies not to expand, while other companies may never get started. Either way, fewer jobs for low-skilled workers.22

				The point isn’t to criticize the Card and Krueger study in particular. It’s that it’s wrong to take a single empirical study as gospel, and to extrapolate its results without great care. (Writing in 1998, Krugman found it “remarkable” that “this rather iffy result [from Card and Krueger] has been seized upon by some liberals as a rationale for making large minimum wage increases a core component of the liberal agenda. . . . Clearly these advocates very much want to believe that the price of labor—unlike that of gasoline, or Manhattan apartments—can be set based on considerations of justice, not supply and demand, without unpleasant side effects.”23 Later Krugman would come out in favor of enormous minimum wage hikes, declaring that it wouldn’t increase unemployment.24)

				Now let’s say you do find a job. The lower your pay, the more you have to work to achieve a given standard of living. But other regulations can make it harder for you to get the hours you want. Government-mandated overtime pay may make it too expensive for an employer to let you work more than a certain number of hours a week. And now Obamacare, by forcing certain employers to offer health insurance to employees who work more than 30 hours a week, has created an incentive for limiting hours even further.

 				Even if you manage to overcome these barriers, you face more obstacles, including a substantial tax burden. Low-income Americans don’t generally pay income taxes, but they do pay sales taxes, gas taxes, and “sin taxes” on goods like cigarettes and alcohol. Most economists believe that the burden of corporate taxes falls on consumers in the form of higher prices, and on workers in the form of lower wages and fewer job opportunities. But the most significant taxes levied on those starting at the bottom are the payroll taxes that fund Social Security and Medicare. Payroll taxes alone amount to 15.3 percent of your income; money that is taken from you and handed out to the elderly. This means that you have to spend more than a month and a half each year working without pay in order to fund other people’s retirement and medical care.

				These aren’t the only barriers to success. The government also makes it extraordinarily hard and expensive to enter many fields through occupational licensing laws, which prevent people from offering their services to willing customers. In his book on welfare reform, American Dream, New York Times journalist Jason DeParle describes how Jewel, a Milwaukee resident struggling to stay off welfare, ran into difficulties thanks to one such restriction: “She did know a lot about hair and nails, and her skills as a kitchen-table beautician kept her in demand. But absurdly, the state required a high school degree to work in a beauty shop.”25 Absurd, yes, but not unusual. Before the Institute for Justice helped change the laws, anyone who wanted to perform hairbraiding in Mississippi had to undergo 300 class hours in order to obtain a license—and anyone who wanted to teach hairbraiding had to spend 3,200 hours in cosmetology and cosmetology instructor programs, more than the state required to become a licensed paramedic.26 Similar laws exist across the country in fields as varied as casket-making and animal massage. Today, roughly 30 percent of Americans need a professional license of one sort or another in order to work in their field.27

 				Some of the paths to entrepreneurship poor people have historically taken advantage of have been closed altogether. For example, in some places, sidewalk vendors are banned, either outright or through prohibitively expensive license fees. Perhaps the most egregious limits on entrepreneurship are Certificate of Need laws, which apply to various industries in more than thirty states. These laws don’t require that businessmen go through training, get a degree, or pass a test in order to enter a field. Instead, Certificate of Need laws require would-be entrepreneurs to prove to the government that there is a “public need” for their business. “That’s no easy task,” notes Pacific Legal Foundational principal attorney Timothy Sandefur, “given that most of these laws are written in such vague language that nobody knows what they mean. What is a ‘public convenience and necessity’? Typically it’s whatever the government says it is. And if officials decide new competition isn’t necessary, they can deny a person the right to start a new business, no matter how skilled or qualified he may be.” In practice, these laws amount to a “competitor’s veto”: they allow existing businesses to stop new entrants by complaining to government officials that the additional competition will threaten their revenues.28

				Then there are unions. Unions, as we noted in chapter 2, have been given special powers by government that allow them to demand wages for union workers that are higher than those workers could earn on a free market. But these higher labor costs mean that employers will hire fewer workers, reducing employment and raising the costs of the goods they produce. Depending on how widespread unions are in the economy, even unionized employees can end up worse off. Their wages may be higher, but their standard of living will be lower since they are paying higher prices for all the other goods produced by other unionized workers.

				And for someone who is ambitious and wants to rise through hard work, unions can be an enormous barrier, since they tend to reward seniority rather than ability. At a Giant Eagle grocery store in Edinboro, Pennsylvania, managers gave their highest-performing employees a raise. But the United Food and Commercial Workers Local 23 union took them to court to rescind the raises. “Why did Local 23 oppose higher pay for its members?” asks James Sherk, a scholar at the conservative think tank, the Heritage Foundation. “Because it upended their seniority system, allowing junior employees to make more [than] those with more seniority. Local 23 wanted uniform pay scales—even if that meant cutting some of its members’ wages.”29

 				Not only does the government make it harder for people to earn a living, but many of its restrictions on liberty work to dramatically raise the cost of living and so reduce the purchasing power of whatever money they do earn. We’ve already seen how the government raises labor costs in many ways, making virtually everything we buy more expensive. In the case of the minimum wage, for example, businesses may pass on their higher costs to customers. The chair of President Obama’s Council of Economic Advisers, Christina Romer, has noted that often “the customers paying those prices—including some of the diners at McDonald’s and the shoppers at Walmart—have very low family incomes. Thus this price effect may harm the very people whom a minimum wage is supposed to help.”30 And taxes, of course, drive up costs. But there is much more.

				Take the cost of housing, which is often the greatest financial burden people face. Land-use laws, zoning restrictions, height restrictions, and minimum-lot-size requirements all constrain the supply of housing and help to raise prices in many areas.31 Rent-control laws, among other evils, lead to poor quality of rent-controlled units and higher prices for non-rent-controlled units. So-called urban renewal projects have demolished much of the affordable housing once available to low-income Americans, largely in order to appease outsiders who had enough money to live elsewhere.32 And the government’s “affordable housing” crusade helped spur the housing bubble that drove up the cost of many houses, to the detriment of everyone who didn’t yet own homes.

				Then there are energy costs, which not only affect us directly through gas and electricity prices, but also indirectly, by adding to the production and transportation costs of all the others things we buy. Many of the EPA’s regulations do nothing to make our environment safer, but they do hike up the price of energy. Renewable fuel standards, to take only one of countless examples, force refiners to blend corn-based ethanol into fuels, making fuel less efficient and achieving nothing except higher fuel and corn costs. Even Al Gore now opposes them. Then there are restrictions on petroleum drilling, “renewable energy” mandates and subsidies, the overregulation of nuclear power, and many other interventions that drive up the cost of energy.33

				What it all adds up to is a burden so staggering that it’s truly amazing so many Americans continue to rise out of poverty each year.

				Denying Opportunity to Innovators

 				Too often when people speak of opportunity their focus is solely on the ability of poor people to rise out of poverty. But opportunity is not about escaping poverty—it’s about everyone’s ability to rise from where they are today to greater and greater heights. A land of opportunity provides an unobstructed road to everyone committed to productive achievement, regardless of how much he’s already achieved. Today, that road is littered with obstacles, and those obstacles hold back not only those striving to rise from the bottom, but the innovators who drive human progress.

				Probably the freest industries in America today are found in the high-tech arena, epitomized by Silicon Valley, home to companies such as Hewlett Packard, Facebook, Google, Cisco, Oracle, and Intel. If you’ve visited the Valley and experienced its entrepreneurial culture, you’ll be struck by how similar it is to the way America was described during the nineteenth and early twentieth centuries: the energy, the optimism, the fearless pursuit of success and achievement. In her book Secrets of Silicon Valley, author and entrepreneur Deborah Perry Piscione describes how, after living in the Valley for several months, she “started to appreciate how much people are in the driver’s seat here. This culture of mavericks is more interested in moving the needle forward than following the path of tradition.”34

				Silicon Valley is in many ways a land of opportunity within the land of opportunity. Unsurprisingly, nearly 35 percent of Silicon Valley residents are immigrants (for the U.S. as a whole, it’s only about 13 percent). Many of these immigrants notes Perry Piscione, “came with no English language skills, no family or friends, varying degrees of education, but a common drive to seek out better opportunities. If you are motivated in Silicon Valley, [then] you can make it, period.”35 What matters in the Valley is not where you were born or where (or even whether) you went to college. What matters is your ability. Talent is the currency of Silicon Valley, and individuals there use their talent to move us forward, pioneering revolutionary achievements in social media, big data, personalized health care, biotechnology, smartphones, mobile commerce, cloud technology, and 3D printing, to name just a few. Silicon Valley is the place creators like Elon Musk, Steve Jobs, and Peter Thiel go to make a fortune by inventing the future.

 				What made it all possible? No doubt there are many forces at work, but one enormous factor is the extent to which the government has kept its hands off the Valley. Perry Piscione points out the benefits of “the lack of heavy government regulation that would typically favor the interests of established banks, companies, and labor unions” over young upstarts.36 People are free to act on their ideas and compete on ability, without having to wade through a minefield of government permissions before launching their ventures. It is, as Bill Gates once put it, business at the speed of thought.

				But even Silicon Valley is not immune from the threat of government control, most notably from antitrust laws. Although these laws claim to protect competition, what they actually do is punish superlative competitors.37 If you look at the tech companies targeted by antitrust, you’ll find a who’s who list of innovative producers, including Intel, Google, Apple, Adobe, and Microsoft. The case of Seattle-based Microsoft is especially tragic and illustrative of the profoundly destructive effects of these laws.

				In the early 1990s, Bill Gates’s Microsoft was one of the most innovative and successful companies of all time. But the company was dogged by antitrust authorities throughout that decade, and eventually, for the “crime” of giving away Internet Explorer for free, was forced to defend itself against a Justice Department antitrust suit. Initially Judge Thomas Penfield Jackson ordered that Gates’s company be broken up, and while much of that decision would later be overturned, Microsoft was nevertheless saddled with direct government oversight for a decade. The experience scarred Gates and almost certainly contributed to his decision to step down as CEO in 2000. “The DOJ action took all the fun out of the job,” technical analyst Rob Enderle of the Giga Information Group said after Gates announced he was retiring.38

 				With Gates out the door and antitrust monitors breathing down its neck, Microsoft became far less innovative and entrepreneurial over the next ten years. Under antitrust, producers have no way of knowing what they can and can’t do. Take Microsoft’s decision to give away Internet Explorer for free, for example. What if the company had charged for the product? Instead of being indicted for “predatory” activity it could have been charged with using its “monopoly power” to gouge customers. Antitrust regulations paralyze innovators: the only safe move is to stop innovating, stop competing, do nothing, and stagnate. “Since the antitrust suit, [Microsoft has] become much more cautious and much less aggressive,” said MIT professor Michael Cusumano in 2011. “They’re afraid, it seems. Whether it’s antitrust in U.S. or in Europe, they seem to be slowly reacting to the world around them, rather than trying to get in there fast.”39 Antitrust regulation turned business at the speed of thought into business at the speed of the DMV. Microsoft may have been the first high-tech company crippled by antitrust, but it likely won’t be the last. Today, Apple is facing the prospect of having its own antitrust overseer implanted in the company.

				But if Silicon Valley’s entrepreneurs aren’t fully free to function, in other industries the situation is much worse. Just consider two fields that are vital to human progress and happiness, but that the government has made inhospitable to innovators: education and health care.

				For well over a century, the government has basically monopolized the field of education. It is still legal to start private schools, of course (although there are enormous political barriers to doing so, especially at the high school level). The problem is that the market is limited because potential customers have to be able not only to afford a private school’s tuition, but to continue to pay thousands of dollars a year to support the government schools. It’s like telling consumers they are free to buy any car they want—as long as they also buy a Chrysler. This colossal financial burden means that there are precious few alternatives to government schools, and those that exist are usually geared toward a wealthier customer base. Even relatively affluent parents often choose simply to move to districts with somewhat better government schools, rather than pay double for their children’s education. For poorer Americans, of course, this alternative is usually out of reach. They are stuck with whatever the government gives them.

				Even in countries whose educational systems are comparatively successful (when judged by test scores, anyway), such as Finland or Japan, turning schools into state monopolies has rendered the entire field of education disturbingly stagnant. Nowhere do we see the diversity, choice, and innovation that define the high-tech industry. In the U.S., however, things are much worse. By almost every measure we are falling behind the rest of the world, yet because there is no competition or profit motive to punish poor performers and reward great achievers, there is no reason to expect things will get better any time soon. There are few innovators devoting their efforts to creating the educational equivalent of an Apple or a Google, and the innovators who do try to change the field are highly constrained by the government. Even a private school isn’t fully free to set its own rules and standards—it has to answer to the state.

 				This is perhaps the worst effect of government control in the field of education: not how bad U.S. schools are compared to world leaders, but how much better all these systems could be if they were free. Set aside the countless innovations we can’t even imagine. Just consider a few of the obvious choices that would exist absent a government monopoly on education: different schools would take different approaches to the goal of education (e.g., to prepare children for the job market, to make them good citizens, to develop their ability to think and value); they would adopt different theories of how children best learn (e.g., Progressive, Montessori); they would structure their curriculum in vastly different ways (e.g., Common Core, classical education); to say nothing of a million other choices relating to cost, class size, the role of technology, school hours, teacher training, approaches to discipline, and on and on. And every school would have to compete for customers, with the best schools thriving and the worst schools failing.

				The government’s monopoly on education represents an enormous abridgement of opportunity: the opportunity of entrepreneurs and educational innovators to profit by applying their creativity to the field, the opportunity of parents to choose a school that caters to their unique values and needs, and the opportunity of the poorest students to get even a halfway decent education.

				One of the main arguments for government control over education is that it is necessary to ensure that children who wouldn’t be able to afford an education in a free market can get one. But this is precisely one of the challenges that innovators could solve. There are huge profits to be made by discovering ways to educate children at a substantially lower cost. Some charter schools have already found ways to use computers to dramatically reduce the number of teachers needed to teach a given class size, while actually improving educational outcomes.40 Even in the poorest parts of the world, as education scholar James Tooley has cataloged, there is a burgeoning private school system providing education to children of parents who earn only a few dollars a day—and who have the option of sending their children to free government schools.41 That’s to say nothing of the charitable resources, scholarships, and non-profit schools that would undoubtedly be available to help poorer children.

 				Finally, let’s look briefly at health care. The American health care system is freer and more innovative than virtually every other health care system in the world.42 But it nevertheless has more in common with our stagnant education system than with Silicon Valley. Although there are some areas in which entrepreneurs and visionaries have the opportunity to change and improve things, overall the story is one of bureaucracy and roadblocks.

				The U.S. health care system is usually characterized as a free-market system (and all of its problems are inevitably blamed on this freedom), but the truth is that it is dominated by government. Even before Obamacare, about half of U.S. health care spending was government spending.43 Starting with Medicare and Medicaid in 1965, the government has sought to guarantee us health care regardless of our ability to pay. But it turns out that allowing people to consume health care that they don’t have to pay for (or don’t have to pay full price for) is incredibly expensive, and shortly after the launch of these medical welfare state programs, the government started imposing rigid controls on doctors, hospitals, and insurers to keep expenses down. These and other controls—Medicare alone involves 132,000 pages of complex laws, rules, and regulations—have dramatically curtailed the freedom of health care providers and have actually driven up costs. It takes a typical hospital 38,400 man-hours each year just to meet Medicare’s billing requirements, and hospital staff spend on average 30 minutes doing paperwork for each hour spent caring for a Medicare patient.44 The costs of compliance, in terms of time and money, are so burdensome that it’s hardly any wonder that, as physician Sandeep Jauhar notes:

				In surveys, a majority of doctors express diminished enthusiasm for medicine and say they would discourage a friend or family member from entering the profession. In a 2008 survey of twelve thousand physicians, only 6 percent described their morale as positive. Eighty-four percent said their incomes were constant or decreasing. The majority said they did not have enough time to spend with patients because of paperwork, and nearly half said they planned to reduce the number of patients they would see in the next three years or stop practicing altogether.45

 				Forcing doctors to spend large chunks of their days filling out forms instead of treating patients is bad enough. But even when they do treat patients, their medical judgment is often constrained by regulatory dictates. Jauhar describes a case in which one of his patients had been given antibiotics to treat pneumonia, even though the evidence he had pneumonia was slim. Jauhar stopped the treatment, but not soon enough: his patient contracted C. difficile colitis, an illness often brought on by the use of antibiotics. As Jauhar notes, “The complication stemmed from the requirement from Medicare that antibiotics be administered to a pneumonia patient within six hours of arriving at the hospital.” The problem is that diagnosing pneumonia often takes longer than that and so “there is pressure to treat even when the diagnosis isn’t firm, as was the case with this gentleman.” Jauhar goes on to describe a conversation with a senior health care quality consultant, who worried that these sorts of Medicare guidelines, which pay doctors for treating patients in the ways regulators deem proper, could have “a chilling effect” on medical innovation. “What about hospitals that stray from the guidelines in an effort to do even better?” the consultant wondered. “Should they be punished for trying to innovate? Will they have to take a hit financially until performance measures catch up with current research?”46

				Given how important health care is to our lives, it is shameful that we have entangled the men and women we entrust our lives to in this sort of bureaucratic web. We’ve said, in effect, that our “right” to have other people pay for our health care trumps the rights of doctors to practice medicine on their own terms. We will generously allow them to save our lives, but only if they surrender more of their autonomy to the government than the average car mechanic.

 				And doctors aren’t the only ones with their hands tied. Medical device makers, for instance, have to go through an excruciating and expensive FDA approval process that takes on average 54 months before a new product is approved—nearly five times as long as approvals take in Europe, even though there is no evidence this lengthier process makes us safer.47 Imagine if every Apple product had to go through four and a half years of government approvals. We would still be using our iPhone 3Gs. To make matters worse, Obamacare has hit device makers with a 2.3 percent excise tax on their revenues (not just their profits), which in many cases comes out of their R&D budgets. According to AdvaMed CEO Stephen Ubl, “The reduction in R&D is especially troubling as investments in research today are the cures and treatments of tomorrow. The effects of this tax could have a damaging ripple effect for decades to come if left unaddressed. This tax is not just a tax on medical technology companies. It’s a tax on medical progress.”48

				And then there’s the issue of health care costs. In freer industries, one of the main avenues for innovation is in cost reduction. By discovering ways to bring down costs, entrepreneurs can make their products more attractive to price-conscious buyers, much like Dell was able to lower its costs and rise to prominence by slashing the price of computers. But in the health care sector, there is disturbingly little innovation aimed at cutting costs. Why not? In large part because, thanks to government intervention in medicine, we aren’t very price conscious. Welfare programs like Medicare and Medicaid, and tax incentives that encourage us to pay for even routine care with insurance, have created a “third-party payer” system: for every dollar of care a patient receives, on average he only has to pay fourteen cents out of pocket. It doesn’t do doctors, hospitals, drug companies, or other potential health care innovators any good to search for ways to cut costs when the people making the buying decisions don’t care about those costs.

				One area in which we are cost-conscious is health insurance. But here, too, the government has closed the door to innovation. Health insurers are hamstrung by federal, state, and local regulations that effectively force them to offer costly plans. As the Cato Institute notes in its Handbook for Policymakers:

				Those regulations include restrictions on insurance pools’ ability to limit or refuse coverage, to vary premiums according to risk, and to negotiate price discounts from providers. States also limit enrollees’ freedom to purchase only the coverage they wish. Finally, states prohibit their residents from purchasing insurance from states with more consumer-friendly regulation.49

 				To appreciate the impact of these regulations on prices, consider each state’s laundry list of insurance mandates. We aren’t talking about Obamacare’s individual mandate, which forces us to buy insurance whether we want to or not. These state mandates dictate what coverage must be offered in the insurance packages citizens are permitted to buy. Rules vary from state to state, but here are some common mandates:

				
						Benefit mandates dictate what treatments, procedures, and diagnostic tests an insurance package has to cover. Even if you’re young, don’t want kids, and don’t drink, these mandates can force you to pay top dollar for a package that covers everything from in vitro fertilization to liver transplants to alcohol rehab.

						Mandatory “guaranteed issue” forces insurance companies to insure anyone, regardless of personal or medical history.

						Guaranteed renewability requires insurers to renew policies, even for high-risk customers, as long as their premiums are paid.

						Guaranteed community rating forces insurance companies to insure everyone at the same rate, regardless of crucial differences in things like age, habits, or health. (In most cases, insurance companies today are subject to modified community rating standards, which allow some minor price differentiations.)50

				

				Given these kinds of strictures, there is simply no way for health insurers to significantly reduce costs.

				These and countless other interventions explain much of the rising cost of health care and its uneven quality. Freedom doesn’t lead to mounting bureaucracy and skyrocketing prices—it leads to ever-improving customer satisfaction and steadily declining prices. That’s what we see in the tech industry, in other parts of the insurance industry (life insurance, car insurance), and even in sectors of the medical industry that aren’t dominated by government (LASIK eye surgery, cosmetic surgery).

 				The lack of freedom in the medical industry amounts to a declaration that, when it comes to health care, “Innovators Need Not Apply.” When asked, “Can you imagine Google becoming a health company?” Google cofounder Sergey Brin replied, “Health is just so heavily regulated, it’s just a painful business to be in. It’s just not necessarily how I want to spend my time. . . . I think the regulatory burden in the U.S. is so high that I think it would dissuade a lot of entrepreneurs.” Google’s other cofounder, Larry Page, went on to add that the health care industry is “so heavily regulated, it’s a difficult area . . . I do worry, you know, we kind of regulate ourselves out of some really great possibilities.”51

				Whether you’re an ambitious young worker just starting out or a successful creator who wants to find new ways to improve human life, your opportunity is becoming increasingly constrained by the state. Instead of protecting the freedom of individuals to rise by their own effort, we are making it harder to rise. And, at the same time, we’re making it easier to live off the efforts of others.

				The Welfare State vs. Opportunity

				We’re often told that the welfare state plays an important role in securing the American Dream, and that programs like Social Security, Medicare, and sundry “anti-poverty” schemes foster opportunity. But opportunity means you have access to an open road: it doesn’t mean that other people have a duty to drive you down it.

				The truth is that the welfare state is part of today’s war on opportunity. Its basic principle represents a total inversion of the ideal of opportunity: whereas the American Dream linked rewards to achievement, the welfare state declares that if you achieve something, you have no right to your rewards, but if you fail to achieve something, you’re entitled to the rewards of others. The effects of this inversion go far beyond stripping productive individuals of their wealth—although it’s disturbing how little that counts for today. It also discourages many people from even attempting to become self-supporting and self-directing. Nowhere are the welfare state’s corrosive effects on opportunity more clear than in its so-called War on Poverty.

				The list of anti-poverty programs is long, amounting to 126 separate programs at the federal level alone, including the Earned Income Tax Credit, Supplemental Security Income, food stamps, housing subsidies, work-training programs, child care subsidies, Medicaid, and much more. Spending on these and state and local programs is enormous, amounting to nearly $1 trillion a year.52

 				The first thing to observe about these anti-poverty programs is that they haven’t ended poverty—at least not poverty as the government defines it. (The absolute poverty we see in Haiti and Uganda was eliminated in the West long before the welfare state. When we speak about poverty in advanced countries we are talking about relative poverty.) The official poverty measure shows that the poverty rate remains about where it was when Lyndon B. Johnson launched his War on Poverty in the mid-1960s. That is somewhat misleading, however. Experts are in general agreement that the government’s official poverty measure overstates poverty, and that better assessments suggest that poverty has been cut in half over the last fifty years.53 What’s more, most of the people the government classifies as “poor” live relatively comfortable lives. Despite the genuine hardships they face, today’s poor typically enjoy an adequate diet, electricity, indoor plumbing, automobiles, and modern conveniences such as dishwashers, TVs, and DVD players. In fact, the average poor person in America lives in a home that is larger than what the average non-poor person in Europe lives in.54

				But we can’t celebrate just yet. Johnson claimed that the goal of the War on Poverty was to give poor Americans “opportunity not doles.” The question is, have the welfare state’s scores of anti-poverty measures succeeded in making poor people independent, or have they simply made it less unpleasant to be poor? The evidence is pretty clear. On the whole, what so-called anti-poverty programs have done is increase the ability of people to consume without producing. Judged from the perspective of creating opportunity, anti-poverty measures haven’t just failed—they’ve made things worse.

				Why do some people remain poor in the richest country on earth? One theory is that the welfare state is simply not “generous” enough to make it possible to rise out of poverty, although given the enormous sums spent on these programs—nearly $14,000 per poor person per year55—that is hard to justify. Hand that money directly to impoverished Americans and a family of four would receive $56,000 a year, more than the median household income. (Of course, that money doesn’t get handed directly to poor people: much of it goes into the pockets of bureaucrats, social workers, poverty activists, outright hucksters, and who knows who else.)

 				A more plausible answer is that the jobs available to most poor people don’t pay well enough to allow them to be self-supporting. But as political scientist Charles Murray notes, staying above the poverty line is relatively easy if you have a job: “As of 2010, a married man without children could have [stayed above the poverty level] if he worked 50.5 weeks at a minimum-wage job.” This is all the more striking in light of the fact that 94 percent of hourly workers make more than the minimum wage.56 In a similar vein, New York University professor Lawrence Mead observed that the poverty rate for adults who worked at all was only 7 percent in 2009, and only 3 percent for adults working full time throughout the year, while the poverty rate for people who didn’t work was 23 percent that year.57 Low wages, then, are usually not the explanation for poverty. If you’re earning a wage, you’re almost certainly not poor.

				Overwhelmingly, the reason that most poor Americans are poor is because they aren’t working. Mead points out that that the percentage of heads of poor families who work at least part of the year has declined from 68 percent in 1959 to 46 percent in 2009. The percentage who worked full time, all year, declined from 31 percent to 15 percent. (Some of this decline was due to the Great Recession, but this accounted for only a small part of the decline. In 1989, those percentages had already fallen to 48.9 and 16.2 percent, respectively.)58

				Was this frightening decline due to a lack of low-skilled jobs? Surely that’s part of the story, and here the job-killing minimum wage deserves its share of the blame. (According to journalist Jason Riley, “A 1995 study concluded that mothers in states that raised the minimum wage remained on public assistance an average of 44 percent longer than their peers in states where the minimum did not rise.”59) But there are reasons—starting with the testimony of poor people themselves—to think a lack of jobs is not the major force driving this decline. NYU’s Mead notes, “In 2009, only 12 percent of poor adults who did not work blamed this on their inability to find work. In 2007, before the recession, the figure was only 5 percent. In both years, this was the least common reason cited for not working. Much more often, respondents claimed illness, retirement, family responsibilities, or going to school as reasons.”60

				There are strong reasons to think that the decline in work among poor Americans has not happened despite the efforts of anti-poverty programs, but in significant part because of them. Anti-poverty programs haven’t just been unsuccessful at leading more poor people to join the labor force—they’ve encouraged many to stay out of the labor force. We’ll look at the data in a moment, but it’s worth noting that this is a view shared by a lot of low-income workers.

 				In her study of Harlem’s working poor, No Shame in My Game, Princeton sociologist Katherine S. Newman quotes several fast-food workers who believe that welfare undermines the work ethic. Here’s one young worker, Ianna:

				I’m not knocking welfare, but I know people that are on it that can get up and work. There’s nothing wrong with them. And they just choose not to. . . . They don’t really need to be on [welfare]. They just want it because they can get away with it. I don’t think it’s right, because that’s my tax dollars going for somebody who is lazy, who don’t wanna get up. I can see if a woman had three children, her husband left her, and she don’t have no job ’cause she was a housewife. Okay. But after a while, you know, welfare will send you to school. Be a nurse assistant, a home attendant, something!61

				Later, Newman introduces us to Patty:

				[O]ne imagines Patty would be tolerant of [welfare] recipients. After all, she has been there. Not so. Having finally taken the hard road to a real job, she sees no reason why anyone else should have an easier ride. “There’s so much in this city; it’s always hiring. It may not be what you want. It may not be the pay you want. But you will always get a job. If I can work at Burger Barn all week and come home tired and then have to deal with the kids and all of that, and be happy with one twenty-five a week, so can you.”62

				In an earlier investigation, New Yorker columnist Ken Auletta encountered similar attitudes. He quotes one ghetto resident, Leon Harris: “A lot of those on welfare stay on welfare ’cause they say, ‘Why work? Someone is going to take care of me. As long as Uncle Sam will do it, why not?’ Then they instill it in their children: ‘Why should I have to go out there and bust my behind and have them take it out of my taxes?’”63

 				Auletta quotes another resident as saying, “When I meet someone with a welfare mentality, I know how it came about. It causes people who always wanted the best for themselves to learn to settle for less. They no longer have a standard of living, just merely surviving. They later raise their children to enjoy welfare mentality and learn to think little. . . . Also, after a while they begin to relax into this nothingness, enjoying this crutch welfare has provided for them. This is welfare mentality. It can make us irresponsible, lazy and depending on the system we claim treats us so unfairly.”64

				The lesson here is not that everyone on welfare is lazy and irresponsible, even if it’s important to acknowledge that anti-poverty programs subsidize such behavior at the expense of hardworking Americans. The more important lesson is that anti-poverty programs incentivize even good people to drop out of the labor force, and discourage them from taking the entry-level jobs that can become a platform to greater opportunities. We are paying people not to pursue opportunities.

				In the late 1990s, Kathryn Edin, a sociologist at Rutgers University, and Laura Lein, an anthropologist at the University of Texas at Austin, interviewed low-income single mothers. Most said that they would need to make roughly double the minimum wage in order to make it worthwhile for them to leave welfare and join the labor force. Newman summarizes their findings:

				Leaving welfare and entering the working labor force means new health costs (since few low-wage employers provide medical plans, and when they do, deductibles and copayments still raise expenses), new transportation costs both for traveling to the workplace and for traveling to the day care provider (commuting to the suburbs is time-consuming and inconvenient—buying and maintaining a used car is a huge goal for many single mothers), and, sometimes, higher housing costs (subsidized housing costs increase when incomes rise) and clothing costs (depending on the job). . . . Single mothers on welfare know that leaving welfare for a low-skilled job will make them worse off than they were on welfare.65

				In a more recent study from the Cato Institute, Michael Tanner and Charles Hughes reached similar results. “The current welfare system provides such a high level of benefits that it acts as a disincentive for work. Welfare currently pays more than a minimum-wage job in 35 states, even after accounting for the Earned Income Tax Credit, and in 13 states it pays more than $15 per hour.”66

 				Paul Krugman is admirably forthright about the implications: “[O]ur patchwork, uncoordinated system of antipoverty programs does have the effect of penalizing efforts by lower-income households to improve their position: the more they earn, the fewer benefits they can collect. In effect, these households face very high marginal tax rates. A large fraction, in some cases 80 cents or more, of each additional dollar they earn is clawed back by the government.”67

				This is tragic, because by discouraging people from accepting low-paying jobs, anti-poverty measures ultimately keep them from getting higher-paying jobs, and from acquiring the satisfaction and self-respect that comes from being self-reliant. Worse, even good people can find their desire to be self-reliant corroded by the welfare state.

				Don’s friend Jeremiah worked while he was going to college, but because he grew up in foster homes, he also received a small stipend from the government. During his sophomore year, Jeremiah was involved in an auto collision that totaled his car and put him into physical therapy. Although it would have been difficult, he could have kept working, but knowing that he had that stipend to fall back on, he let the job go. “If I didn’t have that check I would have had to say ‘What am I going to do to get out of [this situation]?’” Instead, “[I felt that] I can afford to let that job go because I’m going to get this check. So the check allowed me to sit there and wallow in my own self-pity rather than figure out how I was going to get out of that [situation].”

				And that, Jeremiah says, is the most damaging aspect of welfare: not simply that it allows people to get by without working, but that it insulates people from the consequences of thinking of themselves as helpless victims, and thereby encourages them to think of themselves as victims. “That’s what happens when you’re on welfare. You look at things, and some of them are not your fault legitimately and some things you’re convincing yourself are not your fault, [but] success in life is not a matter of figuring out whose fault it is. It’s a matter of figuring out how you’re going to get something done.” But the welfare state “bankrolls a bad philosophy [i.e., a philosophy of victimhood], because you can afford to have that philosophy when there’s a check there. Like if there was no check I couldn’t dwell on whose fault it was too long because I’m hungry. [The welfare state] gives you the means by which to hold on to bad philosophy, dwell on it, grow it, until it seems like it’s going to crush you.”68

 				One of the worst features of the so-called poverty debate is that we have ended up equating fighting poverty with wealth redistribution. But poverty is not a distribution problem—it’s a production problem. People are poor, in the end, because they have not created enough wealth to make themselves prosperous. The only thing that has ever achieved substantial reductions in poverty is freedom and the economic progress it unleashes.

				Thanks to economic progress, poverty had been declining rapidly for years before LBJ declared war on it, and it was only once the War on Poverty started spending trillions of dollars to end poverty that the official poverty rate stopped declining.69 While it’s wrong to attribute this stagnation solely to the welfare state, there is no question that redistributive policies whittle away at progress. Taxes discourage production and handouts discourage work. To make matters worse, transferring income from savers to spenders reduces the capital available to fund new jobs, new businesses, and the expansion of existing businesses. These are lost opportunities, and the fact that their absence is largely invisible doesn’t make the costs of redistribution any less real.

				So-called anti-poverty programs are nothing of the sort. They are handouts, bought and paid for by productive individuals. Most people believe these programs are necessary in order to help those genuinely unable to support themselves through no fault of their own. History shows otherwise. Private charity has always been abundant in America, and because it isn’t bound by the bureaucratic, one-size-fits-all strictures that necessarily govern state-run programs, it is in a position to distinguish between those who are unable to work and those who are unwilling to work—and to help those who are willing and able to get back on their feet if they fall on tough times.70 But even those who remain unconvinced that we could do without the welfare state altogether should never lose sight of the fact that it is an opportunity destroyer, not an opportunity creator.

			

		

	
		
			
 				Chapter Six

				The Money-Makers and the Money-Appropriators

				The Deserving Rich?

				The American Dream is more than an aspirational story about striving and success. It is, in the best sense, a morality tale: it says that if you do the right things—if you think, learn, strive, work hard, act responsibly—you can achieve great things. In America, what matters is not privilege but merit. Success is to be admired because, setting aside the occasional fraud and huckster, it is earned.

				This is what most of us have in mind when we talk about fairness in society. It’s the idea that our choices will shape our destinies, for better or for worse. The inequality critics argue that this, if it was ever true of America, no longer is. They argue that “the rich” are getting richer, not through merit, but through rigging the game in their favor, and that, as a result, the rest of us are working harder and harder and getting nowhere.

				The truth is that some people today are getting rich through political privilege, although that is by no means true of most successful Americans. If we value fairness, we need to learn to distinguish between earned fortunes and unearned fortunes—and then we need to put an end to people’s ability to capture the unearned.

 				What does it mean to say that someone “earned” his income? In short, that he produced it. If Robinson Crusoe builds a spear and uses it to catch a fish, he earned that fish—he produced it, it belongs to him, and it would be wrong for Friday to come along and take it. By the same token, we can earn values indirectly, by trading what we produce for the things that others produce. If Crusoe chooses not to eat his fish, but exchanges it with Friday for a coconut Friday chopped down from a tree, then Crusoe earned that coconut by obtaining it through the voluntary consent of Friday in a value-for-value trade.

				In a division of labor economy, the principle is the same, but its application is less obvious. We don’t produce and trade concrete items like fish and coconuts, as people do in barter economies. Instead, we produce in exchange for money, and we exchange the money for the things that others produce. How much money we receive for our productive efforts, and what we are able to buy with that money, is determined by the voluntary consent of the people we exchange with. To earn something, in a division of labor context, is to acquire it through production and voluntary exchange. What we merit is the economic value we create, as judged by the people who voluntarily transact with us.

				It’s a mistake to view economic rewards as payment for merit as such. We do not get paid in proportion to the laudable qualities we display—virtues such as diligence, integrity, and effort. Bill Gates worked hard to build Microsoft, but he’s not a billionaire because he worked 20,000 times harder than the average American. To be sure, when a person is enormously successful, this almost always indicates virtue on his part. But the essential issue is that what a person merits or earns or deserves, in an economic context, is whatever rewards he can achieve through productive effort and voluntary exchange.

				In 1997, J. K. Rowling published the first book in her Harry Potter series. Over the course of the next decade, she published six more Harry Potter books. Millions of delighted readers willingly paid about $10 to $20 for each one, making Rowling a billionaire.

 				One of the highest-paid CEOs in the last decade was Steve Jobs, who took home several billion dollars (mostly in the form of stock options). But over the course of his tenure as CEO, Jobs not only saved Apple from bankruptcy, but helped grow it from $3 billion in market capitalization to $347 billion—all through creating products that improved the lives of millions of customers, who happily paid hundreds or thousands of dollars for their Macs, iPods, iPhones, and iPads.1

				Warren Buffett is the wealthiest investor of all time, with a net worth of about $60 billion. That’s a lot of money, but Buffett helped grow his company, Berkshire Hathaway, from $22.1 million in market capitalization in the late 1960s to more than $300 billion today. Put another way, a $20.50 investment with Berkshire Hathaway in 1967 would be worth more than $200,000 today—a track record no one else even comes close to.2 Buffett amassed his extraordinary net worth by using his genius to identify opportunities that no one else could see, putting resources into companies that created an enormous amount of value for their customers and shareholders, standing by those companies through thick and thin, and helping guide them so that they could prosper.

				These men and women of extraordinary ability achieved their fortunes through merit. They deserve their riches. The hallmark of deserved rewards is that they don’t come at other people’s expense. Bill Gates’s billions didn’t make anyone else poorer. He created billions of dollars of value by producing products that fueled the prosperity of his customers, suppliers and software makers and that played a pivotal role in the Internet revolution. His $50 billion gain is puny in comparison. However great the fortunes earned by the most successful creators, they represent but a fraction of the total value they create.

				This point is more fully apparent when you realize that every dollar earned by these billionaires came from the voluntary consent of other people. Why did so many people willingly hand over so much money? Because what they got in return was even more valuable. This is the key to understanding how inequality arises under freedom—and why it should.

 				In 1996, J. K. Rowling’s net worth hovered somewhere in the neighborhood of nothing. She grew rich through a massive number of voluntary transactions. Because millions of individuals chose to pay $20 for a copy of one of her books, inequality increased: her income and wealth rose, her fans’ incomes didn’t budge and their wealth fell slightly. But the net result was that everyone involved in these transactions was better off. The readers valued the book more than the $20; Rowling (and her publisher) valued the $20 more than that copy of the book. They were win/win transactions, and the totality of those voluntary, win/win transactions meant that Rowling joined the ranks of the top 0.1 percent of earners. Inequality increased, and the world was a better place as a result.3

				If the hallmark of deserved rewards is that they emerge from voluntary, win/win transactions, then the hallmark of undeserved gains is that the relationship is involuntary and win/lose. Someone gains at someone else’s expense. There is no question that there are a lot of people who have achieved undeserved gains today. But how do we identify them, and what should we do about it? On these questions, we’ll see that the inequality critics get it wrong. Much of what they regard as exploitation is in fact productive achievement—and their solutions are actually unfair.

				Merit vs. Privilege

				The first steam ship to run through the New York harbor was launched by Robert Fulton in 1807. Fulton went on to secure a guarantee from the New York legislature that no one else would have the liberty to run steamboats through New York waters for thirty years.

				But ten years later, Fulton’s monopoly was challenged by twenty-three-year-old Cornelius Vanderbilt. Working for New Jersey steamboat man Thomas Gibbons, Vanderbilt began running passengers from Elizabeth, New Jersey, to New York City, his ship flying a flag declaring “New Jersey must be free.” New York authorities tried to capture Vanderbilt, but he dodged their efforts for sixty days, to the widespread support of the passengers benefiting from Vanderbilt’s lower fares. According to author Andrew Bernstein, Vanderbilt “hid near the gangplank, then scurried off when police officers boarded so their papers could not be served. He constructed a secret closet in which to hide, so when law officers boarded him in the bay they found only a young woman steering the boat, whom they questioned to the taunts and derision of other passengers.”4

 				Ultimately, the case went to court, and in 1824’s Gibbons v. Ogden, the U.S. Supreme Court struck down Fulton’s monopoly. The results were tremendous. “On the Ohio River,” writes historian Burton Folsom, “steamboat traffic doubled in the first year after Gibbons v. Ogden and quadrupled after the second year.” Innovation in the shipping industry skyrocketed, as competing shippers started using new, lighter, and cheaper boilers, and less costly fuel. According to Folsom:

				The real value of removing the Fulton monopoly was that the cost of steamboating dropped. Passenger traffic, for example, from New York City to Albany immediately dropped from seven to three dollars after Gibbons v. Ogden. Fulton’s group couldn’t meet the new rates and soon went bankrupt. Gibbons and Vanderbilt, meanwhile, adopted the new technology, cut their costs, and earned $40,000 profit each year during the late 1820s.5

				Vanderbilt and Fulton symbolize two different routes to wealth: merit and privilege.6 In her 1963 article “The Money-Making Personality,” Ayn Rand labels those who grow rich through merit “Money-Makers,” and those who grow rich through privilege “Money-Appropriators.”

				The Money-Maker is the discoverer who translates his discovery into material goods. In an industrial society with a complex division of labor, it may be one man or a partnership of two: the scientist who discovers new knowledge and the entrepreneur—the businessman—who discovers how to use that knowledge, how to organize material resources and human labor into an enterprise producing marketable goods.

				The Money-Appropriator is an entirely different type of man. He is essentially non-creative—and his basic goal is to acquire an unearned share of the wealth created by others. He seeks to get rich, not by conquering nature, but by manipulating men, not by intellectual effort, but by social maneuvering. He does not produce, he redistributes: he merely switches the wealth already in existence from the pockets of its owners to his own.

				The Money-Appropriator may become a politician—or a businessman who “cuts corners”—or that destructive product of a “mixed economy”: the businessman who grows rich by means of government favors, such as special privileges, subsidies, franchises; that is, grows rich by means of legalized force.7

 				It is common nowadays to refer to anyone with wealth or opportunities as “privileged.” Loving parents don’t pass on opportunities to their children, they bestow privileges. A self-made businessman who rose from rags to riches isn’t a model of achievement—he’s privileged. Using “privilege” in this way means that we don’t distinguish between children who work to make the most of the opportunities their parents give them and entitled brats who expect everything to be handed to them—and it means we don’t distinguish between those who achieve something through productive merit and those who get rich through the use of political power. In an economic context, the concept of “privilege” should be reserved for those who line their pockets by taking advantage of special favors from the government—what is often called “cronyism.”8

				Today, the opportunities for growing rich through cronyism are legion: there are government-granted monopolies, bailouts, subsidies, loan guarantees, favorable tax treatment, tariffs, regulations that favor some companies or harm competitors, and much more.9 All of these special favors are win/lose. Government-granted monopolies mean higher prices and fewer choices for buyers, and a lack of opportunity for competitors; bailouts mean that taxpayers are forced to save a company that is going under, and competitors are denied the opportunity to take advantage of that failure; subsidies mean that the government takes money from some people in order to give it away to favored businesses, putting competitors at an unfair disadvantage; and so on.

 				An example of this form of privilege, for instance, is found in the rise of the Fanjul Family, which built its sugarcane empire through special low-interest loans from the government, and protectionist tariffs that allow the Fanjuls and other U.S. sugar growers to charge twice the world price for sugar, at an annual cost to Americans of $1.9 billion.10 Agriculture in general receives enormous support from the government, amounting to more than $20 billion a year in direct subsidies alone.11 But agriculture is just one area in which the government undermines freedom by handing out taxpayer cash. Carmaker Tesla started its electric car business with a $465 million loan from the Energy Department.12 “Green energy” company Solyndra famously received $535 million from the Energy Department before going bankrupt. Meanwhile, under the leadership of CEO Jeffrey Immelt, General Electric has made government favors the centerpiece of its business strategy. Author Hunter Lewis describes GE as having a “close and indeed symbiotic relationship with government in finance, defense, green energy, television, technology, and export” and notes it is a “primary beneficiary of the [Obama] administration’s stimulus bill.”13

				It’s important to be clear about what does and doesn’t count as cronyism. Many of the things labeled “cronyism” by the inequality critics aren’t. When businesses lobby the government to protect themselves from destructive regulations, for instance, that is not cronyism, any more than paying ransom to a kidnapper represents bribery. In today’s world, in which the government holds enormous arbitrary power, businesses are virtually forced to play the lobbying game out of self-defense.

				There’s no better example of this than the story of Microsoft. In 1997, Microsoft spent just $2 million on lobbying. As former Microsoft employee (and left-leaning journalist) Michael Kinsley reported, “Bill Gates resisted the notion that a software company needed to hire a lot of lobbyists and lawyers. He didn’t want anything special from the government, except the freedom to build and sell software. If the government would leave him alone, he would leave the government alone.”14

				But that attitude didn’t go over well in Washington, where Microsoft was warned that their “leave us alone” attitude would come back to haunt them.15 And it did. For the alleged crime of giving away Internet Explorer for free, Gates faced the Justice Department antitrust suit we described in the last chapter, as well as a public scolding by the Senate Judiciary Committee, led by Republican Senator Orrin Hatch, who reportedly complained that “I have given [Microsoft] advice, and they don’t pay any attention to it.”16 Gates suddenly faced the possibility that the company he had spent his life building would be taken away from him by the government.

				The results? Microsoft increased its Political Action Committee (PAC) spending by a factor of five, contributing $2.3 million to House and Senate candidates in the 2010 elections, and even giving the maximum amount allowable at the time—$10,000—to Orrin Hatch’s 2006 and 2012 campaigns. Overall, the company has spent more than $100 million on lobbying efforts since the Hatch hearings.17 Kinsley sums up the takeaway:

 				As the Microsoft example suggests, the Washington culture of influence peddling is not entirely or even primarily the fault of the corporations that hire the lobbyists and pay the bills. It’s a vast protection racket, practiced by politicians and political operatives of both parties. Nice little software company you’ve got here. Too bad if we have to regulate it, or if big government programs force us to raise its taxes. Your archrival just wrote a big check to the Washington Bureaucrats Benevolent Society. Are you sure you wouldn’t like to do the same?18

				One of the evils of today’s system is that, in forcing businessmen to lobby in self-protection, it encourages lobbying for special favors and special treatment. As Timothy Carney observes, “[W]hile companies may first come to Washington to play defense, they soon learn how to profit off big government. Today, Microsoft isn’t asking to be left alone. The company supported Obama’s stimulus, which subsidized computers and also ‘net neutrality’ regulations, which would protect their current profit model.”19 In many cases, it is hard for a company to know whether it is playing defense or offense. The line is often fuzzy, and if there is a widespread problem of corruption in today’s political system, this is perhaps the worst: Money-Makers are led to act as Money-Appropriators without necessarily even realizing it. Microsoft, however, cannot claim that excuse: in 2011, the software giant fully embraced the political game, bringing its own antitrust complaint against Google.20

				The key issue in distinguishing money-making from money-appropriating is this: did a business gain wealth through voluntary exchange, or through the initiation of force? Did it use the power of the government to extract benefits that it could not have achieved on a free market, or is it lobbying the government so that it is free to compete on a free market?

				As widespread as cronyism is, we’ve seen no evidence that it is the dominant cause of rising economic inequality. And even if it were the dominant factor driving up the incomes of “the 1 percent,” that fact would not create any justification for further regulating or taxing top earners. The solution to widespread cronyism is to stop cronyism—not to loot every successful person regardless of how he achieved his success. That would be as unfair as responding to Lance Armstrong’s doping by confiscating the prize money of every Tour de France winner.

 				There is an inequality problem involved in cronyism, however: cronyism is an example of political inequality. It allows a privileged group of people to rob and shackle others using the power of the government. When the critics of inequality object to cronyism, their complaint isn’t that people are gaining special favors and unearned payments from the government, but that the wrong people are getting the special favors and unearned payments: “the 1 percent” rather than “the 99 percent.” That is why, for instance, they object to bank bailouts but not auto bailouts. They don’t want to eliminate political privilege—they want to change who gets what privileges.

				The Complicated Case of Finance

				In a public debate with Yaron, economist James Galbraith placed the blame for rising inequality squarely at the feet of the financial industry. “The major driver of increasing income inequality in the U.S., shown in tax records, is the financial sector, or was the financial sector up through the debacle in 2008. That’s very clear in the data.” (That wasn’t clear to inequality hero Thomas Piketty, who claims that “80 percent of the top income groups are not in finance, and the increase in the proportion of high-earning Americans is explained primarily by the skyrocketing pay packages of top managers of large firms in the nonfinancial as well as financial sectors.”21)

				Galbraith added that rising fortunes in finance were not the result of rising productivity, but of greed-induced fraud that was allowed to run wild thanks to government neglect. “What happened in the financial sector was a sequence of deregulation in the 1990s under the Democrats, de-supervision in the 2000s under the Republicans in which the investigators into financial fraud were systematically withdrawn from the beat and the industry was given very clear signals that loan underwriting would not be supervised or enforced. Fraud became utterly rampant.”22

 				Galbraith’s views are widely shared. The financial industry is viewed as a place where the rich are getting obscenely richer, not through productive achievement, but through paper-shuffling, fraud, exploitation, and cronyism. This has a small element of truth: because government exercises so much control over the financial industry, there are a lot of opportunities for cronyism and misconduct—and because much of what the industry does is complex and opaque to outsiders, distinguishing between money-making and money-appropriating is hard. But three things are clear: (1) the financial industry is enormously productive and the fortunes earned by genuinely productive financiers are well-deserved; (2) in cases where financiers enrich themselves as the result of government control over the industry, the blame rests mainly on the government, and the solution is to make the industry more free; and (3) to the extent there is actual criminal behavior going on, such as fraud or embezzlement, the solution is not to pile more regulatory burdens on the innocent, but to root out and punish the guilty.

				Finance is not merely productive—its contribution is the backbone of economic progress. Try to imagine a world without a financial industry. In such a world, some people would produce more than they consumed in a given period, but they could do nothing with their savings. They would literally have to stuff it under a mattress or lock it in a vault where it would sit idle until they decided to spend it. No financiers, no returns on savings. Say good-bye to your retirement fund.

				Now say you wanted to buy a car in such a world. There would be no loans available. Nor could you use a credit card—that is a form of borrowing. You could only buy whatever you could afford to pay cash for. Not to worry though: there wouldn’t be any cars to buy. Without the financial industry supplying the enormous amounts of capital required to manufacture automobiles, and the various loans needed to start and run a dealership, there could be no auto industry.

				What if you wanted to start a restaurant? Or build an amusement park? Or search for a cure for cancer? Or launch a startup in Silicon Valley? Almost every business depends on access to capital and credit. Even home businesses that people start on the cheap usually depend on outsourcing things such as web-hosting and manufacturing to businesses that depend on the financial industry.

				Finance is an enormously complex field, but all of its activities really boil down to three essential functions—lending, investing, and risk mitigation—that are all responsible for directing capital to its most productive uses.

 				Lending comes in many forms, from bank loans to corporate bonds to commercial paper. Basically it allows people with savings to make loans to people who need money, leaving both parties better off: the people who need extra money are able to get it, and when they pay back the loan with interest, the people who have extra money to lend are able to see their wealth grow.

				Investment consists of providing capital in exchange for an ownership stake in productive enterprises, a function carried out by venture capitalists, private equity firms, hedge funds, investment banks, and stockholders, among others. A good idea in the head of an entrepreneur is worthless unless he can marshal the people and resources needed to bring the idea into reality. That’s not cheap. Everything that makes up our amazingly high standard of living depends on the men and women who, in the words of economist Luigi Zingales, “match talent with money,” putting resources into the hands of the Steve Jobses and Jeff Bezoses of the world.23 By directing savings to their most valuable uses, financiers provide the capital that makes possible the dizzying array of goods and services that make all of us better off: from computers to cell phones to hotels to airlines. The reason we can hail an Uber from our iPhone in virtually any American city is because venture capitalists have poured hundreds of millions of dollars into the company, allowing it to grow at lightning speed. Investments like these are also win/win transactions. An investment doesn’t always pay off, but it’s undertaken because both parties believe they’ll be better off. Take the stock market, for example. When a company goes public, it allows many individuals to buy ownership shares in the belief that they’ll receive returns (through dividends and/or through selling the shares at a higher price in the future), and it allows companies to raise enormous amounts of capital to fund growth, and hopefully earn more money than they would if they remained privately owned.

				Risk mitigation involves tools like derivatives, futures contracts, credit default swaps, and any number of other instruments that allow people to guard against unpredictable hazards. The most common form of risk mitigation is insurance. Absent financiers, we would all have to be self-insured, covering unexpected costs using our own savings. Insurance allows us to pay a fixed cost up front in order to shield ourselves from unknown and potentially catastrophic costs in the future. The insurer, meanwhile, is betting on its ability to assess risk accurately enough so that it takes in more money from fees (and from investment returns on those fees) than it pays out in claims. Both sides gain.

 				All of these transactions involve judgment and risk. Although inequality critics such as Piketty often imply that the rich automatically become richer whenever they invest their money, this simply is not true. The reason why successful financiers earn so much is because the value they generate is enormous, and because there are very few people with the skills to generate that value over any significant span of time.

				None of this is to deny that there are plenty of examples of unproductive, bad, or even criminal behavior in the financial world. By itself, that is not proof the industry is corrupt. The fact that an industry is fundamentally moral and productive does not mean that everyone in the industry is moral and productive.

				But the financial industry is dominated by government, and this makes things much, much worse. In a free market, in which everyone’s rights are protected, the fact that economic relationships are voluntary means it is impossible to profit without creating value for other people, especially over the long run. If you’re not creating value, or you’re creating less value than your income warrants, or you’re acting recklessly, the people you’re dealing with have an incentive to discover and correct that fact. (If you’re engaged in outright fraud, embezzlement, or some other crime, it’s the government’s job to stop and punish you.) But government intervention interferes with this process in countless ways, and so today there is a real question as to the extent we can say financiers deserve their incomes.

				Take just one of many examples of government interference: cronyism in the finance industry. When the government creates regulations and makes decisions that help some people and hurt others, it’s inevitable that people are going to try to influence the government—some in self-protection, some in the desire for the unearned, some from mixed motives. When it comes to the financial industry, that scramble for influence is magnified, both because government is so involved and because the stakes are so high. It is hardly surprising that the most regulated industry in America also spends the most on lobbying.24

 				Perhaps the most blatant form of cronyism over the last few decades is the government’s semi-official policy that certain financial institutions are “too big to fail,” which played a central role in the Great Recession. Economists continue to debate exactly what went wrong with the housing boom and bust. But one thing that is very clear is that many people in the financial industry engaged in incredibly risky behavior—risks that allowed them to make huge profits on the upside, but the downside of which harmed the rest of us to a far greater degree than it did them. What’s crucial to understand is that this was a situation created by government intervention.

				In a free market, risk carries both a potential upside (greater returns) and a potential downside (greater losses). Debt holders are quick to put on the brakes when a company starts taking on unmanageable risk. But many financial institutions in the lead-up to 2008 were leveraged at 30:1 or more—ratios that were far beyond what we see in other industries. What happened? A large part of the answer is that the government had spent two decades protecting large financial institutions from failure, repeatedly bailing out companies and protecting creditors from losses. The message was clear: “Don’t worry about lending to highly leveraged banks—we won’t let them fail.” This situation effectively created a huge subsidy for the finance sector, enabling it to assume risks far beyond what would have been possible without the government’s implicit guarantee.25 As economist Russ Roberts notes, “Capitalism is a profit and loss system. The profits encourage risk taking. The losses encourage prudence. When taxpayers absorb the losses, the distorted result is reckless and imprudent risk taking.”26

				The bottom line is that the large sums earned by financiers in a free market are totally deserved. They are the insignia of enormous productivity. But that is not fully true today. Given government’s influence, it is impossible to fully distinguish between productive actions and profits earned through government distortions. It is wrong to give a blanket condemnation of the industry or a blanket dispensation. What we can say is that, despite all the burdens, the finance industry is overall incredibly productive: from the venture capitalists who keep spurring the growth of new tech startups to the hedge funds who help their clients grow their wealth in uncertain times to the speculators who allow farmers and other businessmen to protect themselves from volatile prices, the extent to which our economy remains dynamic is in significant part the finance industry’s achievement. And if we want the industry’s income to reflect its productive contribution, and only its productive contribution, then we need to roll back government’s distortionary influence. Not wage war on inequality.

 				The Truth about CEO Pay

				CEOs matter. The wrong CEO can sink a company, the right CEO can raise a company to great heights, and even the marginal difference made by the typical CEO can be more than enough to justify an extraordinary pay package. In a column for the Atlantic, Manhattan Institute senior fellow James Manzi illustrates this with a look at Smith International, the 250th company on the 2009 Fortune 500 list. Manzi notes that given Smith International’s $1.6 billion in operating income, even a small shift can have a large impact: a “1% swing in $1.6 billion is $16 million.” Observing that the median Fortune 500 CEO in 2009 received about $6 million in total annual compensation, Manzi goes on to conclude that

				 . . . as a shareholder of Smith International going into the market to hire a CEO, the question I would ask myself if presented with the choice of paying $6 million per year or, say, doubling this to $12 million per year, is not “Will the CEO I get for $12 million fundamentally transform my business?” or whatever; instead, I’d rationally ask myself, “Can the $12 million dollar CEO drive about 0.6% more operating profit than the person I would hire at $6 million?”27

				CEO pay is, on average, far higher than it was forty years ago (although it is lower today than it was a decade ago).28 But is this increase in pay deserved? Is it a product of rising productivity among top business executives? Not according to the critics of inequality. Not only do they argue that executive compensation is unjustifiably high—they often claim that undeserved pay for top executives is the basic driver of rising inequality since the 1980s. As Thomas Piketty argues, “[T]he vast majority . . . of the top 0.1 percent of the income hierarchy in 2000–2010 consists of top managers. . . . [T]he increase in the proportion of high-earning Americans is explained primarily by the skyrocketing pay packages of top managers of large firms . . .”29

 				The main question we have to ask ourselves when thinking about CEO pay is: “Who has the right to decide what constitutes fair pay in this matter?” And the only defensible answer is: the people cutting the check, i.e., the company’s owners. Any shareholder who judges a CEO’s pay is too high is free to sell his share of the company’s stock, or to try to influence the board’s compensation decisions. Anyone who is not an owner is free to use his right to free speech to denounce a company’s compensation decisions, or to use his freedom of contract to boycott the company.

				What the inequality critics want to do is impose their own views of what constitutes fair pay on the owners and executives by physical compulsion. They—not a shareholder acting with his own money—are the ones who should have the ability and the right to decide what pay is fair. “It turns out that these shareholders, who are wonderfully thoughtful and collectively incisive, become quite stupid when it comes to paying the boss, the guy who works for them,” then congressman Barney Frank said in 2007.30

				Such condescending remarks ignore that crafting a compensation package that will attract, retain, and motivate the best CEO is complicated. Companies have to weigh thousands of facts and make many subtle judgments in order to assess what a CEO is worth. What should be the mix between base salary and incentive pay? What kind of incentives should be offered—stock options, restricted stock options, stock appreciation rights? How should those incentives be structured—over what time frame and using which metrics? And what about a severance plan? What kind of plan will be necessary to attract the best candidate? And on and on. The fact that there are people who make their living as executive-pay consultants illustrates how challenging the task can be.

 				Even pay packages that seem self-evidently misguided to outsiders can make sense given a richer understanding of the context. As Paul Krugman acknowledges, “[N]either the quality of executives nor the extent to which that quality matters are hard numbers. Assessing the productivity of corporate leaders isn’t like measuring how many bricks a worker can lay in an hour. You can’t even reliably evaluate managers by looking at the profitability of the companies they run, because profits depend on a lot of factors outside the chief executive’s control.”31 Take the case of a CEO who gets a bonus when his company loses money. As Krugman concedes, the profitability of a company is not fully within the control of the CEO, and his bonus could reflect the judgment of the company’s owners that, absent the CEO’s actions, the company would have lost even more money. The same holds true for so-called golden parachutes. Although outsiders are often outraged when they hear that an ousted CEO has received a large payout, shareholders can justifiably view these contractual commitments to pay an outgoing CEO as cost-saving measures: paying to make a bad CEO go away quickly and quietly can protect a business from further costly decisions and from costly litigation.

				Inequality critics like Frank cavalierly dismiss these complexities and declare that they can somehow divine that lower pay for executives will not hinder a company, and go on to argue that the only reason CEO pay is so high is because it doesn’t reflect the judgment of a company’s owners about the productive contribution of the CEO. Instead, they claim, CEOs exercise undue influence over boards of directors to the detriment of shareholders. “Who determines how good a CEO is, and how much he has to be paid to keep another company from poaching his entrepreneurial know-how?” asks Krugman. “The answer, of course, is the corporate boards, largely selected by the CEO, hire compensation experts, almost always chosen by the CEO, to determine how much the CEO is worth. It is, shall we say, a situation conducive to overstatement both of the executive’s personal qualities and of how much those supposed personal qualities matter for the company’s bottom line.”32 Piketty concurs, adding, “It may be excessive to accuse senior executives of having their ‘hands in the till,’ but the metaphor is probably more apt than Adam Smith’s metaphor of the market’s ‘invisible hand.’”33

				But the case for these claims is embarrassingly weak. For starters, research by University of Chicago professor Steven N. Kaplan and Stanford University professor Joshua Rauh suggests that the rise in CEO pay is in line with the rise in pay for superstar performers generally: top financiers, lawyers, and professional athletes have all seen their incomes rise more or less in tandem with top executives, which, as Kaplan and Rauh explain, “is less consistent with an argument that the gains to the top 1 percent are rooted in greater managerial power or changes in social norms about what managers should earn.34

 				Another study by Kaplan is equally enlightening. Kaplan finds that, since 2000, both average and median CEO pay for S&P 500 CEOs has declined—hardly what you would expect if CEOs were strong-arming boards without restraint. Perhaps most revealing is the fact that, according to Kaplan, CEOs of privately held companies are generally paid even more than execs at publicly held companies. This is a huge deal. The boards of directors at public companies typically own a nominal amount of stock, and are often appointed by the CEOs, which means that it’s easier for the interests of owners and managers to diverge. But shares of private companies are generally held by a small group of hands-on owners who have a lot at stake and a lot of influence. No one denies that they have the incentive and the ability not to overpay executives. “[I]f one uses evidence of higher public company executive pay as inherent evidence of capture or managerial power,” concludes Kaplan, “one has to explain why private company executives and the other professional groups have had a similar or higher growth in pay where managerial power concerns are largely absent.”35

				But the most compelling fact turns out to be that when offered the chance to vote on CEO pay—so-called say-on-pay provisions that give shareholders a non-binding vote on CEO compensation—shareholders have almost always rejected such measures. (When say on pay was mandated at certain companies by the 2011 Dodd-Frank Act, shareholders endorsed their companies’ executive pay policies in over 98 percent of cases.36) If shareholders feel powerless, they have a funny way of showing it.

				So what has driven pay up for CEOs and other superstar performers? There are a lot of different theories, and while there is strong evidence for some of them, none has been proved definitively (nor are they necessarily mutually exclusive). One theory posits that as firms become larger, the relative value of a CEO who is even a little bit better than his competitors is magnified. Another focuses on the way that globalization has expanded the market for superstar performers: the best performers are providing value to the entire world, not just a specific region or sector.37

 				According to Piketty, any account of CEO pay that appeals to such market forces cannot explain why “the explosion of compensation . . . has affected some countries while sparing others (Japan and continental Europe are thus far much less affected than the United States).”38 But of course changing market conditions aren’t the only thing relevant to CEO pay. One crucial factor is how much competition there is for CEO talent. As inequality critics Robert Frank and Philip Cook acknowledge, although “there has been a dramatic increase in the extent to which American firms compete with one another for the services of top executive talent,” the situation is different in places like Germany and Japan, “where CEOs are still promoted almost exclusively from within [a given company].” This means that there is “no reason to pay the most talented senior officers what they [are] worth, because they . . . have no place else to go.”39 In other words, Frank and Cook are arguing that there is a cultural element to CEO pay, but it’s actually the reverse of what critics like Krugman and Piketty claim: the U.S. doesn’t pay CEOs more than they are worth—other countries pay them less than they would be worth if there was competition for their talents.

				Whatever the truth, there is simply no credible evidence for the thesis that CEO pay has risen because of corporate governance failures (which is not to say that such failures never happen). And it turns out, the inequality critics never really try to offer evidence for this thesis. Instead, they claim that the academic literature can’t fully explain CEO pay trends in terms of market forces and then go on to treat the corporate governance hypothesis as the default explanation for this gap. Piketty, for instance, argues that:

				The most convincing proof of the failure of corporate governance and of the absence of a rational productivity justification for extremely high executive pay is that when we collect data about individual firms . . . it is very difficult to explain the observed variations in terms of firm performance. If we look at various performance indicators, such as sales growth, profits, and so on, we can break down the observed variance as a sum of other variances: variance due to causes external to the firm (such as the general state of the economy, raw material price shocks, variations in the exchange rate, average performance of other firms in the same sector, etc.) plus other “nonexternal” variances. Only the latter can be significantly affected by the decisions of the firm’s managers. If executive pay were determined by marginal productivity, one would expect its variance to have little to do with external variances and to depend solely or primarily on nonexternal variances. In fact, we observe just the opposite: it is when sales and profits increase for external reasons that executive pay rises most rapidly.40

 				Some of the problems with Piketty’s claims are fairly technical. But the most glaring error is treating the fact that “it is very difficult to explain the observed variations in terms of firm performance” as evidence for “the failure of corporate governance.” There are countless other explanations, which Piketty doesn’t even acknowledge. It could be that Piketty’s study was simply poorly designed. (In our view, trying to tease out “marginal productivity” from messy empirical data is a dubious exercise.) It could be that Piketty’s interpretation is not the only one consistent with the data. As Jim Manzi points out, “it may be that when times are booming in an industry, it’s worth more to keep the CEO on board. In fact, there [are] multiple papers that provide evidence for exactly this effect” that are “as strong (or really, as weak) as Piketty’s.”41 It could be that government intervention has partially severed the link between CEO pay and performance. To take just one example, laws and regulations that make hostile corporate takeovers more difficult insulate CEOs from the competitive forces that tend to align pay and marginal productivity.42 It could be a lot of things, but what’s for sure is that Piketty never presents evidence for his preferred explanation. He presumes the onus is on others to prove an alternative account.

				None of this is to deny that some CEOs get paid more than they’re worth. Again, determining what a CEO is worth to a company is really, really hard, and it’s always possible to make mistakes. A company can hire an incompetent CEO, or structure a pay package that rewards executives for short-term profits at the expense of the company’s long-term welfare. But a company suffers from such mistakes: shareholders earn less, managers need to be fired, and competitors gain market share. In a free society, the right to make decisions about pay rests with the owners—owners who bear the consequences of those decisions and therefore have every incentive to make good decisions. Even if it were true that top incomes were being increased beyond an amount that was justified by executive productivity as the result of corporate governance failures, this would be a problem a free market could and (eventually) would solve.

				But the inequality critics have absolutely no basis for their confident assertions that rising pay at the top is being fueled by CEOs finding a way to get paid more than they’re worth. The critics have not been convinced by the evidence. Rather, they show a clear track record of cherry-picking studies that are consistent with their view that high CEO pay is inherently bad because it promotes inequality.

 				What the inequality critics object to is not that CEOs are getting paid more than they’re worth—what they object to is high pay as such. Barney Frank admitted as much when he threatened to “do something more” if say-on-pay legislation didn’t sufficiently reduce CEO compensation.43 In a discussion of the pay package received by Home Depot CEO Robert Nardelli, another critic of high CEO pay confessed that “it’s hard to believe that those leading the charge against his pay package . . . weren’t upset mainly by the fact that Nardelli had a $200 million pay package in the first place—no matter how he had performed.”44 And in his first presidential campaign, Barack Obama declared, “We have a [moral] deficit when CEOs are making more in ten minutes than some workers make in ten months.”45 But if CEOs are producing more wealth in ten minutes than some workers produce in ten months, how is that a moral problem?

				Ultimately, the critics cannot accept that a CEO could be worth so much money—they simply do not believe that some people do produce more in ten minutes than others produce in ten months. “[L]et me tell you,” writes journalist Geoffrey James, “your average CEO is of, well . . . average intelligence. At best. And that’s OK because, frankly, the job just ain’t all that difficult.”46 Left-wing radio host Thom Hartmann wonders, “[W]hat part of being a CEO could be so difficult—so impossible for mere mortals—that there are only a few hundred individuals in the United States capable of performing it?”47

				One answer to that question comes from none other than leading inequality critic Robert Reich. In a 2007 Wall Street Journal column, Reich admitted that, “There’s an economic case for the stratospheric level of CEO pay,” namely the fact that “CEO pay has risen astronomically over [the last 40 years], but so have investor returns.”

				As Reich explains, the job of modern CEOs is infinitely more competitive and demanding than that of past executives. Only a handful of executives have been able to rise to the challenge, and those who have are getting paid accordingly. “The proof is in the numbers. Between 1980 and 2003, the average CEO pay in America’s 500 largest companies rose sixfold, adjusted for inflation.” Meanwhile, he notes, “The average value of those 500 companies also rose by a factor of six, adjusted for inflation.”

				But, Reich adds, “This economic explanation for sky-high CEO pay does not justify it socially or morally. It only means that investors think CEOs are worth it.”48 Of course it doesn’t justify it—not if you equate justice with economic equality.

 				The Question of Inheritance

				In recent years, discussions of economic inequality have focused mainly on income inequality. But that’s started to change with Thomas Piketty’s Capital in the Twenty-First Century, which argues that wealth inequality is our biggest long-term problem. In Piketty’s view, there are certain inherent laws of capitalism that cause wealth to accumulate in the hands of unproductive heirs rather than value-creating entrepreneurs—unless, that is, we adopt his program of “confiscatory tax rates” and a global wealth tax.

				Piketty’s basic argument, he tells us, comes down to a simple equation: r > g, where r stands for the rate of return on capital and g stands for the growth of the economy. If, argues Piketty, “the rate of return on capital remains significantly above the growth rate for an extended period of time (which is more likely when the growth rate is low, though not automatic), then the risk of divergence in the distribution of wealth is very high.” He goes on to elaborate on the implications:

				[I]t logically follows that inherited wealth grows faster than output and income. People with inherited wealth need save only a portion of their income from capital to see that capital grow more quickly than the economy as a whole. Under such conditions, it is almost inevitable that inherited wealth will dominate wealth amassed from a lifetime’s labor by a wide margin, and the concentration of capital will attain extremely high levels—levels potentially incompatible with the meritocratic values and principles of social justice fundamental to modern democratic societies.49

				Although most economists grant that if r remained greater than g “for an extended period of time,” inequality would grow—all else being equal—they also argue that there are very good reasons to doubt such a scenario, above all because other forces are likely to have a countervailing effect on inequality trends.

 				As economist Deirdre McCloskey explains, Piketty’s argument “is conclusive, so long as its factual assumptions are true: namely, only rich people have capital; human capital doesn’t exist; the rich reinvest their return; they never lose it to sloth or someone else’s creative destruction; [and] inheritance is the main mechanism, not a creativity that raises g for the rest of us just when it results in an r shared by us all.”50

				These and numerous other assumptions made by Piketty have been challenged by economists—including several critics of economic inequality. For example, Lawrence Summers, former director of the National Economic Council under President Obama, argues:

				This rather fatalistic and certainly dismal view of capitalism can be challenged on two levels. It presumes, first, that the return to capital diminishes slowly, if at all, as wealth is accumulated and, second, that the returns to wealth are all reinvested. Whatever may have been the case historically, neither of these premises is likely correct as a guide to thinking about the American economy today.51

				Regarding the first problem, Summers points out, “Economists universally believe in the law of diminishing returns. As capital accumulates, the incremental return on an additional unit of capital declines.” The question, Summers says, is how much the return to an additional unit of capital declines, relative to a unit of labor; all of the economic literature, he claims, suggests that the return to capital will decline by a larger amount than is necessary for Piketty’s thesis to hold true.52

				On the reinvestment point, Summers notes:

				A brief look at the Forbes 400 list also provides only limited support for Piketty’s ideas that fortunes are patiently accumulated through reinvestment. When Forbes compared its list of the wealthiest Americans in 1982 and 2012, it found that less than one tenth of the 1982 list was still on the list in 2012, despite the fact that a significant majority of members of the 1982 list would have qualified for the 2012 list if they had accumulated wealth at a real rate of even 4 percent a year. They did not, given pressures to spend, donate, or misinvest their wealth. In a similar vein, the data also indicate, contra Piketty, that the share of the Forbes 400 who inherited their wealth is in sharp decline.53

 				Other scholars have observed that, although Piketty presents hundreds of pages of data, the actual evidence for his theory is strikingly thin. Daron Acemoglu, an economist at Massachusetts Institute of Technology, and James A. Robinson, a professor of government at Harvard, point out that “Piketty does not engage in hypothesis testing, statistical analysis of causation or even correlation. Even when there are arguments about inequality increasing because r exceeds g, this is not supported by standard econometric or even correlational work. In fact . . . the evidence that inequality is strongly linked to r—g does not seem to jump out from the data—to say the least.”54 (And as we noted in chapter 2, the data themselves should not be treated as gospel.)

				Piketty’s prediction is not based on any “laws” of capitalism or economics—it is pure speculation.55 But even assuming his prediction comes true, what’s the problem? On this point, Piketty is vague, but basically he says that economic inequality can only be tolerated when there is a strong “social justification” for it, and while he grants that there might be a good reason for society to “allow” an entrepreneur to make a fortune (so long as the government taxes most of it away), he can see no social justification for allowing an entrepreneur’s children to inherit a fortune, and worries that these “undeserving” heirs will somehow corrupt the political system. A clearer statement of this view comes from economist James Galbraith, in his debate over inequality with Yaron.

				There are social benefits to having small numbers of big prizes and to having many more people think they have a shot at them than is actually the case. That is a formula that we have used very successfully in this country to promote technological change. Where does the problem come in? The problem plainly comes in with inheritance, with the next generation, with dynasty, with plutocracy, with oligarchy, the curse of the favored sons. I don’t object to having Mitt Romney but five more Romney’s coming down the pike, that’s to me a little bit too much. What is the cure? The cure is an established institution in these United States. It’s the estate tax which has and could still incentivize the transfer of wealth from the living, well, for example, to this university creating much greater equality than existed before. It’s, to my mind, a great solution. It’s the American way.56

 				Notice that both Piketty and Galbraith are invoking a collectivist framework that assumes that wealth belongs to society, and that individuals must prove, not that they gained their wealth honestly, but that their having it provides “social benefits.” But even those who agree with the individualist premise that wealth is created by individuals and rightfully belongs to those individuals are often suspicious of inherited wealth. It seems unfair for people to benefit from a fortune they haven’t earned.

				But the earned doesn’t exhaust what a person has a right to. If a person enters a sweepstakes and wins a car, he hasn’t earned it in the sense that he earns his paycheck. But he gained it through a perfectly fair process, and it would be just as wrong for a thief to steal his car as it would be to steal yours. The salient point is that the car offered in the sweepstakes was earned—it was earned by whoever is giving the prize. They have every right to dispose of their property as they see fit. The same goes double for inheritances. It is the parents who earned the wealth, and to prevent them from turning it over to an heir is a monstrous violation of their rights. If parents judge that their child merits inheriting their money after their death, denying them the freedom to pass on their wealth is no different from denying them the freedom to pay for their child’s education while they’re alive.

				And when it comes to the heir, there is an important sense in which his bequest does have to be earned. Given the dynamism of a free society, an heir who inherits a business empire will have to be able to improve upon it and outcompete innovative rivals, or else risk going broke. Even an heir who decides to live off of investments has to exercise judgment about how to invest his money. That, too, is a productive achievement, which helps launch new ventures, expand old ones, create new jobs, and fund new research. An inherited fortune, as much as one created from scratch, provides the fuel for economic progress.

 				Inheritance taxes, on the other hand, undermine investment and production. They are a tax on savings. To the entrepreneur who earns a fortune they are like a giant sign that says, “Don’t save. Spend, spend, spend!” There is nothing wrong with enjoying the fruits of your labor, but by depriving successful individuals of the freedom to pass on their wealth to their heirs, it encourages them to consume their fortune even though they might prefer to invest it. If inheritance taxes are high, it leads people to ask: “Why shouldn’t I buy that extra yacht or that private plane or that extra vacation home? After all, I can’t take my money with me, and I can’t pass it on to the people I love.” Much of what isn’t spent ultimately goes, not into the savings of their heirs, but into the coffers of the government, to be doled out in foreign aid, welfare handouts, sugar subsidies, congressional salaries, and bridges to nowhere. Less savings, less investment, less economic progress. As economist Steven Landsburg concludes, “[Y]ou don’t need rich parents to be a victim of the death tax. You don’t need to own a family business or family farm. You only need to be someone who works in a factory or shops in a grocery store or gets sick and goes to the hospital.”57

				For those who do own a business, especially a small, family-owned business, it’s worse. As Timothy Carney explains:

				[C]onsider your favorite local restaurant for a moment. Perhaps the owner opened it 40 years ago and bought the building after 10 years, renting out the other units to other businesses. Now, his mortgage is completely paid off. The building’s value (surely appreciated) plus the value of his equipment could add up to $2 million. When he dies, his son, who has been running the business for the past five years might owe $500,000 in estate taxes. But the business may not generate anything close to that much profit per year. The son will have no choice but to sell his inheritance—the business, the building, or both—in order to pay the taxes for receiving it.58

				That is what inequality critics like Galbraith consider “the American way.”

				Putting the Pieces Together

				In this chapter, we’ve tried to lay out the principles for distinguishing between deserved and undeserved fortunes, and to highlight how hard it is to distinguish them in a mixed economy. It is only to the extent that the government protects rights, and ensures that economic relationships are voluntary, that we see an alignment of merit and money.

 				Although the inequality critics often claim to object only to undeserved success, it is revealing that their solutions don’t distinguish between deserved and undeserved incomes. While complaining of cronyism, they advocate raising taxes on every high earner. While complaining of CEOs getting paid more than their performance warrants, they say that no company’s CEO should be paid more than twenty or fifty times what its lowest-paid workers make. While complaining of unworthy heirs, they want to limit inheritances for worthy heirs. This apparent inconsistency is the result of a class warfare perspective, in which “the rich” are seen as a monolithic group of powerful exploiters who inevitably rig the system at the expense of the powerless and oppressed “non-rich.” On this approach, there’s no need to inquire too closely into how a person got his money. The fact that he has money tells the inequality critics all they need to know. To the extent they bother to highlight specific crimes (real or alleged), their purpose is not to spot bad apples, but to validate their belief that the whole lot is rancid.

				But the class warfare framework is wrong. And it is obviously wrong. Although wealthy individuals sometimes get special favors from the government, so does everyone else. What we see today is not a system rigged for the benefit of “the rich,” but a mixed economy ruled by pressure group warfare. The sugar industry lobbies for tariffs; the green movement lobbies for subsidies for wind and solar, and to shut down the coal industry; the agriculture industry lobbies for aid to farmers; the beer industry lobbies for regulations that stifle microbrewers; the auto industry lobbies for bailouts; the unions lobby for power over the auto industry; the elderly lobby for ever-larger Social Security and Medicare handouts; left-wing groups lobby for ever-larger handouts for the poor; conservative groups lobby for ever-greater restrictions on abortion and immigration; religious groups lobby to get prayer into schools and Darwin out of schools; and on and on it goes.

				One thing we don’t see in all of this mess is what the inequality critics tell us we should see. They say the system is rigged in favor of the interests of “the rich,” and that these interests consist of less government regulation and less welfare state spending. But as we’ve seen, the regulatory-welfare state has only grown over the last forty years.

 				Or consider the issue of taxes. The critics tell us that the primary interest of “the rich” is to keep their tax bills as low as possible. Now, it’s true that top marginal rates are lower than they were forty or fifty years ago, but that’s far from the whole story. Wealthy Americans bear the vast, vast majority of the income tax burden. In 2012, the top 1 percent of earners paid 38.1 percent of federal income taxes—even though they earned only 21.9 percent of total income. As we see in Figure 6.1, their contribution alone amounted to 3.32 percent more in federal income taxes than the entire bottom 90 percent combined—a proportion that has been growing over the very time that their incomes (and supposedly their political influence) have been rising.59 Meanwhile, the overall effective income tax rate of the 1 percent was 23 percent—for the bottom half of income earners, the effective tax rate was only 3 percent.60 (Factoring in payroll taxes, as well as state and local taxes, makes this picture less dramatic, but does not change the bottom line.)

				What about the claims of people like Warren Buffett, who say that the very rich pay less in taxes than middle-class Americans? According to economist Stephen Moore, “Many very rich people get their income from capital gains and dividends, which are taxed at a lower rate—because the money is already taxed at the corporate level at 35 percent. The real capital gains tax when taking into account corporate taxes, is closer to 44 percent. Mr. Buffett ignores the corporate tax when he says he pays less than his secretary.”61 America’s corporate income tax, by the way, is among the highest in the world (the highest if you include state corporate income taxes). America’s federal corporate income tax is 35 percent, compared to 34.4 percent in France, 26.1 percent in Canada, and 22 percent in Sweden.62
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 				Of course, even if the wealthy were paying low taxes, that would not amount to a special favor from government. But the fact that they aren’t paying low taxes, but are carrying the vast bulk of the tax burden, has to make you wonder: if rich Americans wield so much power and aren’t afraid to use it to their advantage, then why are they doing such a lousy job of it?

				What’s happening in America today is simply not consistent with the narrative that the 1 percent are holding down the 99 percent—but it is consistent with our story, that the government is using its arbitrary coercive power to benefit any pressure group that presents itself as the face of “the public good,” and to punish any group that can’t.

				The deeper problem with the class warfare perspective is that its basic assumption is wrong: “the rich” do not exist. Obviously there are people who are rich. But the concept of “the rich” means something more than that. Terms such as “the rich” and “the 1 percent” are not neutral descriptions of an individual’s income or wealth. They assume that there are such things as economic classes, which are made up of essentially similar people with a coherent set of interests—interests that clash with those of other economic classes.

				But what did a visionary CEO like Steve Jobs have in common with a con man like Bernie Madoff besides the fact that both had a lot of money? What do the right-leaning Koch brothers have in common with the left-leaning George Soros? What does an innovator like Amazon’s Jeff Bezos have in common with the political favor-seeking CEO of GE, Jeffrey Immelt? How do the interests of a young, ambitious, and poor Sam Walton clash with the interests of an older, ambitious, and successful Sam Walton?

				The highest-earning Americans are a diverse group of men and women with different beliefs, motives, virtues, faults, and achievements. When it comes to political convictions, for instance, a 2011 Gallup poll found that among the top 1 percent of income earners, only 33 percent self-identify as Republicans, while Independents make up 41 percent and Democrats 26 percent. (These numbers were roughly in line with the country as a whole.) Similarly, only 39 percent of the top 1 percent self-identify as conservative, while 41 percent consider themselves moderate, and 20 percent consider themselves liberal. (These too were basically in sync with the rest of the country.)63

 				If we examine spending on elections, we find even less support for the notion that “the rich” have a shared agenda. Looking at PAC spending, Republicans generally have a slight advantage: in the 2014 election, $245.4 million went to Republicans and $193.9 million to Democrats. However, in the previous non-presidential election cycle, Democrats dominated, receiving $245.3 million from PACs as opposed to Republicans, who received only $185.1 million.64 The same trend holds for Super PAC spending. In the 2014 election, the top ten Super PACs were about evenly split: five supported Democrats, four supported Republicans, and one (the National Association of Realtors) supported both (with about twice as much money going toward Republican candidates).65 In total, conservative Super PACs spent $152.9 million in 2014, while liberal Super PACs spent $176.8 million.66

				None of this should come as a shock. Wealthy Americans—like all Americans—not only support political policies for any number of reasons besides economic self-interest, such as moral and political conviction, but they also do not always agree on what their economic interests are. The free market appeals to innovators, creators, and entrepreneurs who want to match their best against the best that their competitors have to offer, and win or lose according to the free, voluntary decisions of buyers. But some businessmen fear competition, and are eager to use the government to protect themselves from newcomers. Established businesses regularly support increased taxes and regulations, which they can afford, but which smaller rivals often cannot. And, of course, not every wealthy person is a businessman. Some are artists, doctors, or lawyers. Others are unproductive heirs, university administrators, or New York Times columnists. Many of these people see the free market as a threat to their position (and their values).

				For these reasons, we reject the very concept of “the rich” (and “the poor,” for that matter). That label is worse than useless because it leads us to think of wealthy people, not as individuals, but as interchangeable members of a “class,” when in fact they have nothing in common other than a sizeable bank balance. Above all, it prevents us from distinguishing those who earn what they get from those who take what others earn. If we care about fairness, no distinction could be more important.

 				Yes, there is a threat to the American Dream today. But it’s not that “the rich” are rigging the system. The threat is that we’ve forgotten—or have never fully learned—what the American Dream is and what it depends on.

				What’s great—uniquely great—about America is its founding ideal: that no matter where we start out, each of us is free to decide what we want out of life, to move toward that vision without interference from other people, and to rise as high as our ability and ambition will take us. Some of us will create new technologies, some of us will create new industries, some of us will make world-changing discoveries—and some of us will find something we’re passionate about and be the best we can be, however modest our achievements. All the while, we will each benefit from living in a society where human ability is unrestricted—and where, as a result, human progress is unlimited.

				That is the American Dream. That is what made America the land of opportunity. But, on the whole, we’ve been moving further and further away from that ideal for decades. The game is becoming rigged—not because of economic inequality, but because of political inequality: our equal rights are no longer being equally protected. Regulators, politicians, and their cronies have the power to use government to impose their will on others, to put up roadblocks to success, and to line their pockets with other people’s money.

				The economic inequality critics have crafted a narrative that completely reverses this story. In their telling, opportunity doesn’t require reviving freedom, but dramatically increasing government control over our wealth and our lives. It doesn’t consist of the liberty to make a go at success, but of the “security” of guaranteed handouts. It doesn’t mean the fairness of getting what you deserve according to what you earn, but of having your needs satisfied regardless of what you earn (and of not being free to earn too much more than others). What made America great, in their view—to the extent they grant that it ever was great—was not freedom, but the post–New Deal regulatory-welfare state. The danger they see today is the alleged breakdown of that regulatory-welfare state in the name of laissez-faire capitalism. The key to saving the American Dream, they conclude, is to move rapidly in the direction of a European social welfare state.

 				We have seen that every element of this narrative is false—in many cases it is wildly false, based on inexcusable errors, fallacies, and even deceptions. The inequality critics attempt to prove we are stagnating—by playing statistical games that evade the fact that as inequality has increased, so has our standard of living. They have told us that prosperity is possible—not by liberating production but by intensifying redistribution. They have told us that opportunity is a myth—because we are too free. They have told us that we’re being exploited by the economic power of “the rich”—and that the solution is to give more arbitrary political power to the state. They have told us that they want to help “the poor”—by teaching them to think of themselves as helpless victims, robbing them of the chance to work, and lulling them into dependency through handouts. They have blamed inequality for everything, and credited freedom and human ability with nothing—except for all of the evils and ills supposedly unleashed by inequality.

				The inequality alarmists, as we might call them, are not some fringe group. They include many of our leading politicians, journalists, and intellectuals. How could they have gotten things so wrong? If we want to revive the American Dream, it is crucial that we answer that question—and confront the possibility that reviving the American Dream is not, in fact, their goal.

			

		

	
		
			
 				Chapter Seven

				Understanding the Campaign against Inequality

				Power

				A few years back, Don met and got to know two brothers, Jack and Gus (not their real names). They’re close in age and grew up under the same roof, in a rural midwestern town. But that’s about where the similarities end.

				Early on, Jack decided that he was unhappy living in a small town and wanted something better for his life: to make a lot of money, do work that he enjoyed, and be able to live wherever he wanted to live. Although he was no stranger to a good party, he took his schoolwork seriously and graduated with solid grades. His parents couldn’t afford to send him to college, so he spent a few years in community college, and then went on to a prominent university to finish his degree at his own expense. After school, and after a long and difficult job search, he devoted himself almost totally to his work, putting in long hours, exceeding his employer’s expectations, expanding his capabilities, and saving and investing a sizeable part of the money he earned. Today, he’s far from a millionaire, but by any standard he is incredibly successful.

 				Gus was intelligent, and got decent grades in high school, but he wasn’t very motivated and never made a plan for his life. He went to college for a few years, then dropped out and went to work in the fast-food industry. He daydreamed of success, and would devour books on how to get rich fast, but he didn’t want to work for it. He wanted easy money. Any money he did get his hands on didn’t last long, though, and he eventually ended up buried in credit card debt.

				So here’s the question: what would it take to equalize Jack and Gus? You might, for instance, seize some of Jack’s money and give it to Gus. You might make Jack pay for Gus to go to college (assuming Gus would bother to finish). You might cap Jack’s pay, or make Jack hire Gus as a paid consultant, or simply bash Jack over the head so that he could no longer work. In one way or another, you’d have to prop up Gus with unearned gifts and impose burdens and punishments on Jack by force.

				Economic inequality, as we’ve seen, is an inevitable by-product of freedom. When people are free to make their own decisions and chart their own course, some people do well, some people do incredibly well, and others fail miserably. If economic inequality emerges from the free, voluntary choices of individuals, then the only way to fight economic inequality is to use force to override the free, voluntary choices of individuals.

				Consider some of the proposals the inequality alarmists offer to fight economic inequality. Minimum wage hikes? This means forcing employers to pay wages higher than they would if left free (and forcibly preventing people from working if no one will pay them the minimum wage). A maximum wage for CEOs? This means forcing a company’s owners to offer an executive less than they think he’s worth. Free college? This means forcing some people to finance other people’s education, instead of using the money they earned to pursue their own goals and aspirations. “Universal health care”? This means forcing some people to finance other people’s medical care, forcing doctors and hospitals into a socialized health care scheme, and rationing care to patients. A larger welfare state? This means forcing some people to produce without compensation so that others can consume without producing.

 				Under political equality, no person has a right to rule over another, or to step in and prevent people from dealing with each other on mutually agreeable terms. Fighting economic inequality requires us to jettison political equality, and install a politically privileged class of “elites” who have the power to dispose of other people’s time, effort, and wealth by force. To understand the campaign against inequality, the first thing to understand is that the inequality alarmists want to be those privileged elites.

				The inequality alarmists are authoritarians, and, like all authoritarians, they desire the power to dictate how other people live. They see themselves as a uniquely compassionate and intellectually gifted elite, entitled to control the rest of society for the alleged good of society. Far from wanting to end political privilege in order to create a society of merit, they believe that their superiority merits bestowing them with unlimited political privilege.

				The litmus test of authoritarianism is that it does not seek to persuade people, but to override their independent judgment. Authoritarians do not seek to convince you to act as they want: they want your obedience, not your understanding. Typically, authoritarians do not simply come out and say this—not in America, anyway. They do not say that what they want is to be given arbitrary power to control people’s choices. Instead, they argue that certain choices are right, appealing to “science” and “experts” and “studies”—but this is not an honest appeal to people’s rational judgment. The authoritarian’s conclusion is not that you should choose to change your ideas or behavior in light of such evidence—it’s that the government should impose these things by force, regardless of whether you are convinced.

				Economist Robert Frank, for example, argues that beyond a certain point, most of our spending is on goods that do not make us healthier or happier. We buy a bigger home, not because we really desire a bigger home, but because we are driven to “keep up with the Joneses.” Inequality makes us unhappy because it means we have to work harder and harder to keep up with the Joneses. If those damn Joneses didn’t have such a big home, we would be just as happy with a smaller, more affordable one. We wouldn’t have to engage in so much wasteful spending. And this means that the government can fight inequality and make everyone happier in the process by bringing the Joneses down.

 				So, what does Frank conclude? Is he trying to persuade us that a lot of our spending is wasteful, and that we would be just as happy if we stopped comparing ourselves to our neighbors and consumed less? No. He concludes that, based on his argument—all of it backed by “science” and “data” and “studies,” of course—the government should force us to consume less through steeply progressive consumption taxes. What if we disagree with his claims? How can you disagree with Science?1

				This is what authoritarianism, as practiced by the alarmists, looks like: it seems to appeal to persuasion, but its bottom line is that your judgment is irrelevant. The argument amounts to the claim, “We’re going to impose our views on individuals regardless of their own conclusions, but don’t worry—we’re experts and we know what we’re doing.”

				Take another example. Many inequality alarmists claim that employers can increase how much they pay their employees and actually increase their profits. They point, for instance, to a successful company like Costco, which pays its workers a rate nearly double that of other big box retailers, and confidently predict that every retailer would prosper if it followed suit. If an increase in worker pay automatically led to greater profits, you would expect to see companies leaping at the chance to improve their bottom line. But rather than allowing companies to be persuaded by their allegedly compelling logic and profit by voluntarily raising wages, the inequality alarmists conclude that their “evidence” justifies imposing an unprecedented 100 percent hike in the minimum wage.2

				Here’s another example. The inequality alarmists claim that they can scientifically prove that CEOs aren’t being paid for performance, which means that a company’s owners would be better off if they paid CEOs less. So, do they attempt to persuade companies to pay their CEOs less? Not a chance. Instead, they assert that it’s inherently wrong for a CEO to make 200 times more than the lowest-paid worker at his company. What is the right ratio? That’s for them to decide.

				Or, finally, take Obamacare. Not only does the president’s program force individuals to buy health insurance whether they want it or not, it dictates what kind of coverage an individual has to buy—as hundreds of thousands of Americans found out when, despite Obama’s assurance that “If you like your health-care plan, you’ll be able to keep your health-care plan,” their plans were canceled because regulators deemed them “inadequate.”

 				All of this reflects a collectivist worldview that holds that individuals are incompetent to support their own lives and make their own decisions, and that their interests—or what they take to be their interests—have to be subordinated to “the common good.” Given such a worldview, a privileged elite empowered to override people’s independent choices is not simply permissible—it’s mandatory.

				The biggest obstacle authoritarians face is the independence of the people they want to rule. And this helps us understand why a core part of their platform is to take away that independence by making everyone dependent on the government—especially the middle class. (Obama calls this “middle-class economics.”)

				In countries that are very poor, it is relatively easy for authoritarians to rise to power, promising gifts to the have-nots in exchange for unquestioning obedience. In affluent societies, where the vast majority are able to live self-supporting lives, it is much harder to tell people what to do. You don’t have a lot to offer them that they can’t get for themselves. But what if they depend on you for their health care? Or their retirement? Or their children’s education? Well, that’s exactly what the regulatory-welfare state advocated by the alarmists achieves—and is intended to achieve: to make everyone dependent on the government and on the experts who control the government. As an example of how this works, consider the case of retirement.

				One of the most powerful tools for independence in old age today are 401(k) accounts, in which Americans can set aside part of their pre-tax income, invest it in mutual funds, and reap the rewards of compound interest. If someone sets aside as little as $200 a month for forty years, he can easily end up with half a million dollars or more, securing for himself a standard of living in old age far beyond that offered by Social Security. Are there risks? Sure. But, with prudence, they are negligible over the long run. The biggest risk is that an individual might choose not to save and invest his income, something which is entirely in his own control.

				What is the attitude of the inequality alarmists to 401(k) accounts? In his book on inequality, journalist Hedrick Smith denounces 401(k)s, bemoaning the fact that their creation meant it was “up to employees to provide for their own retirement savings and to manage their money for long-term security, a task beyond the capability of millions . . .”3 What is so impossibly hard about saving for one’s own retirement? Smith quotes retirement specialist Alicia Munell, who explains that the problem is it requires people to think.

 				The individual has to make a choice every step along the way. . . . The individual has to decide whether or not to join the plan, how much to contribute, how to allocate those contributions, how to change those allocations over time, decide what to do when they move from one job to another, think what to do about company stock. And then the hardest thing is, what are they going to do when they get to retirement and somebody hands them a check? How do you figure out how to use that money over the span of your retirement?4

				In order to cure us of this bothersome need to think and choose how to manage our own financial affairs, Smith suggests we might be better off forcing everyone into “one big new U.S. retirement fund run by America’s best professional money managers” who would “be picked and overseen by a new Federal Retirement Board.”5 Other alarmists, such as Senator Elizabeth Warren, prefer to solve the “problem” of individual choice by increasing Social Security payments, even though Social Security is already on an unsustainable course, so that we don’t have to bother to save so much.6 Since history shows that, left free, the vast majority of people can and do plan rationally for old age, what could all of this mean except that they want us to be more dependent on the government so the government will have more control over our lives?7

				Today, as American Enterprise Institute scholar Nicholas Eberstadt points out, we are witnessing a disturbing trend: in the richest nation in history, nearly half of the population lives in a household that receives at least one government “entitlement,” a figure that is growing rapidly thanks mainly to the unprecedented expansion of means-tested welfare programs (Table 7.1).8 What’s critical to understand is that the inequality alarmists do not view this as a failure but as an achievement. And from their perspective, it is. As collectivists, they believe that we should all “be in it together.” Well, when our standard of living is dependent on government rather than our own achievements, we are.

 				The inequality alarmists would deny that they are authoritarians. They are, they would say, proponents of democracy. But this is a smoke screen. What they mean by democracy is not a constitutional republic in which we elect representatives whose responsibility it is to protect our equal rights. Nor do they even mean democracy in the original, literal sense of unlimited majority rule. What they advocate is a peculiar notion of democracy, which they call “deliberative democracy.”
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				If we want to picture what the alarmists have in mind when they refer to democratic deliberation, we might start by thinking of a giant assembly room. According to the alarmists, if we all enter that room as equal and informed citizens, if we are each given the same amount of time to speak, if we all are committed to arguing in terms of what policies will be for the good of the entire group rather than our own good, and if at the end of that process of deliberation we each get one vote to decide the outcome, the result will be governance aimed at “the common good.” According to President Obama’s former regulatory czar, Cass Sunstein:

 				In such a system, politics is not supposed merely to protect preexisting private rights or to reflect the outcomes of interest-group pressures. It is not intended to aggregate existing private preferences, or to produce compromises among various affected groups with self-interested stakes in the outcome. Instead it is designed to have an important deliberative feature, in which new information and perspectives influence social judgments about possible courses of action. Through exposure to such information and perspectives, both collective and individual decisions can be shaped and improved.9

				Sunstein goes on to add, “[W]e might even define political truth as the outcome of this deliberative process . . .”10

				Given this setup, imagine some of the ways in which deliberative democracy might break down. What if, for instance, some members get more time to speak than other members? Or they get more votes than other members? Or some wealthy members spend the evening before this assembly wining and dining other members? Suddenly, the results become distorted: they will no longer be aimed at “the common good” but at the private welfare of the rich and powerful few.

				Deliberative democracy depends on no one having too much power and influence: a bigger wallet, better connections, a larger platform for speaking to audiences (e.g., a talk radio show). Inequality distorts this kind of democracy by allowing some people (especially “the rich”) to pervert the democratic process so that the government works for their “special interests” rather than “the general interest.” And so, say the alarmists, it follows that in order to protect democracy, we have to limit (and ideally eliminate) inequality on all fronts.

				This is why we say that the alarmists’ claim to be in favor of democracy is a smoke screen. Although they tell us that “political truth” is the “outcome of this deliberative process,” they are actually stacking the deck: the one issue we can’t deliberate over is whether the government should wage war on inequality. The need to fight economic inequality is an unquestionable axiom, and anyone who supports people’s freedom to earn and spend a lot of wealth is anti-democratic: he’s trying to “rig the game” in favor of “the rich.”

 				The inequality alarmists are not champions of democracy, let alone of a limited government that protects the equal rights of its citizens. They have an agenda, and they intend to force it on us whether we like it or not. What is that agenda, and how do they justify it?

				Social Justice

				Way back in chapter 2 we encountered Paul Krugman’s claim that “middle-class America didn’t emerge by accident. It was created by what has been called the Great Compression of incomes that took place during World War II.”11 We’ve already seen that the economic progress unleashed by freedom lifted millions of Americans into the ranks of the middle class long before World War II, and that Krugman himself acknowledges this fact.

				What Krugman means when he refers to the “middle-class America” made possible by “the Great Compression of incomes” is not the fact that more and more Americans were able to participate in economic progress. Instead he is celebrating the fact that society was more equal because wealthier Americans were worse off.

 				Support for this interpretation can be found throughout his book The Conscience of a Liberal. “Middle-class societies don’t emerge automatically as an economy matures, they have to be created through political action. Nothing in the data we have for the early twentieth suggests that America was evolving spontaneously into the relatively equal society I grew up in.”12 (No, America was evolving into a prosperous, though unequal, society.) A few paragraphs later, Krugman discusses the creation of this more equal society, writing approvingly, “It was only with the New Deal that the billionaires more or less vanished from the scene, dropping in number to sixteen [from thirty-two] in 1957 and thirteen in 1968.”13 Later he celebrates “the great narrowing of income differentials that took place between the twenties and the fifties [which] involved leveling downward: the rich were significantly poorer in the fifties than they had been in the twenties. And I literally mean poorer: We’re not just talking about relative impoverishment, a failure to keep up with income growth further down the scale, but about a large absolute decline in purchasing power.”14 How did America achieve such a glorious result? “Basically the New Deal taxed away much, perhaps most of their income.”15 For Krugman the only mystery is “the absence of effective demands that the government do more to soak the rich” before the New Deal.16

				When inequality alarmists like Krugman hold up the post-war era as a model, they are not doing so in the name of prosperity, or even “shared prosperity,” but economic equality—equality as an end in itself.

				Most Americans believe that vast inequalities of wealth and income are just as long as they are earned justly, i.e., via production and voluntary trade, rather than through fraud, force, or expropriation (including government favors and government handouts). We’ve argued that today’s inequalities result from both justly earned fortunes and (to a far lesser extent) unjustly acquired fortunes that owe their existence to government intervention.

				Although the inequality alarmists argue that most of today’s inequality is the result of exploitation and expropriation, and although they will say (when it is politically convenient) that they do not oppose honestly earned fortunes, the truth is they are skeptical (at best) that substantial economic inequality can ever be just. Why? Because they have a distinctive conception of justice—a concept that, if defined explicitly and openly, we believe most Americans would reject.

				Thomas Piketty opens his book Capital in the Twenty-First Century with an epigram from the French Declaration of the Rights of Man and the Citizen, which says, “Social distinctions can be based only on common utility.” Whatever the original meaning of that statement, Piketty’s own view is that economic inequalities must be justified by reference to some higher “public good.”17 Later in the book he writes, “One reasonable interpretation [of the phrase “based on common utility”] is that social inequalities are acceptable only if they are in the interest of all and in particular of the most disadvantaged social groups. . . . The ‘difference principle’ introduced by the U.S. philosopher John Rawls in his Theory of Justice is similar in intent.”18

 				This means, for instance, that if you earn a million dollars when most people make less than $100,000, you have to prove not only that your fortune was honestly earned, but that it benefits society (or the least well-off in society) to let you keep it. It’s hard to see how this view has any more foundation than the idea that you have to justify living longer than the average person by reference to “the public good.” If you acquire a fortune without violating anyone else’s rights, then doesn’t that fortune belong to you? Don’t you have a right to dedicate your efforts to making yourself as rich and successful as possible—regardless of how much inequality this leads to? The answer we get from the alarmists is a resounding “no.” Why not? For that, we need to turn to the philosopher Piketty cites in support of his theory: the late Harvard philosopher John Rawls.

				Most inequality critics today are economists, journalists, politicians, policy wonks, or political commentators. But most of their ideas are derived from egalitarian philosophers: Rousseau, Marx, and their modern heirs—people like Nagel, Dworkin, Singer, Cohen, and above all Rawls. Whatever their differences, these thinkers have a distinctive view of justice and of its implications for political and economic issues, one that shapes the thinking of the inequality alarmists at the deepest levels.

				Justice, properly understood, is first and foremost a virtue to be practiced by individuals. It is the commitment to judging other people objectively, granting to each what he or she deserves. Above all, justice guides us in making moral assessments of people. Are we dealing with a good person who therefore deserves praise and rewards, or a bad person who deserves condemnation and punishment?19

				But while justice primarily has to do with specific individuals assessing what they owe to other specific individuals, we can also evaluate whether a social system is just. A social system, in Ayn Rand’s definition, is “a set of moral-political-economic principles embodied in a society’s laws, institutions, and government, which determine the relationships, the terms of association, among the men living in a given geographical area.”20 To determine whether a social system is just, we need to look at its laws, institutions, and government and assess whether they treat individuals as they deserve to be treated.

 				We have argued that a just social system is a free system—one that respects individual dignity by protecting each person’s equal rights to life, liberty, and the pursuit of happiness. The egalitarians, on the other hand, have a very different view of what constitutes a just social system, which they call “social justice.” For the egalitarians, the central requirement for social justice is equality. What do they mean by equality? Here there is disagreement, but on one point they’re united: they don’t mean equality of rights—at least not in the economic realm. Here’s how Rawls sums up his view: “All social values—liberty and opportunity, income and wealth, and the bases of self-respect—are to be distributed equally”—and here Rawls adds a famous caveat—“unless an unequal distribution of any, or all, of these values is to everyone’s advantage.”21 How does one determine whether a given level of inequality is “to everyone’s advantage,” according to Rawls? By asking whether it benefits the least well-off in society.

				Rawls calls this caveat the difference principle. We presume, in other words, that “social values” should be equal, but we will allow them to be unequal if trying to reduce the inequality would harm the worst-off members of society. In the ideal world envisioned by egalitarians, the government would confiscate everyone’s property and dole it out equally, so that a drug-addicted slacker would enjoy the same opportunities, income, and wealth as a talented inventor. Rawls’s innovation is to say that because that would harm the poor by reducing economic growth, social justice is consistent with allowing individuals who have earned a fortune to, in the words of Elizabeth Warren, “keep a hunk of it.” “Injustice, then,” Rawls concludes, “is simply inequalities that are not to the benefit of all.”22 We can allow the inventor to prosper to the degree it enriches the slacker—but only to that degree.

				It’s worth noting that some egalitarians think Rawls doesn’t go far enough. In Rawls’s conception, allowing Steve Jobs to earn billions is okay if it incentivizes him to do things that are good for the least well-off. Leading egalitarian philosopher G. A. Cohen demurs. “The worst off benefit from incentive inequality in particular only because the better off would, in effect, go on strike if unequaling incentives were withdrawn.”23 But talented people, such as Jobs,

 				 . . . could not claim, in self-justification, at the bar of the difference principle, that their high rewards are necessary to enhance the position of the worst off, since, in the standard case it is they themselves who make those rewards necessary, through their own unwillingness to work for ordinary rewards as productively as they do for exceptionally high ones, an unwillingness which ensures that the untalented get less than they otherwise would. Those rewards are, therefore, necessary only because the choices of talented people are not appropriately informed by the difference principle.24

				In other words, according to Cohen, it’s not that Steve Jobs can’t create Apple unless he’s able to earn a fortune—it’s that the greedy SOB won’t. In Cohen’s view, that’s immoral. The difference principle only sanctions inequalities that are necessary for advancing the interests of “the untalented.” If Jobs refuses to work unless he is paid more than janitors and dishwashers, then he isn’t living up to the difference principle. Jobs owes “the untalented” the benefits of his talent and effort, and if he insists on being rewarded for creating Apple then, in Cohen’s view, he “must be thought of as outside the community.”25 Consequently, although Rawls’s difference principle seems to allow for a substantial amount of inequality, Cohen concludes: “I want to record here my doubt that the difference principle justifies any significant inequality.”26

				Cohen aside, Rawls draws out some of the political implications of his view of social justice. He ends up endorsing two forms of government that are potentially consistent with social justice: (1) a socialist state, in which the government owns the means of production, or (2) a regulatory-welfare state similar to that seen in the United States and especially in Europe, but one which much more aggressively pursues economic equality as a goal. According to Rawls, there should even be a “distribution branch” of government:

				Its task is to preserve an approximate justice in distributive shares by means of taxation and the necessary adjustments in the rights of property. . . . [For example], it imposes a number of inheritance and gift taxes, and sets restrictions on the rights of bequest. The purpose of these levies and regulations is not to raise revenue (release resources to government) but gradually and continually to correct the distribution of wealth and to prevent concentrations of power . . .27

				That, at the broadest level, is how egalitarians approach the concept of justice. And it explains what the inequality alarmists have in mind when they speak of social justice: not respecting people’s equal rights, but coercively equalizing income, wealth, and opportunity.28

 				On the face of it, such equality is manifestly unjust. If your parents worked and saved in order to send you to a better school than your neighbors, why is it fair to force you to attend a worse school? If you create a billion dollars in wealth, and come away with a $100 million fortune, why is it fair to seize your fortune and give it to people who created nothing? Why are “the least well-off” entitled to our first consideration, and the geniuses on whom the human race depends entitled to no consideration?

				In order to defend economic equality as a moral ideal, the critics engage in an intellectual pincer attack aimed at discrediting the principle that a person deserves what he earns. First, they challenge the idea that what a person acquires through production and trade on a free market is earned. Second, they say that it’s unfair for you to keep what you haven’t earned, and that society should take your unearned wealth and give it to people who need it more.

				You Didn’t Build That

				Why is it just to deprive people of their opportunities and fortunes? Because, the egalitarians answer, they haven’t earned them. Now, it’s obviously true that not every rich person earned his fortune, particularly today when there are so many opportunities to get special privileges from the government. The question at issue is: if someone in a free society grows rich through productive work for which others voluntarily choose to pay him, hasn’t he earned his riches? And it’s here that the egalitarians say: absolutely not.

				Why not? Because, the egalitarians argue, to earn something you have to be responsible for achieving it. And successful individuals can’t claim to be responsible for achieving their fortunes because their success is the product, not of their choices, but of luck: the luck of being born intelligent, or wealthy, or to loving parents, or with the ability to run fast or jump high, etc. A just society shouldn’t reward or punish people for luck: instead, it should seek to compensate people for bad luck by depriving other people of the results of good luck. This is the basic premise behind Rawls’s difference principle. According to Rawls:

 				The difference principle represents, in effect, an agreement to regard the distribution of natural talents as a common asset and to share in the benefits of this distribution whatever it turns out to be. Those who have been favored by nature, whoever they are, may gain from their good fortune only on terms that improve the situation of those who have lost out. The naturally advantaged are not to gain merely because they are more gifted, but only to cover the costs of training and education for using their endowments in ways that help the less fortunate as well. No one deserves his greater natural capacity nor merits a more favorable starting place in society. But it does not follow that one should eliminate these distinctions. There is another way to deal with them. The basic structure can be arranged so that these contingencies work for the good of the least fortunate. Thus we are led to the difference principle if we wish to set up the social system so that no one gains or loses from her arbitrary place in the distribution of natural assets or his initial position in society without giving or receiving compensating advantages in return.29

				Now, you might say that sure, luck plays some role in success, but most of what successful individuals achieve is the result of their choices: to think, to learn, to work really, really hard. Woz, after all, didn’t trip, fall, and end up with the first personal computer. He spent countless hours dedicating himself to understanding computers and designing them. According to the egalitarians, this is a superficial way of looking at things. After all, if Woz had been born in 1800, or had an average IQ, or if his father hadn’t been an engineer but a farmer, then obviously his achievements would have been impossible. Woz didn’t choose when to be born, or how smart he would be, or who his parents were. Even his choice to work hard wasn’t really a choice, but a product of his genes and upbringing. On these and many other points, Woz was lucky. As Rawls puts it:

 				Perhaps some will think that the person with greater natural endowments deserves those assets and the superior character that made their development possible. Because he is more worthy in this sense, he deserves the greater advantages that he could achieve with them. This view, however, is surely incorrect. It seems to be one of the fixed points of our considered judgments that no one deserves his place in the distribution of native endowments, any more than one deserves one’s initial starting place in society. The assertion that a man deserves the superior character that enables him to make the effort to cultivate his abilities is equally problematic; for his character depends in large part upon fortunate family and social circumstances for which he can claim no credit. The notion of desert seems not to apply to these cases. Thus the more advantaged representative man cannot say that he deserves and therefore has a right to a scheme of cooperation in which he is permitted to acquire benefits in ways that do not contribute to the welfare of others. There is no basis for his making this claim.30

				The same holds true, the egalitarians add, for those who end up poor for having made bad decisions. Had they been born smarter or richer or more athletic or with better parents or a better work ethic, they might not have ended up poor. And just as no one earns his good luck, so no one earns his bad luck.

				This view—that success is fundamentally dependent on luck and that people therefore don’t earn their success—is echoed relentlessly by the inequality critics. President Obama refers to successful Americans as “society’s lottery winners.”31 Explicitly invoking Rawls, Piketty writes, “To the extent that inequality of conditions is due, at least in part, to factors beyond the control of individuals, such as the existence of unequal family endowments (in terms of inheritances, cultural capital, etc.) or good fortune (special talents, luck, etc.), it is just for government to seek to reduce these inequalities as much as possible.”32

 				Law professor James Kwak is even more explicit about the implications of this principle. “Even if differences in outcomes were entirely due to differences in abilities and effort (which they’re not)—would that make it OK? I think most people would say that it’s fine for smart people to make more money than other people. But why? Why are smart people any more deserving than anyone else?” Although Kwak acknowledges that intelligence can make a person more productive, he goes on to say that just because “a capitalist economy functions this way doesn’t make it morally right that the ‘winners of the genetic lottery’ . . . have better outcomes than the losers.” What about people who simply choose to work really, really hard? Don’t they, at least, deserve to prosper? “I’m not convinced of that, either. The ability to work hard is something that you either inherit from your parents or that you develop in your early childhood as a function of the environment around you. Either way, whether or not you have it is as much a matter of luck as is your IQ. . . . [F]airness dictates that policy should attempt to improve outcomes for the unlucky, even if that requires hurting outcomes for the lucky.”33

				Something is clearly wrong here. No honest person believes that Woz didn’t earn the millions he made at Apple by pioneering the first personal computer, but instead just “got lucky” and “won the lottery.” The key error in this argument is that it totally mischaracterizes what it means to earn something. For the egalitarians, the results of our actions don’t merely have to be under our control, but entirely of our own making.34 To earn something, it’s not enough that Woz chose to apply his mind to the task of building a personal computer—Woz needed to be fully responsible for everything that led to the creation of the first personal computer, including his own genetic makeup. But there is nothing like that in reality, and so what the egalitarians are ultimately doing is wiping out the very possibility of earning something.

				In reality, responsibility doesn’t require omniscience or omnipotence. It requires only that our actions be voluntary and that we know what we are doing.35 A restaurant owner whose business is failing because he sits on the sidelines drinking Jack Daniels while his kitchen staff turns out overcooked food and his waiters and waitresses bad-mouth the customers is responsible for his failing business, because it is within his power to choose to test the food before it goes out and to hire friendlier servers—and because he does (or should) know this. As a result, his failure is earned. By the same token, if he chooses to set down the whiskey glass and shape up his business, he has earned whatever success he goes on to achieve.

 				The same principle applies to someone like investing genius Warren Buffett, who has echoed Rawls’s argument, claiming that his own success is owed to the luck of having been born in the right place, at the right time, with the right skill set. It’s true that Buffett didn’t “earn” his brain, or his parents, or being born in twentieth-century America, in the sense of having achieved those things through his own choices. Those aren’t the sorts of things that can be earned. But that is irrelevant to whether he earned his fortune. Not everything non-earned is unearned. We need the concept of “earn,” not to distinguish between people who earn their brains and parents and those who don’t, but to distinguish those who use their abilities and resources to create something from those who don’t. The fact is that Buffett was born in twentieth-century America, as were millions of other people, but he chose to make certain investment decisions and they didn’t. Indeed, Buffett himself has, in other contexts, written eloquently against the notion that his investment results were mere good luck: instead, he argued, they were the product of a rational investment philosophy, intelligently applied.36 That, in essence, is all that is required to say he earned his fortune.

				What about people who make good choices yet suffer bad results? What about the woman who is born poor but works her way to a supervisor role at the local manufacturing plant, only to lose her job when the factory goes out of business, and is unable to find an equally well-paying position? Isn’t she the victim of bad luck, and isn’t it unfair that she should suffer for her luck while others get to reap the rewards of good luck? As egalitarian philosopher Larry Temkin puts it, “Egalitarians generally believe that it is bad for some to be worse off than others through no fault or choice of their own. This is because, typically, if one person is worse off than another through no fault or choice of her own, the situation seems comparatively unfair, and, hence, the inequality will be objectionable.”37 It is obviously unfortunate—even tragic—when bad things happen to good people. But that doesn’t automatically make it unfair. Unfairness involves one person mistreating another. The out-of-work supervisor didn’t lose her job because other people kept theirs, and their continued success doesn’t come at her expense. To punish people because someone else suffered a misfortune they had no part in creating is what would be profoundly unfair.

				But let us not grant too much to the egalitarians. Luck is seldom the decisive factor in life. It’s not an accident that the Olympics are filled with people who spend years dedicating an enormous amount of time and energy to their sport. It’s not an accident that Silicon Valley is filled with people who spent years learning to program. It’s not an accident that those who have risen from rags to riches inevitably tell the same story: of working day and night, living on a shoestring, enduring failure after failure on the way to success. And it’s not an accident that most unsuccessful people have not done these things.

 				In a fascinating study described in their book Great by Choice, Jim Collins and Morten T. Hansen assessed the role of luck in business success. They looked at seven industries, and for each industry chose two representative organizations: a moderately successful one and a “10X” company. 10X companies, they explain, “didn’t merely get by or just become successful. They truly thrived. Every 10X case beat its industry by at least 10 times.”38 Then, for each company, they cataloged what they called “luck events,” events in which “(1) some significant aspect of the event occurs largely or entirely independent of the actions of the key actors in the enterprise, (2) the event has a potentially significant consequence (good or bad), and (3) the event has some element of unpredictability.”39 Every company, they observed, had its share of good and bad luck. What they wanted to know was “does luck play a differentiating role, an explanatory role, a definitive role in creating 10X success?”40

				What they found was striking. No matter how they looked at the data, there was no significant difference in luck between 10X companies and the comparison companies. In many cases, the comparison companies received either more good luck or less bad luck. “The real difference between the 10X and comparison cases,” the authors concluded, “wasn’t luck per se but what they did with the luck they got. . . . The critical question is not ‘Are you lucky?’ but ‘Do you get a high return on luck?’”41

				The concept of “return on luck” is profound. “[W]hen we look at the 10Xers, we see people like [Bill] Gates who recognize luck and seize it, leaders who grab luck events and make more of them than others do. It’s the 10X ability to get a high return on luck at pivotal moments that distinguishes them and this has a huge multiplicative effect.”42 Whatever the merits and demerits of Collins and Hansen’s study, this is the right way to think about luck.

				Yes, accidents happen. Yes, luck plays a role in our lives. But if we really believe outside forces play a dominant role, then we wouldn’t bother exerting effort, and we wouldn’t teach our children to study, work hard, or make good decisions. Who needs all that stress when it won’t matter anyway? Just wait for opportunity to knock. The most successful individuals are those who recognize that what counts in life is not the luck you get—but what you do with it.

 				To be in control of our lives does not require us to be omnipotent, able to determine our fate through a sheer act of will. To be in control of our lives requires us to be able to deal with the circumstances of our lives as we judge best, without having our choices thwarted by other people. Politically, then, the only role for the government is to protect our freedom and property. To grant the government the power to counteract the influence of luck by abridging our freedom is to put ourselves totally at the mercy of others. It is to hand a blank check to force-wielding politicians, allowing them to strip us of everything we have worked for and achieved. All they have to do is declare: You say you earned that? I say you were lucky.

				There is a variant of the luck argument that has become popular in recent years. Instead of focusing on the general role of luck in making our achievements possible, this argument focuses on the role of one specific outside force: other people.

				In 2011, then-senatorial candidate Elizabeth Warren went on a rant that found its way onto YouTube and made Warren the darling of the political left.

				There is nobody in this country who got rich on his own—nobody. You built a factory out there? Good for you. But I want to be clear. You moved your goods to market on the roads the rest of us paid for. You hired workers the rest of us paid to educate. You were safe in your factory because of police-forces and fire-forces that the rest of us paid for. You didn’t have to worry that marauding bands would come and seize everything at your factory—and hire someone to protect against this—because of the work the rest of us did. Now look, you built a factory and it turned into something terrific, or a great idea. God bless—keep a big hunk of it. But part of the underlying social contract is, you take a hunk of that and pay forward for the next kid who comes along.43

				Less than a year later, President Obama echoed these sentiments in his infamous “you didn’t build that” comments.

 				Look, if you’ve been successful, you didn’t get there on your own. You didn’t get there on your own. I’m always struck by people who think, well, it must be because I was just so smart. There are a lot of smart people out there. It must be because I worked harder than everybody else. Let me tell you something—there are a whole bunch of hardworking people out there. If you were successful, somebody along the line gave you some help. There was a great teacher somewhere in your life. Somebody helped to create this unbelievable American system that we have that allowed you to thrive. Somebody invested in roads and bridges. If you’ve got a business—you didn’t build that. Somebody else made that happen.44

				As with the luck argument, the “you didn’t build that” argument switches the standard of earning something from “under your control” to “entirely of your own making.” To truly create something, it’s not enough to build on the achievements of others. An achievement is only an individual achievement if others contributed to it in no way whatsoever. And since, in this sense, no one creates anything alone—even an author relies on his education and his editors—no individual can claim that he earned his wealth or success.

				But that is the wrong way to think about achievement. Human achievement is primarily intellectual, and it consists, not of creation ex nihilo, but of building on the achievements of others and taking them further. What a person adds through his own thought and effort is his achievement. Here is how Howard Roark, the innovative architect in Ayn Rand’s novel The Fountainhead, explains it:

				From this simplest necessity to the highest religious abstraction, from the wheel to the skyscraper, everything we are and everything we have comes from a single attribute of man—the function of his reasoning mind.

				But the mind is an attribute of the individual. There is no such thing as a collective brain. There is no such thing as a collective thought. An agreement reached by a group of men is only a compromise or an average drawn upon many individual thoughts. It is a secondary consequence. The primary act—the process of reason—must be performed by each man alone. . . .

 				We inherit the products of the thought of other men. We inherit the wheel. We make a cart. The cart becomes an automobile. The automobile becomes an airplane. But all through the process what we receive from others is only the end product of their thinking. The moving force is the creative faculty which takes this product as material, uses it and originates the next step. This creative faculty cannot be given or received, shared or borrowed. It belongs to single, individual men. That which it creates is the property of the creator.45

				Contrary to the collectivist view, wealth is not a social product or a “social value,” to use Rawls’s terminology. It does not emerge as a single blob of “national income” that must be divided up by society. Wealth is created by, and morally belongs to, the individual creator. If Robinson Crusoe is tired of trying to scoop up fish with his hands and figures out how to turn a tree branch into a spear, increasing his daily catch tenfold, can Friday, who never thought to make a spear, properly complain that Crusoe has received an “unfair distribution” of fish?

				Whatever the complications and intricacies involved, the basic issue is the same whether we’re talking about a remote island or a complex division of labor economy like America’s. An individual uses his mind, his effort, and his existing property (i.e., previously created wealth) to bring new wealth into existence.

				Virgin Group’s Richard Branson, for instance, got his start selling record albums out of the back of his car. The albums? They were his property. The money he made by selling them? His property. Branson used that money to implement his ideas for making records cheaper, phones more user-friendly, air travel more glamorous. He didn’t grab a bigger piece of some socially produced pie any more than Crusoe did. He brought new wealth into existence.

				Did Branson work with other people to create his products? Of course, but that doesn’t change the essential issue. Branson used his property, i.e., his capital, to hire help in his productive ventures. Each Virgin employee brought wealth into existence as an individual—and was paid accordingly. The profits that Branson (and his fellow shareholders) received already reflected the contribution of Virgin’s employees: those profits are what he achieved after they were paid for their work.

 				What about the countless others who contributed indirectly to Branson’s achievements? What about his parents? His teachers? Or the inventor of the airplane? The inventors of language? The “you didn’t build that” view amounts to the claim that because these people don’t receive financial remuneration for their contribution to Branson’s achievements, Branson is profiting off their backs, and the government is there to make up for that sin with high taxes. Of course, most of these people were paid for their services when they performed them, monetarily or otherwise. It’s not as if Branson’s teachers were working for free, waiting for the day he would grow up, become a billionaire, and send them a check. And it’s not as if taxing Branson will do anything to repay the individuals who helped him.

				In fact, the only people who don’t get paid anything close to their actual contribution to human well-being are the men and women of extraordinary ability whose ideas contributed to Branson’s achievements. The geniuses who pioneered air travel, and cell phones, and music players—and before that language, and logic, and science—did indeed give Branson and all of us far more than they received in return for their achievements. As Rand notes, “this is the creative over-abundance of the genius . . . (What does the genius want for this? Just ‘Thank you.’)”46 What we owe people who give us benefits over and above what we have to pay for is recognition and gratitude. Yet that is exactly what the “you didn’t build that” argument denies them. Instead of recognizing that the men and women of extraordinary ability contribute the most to human progress, the argument claims that they benefit the most from “society,” and that they therefore owe the most to the government. If you earned a fortune, you didn’t build anything—you took something, and now you must “give something back.”

				The fact is that if a person chooses to act productively, develops valuable skills, and thereby creates a vast amount of wealth, he has earned his fortune. It is totally irrelevant whether other factors outside his control played a role in his success—other factors always play a role. To treat either omnipotence or self-sufficiency as the standard for earning something means that none of us earns anything—and that the government can therefore deprive us of everything.

				Sacrifice

 				The key to making sense of the egalitarians’ admittedly bizarre arguments is to keep in mind that they are thorough collectivists—collectivists in the full, philosophic sense. “[C]ollectivists,” Rand explains, “see society as a super-organism, as some supernatural entity apart from and superior to the sum of its individual members.”47 Traditional religion sees the source of our innate characteristics as caused by God, and demands that individuals use their God-given gifts to serve Him. Collectivists, in effect, replace God with society, and demand that individuals use their “gifts” to serve it. Since these “gifts”—intelligence, beauty, ambition, moral character, etc.—aren’t earned by the individual, the individual doesn’t deserve to profit from them. He isn’t to use his talents to better his own life—he is to use his talents to benefit society.

				Since there is no such entity as “society,” only particular individuals, what this means in practice is that some individuals must serve others. What determines who are the servants and who are the served? Need. The duty of the “haves” is to sacrifice themselves for the “have-nots.” A person doesn’t deserve what he has earned. (No one, in the egalitarian view, earns anything.) What a person deserves is to have his needs fulfilled by others. “Need,” in this context, doesn’t refer merely to the biological requirements of remaining above ground. It refers to anything one person lacks that other people have. (This is why the inequality alarmists can say that today’s poor need air-conditioning, automobiles, and expensive new drugs, even though the richest Americans didn’t have these things a century ago.)

				What about the liberty of those forced to foot the bill? What about their hopes and dreams? To collectivists, sacrificing the rights and aspirations of the “haves” is a small price to pay. In their view, forcing people who are relatively well-off financially to give up some less important opportunities (say, the ability to buy a bigger house) in order to provide those who aren’t well-off financially with more important opportunities (say, the ability to buy health insurance) makes society as a whole better off.

 				But you can’t compare the values of different people in this way. Contra collectivism, there is no super-organism—“the public”—that can benefit from such a tradeoff. There are only individuals, each of whom is properly concerned primarily with his own life and happiness. Although—for a given individual—health insurance may be more valuable than the chance to buy a larger home, other people’s health insurance is not more valuable to him than the chance to buy a new house. Sacrificing his wants doesn’t achieve some higher social good—it just allows other people to gain at his expense.

				The notion that a person is entitled to have his needs fulfilled by others is generally treated as non-controversial. But, taken seriously, it has disturbing implications, and some egalitarians have drawn out those implications. Peter Singer, one of the most widely respected and influential egalitarian philosophers, argues that if we really believe that we have a moral obligation to fulfill the more important needs of others before we tend to our own, less important needs, then this means radically curtailing our own standard of living.

				[W]hile the cost of saving one child’s life by a donation to an aid organization may not be great, after you have donated that sum, there remain more children in need of saving, each one of whom can be saved at a relatively small additional cost. Suppose you have just sent $200 to an agency that can, for that amount, save the life of a child in a developing country who would otherwise have died. You’ve done something really good, and all it has cost you is the price of some new clothes you didn’t really need anyway. Congratulations! But don’t celebrate your good deed by opening a bottle of champagne, or even going to a movie. The cost of that bottle or movie, added to what you could save by cutting down on a few other extravagances, would save the life of another child. After you forego those items, and give another $200, though, is everything else you are spending on as important, or nearly important, as the life of a child? Not likely! So you must keep cutting back on unnecessary spending, and donating what you save, until you have reduced yourself to the point where if you give any more, you will be sacrificing something nearly as important as a child’s life—like giving so much that you can no longer afford to give your children an adequate education.

				He concludes, “[I]f the basic argument presented above is right, then what many of us consider acceptable behavior must be viewed in a new, more ominous light. When we spend our surplus on concerts or fashionable shoes, on fine dining and good wines, or on holidays in faraway lands, we are doing something wrong.”48

 				This is what Ayn Rand refers to as treating human beings as sacrificial animals, morally bound to surrender their hopes and dreams as long as there is anyone, anywhere else on the globe, who has less.49

				But why should we view things this way? Why should we think that everyone should be held down to the lowest common denominator? Why not instead say that each person has a right to make the most of his own life, and take responsibility for improving it? Of course, we can help out other people if we choose. That’s part of how we pursue our happiness—by supporting the people and causes we care about. But to view everyone else’s needs as a debt we have to repay before we focus on our own aspirations? What could justify that? According to the egalitarians, this is what it means to treat people with dignity.

				The Attack on Dignity

				To respect human dignity, writes Rawls, is “to recognize that [other individuals] possess an inviolability founded on justice that even the welfare of society as a whole cannot override. It is to affirm that the loss of freedom for some is not made right by a greater welfare enjoyed by others.”50 On this we agree. Where we disagree with Rawls profoundly is on what this inviolability consists of.

				We are individualists, and in our view, to treat people with dignity means to treat them as individuals—as people who have the right to exist for their own sake, not as servants of the group, forced to justify their existence by the service they render to other people. They have a right to pursue their own happiness by exercising their independent judgment, which no appeal to “the welfare of society” can override.

 				As a result, what justice demands in a social context is first and foremost that we respect others’ freedom—including economic freedom and property rights. As Rand explains, “Man has to work and produce in order to support his life. He has to support his life by his own effort and by the guidance of his own mind. If he cannot dispose of the product of his effort, he cannot dispose of his effort; if he cannot dispose of his effort, he cannot dispose of his life. Without property rights, no other rights can be practiced.”51 Our right to our property doesn’t come from the fact that we need that property more than others, but the fact that we earned it, and have the right to use it to achieve our aspirations. To treat individuals with dignity means recognizing that their right to improve their own lives does not have a contingency clause—“unless they achieve more than other people, at which time it’s other people’s lives that count.”

				In a free society, you cannot earn a fortune without creating tremendous values that, by necessity, improve the lives of countless other people. But a person’s right to better his life is not some favor that we extend people in exchange for their service, as if their lives were public property—they are born with that right, and we have a sacred obligation to respect it.

				That’s what the American Dream is all about. It means that you have the moral and political right to treat your life as your supreme value: there is no justification for treating your goals as less important than those of someone who has yet to succeed, no matter how rich and successful you’ve become. Just as you don’t have fewer rights because you are poor, neither do you have fewer rights because you are rich. We are politically equal. As long as you improve your life by creating and trading values rather than plundering them from others, your freedom and property should be regarded as sacrosanct.

				In an admirably accurate summary of the individualist view, egalitarians Liam Murphy and Thomas Nagel write:

				Each person, on this view, is in certain respects inviolable. . . . Our original sovereignty over ourselves—a moral given, not created by the state—leaves us free to employ our capacities and implies that others have no right to interfere with that freedom, unless in using it we transgress the rights of others.

				The state cannot change this. It is not a collective arrangement whereby we all own shares in each other, which we can exploit for the common good. Rather, each of us has the right to decide what to do with our own capacities, and how to dispose of the product of any enterprise, individual or cooperative, that we have voluntarily undertaken. The state has no more right to demand a cut of the profits for redistribution in exchange for maintenance of the peaceful conditions of cooperation than it would have to demand adherence to a particular religion for the same reason. To champion other liberal rights while belittling economic freedom is morally inconsistent.52

 				However, Murphy and Nagel add, this is a view they are “out of sympathy with.”53 Egalitarians do believe that the state is “a collective arrangement whereby we all own shares in each other, which we can exploit for the common good.” In what respects, then, do they view the individual as inviolable? They will typically list things like freedom of speech and freedom of religion. But when it comes to economic freedom and property rights, it’s deuces wild: here “we can exploit” the individual “for the common good.” In contrast to individualists, Murphy and Nagel write in their aptly titled The Myth of Ownership, “[e]galitarian liberals simply see no moral similarity between the right to speak one’s mind, to practice one’s religion, or to act on one’s sexual inclinations, and the right to enter into a labor contract or a sale of property unencumbered by a tax bite.” They do generously allow for “[s]ome forms of personal discretion—including the basic . . . right to hold personal property” but “unimpeded economic freedom is not one of them.”54

				How is ordering people around and draining them of their achievements consistent with treating them with dignity? Egalitarians hold that, in the economic realm, dignity does not consist of being treated as rational beings with equal rights to the product of our own labor, but of having the same amount of stuff as other people. They believe that a person’s dignity suffers to the extent he lacks as much wealth as his neighbors, since it undercuts his self-respect. According to Rawls, “A person’s lesser position as measured by the index of objective primary goods [in other words, having less opportunity and wealth than his neighbors] may be so great as to wound his self-respect. . . . [S]ociety may permit such large disparities in these goods that under existing social conditions these differences cannot help but cause a loss of self-esteem.”55

 				For a rational person, self-esteem is rooted in his own choices: Has he done his best to make something of himself? Has he been honest, just, productive? Has he lived with integrity? For egalitarians, self-esteem is comparative: Is he better or worse than others? More talented or less? Richer or poorer? Thus, one person’s dignity can suffer as the result of another person’s achievements. If an individual achieves too much, if he is too good or too rich, he will deprive other people of their dignity. The respect in which the egalitarians regard the individual as inviolable in the economic realm, then, is his envy—envy for any value that others have earned, but he hasn’t. We can strip people of the wealth they’ve achieved and of the opportunities they’ve created, forcing them to forego everything but their most important needs, as Singer demands—but if we value human dignity, the one thing we dare not do is upset someone’s desire for the unearned.

				By defining dignity in terms of material equality, the egalitarians call on us to view the achievements of others, not as a source of inspiration, but as an affront to our self-worth, which we are to bolster by punishing the successful for being successful. It’s hardly an exaggeration to say that the egalitarian conception of dignity is degrading.

				And it is destructive. If we want to live in a society that is hospitable to ability and achievement, then our first concern should be to respect the right of each individual to use (and develop) his natural capacities to achieve values, and to enjoy the values he does achieve. We should celebrate, encourage, and reward success. This is the precondition of human progress. The egalitarian conception of justice amounts to a perverse inversion. Instead of rewarding people for their achievements, it rewards people for not achieving anything. Instead of teaching us to celebrate success, it teaches us to condemn the successful for making society more unequal and for stirring up resentment in the unsuccessful. It teaches us that the only way to show compassion toward others is to grind everyone down to the lowest common denominator.

				A rational concept of fairness is grounded, not in equality, but in treating people as they deserve. There is a sense in which this requires equality. It is, as Aristotle said, just to treat equal things equally. But for the same reason, he added, we must treat unequal things unequally. Achievement is unequal, and so equal is unfair.

 				This is the key thing to realize about the inequality alarmists. They regard economic inequality as inherently unfair. Whatever concessions they make, however much they argue that the inequalities we see today are the result of exploitation and cronyism rather than merit, in the end, they are skeptical of the propriety of any inequality. Piketty, for instance, notes that, historically, “Inequalities with respect to labor [income, as opposed to wealth] usually seem mild, moderate, and almost reasonable”—but hastens to add, “to the extent that inequality can be reasonable—this point should not be overstated.”56 In the alarmists’ ideal world, no one should be able to achieve anything that others have not achieved or enjoy any values that others cannot enjoy. But as Rand observes:

				If there were such a thing as a passion for equality (not equality de jure, but de facto), it would be obvious to its exponents that there are only two ways to achieve it: either by raising all men to the mountaintop—or by razing the mountains. The first method is impossible because it is the faculty of volition that determines a man’s stature and actions; but the nearest approach to it was demonstrated by the United States and capitalism, which protected the freedom, the rewards and the incentives for every individual’s achievement, each to the extent of his ability and ambition, thus raising the intellectual, moral and economic state of the whole society. The second method is impossible because, if mankind were leveled down to the common denominator of its least competent members, it would not be able to survive (and its best would not choose to survive on such terms). Yet it is the second method that [the egalitarians] are pursuing.57

				The essence of the egalitarian project is to level down, i.e., to destroy values as an end in itself. And every once in a while, egalitarians will admit this. As egalitarian philosopher Christopher Ake puts it:

				What about the case of someone who suddenly comes into good fortune, perhaps entirely by his or her own efforts? Should additional burdens . . . be imposed on that person in order to restore equality and safeguard justice? . . . Why wouldn’t it be just to impose any kind of additional burden whatsoever on him in order to restore equality? The answer is that, strictly speaking, it would be.58

				His fellow egalitarian Larry Temkin makes the point even more vividly: “I, for one, believe that inequality is bad. But do I really think that there is some respect in which a world where only some are blind is worse than one where all are? Yes. Does this mean I think it would be better if we blinded everyone? No. Equality is not all that matters.”59

				That is chilling enough. But what happens when people decide that equality is all that matters?

 				An Egalitarian Nightmare

				Egalitarianism presents us with an ideal—a conception of what we should aim toward and aspire to. To evaluate any alleged ideal, it’s important to ask what it would mean if implemented consistently. This is not to suggest that its advocates necessarily support the consistent application of the ideal. That’s a separate question, which we’ll come back to. The question at this point is simply: what would this ideal mean in practice, if we took it seriously?

				No society has fully implemented the egalitarian doctrine, but one came as close as any society can come: Cambodia’s Khmer Rouge. The Khmer Rouge were Cambodian communists who came to power in 1975. (A Khmer is a native Cambodian, and Rouge means “red,” i.e., communist.) Most of their leadership, including their general secretary, Pol Pot, were educated in France. Studying with French intellectuals, and coming under the influence of Rousseau, Marx, and other collectivist intellectuals, the Cambodians adopted a radical egalitarian ideology. Here’s how the Khmer Rouge’s head of state, Khieu Samphân, would later summarize the cabal’s philosophy:

 				How do we make a communist revolution? The first thing you have to do is to destroy private property. But private property exists on both the material and the mental plane. . . . To destroy material private property, the appropriate method was the evacuation of the towns. . . . But spiritual private property is more dangerous, it comprises everything that you think is “yours,” everything that you think exists in relation to yourself—your parents, your family, your wife. Everything of which you say, “It’s mine” . . . is spiritual private property. Thinking in terms of “me” and “my” is forbidden. If you say, “my wife,” that’s wrong. You should say, “our family.” The Cambodian nation is our big family. . . . That’s why you have been separated: the men with the men, the women with women, the children with children. All of you are under the protection of Angkar [i.e., the Khmer Rouge]. Each of us, man, woman and child, is an element of the nation. . . . We are the child of Angkar, the man of Angkar, the woman of Angkar. The knowledge you have in your head, your ideas, are mental private property, too. To become a true revolutionary, you must . . . wash your mind clean. That knowledge comes from the teaching of the colonialists and imperialists . . . and it has to be destroyed. . . . If we can destroy all material and mental private property . . . people will be equal. The moment you allow private property, one person will have a little more, another a little less, and then they are no longer equal. But if you have nothing—zero for him and zero for you—that is true equality. . . . If you permit even the smallest part of private property, you are no longer as one, and it isn’t communism.60

				Once in power, the Khmer Rouge would put this philosophy into practice with brutal consistency. They began their reign of terror by driving people from the nation’s capital, Phnom Penh, in a trail of tears that left 20,000 dead. Virtually the entire country was forced onto collective farms. They abolished private property, private exchange, and even money. As Pol Pot explained:

				Up to now, the fact we do not use money has greatly reduced private property and thus has promoted the overall trend towards the collective. If we start using money again, it will bring back sentiments of private property and drive the individual away from the collective. Money is an instrument which creates privilege and power. Those who possess it can use it to bribe cadres . . . [and] to undermine our system. If we allow sentiments of private property to develop, little by little people’s thoughts will turn only to ways of amassing private property. . . . If we take that route, then in one year, or 10 or 20 years, what will become of our Cambodian society which up to now is so clean?61

 				The result was that production ground to a halt—there was, after all, no incentive to do anything more than the minimum necessary to avoid punishment. Food, such as there was, was rationed, and had to be eaten communally. Foraging for lizards, crabs, and spiders became common but was soon banned, since it meant that some people would have more to eat than others. As British journalist Philip Short explains in his definitive biography of Pol Pot, “When the choice was between allowing starving people to feed themselves, and observing absolute egalitarianism (in the process letting food go to waste), the regime chose egalitarianism.”62

				Any hint of individualism was ruthlessly stomped out. The Khmer Rouge was particularly harsh toward any sign of intelligence—people were sometimes murdered merely for wearing eye glasses. According to Short, “Individual rights were not curtailed in favour of the collective, but extinguished altogether. Individual creativity, initiative, originality were condemned per se. Individual consciousness was systematically demolished.”63

				Economic inequality emerges from the free choices of individuals, and so it was inevitable that to achieve economic equality, the Khmer Rouge had to resort to brutality and violence. The death penalty was its punishment of choice. The final tally, according to Short?

				Over . . . three years, one and a half million people, out of a population of seven million, would be sacrificed to the working out of [Pol Pot’s] ideas. A sizeable minority was executed; the rest died of illness, overwork or starvation. No other country has ever lost so great a proportion of its nationals in a single, politically inspired hecatomb, brought about by its own leaders.64

				This is pure evil, and our point in recounting these horrors is not that all egalitarians want to bring the Khmer Rouge’s bloodshed to America. Most don’t. They are compromisers who concede that, beyond a certain point, equality must give way to other concerns. But what they are doing is advocating an ideal that, taken seriously, has to lead to brutality, and which, in any dose, can only be realized through the initiation of physical force, i.e., by barring people from achieving more than others or by confiscating the rewards their achievements have made possible. Egalitarianism is evil, not because it puts us on a slippery slope toward the Khmer Rouge—it is evil because, in any dose, it amounts to waging war on human values: achievement, virtue, independence, intelligence, wealth, opportunity, everything that makes human life and happiness possible. The fact that egalitarianism does put us on a slippery slope toward mass carnage only makes matters worse.

 				It is common today to hear that any ideal taken to an extreme is disastrous, and that the lesson we should draw from a case such as the Khmer Rouge is the need for moderation. But the question is, if this is what the so-called ideal of economic equality means when taken seriously, who would want any part of it?

				“One Day I’m Gonna Get that Bastard”

				America became the land of opportunity because it celebrated and protected ambition and achievement. And even today, we are unique in the extent to which we regard success as something to be admired and emulated. We look up to the star athlete and even the billionaire businessman (so long as we believe he really earned his success) and draw inspiration from their achievements.

				This isn’t true of every society. U2 front man Bono, who is originally from Ireland, summed up the distinctive American outlook when he told Oprah:

				[I]n Ireland, people . . . have an interesting attitude to success. They look down on it. . . . [I]n America, you look up at the house on the hill, the mansion on the hill and say, “One day . . . that could be me.” In Ireland, they look up at the mansion hill and go, “One day I’m gonna get that bastard.”65

				Without a doubt, one of the most troubling features of the campaign against inequality is that the alarmists almost never speak of intelligence, ability, or achievement except to mock, condemn, or discredit those values. Beneath their comments, you can’t help but sense a seething resentment of “millionaires and billionaires,” a phrase that political leaders such as Barack Obama and Elizabeth Warren invoke frequently and with derision.

 				The alarmists tell us that we must not think of successful Americans as creators who make our lives better through their achievements. To do so would be to buy into what Paul Krugman calls “the myth of the deserving rich” and to violate Hillary Clinton’s dictum: “Don’t let anybody tell you that, you know, it’s corporations and businesses that create jobs.”66 As Richard Wilkinson and Kate Pickett counsel in their popular book The Spirit Level, “Rather than adopting an attitude of gratitude towards the rich, we need to recognize what a damaging effect they have on the social fabric.”67

				Radio host Thom Hartmann, after reflecting on why there are so few people capable of running America’s most successful companies, concluded that only sociopaths are capable of being CEOs.68 In fact, the latest fad in academia is to publish studies that allegedly show that people with more money are sociopaths who lack empathy, and have no qualms about lying, cheating, and stealing. Citing some of these studies, Demos writer and research associate Sean McElwee concludes, “Rather than being better than the rest of us, in many ways the rich are worse.”69

				Journalist Rob Kall tells us: “Nature doesn’t approve of really big. Matter of fact, it kills or severely handicaps biological anomalies and freaks that become really big. I’m suggesting that we do such a ‘natural’ thing with billionaires—eliminate their existence and prevent them from developing.”70 Another columnist summed things up this way: “[W]hen it comes down to it, rich people, whoever you are, fuck you guys.”71

				Anyone who objects to this disturbing invective is summarily dismissed. “The Internet is replete with apologias for the rich,” writes McElwee. “They are thinly sourced and even less well thought. The goal is simple: to justify the unjustifiable chasm between the rich and poor, globally and within our nation.”72 When successful Americans themselves object to being demonized, they are castigated for complaining. Best-selling author Barbara Ehrenreich explains, “To the extent that any demonization is going on, one can’t help thinking that the rich have been, perhaps inadvertently, asking for it.” (How have they been “asking for it”? Like a good Rawlsian, Ehrenreich complains that they’ve used their money to buy things that make other people jealous.)73

 				In light of these comments, consider some of the solutions to inequality offered by the alarmists. When it comes to propping up the “have-nots,” their proposals are almost never focused on making the unsuccessful more productive or self-reliant. Instead they involve demanding more from the successful: via the welfare state, via unions, via regulations such as the minimum wage. More troubling, many of their proposals don’t pretend to help the poor and middle class at all, but instead call on us to throttle and confiscate the wealth of successful Americans as an end in itself.

				Vox.com founder Matthew Yglesias has come out with a proposal to set a maximum wage.74 Gawker’s Hamilton Noah wrote an earlier piece with the same proposal, in which he declared that $1.25 million is “far more than anyone should be earning,” but munificently offered to cap pay at $5 million a year. “A $5 million per year ceiling is, if anything, too generous. But we can always crank it down later.” “This,” he adds, “is a baby step. . . .”75 Hartmann offered a similar proposal directed at wealth, rather than income: “I say it’s time we outlaw billionaires by placing a 100% tax on any wealth over $999,999,999. Trust me, we’ll all be much better off in a nation free of billionaires.”76

				Or consider Thomas Piketty’s solutions to the problem of rising inequality. Piketty’s chief proposals for fighting inequality are an annual global wealth tax of up to 10 percent a year, inheritance taxes in the neighborhood of 70 to 80 percent, and self-described “confiscatory” top marginal income tax rates as high as 80 percent.77 Are these taxes to be used to help lift up those below the top? Not according to Piketty. In every case, Piketty acknowledges that “these very high brackets never yield much” in the way of tax revenues. That is not the point. The point, he says, is “to put an end to such incomes and large estates.”78

				The most consistent alarmists—those who value equality above all else—openly admit that they do not care about freedom and progress. Best-selling author Naomi Klein argues that to truly deal with the problem of inequality, we must reject capitalism altogether, give up on the idea of economic progress, and embrace a decentralized agrarian form of socialism.79 In The Spirit Level, Wilkinson and Pickett reach a similar conclusion, telling us that “we need to limit economic growth severely in rich countries.” Would this mean greater human suffering? Absolutely not, they say. “Once we have enough of the necessities of life, it is the relativities which matter.”80 Besides, they go on to explain, we have a real-life example which proves that stagnation need not mean misery. What country are they talking about? Who is it America should aspire to emulate? Communist Cuba.81 (The New York Times, meanwhile, recently condemned rising prosperity in Cuba, made possible by loosened controls at home and loosened trade restrictions with the U.S., for increasing Cuban inequality.82)

 				It’s important to understand that the inequality alarmists’ ire is not directed only at “the rich,” but at something much broader: at anyone who desires to become rich and at the political-economic system that liberates people to pursue riches. This is what explains the fact that they not only support policies that harm the ambitious poor—they do so in the full knowledge that they are handicapping those who desire a better life. The clearest example here is their obsession with increasing the minimum wage, despite the fact that it prevents many poor people from taking the first step on the ladder of success. Recall the disturbing statement from McElwee, which we saw in chapter 5, that even if “unemployment rose and prices increased, a higher minimum wage could still be an acceptable policy. We must ask ourselves whether we want to live in a society when the poorest working people cannot afford to purchase basic necessities.”83 For the inequality alarmists, compassion consists of sentencing millions of poor people to the welfare rolls, so that they are barred from achieving the opportunity and self-respect that come with holding even a low-paying job.

				The inequality alarmists are working to turn America into a land inhospitable to opportunity. You want to make something of your life? The message is: don’t bother, mobility is a myth. You have made something of your life? The message is: you didn’t build that—you got lucky. You struggled, worked, took risks, gave up time with your friends and family, and made something great? The government will take 80 percent off the top, 5 or 10 percent of what’s left every year after that, and then 80 percent of what you want to pass on to your kids. All the while, you’ll be told that you’re a greedy, sociopathic exploiter and that the country would be better off without you.

				No one is so foolish as to think that this is the path to reviving the American spirit and saving the American Dream. That is not the goal of the inequality alarmists. What is their goal?

				Chopping Down the Tall Poppies

 				The Australians call it “Tall Poppy Syndrome.” When a poppy dares to grow taller than the others, you cut it down to size. It’s a metaphor for an attitude toward success that is certainly not confined to any one country. A healthy attitude toward the sight of other people’s success is goodwill, admiration, and emulation. It can even include a healthy sense of competition: the desire to match your best against the best that others have to offer, not in a war where the loser suffers, but in a mutually respectful campaign where the only question is who will rise the highest. It is totally natural to look at others’ achievements and think, “I want that—I want more than that—so I’m going to work harder and be better.” For some people, however, the sight of ambition and achievement evokes different feelings: hostility, resentment, and envy.

				Don’t confuse this with run-of-the-mill jealousy. Many a corporate executive or Ivy League academic has quietly, or not-so-quietly, fumed over his colleague’s bigger paycheck or bigger office. Those feelings can have many sources. Sometimes it’s the rational conviction that the recipient isn’t truly deserving, which isn’t even jealousy, but a sense of justice. Other times it’s similar to a thief’s desire for the values others have earned. But Tall Poppy Syndrome is different. It is not a desire for personal success, but the desire to tear down the successful. Not the longing to have what others have, but the longing for them to lose what they have. Not the wish to compete with others, but the wish to see them destroyed.

				It’s so hard for most of us to comprehend such a desire that many people question whether it really exists. But the evidence is all around us. We see it in the school bully who beats up the straight-A student, even though this will not make the bully any smarter. We see it in the attacks on Google and other companies who provide free bus service to their Silicon Valley employees, even though banning those buses won’t provide the attackers with additional transportation. We see it in the well-known phenomenon of Schadenfreude, taking pleasure in other people’s misfortunes. We saw it, tragically, in the “crab-pot” attacks on ambitious young people struggling to escape the ghetto. We saw it in the horrors of twentieth-century totalitarianism, where people were starved, enslaved, and murdered, not for any “practical” purpose, but as an end in itself.

				When some people see intelligence, ability, ambition, or achievement, their reaction amounts to the feeling that “You’re showing me up.” They do not want to struggle, to work, to learn, to grow—and since this is what success requires, their goal becomes the destruction of success, as if by tearing down the achievements of others, no one can expect any achievements of them.

 				Nowhere is this attitude more pronounced in our own time than in the envy some politicians and intellectuals have of businessmen. Successful businessmen don’t simply earn enormous amounts of money, they also display a self-confidence and independence that comes from the knowledge that they can solve problems and build things: they are powerful and efficacious in a way that the envious politicians and intellectuals are not. Nothing is more alarming to the enviers than the keen sense that they need businessmen—and that businessmen have no need for them. The politician knows (and resents) that he needs businessmen to fund his campaigns (and his welfare-state giveaways). The intellectual knows (and resents) that he needs businessmen to fund his university so he can spend his time churning out papers attacking business and capitalism. What they resent most of all is that they depend on businessmen and other creators for their very survival—for their phones, their cars, their food, their fuel. To prove their superiority, the enviers seek to assert their power: not the power to create, but the power to destroy creators.

				Envy is so ugly a motive that we are compelled to keep it hidden, not just from others, but from ourselves. It has to be justified, or more accurately, rationalized. “Rationalization,” Rand explains, “is a cover-up, a process of providing one’s emotions with a false identity, of giving them spurious explanations and justifications—in order to hide one’s motives, not just from others, but primarily from oneself. . . . Rationalization is a process not of perceiving reality, but of attempting to make reality fit one’s emotions.”84

				To justify their hatred of creators, enviers seize on any number of rationalizations. “They’re not that smart—anyone could do what they do.” “They didn’t earn their wealth—they’re society’s lottery winners.” “They’re greedy.” “They’re selfish.” “They exploit the poor.” These catchphrases don’t come out of nowhere: they are the product of the more ambitious enviers, who spin out entire systems of thought that seek to justify tearing down the successful.85

				Take communism, for example. As author Joseph Epstein argues:

 				The doctrine of Marxism is many things, but one among them is a plan of revenge for the envious. How else can one view Karl Marx’s central idea, the perpetual class struggle, ending in the defeat and eradication of the aristocracy, the rentier class, the bourgeois, everyone, really, but the working class, which will arise at last in the form of the glorious dictatorship of the proletariat? “It is only in Marxism, the abstract and glorified concept of the proletariat, the disinherited, and exploited,” writes Helmut Schoeck, “that a position of implacable envy is fully legitimized.” In certain minds, Marxism can be seen as less a body of economic theory than as an act of collective vengeance: soak the rich, is its rally cry, in their own blood, is implied.86

				This analysis is confirmed by British historian Alan Bullock, who observes, “The Russian revolutionary tradition made a virtue of a complete indifference toward human life in the pursuit of a more just and equal society.” The collectivist ideal gave a moral sanction to terrorizing, imprisoning, and executing individuals in the name of this “higher purpose,” so that “[i]f any lingering inhibitions were left in [the communist’s] mind they would have been exorcised by that sense of mission that provided an automatic justification [i.e., rationalization], and armored him against any feelings of compassion or guilt for the millions of lives he destroyed as the agent of historical necessity.”87

				Egalitarianism, as a modern philosophic movement, in many ways arose as a response to the failure of communism (and every other form of socialism) during the twentieth century. For a long time, collectivist intellectuals argued that capitalism was immoral because it impoverished the masses, and that socialism of one form or another would raise everyone’s standard of living and, as Khrushchev had assured the world, bury the capitalist West. But it was becoming increasingly clear that it was socialism that impoverished the masses and capitalism that generated undreamed-of levels of prosperity. This created a crisis for the intellectuals who remained committed to socialism as a moral ideal. Instead of embracing capitalist prosperity, many of them simply redefined the goal: not economic prosperity but economic equality.

 				Economic equality is not a new ideal. It goes back at least to Rousseau; the Marxists, socialists, and American Progressives had all long complained about economic inequality under capitalism. But the modern egalitarians define equality as good in and of itself, not as a means to progress and prosperity. Despite the fact that free and economically unequal societies have been eliminating poverty from the globe, the egalitarians insist that we have a moral obligation to fight inequality by restricting freedom. Their goal and motive is to tear down the successful. This is not an incidental by-product of their doctrine—it is the whole point.

				Take the most influential egalitarian moral premise, Rawls’s difference principle, which alarmists such as Krugman and Piketty invoke in their work. The difference principle, recall, says that economic inequalities should be tolerated only to the extent that they work to the advantage of the worst off. This principle is actually the most permissive of inequalities among those advocated by egalitarians. Yet what this means is that, in the words of philosopher David E. Cooper, “where the choice is between a situation in which the advantages of some do not benefit the rest and a situation in which there are no advantages to be enjoyed [by anyone], the egalitarian must prefer the latter.” If everyone can’t attend prestigious private schools, for example, and if those schools don’t work to the advantage of the least well-off, then according to the difference principle, we should want to see them abolished. “But,” Cooper goes on to ask, “is not this preference . . . precisely the mark of envy? After all, the ‘have-nots’ do not gain by abolishing the advantages; it’s just that the ‘haves’ lose them.”88 The difference principle is not motivated by compassion toward the least well-off, but hatred of ability and achievement.

				Leading egalitarian philosopher Thomas Nagel is even more explicit, declaring that “a person does not deserve his intelligence, and I have maintained that he does not deserve the rewards that superior intelligence can provide.” In Nagel’s view, “When racial and sexual injustice have been reduced, we shall still be left with the great injustice of the smart and the dumb, who are so differently rewarded for comparable effort.” But wouldn’t remedying this “injustice” mean that “the interests of some are being sacrificed to further the interests of others”? Of course, but that’s okay because “it is the better placed who are being sacrificed . . .”89

				Egalitarianism is the ultimate rationalization for hatred of ambition, ability, and success. Whereas the older doctrines had to argue that wealthy individuals were exploiters, despite the fact that the people they were supposedly exploiting were living better and better lives, egalitarianism views tearing down the successful as an end in itself as an act of justice.

 				Egalitarianism has never appealed to Americans, and so today’s inequality alarmists are back to playing the same game as earlier collectivists by appealing to people’s desire for progress, prosperity, and opportunity, and telling them that the way to realize the American Dream is to fight economic inequality. But this appeal to the American Dream is a façade. Their goal is not to save the American Dream—not as Americans have long understood it—but to redefine it. The American Dream is no longer to be thought of in the way that James Truslow Adams did when he coined the phrase, as “that dream of a land in which life should be better and richer and fuller for everyone, with opportunity for each according to ability or achievement”—it’s to be thought of as the dream of a land in which there is no opportunity for ability and achievement to create inequality.90 In seeking to redefine the American Dream, the inequality alarmists are, in reality, seeking to destroy it.

				If we want to save the American Dream and create a more just, more prosperous society, it’s clear what’s required of us: we must reject the collectivist-egalitarian doctrine advanced by the inequality alarmists, and instead champion an individualist ideal that celebrates human achievement and liberates human ability.

			

		

	
		
			
 				Conclusion

				How to Save the American Dream

				Why the American Dream Matters

				As we were wrapping up work on this project, Don became a father for the second time, welcoming his son Landon into the world. Part of what makes the experience of having children so incredible is the sense of infinite possibilities. There’s no limit to who our kids can become and what they can achieve.

				Today’s debate over inequality is not fundamentally about tax rates or government spending or which political party will win the next election. It’s really a debate about whether individual lives matter and whether individual happiness matters. To the inequality alarmists, Landon’s life doesn’t matter. Because his father is white, educated, and relatively affluent, the moral thing to do, on the collectivist-egalitarian premise, is to hold him back, deprive him of opportunities, and, if he does make something of his life, use him as fodder in the campaign against success. To whatever extent the inequality alarmists succeed at influencing the way we think or the political policies we endorse, it will come at the expense of every individual who values his own happiness and the happiness of the people he loves.

 				We cannot take the American Dream for granted. In the United States, Don can expect Landon to live a long and healthy life, to always have enough to eat, to have educational and job opportunities that will allow him to make of his life whatever he chooses. That is not something that has been true for most parents throughout history—or for many parents in many places in the world today. We should never forget that in places like Cuba, desperate parents continue to risk their lives and their children’s lives just for the chance of opportunity. There but for the grace (and courage) of the Founding Fathers go we.

				But freedom, prosperity, and opportunity, once established, aren’t guaranteed for all time. They are things we need to continually work for and fight for. That starts with striving to make something of our own lives. We need to make ourselves into self-supporting, self-directing individuals, eager to chart our own course and pay our own way. If we find that there is part of us that desires the unearned, that thinks of ourselves as helpless victims, that doesn’t want to take responsibility for our own choices, or that resents other people’s opportunities and success, then we should work to change that and to nurture the best in ourselves: our rationality, our independence, our commitment to justice, our desire for joy. And we should also fight for a better culture—one that regards the pursuit of success and happiness as sacrosanct, and that views the achievement of success and happiness as something to be celebrated. This will require opposing the philosophy that denounces ability, achievement, freedom, and personal happiness—the collectivist-egalitarian philosophy of the inequality alarmists.

				How to Oppose the Campaign against Inequality

				The key to opposing the inequality campaign is not only to counter its specific claims, but to challenge its entire framework. The inequality alarmists, in Piketty’s words, put “the distributional question . . . at the heart of economic analysis.”1 We must insist on putting production at the heart of economic analysis.

				The inequality alarmists take the existence of progress and prosperity for granted. For them, the goods are here, and the only question is who should get them. How did they get here? That’s irrelevant.2

 				But we can’t take progress and prosperity for granted. They aren’t like the air we breathe, which is as plentiful in North Korea as it is in North America. They depend on the achievements of individuals, and it is immoral and self-destructive to ignore the preconditions of those achievements.

				We need to start by asking one very simple question: where does wealth come from? The answer, as we’ve seen, is that it is created, and so one man’s fortune does not come at anyone else’s expense. How is wealth created? By individual thought and effort. Morally, what an individual creates through his own thought and effort belongs to him. Politically, an individual can only exercise thought and effort if he is free. This is the individualist framework that’s required to defeat the campaign against economic inequality.

				Maintaining a consistent individualist framework cannot be reduced to a sound bite. But there are a few key points that we need to keep at the forefront of any discussion of inequality, in order to cut the alarmists off at the knees.

				Name your standard. The inequality debate is ultimately a debate about right and wrong. Is it right that some people make a lot more money than other people? Or is that an injustice that we need to fight? But how we answer questions about right and wrong depends on our standard. A standard of value is an abstract principle that allows us to evaluate things as right or wrong, moral or immoral, just or unjust.

				For the inequality alarmists, their standard of value is the collectivist notion of “the good of society.” According to this view, the fact that you worked and earned something that will help you live a richer, fuller life doesn’t mean you’re entitled to it—not if some people have less and therefore “need it” more than you do. Justice, in the collectivist view, is not about individuals getting what they deserve according to what they earn—it’s about members of society getting what they need regardless of what they earn.

 				On the individualist standard of value, each individual is an end in himself, not a means to the ends of others. An individual’s pursuit of happiness is not something that has to be justified by reference to the good of society—a society is good to the extent that it leaves individuals free to pursue their own happiness. Each of us has the right to seek out happiness and success, and we deserve whatever we earn in that pursuit. No one is entitled to take away the values we have achieved, and by the same token, we are not entitled to the values achieved by others. Our life is our responsibility, and if we want something from other people, justice requires that we earn it through voluntary exchange. The bare fact that we want or need something from other people doesn’t give us a right to it. Other people are not our servants, and their job isn’t to spend their days and hours working for our benefit rather than their own.

				In any discussion, we have to be clear about our standard. If the inequality critics say that it’s wrong for CEOs to get paid so much, what’s their standard? Is it wrong because a given CEO didn’t earn his pay? Or is it wrong because, irrespective of whether he earned it, he makes so much more than other people? If they say it’s wrong for people to make only the minimum wage, what’s their standard? Are they arguing that some people are being paid less than their productive contribution warrants? Or are they arguing that people deserve a “living wage,” regardless of what their productive contribution warrants? If they say that it’s unfair for Wall Street bankers to get bailouts, what’s their standard? Is it unfair because the government shouldn’t have the power to force some people to subsidize others? Or is it unfair because “the rich” should subsidize the non-rich, and not the other way around?

				Distinguish between the non-problem of inequality and any legitimate issues. Inequality refers simply to the fact that people differ in their incomes or wealth. On the individualist standard of value, there is absolutely nothing wrong or even suspicious about that. But the inequality alarmists invariably package the issue of inequality with things that someone using an individualist standard of value could legitimately oppose: stagnating wages, skyrocketing health care costs, declining mobility, high unemployment, the failure of government to educate children. Those are all issues worthy of discussion and debate. But they shouldn’t be treated as problems of inequality: we would be concerned about stagnating wages even if everyone’s wages were stagnating equally, or about a failing education system even if children were equally ignorant.

 				Reject collectivist terminology. Taken straight, the collectivist worldview is highly implausible. It describes a world in which society as a whole creates an anonymous blob of wealth, which government has to divide up and distribute “fairly.” But rarely is an explicit argument made in favor of the collectivist worldview. Instead, it is assumed via collectivist terminology. We speak of “society’s wealth,” and “the distribution of income.” We speak of “the public interest” and “the common welfare,” which assumes that the standard of value is not the individual but the group. We speak of “the rich” and “the poor” and “the middle class,” which assumes that there are such things as economic classes with clashing interests. We need to reject philosophically loaded terms, and be scrupulous in how we conceptualize economic phenomena.

				Don’t equate opportunity with the ability of poor people to escape poverty. What we should be concerned with is not “the poor” or “the middle class” or “the 99 percent,” but the individual. And that means each individual. Opportunity is not only about escaping poverty: it’s about each individual’s freedom to think, to work, and to make his life as happy and successful as he can, regardless of how much he has already achieved. Being poor doesn’t entitle a person to special consideration by the state. It is true that we should cheer people trying to make something of their lives, and we naturally feel compassion toward those who struggle to do so in the face of huge challenges. And while there is nothing wrong with helping them privately and voluntarily, we should always keep in mind that no matter what help we privately give them in the short term, the best thing we can do for them in the long haul is to speak out for their (and our own) freedom: when political privilege trumps merit, it is the people of merit, especially at the bottom, who are the biggest victims.

				Make the inequality alarmists justify their proposed solutions. You will no doubt encounter many claims that you can’t easily evaluate: academic studies that say inequality undermines mobility or economic progress, claims about “the bulk of the gains” going to “the rich” rather than the middle class, stories about injustices supposedly committed by “the 1 percent” against “the 99 percent.” In these cases the question to ask is: “Assuming this is a problem, what is your solution?” Inevitably, the inequality critics’ answer will be that some form of force must be used to tear down the top by depriving them of the earned, and to prop up the bottom by giving them the unearned. But nothing can justify an injustice, nor can any statistical model erase the fact that all of the values human life requires are a product of the human mind, and that the human mind cannot function without freedom.

 				Don’t concede that the inequality alarmists value equality. The egalitarians pose as defenders of equality. But there is no such thing as being for equality across the board: different types of equality conflict. Namely, economic equality (including equality of opportunity) is incompatible with political equality. We must choose between political equality and economic equality. It’s one or the other. It is the defenders of freedom and individual rights who are the true champions of political equality.

				How to Liberate Ability

				We do face problems today, but they aren’t economic inequality problems—they are political inequality problems. Our equal rights as human beings aren’t being protected. If we want to save the American Dream, we need a program to secure those rights and thereby liberate human ability. In our first book, Free Market Revolution, we laid out a full program for establishing laissez-faire capitalism in America. Here are five steps that, while not erasing all of the government’s barriers to success, would go a long way toward restoring opportunity to America.

				
						Abolish all forms of corporate welfare so that no business can gain unfair advantages. This includes bailouts, subsidies, tariffs, government-granted monopolies, and the like. Businesses should have to compete for customers on a free market. They should not be able to line their pockets by striking deals with politicians, or to slow down and stop innovators from challenging convention and improving how we live.

						Abolish government barriers to work so that every individual can enjoy the dignity of earned success. Opportunity depends in part on being able to find a job, any job, and work your way up. We should end all laws and regulations that prevent people from finding jobs. Above all, we should abolish the minimum wage, pro-union laws, and occupational licensing requirements that act as barriers of entry for would-be workers and entrepreneurs.

 						Phase out the welfare state so that America can once again become the land of self-reliance. The welfare state represents the total inversion of the ideal of opportunity: instead of liberating us to live self-supporting, self-directing lives, the welfare state prevents us from living self-supporting, self-directing lives. Social Security and Medicare alone force younger people to work more than a month and a half each year without pay in order to supply elderly Americans with handouts. But it’s not just about the money we lose. These paternalistic programs take away our freedom to plan our lives as we judge best, telling us how to prepare for retirement or how to fulfill our health care needs. The welfare state is unnecessary, destructive, and immoral. The vast majority of Americans are capable of being self-supporting throughout their lives, and would be in a far better position to be self-supporting if so much of what they earned didn’t go into other people’s pockets. (For more on what’s wrong with the welfare state and how to phase it out, see Don’s book RooseveltCare: How Social Security Is Sabotaging the Land of Self-Reliance.)

						Unleash the power of innovation in education by ending the government monopoly on schooling. The cruelest, most destructive aspect of what government does is deprive children of their potential through the government school system. At the same time that we hesitate to give government control over our health care decisions, we give the state total control over the ideas and values our children are taught. It is bad enough that today’s schools are filled with propaganda—including attacks on capitalism, the Founding Fathers, and business—but much worse is the fact that children are not even taught how to think. We should start by giving parents tax credits if they decide to opt out of the government schools to search for better alternatives. But ultimately, if we value opportunity and our children’s future, we should abolish the government schools and open the field to creators and innovators.

 						Liberate innovators from the regulatory shackles that are strangling them. Human progress depends on innovators being free to “think different” and challenge the status quo. Regulations are innovation killers because, unlike legitimate laws, which proscribe criminal behavior, regulations proscribe and prescribe productive behavior. The worst villain here is antitrust, which punishes the most successful innovators for the very business activities that make them successful. Cutting prices equals “predatory pricing.” Raising prices equals “price gouging.” Keeping prices in line with competitors equals “collusion.” Buying up businesses and expanding into new markets equal “intent to monopolize.” A superlative product and a legion of passionate customers equal “barriers to entry.” Profits amount to proof of “market failure” and “monopoly power.” If we could do only one thing to encourage innovation and show that we value innovators, it should be to abolish antitrust, totally and immediately—and to apologize to its victims.

				

				Creating a Culture of Achievement

				In a 1995 interview, Steve Jobs said:

				When you grow up you, you tend to get told that the world is the way it is and your life is just to live your life inside the world, try not to bash into the walls too much, try to have a nice family life, have fun, save a little money. That’s a very limited life. Life can be much broader, once you discover one simple fact, and that is [that] everything around you that you call life was made up by people that were no smarter than you. And you can change it, you can influence it, you can build your own things that other people can use. . . . That’s maybe the most important thing. It’s to shake off this erroneous notion that life is there and you’re just gonna live in it, versus embrace it, change it, improve it, make your mark upon it.3

				A few years back, Yaron visited Cambodia. He saw villages with no electricity, in which the few appliances available had to be run using car batteries. No matter how hot or rainy it was outside, farmers spent all day in the fields just to subsist. Others resorted to selling anything they could get their hands on—including garbage—to tourists just so they could eat.

 				The distance between that world and ours was created by those who, like Jobs, made their mark upon the world: the thinkers, the producers, the creators who turned steam into power, steel into tractors and train tracks, sand into silicon, petroleum into pharmaceuticals. We owe them recognition. We owe them gratitude. We owe them freedom.

				Yet that is exactly what the campaign against economic inequality denies them. By refusing to ask the question—where does wealth come from?—by taking the modern world for granted, by attributing success to luck, and by condemning achievement for creating inequality, the alarmists are attempting to perpetrate an obscene injustice: to redistribute the achievements of the men and women of extraordinary ability, all the while branding those men and women as immoral.

				This is nothing new. It’s the same attack that’s been going on since the start of the Industrial Revolution. In Ayn Rand’s hymn to human ability, the 1957 novel Atlas Shrugged, copper magnate Francisco d’Anconia speaks to his friend, the great industrialist Hank Rearden, about how Rearden has been treated by the world:

				“All your life, you have heard yourself denounced, not for your faults, but for your greatest virtues. You have been hated, not for your mistakes, but for your achievements. You have been scorned for all those qualities of character which are your highest pride. You have been called selfish for the courage of acting on your own judgment and bearing sole responsibility for your own life. You have been called arrogant for your independent mind. You have been called cruel for your unyielding integrity. You have been called antisocial for the vision that made you venture upon undiscovered roads. You have been called ruthless for the strength and self-discipline of your drive to your purpose. You have been called greedy for the magnificence of your power to create wealth. You, who’ve expanded an inconceivable flow of energy, have been called a parasite. You, who’ve created abundance where there had been nothing but wastelands and helpless, starving men before you, have been called a robber. You, who’ve kept them all alive, have been called an exploiter.”4

 				Isn’t that what we hear, day in and day out, from the inequality alarmists? How long can we expect to live in a land of prosperity when this is how we treat those who prosper? How can we say that we value the opportunity to succeed when this is how we treat those who turn opportunities into success? What will become of the next Steve Jobs or Thomas Edison or John Rockefeller, if this is what he or she has to look forward to?

				Creating a culture that is hospitable toward success is not something that happens easily or automatically. It requires us to do the opposite of what was done to Rearden and celebrate success. We can’t all be Hank Reardens or Steve Jobses or Thomas Edisons, but we can strive to live up to their example on whatever scale we can—and to practice what our colleague Onkar Ghate has called “the virtue of admiration.”

				To practice the virtue of admiration does demand much of a man. He must respect and nurture the best within himself and within any man: his ability to produce and create on whatever scale he is capable of. His God must be man’s competence. He must be willing to look up and to exert the effort to learn from those of superior knowledge and ability. He must be willing to acknowledge the intellectual gifts that he receives from those more productive than him, which he can become worthy of in part by showing his gratitude. He must judge the world scrupulously, deciding for himself what deserves his “Yes” and his “No.” And then he must further and fight for that which he sees to be good, for that to which he has granted his “Yes.” To practice the virtue of admiration is to stand, head lifted, and give thanks for the greatness of another man and all that it, and its sight, will make possible in one’s own life. It is to be motivated by the best possible to oneself and to man.5

				Creating a culture hospitable to success will require us to nurture certain ideas: that individuals are fundamentally in control of their own lives; that they are responsible for their own failure or success; that success is something good, desirable, and admirable, not something that has to be atoned for by “giving something back.” And it will require us to fight—self-confidently and unapologetically—for political policies that protect our freedom to pursue and enjoy success. That’s a fight worth fighting—and it’s a fight that can be won.

 				The Last Word

				We want to end on a personal note. To those who have created the modern world, who have struggled, fought, and succeeded, we want to say thank you. To those who are just starting out in life, who are dreaming big dreams, and hoping to make their mark on the world, we want to say: best wishes. Success is possible and the struggle is worth it.
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TABLE 5.1
INCOME MOBILITY 1996-2005

Fraction of households in each 1996 income category that had moved to the other income
categories by 2005 (U.S. Department of Treasury)

Lowest
20% Second Middle Fourth Top
(2005) 20% 20% 20% 20%
Lowest 20% (1996) 424 28.6 13.9 9.9 5.3
Second 20% 17.0 33.3 26.7 15.1 7.9
Middle 20% 7.1 17.5 33.3 29.6 12.5
Fourth 20% 4.1 7.3 18.3 40.2 30.2
17.8 69.4

Upper 20% 2.6 3.2 7.1
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TABLE 7.1
ENTITLEMENT DEPENDENCE IN AMERICA
1983 VS. 2012

3rd Quarter, 3rd Quarter,

Recipiency Status & Program 1983* 2012* Difference*
All People 224.3 308.9 84.6
(100.0) (100.0) =)
Received benefits from at least
1 program 66.5 152.9 86.4
(29.6) (49.5) (19.9)
Social Security 317 51.5 19.8
(14.1) (16.7) (2.6)
Medicare 26.7 48.2 21.5
(11.9) (15.6) (3.7)
Received benefits from at least
1 means-tested program 42.1 109.3 67.2
(18.8) (35.4) (16.6)
Federal SSI 3.2 204 17.2
(1.4) (6.6) (5.2)
Food Stamps 18.7 50.8 32.1
(8.3) (16.5) (8.2)
AFDC 9.3 54 -3.9
(4.2) (1.8) (-2.4)
Women, Infants, & Children 24 22.7 20.3
(1.1) (7.3) (6.2)
Medicaid 17.5 83.1 65.6
(7.8) (26.9) (19.1)

*The first line of each entry is the number in millions. The second line (in parentheses) is the
percentage.
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TABLE 2.4

COMPARING THE TOTAL GROWTH FROM
1979 TO 2007 USING EACH SHARING UNIT,

SIZE-ADJUSTMENT, AND INCOME SERIES COMBINATION

Size- Size-
Adjusted Adjusted
Tax Unit Household Tax Unit Household

Pre-tax, pre-transfer 3.2% 12.5% 14.5% 20.6%
Pre-tax, post-transfer 6.0% 15.2% 17.0% 23.6%
Post-tax, post-transfer 9.5% 20.2% 25.0% 29.3%
Post-tax, post-transfer +

Health Insurance 18.2% 27.3% 33.0% 36.7%
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Figure 2.7
Recent US Defense Spending
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Figure 2.9
US Welfare Spending Trends
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Figure 2.8
US Pensions and Health Care Spending
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TABLE 2.3

Hours of Hours of

Retail Price Work @ Retail Price Work @
Household Appliances 1973 $3.95 2013 $19.30
Washing Machine $285 72.2 $450 23.3
Clothes Dryer (gas) $185 46.8 $450 23.3
Dishwasher $310 78.5 $400 20.7
Refrigerator $370 93.7 $432 22.4
Freezer $240 60.8 $330 17.1
Stove (gas) $290 73.4 $550 28.5
Coffee Pot $37 9.4 $70 3.6
Blender $40 10.1 $40 2.1
Toaster $25 6.3 $37 1.9
Vacuum Cleaner $90 22.8 $130 6.7
Color TV $400 101.3 $400 20.7
Totals $2,272 575.2 $3,289 170.4
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Figure 2.10
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Figure 2.2
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Figure 2.4
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TABLE 2.2

Year Social Security Recipients Percent of U.S. Population
1945 1,288,107 0.9%
1955 7,960,616 4.8%
1965 20,866,767 10.7%
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TABLE 2.1

Other

Work- Work- Work-  Annual Time Annual

week day week Hours ~ Vacation Holidays Ooff Hours
Year (hours)  (hours) (days) (paid) (days) (days) (days) Worked
1870 61.0 10.2 6.0 3,181 0.0 3.0 8.0 3,069
1890 58.4 9.7 6.0 3,045 0.0 3.0 8.0 2,938
1913 53.3 8.9 6.0 2.779 5.0 3.5 8.0 2,632
1929 48.1 8.0 6.0 2,508 5.5 4.0 8.0 2,368
1938 44.0 8.0 5:5 2,294 6.0 4.5 8.0 2,146
1950 39.8 8.0 5.0 2,075 6.5 6.0 9.0 1,903
1960 38.6 7.7 5.0 2,013 7.0 7.0 9.0 1,836
1973 36.9 7.4 5.0 1,924 8.0 7.5 9.0 1,743
1990 34.5 7.3 4.7 1,799 10.0 11.0 9.5 1,584
1996 34.4 7.3 4.7 1,794 10.5 12.0 10.0 1,570
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Figure 2.5
US Federal Government Spending
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