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 Preface 
 

I don’t think that this book would ever have been written if I hadn’t 

made the long drive up the West Coast of the United States two 

years ago. I discovered, in a way one cannot from a distance or 

during a few brief visits to New York City or Los Angeles, that 

there were large cracks in the facade of American society, and 

that United States no longer was, as I unreflectively had imag-

ined, a step ahead of Europe in almost all areas. That had been 

the case when I was a young researcher at Stanford University 

many years ago, when I lived in Pittsburgh, Pennsylvania for 

some time, and when I traveled back and forth across the Ameri-

can continent for three months in an old Ford Mercury. And this 

was also the case during the decades of my career when I fre-

quently traveled to the country on business. My old image of the 

United States as a society that we in Europe should try to copy on 

point after point no longer held up. It had become quite the oppo-

site. The European countries, and particularly the welfare states 

of northern Europe, appeared to be the more developed societies. 

 

This sparked my interest. To make a long story short, I have 

spent two years reading about the U.S., writing about American 

politics and economy (on my blog,  www.karlhenrikpettersson.se) 

and making another two long trips to the country. During the last 

two years, I have traveled at least 12,000 miles on U.S. roads. 

And I have met and talked to lots of ordinary – and extraordinary 

– Americans. This is the result. 
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The book was originally written for a Swedish audience. I had no 

plans to translate it to English. However, a number of people who 

read the book early on thought that perhaps it could be of interest 

to American readers to learn what a European visitor to their 

country thinks about what he sees. It convinced me (plus the fact 

that it’s so easy today to publish an e-book). For my part, I like to 

read what foreigners think and write about Sweden; they might 

observe phenomena in Swedish society I find difficult to see my-

self because they are embedded in everyday life. It’s my hope 

that American readers will feel the same when reading this book. 

 

  

Groveda, May 1, 2012 

 

 

Karl-Henrik Pettersson  
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The trip made in the autumn of 2009 took me through five states 

on the West Coast: California, Nevada, Arizona, New Mexico, and 

Colorado. It was not a completely random choice of route. It was 

also about nostalgia in the sense that parts of this trip I made 

many, many years ago with some other Stanford students. 

 

The United States was particularly interesting for me during the 

fall of 2009. An intense, partly spiteful, political debate about the 

U.S. health care system was going on. For years I had read and 

written about, and marveled at, how bad the U.S. health care sys-

tem functioned with its extremely high costs and underperfor-

mance in terms of health. To comment on what I heard and read 

about the health care debate during the trip became the central 

theme of this diary. It was not hard to get inspired. Health care 

reform dominated American TV and other media during these four 

weeks. 

 

What follows is only an excerpt from the diary. The trivial and per-

sonal I have stripped away. Instead I have concentrated on the 

observations I made about American society, about the economy, 

and about how people live their everyday lives. Apart from minor 

edits to the text, it’s intact as I wrote it (mostly early the “morning 

after”). I will pay a price for it. There are some repetitions, and 

perhaps some choice of language that would have been different 

if I have had more time. 
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Monterey, CA, Tuesday, October 13, 2009  
It’s early in the morning. I've just had breakfast, and I’m sitting 

here watching Fox News. It’s quite loud as is often the case with 

American TV debates, especially when Fox is involved. The main 

question in the debate is whether the Senate, or rather the Sen-

ate’s Finance Committee, will agree on a reform of the U.S. 

health care system. The decision will be made today, and it’s 

hanging in the balance. Yesterday the insurance companies an-

nounced that the planned reform would raise premiums for the 

average family by $1,700 per year. This is surely no coincidence. 

The insurance companies feel trapped and want to influence Con-

gress. Apparently, they try to play a part of the political game on 

Capitol Hill where the future of U.S. health care now is entering a 

crucial phase. The debate is heating up. 

 

The political process in the U.S. is a bit of a mystery to me. In 

Sweden, the government presents a bill to Parliament, which, af-

ter review in one of its committees, goes to vote. It’s a fairly 

straightforward and simple way for a government proposal to be 

decided. In the U.S., it’s more complicated. Politicians in Con-

gress take a more active role in shaping proposals in comparison 

to Swedish parliamentarians. For example, it’s not just the Senate 

Finance Committee that worked on the bill for a new health care 

system. Other Senate committees and individual senators also 

worked on it. The same process applies to the House of Repre-

sentatives. After the Finance Committee makes its decision today, 

the proposal will be reconciled with other proposals in the Senate. 

Similarly, there is a reconciliation process in the House of Repre-

sentatives, and finally, some time towards the end of the year, 

when the two houses in turn have come to an agreement, a pro-

posal for reforming the U.S. health care system can become a 

legislative reality. Will it succeed? Only time will tell. 
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A warning of severely bad weather was broadcast today, and it 

was raining heavily when I went out to the car. I had planned to 

continue on Highway 1 and “hug” the coast up towards San Fran-

cisco, heading east just north of Stanford to get to Palo Alto where 

I had booked a room for the night. I left Monterey with Santa Cruz 

as my next destination, estimating a one-hour drive through the 

dunes and farmland. Ultimately it took longer due to the heavy 

rain, wind, and slow traffic. By the time I got to Santa Cruz and 

stopped for coffee at a Starbucks, I was questioning the wisdom 

of using the coastal route. I knew from the trip to Monterey that 

there tends to be relatively little traffic en route, and that there are 

few exits and opportunities to get help if needed. I decided to get 

off Highway 1 (I’m definitely getting old!) and instead chose to 

take Highway 17 to San Jose instead. As the rainfall intensified 

and the wind blew harder, it proved to be more difficult than ex-

pected (later, I heard that there had been about 100 mm rain in 

the area), but eventually I arrived in Palo Alto. 

 

I spent less time on the road today than planned, giving me time 

to write some more about the Senate's decision that came out 

today. They voted in favor of the health care proposal, 14 votes 

for and 9 against. 

 

What kind of reform is it? Well, it consists of three parts. First, 

insurers are required to accept anyone who wants to have health 

insurance. To a European, it seems more than obvious that it 

should be that way, but that hasn’t been the case in the U.S. so 

far. Currently an insurance company can deny coverage to a per-

son on the basis of his or her medical history. A softer option is to 

differentiate the insurance premiums according to a person’s 

health status. Coverage will become more expensive the worse 

the medical outlook is for a person. The second part is what’s 
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called the individual mandate. In short, it means that all citizens 

must obtain health insurance, and those who don’t will be fined. 

Third, efforts will be made to redistribute health care costs be-

tween generations. Finally, there are some other things in the bill 

that are not important right now.  

 

This reform probably sounds better than it actually is. It’s not a 

radical reform of the U.S. health care system. The reform will not 

substantially reduce the cost of medical care as a percentage of 

GDP (Gross Domestic Product). The reform doesn’t tackle the 

fundamental problem of a too weak “demand-side”. It has been 

clear for a long time that one of the reasons that U.S. health care 

costs are constantly rising faster than GDP is the fragmentation of 

its financing. The many private insurance companies don’t have 

the power to resist demands for higher compensation from hospi-

tals, doctors, and pharmaceutical companies. Finally, the reform 

will not increase competition in the insurance sector. (There is a 

proposal in the Senate for a so-called “public option” that, if it 

passes, could possibly increase competition.) 

 

That said, there are obviously things that are good in the Finance 

Committee’s proposal. Far more Americans will have health insur-

ance if the proposal goes through, and the insurance companies 

will be forced to treat its customers fairly. There is also an open-

ing for more ambitious proposals. Political commentators are say-

ing the Finance Committee's proposal is a “foundation”; it would 

be the minimum outcome if the bill becomes an Act of Congress. 

The ultimate bill may be more radical. 

 

During the past few days, I have been toying with the thought that 

the U.S. is no longer a role model for me. I regarded the U.S. 

fondly when I lived here during the late 1960s. By and large I 
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thought the United States was ahead of Sweden and the rest of 

Europe. I cannot say that I think so now. Sure, there is every rea-

son to look admiringly at the dynamism of the U.S. economy. The 

entrepreneurial spirit, the flexibility of labor markets, the well-

functioning venture capital markets, and many other economic 

factors are more developed here than in Europe, but the price is 

too high. There are many signs that American society has major 

structural problems due to “bad” politics. The biggest problem as I 

see it is that the politicians don’t realize their responsibility as 

public servants. Under-investment in infrastructure, such as 

roads, is just one example of this. Income inequality is another. 

The poor condition of Americans’ health is a third. The social se-

curity system is a fourth. And, going back to what I just discussed, 

the U.S. has an expensive, unfair, and inefficient health care sys-

tem, which the politicians have attempted to reform for almost 50 

years without much success. It’s their responsibility, and even 

now what they’ve achieved isn’t that impressive, judging from the 

Finance Committee's proposal. What is the conclusion? Well, it 

seems as if the American political system is inefficient because 

it’s unable to tackle the real and profound problems of society. 

Just a thought. 

 

San Francisco, CA, Friday, October 16, 2009 
The highlight of the day was a visit to SFMOMA, the relatively 

newly built Museum of Modern Art in San Francisco. It’s said that 

it’s America's second largest museum of contemporary art, after 

the “real” MOMA in New York City. That may be true – SFMOMA 

is an impressive museum. I walked around for a few hours, and 

most interesting to me was a special exhibition showing photogra-

pher Richard Avedon’s pictures. I have checked him out before. 

His work interests me because it records the times in which I 

have lived. These pictures were taken in the period 1946-2004. 
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SFMOMA is so typically American. It’s, I guess, almost 100%, a 

privately funded museum. There are lists of names of contributors 

everywhere, ranging from the major contributors to those who 

made a contribution of “... at least $ 1,000.” At the entrance of 

each exhibition hall, one can read, for example “The Anderson 

Gallery” (which is a name I remember). I don’t exactly know how 

the system works, but in some cases, the donor not only provides 

a large sum of money, certainly millions of dollars, but also the art 

displayed in the room. On the roof of the museum was a “Sculp-

ture Garden”. One of the main sculptures was by Alexander Cal-

der, and on the plaque it reads: “Gift of Rita B. Schreiber in mem-

ory of her husband Taft Schreiber.” 

 

Is this a better system than what we have for Moderna Museet in 

Stockholm [the leading museum for contemporary art in Sweden] 

where the government, ultimately the taxpayer, is responsible for 

the most of the financing? I don’t think so, at least not from an 

artistic and administrative point of view. Artistically the American 

model means that it’s the donor's taste that counts. The donor 

can influence the exhibition either by giving a work of art that he 

or she already owns to the museum or by influencing the selec-

tion of the art purchased with the money donated. In other words, 

one can say that it’s the rich Americans' taste that is expressed in 

the selection of art at SFMOMA. Can that be seen as superior? 

 

Administratively, there must also be difficulties. When people 

amass wealth in times of prosperity, the influx of donation capital 

will be good. In contrast, bad times will erase some of the funding. 

From a management point of view, such a system isn’t optimal. 

  

San Francisco offers a good example of the underdeveloped U.S. 

public sector. Many of the streets are in a state of terrible disre-
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pair. Some of the busiest thoroughfares like Market Street and 

Van Ness Avenue are in dire need of maintenance.  

 

I think the noticeable under-investment in common resources will 

backfire on Americans and the U.S. economy some time in the 

future. It’s a kind of tragedy that the political system, but also 

Americans in general, are unprepared to tackle these problems. 

For example, to increase taxes in order to boost investment in the 

maintenance of infrastructure, roads and such, I guess would be 

unthinkable for most Americans. 

 

What will happen in the long run? Of course, no one can be cer-

tain, but I would guess that the U.S. will be left behind those 

countries that understand that there must be a functioning bal-

ance between the private and public sector, not the U.S. model 

where people seem to think that the private market can do every-

thing, a model that will eventually materialize in declining relative 

growth and thus wealth and well-being. Or perhaps we will see a 

new political movement based on the recognition that the public 

sector must be given more resources and that it must become 

more attractive to work in the public sector. 

  

Rohnert Park, CA, Monday, October 19, 2009 
There are many indications that the U.S. economy, indeed Ameri-
can society at large, has serious problems. 
 

Over-investment in the private sector, especially in facilitating pri-

vate consumption, is one of the first things a visitor notices. For 

example, tremendous resources are centered on the car. Simply 

put, there are too many cars and trucks, and as a consequence 

too much investment in roads, shopping malls, parking lots, and 

everything else car-related.  
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Take Rohnert Park, for example. Highway 101 divides this city in 

the middle, and the car reigns on both sides of the street. Hotels 

and motels abound, and I am staying at one of them, the Best 

Western, which has about 100 rooms and thus needs 100 parking 

spaces. That’s a lot of space. Across the street is a big, and I 

mean really big, shopping area with department stores like Tar-

get, Burlington Coat Factory, Home Depot, and various other, 

smaller stores. The parking lot is huge. And there are gas sta-

tions, drive-in restaurants, drive-in banks, and other services that 

go hand in hand with a highly developed society built around the 

car. Moreover, you don’t need to travel many miles out of town to 

get to the next “Rohnert Park” and then the next one and the next 

one. This can be said for the whole country. 

 

Why is U.S. society subjected to private sector over-investment? 

The simple answer is that the economic incentives have been 

wrong. The price of both capital and energy has been too low. 

Plenty of savings in dollars have made capital both readily avail-

able and cheap. Alan Greenspan, Federal Reserve Chairman for 

almost 20 years, has ensured that interest rates have remained 

low, and that the banks have been free to lend without the au-

thorities interfering. Consequently, it has been very easy to get 

credit. And there has been no political will in the U.S. to raise 

taxes on gasoline and diesel as we have done in Sweden and 

many other countries in Europe. 

 

Of course, it should be said that a very large portion of private 

investments made by the corporate sector has been good for the 

U.S. economy. Contrary to what has been seen in many other 

countries, one can’t claim that companies in the U.S. have struc-

turally made bad investments. On the contrary, in a highly com-
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petitive and deregulated market like the one in the U.S., re-

sources tend to be efficiently allocated. 

 

The other side of the coin is, however, low investment in the pub-

lic sector. I've written about it before, but it’s worth repeating. Al-

most anywhere you go in California, one is struck by the poor 

condition that the streets are in. And along almost every road in 

the countryside, one can still see poles for electricity and tele-

phone lines. The same can even be seen in many cities, Menlo 

Park and San Francisco to name two examples. Poles along the 

roads have not been seen in Sweden for decades. 

 

These are just the outer trappings one sees in passing. One sus-

pects that there is insufficient investment in other parts of the pub-

lic sector, like the educational system. 

 

A third symptom is income inequality. It‘s obvious that many 

Americans live well financially, or very well, not to mention the 

“stinking rich”. But it’s equally clear that there are big groups of 

people in the U.S. who have to get by on very limited means. 

Here in California they are remarkably often Hispanics. Take my 

Best Western motel as an example. Everyone who works in 

cleaning here communicates in Spanish and speaks poor English 

or no English at all. One can safely assume that they are paid 

minimum wage at best, which in California amounts to $8 per 

hour. 

 

A fourth symptom is the somber U.S. macroeconomic reality. An-

nual federal budget deficits are the rule rather than the exception, 

and there has been a negative current account balance year in 

and year out for a very long time. The first leads to a growing na-

tional debt, the latter to a growing foreign debt. Macroeconomic 
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imbalances that span decades are significant because they’re a 

sign of structural deficiencies. 

 

The immature public debate is another symptom. It’s said that 

one in five Americans occasionally watches Fox News. For a 

Swede, Fox News is a phenomenon beyond belief. It’s a simplis-

tic, biased, and noisy news channel. People are literally shouting 

at each other, and often the ones who shout loudest are the TV 

hosts themselves like Bill O'Reilly. Politically, Fox News is some-

where to the far right. I would imagine that even Republicans 

sometimes think that Fox News is too much. At the same time, it’s 

right to talk about the success of Fox News as it has so many 

Americans viewers. Without a doubt this mirrors the general 

swing the U.S. has made over the past decades towards the right. 

There’s not too much to say about that. But what I am reacting to 

is the tone, the narrow-mindedness, and the unwillingness to lis-

ten to opposing arguments. If one of the most important television 

networks, Fox News, behaves this way, it’s arguably a sign that 

the society in general has a problem. 

 

A further sign of a structural problem is the legal system. While 

the American legal system in many ways functions as a model, its 

“sue”-culture (which is, by and large, unknown in Europe) drives 

up costs. In economic terms, the transaction costs for the parties 

involved, all else being equal, will be higher due to the risk of get-

ting sued. A prime example is health care. According to one esti-

mate, the costs resulting from disappointed patients going to court 

to get compensation amounts to $5 billion per year. Of course, 

the $5 billion estimate is far from the full cost. The risk of being 

sued creates an atmosphere of caution, and the cost of that is 

much higher. There are studies showing that doctors and hospi-

tals perform a lot of additional testing and procedures just to be 

protected in the event of future litigation. 
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If these are the symptoms, what can be said about the causes, 

the underlying driving forces? One can surmise that it’s about 

values. The perception of fairness and equality among people in 

general is definitely different from the one we have in Europe. The 

perception of the common good, of what Americans as a people 

should do together, on the federal level and in state and local 

governments, is also very different from the European attitude. In 

the U.S., it seems that government has become a dirty word for 

the majority of the population. It’s also about the other side of the 

coin, how the market and private initiative are viewed. I would 

argue that most Americans are overconfident when speaking 

about what the market can achieve. People here seem to believe 

that there are no restrictions on what the market can handle. But 

every economist knows that there are limits. 

 

Turning back to the health care issue, it’s these values that make 

it so difficult to shake the belief that financing through private 

health insurance is superior to a tax-financed system when obvi-

ously the opposite is true. 

 

Oroville, CA, Wednesday, October 21, 2009 
When one sits in a car for many hours, listening to the radio be-

comes an occupation. There are plenty of channels, but they are 

invariably local. In other words, you can listen to the same station 

as long as you aren’t too far from where it’s broadcasted. It gets a 

little staccato, to say the least. 

 

I would say that the broadcasts consist for 80% or more of a mix 

of music and advertising. The remaining 20% is some form of 

speech – local news including sports, religious programs, and talk 

shows, some of which are syndicated so that you hear them on 

many stations. Advertising constantly interrupts all of these pro-
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grams: “Border Furniture in Fort Bragg offers a great couch this 

week for $99.” And so on. 

 

Sometimes one succeeds in finding more serious programs on 

the air. South of San Francisco I could listen to the BBC World 

News, but this was also financed through advertising. Thanks to a 

medical device company (if I remember correctly) Americans 

could benefit from a news program that, for once, widened the 

perspective from the local to the global. 

 

Capital Public Radio, a Sacramento station, has been my station 

today. During certain periods, they only broadcast classical mu-

sic. Capital Public Radio also has to engage in advertising in the 

form of fund drives. It’s only through contributions from listeners 

that they can stay on the air, so that’s what their advertising is all 

about. 

 

The same thing applies to TV. The motel I’m staying at in Oroville, 

the Comfort Inn, offers 60 channels to choose from. The vast ma-

jority of these channels broadcast different kinds of local news 

and other programs with a local connection. These channels are 

often linked to the major U.S. networks, NBC, CBS, and ABC. 

The broadcasts are a mix of local and national programs, rarely 

international news. In this regard, CNN is in a class by itself. Fox 

News has relatively little international news, virtually none actually 

unless American interest is involved. In addition, there are special 

channels for sports, religion, children, food, weather, animals, 

history, travel, and other interests. 

 

As far as I can see, all these channels are financed through ad-

vertising, and advertising on TV takes up almost as much time as 

on the radio. There are some channels free of commercials. I 
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know that PBS, which broadcasts Frontline for example, is one 

such channel. However, PBS is not part of the set of channels on 

offer at the Comfort Inn in Oroville. 

 

I don’t mean that all these channels produce poor and superficial 

programs. Not at all. Obviously, one can see many programs that 

are made with generous funding and great journalistic integrity. 

The other night the History Channel showed a fascinating, hour-

long, documentary on the assassination of President Kennedy in 

1963. I saw another documentary about Sam Walton, Wal-Mart’s 

founder, which also was professionally made. And there are lots 

of news programs of high quality. 

 

It’s the sum total that’s superficial, partially due to of the amount 

of advertising and partially because the broadcasts are often one-

dimensional and rather trite. This past week’s TV here, and I’m 

talking about all channels broadcasting news, has been com-

pletely swamped with the story of a father in Colorado who sent 

up a balloon and tried to make the world believe that his six-year-

old son was on board. Even the reputable CNN broadcast hours 

every day for one week on this tragicomic story, which turned out 

to be a hoax. I didn’t expect that from CNN. It made me realize 

that the CNN we see in Sweden, for the most part produced in 

London, is far from the CNN I watch here. 

 

Perhaps the existence of two versions of CNN is an indication of 

something important. It might in some respect make clear what 

differentiates the American way of life from the European. 

 

Reno, NV, Thursday, October 22, 2009 

To continue yesterday's reasoning, one wonders why the Ameri-

can media is so shallow and narrow-minded. There must be an 

explanation. I would guess that it has something to do with the 
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Americans’ approach to “government”. More precisely expressed, 

Americans want to have as little political interference as possible. 

Media is definitely not an area that the average American thinks 

politicians should get involved in. That also goes for the financing. 

The tax-funded radio and TV channels that we have in Sweden 

(parallel with private channels) are, I would guess, unthinkable 

here and would probably be called “socialized media”. It hasn’t 

always been so. National Public Radio, NPR, a non-commercial-

ly-funded producer of radio programs, was federally funded until 

the 1980s when the Reagan administration thought that radio 

broadcasting wasn’t something taxpayer’s money should be used 

for. NPR still exists but is now funded primarily through listener 

donations and contributions from the radio stations that buy their 

programs. 

 

The consequence is that private companies (and that includes 

some nonprofit businesses like Capital Public Radio) and the 

market selection process dominate U.S. media. According to the 

rules of the market, there isn’t much space for serious and ana-

lytical programs because the market for them is simply too small. 

At the same time, the market is extremely large for the easily di-

gestible and easily sold programs – sports, entertainment 

(including religious programs), popular music, celebrity gossip, 

and soap operas. Media companies simply focus on what is prof-

itable, and that’s equivalent to saying that the target groups the 

sponsors mainly focus on for their advertising are subsequently 

the target groups for the programming of the media companies. 

The market thus acts rationally. 

 

Is it a good system? I don‘t think so – for three reasons, two obvi-

ous and tangible, one less obvious but more profound. The first is 

advertising. Advertising on radio and television is a plague for 
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consumers. Advertising is also a plague in Sweden. It's just that 

here one literally drowns in it. The second reason is what I just 

discussed, that the supply of readily available good journalism is 

too small. 

 

The third reason is more fundamental. If Americans are sur-

rounded by shallow media to the extent I have seen, it would be 

surprising if it didn’t have long-term cultural and social conse-

quences. To put it another way, Americans themselves are at risk 

of becoming shallow and small-minded. There is one thing that I 

can say with certainty. Media funded by advertising is one aspect 

of American society that I think is less attractive than what we 

have in Europe. The balance between the public and the com-

mercial is simply better in Europe. 

 

Las Vegas, NV, Saturday, October 24, 2009 
I listened to Fox radio today, a call-in program focusing on politi-

cal and social issues. As so often is the case on such programs, 

not least when Fox is involved, there was a lot of negative talk 

about “government” and the high tax burden. 

 

America's fear of higher taxes is so obviously a self-deception. 

Health care, and especially the way financing is arranged, is a 

good example. In Sweden we have tax-funded health care. On 

average, we pay roughly $4,000 per year a citizen for health and 

social care. Calculated the same way, the U.S. health care costs 

a little more than $7,000 per citizen, about 70% more than in 

Sweden. 

 

It’s a self-deception because “there’s no such thing as a free 

lunch.” Expressed another way, one can cover the costs of health 

care either through taxes as in Sweden or via a premium to a pri-



23 

 

vate insurance company as in the United States. The self-

deception becomes even clearer when one realizes that the fear 

of political interference in the health care system leads to a less 

rational approach to funding. Any serious examination of the 

American model of health care financing shows that United States 

has a system that is much less effective than what follows with a 

“single-payer” model, or for that matter less effective than the po-

litically regulated insurance models to be found in Germany and 

Holland. 

 

Yesterday I read an editorial in USA Today (October 23) about 

27-year-old Claire Bloxom from Texas who lost the health insur-

ance she had through the public relations agency where she 

worked. She had, however, succeeded in obtaining new insur-

ance that was cheaper than the one she had had through work. 

Although it wouldn’t cover costs for mental illness or pregnancy 

and childbirth (the latter not unusual for a woman around the age 

of 30), she would still have to pay $2,388 per year. 

 

The editorial’s message was that if reform leads to increased pre-

miums for young Americans like Claire Bloxom, there is a risk that 

even more people will choose not to insure themselves. This 

would be unfortunate since a major goal of the reform is to see to 

it that more Americans, especially more young people, are in-

sured. The message is also that the politicians must find a bal-

ance where the inevitable subsidy for the elderly is not so high 

that it discourages young people from insuring themselves. 

 

It’s easy to realize that a private insurance system of the type 

found in the U.S. is economically inferior to a single-payer sys-

tem. The private part of the U.S. health care system is frag-

mented. There are a large number of insurance companies and 
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an even larger number of health plans. The more fragmented a 

system is, the higher transaction costs will be. All providers – hos-

pitals, individual doctors, and clinics – need to manage relation-

ships with several insurance companies, not to mention all the 

relations with their patients, and every such transaction costs 

money. The mirror image of these costs is with the insurance 

companies. It’s no wonder that the administrative costs of U.S. 

health care system amounts to one-third of the total cost accord-

ing to one study. The costs of administering U.S. health care are 

about twice as high as in the Canadian single-payer system. 

 

This is not the whole picture. In a single-payer system, there are 

few buyers/financiers (in Sweden, about 20 regions), so they are 

able to be strong in negotiations with providers, much stronger 

than in a more fragmented system. One can be fairly sure that the 

weak “demand function” in the American system contributes to 

the high relative costs. 

 

To these administrative expenses, the “invisible” costs can be 

added. Americans obviously devote a lot of time to negotiations 

with insurance companies and doctors. They have to think about 

how to organize their health insurance and do other things that 

have to do with health insurance. For a European, it’s hard to 

imagine. We spend practically no time on such things. 

 

Overall, the picture becomes clear. Because of fear of “govern-

ment” and high taxes, Americans have chosen a system for 

health care financing which is less effective than the viable alter-

natives that are available elsewhere. The USA Today’s article is 

discussing a relevant issue seen through an American perspec-

tive and in light of the political discussions in Washington right 

now. Still, the editorial doesn’t even touch on the more fundamen-
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tal question of whether it’s wise, economically or otherwise, to let 

private market control the financing of the health care to such an 

extent (approximately 50% of U.S. health care is privately 

funded). It’s the same as saying that the reform of the health care 

system outlined by President Obama and the Democrats won’t 

tackle the fundamental problem of high relative costs. Apparently 

no American politician would even dream of thinking away private 

health insurance companies. 

 

Winslow, AZ, Wednesday, October 28, 2009 

I was listening to NPR during the one hour or so that it takes to 

travel from Williams up to the Grand Canyon. The broadcast fea-

tured an interview with the author of a new biography of Ayn 

Rand, the well-known author and philosopher who died nearly 30 

years ago. It was an interesting interview. My image of Ayn Rand, 

of whom I have been deeply skeptical from reading some of her 

books, became more nuanced. Her doctrinal repudiation of every-

thing related to politics, and especially of government intervention 

in the market and government in general, was partially explained. 

Ayn Rand belonged to the Russian upper class, and her family 

was forced out of the country and lost all their wealth and stand-

ing in the communist revolution of 1917. The author of the biogra-

phy, Anne Heller, said that it was in this context that one could 

find the main explanation for Ayn Rand's categorical, if not funda-

mentalist, views on the role of government. 

 

Ayn Rand has never received recognition from academia. How-

ever, she has been widely read and not only in the U.S. Her 

books still sell over a million copies a year, and many prominent 

American conservatives claim to have been influenced by her 

writings. It’s known that Alan Greenspan, former head of the Fed-

eral Reserve, personally knew her and shared many of her politi-
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cal views – that there should be as little political and government 

intervention as possible. 

 

The interview with Anne Heller formed an excellent backdrop for 

the discussion of the so-called public option that has dominated 

the political news here this past week. Public option is the buzz-

word of the day. Some pundits and politicians want the govern-

ment, federal or state, to provide a public alternative – an option – 

to the private health insurance companies just as the U.S. Postal 

Service is an alternative to private mail carriers like Federal Ex-

press and UPS. The link to Ayn Rand is that the issue of a public 

option essentially is about what the government should do and 

should not do. Politically there is a divide along the left-right scale. 

Democrats are raising the question of a public option, and the 

Republicans are opposed. Of course, Ayn Rand would undoubt-

edly have opposed the idea. 

 

I never cease to be amazed by this irrational attitude towards gov-

ernment and the public sector. To me it seems to be political ide-

ology for its own sake. There are no financial or other reasonable 

arguments, only a conviction that less government is always bet-

ter than more government. One might wonder where this anti-

government idea comes from. Maybe it has something to do with 

history. Many of those who emigrated to the United States during 

the 1800s and early 1900s did so in protest against the conditions 

in their respective countries of origin, especially in protest against 

the authorities and the state in these countries. What was sought 

after was freedom from political authoritarianism and repression. 

Could it be that Americans’ almost instinctive fear of government 

has something to do with that? 
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Gallup, NM, Thursday, October 29, 2009 

Today's big economic news was that the U.S. GDP has risen by 

3.5% in the third quarter. That’s a lot. It means that the current 

recession, the period of negative growth that we have had for 

some time, has come to an end. The growth figure was so high 

that it apparently amazed the stock markets, which reacted excit-

edly. The Dow Jones rose by over 2%. 

 

I wouldn’t be surprised if the European figures for the GDP growth 

when published will be significantly lower. The U.S. economy is 

incredibly dynamic. One can almost feel the intensity and energy 

while driving through the country. We are in the midst of the worst 

global economic downturn since the 1930s, and the U.S. econ-

omy has been hit hard. Still, it has managed to return to growth 

quickly. It’s partly artificial as large fiscal stimulus packages and 

low interest rates have spurred growth. However, the recovery 

also results from a combination of fierce competition that leaves 

no mercy for the weak, well-functioning markets for venture capi-

tal, widespread entrepreneurship, the most research-intensive 

environment in the world and, last but not least, a large home 

market. It was Adam Smith who first wrote that if the market is 

large and there are many potential customers, it’s easier to create 

a profitable business, and the U.S. domestic market is the largest 

in the world. 

 

Speaking of competition, every day I have an excellent opportu-

nity to study one particular market, the market for accommoda-

tions. Competition could not be steeper than it is for the hotels 

and motels in this country. The proactive customer uses the Inter-

net to review the various options available. Hotel chains outmatch 

each other with information about what they offer. Their websites 

are exemplary because they make it easy to make comparisons 
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and easy to make a reservation. Even for those who don’t pre-

book, competition works in their favor. When one arrives at a mid-

sized city and drives along the main street, there are almost al-

ways lots of motels and hotels to choose from. The customer is 

the king in this particular market. 

 

Fierce competition drives down prices, especially since there ap-

pear to be more hotel rooms, offering the same room quality and 

the same services on the market than there are guests, at least at 

this time of year. Hotel prices here are well below the prices in 

Sweden. For my Comfort Inn room in Gallup where I am writing 

this, I pay $90. I would be surprised if the same room in a provin-

cial town in Sweden would cost less than $150. 

 

Albuquerque, NM, Friday, October 30, 2009 
I spent today traveling on Route 66 from Gallup to Albuquerque. 

Route 66 is the classic route between Los Angeles and Chicago, 

the road that John Steinbeck portrays in The Grapes of Wrath 

and the road Peter Fonda and Dennis Hopper bike down in Easy 

Rider. Route 66 is now mostly abandoned, ripped up and re-

placed by modern highways. However, in New Mexico part of 

Route 66 is still there, and it's the road that I have been driving on 

today. It was an interesting and sometimes beautiful trip but also 

depressing: here and there along the old road one comes upon 

the remains dating back to the glory days – deserted and derelict 

gas stations, motels, and restaurants. 

 

Overall, this region of the United States is poor. As a Swede, I 

wouldn’t believe that people live like this in one of the richest 

countries in the world if I hadn’t seen it with my own eyes. The 

majority of the houses along Route 66 are very simple – small, 

grey and dull, often mobile. The worst are just shacks. If prices of 

private homes in Reno, which I checked out a little, range from 
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$200-400,000, the average price around Route 66 in New Mexico 

could hardly be more than $50-100,000. It should be noted that 

as one gets closer to urban areas like Albuquerque, things do 

improve.  

 

There’s a lot of time to think when you spend hours in the car. 

The poverty as well as the prosperity I saw today is thought pro-

voking. Can one say that the average American is better off eco-

nomically than the average Swede? It’s a multifaceted issue. 

 

Judging by the GDP per capita, the American is richer than the 

Swede, but this isn’t surprising. An American works many more 

hours per year than a Swede, and has done so for decades. It 

makes GDP per capita relatively larger, all other things being 

equal. Higher population growth in the U.S. can have the same 

effect. And the fact that the private sector in the U.S. is bigger as 

part of GDP than the private sector in Sweden probably also has 

a positive effect on GDP per capita. At the same time, GDP per 

capita doesn’t say anything about how income is distributed. We 

know that income inequality in this country is much greater than in 

Sweden. That's what I've witnessed as I traveled through New 

Mexico today. 

 

Another way to try to answer the question is to look at prices and 

the relative price level. Is it cheaper or more expensive for a nor-

mal middle class family to live in the U.S. compared to Sweden? 

The items that cost the most for a family–food, housing, transpor-

tation, and energy–are cheaper in the U.S. A highly unscientific 

test that I have done suggests that food costs here are 10-15% 

lower than in Sweden. The housing costs are also lower. And pet-

rol and diesel costs are a little more than a third of the Swedish 

price. 
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How can it be that the price level in this country, a country with a 

higher GDP per capita, is lower than in Sweden? It’s another 

complex issue. There are at least two explanations. First, taxes 

are lower in the U.S. This applies to sales taxes but also fuel tax. 

That gasoline and diesel are so cheap has mainly to do with the 

tax levy. Second, and more important, the competition is more 

intense, and we know that tough competition drives prices down. 

This is still not the whole picture. The cost of health care is on 

average 50-70% higher than in Sweden. And young Americans 

have to pay for higher education out of their own pocket. In both 

cases, the explanation is political. Americans have chosen a sys-

tem for those services where the basic principle is that each and 

every person must pay (much of) what it costs. With some excep-

tions like Medicare for the elderly and Medicaid for the poor, 

health care and higher education are paid privately. 

 

What is the conclusion? To sum it up, economically an American 

is richer than a Swede, but a Swede, I would argue, is living a 

better life. There are three strong arguments supporting this. First, 

we work less in Sweden. An economist would say that we use 

more of the growth in the form of shorter working hours and 

longer holidays. Many Americans still only have one week's vaca-

tion. Second, incomes are far more evenly distributed, which cre-

ates a more attractive society to live in for most people, one with 

fewer social problems. One avoids encountering the kind of poor 

areas and substandard living one comes across in the southwest-

ern United States and surely many other places. One doesn’t see 

in a half-hour drive areas where people are financially prosper-

ous, well on a par with Sweden, alongside areas of absolute pov-

erty. In my opinion, that’s not a modern society. Third, Swedish 

society is more environmentally conscious. It’s symptomatic that 

the UN Climate Change Conference in Copenhagen in December 
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this year, which has been extensively discussed in the media in 

Europe for months, is hardly mentioned in the news and political 

debates here. It might not be a particularly strong argument, but 

to pass through Arizona and New Mexico as I have done in the 

last three or four days reminds me of what the roads looked like it 

in Sweden 50 years ago. Along the side of the road you see all 

kinds of scrap metal, old rusty car wrecks, and everything else 

people want to throw away. To me it reflects this country’s under-

developed environmental awareness.   

 

Some would say that this is an unfair narrative. You cannot com-

pare a small country like Sweden to the United States. I would 

argue that even if we were comparing the EU-Europe with the 

U.S., and then we are talking about equal “quantities”, the argu-

ments still apply. My conclusion is that by and large we live a bet-

ter life in Europe than Americans do. It’s not the same as saying 

that Americans would like to have a society similar to the one we 

have in Europe. To be sure, they wouldn’t. This paradox raises 

other interesting questions. 

 

Albuquerque, NM, Saturday, October 31, 2009 

I have spent all day in Albuquerque, in the Old Town to be more 

precise. It’s a most charming part of the city. The center of the 

Old Town features a small square with a park surrounded by low 

adobe-style houses. There’s a lot of commerce around the 

square. However, it’s a special form of commerce because it con-

sists mainly of galleries and shops selling arts and crafts. Despite 

the good weather and the fact that it’s Halloween afternoon, not 

many people were out and about. This meant that every time I 

walked into a gallery, I had the opportunity to talk to the people 

there. 
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The longest conversation I had was with Butch Phillips, a photog-

rapher in his 60s who has his own studio and exhibition near the 

square. His wife is a doctor, and it turned out that he was highly 

interested in and very well informed about the ongoing health 

care debate. He was very critical of the system as it currently 

stands and the politicians' inability to take the necessary radical 

approach. He argued that the U.S. must eventually adopt a sin-

gle-payer system, and he hoped that the proposed public option 

would be a gateway to just that. 

 

I think he’s in for disappointment. The so-called public option, if it 

ever will be realized, will probably not seriously threaten the posi-

tion of the private insurance companies. The question is whether 

competition would increase at all. I wouldn’t be surprised if the 

lobbying forces of the insurance and the pharmaceutical indus-

tries, the main opponents of the reform according to Butch Phil-

lips, will ensure that the public option will be surrounded by so 

many rules and restrictions that it will cripple the market. [Today, 

in 2011, we know that there is no such public option. It disap-

peared in the negotiations prior to the congressional decision in 

the spring of 2010.] 

 

I asked him why the United States, which otherwise organizes its 

production so competently and effectively, has chosen an inferior 

system when it comes to health care financing. We know that 

there are better solutions for the financing in other countries. Yet 

no one in the United States, at least no majority, seems prepared 

politically to accept an alternative solution. His answer was that 

it’s linked to fundamental values, especially values concerning 

freedom that run deep among many Americans. The less the 

state interferes and the less it carries out, the better. If there is 

even the slightest opportunity to let private companies take care 
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of financing and production, even though the market doesn’t al-

ways work so well, as is the case with health care, it must be pur-

sued. I think he is absolutely right. 

 

Denver, CO, Wednesday, November 4, 2009 
This has been a day of travel on the road. I drove from Pueblo to 

Denver, making a short visit to Colorado Springs on the way. 

Colorado Springs is a visibly prosperous town nestled at the foot 

of the beautiful Rocky Mountains. I stopped at a newly built, large 

shopping center near the highway. It was the same type of shop-

ping center found on the outskirts of almost all larger American 

cities. All the big chains are represented, in this case, Target, Ra-

dio Shack, Office Depot, and a few small shops, including a liquor 

store. There were also hotels and restaurants nearby. Probably 

the whole center was planned together and most likely built 

sometime in the early part of the last decade. What struck me 

was that the parking lot was almost abandoned. The stores I vis-

ited were also pretty much empty. 

 

It’s not the first time I’ve seen this. It seems that in the United 

States, at least in the rapidly growing states (Colorado being one 

of the states that has grown the most), there has been heavy in-

vestment in consumption-related properties like shopping centers 

and hotels during the past decade. Although I don’t have any sta-

tistics, I am convinced that in many places these investments 

have resulted in large excess capacity. There are simply more 

shopping malls and motels than there are customers. 

 

Of course, the bad economic times are partly to blame. Many 

people have less money to spend on consumer goods, and those 

who do have money are more cautious. That is part of the reason 

for the lack of people in the stores and parking lots, but it’s not the 
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whole story. The euphoric years of escalating consumption that 

lasted through 2007 – when it also was so easy to get the neces-

sary credit – explains why investments were made in so many 

shopping centers like this one in Colorado Springs. 

 

Later today I made the same observation as I approached Den-

ver. Denver is a large city with four million people living in and 

around it, and it took me a while to reach the city center driving 

through the surrounding suburbs. It seems to be a city that in re-

cent decades has been investing heavily in its property and infra-

structure. For the first time during the trip I saw a lot of public 

transportation, buses and even streetcars. Denver struck me as 

prosperous.  

 

According to Richard Florida, perhaps best known as the author 

of The Rise of the Creative Class, it’s also a city that attracts 

young, creative people. Richard Florida analyzes cities and re-

gions according to his so-called “three T scale”, the extent to 

which they have “technology, talent, and tolerance”. According to 

Florida, these three factors will attract the creative class and form 

the basis for future high relative growth. The Denver region ranks 

high in comparison to other big U.S. cities on this scale. 

 

Denver, CO, Thursday, November 5, 2009 
Today's big event was a lunch with Richard D. (“Dick”) Lamm, 

three-time governor of Colorado, 1996 presidential candidate of 

the Reform Party USA, and a prominent American politician, 

known for his radical ideas on health care, immigration, and abor-

tion. More than most politicians, he expresses himself forthrightly 

on controversial issues. Understandably, one find many state-

ments by Dick Lamm in collections of notable quotations on the 

Internet. 
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It was a long and interesting lunch. Dick Lamm is an unusual poli-

tician. He is thoughtful, articulate, and inquisitive. I thought I was 

going to be the one asking the questions, but it turned out to be 

the opposite. Dick Lamm wanted to know what I thought of the 

American economy and its politics. 

 

I visited the U.S. for the first time in the mid-1960s, living and 

studying here 1966-1967, which is when I first met Dick Lamm. 

So one of the first questions he asked me was if I saw any differ-

ence in American society between then and now, the late 1960s 

and 2009. I told him I saw two differences, the first readily observ-

able, the other more subtle. The tangible difference has to do with 

prices. As I recall, it was at least as expensive to live in the U.S. 

as in Sweden in 1967 (Sweden was at the time known for its high 

cost of living). Today, prices in the U.S. are 10-20% lower than in 

Sweden. That goes for food, housing, and energy, including gas 

and diesel. One can argue that part of the lower prices can be 

explained by the weak dollar, but the dollar's relative value is just 

a reflection of the strength of the U.S. economy versus other 

economies, in this case in comparison to the Swedish economy. 

 

The more subtle difference has to do with the European percep-

tion of the United States. In 1967, before the Vietnam War af-

fected U.S. standing in other parts of the world, the majority of 

young Europeans saw the United States as a “sexy”, attractive 

society. It doesn’t apply at all today. Most Europeans are suspi-

cious of the U.S. in general and of American politics in particular, 

especially since the George W. Bush years. The U.S. is no longer 

a political role model. We admire the dynamics of the U.S. econ-

omy, its higher education, and much more. But not American poli-

tics. There's something about American politics that makes it in-

tuitively less attractive to Europeans. 
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We also talked about the current health care debate and all the 

political “go around” this fall in Congress to reform the health care 

system. Again, I got questions. “What is the problem with our 

health care system?” I replied that one of the main problems is 

private financing. The whole scheme is very inefficient for two 

reasons. First, it costs a lot to administer a system where insur-

ance companies have to constantly make sure they don’t have 

the wrong risks in their “patient portfolios” (economists call this 

adverse selection). The system is fragmented, and the more frag-

mented, the higher the transaction costs. Second, it will be diffi-

cult for such a fragmented financing system to get the best prices. 

The health care providers – doctors, hospitals, and pharmaceuti-

cal companies – are too strong. It’s no coincidence that U.S. doc-

tors have much higher salaries than doctors in Europe, and that 

drug costs are significantly higher here than in, for example, Can-

ada. This is not the real problem though. The real dilemma is that 

the politicians who obviously understand that the private insur-

ance system is not an optimal model don’t seem to have the abil-

ity to do anything about it. The health care reform, judging from 

what can be seen at this stage, is not going to solve the primary 

problem of high costs. An efficient solution requires either a sin-

gle-payer financing system like one finds in say the UK, or a re-

form of the insurance system similar to what was carried out in 

the Netherlands a few years ago. Neither of these is likely to hap-

pen in the U.S. any time soon. For the time being, it’s probably 

politically impossible to accomplish anything of the sort in the U.S. 

 

I think Dick Lamm accepted this argument and reinforced it by 

saying that the two major parties, the Democrats and Republi-

cans, are both so closely linked to special interests that it’s diffi-

cult, even impossible, to make decisions that could make a differ-

ence. 
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We also talked about climate change and economic injustice. 

With regard to the first, I said the U.S. media seem to be virtually 

silent. I haven’t encountered any discussion of the threat of cli-

mate change in the media here during the past few weeks, which 

is definitely not the case in Europe where climate change is a hot 

political issue. For example, when Angela Merkel, gave a speech 

the other day in Washington before both houses of Congress, she 

devoted most of her talk to the climate issue.  

 

Dick Lamm asked how one creates a more economically just and 

fair society. I had no answer other than to say that it will require 

higher taxes. With ongoing globalization, technological develop-

ment, and creative destruction, the marginalization of some 

groups in society will continue. Since income inequalities in the 

United States are already bigger than in other western countries, 

the problem has to be addressed by the politicians. There is prac-

tically no method other than to help the economically vulnerable 

groups with tax-funded social benefits, and to grant them access 

to welfare services at reasonable costs. And I added: “I think 

Americans are too scared of high taxes.” 

 

Eventually I gathered from our conversation that Dick Lamm is 

rather pessimistic about America's future. The economic crisis 

could deepen. We risk global climate crisis. In addition, the U.S. 

has problems with an ongoing “Balkanization”. He means that 

there is a risk that the U.S. will be broken up into ethnic segments 

– Hispanics, African Americans, etc. – and if this trend continues, 

it will lead to a severe social and political crisis. “What happens to 

a nation that no longer has one language that dominates,” he 

asks. The risk is reinforced by the fact that a majority of people in 

these non-white communities are poorly trained and poorly inte-

grated into the rest of society.  
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I argued that the economic crisis would not be greater than U.S. 

politicians can handle. Politicians will make sure that a financial 

crisis of the magnitude that we experienced in 2008 and 2009 will 

not be repeated. Such legislation is underway in Washington. [As 

I read this again in the autumn of 2011, I’m not nearly as sure.] A 

big crisis in the financial sector is for the foreseeable future the 

only real threat to the stability of the global economy. The U.S. is 

in a good position to grow. The U.S. economy is more flexible 

than the economy of most, if not all, other western countries. The 

U.S. has a huge asset in its capacity to innovate. No other coun-

try comes close to the U.S. in terms of entrepreneurship, applied 

research, and an effective venture capital market. In the short 

term, there’ll undoubtedly be problems with the economy, but I 

argued that they will gradually disappear, and the U.S. economy 

will return to normal.  

 

With regard to what I had seen in Colorado Springs and in other 

places, Dick Lamm confirmed my suspicion that the gigantic in-

vestments in new shopping centers, hotels, and other private con-

sumer-related services during the last two decades are causing 

setbacks now. “These companies are in serious trouble at the 

moment,” he said.   

 

  

I have been writing this just a couple of hours after our lunch so it 

should serve as a good description of how the conversation actu-

ally evolved and of what it was all about. It strikes me that one 

thing we didn’t talk about was the political gridlock in Washington: 

why the politicians can’t come to a well-balanced decision. I think 

there are two reasons. One is about values, and the other is 

structural. 
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When one reads American newspapers, watches political TV 

shows, or listens to political talk shows on the radio, the fear of 

“government” is a common theme, or rather the fear of “big gov-

ernment” when referring to Washington, DC. “It’s always better to 

let an individual decide how his/her money should be used than to 

let any Washington bureaucrat do it” is a typical comment. It’s 

primarily conservative Republicans and conservative commenta-

tors who are likely to say such things. Nevertheless, most Democ-

rats also seem suspicious of government. Their feelings are at 

best lukewarm. Basically, this attitude has to do with values. It 

reveals a very high regard for individual freedom among Ameri-

cans in general, and therefore among U.S. politicians. Expressed 

another way, the common interest simply must be so apparent 

that it’s impossible for anyone to ignore before American politi-

cians would decide to interfere with the freedom of the individual 

or of the market. The price paid for this attitude is that the efficient 

balance between the common good and private interest is lost. 

 

The structural explanation has to do with the political system. 

There are significant rigidities, partly because the politicians in 

both parties are entangled in economic and other interdependen-

cies with various interest groups, as Dick Lamm mentioned. 

Room to maneuver, especially for radical reforms, becomes lim-

ited. Partly it’s also caused by the political process in the sense 

that the interaction between the executive branch and the legisla-

ture in the U.S. is more complicated and cumbersome than in 

many other Western countries. Health care reform is a good ex-

ample. The president formulates the general principles of the re-

form he wants to accomplish and leaves to Congress to draft a 

proposal. It’s done both by various committees and individual 

members and in both chambers. Recently, there were at least five 

different proposals for health care reform, three in the House of 
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Representatives and two in the Senate. Just a few days ago, the 

final draft prepared by the House Democrats of over 2000 pages 

was presented in the House of Representatives. When the Sen-

ate’s Democrats also have agreed on a draft, the proposals from 

the House and the Senate have to be coordinated into something 

that ultimately could become law.   

 

These two factors make it difficult to reach a decision. In some 

cases, it’s not even possible. Health care has been part of the 

public conversation and in a kind of political deadlock for almost 

50 years. 

 

Denver, CO / New York City, NY, Saturday, November 7, 

2009 
It's early Saturday morning, and I’m sitting in a restaurant in Den-

ver's futuristic airport, waiting for my flight to New York City to be 

announced. At the table diagonally across from me sits an Ameri-

can couple. The man is extremely big and must be very heavy. 

His size makes the chair he’s sitting on look like doll's furniture. 

I'm still surprised, and a little depressed, by the constant sight of 

so many overweight Americans. This person is not enormously 

overweight, although such people can also be seen from time to 

time (at the Excalibur in Las Vegas, I saw a person weighing 300 

kg or so), but this man is nevertheless very large. One wonders 

how it is that some Americans cannot control themselves when it 

comes to the amount and type of food they eat. Without a doubt, 

it’s a class issue. The people I met yesterday at the Denver Coun-

try Club, and the guests at Piatti’s where I had lunch with Dick 

Lamm the other day, looked like any group of affluent, physically 

fit Swedes; in other words, people who can afford to eat right and 

who understand the correlation between high-quality food and 

good health. But for many other groups in American society, 
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these correlations are either unknown or don’t seem to affect be-

havior. Why? In Europe, poor, uneducated people as a group are 

not as obese as here. There seems to be a cultural influence at 

play. Maybe it's more accepted to be overweight in the U.S. than 

in Europe. Whatever the explanation, the relative obesity creates 

a problem for the American health care system. There is a well-

established link between obesity in the population and the preva-

lence of certain diseases such as diabetes and arthritis. It’s obvi-

ous that there also is a correlation between the degree of obesity 

in the population of a country and the relative cost of health care 

in the country. 

 

  

A couple of hours have passed, and I'm writing this on a Frontier 

plane bound for New York City. I have just read today’s edition of 

USA Today. One leading article is about the GOP, the Grand Old 

Party or the Republican Party in everyday speech, and its stance 

on the health care issue. The verdict of the article is harsh to say 

the least. “Not enough” is the message. It refers to the Republican 

draft for health care reform announced yesterday, a kind of re-

sponse to the Democrats' comprehensive, 2,000-page bill a few 

days ago. The most concrete of the GOP's proposal is about mal-

practice, an attempt to deal with the “sue”-culture in medicine. 

Although almost unknown to a Swede, it's a major problem here. 

Doctors and hospitals are sued for medical negligence with huge 

economic consequences. Congress Budget Office has estimated 

that a reform in this area can save up to $54 billion over a ten-

year period. 

 

Of course, the malpractice proposal is essential, and the Democ-

rats should, if they are wise, incorporate it in their final draft. How-

ever, what amazes me most is that the Republicans don’t make 
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the slightest attempt, at least not judging by the messages in the 

media, to tackle the really deep problems of the U.S. health care 

system. There is nothing in the draft about how to reduce the 

number of uninsured, nothing about how to give all U.S. citizens 

the right to buy health insurance regardless of health status, and 

nothing with the goal to improve the relative health of the popula-

tion (the U.S. will be way down on just about any list that ranks 

the health position of different countries). And of course nothing 

about how to reduce the high administrative costs of the system. 

 

To me the Republican Party is incomprehensible. By European 

standards, it’s very conservative. Clearly, the values of the Chris-

tian right have a large impact on the party, and it’s conservative in 

the classic sense that it wants as little change as possible, espe-

cially no radical change. Except for defense and security issues, it 

looks to me as if the Republicans almost always say no, at least 

in the Congress. They especially tend to say no to increased 

taxes, to more government, and to the public good. Again, health 

care reform is a prime example. The language they use is disturb-

ing. Even the party leaders in Congress are using a remarkably 

rough and simplified kind of language: “Obama's health care re-

form is a major step towards a socialist society.” If they actually 

were to argue their position and participated in an informed de-

bate, it would be more easily digestible, but I haven’t seen any-

thing of the sort. 

 

There must be something seriously wrong with the GOP. Perhaps 

it’s an ideological crisis in the sense that the party doesn’t have a 

really effective program to tackle the crucial political issues of the 

day. Or maybe the party is still in shock after the Democrats’ big 

victory with the election of Barack Obama. It also seems as if the 

American people are beginning to have their doubts. According to 
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a Washington Post poll that came out this week, only 20% of 

Americans identify themselves as Republicans. On the other 

hand, recent gubernatorial elections didn’t show any signs of a 

crisis. In fact, the Republicans did very well, getting about 50% of 

the votes, better than the Democrats for that matter. U.S. politics 

never ceases to amaze me.   

 

New York City, NY, Sunday, November 7, 2009 
I’m in New York City. I started the day buying a Metro Card for the 

subway. I have done this many times before, this time at the W. 

79th Street/Broadway station. I know that there is no cheaper and 

more effective way to get around in New York City than using the 

subway. It’s a paradox that New York City has one of the world's 

most efficient public transportation systems, including buses that 

run frequently and efficiently, while in the U.S. in general there 

are almost no opportunities to use public transportation. During 

this trip, only in San Francisco and Denver did I see public trans-

portation systems of any significance. It’s almost a postulate in 

this country that everyone owns a car. New York City, especially 

Manhattan, is an exception to the rule. One can actually live here 

without a car. Even the taxi system in New York City functions 

better than it does in most big cities. Cabs are plentiful and 

cheap. The cab I took last night from Grand Central Station up to 

my hotel at 250 W. 77th Street, a trip of 15-20 minutes, cost a 

mere $11. 

 

It's sometimes said that New York City is not America. There is a 

lot to that statement. I see it more clearly this time after a one-

month tour of parts of the U.S., which both figuratively and literally 

are as far from New York City as one can imagine. The difference 

between how people reside, live, and think in some small towns in 

Arizona and New Mexico and how they reside, live, and think in 



44 

 

New York City is as great as between Stockholm and, say, Roma-

nia. One cannot believe it's the same continent. New York City is 

at the heart of urban society, the very archetype of the big mod-

ern city. It not only has the most sophisticated cultural offerings in 

the U.S., and thus perhaps in the world, but also generates huge 

economic resources as the world's financial center. Both leave 

their mark on the city. Midtown Manhattan is an entertainment 

Mecca with theaters, cinemas, and museums. Lower Manhattan 

is the financial market's global center with all that goes along with 

it. Of course, what you see when you walk around is just the tip of 

the iceberg. 

 

Obviously New York City has an abundance of Richard Florida's 

three “t”s–technology, talent, and tolerance, especially the latter, 

which causes the rest of the United States to view the city with 

some suspicion. It’s too liberal for the majority of Americans. For 

instance, in Europe, most people would consider the New York 

Times a quality newspaper with opinions that match what the av-

erage middle-class European thinks quite well. It's definitely not, I 

would argue, what the average middle-class person in Arizona or 

New Mexico thinks. 

 

Incidentally, I read the Sunday edition of the New York Times at 

breakfast this morning – or rather parts of it because it weighs 

almost a kilo (and costs $5) and probably takes a whole day to 

read in its entirety. I had my breakfast at a Starbucks – the New 

York Times must have some sort of agreement with them be-

cause the paper is available at all their shops – and I was not 

alone. Many New Yorkers did what I did; they went to Starbucks 

and bought the New York Times and breakfast. Either they stayed 

there and read for an hour or two, or they took the newspaper and 

coffee with them back home. 
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The Upper West Side where I was staying is primarily an upscale 

residential area with a lot of restaurants and different kinds of ser-

vices for wealthy city dwellers and not that much for tourists. The 

market is so large and wide with high purchasing power that you 

see stores you could only dream of in Sweden. One block from 

where I am staying there’s Fairway, “Like No Other Market” ac-

cording to its sign, which is one of the largest, most well stocked 

fresh fruit and vegetable shops I have ever seen. They also sell 

flowers. Another example is a store where you can get your cloth-

ing ironed, literally on the spot. Just to demonstrate this unusual 

service, a man stands in the shop window continually ironing 

shirts, blouses, and other items of clothing. Something of the sort 

can only exist in a place with a huge customer base that has both 

the need for clothing ironed while customers wait and enough 

money to pay for it. 
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What a reader needs to know to continue 
The excerpt from the diary is just meant as an appetizer. For obvi-

ous reasons, it’s an anecdotal, first-hand report, consisting of pre-

liminary reflections. Only in one area, U.S. health care, I knew a 

little more when I made the trip as I already have mentioned. I 

had pretty thoroughly studied the U.S. health care system while I 

was working on a book, published in 2008, about the Swedish 

health care system. 

  

The next three chapters are more analytical. The first section con-

sists of a number of snapshots of the American political reality. At 

first glance, it may seem that the different parts of the chapter 

have no continuity. That's too quick a conclusion. The common 

thread is political shortfalls: the inability of Congress and the 

president to deal with the increasingly obvious problems in Ameri-

can society. The neglected infrastructure. The widening gap be-

tween rich and poor. The financial sector’s elephantiasis with 

banks so large that they had to be rescued by the taxpayer during 

the subprime crisis because they are “too big to fail”. The West's 

most costly health care, which has not produced the West’s 

healthiest population. The oversized national debt. And most im-

portant, the inability to compromise and come to decisions in 

Congress. The scenes around the so-called debt ceiling increase 

in summer 2011 are a concrete example. The issue could easily 

have been resolved but came close to political meltdown, sending 

a powerful signal to the market and the world about American 

political paralysis. In short, it seems that American democracy is 

not working as it should. That's what the next chapter is about. 

 

The articles in chapter 2, as in the two chapters thereafter, were 

all published on my blog (www.karlhenrikpettersson.se) sometime 

in 2010 and 2011, and all are researched in the sense that I have 
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read the relevant literature. The fact that the articles were written 

at different times and thus were supposed to stand on their own, 

means that some issues and turns of phrase, perhaps even cer-

tain facts, will be repeated in the text. I have tried to edit out the 

repetitions, but not everywhere, because the analysis and reason-

ing would then have become too truncated. 

 

The following chapters will deal with U.S. politics in a broad 

sense, focusing on economic issues and on other questions 

which are important in people's everyday life.  However, I will not 

touch one particular area – the relationship between politics and 

religion. It’s an important question, not least in the Unites States, 

which I would have liked to study and comment on, but I lack suf-

ficient knowledge. 
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Chapter 2 

Something is Seriously 

Wrong with American Poli-

tics 
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America's poor infrastructure – and what it suggests 

about the inadequacy of the political system 
The American Society of Civil Engineers (ASCE) regularly pub-

lishes a review of the state of the U.S. infrastructure – roads, 

bridges, dams, schools, energy, water supply facilities etc. The 

most recent report from 2009 gives the country a D (see table). 

The American grading system goes from A (excellent) to F 

(failing) with C as average or passing. A grade of D is poor.   
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In a separate study from 2011, the ASCE estimates that bad 

roads cost the U.S. economy $130 billion a year, a substantial 

sum, roughly one percent of GDP. Mostly this is due to the dam-

age to vehicles caused by bad roads. The rest is attributed to the 

fact that transportation on poorly maintained roads takes longer. 

 

The ASCE is not alone in giving U. S. infrastructure a poor rating. 

According to Infrastructure 2011, a study with a global perspec-

tive conducted by the Urban Land Institute and Ernst & Young, 

the verdict is harsh: 

 

The United States notably continues to lag its global com-
petition – laboring without a national infrastructure plan, 
lacking political consensus, and contending with severe 
federal, state, and local budget deficits that limits options 
... In contrast with its global competition, the United 
States is lurching along a problematic course – potentially 
losing additional ground. 
 

On several occasions, the World Economic Forum has published 

wide-ranging and well-conducted studies of the competitiveness 

of various countries. The latest report was published in 2010. 

American infrastructure ended up in fifteenth place, a good bit 

behind many of the main competitors in Europe and Asia 

(Germany is in place 2, England 8, France 4, Japan 11, and Sin-

gapore 5). As for “overall infrastructure quality”, a composite 

measure in the study, the U.S. is in place 23 between Spain and 

Chile. 

 

The American infrastructure measured by European standards is 

in bad shape, as any European knows who has driven a car on 

U.S. roads or used U.S. trains for any amount of time. From this 

perspective, the ASCE’s low marks appear relevant and ex-



52 

 

pected. For a long time, several decades, investments in infra-

structure in the U.S. have remained at about half the European 

level. In Europe, we invest roughly 5% of GDP in infrastructure 

annually; in the U.S. today about 2.5% of GDP. 

 

The ASCE estimates that to get U.S. infrastructure back to a 

passing level, or a grade of C, would cost $2,200 billion, spread 

over a 5-year period. This is an enormous amount, roughly 15% 

of U.S. GDP in 2011. It’s comparable to all of Sweden's produc-

tion capacity being dedicated for five years to one sector of the 

economy. 

 

There is a deeper problem. If we talk about ground transportation, 

the focus during the past 50 years has been on the road system. 

In a few decades, from the 1950s onwards, America made huge 

investments of federal funds in roads. Most of the interstate high-

ways came into being during this period. These gigantic invest-

ments have shaped the American transportation system on land. 

To put it another way, most of American ground transportation is 

centered on the car. Measured in terms of average number of 

miles per year and vehicle, Americans drive 50% more than the 

citizens of any other Western country; Italy comes closest. The 

railways have, relative to the car, been downgraded to a secon-

dary role, especially for passenger traffic. Today, when the road 

systems have large unmet maintenance needs, when the environ-

ment and climate issues cry out for transportation systems other 

than road and air, and when competing countries in both Europe 

and Asia are investing heavily in high-speed trains, the infrastruc-

ture problems in the U.S. appear more fundamental. (I read 

somewhere that Amtrak between Washington and Boston 

achieves an average speed of 70 miles per hour. In comparison, 

the French TGV runs at an average of 130 miles per hour be-

tween Paris and Lyon.)  
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It’s understandable that the authors of the Infrastructure 2011 

report demand a national strategic plan for U.S. infrastructure. 

What the ASCE is doing with its grading is to put the finger on 

one of the most crucial political problems in the United States. It 

clearly shows that the U.S. political system is in a dead end when 

it comes to infrastructure. For a visitor, it’s beyond belief that poli-

ticians put U.S. competitiveness in jeopardy in this way, because 

that is what in the end this is all about. Or as Stephen E. Flynn, 

senior fellow at the Council on Foreign Relations, describes it 

when he reads the ASCE's rating: “It’s the kind of report card you 

would have expected on the eve of the collapse of the Roman 

Empire.” 
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Growing income inequality – a development that could 

end in civil unrest and political chaos 
Historically, productivity and wages usually go hand in hand, not 

slavishly from one year to another, but over time and aggregated 

for an industry or an entire country's economy. In other words, if 

people work with higher productivity, it normally means higher 

real wages, and that wages will rise at about the same rate that 

productivity rises. By productivity is usually meant, if we use an 

economist's jargon, value added per hour worked (or per em-

ployee). Value added in a company is the difference between the 

value of what is sold and the costs of inputs. Total value added in 

country is the same as the country’s GDP. Value added per cap-

ita, or GDP per capita, is often used as a productivity measure on 

an aggregate, national level.  

 

The graph below is from an article in the January 2011 issue of 

the Monthly Labor Review (Fleck et al., 2011). It shows that the 
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historically close relationship between real wages and productivity 

in the U.S. economy (here confined to U.S. manufacturing sector) 

has been broken in recent decades. Judging from the graph, the 

two curves began to move away from each other some time in the 

early 1980s. The gap has widened substantially every year since.  

 

What does this mean in practice? It’s equivalent to saying that the 

share of value added (GDP) in U.S. manufacturing that goes to 

the capital owners is growing much faster than the part that goes 

to the wage earners. Certainly, for a shorter period it can be un-

derstandable and justifiable that we got such an outcome (for ex-

ample, all else being equal, if real interest rates go up or if the risk 

increases for some reason). But a trend change going on for sev-

eral decades as the curves in the figure show isn’t normal and 

cannot be explained by increased costs and risks for the capital 

owners. The consequence is that the residual, the net profit that 

fully goes to the capital owner, increases. In other words, income 

inequality in the U.S. will grow because when capital owners take, 

figuratively speaking, a larger slice of the economic pie, all others 

get a smaller portion. 

 

Even income from work, quite apart from income from capital, in 

the U.S. economy has become more skewed over the past three 

decades. It means in reality that economic inequalities have be-

come even greater. At one end of the scale, there is a relatively 

small cluster of high-income earners, say 20% of those who have 

income from employment. They have increased their already high 

incomes sharply from 1980 until today, in part because they in 

general also are capital owners, usually through owning stocks. 

Logically enough, the stock market has had, as the curves in the 

chart illustrate, golden decades since the early 1980s. At the 

other end of the scale is a big group of wage earners who have 
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seen their incomes drop drastically during the same period, many 

of whom have lost their jobs. Of these, very few own stocks. In 

between is the great mass of wage earners, on average with only 

a very modest increase in real income during the last decades. 

Since the 1970s until today, median salary for an American 

household has virtually stood still in real terms. 

 

One can explain why we have got into this situation. This is what 

globalization, technological change, and a policy that does the 

least possible to correct a skewed income distribution, do to-

gether. (This is something that I will come back to.) What’s worry-

ing is that there’s nothing in sight that can break the trend. As far 

as one can see, income inequalities in American society will in-

crease with time. Will it then be possible to maintain the existing 

social contract? No one knows for sure. That the Tea Party move-

ment emerged with such force in just a couple of years after 2008 

might mean that the social contract is questioned by many. The 

zeitgeist has been described as “the Age of Outrage”, The next 

step might be social unrest. The youth revolt in England (another 

country with large income gaps) in early August 2011 might be a 

sign of things to come even in the U.S.. 

 

P.S. Just to avoid a misunderstanding – the share of income ac-

cruing to capital owners also grew in other Western countries 

over the period we are talking about here. Globalization and tech-

nological advances have made an impact in all countries. It’s just 

that today, after more than three decades, the gap between pro-

ductivity and real wages is one notch wider in the U.S. than in 

other Western countries. Furthermore, the dominant driving 

forces in American society have a tendency to favor those with 

already high incomes. Low-wage initiative is not something that 

characterizes the U.S. labor market – or gets attention from U.S. 
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politicians. These two conditions ensure that the United States 

among OECD countries is a kind of “primus inter pares” in terms 

of injustice in the distribution of income. 
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The fact that the United States is getting poorer be-

cause of big income inequalities is often overlooked 
If one examines only the one percentage of U.S. households with 

the highest income after tax (“top 1%”), it’s only a slight exaggera-

tion to speak of “Winners Take All”. This group increased its 

share of total U.S. income by over 120% between 1980 and 2007. 

The group with the 20% highest income (“top 20%” which in-

cludes “top 1%”) has also increased its share but only with more 

moderate 25%. The other four-fifths of households received a 

smaller proportion of the total income during this period. The fol-

lowing graph (from Gilson & Perot, 2011) shows that clearly. 

What a widening income gap means socially and for the social 

contract is one thing. It’s not the issue I will address here. Instead 

I will discuss the skewed income distribution's adverse effects on 

growth. It’s an often-overlooked consequence. The fact is that a 

reasonably even income distribution is good for growth. A country 
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will become richer, all else being equal, if income isn’t too unfairly 

distributed. John Kenneth Galbraith, renowned economist, in fact 

considered reasonable income distribution to be a prerequisite for 

a well functioning capitalist society. “One of the least talked about 

facts, and most unpleasant economic truths for the very wealthy, 

is that an even distribution of income in society is highly func-

tional”, as he puts it. 

 

The basis of the argument is what is known as Say's law, after 

the French eighteenth century entrepreneur and philosopher, 

Jean-Baptiste Say, which simply states that the sale of each prod-

uct creates the funds to buy the product on the market. What you 

pay for the item includes everything from materials costs, labor 

costs, interest and profits (or losses), and it’s, of course in theory, 

exactly what it takes to buy the item. So at the aggregate level 

and for a closed system, Say's law prevails, provided all income 

is used to purchase the goods offered. It’s just that this ideal state 

is not the real world, which for instance is affected by the times. 

For example, in bad times most people are cautious and wait to 

buy. The working of Say’s law is also influenced by how income is 

distributed in society. 

 

If a majority of all income earners, say 60%, feel they do not have 

high enough income to consume what they would like to con-

sume, and if they do not borrow, the consequence is, ceteris pari-

bus, that demand in the economy at large decreases and thus 

GDP growth goes down. The reason is that when there’s so little 

money in the wallets of a large proportion of the population that 

there’s only enough for the bare essentials, then – not surprisingly 

– fewer goods are sold, many companies have less to do, people 

lose their jobs and for the community at large unemployment in-

creases. That is exactly the situation we have in the U.S. today, 
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only with the amendment that the situation is particularly difficult 

since the 2008-2009 crisis radically lowered the wealth for this 

group, in effect the net value of their real estate, usually their 

homes. On average, the price of American single-family homes 

has dropped by more than 30% since the peak in 2006. Falling 

value of one's assets dampens optimism, and caution increases. 

For those families in this group who took out mortgages on their 

homes during the go-go years of the last decade – and there 

were many – the situation is even more serious. They shall, in 

addition to everything else, also find the money for servicing their 

debt. 

Demand may also fall because those with very high incomes, 

those who really can afford to consume, may think they have 

enough and prefer to save a large portion of what they earn. It’s 

more or less inevitable when we talk about people with very high 

incomes, say the tenth of one percent who earn the most, “the 

super rich”. They cannot reasonably consume more than a very 

small part of what they earn. It’s hard to imagine that one can eat, 

sleep and live for more than a few million dollars a year. Still 

some business executives and others with super incomes earn 

much more than that, many tens of millions of dollars a year, even 

hundreds of millions of dollars. They can afford to consume a lot 

to say the least. However, it’s by and large not consumption in the 

true sense of the word. A person with super income can own real 

estate in all the world's large cities or buy art for hundreds of mil-

lions of dollars, but it becomes in practice investments which typi-

cally give more back when sold than what they once cost. And the 

money not spent is instead invested in financial assets, and quite 

often, as the decisions surely would be delegated to professional 

asset managers, denominated in foreign currencies where the 

expected return is higher than in the U.S. This clearly won't do 

much for U.S. growth. 
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In addition, concentrating much of the income at the top creates 

an economy of costly uncertainty because no one knows how the 

top earners will use their money. If 40% of the total income is 

handled by the already rich, as in the U.S., this uncertainty is a 

real threat to the stability of the economy. According to classical 

economics, high-income earners are spending their means in the 

same way ordinary people are spending their money at, say, the 

grocery store. That happens not to be the reality. High-income 

earners have a choice. When they decide not to spend or invest 

in their own national economy at a level equal to what they have 

done before, it gives rise to a new equilibrium due to the reduced 

demand. Such a situation creates volatility and uncertainty in the 

economy. 

Robert Reich, professor of political economy at Berkeley and a 

former Secretary of Labor in the Clinton administration, tells a 

story in his new book, Aftershock, of Kenneth Lewis, CEO of 

Bank of America in 2007, which ingeniously illustrates this argu-

ment: 

 Consider the nearly $100 million Kenneth Lewis earned 
as CEO of Bank of America in 2007, as he was leading 
the bank toward a subsequent bailout by the federal gov-
ernment. To spend it all, Lewis would have had to buy 
$273,972.60 worth of goods and services every day that 
year, including weekends. If he had devoted twelve wak-
ing hours a day to the task, he’d have had to spend 
$22,831 every hour, $380.52 every minute… 

             Now suppose Ken Lewis’s $100 million had instead been 
divided among five hundred people, each of whom took 
home $200,000 that year. Assume that each spent 
$150,000 – hardly difficult in and around New York City, 
or in other big cities – and saved $50,000. Total spending 
by those five hundred would have added up to $75 mil-
lion, most of it supporting jobs in the United States. Take 
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the logic a step further. Suppose Lewis’s $100 million had 
been paid instead to two thousand people, each of whom 
took home $50,000 – just about what the typical Ameri-
can family earned in 2007. Each of those two thousand 
families is likely to spend all, or nearly all, of that money. 
The lion’s share will be for services. Most of that $100 
million would have gone directly into the U.S. economy, 
sustaining jobs. 

 

What is the conclusion? Well, if income is distributed more fairly, 

so fairly that the largest group of wage earners feels that the in-

come they receive is sufficient for their needs, it means that the 

economy is approaching the ideal situation that Say's law de-

scribes. The vast majority of disposable income is used to con-

sume, and since it applies to say 80% of income earners, it will 

have direct positive effects on aggregate demand. The compa-

nies will sell more, they will hire more, and the economy will spin 

ever faster, with GDP growth rising. As a bonus, the uncertainty 

arising from the fact that one never really knows what the super 

rich are doing with their income will be reduced. 

 

Possibly, the argument here can be misunderstood. No one is 

suggesting that there should be no income inequality in a society, 

and that some people should not have very high incomes relative 

to the average. Of course, it’s good for the dynamics of the econ-

omy, and thus for growth. Even in the most egalitarian Western 

countries, there is significant income inequality. It’s the extreme 

income differentiation – as in the U.S. – between a small group of 

very rich people at the top and a much bigger group with low in-

comes, which leads to lower GDP growth than what is possible 

with less income inequity. Even more important is that these in-

come inequalities have increased over time as we have seen in 

the U.S. over the past three decades. This contributes to a psy-

chological effect that is also likely to dampen growth. 
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Although there are economists (and of course politicians) who 

argue that there isn’t any relationship of this kind, between ex-

treme income inequality and lower relative growth, they have al-

most all empirical evidence (and common sense) against them. 

There are plenty of phases in U.S. history that show that a more 

even income distribution may well go hand in hand with high rela-

tive growth, and there are international data showing the same 

thing. 
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The financial system: “I want to be very, very clear: too 

big to fail is one of the biggest problems we face in this 

country” 

When Ben Bernanke, the Federal Reserve chairman, was inter-

viewed by Time Magazine after he was named “Man of the Year” 

for 2009, he was asked what he was most worried about now that 

the acute financial crisis had been resolved. He replied, “Too big 

to fail.” As he put it, “I want to be very, very clear: too big to fail is 

one of the biggest problems we face in this country.” 

 

The concept of “too big to fail” was coined when Continental Illi-

nois got into trouble in 1984. Then the taxpayer rescued one of 

America’s largest banks, Continental Illinois, and the Secretary of 

Treasury said that the bailout was necessary since the bank was 

“too big to fail” (TBTF). Since then, the concept of TBTF has 

taken root in the literature and thinking about the financial system. 

Numerous books and articles about the TBTF phenomenon have 

been published, particularly after the recent crisis. 13 Bankers by 

Simon Johnson, professor at MIT and former chief economist at 

the IMF, and James Kwak, professor of law at the University of 

Connecticut, is one of the most referenced and readable books 

on the topic. Johnson and Kwak shows that Ben Bernanke had 

every reason to cite the TBTF problem in first place. He isn’t 

alone. Virtually all economists and bankers (possibly apart from 

people working in the TBTF banks) would agree that addressing 

the TBTF issue is today the major challenge for policy makers 

and regulators. The TBTF problem is particularly severe in the 

United States. 

 

Banks are not like other companies because there is systemic 

risk tied to banking. This means, simply speaking, that if one bank 

gets into trouble, that trouble can spread to competitors, to the 
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banking industry, and therefore to the “system”. The same isn’t 

true for companies in the real sector. In other words, it’s much 

more dangerous for the U.S. economy if Bank of America gets 

into serious trouble than if, say, Microsoft does. By definition, a 

bank has assets, mostly loans to individuals and businesses, 

which cannot be liquidated or converted to cash immediately. At 

the same time, these assets are to a large extent funded with de-

posits and other liabilities that can be withdrawn without delay. 

Such an organization, “fraction reserve banking” in economists’ 

terms, is unpredictable. Only on the rumor of financial problems in 

a specific bank, a “run” can arise in which savers and investors 

figuratively, and sometimes quite literally, run to the bank to with-

draw their money. And a run on a bank can quickly spread to 

other banks. There are many examples of that in history. 

 

A well-functioning financial system is crucial to society. The 

banks, and the financial sector in general, give loans to house-

holds and businesses, they offer different types of savings and 

investment products, and most importantly see to it that there is a 

well-organized and accessible payment system. Of course, the 

big banks are more important than the small ones. It’s against this 

background that one can understand that the politicians and au-

thorities in a given situation will intervene to rescue a large bank, 

something they in most cases wouldn’t do with a community 

bank, or for that matter with a large industrial company. This ex-

plains the bailout of Continental Illinois in 1984. It was an emer-

gency, and there was a risk that the crisis would spread to other 

banks. When some of the largest financial institutions in the U.S. 

and elsewhere were facing the threat of immediate bankruptcy 

during the recent crisis, exactly the same thing happened as 

in1984 but on a much larger scale. Politicians and regulators had 

to intervene. Because of the systemic risk, it was proper and ra-

tional to do so. These institutions were simply TBTF. 



66 

 

As of this writing in early 2010, one might think that with the im-

mediate crisis over, the TBTF problem is also over. But it isn’t that 

simple, which is why Ben Bernanke said what he did. Of course, 

banks, investment banks, and the rest of the financial sector are 

rapidly returning to normal. Still it’s very much a problem for the 

United States that there are a number of TBTF banks. Politicians 

and regulators have in the past tried to deny the TBTF problem. It 

has been argued that special circumstances made it necessary 

for the authorities to intervene with a few big banks on a few oc-

casions, as in the Continental Illinois case. This argument no 

longer holds up.   

 

The U.S. TBTF banks are few in number. They can almost be 

counted on the fingers of one hand – Bank of America, JP Mor-

gan, Citigroup, Wells Fargo, Goldman Sachs, and Morgan 

Stanley. However, they are by far the biggest banks in the U.S. 

They currently have assets on the order of 60% of U.S. GDP. 

Even more thought provoking is that that the relative size of these 

banks has increased with the crisis. For example, Bank of Amer-

ica took over Merrill Lynch and Countrywide, and its balance 

sheet grew from $1,700 billion at the end of 2007 to $2,300 billion 

in September 2009. JPMorgan bought Bear Sterns, and Wells 

Fargo took over Wachovia. In other words, the TBTF problem has 

grown. 

 

The logical question then becomes what is it that makes Ben Ber-

nanke so worried that he calls TBTF “... one of the biggest prob-

lems we face in this country”? Part of the problem has to do with 

distortions of competition in the financial market. Additionally, the 

fundamentals of capitalism are affected. By definition, a TBTF 

bank cannot go bankrupt and thus disappear from the market, 

which is one of the basic conditions for a functioning capitalism. 
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Furthermore, and perhaps even more alarming, these TBTF 

banks are so big that they literally can make up their own rules of 

the game. Their lobbying power has become so large that they 

more or less do as they please. I will come back to that question 

in a later article. 
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The financial system: The U.S. banking remuneration is 

obviously an anomaly 
The chart below is taken from 13 Bankers, Simon Johnson and 

James Kwak’s book about the financial crisis in general and the 

large U.S. banks in particular. It’s in turn based on a well-

designed American study of financial sector salaries (PhilIppon & 

Reshef, 2009). 

 

The chart speaks for itself. The remuneration in real terms to 

those working in the financial sector in the United States has 

since 1980 taken on a life of its own at levels far above what peo-

ple in the private sector have been paid. In addition, the gap wid-

ens every year. The authors write that: “... 'excess relative wage' 

in finance – the amount that cannot be explained by differences in 

education level and job security – grew from zero around 1980 to 

over 40 percentage points earlier this decade: 30-50 percent of 

excess wages in finance cannot be explained by differences in 
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individual ability.” In other words, this quotation says that when 

compensated for such things as education, job security, ability, 

seniority, etc., financial sector employees on average have 30-

50% higher compensation than any other employee in the private 

sector. This is not an exclusively American phenomenon. A 

French study conducted at the Bank of France found that employ-

ees in the French financial sector in the middle of the last decade 

roughly had 25% higher compensation than comparably qualified 

workers employed in non-financial areas. 

 

One might add that if another graph were made with the same 

timeline but with the financial sector's relative profits (as a per-

centage of the private sector's total profits) on the vertical axis, 

the pattern would look about the same as in the graph above. It’s 

no coincidence that the curves for compensation and profits turn 

out to be more or less identical in its shape. With high relative 

profits in a sector for a long time, high relative wages will almost 

certainly follow. 

 

The second chart (below, next page), from the same study 

(PhilIppon & Reshef, A., 2009), is more speculative. It covers a 

very long time frame, from the early 1900s until 2006. The chart 

seems to show that a high relative financial sector wage is associ-

ated with a high degree of financial deregulation, and vice versa. 

Thus, the more liberalized the financial market has been, the 

higher the relative wages of finance sector employees have be-

come. It’s interesting to note that the first three decades of the 

1900s, until the crisis of the 1930s and Roosevelt's heavy-handed 

regulation of the banking sector, were golden years for bank em-

ployees. 
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Today’s high American banking wages are an anomaly. It’s so-

cially and politically unsustainable for employees in one sector of  

society, and we are talking about a large sector in terms of em-

ployment, to earn 30-50% more than other comparable groups, 

especially when evidence suggests that the high profits in the 

financial sector can largely be explained by speculation and high 

risk. It becomes even more absurd when one realizes that it all 

seems to continue as if nothing has happened even after the cri-

sis of 2009-2009. The financial sector’s relative wages have not 

fallen significantly. The truth is that without the intervention of poli-

ticians, and the government bail out, in 2008 and 2009, the big 

U.S. banks would all have gone bankrupt. If that had happened, 

the relative financial sector wages surely would have gone down. 
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Health Care: United States spends the most, gets the 

least 
In the September 2009 issue of the journal Health Affairs, there’s 

an interesting article by Henry J. Aaron and Paul B. Ginsburg, “Is 

Health Spending Excessive? If So, What Can We Do About It?” 

The article systematically tries to find reasons why the United 

States has such high relative costs of health care, and still cannot 

get more health benefits from the system. It’s in fact quite the op-

posite. The United States spends most of all OECD countries on 

health care but is verging on the weakest in terms of health indi-

cators. It’s an upside-down situation.  

 

A chart in the article (Exhibit 3) shows the relationship between 

life expectancy and costs of health care in various OECD coun-

tries. 
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The United States isn’t identified as a nation in the chart but as a 

collection of states. In other words, there are two clusters: one 

cluster with various OECD countries (marked with gray squares in 

the figure), another cluster with America's 50 states (black 

squares). 

 

That the U.S. is in a class by itself in terms of life expectancy and 

investment in health care can be seen from the chart. It’s just that 

the United States, the cluster of black squares, is literally in the 

wrong place in the diagram. If the United States is investing more 

than others in its health care system, here on a per capita basis, it 

should arguably be reflected in higher life expectancy, especially 

since the country has had a high relative cost of their health care 

for such a long time. But this isn’t the case. The U.S. has on aver-

age about three years shorter life expectancy, 77 years, than the 

average for the other OECD countries, 80 years. 

 

The second observation one can make is that the spread within 

the United States, among the different states, is very large. That 

goes both for health care costs and life expectancy. The state that 

has invested the most, and thus appears at the far right of the 

figure, is Massachusetts, which in 2004 invested $6,683 per citi-

zen in their health systems. At the other end of the figure is Utah 

with $3,978 invested per citizen, closely followed by Arizona with 

$4,103. Looking at the graph as a whole, one might think that 

health care costs per capita increase the farther east you go in 

the U.S. Life expectancy is the highest at 79.8 years in Hawaii 

and the shortest at 73.7 years in Mississippi. The third observa-

tion is that life expectancy apparently will be slightly higher, the 

higher the investment in health care, but only if the OECD coun-

tries are looked upon as one group, and U.S. states as one 

group. This suggests a severe failure of the U.S. health care 

model. 
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The September 2009 issue of Health Affairs is also interesting for 

those looking for an explanation of the U.S. health care paradox – 

that the country is investing the most, but getting the least. One of 

the most insightful articles was written by Bruce C. Vladeck and 

Thomas Rice, “Market Failure and the Failure of Discourse: Fac-

ing Up to the Power of Sellers.” The basic theme is that the high 

relative cost of the U.S. health care more than anything else can 

be associated with a too weak ordering function. The many and 

fragmented private insurance companies in the U.S. aren’t strong 

enough to withstand the cost increases on the provider side. The 

result is a huge transfer of resources to hospitals, doctors, clinics, 

and other providers. The outward sign is constantly rising costs. 

Or in the words of the article: 

 

             The current U.S. health care system can be described, in 
at least one respect, as a massive engine for the redistri-
bution of resources from employers, taxpayers and 
households to the organizations that provide health care 
goods and services, and the people (including us) who 
work for such organizations. 

 

For my part, I would argue that it’s only a partial explanation for 

the high cost of the American health care system that Vladeck 

and Rice report. Another explanation – and at least as important – 

is that the administrative costs of health care rise dramatically 

with the number of insurance companies that are involved. This is 

a question to which I shall return. 

 

Literature: 

Aaron, H. J. & Ginsburg, P. B., 2009, “Is Health Spending Exces-

sive? If So, What Can We Do About It?“, Health Affairs, Septem-

ber / October 2009, Vol. 28, no. 5; 



75 

 

Vladeck, B. C. & Rice, T., 2009, “Market Failure And The Failure 

Of Discourse: Facing Up To The Power Of Sellersburg”, Health 

Affairs, September / October 2009, Vol. 28, no. 5; 

 

Published: December 7, 2009 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



76 

 

Health care reform: A meager result 
I would guess that hardly anyone questions the fact that Barack 

Obama won a major political victory when the House of Repre-

sentatives last night [March 21, 2010] voted on the proposal for 

health care reform. As a political achievement, Sunday evening's 

decision will probably go down in history in much the same way 

that Lyndon B. Johnson’s did when Medicare, the publicly funded 

health care for the elderly, was signed into law in 1965. But any-

one who thinks that with yesterday's decision the deep problems 

with the American health care system are resolved will be disap-

pointed. The reform won’t help United States drive down health 

care expenses to a more normal level, comparable to other 

OECD countries (see the figure below, from: “Health Care Spend-

ing in the United States and Selected OECD Countries”, 2011). 

And it’s not the case that the very low efficiency in American 

health care – “health” per dollar – will rise significantly, perhaps 

not at all, as a result of the reform. 
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What have politicians accomplished with this reform? Above all, it 

makes a difference on two points. First, it’s a big step towards a 

more inclusive insurance coverage. Nearly 50 million Americans, 

about 15% of the population, have so far lacked health insurance, 

and about 30 million of these will now get it. Illegal immigrants will 

be the largest group in the future without coverage. Also among 

the uninsured will be able-bodied, non-poor individuals who do 

not have a job (because according to the reform all with jobs are 

required to have health insurance) and decline to purchase insur-

ance despite a penalty in the form of fines. 

 

It has been politically embarrassing for the United States (or at 

least it should have been) to be the only developed country with-

out universal health insurance protection for its citizens. This re-

form ends that, and it’s a big step forward.   

 

Second, insurers will no longer be able to treat health insurance 

like some kind of fire insurance. For so it has been. Persons with 

a high risk of “fire”, of becoming seriously ill, have had to pay 

higher premiums. If the risk of “fire” was particularly high, the in-

surer could simply deny coverage. There are a lot of anecdotes 

about the insurance companies' outrageous, however legal, be-

havior to safeguard their own economic interests. For a Euro-

pean, it’s amazing that this system could be maintained. Even 

more unbelievable is the fact that there are still many Americans 

who thwart reform on this point.  

 

The reform includes many other things, but they are mostly “band 

aids”. Medicaid, the publicly funded health system for the poor, 

has been changed on some points. This also applies to Medicare. 

There are also some innovations, such as a proposal that will 

make it easier to coordinate private and corporate negotiations 
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with health insurers, which presumably should make insurance 

cheaper. Yet the fact remains that the reform won’t fundamentally 

alter the incentives that have made America's health care more 

expensive than in any other OECD country without providing rela-

tively more medical care, or a healthier population. It’s a meager 

result. 

 

That in itself is suggestive. During his first two years in the White 

House, President Barack Obama focused almost all his political 

power on trying to reform the U.S. health care system, and he 

was able to do it with a robust Democratic majority both in the 

Senate and in the House of Representatives. Still, I would argue 

that the result is a disappointment. This tells us something impor-

tant about today's American political system – above all that U.S. 

politics has become more and more polarized. Far out to the right 

are those politicians who think that giving government more re-

sponsibility is totally wrong. They do not accept political interfer-

ence with the individual’s freedom, for instance, to abstain from 

getting health insurance. This is libertarian politics. Libertarianism 

is, put in simple terms, an extreme form of liberal politics that in 

principle does not accept any interference in the individual's or 

the private company’s freedom. In practice it’s somewhat differ-

ent. “Reaganomics” and the economic policy pursued by Republi-

can presidents in recent decades is libertarianism when it comes 

down to reality. To the left are the politicians who think that indi-

vidual freedom must give way to common solutions, for example 

to bring about universal health care or a more equitable income 

distribution. In American parlance, the latter is called socialism by 

the radicals to the right and liberalism by most Americans. For a 

European, it’s social democratic, social liberal, or Christian de-

mocratic policy. These two positions seem to have more difficul-

ties talking to each other today in the United States, not least in 
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Washington, DC, than for many years, never mind compromising 

on important issues. It leads to more ideologizing, tactical games, 

and deadlocks. Above all, it leads to politics that cannot address 

the social problems of the country successfully. Barack Obama's 

health care reform is an example of that. 
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“It's the stability, stupid!” 
The World Economic Forum (WEF) annually organizes a high-

profile conference in Davos, Switzerland, for the world's economic 

and political elite. Almost everyone knows about that. Fewer know 

that the WEF is also a think tank with substantial resources. 

Among other things, the WEF in recent years has conducted an 

ambitious study of the competitiveness of various countries. 

 

The latest report, published in 2010, measures and compares 139 

countries in accordance with twelve criteria of importance for 

competitiveness. These twelve criteria are shown in the chart be-

low, where four European countries, including Sweden, are com-

pared. 
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It only takes a quick glance at the graph to see that Sweden is 

doing better than the other three countries in the comparison – 

France, Germany and England. In fact, Sweden comes in second 

among all 139 countries. Switzerland takes first place. After Swit-

zerland and Sweden – to pick the ten most competitive in the 

ranking – come Singapore, the U.S., Germany, Japan, Finland, 

the Netherlands, Denmark, and Canada. 

 

The West's most successful countries – the United States, Can-

ada and the northern European countries – are thus at the top of 

this ranking. (The exception is Singapore, which though is not a 

traditional country but a sovereign city-state.) Looking at the 

whole list, one finds the BRIC countries a good bit down on the 

list: Brazil in position 58, Russia 63, India 51 and China 27. This 

means that it’s not the potential to create sustainable high growth 

that is the problem for the Western countries. Competitiveness is 

clearly in place. It must be something else. The answer is politics. 

Or more precisely, it’s the Western politicians' inability to create 

both competitiveness and stability. The politicians in some of the 

West's strongest economies, the United States and the Eurozone 

countries, have variously managed the feat of getting into a grave 

instability affecting growth. It’s symptomatic that in countries like 

Australia and New Zealand one does not – as here – talk about 

the 2008-2009 crisis as “the global financial crisis”. It’s called in-

stead, and rightly so, “the North Atlantic financial crisis”. 

 

United States is particularly interesting. The country comes high – 

in fourth place – in the rankings. The report points to the familiar 

strengths that the U.S. has – technological readiness, innovative 

companies, excellent universities for both teaching and research, 

an efficient venture capital market, a flexible labor market, and 

last but not least, a very large domestic market that creates op-

portunities for economies of scale. 
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But then comes the report’s reservations, explaining why the U.S. 

has lost in the rankings since the last report: 

 

             On the other hand, there are some weaknesses in par-
ticular areas that have deepened since our last assess-
ment. The evaluation of institutions has continued to de-
cline, falling from 34th to 40th this year. The public does 
not demonstrate strong trust of politicians (54th), and the 
business community remains concerned about the gov-
ernment’s ability to maintain arms-length relationships 
with the private sector (55th) and considers that the gov-
ernment spends its resources relatively wastefully (68th). 
There is also increasing concern related to the function-
ing of private institutions, with a measurable weakening of 
the assessment of auditing and reporting standards 
(down from 39th last year to 55th this year), as well as 
corporate ethics (down from 22nd to 30th). Measures of 
financial market development have also continued to de-
cline, dropping from 9th two years ago to 31st overall this 
year in that pillar. A lack of macroeconomic stability con-
tinues to be the United States’ greatest area of weakness 
(ranked 87th). 

 

What is this summary say-

ing? First, that there’s a 

negative trend for the U.S. in 

terms of the criteria that de-

termine competitiveness. For 

example, trust in institutions 

and politicians has fallen. 

The Economist published a 

graph (Economist, August 

6th, 2011), showing that the 

American business commu-

nity's confidence in the politi-

cians in Washington, D.C. 
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(“U.S. Congress”) has been falling since 2002. Judging from the 

graph, the business leaders in Canada, Germany and England 

have not experienced the same loss of confidence in their politi-

cians. 

 

The other thing that the citation says is that the United States in 

terms of many criteria is surprisingly bad. If a country comes fur-

ther down than 50 in the rankings, one can start talking about se-

rious deficiencies in competitiveness (there are, as a comparison, 

today 34 OECD countries). And if a country comes in 87th place in 

“macroeconomic stability” – as the United States does – then it 

probably will become difficult to achieve high long-term relative 

growth. The fact that the U.S. has had two major crises in the last 

decade – the IT debacle at the beginning of the decade and the 

subprime crisis of 2008-2009 – is the concrete proof that it’s right 

and proper to give a low rating of U.S. politicians' ability to create 

stability, the most important task for Western politicians as the 

situation stands, according to this report. Or to parody another 

familiar expression: “It's the stability, stupid!” 
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U.S. political deficit 
More than a hundred years ago, the U.S. took over the role as the 

world’s dominant economic power from Great Britain, eventually 

becoming the world’s leading political power as well. This is easy 

to understand when, with the economic history in hand, one ex-

amines the causes. The U.S. had comparative advantages mainly 

in three areas. First, it benefited from being an egalitarian society. 

With what we today know about the determinants of economic 

growth, it’s easy to understand that the relatively egalitarian 

American society where the enterprising, intelligent and shrewd 

person, regardless of background, could succeed, was more 

growth-friendly than feudal Europe with its ingrained social and 

political structures. In addition, as Alexis de Tocqueville famously 

wrote about after his visit to the U.S. in the early 1830s, American 

democracy was more developed.   

 

Second, towards the end of the 1800s the United States had ma-

jor advantages with its large domestic market. Economies of 

scale in production became more and more essential as mass 

markets of various kinds developed. These advantages of a large 

market continued to be important for the U.S.’s relative growth 

during almost the entire 20th century. It was also true for the third 

area – the demographic advantages. The United States had (and 

has) a generous immigration policy, and was skilled at integrating 

new citizens, taking advantage of the knowledge, experience, and 

energy that immigrants brought with them. 

 

In particular, during the “era of the large corporations”, the period 

when very large, vertically integrated companies dominated in-

dustrial production, roughly the period from 1880 to 1980, these 

three factors gave the U.S. a huge economic advantage. It was 

during this time that American economic hegemony built up to 
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something like total economic domination. Political domination 

followed. 

 

If we talk about the U.S. position versus Europe, the situation is 

now different regarding two of these three points. The demo-

graphics – age distribution and population growth – still gives the 

U.S. a competitive edge. It’s remarkable how many more jobs that 

have been created in the United States during the last two to 

three decades compared with Europe. The United States is also 

in a much better position in the sense that its population is on av-

erage younger. On the other hand, the comparative advantages 

of America's egalitarian society have disappeared. Europe is to-

day at least as equalitarian in the sense that we give people op-

portunities to make a contribution to society on their merits, 

largely without regard to class and without undue political influ-

ence. On average, social mobility today is greater in Europe, at 

least in northern Europe, than in the U.S. Nor does the large U.S. 

market give the same relative advantage to its companies. The 

markets have expanded far beyond national borders through po-

litical agreements, like the European common market. Economies 

of scale for companies in countries with large domestic markets 

are still important but not as valuable as before. It also depends 

on, and it’s not irrelevant in this context, that large, vertically inte-

grated corporations are gradually being replaced by an entirely 

new, network-based production system in which economies of 

scale do not play the same important role in relative competitive-

ness. 

 

This does not mean that the U.S. economy today lacks relative 

competitive advantages, not at all, as the World Economic Fo-

rum’s report showed. Exceptional higher education and research, 

effective venture capital markets, perhaps the world's best, labor 
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market flexibility and not least the general dynamism and determi-

nation to succeed, indicate that the U.S. is well positioned to com-

pete with other countries. But two of the profound relative bene-

fits, which historically have played an important role – an egalitar-

ian society giving all an opportunity to succeed, and the benefits 

of a large market – have been largely neutralized. 

 

In addition, it seems as if the American political system for various 

reasons is not able to cope with the modern Western individual's 

needs for security, welfare, and economic justice. For example, 

U.S. politicians pay surprisingly little attention to the prevailing big 

income inequalities and other inequities in the country. It’s the 

same as saying that the U.S. is investing too little in the common 

good and collective commitments. I think that this “political deficit” 

in the United States with time will become increasingly more ap-

parent, and increasingly costly in terms of the country’s economic 

competitiveness. 
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Francis Fukuyama’s pessimistic view 
Francis Fukuyama, an American philosopher, author, and former 

diplomat, was interviewed last night (May 19, 2011) on BBC's 

Hard Talk. It was primarily a conversation about his new book, 

The Origins of Political Order (Fukuyama is perhaps most known 

for his 1991 book The End of History). The Origins of Political 

Order is about how the world's problematic countries – countries 

such as Somalia, Bosnia, Afghanistan, etc. – can become, meta-

phorically speaking, like Denmark (“getting to Denmark” was a 

term Fukuyama frequently used during the interview). In other 

words, how can these poor countries become stable democracies 

that offer their citizens a legally secure and safe society? Accord-

ing to Fukuyama, it's not a question of knowledge of how Den-

mark and other liberal democracies with highly developed capital-

ism work, which is generally well known. It’s about implementa-

tion, about how to successfully traverse the long, torturous road to 

democracy and a competitive market economy. Possibly, but just 

possibly, there are some shortcuts. 

 

Most thought-provoking though in the BBC conversation with Fu-

kuyama was his pessimistic view of the U.S. – or more precisely, 

of the political system's ability to solve the many social problems 

in U.S. society. It seems, says Fukuyama, as if there are so many 

“checks and balances” in the system that it’s showing signs of 

sclerosis. It’s not that the Constitution sets limits for on what an 

American president can or cannot do. The whole political system 

in America today is so enmeshed in interdependencies, not least 

through lobbying, and driven by ideology, that politicians have lost 

the ability to sit down and agree on how to solve major social 

problems. 

 

I think Fukuyama is quite right. What has happened in banking 

and finance are illustrative. The Dodd-Frank Act, the legislative 
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package to regulate the financial sector, which the U.S. Congress 

decided on in 2010, is in itself praiseworthy on many points. At 

the same time the politicians failed on the most important point, to 

let Wall Street take the full consequences for its actions before 

and during the financial crisis. The United States is in a com-

pletely absurd situation with a handful of very large banks that are 

TBTF. It’s in reality putting one of capitalism's most basic princi-

ples – exit – out of play. It will not work in the long term. Either the 

politicians will be proactive and force a breakup of the large U.S. 

banks, or do something even more radical with the banking sys-

tem (perhaps something like Laurence J. Kotlikoff's acclaimed 

“Limited Purpose Banking”) – but it’s unlikely for the very reasons 

that Fukuyama argues – or else, I would argue, we will eventually 

get a new, even deeper financial crisis with its epicenter on Wall 

Street. Another example of political sclerosis is the deadlock in 

the negotiations about the growing U.S. public debt. 

 

When Fukuyama is asked what to do about the deadlocks in the 

U.S. political system, he says he had hoped that the 2008-2009 

financial crisis would provide sufficient impetus for change. But it 

didn’t. We have to wait for the next external interference, he says. 

With the last financial crisis fresh in memory, one can add that it 

might take a violent political earthquake, perhaps triggered by a 

new, even bigger, financial crisis, before fundamental change in 

the U.S. political system is achieved.   
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The downgrade of the U.S., “an earthquake in the 

American political and financial landscape” 
Yesterday Standard & Poor’s (S & P), the most prestigious rating 

institution in the world, downgraded the U.S. for the first time ever 

– from the highest AAA rating on the long-term government debt 

to the second highest rating, AA +. It may seem, both figuratively 

and literally, like a small step. Nothing could be more wrong. It’s a 

giant step. I would call it an earthquake in the American political 

and financial landscape. It will almost certainly have repercus-

sions far beyond the United States. S & P's decision on August 5, 

2011, will end up in the history books. 

 

Quite apart from the impact the downgrade will have on the finan-

cial markets on Monday – and it will at best mean a major worry 

for market participants, and at worst a major fall in the financial 

markets which will continue for weeks – the S & P decision will 

also have other implications in the short term. Among other 

things, a whole host of financial institutions can be forced to make 

changes in their asset portfolios. It might affect insurance compa-

nies, pension funds, and the semi-federal mortgage institutions, 

Freddie Mac and Fannie Mae. These institutions will at least have 

to start preparing for a new age (Moody's and Fitch, the other two 

major rating agencies, continue to give America's long-term gov-

ernment securities the highest rating, which in effect is providing 

some breathing room). This applies to all financial companies that 

according to their statutes must have a certain percentage of AAA 

assets on their balance sheets. It isn’t hard to imagine that such a 

“remake” will have effects down the road. 

 

The downgrade has structural consequences for the financial sys-

tem. Sovereign bonds are expected to be risk-free, and U.S. gov-

ernment bonds, U.S. Treasuries, are expected to be the most 

risk-free of the risk-free. When this no longer applies, it will obvi-
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ously have repercussions for the financial sector. Among other 

things, the banks' capital adequacy rules, what is sometimes 

called the Basel rules, will have to be tightened up. To put it more 

concretely, if government bonds no longer are without risk, the 

banks need more equity, a larger capital base. So far the banks 

have been allowed to increase their holdings of sovereign bonds 

without increasing the capital base correspondingly (which, inci-

dentally, is one of the main reasons why the large European 

banks are so heavily exposed to government bonds). In addition 

to structural changes brought about by the S & P downgrade, one 

can imagine that it also will be more expensive to finance the U.S. 

national debt; the dollar should, all else being equal, lose some-

what in relative value. 

 

Why did S & P downgrade the U.S. credit rating? There are some 

concrete grounds presented by S & P. For example, the agree-

ment in Congress the other day [referring to the congressional 

decision on debt ceiling August 2, 2011] to cut the federal budget 

by nearly $ 3,000 billion within a decade, is, according to S & P, 

at least $ 1,000 billion too little. However, the basic reason for the 

downgrading concerns the crisis in the political system. S & P no 

longer believes in American politicians' ability to handle the situa-

tion. They simply will not, says S & P, produce a credible plan to 

bring down the U.S. national debt. S & P is surprisingly clear in its 

statement: 

 

 The political brinkmanship of recent months highlights 
what we see as America’s governance and policymaking 
becoming less stable, less effective, and less predictable 
than what we previously believed. The statutory debt ceil-
ing and the threat of default have become political bar-
gaining chips in the debate over fiscal policy. Despite this 
year’s wide-ranging debate, in our view, the differences 
between political parties have proven to be extraordinarily 
difficult to bridge, and, as we see it, the resulting agree-
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ment fell well short of the comprehensive fiscal consolida-
tion program that some proponents had envisaged until 
quite recently. Republicans and Democrats have only 
been able to agree to relatively modest savings on discre-
tionary spending... 

 

Is the S & P's decision justified? Absolutely – for three reasons. 

First, the S & P is quite right that the American political system is 

seriously paralyzed. There’s a risk that the necessary decisions 

about the national debt that must be made within the next few 

years will not be made. Recent events do not bode well. It’s quite 

remarkable that the politicians in the world's most powerful and 

prosperous country is delivering such a poor solution to the debt 

crisis as was presented on August 2nd. The U.S. politicians pre-

sent themselves, figuratively speaking, in underwear before a 

raised curtain as a laughing stock to the rest of the world. Sec-

ond, it was forewarned: S & P announced in April 2011 that a 

downgrade was possible. 

 

The third reason is more speculative. But at best, the downgrade 

could prove so humbling and upsetting for the U.S. that we will 

see a political sobering. 
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Tea Party movement: A manifestation of people’s dis-

trust 
The Tea Party movement is a recent example of populism, in this 

case, right-wing populism. A recent example of left-wing populism 

is when the South African ANC Youth League lets its president, 

Julius Malema, claim that the South African mining industry 

should be nationalized. 

 

It’s not so easy to define populism, except that populists claim to 

represent the people at large. Paul Taggart, an English political 

science professor and probably the person who has spent the 

most time on sorting out what populism stands for, believes that 

there are three themes that characterize populist movements. 

They are critical of representative democracy, and they strive to 

polarize politics, “us against them”, “Muslims against Christians”, 

“big-city against rural areas”, “poor against rich”, etc., and they 

envision, if they got more of a say in the way things work, a 

“Heartland”, a fictitious country of the future. Exactly what this 

fictitious country of the future consists of is mostly unclear. 

 

The most robust feature of populists is that overall they do not like 

the “establishment”, and that goes for the establishment in all 

forms, from politicians and union leaders to journalists and bank-

ers. In particular, they do not like people sitting at the top of soci-

ety, the most established. Machiavelli said that in all kingdoms, 

one can distinguish two centers of power besides the Prince: the 

establishment and the mass, the Great and the People. This 

model fits well if one wants to explain populism. It’s the People's 

manifestation of distrust of the Great. Populists are also critical of 

other groups that are close to the top of society – experts, intel-

lectuals, social engineers, lobbyists, lawyers, etc. With the same 

logic they have doubts about centralization and concentration of 

power. 
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Populism is also isolationistic, some would say nationalistic, since 

national interests are more important than other interests. In other 

words, internationalism isn’t big with populists. Walter Russell 

Mead, an American professor of international relations, has re-

cently written an interesting article about the Tea Party movement 

in Foreign Affairs. He writes that although the movement is fuzzy 

and difficult to grasp, a common trait is distrust of international 

cooperation. As he sums it up: “The United States is unlikely to 

ratify many new treaties written in the spirit of liberal international-

ism for some time to come.” This does not bode well if we con-

template the global challenges, not least in the environmental 

field. Isolationism is superimposed by another populist motif that I 

already have mentioned, distrust of experts. “The rejection of sci-

entific consensus on climate change is one of many examples of 

populist revolt against expert consensus in the United States to-

day”, writes Mead. It’s no wonder that the climate issue in these 

Tea Party times is given so comparatively little space in the 

American political debate. 

 

Is populism an ideology? I wouldn’t call populism an ideology in 

the sense that socialism and liberalism are ideologies. These are 

forward-looking political ideas and programs that paint a picture of 

a better world than the one we have. Populism is mainly retro-

spective. It’s on the lookout for “the good old days”, before the 

immigrants came, before the capitalists decided everything, be-

fore Obama became president, etc. In other words, populism is as 

a rule reactive. Those who call themselves populists and repre-

sent populist parties react to something in the community that, as 

they see it, is wrong.    

 

There are two things in particular that trigger their wrath, because 

widespread anger is a hallmark of populism. First, populism 
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grows when the people currently in power take too much of the 

economic pie. When, for example, income inequality in a country 

has grown big for a long time, and in particular when “Joe Six-

pack” is affected, when it’s not just the poor who suffer financially 

but also ordinary middle class citizens, then conditions are ripe for 

a populist shift. It’s no coincidence that the Tea Party movement 

emerged in the U.S. in recent years, after 2008. The country has 

the biggest income inequalities in the Western world and a middle 

class that has seen its real wages stagnate for almost 40 years. 

When crisis strikes with financial consequences for many people 

in the middle, as well as on the bottom of the economic spectrum, 

populist sentiment is stirred up.    

 

The other thing that can get populism to flourish is when many 

“ordinary people” feel that their traditional values are getting di-

luted too rapidly, for example by high immigration in a short time 

or multicultural messages from the establishment. This can ap-

parently occur even in a country where income differentiation is 

relatively modest. The emergence of the Sweden Democrats [a 

nationalist party which for the first time in 2010 was elected to 

Riksdagen, the Swedish parliament] is a concrete example. It’s 

conceivable that these two features – large economic inequalities 

and rapid cultural dilution – can overlap in a country. Possibly, it 

would then give rise to a populist movement that is socially radical 

yet culturally conservative, perhaps even nationalistic. 

 

Why do we think ill of populists and populist parties? The question 

is wrongly put. The correct question is: Why does the establish-

ment think ill of populists and populist parties? The answer is 

probably that most of the time the populists’ proposals are naive 

and unrealistic, if not directly stupid, seen through the eyes of the 

establishment. Populists are simply considered irresponsible. For 
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example, it’s very difficult for the U.S. political establishment to 

comprehend why one of the Tea Party movement's most 

prominent figures, Michele Bachman, would brag that she 

voted against the agreement on the debt ceiling increase in 

Congress. 

 

Is there anything positive about populism? Many would proba-

bly answer no to that question. But one can look upon an 

emerging populism as a shrill signal that there is something in 

society that is not right, and that the established political par-

ties do not care about it sufficiently. I would argue that it’s 

something positive. 
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Chapter 2 – a summary 

What do these twelve brief commentaries tell us? The common 

thread is the inadequacy of American contemporary politics. U.S. 

politicians have failed to see to it that there are enough resources 

for the necessary infrastructure investments. The income gap 

between the Haves and the Have Nots in the U.S. has become 

bigger and bigger. What has been a trend historically, in fact for 

centuries, that an increase in production in a country (measured 

in GDP growth) will reach all citizens, at least a big majority of the 

people, albeit with delays and not always fairly, seems to have 

been broken over the last three to four decades. This trend ap-

plies to all countries, but more to the U.S. than to others. The 

American political debate has been strangely silent about skewed 

income distribution and economic injustices in the country, espe-

cially considering that income inequalities reduce growth and in-

crease the volatility of the economy. 

 

That the financial sector has become such a big part of the U.S. 

economy over the past 10-15 years, accounting for almost 40% of 

all domestic profits, is something that politicians are partly respon-

sible for (and hence for the fact that the banking employees have 

30-50% higher wages than employees in other sectors with 

matching qualifications and work). U.S. politicians have handled 

the 2008-2009 financial crisis in such a way that we now have 

even larger private banks, so large that it’s no longer possible to 

deny that they are TBTF. It not only distorts competition but also 

puts one of the cornerstones of capitalism – that an insolvent 

company should be able to go bankrupt and disappear from the 

market – out of play. Expensive and inefficient U.S. health care, 

as well as President Obama's efforts to reform the system, is an-

other political failure. 



98 

 

When Francis Fukuyama says he is pessimistic about the U.S. 

political system's ability to solve the problems that lie ahead, as 

well as when the S & P lowers the U.S. credit rating and does so 

with a surprisingly frank critique of the political tactics of the game 

(“brinkmanship”), it’s also a manifestation of the political insuffi-

ciency in Washington, D.C. The emergence of the Tea Party 

movement in recent years is perhaps a sign that the political crisis 

in the United States has entered an acute stage.   

 

The unspoken question is why, which I shall discuss in the next 

chapter. 
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Chapter 3 

Why Does it Look the Way 

it Does? 
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Some aspects of contemporary American politics never cease to 

amaze me. Why allow the market to dominate even in areas 

where joint solutions would be more effective? Why is there such 

an unmistakable fear of taxes? Why do the majority of American 

politicians, as it seems, not care about income inequities? Why 

are CEO compensations, not least compensations for the CEOs 

of the big banks, allowed to run amok while ordinary people seem 

not to care? Why does American democracy function so badly? 

Why is there a Tea Party movement? 

 

These are some of the issues that will be covered in the coming 

chapter. The goal is to better understand the driving forces that 

govern American politics and sometimes lead to blatantly irra-

tional behavior by U.S. politicians (who, for example, have not 

been able to ensure that U.S. infrastructure investments are on a 

competitive level). The analysis will show that the answer re-

volves around values. Most of what today might be called Amer-

ica's political crisis can be explained, I think, by the fact that liber-

tarianism has taken over U.S. politics. In practice, this leads to an 

imbalance between the private and public sector, an imbalance 

that in the long run will hurt U.S. relative growth and competitive-

ness, and consequently its people. 
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Leave it to the markets! 

The personal savings ratio, the proportion of disposable income 

that a person saves, has been falling in the U.S. since the early 

1980s, which this graph from FRED Economic Data, Federal Re-

serve Bank of St. Louis, shows. Americans save too little, every-

one seems to agree on that, but what does it actually mean? 

It’s no coincidence that the savings ratio began to decline around 

the time when the U.S. trade with the outside world began to 

show a minus around 1980. The current account was thoroughly 

negative for the first time a few years into the 1980s (and so it has 

been with some dips in the curve ever since). A negative current 

account balance in a given year means, in simple terms, that the 

country must borrow from abroad to balance its books. An econo-

mist would say that the domestic savings are insufficient to fi-

nance the domestic investments. 

 

There were several reasons why the average American house-

hold began to save less than before in the 1980s:  
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First, households' disposable income, measured in nominal dol-

lars, has increased for each year that passed. For example, it was 

becoming increasingly common for a family to have two incomes. 

In the 1960s, only 12% of married women with children under six 

had a job. By 1990 that figure had risen to 50%. Having two wage 

earners in the family could be seen as an insurance arrangement 

that decreased the need for an economic buffer. 

 

Americans also worked more hours per year. A graph of actual 

working hours in OECD countries would show that the curve for 

the United States bends upward from about 1980 with a tendency 

to rise throughout the period leading up to the crash a few years 

ago. For the European OECD countries, the picture is quite differ-

ent. In the same period, Europeans worked significantly fewer 

hours per year with a falling trend. The actual annual working time 

for full time, e.g. in Germany, was in 1980 1,751 hours. In 2010 a 

German worked on average 1,409 hours compared to an Ameri-

can working 1,778 hours. According to one report (Reich, 2011), 

the average American household today works 500 more hours 

than in 1979. This is equivalent to twelve weeks of full-time work. 

 

Second, interest rates have been low during the last 2-3 decades 

compared to what they had been during the high-inflation years in 

the 1970s, and it was easy to borrow. The percentage of the U.S. 

household’s disposable income used for debt service was rela-

tively constant from the early 1980s until the mid-1990s, at 

around 11-12%. Then it rose to a high of 14% just before the fi-

nancial crisis in 2008-2009. Even so, it wasn’t a very high figure. 

One understands that the U.S. households felt that savings could 

be kept down. In case of an emergency, one could always bor-

row. 
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There was an even more important factor. The U.S. household’s 

wealth began to increase, and households got a taste of borrow-

ing to increase their wealth further. Stock prices continued to rise 

during the 1990s, especially towards the end of the decade, and 

more and more American households borrowed to buy shares. 

But most of all, households borrowed to buy their own homes or 

to buy a bigger house than the one they already had. This was 

true for the entire period from 1980 up to the crash of 2008. It was 

a seemingly safe, lucrative business. Although prices rose rapidly, 

it was more or less “guaranteed” that a house, even an expensive 

one, could be sold at a profit. And if the house was not sold, the 

equity, the difference between the house's market value and the 

value of the mortgage, rose. And equity could be borrowed 

against. Especially in the last decade up to the crises, American 

households made extensive use of their houses as a kind of ATM 

with seemingly inexhaustible resources. 

 

Against this background, one cannot blame U.S. households for 

not saving as much as before. In essence, it was rational behav-

ior, not least because they felt richer. For each year that went by, 

households saw the gap between the market value of what they 

owned in real assets and what they had borrowed to acquire 

these assets, increase. They felt confident about the future. The 

good times during those decades, from 1980 until 2008, were 

also evident. Corporate America earned more money for each 

decade that passed, and unemployment went from levels around 

8-10% in the early 1980s to a low of around 4% during the early 

part of the last decade.   

 

A falling personal savings ratio is, in simple terms, an indication of 

increased consumption, and U.S. consumption did increase over 

the years – as a share of GDP from the level of just over 60% in 
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1980 to just over 70% today. This is a very large increase. Most 

Western countries have not increased their consumption share 

since 1980. In addition, the level of consumption as a percentage 

of GDP is much lower in other OECD countries. Germany and 

France consume today just under 60% of their GDP, Sweden only 

48%. 

 

High consumption, and corresponding low savings, is problematic 

for the U.S. economy partly because the country must borrow 

from abroad to financially balance its books as I mentioned be-

fore, in fact the current account deficit has tended to increase with 

time. Partly due to the existence of domestic imbalances. The 

U.S. federal budget does not balance. Since the early 1980s, the 

federal budget has more or less regularly had a deficit of 2-4% of 

GDP. This year, 2011, the deficit will be in the range of 10% of 

GDP. 

  

If you cannot blame households for saving less and consuming 

more, who does bear the responsibility? The short answer is – the 

politicians. Ever since Ronald Reagan's presidency in the 1980s, 

economic policy has been strongly market-friendly. Reagan intro-

duced an important paradigm shift in economic policy, a kind of 

return to classical economics. The market was put first in a new 

way. Specifically, this new paradigm has meant a generous 

monetary policy with low interest rates (which has been excellent 

for anyone who must borrow), and no attempt by the authorities to 

offset speculation and bubbles. Alan Greenspan, chairman of the 

Federal Reserve from 1987 to 2006, held the view that it’s not the 

responsibility of politicians or the central bank to try to deal with 

the overheating of the stock market or housing market (although, 

as he said, the market was characterized by “irrational exuber-

ance”, another way of saying “unreasonable risk”). The new mar-
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ket-friendly paradigm has meant deregulation, particularly in the 

financial markets. The repeal of the Glass-Steagall Act in 1999, 

which since 1930 had kept U.S. banks and investment banks or-

ganizationally separated, is a concrete example of deregulation.  

 

“Leave it to the markets!” has become the motto of the new para-

digm. In addition to falling savings and rising consumption, the 

price of this policy was the severe financial crash in 2008-2009. 

   

Literature: 

Reich, R. B., 2011, Aftershock, Vintage Books, New York; 

 

Published: September 28, 2011 

 

 

 

 

 

 

 

 

 

 

 

  



106 

 

Fear of taxes (1): Why the U.S. national debt continues 

to grow 

In 1980, the U.S. government debt was small by postwar stan-

dards. During more than three decades since the Second World 

War, there had been a falling trend from the level of 120% of GDP 

in 1947 to just over 30% in 1980, the hitherto lowest level since 

the war. 

From the beginning of the 1980s the U.S. government debt (in 

percentage of GDP) started to increase, as shown in the above 

graph (from Trading Economics). The upturn continued until the 

mid-1990s. By then, the national debt reached the level of 60-

65% of GDP. With some variation from one year to another, it has 

remained at that level until the financial crash of 2008. What hap-

pened thereafter, after 2008, is a chapter to which I shall return. 

 

That a nation’s government runs a deficit in extraordinary situa-

tions is one thing. This occurs regularly and in all countries be-

cause of economic downturns and recessions or specific crises 

like the Nordic banking crisis in the early 1990s. But it can also 

stem from – and this is worse – structural problems. A budget 
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deficit can come from the expenditure side, the revenue side, or a 

combination of both. It may also be influenced by ideology and 

the values that guide politicians. I would argue that the latter ap-

plies in the case of the U.S. 

 

Very simply, one can say that the U.S. has a federal budget defi-

cit, and a high national debt, because the politicians in Washing-

ton, DC, and that goes for both Republicans and Democrats, dis-

like taxes and taxation. It’s obvious that systematic government 

budget deficits for a long time are equivalent to an unduly low tax 

levy. It could even be argued that permanent deficits are a mani-

festation of the imbalance between what citizens want in public 

goods, and what services politicians think are warranted to fund. 

It’s the very definition of an ideological position. Citizens demand 

more public services than politicians for ideological reasons think 

themselves capable of financing – and the result is systematic 

government budget deficits. 

 

My interpretation of the U.S. government debt developments from 

1980 until 2007 is as follows: The Republican presidents Ronald 

Reagan and George H. W. Bush, who were in office from 1981 to 

1993, preferred to increase the national debt rather than increase 

the tax levy. They probably saw no problem with that since the 

national debt, as mentioned, had been much higher earlier, from 

1950-1980. Changes from one year to another were also moder-

ate. Yet the fact remains that the two presidents, or rather the 

Congress during their time in office, increased government 

spending without letting the U.S. citizens fully pay for the spend-

ing. It’s hard not to believe that it wasn’t a fear of, and aversion to, 

taxes that governed these decisions. 

 

Democratic president Bill Clinton (1993-2001) apparently believed 

that the public debt was becoming excessive and gradually re-
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duced the deficit. In fact, the federal budget showed a surplus for 

a few years around the turn of the century. During the Clinton 

years, there was a debate among economists, and also among 

politicians, about the need to reduce the U.S. national debt, so it’s 

reasonable to assume that the declining national debt during the 

Clinton administration had more to do with what was seen as eco-

nomical and politically sound than with a different view of taxes. 

During George W. Bush’s first presidential term (2001-2005), the 

national debt climbed up again, not least due to a substantial tax 

cut, and it stayed on this higher level until the crisis broke out in 

2008. 

 

The U.S. national debt growth after 1980 and until the financial 

crash of 2008 reveals, I think, quite starkly that U.S. politicians 

are, simply put, afraid of taxes. 

 

Published: October 1, 2011 
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Fear of taxes (2) 
Today, there are few issues that can heat up the political debate 

in the U.S. quite like the national debt. More precisely, it seems 

very controversial – and it has become a partisan divide – to de-

cide what political steps should be taken to gain control of the 

large deficit in the federal budget, and consequently of the na-

tional dept. This graph, compiled by the Center on Budget and 

Policy Priorities (in turn based on figures prepared by the Con-

gressional Budget Office, CBO), provides a perspective on what 

we are talking about. Assuming that the graph is correct (a safe 

assumption given the CBO’s good reputation), the U.S. budget 

deficit is, it seems, a solvable problem provided the political will to 

solve it.   
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The diagram shows that the estimated size of the deficit in 2011 

is just under $1,500 billion. It’s certainly a high amount as a per-

centage of GDP, just under 10%, but one can note that roughly a 

quarter of the deficit in 2011 is related to the stimulus packages 

(“Recovery measures”) which the politicians decided on during 

the financial crisis and which will automatically be scaled down in 

coming years. Of course, the deficit will decrease proportionately. 

“Economic downturn” is an estimate of the effect of the financial 

crisis on the federal budget, and we can assume that mainly it’s 

due to lower tax revenues than in a more normal business cycle. 

Additionally, we can see in the graph that the wars in Iraq and 

Afghanistan are contributing to the deficit but in a relatively small 

way. 

 

Most thought provoking is the great impact “Bush-era tax cuts” 

have had – and will have the coming years – on the budget defi-

cit. If the extraordinary tax cuts enacted under the George W. 

Bush administration, which primarily benefit high-income people, 

were phased out, the annual deficit would – as can be seen in the 

graph – decline in absolute term, and of course in relation to 

GDP. The problem with the budget deficit, and the too rapidly 

growing national debt, would be eliminated. 

 

Unfortunately, this is easier said than done. Most American politi-

cians reflexively say no to a tax increase. This applies primarily to 

Republicans but Democrats also find it hard to talk about tax in-

creases. Deciding on higher taxes in Congress seems to be virtu-

ally impossible. I would argue that this political paralysis is detri-

mental to the country. Observant visitors to the U.S. from other 

parts of the Western world can see that there are serious flaws in 

American society which, one way or another, are linked to this 

fear of taxes. 
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One cannot say, to give another perspective, that the U.S. is a 

high-tax country. This diagram shows total tax revenue as a per-

centage of GDP for a number of OECD countries in 2008. 

Someone might say that this picture of the tax revenue level is a 

bit unfair to the United States. It's not as simple as saying that the 

U.S. takes out low taxes, and thus there is less room for social 

safety nets and other redistributive public initiatives. The U.S. re-

distributes resources much more via tax deductions than is done 

in other Western countries, especially compared to the European 

welfare states. For example, in most European countries, health 

care is taxpayer funded. In the U.S., employers are given tax 

credits if they subsidize employees' health insurance. In Europe, 

we pay a large part of child care through taxes. In the U.S., you 

get a tax deduction for each child, etc. The OECD has shown that 

the net effect, i.e. when one adds up the economic effects of tax-

funded support for social purposes (like pensions, health care, 
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social safety nets, etc.) and tax deductions, the difference be-

tween the U.S. “welfare” model and the European model is con-

siderably smaller. The image of America as the modern laissez 

faire place on earth is not correct. Social spending in the U.S. is in 

fact higher than for the average OECD country, which is probably 

an unexpected finding. 

 

The American penchant to give special groups the benefit of tax 

deductions can also be seen as an expression of fear of taxes. 

The price the U.S. pays for this is that the tax system becomes 

complicated and less transparent, and – as many economists 

have shown – a major drag on economic growth. 
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The question is whether a country that spends just 

about a fifth of its GDP on health care in the long run 

can afford not to have a rational health care system 
We know that U.S. health care today costs in the range of 16-

17% of GDP. This compares with 8-10% of GDP in most Euro-

pean OECD countries. Sweden's total expenditure on health care 

was 9.4% in 2008. So roughly speaking, American health care 

today costs at least 50% more than in other OECD countries as 

shown in the graph below (Source: “Health Care Spending In The 

United States and Selected OECD Countries”, 2011). 

How did this happen? Why is U.S. health care so expensive? 

There is no simple answer. However, one can, I think, explain 

most of the big difference with three factors. 
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A higher relative cost position for medical treatment is the first 

reason. Pharmaceutical costs and medical salaries are two exam-

ples. Why is this so? According to an interesting study (Vladeck & 

Rice, 2009), the high relative costs more than anything else can 

be explained by a too weak ordering function in the American 

health care system, and a significantly weaker ordering function 

than in most other OECD countries. The fragmented private insur-

ance sector in the United States simply does not have enough 

“demand power” to resist cost increases among providers. The 

result is a huge transfer of resources to doctors, other caregivers 

and health care companies. The outward sign is constantly rising 

costs. 

 

Second, there is, relatively speaking, more to do. Or should be. 

Americans in general are sicker than, say, Swedes in general. 

One of the reasons is that the proportion of adults who are obese 

(BMI> 30) is significantly larger in the U.S. than in Sweden, 30% 

vs. 10%. While the picture is not entirely uniform, we know that 

use of health care in the U.S. is lower than in most other OECD 

countries. The number of beds in acute care hospitals per citizen 

(“acute care beds per capita”) is the lowest along with the Nether-

lands. And as for visits to doctors per citizen, the U.S. figure is 

among the lowest. It’s remarkable that here we have a country 

which per capita invests substantially more on its health care sys-

tem than other countries without their citizens consuming more 

health care. The wording “consuming” is conscious. It may be that 

services are available, and needed, but not financially feasible. 

The health care services are simply too expensive. This is the 

thesis in an acclaimed article from 2003 (Anderson et al, 2003) 

with the self-explanatory title: “It's The Prices, Stupid: Why The 

United States Is So Different From Other Countries.” 
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The third reason, and I will devote some attention to that here 

because it’s too little discussed, is the very high administrative 

costs of the U.S. health care system. By administrative costs one 

means that portion of total health care costs that are non-medical, 

that don’t have to do with actual medical treatment 

 

There are two types of administrative costs. First, classical trans-

action costs, i.e. cost of a transaction in the market between buy-

ers and sellers. For example what it costs for a hospital to send 

bills to patients and insurers. Second, internal administrative 

costs, such as the cost of a transaction within a single organiza-

tion. Like when a hospital has a system for internal debiting for 

services one department delivers to another department. 

 

Medical care is special in the sense that there are always three 

players involved – patients, health care providers and the financ-

ing institutions (which in the U.S. is both the private insurance 

companies and government). All three have to make transactions 

with each other. We know that the administration costs in the U.S. 

healthcare system are extremely high, over 30% of total health 

care costs according to a relatively recent study (Woolhandler et 

al, 2003). The study shows that U.S. administrative expenses are 

twice as high as the corresponding costs in the Canadian health 

care system. It’s highly probable that the difference can be ex-

plained by higher transaction costs, especially contract and con-

trol costs, in the fragmented U.S. system. Here we have one of 

the main explanations for America's high health care costs. If we 

assume that the U.S. figure for administrative costs as a percent 

of total cost is 30%, we can easily calculate, all else being equal, 

that the American healthcare would cost 13.5% as a share of 

GDP in 2008 instead of actual 16% if the U.S. have had the same 

level of administrative cost as Canada. 
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Almost certainly the single most important reason why U.S. health 

care costs are so high, and rising so quickly, is that the American 

health care system is very fragmented with many players in-

volved. It’s said that there are around 1,500 insurance compa-

nies. Since all these companies must have relationships with 

many hospitals, medical centers, private clinics, and other provid-

ers, a lot of administrative work is the consequence. In addition, 

the insurers have contacts with thousands, perhaps millions, of 

patients, who in turn have relationships with their caregivers. That 

said, there might also be other things that raise administrative 

costs. “Gray areas” and ambiguities in the responsibilities of vari-

ous parties in such a fragmented system may be an additional 

explanation. The relative ease and frequency of malpractice suits 

may also be a factor. The risk of getting sued may simply create a 

costly bureaucracy with its own administrative machinery. 

 

The interesting question is why U.S. politicians have chosen a 

system for health care funding that obviously has an internal sys-

temic error, giving low bargaining power over providers and high 

administrative costs. We can assume that the answer has some-

thing to do with ideology and values. The political debate before 

the health care reform in 2010 shows that clearly. Fierce outcries 

against “socialized medicine” were directed at politicians who felt 

that the American health care system needed radical change, for 

example a single-payer system much as in Canada and England, 

to avoid the private insurance companies' involvement and thus 

increase bargaining power and reduce administrative costs. 

There was never, in either of the two major parties, a majority for 

such a proposal. Shifting from a system of private financing to a 

tax-funded, single-payer system is, I guess, inconceivable in the 

United States. It does mean however that America chooses a 
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system that apparently is less effective and thus more expensive 

than it needs to be. The question is whether a country that soon 

spends almost a fifth of its GDP on health care can afford to act 

irrationally in the long run, putting ideology and values ahead of 

efficiency. I do not think so. 

 

Literature: 

“Snapshots-Health Care Spending In The United States and Se-

lected OECD Countries”, 2011, Snapshots: Health Care Costs, 

The Henry J. Kaiser Family Foundation, April 2011, 

(http://www.kff.org/insurance/snapshot/ OECD042111.cfm); 

Anderson, G. F. et al, 2003, “It's The Prices, Stupid: Why The 

United States Is So Different From Other Countries”, Health Af-

fairs, November/December 2003, vol. 22, no. 3; 

Vladeck, BC & Rice, T., 2009, “Market Failure And The Failure Of 

Discourse: Facing Up To The Power Of Sellersburg”, Health Af-

fairs, September/October 2009, vol. 28, no. 5; 

Woolhandler, S. et al, 2003, “Costs of Health Care Administration 

in the United States and Canada”, The New England Journal of 

Medicine, Vol. 349, no. 8, August 21, 2003, pp. 768 ff; 

 

Published: October 15, 2011 

 

 

 

 

 

 

 

 

 

 



118 

 

Stagnating middle class wages 
Douglas A. Kass, an American hedge fund manager and blogger, 

recently coined the term screwflation. He thought that since the 

American middle class now for several decades, roughly since 

the early 1970s, has become financially pinched (screwed) be-

tween low wages and rising inflation, it was legitimate to talk 

about screwflation (recalling stagflation, the 1970s word for an 

economy characterized by both stagnation and inflation, the worst 

of all possible worlds.) Many people think that screwflation cap-

tures something important about today's U.S. economy. So the 

concept lives on. 

 

Is it correct to say that the American middle class has had weak 

real wage growth in recent decades? The answer is yes. The 

graph below (Source: Household Income In The United States, 

Wikipedia) shows the U.S. real household income before taxes 

during the period 1967-2003.  

 

The curve at the bottom shows the income development of the 

10% poorest families, the upper curve shows how the income of 

the richest 5% of families has developed, and in between are all 

the others. The third curve from the bottom (50th percentile) 
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shows the average incomes of American families. It only takes a 

quick glance at this third curve to recognize that income for 

American households in general has stood still since the late 

1960s. Or almost has stood still. In absolute U.S. dollars, the 

earnings for the average family increased between 1967 and 

2003 from $33,000 to $43,000 (in 2007 prices). It represents an 

annual increase in real income before tax of 0.85%. It isn’t much 

when you know that, during the same period, GDP per capita in 

real terms increased by at least 3% per year. These figures, to-

gether with what one can see in the graph, imply a substantial 

redistribution of income not only among the wage earners as a 

collective, but also from wage earners to capital owners. 

 

If we instead look at the disposable income (income after taxes), 

the richest households have, unsurprisingly, increased their share 

the most. All other income earners have seen their share decline 

in real terms. More specifically, over the past three decades the 

households with the 20% highest income have increased their 

share of income, while all other households have seen their share 

decline. 

 

How did this happen? It’s a natural question, especially for a 

European who ponders American income distribution with sur-

prise. There is no simple answer. It can be analyzed in economic, 

political or cultural terms. The political perspective, why it’s that 

American politicians do not seem to care much about the huge 

income inequalities, I will come back to. I will also come back to 

what makes a group of super income earners, Wall Street bank-

ers and others, think that they are worth their millions, even bil-

lions. The latter has something to do with values and culture. In 

this article I restrict myself to the economic issue. 
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Michael Spence, Nobel Laureate in economics, together with 

Sandile Hlatshwayo, also an economist, have recently presented 

an analysis (Spence & Hlatshwayo, 2011) that allows us to get 

very close to a credible economic explanation for the widening 

income inequality in American society (and for that matter in any 

Western society), and why middle class real wages have stag-

nated. 

 

The authors divide the U.S. economy into two sectors – the ex-

porting sector or tradable sector and the domestic sector or non-

tradable sector. The companies in the tradable sector are com-

peting in the global market. There we find a big part of the manu-

facturing industry, highly specialized services of various kinds, 

parts of the financial and insurance sectors, agriculture etc., the 

kind of the production where the prices are set on an international 

market. The non-tradable sector prices are determined domesti-

cally. There we find health care, schools, other welfare services, 

the construction industry, retail, etc. These two sectors show two 

distinct patterns in employment, productivity, and wages. 

 

Between 1990 and 2008, the number employed in the U.S. in-

creased by 27 million, from 122 million to 149 million. (Twenty-

seven million is a remarkably high figure when one considers that 

the Western European countries during the same period hardly 

created any new jobs at all.) Of these 27 million jobs the non-

tradable sector, amazingly, accounted for almost all, 98%. Nearly 

half of the 27 million jobs came in the public sector and the health 

care sector (the latter is partly funded by the taxpayer and there-

fore also to some extent “public”). Together these two sectors 

created approximately 10 million new jobs between 1990 and 

2008. 
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For productivity, the picture is different. Value added per em-

ployee, which is a measure of productivity, rose sharply in the 

tradable sector, from $70,000 in 1990 to $120,000 in 2008. The 

domestic sector's productivity increased more moderately, from 

$72,000 to $80,000. Since we know that there is a positive corre-

lation between productivity increase and wage and income growth 

in an industry, this becomes an explanation for why workers in the 

tradable sector have increased their income more than those 

working in for example health care and the public sector. But it 

isn’t the whole picture. If one makes a division of all employed as, 

on the one hand, senior managers and key specialists (problem 

solvers like engineers, lawyers, economists, marketers etc.), and 

on the other hand, all other employees, the managers and key 

specialists have had relatively a much better income growth dur-

ing this period. 

 

That managers and professionals have got more of the growth, 

and all others have received less, can be best explained if we 

take on one particular industry in the tradable sector and more 

closely examine what has happened. The electronics industry can 

be a good example. It’s one of the sectors most exposed to inter-

national competition. The number of jobs in the U.S. electronics 

industry declined by 650 000 during the period Spence and 

Hlatshwayo studied, from nearly 2 million jobs in 1990 to around 

1.3 million in 2008. At the same time productivity rose by 363%! A 

stunning figure, almost 20% per year. How could that happen? 

Well, in order to cope with competition in the global market, the 

U.S. electronics companies outsourced parts of their production 

to low-wage countries like China or India. The consequence has 

been fewer employees in the United States. Naturally, those who 

lost their jobs had the least skilled jobs and thus the lowest 

wages. This particular group of employees has therefore gone 
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from a job with low pay to no work at all or at best to another job 

with low pay. Over time, this process has gone further up the 

value chain of the electronics companies, and higher paying jobs 

have been subjected to the same pressure. Ultimately, these jobs 

have also disappeared from the companies. At the same time the 

sales in dollars have increased dramatically in the sector. What 

we have is a combination of increasing value added divided 

among fewer employees, and that explains why productivity has 

increased by 363%. 

 

At the other end of the hierarchy of the electronics industry, the 

trend has been the opposite; managers and professionals have 

seen their relative income rising. These managers and profes-

sionals are responsible for efficiency at home, in the company in 

the U.S., and for negotiations with subcontractors, for example in 

China and India. They are key persons for their companies and 

have therefore gradually been able to negotiate an increasingly 

larger part of the value added and the payroll. 

 

In the most advanced part of the electronics industry, taking Ap-

ple as an example, this process has gone very far. Here one can 

glimpse the future of the U.S. electronics and computer industry. 

For a retail price of $499 for a new iPad, Apple paid $291 for 

components and assembly to Foxconn in China. This yields a 

gross profit of $208 for each iPad sold or 42% of the selling price. 

The $208 must pay the cost of Apple´s U.S. operations, in prac-

tice the company's top management, R&D, marketing, and more. 

Nearly all of Apple's U.S. employees are professionals including a 

certain number of top managers. And that applies equally to spe-

cialized services (e.g., auditing, legal, marketing, financial, etc.) 

that Apple buys from other U.S. companies. 
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The threads can be pulled together to form an overall picture. We 

now better understand why the trend between 1990 and 2008 has 

meant that income inequality has been increasing. On the upper 

end of the income scale, managers and specialists ensured that 

they received a larger share of the pie. That applies not only to 

managers and professionals working for companies in the export-

ing sector. Senior managers and key specialists in the domestic, 

non-tradable sector have also increased their relative wages. In 

order to get hold of a skilled workforce, good managers and spe-

cialists, the domestic sector has had to pay wages at a level gen-

erally determined in the tradable sector. 

 

At the other end of the wage scale, the low-skilled jobs became, 

in relative terms, increasingly less compensated. In the tradable 

sector due to what we just discussed – outsourcing and other ex-

ternal competition – the simplest jobs have basically disappeared, 

and the more advanced jobs have declined in number. In the do-

mestic sector, the income of ordinary workers has stagnated or 

been weak. There are several reasons for that. A relatively weak 

productivity growth in the non-tradable sector is one factor 

(remember that value added per employee increased only from 

$72,000 to $80,000 between 1990 and 2008). The fact that a 

large proportion, perhaps up to 25% of those who work in the do-

mestic sector in the United States, are public employees, is an-

other factor. In addition, the private part of this sector is frag-

mented with a lot of small business where competition is high. 

Relative wage levels in trade, restaurant and other retail, is low in 

all Western countries – and particularly low in the United States. 

 

From this perspective, one can understand why middle class 

wages have stood still, or even declined in real terms. There are a 

lot of middle class people with jobs in the tradable sector, but the 
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number of employees at the intermediate level in the sector, “near 

the median wage”, have barely increased past 1980, and through 

arbitrage, wages for this group have been “screwed” between a 

higher wage level in the U.S. and the lower wage level of subcon-

tracting countries like China, Brazil, and India. Even the middle 

class working in the domestic sector have seen dismal growth of 

their income for the reasons I just mentioned. 

 

There is one more issue. How have the extreme incomes, the 

incomes on the high end of the scale, come about? Spence and 

Hlatshwayo do not help us with an explanation of this particular 

phenomenon. According to an article in the New York Times, in 

2007 the top percentage of U.S. income recipients took 24% of all 

income. (The same year the top percentage of those with the 

greatest wealth, “the richest” in the true sense of the word, com-

manded about half of all household wealth.) Moreover, the gap 

between the top-percentage income earners and all the others 

widens over time. In 1976 the top-percentage got 9% of all in-

come, so in 30 years they have almost tripled their share. The 

explanation? Simply put, one can say that the people in this cate-

gory, “the top 1%”, in most cases have earnings from both labor 

and capital. Above all, they have significant income from capital. 

We know, and I've written about it earlier, that the share of GDP 

in the U.S. economy that goes to the capital owners has in-

creased significantly over the past three decades. It’s equivalent 

to saying that the “labor share” has fallen because income from 

labor and capital are communicating vessels in national accounts 

terms. In other words, after the 1970s the owners of capital have 

amassed a growing share of U.S. GDP growth. Among the top-

percentage of income earners in any given year, one can be 

pretty sure that most of them are business owners who have 

made substantial capital gains by selling their companies. But 
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there are no doubt also people with extremely high incomes from 

employment, like CEOs of major Wall Street banks with unbridled 

bonuses, who also have high capital income, for example by own-

ing shares in their own company. 

 

The trend in recent decades towards increased income inequality 

in the U.S. (and to a lesser degree in all OECD countries) will 

continue as long as globalization continues. That creates a huge 

political problem for the U.S, bigger than for the welfare states in 

Europe. A continuing trend towards bigger income inequalities will 

probably be a breeding ground for social unrest, and even more 

for political populism. The emergence of the Tea Party movement 

in the last two years isn’t a coincidence. 

 

P.S. From this analysis one might think that I have forgotten the 

effect of new technology on income inequality. This isn’t so. I see 

constant technological change as an implicit condition for the 

analysis. The creative destruction that can be attributed to tech-

nological developments affects approximately the same groups 

as those who, as a result of globalization, lose their jobs or see 

their relative wages go down. New technology is a driving force 

for the trend towards increasing income inequality, and fewer 

jobs. In addition, new technology affects both sectors as severely, 

both the trading and non-trading sector. The fact that the domes-

tic sector does not employ as many switchboard operators, bank 

cashiers, secretaries, etc. as it did only 10-15 years ago is a re-

minder that new technology reduces the number of jobs and, just 

as surely, relative wages across the economy. 
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Freedom ad absurdum 

The fact that the Washington Post publishes a so-called Special 

Report, “Breakaway Wealth”, about the huge income inequalities 

in the U.S. in general, and about CEO compensation, “executive 

pay”, in particular, is remarkable by itself. However, this hap-

pened some time ago, in September 2011. 

 

The report shows that the U.S. plays in its own league, speaking 

of how much of the country's income that goes to a small group of 

super income earners, defined as the top 0.1%, around 150 000 

people in the U.S. This particular group has quadrupled its share 

of the total income, excluding capital gains income, from 1980 

until today. No other Western country comes even close to such a 

development. The super income earners in Germany, France, 

and Japan haven’t increased their share of total revenue at all 

since 1980. The report shows that the top 0.1% income earners in 

the U.S. consists of roughly 60% corporate executives, mostly 

CEOs of large corporations. The list otherwise is dominated by 

lawyers, real estate magnates, entrepreneurs, media celebrities, 

and a few sports stars, in that order. 

 

In 2010, CEOs of the S&P 500 companies (500 of the largest 

U.S. companies) earned an average of $11.4 million. This figure 

consists of just over $1 million in salary, stocks and stock options 

were an average of $6 million, with other performance-related 

compensation and paid pension accounting for the remaining $4 

million. 

 

That the benefits are high, or rather extremely high when com-

pared with how it looks like in other comparable countries, is one 

thing. More interesting though is that the benefits to American 

CEOs have literally exploded since 1980. This is clear from the 



128 

 

graph below. According to an acclaimed study (see Frydman & 

Jenter, from whose report the figure is taken), the CEOs of the 

fifty largest U.S. companies earned around $ 1 million a year from 

the late 1930s until the 1970s (in constant prices, 2000 dollars). 

Then, from 1980, the executive top-management of large compa-

nies has in 30 years increased their compensation tenfold, to 

about $ 10 million. It’s an almost incomprehensible rise, espe-

cially when you know that the real median wage in the U.S. during 

the same period increased by less than 1% per year. I will try to 

sort out how this happened.  

 

In many ways, the time around 1980 was a defining moment in 

Western economies. A new economic policy paradigm became 

popular in the early 1980s, first in the U.S. and England under the 

leadership of Reagan and Thatcher, later gradually in other West-

ern countries. The new policy gave greater leeway to the market 

and private initiative, leaving less room for political interference. 



129 

 

Privatization and deregulation were the bywords. The deregula-

tion trend also applied to the labor market that became freer, in-

cluding how to set wages. It was in line with the new thinking that 

high-performing people, at all levels, would have higher relative 

incomes. The unions become weaker, especially in the U.S., 

which facilitated this development. The new strategy loosened up 

old structures in many areas. Surely it contributed to the rise in 

CEO salaries.  

 

Another factor was that in the 1980s new types of compensation 

to top-management was introduced. In addition to salary and bo-

nus, it became common for the top tiers to also get large amounts 

of shares and stock options. One of the high profile cases in the 

U.S. was when, in the 1980s, Walt Disney boss Michael D. Eisner 

got $16 million in stock options (which later yielded huge profits 

when the price of the Disney stock went up). The magnitude of 

compensation was something new.  

 

These two factors contributed to American top wages going up 

after 1980. However, these conditions affected the entire Western 

world. Market orientation was going on in a similar way in other 

OECD countries. And even European companies began early in 

the 1980s to give their top management shares and options. Yet 

it’s clear that in terms of CEO compensation the United States 

was in a class by itself. According to American Economic Policy 

Institute (Michel et al, 2005), the cash payment (salary and bo-

nuses) to chief executives in other Western countries in 2003 was 

20-40% of what the American CEOs received that same year. 

Once stocks and stock options, not included in the study, are 

taken into account, the gap is even greater. 

 

There must therefore be some additional cause for the American 

extreme wages to top executives. The explanation must be cul-
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tural rather than economic. How can it otherwise happen that the 

boards of American big business make decisions on the compen-

sation of their top executives that are far beyond what is found in 

other comparable countries? Remarkably U.S. boards make 

these decisions even though there are simply no rational eco-

nomic reasons; large companies in other Western countries are 

managed successfully on a global market with much lower levels 

of remuneration to top management. The ratio of average CEO 

payment to the pay of the average worker is usually taken as a 

measure of the distortion of the income structure in a country. A 

few years ago the ratio in the U.K. was 25:1, 13:1 in Sweden, 

11:1 in Germany, and even lower in Japan. In the same year, the 

ratio was 364:1 in the U.S. The U.S. ratio is even more dispropor-

tionate if you only look at companies with the highest top man-

agement compensation. According to the New York Times, in 

2000 the corporations with the 10% highest paid CEOs had a ra-

tio 700:1! At the same time, research showed that there was no 

clear connection between high relative earnings of a company 

and high remuneration to the top tiers. In fact, the relationship 

between compensation of top executives and corporate earnings 

might even be the opposite. According to one study (Cooper et al, 

2009), which included 1,500 U.S. companies and covered the 

period from 1994 to 2006, the 10% of companies with the highest 

CEO compensation had in fact lower relative returns than the 

companies with the 10% lowest paid executives. 

 

American freedom ad absurdum 

There is only one possible explanation. The individualism that 

swept over the Western world from the 1970s onwards took ex-

treme forms in the United States. There was an emerging belief 

that a person who made extraordinary efforts would not only reap 

extraordinary rewards, but had an unassailable right to those re-
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wards. This idea rapidly took root in the U.S. after 1980, and 

much more firmly than in Europe.  

 

It was an idea that in its most extreme form gives the individual, 

the executive in this case, unrestricted freedom to get what he or 

she can get in compensation (provided that the decision process 

was correct and fair). In other words, if I as new CEO of a large 

company negotiated a giant compensation package for myself, 

it’s all right and fair. The consequences in terms of justice, fair-

ness, morals, and the social contract affect others, not me. The 

practical result is that my right to this giant compensation applies 

regardless of whether it’s good for my company or not (research 

almost unambiguously has shown that there is no correlation be-

tween high CEO reimbursement and relative economic success). 

“I do not care what politicians, media and ordinary people think.” 

The unspoken message is: “I am worth the compensation that I 

have got. Basta.” 

 

It’s my thesis that this “freedom ad absurdum”, a kind of exagger-

ated individualism, came to grow gradually in American board-

rooms after 1980, and eventually made extreme CEO payments 

seem “natural”. This, I think, is the crucial reason why the curve of 

payments in the graph above turned sharply upward from 1980 

onwards. That the same trend didn’t spread to Europe can proba-

bly be explained by the fact that this flaming freedom thinking 

never took hold here, and probably nowhere else outside the U.S. 

 

One can say that the phenomenon concerns only 150,000 Ameri-

cans at the most, all people with super incomes as previously 

defined. One can also say that it seems as if the worst excesses 

of compensation actually have declined since 2000. At the same 

time, CEOs with super incomes are most likely just the “tip of the 
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iceberg”. I’m convinced that many other Americans, and espe-

cially those on the way up in their careers in business, think the 

same way but maybe not as extreme. 
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Why U.S. politicians don’t seem to care about income 

inequality 
Den sarbara supermakten (“The fragile superpower”) is the Swed-

ish title of a recent book by Erik Asard, political science professor 

at Uppsala University and head of the Swedish Institute for North 

American Studies. It’s an excellent book. As a reader I feel that 

it’s written by a person who deeply grasps the United States and 

its political system. Therefore it also contains some surprises.   

 

For example, I was surprised that Erik Asard is so clear on the 

need for modernization of the U.S. Constitution. American social 

critics and commentators seldom dare to approach this issue. 

Fareed Zakaria, political scientist and respected CNN journalist, is 

one of the few that I've seen doing that. For example he believes 

that the principle that each state, regardless of population size, 

under the Constitution chooses two members to the Senate, is an 

anomaly. Otherwise Zakaria isn’t very specific about what in the 

Constitution is a problem. Nor is Asard. One just gets the feeling 

that he believes that a more thorough review of the U.S. Constitu-

tion is needed. Another thing that surprised me was that 

“American exceptionalism” has such a long historical tradition. 

From the 1600s onwards, Americans have had a sense of being a 

chosen people, chosen by God. With this historical perspective 

it’s easier to understand the American self-righteous attitude. The 

Bush doctrine, which in essence means that the U.S. has a right 

to preemptively attack other countries, is a contemporary example 

of this self-righteousness. The third surprise was that populism in 

American politics has such importance and such a long historical 

tradition. Populism has been a factor in American politics since 

the revolution. Apparently there is a connection between the 

popular protests against the British in the 1700s (like the Boston 

Tea Party) and today's Tea Party movement. 
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Another thing that surprises me: Erik Asard has written an excit-

ing history of recent American political developments (the book 

has the subtitle: From John F. Kennedy to Barack Obama), well 

worth reading, and yet you get no comprehensive answer to the 

exceedingly important question of why the country’s income ine-

quality does not occupy a bigger place in political consciousness. 

How is it that the huge – and growing – income gap between rich 

and poor does not seem to be a matter of real gravity for either 

Republicans or Democrats? Erik Asard makes no attempt to ex-

plain why. I think that is a deficiency of the book. There can hardly 

be a more imperative major policy challenge for the U.S. than the 

ever-widening gap between those with and those without financial 

means 

 

If I could speculate about why income inequality today is such a 

marginal issue in American politics, I would point to the following 

factors: 

 

*It’s not in line with American values to make income inequalities 

in society a central political issue. I would imagine that a great 

majority of Americans believe that it’s up to each and every indi-

vidual to bring about a decent livelihood. It’s considered an indi-

vidual, not a political, responsibility. Those people who fail in their 

endeavors have to suffer the consequences. One would of course 

find the same attitude in other Western countries, but less domi-

nant, a bit more generous toward the weaker groups in society, 

and with a more open mind to collective efforts to help people in 

need. 

 

*As a consequence there is no major political party in the U.S. – 

and there has never been – with a focus on income distribution 

issues. In this respect the United States is unique among Western 
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countries. All Western European countries have big socialist, so-

cial democratic, social-liberal, and Christian democratic parties 

with far-reaching ambitions in terms of income distribution and 

welfare state building. In most cases these parties have also had 

the strength to get their ambitions and plans implemented. 

 

*The intellectuals on the left in the United States have focused for 

a long time on issues other than financial and material matters. 

Erik Asard writes in the book about the philosopher Richard 

Rorty, who has pointed out that U.S. leftist intellectuals have in 

recent decades left their classic criticism of economic inequity and 

instead focused on cultural and social issues – feminism, LGBT, 

ethnicity, identity, etc. This has contributed to income inequality 

issues ending up in the political shadows. 

 

*In this category you can add a weakening trade union move-

ment. In most other OECD countries, unions have more weight 

than in the U.S. Although one should not exaggerate the union's 

importance as a political driving force in any country today, it’s 

nevertheless worth noting that income distribution issues have 

lost their weight over the same period as the American trade un-

ions have gone from having had some political power in the 

1970s, to become an almost politically marginal phenomenon 

today. 

 

*When the middle class is economically squeezed, they are not 

prepared to stand up for those who are worst off. The Harvard 

political economist Benjamin Friedman shows exactly that in his 

book The Moral Consequences of Economic Growth. It has been 

very clear in the U.S., at least since the second half of the nine-

teenth century, that hard times for the middle class mean that little 

is politically done for the poor and vulnerable, and vice versa. I 

will return to Benjamin Friedman in the next article. 
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To these five factors, which to a greater or lesser extent are U.S. 

specific, we can add three general conditions, valid in all Western 

countries. It’s not just in the U.S. that income inequality has grown 

over the past three decades and received less political attention. 

This goes for all Western countries. It’s just that in the United 

States the income gaps are relatively the biggest – and has re-

ceived less political attention than in other countries. That is what 

makes the difference. The three factors are the following: 

 

*We have had a more market-oriented economic policy in recent 

decades, from the early 1980s onwards. As a consequence, the 

income distribution issue has more or less disappeared from the 

mainstream political discourse, at least acquired less political 

weight. 

 

*Globalization has also contributed to the income distribution is-

sue getting less attention. When the forces of globalization work, 

when The Word is Flat (the title of an acclaimed book about glob-

alization by the New York Times journalist Thomas Friedman), 

there is less understanding, or no understanding at all, of the 

question, how do we help those who financially are having a hard 

time, the poor and vulnerable, in our society? Instead, politicians 

tend to ask: How can we help our companies become competitive 

in a global environment? 

 

*The capital owners’ share of total income has increased in West-

ern countries in recent decades, and consequently, wage earners’ 

share has declined. Such a development leads to widening in-

come gaps because the owners of capital, and their associates 

(managers and problem solvers of various kinds), are raising their 

relative incomes sharply, while in practice all others get less. 

Those who have both high income from work and income from -
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capital (like some business owners and bankers on Wall Street) 

are the ones with the best growth of relative income. Even if politi-

cians would understand these relationships, in a globalized world 

they would have no tools to radically change how the income is 

allocated between capital and labor. Then it’s just as well not to 

talk about it. 
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Why  a Tea Party movement? 
The average American no doubt feels that he or she has had less 

money to spend in recent decades. If one examines the numbers 

closely, it can be stated that, since the mid-1970s, household in-

comes after tax have had weak growth in real terms for the vast 

majority of Americans; for many incomes have fallen. And the 

further down the income ladder, the more incomes have declined. 

 

This development is historically new. According to Benjamin M. 

Friedman, professor of political economy at Harvard, it’s the first 

time in 150 years that middle class Americans over such a long 

period, more than three decades, have seen their economic stan-

dard sink, or at least not rise as it regularly did in the past. He 

talks about the novelty of the situation in his book, The Moral 

Consequences of Economic Growth: 

 

             Broad-based economic growth in America was not a 
myth. Nor is it true that the growth Americans enjoyed in 
the early postwar decades [1950-70] was merely an aber-
ration to which we nonetheless became accustomed. The 
pace of increase in living standards in those years was 
little more than what the nation had experienced on aver-
age during the previous century and a half. It is instead 
our own era, dating from the early 1970s, which stands 
out as exceptional. A rising standard of living for the great 
majority of our citizens has in effect been the American 
norm, and it is we, today, who are failing to achieve it. 
(Emphasis added)  

 

That middle class American's income has fallen since the early 

1970s is thought provoking because, in Benjamin Friedman's 

view, there’s a clear correlation between a fairly evenly distributed 

income growth and social advancement. Progress can mean 

more openness in society, extra tolerance towards immigrants or 
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non-whites, higher social mobility, further economic justice, more 

democracy, etc. In fact, he shows in his book, credibly I think, that 

the periods in history in which middle-class citizens did better fi-

nancially coincided with the periods when politicians made pro-

gressive decisions. 

 

In the United States the last of these politically progressive peri-

ods was the first postwar era, from the late 1950s until 1970. Dur-

ing this period, there were a host of political decisions in Wash-

ington aiming at civil rights, better education, improved housing, 

greater employment, free medical care for the elderly (Medicare) 

and the poor (Medicaid), and environmental protection (the Clean 

Air Act). Interestingly enough, both Democratic presidents (Tru-

man, Kennedy, and Johnson) and Republican presidents (Eisen-

hower and Nixon) were involved in those decisions. Friedman 

shows that during progressive periods in the U.S. (dating from 

after the Civil War, roughly the periods 1870-1885, 1900-1920, 

1933-1940, 1950-1970) there’s a surprisingly broad consensus 

across party lines; it seems as if everyone wants to contribute to 

social progress. It’s in turn, Friedman argues, a reflection of the 

fact that the middle-class citizen, recognizing that he or she is 

better off financially, wants to make it easier for those who have 

been less fortunate. 

 

Benjamin Friedman also shows in his book that periods of weak 

or negative growth, and we are not talking about cyclical fluctua-

tions, are characterized by political deadlock, partisan narrow-

mindedness, and populism. In fact, the People's Party, the arche-

type of populist parties, played a political role in the U.S. in the 

1890s. The last two decades of the nineteenth century were, ac-

cording to Friedman, characterized by low productivity and little or 

no real wage growth for the middle class, and these conditions 
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gave rise to populist sentiments. It’s almost as if the populists of 

the 1890s are back in today's Tea Party movement.  

 

There are plenty of other parallels between the situation in Wash-

ington today and the situation a little more than hundred years 

ago: the harsh and abrasive words across party lines, the block-

age in Congress of even straightforward decisions, and the ap-

parent inability to agree on the most important issues like today a 

long-term plan to address the national debt. One positive note in 

this dismal situation is that things can change quickly. This is 

what happened a hundred years ago; populism literally went up in 

smoke and during the first decade of the twentieth century, the 

foundation was laid for a period of social progress. 
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The jobs crisis 
It has been unusually difficult for the U.S. economy to get back to 

normal unemployment levels after the financial crisis in 2008-

2009. Judging by how things looked in the past three decades, 

from 1980 until today (autumn of 2011), “normal unemployment” 

in the U.S. has hovered around 5-6%. At best, unemployment 

dropped to 4-5% in the first few years of the last decade. At worst 

it was 11% during the first half of the 1980s. In August 2011, un-

employment was 9.1%. 

 

Is it possible to explain why this time it seems so hard to revive 

the economy and create jobs? Of course, the recession 2008-

2009 was unusually deep, but the typical pattern for the recovery 

of such a strong and long downturn in the economy tends to be a 

quick return to growth and thus employment. When we talk about 

the U.S. economy, it’s more often than not just a return to the 

same employment level as before the recession. Even employ-

ment in absolute numbers usually begins to increase immediately. 

It’s amazing, not least for a European, how many new jobs that 

have been created in the United States in recent decades. In less 

than 50 years, employment (outside of farming) has more than 

doubled, from levels around 50-60 million, to now about 130 mil-

lion. 

 

Why has employment in the U.S. economy declined since the last 

crisis? Why has unemployment remained at high levels? Why 

haven’t we seen the historical pattern of a quick recovery re-

peated? I will try to explain, first from a macro perspective. 

 

The Australian economist Steve Keen has in an interesting paper 

demonstrated that there’s a strong statistical relationship between 

unemployment level and the change in private debt in the econ-
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omy. By private debt he means the sum of household and corpo-

rate debt. In other words, Keen has shown that unemployment 

rises when the private sector reduces its indebtedness. Con-

versely, we get falling unemployment rates when private debt in 

the economy increases. 

 

Since the private debt in the U.S., and indeed in most Western 

countries, has far exceeded manageable levels and a balanced 

economy, almost all Western countries, and certainly the U.S., 

are at a stage of reducing private debt, what economists call de-

leveraging. This is offset to some extent by growing government 

budget deficits, which of course mean a growing national debt. 

(Despite all the talk about the necessity of reducing the national 

debt, such an endeavor inevitably must be a longer-term project 

in most countries including the U.S.) However, even if private and 

public sector debts are added together, the debt level in many 

Western countries is lower relative to what it was before the crisis, 

say at the end of 2007. 

 

The relationship that Steve Keen shows can easily be under-

stood. Aggregate demand in an economy in a given year is deter-

mined by the sum of GDP and the change in debt. Or put another 

way, if there’s no change in debt the country consumes exactly 

what it produces with adjustment for foreign affairs. If demand in 

the economy is going to increase, which is a prerequisite for em-

ployment to increase, either GDP or debt or both must grow. It’s 

the rate of change of GDP and debt that determines what will 

happen to growth. But since GDP changes only slightly from one 

year to another, over long periods GDP growth is at very low lev-

els, one can understand that the very large annual changes in 

debt affect demand more, and thus employment more. Of course, 

the relationship is stronger when debt is very large relative to 

GDP, and so it is today. In 2010, private debt in the U.S. was 
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about three times GDP, a little over $ 40,000 billion. It’s an almost 

incomprehensibly high figure, the equivalent of Sweden’s GDPx-

100! Intuitively one understands that a change of growth in debt, 

whether positive or negative, is hitting demand and employment 

very hard. Steve Keen presents figures on the development of the 

U.S. economy that clearly demonstrate this relationship. For ex-

ample, aggregate demand in 2010 decreased by 10%! No wonder 

that it’s difficult to get a job or keep the job you have. 

 

What are the prospects for unemployment in the U.S. to decrease 

and move closer to “normal” levels of around 5-6% of the labor 

force? If we accept Steve Keen’s reasoning, and if we accept 

what most economists agree on – the need for the U.S. private 

sector to draw down debt – the outlook is not bright. The politi-

cians and Federal Reserve are squeezed between two powerful 

forces – the private sector’s need to cut back its debts and the 

desirability of public debt stop growing. Inevitably, this will have a 

dampening effect on demand. Again, if employment is going to 

increase substantially, demand in the economy must increase. 

 

Globalization and jobs 

The micro perspective on job creation, job creation from the point 

of view of the firm, has to do with globalization and the impact of 

technological developments. By and large, same forces that pro-

vide ever-increasing income inequality in an open, highly devel-

oped economy like the U.S., also determine employment. The 

model that Nobel laureate Michael Spence and his associate 

Sandile Hlatshwayo used to explain changes in U.S. income dis-

tribution could also be used to clarify what’s happening to employ-

ment. As we recall, Spence divided the economy into two sectors, 

the tradable sector (the exporting sector) and the non-tradable 

sector (the domestic sector), and showed that by outsourcing, 



144 

 

employment in the tradable sector in the U.S. in recent decades 

has stagnated, and in high-tech industries it has even declined 

sharply. Conversely, in the domestic sector employment has in-

creased a lot, both in the private area (not least in health care) 

and in the public sector. Of the 27 million new jobs that were cre-

ated in the United States between 1990 and 2008 almost all, 

98%, were in the domestic sector. 

 

As globalization and technological development continue, the 

number of jobs in the exporting sector is reduced if measured as 

a share of total jobs available in the country. This is inevitable. Of 

course, the interesting question is what will happen to jobs in ab-

solute numbers. Are we likely to see more people working in the 

tradable sector? It will be very difficult, in practice impossible, pro-

vided that globalization and technological development continue. 

Developing countries like China, India and Brazil will make great 

efforts to move up the value chain, making it profitable for Ameri-

can companies to move ahead with outsourcing. Apple is an inter-

esting example. When an Apple product like the iPad leaves the 

subcontractor Foxconn in China, it’s packed and ready for the 

consumer. No job involving the manufacture and assembly of an 

iPad is done in the U.S.! My conclusion is that it will be very hard 

for the United States to even maintain the number of jobs in the 

exporting sector in the coming years, let alone increase the num-

ber of jobs. 

 

In contrast, employment in the domestic sector can increase, at 

least in theory. In practice, however, it will probably look different. 

In the short term, say until 2015, it’s highly doubtful whether there 

will be many more jobs created in the domestic sector in the U.S. 

– for several reasons. First, the high government debt will surely 

require austerity in the public sector, with fewer jobs, at least not 

more jobs, as a consequence. Second, health care, the other ma-
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jor employment generator after 1990, won’t continue to employ at 

the same rate as before, also for cost reasons. Furthermore, U.S. 

households are saving more and paying down their debt, which 

means less spending on private consumption and fewer jobs in 

such areas as retail. 

 

To sum up, it’s unlikely that employment in the United States over 

the next 3-4 years will increase significantly. Or expressed in an-

other way, it will be very difficult to come down to “normal” unem-

ployment levels of 5-6% from the current level of 9%. If Western 

economies go into a new recession, which cannot be ruled out, or 

if they just struggle along with relatively low growth rates, it will 

probably be impossible. It’s my assessment that unemployment in 

the U.S. in the coming 2-3 years will remain at the level of 7-9%. 

 

The explanation for the U.S. job crisis, which at first seems to be 

entirely economic, is also linked to politics and values. Had 

American politicians not been so afraid of taxes, and had they not 

funded too much of the reforms with loans, the situation today 

would be under better control, and there would be more room for 

Keynesian stimulus policies. Just to take one example, there is an 

almost infinite need for investments in roads, bridges, and other 

infrastructure. Unquestionably, such investments would be eco-

nomically well-founded ventures. Now that opportunity has 

passed, at least the possibility for big loan-funded public spending 

is limited.  

 

Furthermore, it’s worth considering once again that, according to 

Michael Spence and Sandile Hlatshwayo, the public sector and 

health care (which is approximately 50% tax-funded) are respon-

sible for the majority, 40%, of the new jobs in the U.S. between 

1990 and 2008. Ten million of the newly created 27 million jobs 

were added in the public sector and health care during this pe-
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riod. Virtually no new jobs were created in the exporting sector. 

The latter is remarkable since the conventional wisdom upheld by 

economists and politicians says something quite different, namely 

that almost all new jobs are created in the business sector, par-

ticularly by small businesses, not least by exporting high-tech 

high-growth companies. This is obviously not true. 
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The U.S. currently has a handful of “too-big-to-fail” 

banks. What does this mean? 
It’s not for nothing that Ben Bernanke, chairman of the Federal 

Reserve, considers the fact that the U.S. currently has a handful 

of TBTF banks “as one of the country's most serious problems.” 

He is quite right. 

 

The arguments for why TBTF is a problem are many and compel-

ling. One reason is that competition in the financial market is de-

stroyed, or at least seriously distorted. There are two parts of this 

particular problem. One is “moral hazard”. We have a “moral haz-

ard” situation when one decides what risks will be taken and 

someone else pays what it costs if that risk materializes. A TBTF 

bank knows that even if everything goes wrong, the bank will sur-

vive because the taxpayers will rescue it. Thus, it can engage in 

risk-heavy business that a competitor outside the TBTF circle 

would not engage in because the margins are too small or the risk 

too high. The second part of the problem is more robust. Since 

investors know that the TBTF banks will be bailed out by the poli-

ticians should a major problem occur, they are prepared to invest 

their money in these institutions for lower yields than if, all else 

being equal, the money would be put into a non-TBTF bank. In-

vestors simply accept a lower risk premium. In other words, the 

TBTF banks can raise the money they need more cheaply than 

other banks. According to some estimates (see Johnson & Kwak, 

2010), the U.S. TBTF banks today have on average a competitive 

edge in funding in relation to other financial institutions of 0.78 

percentage points – “a huge financial advantage" as Simon John-

son and James Kwak  write in their book, 13 Bankers.  

 

That the competition in the financial market is distorted is reason 

enough, one might think, to vigorously address the TBTF prob-
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lem. However, there are two even more fundamental problems. 

It’s no exaggeration to say that TBTF is a threat to the efficient 

functioning of the market economy, and thus to capitalism. There 

are a number of ground rules that must be met for a market econ-

omy to function reasonably well. One of the most important of 

these rules is “free entry and exit”. For example, this means that a 

company that cannot survive the competition must be able to exit 

the market quickly; in other words, go bankrupt. In reality, the 

main stakeholders in the failing company, the owners and top 

management, lose all their money and influence. 

 

TBTF turns this principle upside down, at least judging from what 

one has seen happening in the United States. The owners and, 

even more remarkably, top managements of the TBTF banks 

seem to have gone through the last financial crisis with minimal 

injuries, with a couple of exceptions. Lehman Brothers went bank-

rupt, and Bear Stearns’ shareholders were forced to sell their 

shares at a very low price. But the rest of the TBTF banks con-

tinue as if nothing remarkable happened. In some cases the 

same people remain on the banks' top management teams as 

during the crisis. They continue their risky activities in terms of 

proprietary trading and grant themselves the same huge bonuses 

as before the crisis. 

 

It’s provocative that it’s allowed to happen, especially in the 

United States with its highly developed sense of what a well-

functioning market economy requires. Again, “free entry and exit” 

is one of the most basic principles of a functioning capitalism. Ar-

guably, letting the TBTF banks break this principle will prove to be 

a very costly political failure.  
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The third problem is that the TBTF banks distort the political bal-

ance of power. The classic image of a well-functioning “division of 

labor” between the political system and business, and that in-

cludes banks, is that politicians are responsible for the general 

rules of game, laws and regulations, for supervision and for the 

system of sanctions when the rules are violated. Business on the 

other hand has, within this framework of laws and regulations, the 

responsibility to produce the goods and services demanded by 

the market as efficiently as possible. This is in theory. In practice, 

the boundary between the two spheres is blurred to say the least. 

In all democracies, market participants, and especially the large 

corporations and their lobbying organizations, do all they can to 

try to influence the legislators to their advantage. The TBTF 

banks play this power game to the hilt. 

 

Serious analysts (Simon Johnson is one of them, Joseph Stiglitz 

another, Paul Krugman a third) can credibly demonstrate that 

Wall Street, which in practice is equivalent to the TBTF-banks, 

has such a strong lobbying force in Washington today that it basi-

cally can get the legislation it wants. The reason is a mix of big 

money to the political parties and individual politicians, vast lobby-

ing resources, and people in key positions in government, close 

to the president, who “understand” Wall Street (Geithner, Ber-

nanke, Summers et al.). Their lobbying power is reinforced by the 

U.S. value-based fear of “government”. 

 

What will the long-term consequences be? No one can say any-

thing for sure about that today, but one trend is clear. The TBTF 

banks are currently so economically and politically powerful that 

they become “self-contained” in a whole new way. They no longer 

seem to have to worry about what others think. One sign of this is 

how they deal with their bonus payments. Although just a couple 
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of years ago these banks were bankrupt, even though they sur-

vived thanks to the taxpayers who bailed them out, and despite 

loud opposition to the bonus culture by the general public and in 

the political circles in Washington, the large Wall Street banks 

continue to pay extremely high bonuses to their employees. Dur-

ing the first half of 2009, Goldman Sachs put an unimaginable 

$11.4 billion, or $750,000 per employee, in a pot for salaries and 

bonuses. One can discern a kind of “crony capitalism”, the same 

type of capitalism that historically has existed in many developing 

countries. It permits the companies and owners with good con-

tacts with the president and his family to benefit at everybody 

else’s expense. Of course the TBTF-related problems are spe-

cific, and United States is a highly developed country, but the ba-

sic pattern of crony capitalism, a group of companies and execu-

tives that are living on particularly advantageous terms, is the 

same. 

 

A huge political mistake 

Today TBTF is primarily a U.S. problem. This may seem strange; 

there are large banks in other Western countries that politicians 

might be forced to bail out in a crisis. These banks are also TBTF. 

However the U.S. situation is special. This is due to the absolute 

size of the U.S. TBTF banks, but also to how the rescue opera-

tions during 2008 and 2009 were designed. U.S. politicians res-

cued the largest banks without using the classic rulebook as to 

which owners and top executive management have to pay the full 

costs (i.e. lose their money and positions). Because they didn’t 

“strike while the iron is hot”, the politicians failed to make the 

changes in ownership and management of the big banks that 

should have been made. Or expressed another way, they did not 

do as Gordon Brown and the British government did during the 

recent crisis, and as the Swedish politicians did in the early 1990s 
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during the Swedish financial crisis, let the state take over the full 

ownership of the failing banks, replace top management, clean up 

the business, and then re-privatize. That something of the sort 

didn’t happen in the U.S. in 2008-2009 was a huge political mis-

take. 

 

Why didn’t American politicians do what their colleagues in Eng-

land and Sweden did? Some politicians in Washington, even a 

number of economists and political pundits, thought the “Swedish 

model” was worth emulating. Bo Lundgren, finance minister in the 

Swedish government during the crisis in the 1990s, was even 

summoned to Congress for hearings in the spring of 2009. How-

ever, it was a hearing at a low level, and according to the New 

York Times there wasn’t a genuine and broad interest in either of 

the two major parties in an arrangement with, as in Britain and 

Sweden, a government takeover of the failed banks and a tough 

bailout.   

 

It’s reasonable to assume that the political disinterest in Washing-

ton basically had to do with values. It would have been too great a 

departure from American libertarian ideals to use federal re-

sources to take over the ownership of the bankrupt banks. It 

would have been called “socialism”, giving up on the “small gov-

ernment” approach. The price for being ideological can be very 

high. In this case, the “moral hazard” problems in the U.S. finan-

cial market are in danger of becoming gigantic. And even more 

important is that one of capitalism's fundamental principles – exit 

– is eliminated in an important sector of the economy, and that 

the TBTF banks through formidable lobbying power can influence 

the decision makers in Washington to an alarming extent. Can 

things get much more serious? 
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Democratization has gone too far 
There are plenty of indications that something is wrong with 

American politics. At the beginning of the 1960s, the vast majority 

of Americans – more than 70% – agreed with the statement: “One 

can trust that Washington always, or usually, will do the right 

thing.” Ten years ago, early in the last decade, that number had 

more than halved, to 30%. Even if it went up after 9/11, it fell back 

quickly thereafter, and in spring 2011 it’s still around 30%. There 

are lots of studies pointing in the same direction. Robert D. Put-

nam, professor of political policy at Harvard and perhaps best 

known for his book Bowling Alone, noted in an extensive study 

that the involvement in political and social affairs in the U.S. has 

declined by 40% since the mid-1960s. 

 

Why this general distrust of Washington and the political system? 

Fareed Zakaria suggests that democracy, or rather democratiza-

tion, has gone too far (Fareed Zakaria has a doctorate in political 

science from Harvard, is a former managing editor of Foreign Af-

fairs, and today best known as a prominent journalist at Time 

Magazine and CNN. According to Forbes, he is “... one of the 25 

most influential liberals in an American media”). In his book The 

Future of Freedom he writes:  

 

             So what has made the system decline? The timing of the 
shift in public trust is an important clue. Why do public 
attitudes turn around the middle 1960s and keep sinking? 
One big change began during this period and has contin-
ued unabated: the democratization of politics ...What has 
changed in Washington is not that the politicians have 
closed themselves off from the American people, and are 
unwilling to hear their pleas. It is that they do scarcely 
anything but listen to the American people.  
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The only consolation in this sad spectacle, he writes, is that the 

more political “accommodation” and servile attitude from the politi-

cians we get, the more the general public’s respect for politicians 

declines. During the Second World War, Winston Churchill was 

advised by a colleague in the parliament to “keep his ear to the 

ground”. He responded by pointing out that “the British nation will 

find it very hard to look up to leaders who are detected in that po-

sition.” The American people have seen their leaders bowing and 

scraping for the past three decades, and they are repulsed by it. 

Perhaps they sense that this is not what democracy is all about, 

writes Zakaria.  

 

Fareed Zakaria's analysis is probably correct. The political party, 

and that goes for both Republicans and Democrats, has increas-

ingly become a facade, an “empty shell” with no real importance. 

It’s significant because the political program of a party is a kind of 

holistic approach to society and its problems, and it tells some-

thing important about what the party wants to achieve. If party 

discipline weakens, and that is what apparently has happened, 

politicians may find it more difficult to make intelligent long-term 

decisions, and they may become more vulnerable to populism. 

The U.S. Congress has also become more fragmented. A few 

decades ago the work in Congress was guided by a group of 

“strong men” (it’s almost always men) in the two dominant parties. 

This model has broken up and today Congress is, writes Zakaria, 

“... a collection of 535 independent political entrepreneurs who 

run the system with their individual interests uppermost – i.e., to 

be re-elected. By any measures – bills, amendments, and sus-

pension bills – the system is far more responsive to each individ-

ual member's whim. It’s also far more responsive to nonmem-

bers.”  
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Referendums have become an instrument that some states in-

creasingly use to try to please their citizens, and sometimes with 

disastrous consequences for politics and administration. The con-

crete example is California. It’s said that California’s congress and 

governor control only about 15% of the budget. The remaining 

85% is earmarked funding where the elected politicians have no 

real influence. “California has produced a political system that is 

as close to anarchy as any civilized society has seen.”  

 

This model is open to influence from interest groups of various 

kinds. It’s no coincidence that the number of registered lobbyists 

in Washington has increased from 5 000 in the 1950s to some-

where around 35 000 today (Washington Post leaves the exact 

figure open, somewhere between 30 and 35 000). Interest groups 

of different kinds have made the U.S. government dysfunctional, 

Zakaria explains. It has become almost impossible for govern-

ment to get enough funding, and it’s harder and harder to come to 

a decision on issues crucial for the country. When government 

does not seem to get its priorities right, people lose faith. 

 

Extensive lobbying has another undesirable consequence – 

Washington is being polarized. Pundits of various kinds – lobby-

ists, commentators, activists, ideologues, people working with 

pollsters, etc. – dominate it. It becomes much more difficult to 

achieve settlements and compromises across party lines. Zakaria 

thinks that the political system today prefers blocking instead of 

settlements because it's better for cash collection. The difficulty in 

agreeing on a plan for handling the U.S. national debt is a con-

crete and recent example. 
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Two strong legs and one injured 

It’s often said that the success of liberal democracy rests on three 

pillars – 1) constitutional liberalism (rule of law, freedom of 

speech, freedom of religion, etc.), 2) capitalism, and 3) democ-

racy. From that perspective, one might say about America that it’s 

a country that has “two strong legs and one injured”. The Ameri-

can rule of law is strong, and the liberal freedoms are as intact as 

they are in other Western countries. There are some peculiarities 

in the U.S. legal system which likely cost the society more than it 

“give back” (such as the propensity to sue), but there’s hardly 

more widespread corruption in the U.S. than for example in 

Europe. And American capitalism is very competitive. 

 

The third leg, democracy, is the weak link according to Fareed 

Zakaria. He isn’t alone in his belief. Francis Fukuyama (author of 

the celebrated work, The End of History) feels apparently much 

the same. And so do many others. For my part, I’m convinced 

that Zakaria is right. The hypothesis that democracy’s desire to 

please people, and its counterpart, the unwillingness between 

elections to take on political leadership that is not slavishly listen-

ing to what the lobbyists and the media think, explains better than 

anything that I have read why the political system in the United 

States is dysfunctional. 
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A different view of justice 

More than 46 million Americans, 15% of the population, lack 

health insurance. It thus becomes meaningless seen with Euro-

pean eyes to talk about the American health care system being 

equitable or fair. Europeans mean something quite different by 

justice and fairness in this context. 

 

At the same time, it would be a mistake to simply dismiss the U.S. 

health care model as less developed. In some respects it’s supe-

rior to the European universal health care model. For example, 

the resources used for health care in the U.S. measured in rela-

tion to GDP are substantially larger than in Sweden, although that 

it’s to some extent due to much higher administrative costs. The 

American health care sector is also more research-intensive and 

provides a lot of space for health care entrepreneurs, more than 

in Europe. Furthermore, it’s not true that the poor, elderly, and 

disabled make up most of the more than 46 million Americans 

who are uninsured. About a quarter of the uninsured qualify for 

public health services (e.g., through Medicaid) but for some rea-

son choose not to enroll in the system. There is also a large 

group of uninsured working-age people with moderate incomes 

who are hoping that they will not get sick or injured, who just have 

other priorities than health insurance. From a European perspec-

tive, this is an unfair system. At the same time, one must note that 

a large proportion of these people make a conscious choice not to 

insure themselves. 

 

There are also insightful Americans, such as Harvard professor 

Michael E. Porter, author of Redefining Health Care, who clearly 

see the shortcomings of the U.S. system, including the fact that 

so many people end up outside the protective net, but still argue 

against a single-payer, universal health care system like in for 

example the U.K.. Porter argues that such a system costs too 
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much in terms of lowered capacity for innovation and vitality in the 

health care industry. What is needed, Porter argues, is more com-

petition, especially competition on the clinical level, not less. 

 

There are in theory two ways of organizing health care: the way 

that most citizens in Sweden, and indeed in Europe as a whole, 

think is right and the way that a majority of Americans believe is 

right. In Sweden, as in many other European countries, the focus 

is on justice, on a fair provision of health care to all citizens. 

Americans emphasize the individual's free choice and dynamism 

and entrepreneurship in the health care sector. In both cases, it’s 

a balancing act between the two theoretical extremes of complete 

justice and complete freedom. The American model puts the bal-

ance point on the freedom side while Sweden and Europe in gen-

eral put it on the justice side. Both pay a price for their choice. 

 

It ultimately comes down to two philosophical views of what con-

stitutes a just society. The first approach, the one most people in 

Europe, at least in Northern Europe, subscribe to, gives society, 

primarily through the state, the right to reallocate resources. The 

main objective is to create a more just society. It’s a moral posi-

tion; the majority wants and stands for a more equitable society. 

Of course, there are no rational decision criteria that will help us 

determine what’s fair and what’s not. Consequently, politicians 

have a lot to say in this model. The American philosopher John 

Rawls is the most famous representative of this view. He also 

offers a fascinating algorithm, the model with the so-called “veil of 

ignorance”, with which one can determine a level of society's re-

distributive intervention that most citizens probably would accept. 

 

According to the second approach, at least in its most extreme 

form, the distribution of resources among the citizens at any given 
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time is also the fair distribution. The argument is simple. Provided 

we have obtained the current distribution through voluntary 

choices and exchanges, the income and wealth distribution we 

have right now is fair. Applying this approach in its pure form, as 

the passionate libertarians are doing, leaves almost no room for 

politicians to reallocate resources to create a more equitable soci-

ety, for example, to provide medical services free or at a low cost, 

to those groups in society that are unable to pay the insurance 

premiums required (because a taxpayer-funded health care is not 

feasible in a libertarian world). Robert Nozick, also an American 

philosopher, is often associated with this conception of justice. It’s 

said that when Bernard Williams, another philosopher, argued 

that the only reasonable criterion for allocating health care is the 

medical need, Robert Nozick posed as a counterargument, why 

isn’t “the only reasonable criterion for the distribution of hair care 

the need to visit a hairdresser”?   

 

The purpose of this article has been to show that there are at 

least two ways of looking at what we mean by justice and fair-

ness. In other words, which health care model to choose is ulti-

mately a political and moral question. It must be recognized that 

only concerned citizens can – through a democratic process – 

make this choice in our type of highly developed society. 

 

Of course, values affect what kind of health care system we 

choose in a society 

The New England Journal of Medicine had an editorial a few 

months ago (30 July 2009) that discussed whether the American 

libertarian values have had an impact on the U.S. health care sys-

tem. Or have not, which was the editorial's main message 

. 

For my part, I would argue that values have had a great impact on 

the U.S. health care system. Apparently many Americans believe 
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that it’s up to each and every member of society, at least every-

one who is healthy and working, to arrange their own health insur-

ance. The state shall not interfere in such matters. For a Euro-

pean it’s more than clear that this position is grounded in these 

libertarian values, and that these values will affect the ongoing 

reform of the U.S. health care system is already quite obvious. 
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America's belief in the market has become a religion 
The crisis of 2008-2009 has meant that economists and other 

pundits have begun to question the market-oriented macroeco-

nomic policy that has dominated Western politics during the past 

30 years. Since the early 1900s, the West has experienced three 

dominant macroeconomic models – classical economics until the 

1930s, then Keynesianism, particularly during the 1950s and 

1960s, and from about 1980 to today, what I, in another context, 

have called “the post-modernist classical economics”, and what 

Roger Farmer has called “the rational expectations revolution”, in 

practice, a macroeconomic model where room for political inter-

vention in the markets, or for public production, has become less 

and less. The model, which has gone furthest in the United 

States, might be reconsidered when the experience of the 2008-

2009 debacle is collected and analyzed. Let's take a closer look 

at this issue. 

 

Classical economics says simply that if only you free the markets 

from all forms of political interference (or almost all forms – basic 

rules of law, like property rights are also important for the classi-

cists), growth will be maximized, and economic goods will be 

fairly distributed among citizens. However, the reality was, not 

least in the 1920s and early 1930s, that the model didn’t keep its 

promises. John Maynard Keynes argued that when the level of 

demand in an economy suddenly drops sharply for some reason, 

the general mood of optimism in society disappears. Pessimism 

and gloom exacerbate the situation, not least if unemployment 

rises dramatically in a short time – exactly what happened during 

the Great Depression of the 1930s. Unemployment in the U.S. 

rose from the level of around 4% in early 1929 to almost 25% 

three years later. Keynes argued that the reason for the labor 

market not functioning as the classical model predicted was that 
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the classic economists were wrong on one particular point – they 

postulated that wages would go down when the demand went 

down. This didn’t happen; the wages were “sticky” on the down-

side. The result was more unemployment rather than wage ad-

justments, and unemployment became entrenched. 

 

Keynes' prescription was simple and logical. Since the private 

sector wasn’t capable of creating sufficient demand in the econ-

omy, the politicians must do it instead, for example in the form of 

big public investments. Keynes' ideas rooted at many politicians 

in all Western countries. Moreover, World War II came with gigan-

tic public investments in many countries. These large invest-

ments, both during the war and during the post war reconstruction 

period, produced the results Keynes had predicted. Western 

economies were booming, confidence returned, and employment 

rose. Keynesianism dominated politics in the Western economies. 

 

What eventually came to be the figurative nail in the coffin of 

Keynesianism was that the relationship between inflation and em-

ployment which Keynes thought existed – that high unemploy-

ment would never be accompanied by high inflation – didn’t hold 

up in reality. During the 1950s, we had periods of stagflation – 

stagnation and high inflation at the same time. This gave rise to 

criticism and eventually to new macroeconomic theories and new 

ways for the politicians to tackle growth and employment. By the 

mid-1970s, Keynesianism had reached its limits.  

 

What followed instead was a more market-oriented policy, a kind 

of rebirth of classical economics. The markets had become more 

regulated and inflexible under the economic policy that dominated 

the West in the first post-war decades, especially the period 

1945-65. It was logical that the result was high inflation. In the 
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1970s, it wasn’t uncommon with inflation rates above 10% and 

with mortgage rates at 15% and even more. Beginning around 

1980 in the United States, a policy regime with an overall aim to 

bring down inflation was introduced by Federal Reserve, lead by 

Paul Volcker who was chairman at the time. An active monetary 

policy lowered inflation expectations, a prerequisite for bringing 

down actual inflation. The markets for money and capital were 

liberalized step by step, and in the real economy, deregulation 

and privatization were used to free up market forces. 

 

On the whole, the more market-oriented macroeconomic policy 

after 1980 proved to be a success if success is measured in 

growth and employment. There were some major disruptions in 

the economies of some countries, for example, the Nordic bank-

ing crisis in the early 1990s, but the success was true for virtually 

the entire Western world and for most of the period from 1980 

until the turn of the century. 

 

In recent years, in the latter part of the last decade, the market-

oriented model has been called into question. In particular, many 

economists are skeptical about what they see happening with and 

within the financial sector. The financial sector in many countries, 

and especially in the United States, has since the late 1990s lost 

the expected link to GDP. In other words, it has taken on a life of 

its own, increasingly decoupled from the real sector. The financial 

sector has in certain periods been clearly speculative, but the 

politicians and central banks, especially in the U.S., have been 

unwilling to consciously dampen the speculation, and to offset the 

asset bubbles that have been created. We have had two exam-

ples of bursting bubbles in the U.S. over the past 10 years, first, 

the IT bubble in the early half of the last decade and later the U.S. 

housing bubble, the subprime crisis, which became the global 
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financial crisis. In the OECD countries, this developed into the 

deepest crises of the real economy since the 1930s. Conse-

quently, the economists' critique of the macroeconomic model 

that has dominated since the early 1980s has grown in strength. 

Nobel laureate Joseph Stiglitz's book Free Fall is an excellent 

example of this criticism. Another example is economics profes-

sor Roger Farmer's book, How the Economy Works. 

 

Robert Farmer’s proposal for a new macroeconomic model is a 

kind of symbiosis between the classicists’ view of how the econ-

omy works and Keynesianism. Farmer argues that classical eco-

nomics is misguided for two reasons. First, the self-correcting 

presumption, the idea that unemployment after a shock springs 

back to a natural level, is not correct judging by reality. Second, 

and this is central to Farmer, the classicists ignore the trust factor, 

the overall role of faith in the future as an independent factor that 

drives the economy, both upward and downward. Keynes was 

right, Farmer states, in saying that markets alone are unable to 

restore full employment and a reasonable utilization of resources. 

At the same time, Keynes was mistaken when he thought that 

changes in income level are most crucial for consumption and 

hence employment. Rather, changes in wealth decide what will 

happen to consumption and employment. That makes it logical to 

give the stock market a central role in the model, says Farmer, 

because wealth increases when the stock market goes up, and 

the stock market goes up when confidence in the economy in-

creases, or more precisely when economic agents believe in the 

future. 

 

Classical economists argue that it’s fundamentals – preferences, 

resources, technology, organization, management, etc. – that 

drive the markets. Keynes stresses in the same way the impor-
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tance of the trust factor. Farmer’s view is, as I understand it, that 

one can reconcile these two approaches by considering trust as a 

fundamental driving force. “By adding confidence as a separate 

fundamental, we can retain a theory in which everything is deter-

mined by fundamentals, including the value of stock prices. Confi-

dence is an independent fundamental driving force of the busi-

ness cycle.” 

 

Nobody can know for sure what a future macroeconomic para-

digm will look like. But a reconsideration of “post-modernist classi-

cal economics” is arguably inevitable. Above all, as just stated, it 

turns out that the paradigm that has dominated macroeconomic 

policy since the 1980s leads the financial sector on a path of 

speculation as a modus vivendi. In some cases, speculation be-

comes a bubble, and when it bursts, it spreads to the real sector, 

affecting growth and jobs.  

 

Such reconsideration will be especially difficult for the United 

States and American politicians. It’s no accident that it was 

Ronald Reagan (along with Margaret Thatcher in England) who 

introduced the new paradigm to the world in the early 1980s. The 

new way of thinking – with more room for market and private ini-

tiative and less room for government and the common good – 

was guided by values and approaches that have deep roots in 

American society. What makes it even more difficult for the U.S. 

is that over time the belief in the superiority of the market and of 

libertarianism for many policy makers have become almost a re-

ligion. The fact that such a central figure for the U.S. economy 

after 1980 as Alan Greenspan not only had personal contact with 

the libertarian Ayn Rand, but also largely shared her worldview, 

which allows almost no room for political interference, is thought 

provoking. For example, one can understand why Alan Green-
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span saw the repeal of the Glass-Steagall Act in 1999 as an im-

portant step forward because it gave greater freedom to financial 

market participants.  

 

The consequence has been that the United States in its belief in 

the superiority of the market, and its parallel distrust of “govern-

ment” and political solutions, has taken an extreme position with 

its model of society. I predict that it will be very expensive in terms 

of growth and political stability for the U.S. to get out of this ex-

treme position. When Sweden went too far with its welfare state 

building after the Second World War, the way back was long and 

troubling. I’m sure that the U.S. will have to take step backwards, 

and that the retreat will take time and also be troubling in many 

ways.  
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Chapter 3 - a summary 
This chapter can be seen as a mosaic of U.S. images with a com-

mon, discernible pattern. The common denominator is, I would 

argue, a society where the individual is a primary consideration 

and where the collective, what is financed and produced jointly in 

society, becomes secondary, relegated to the sidelines. “Govern-

ment”, and especially “big government”, has become a dirty word 

for many Americans. From a different perspective one could say 

that the issues revolve around the concept of individual freedom. 

More precisely freedom from interference by government, free-

dom from obstacles to do and say what I please, freedom from 

interference with my property etc. 

 

“Freedom ad absurdum”, freedom in the sense that the execu-

tives of the largest U.S. companies nowadays feel free to earn 

500 times or more than an ordinary employee, is the most obvi-

ous example of the American way of looking at freedom that has 

been taken so far that it has become absurd. We can probably 

assume that these executives are proud of their huge incomes 

and think they are worth every dollar. However, this is not some-

thing ordained by God. It’s a fairly new phenomenon as I have 

shown. Before 1980, this way of thinking was hardly prevalent in 

corporate America, let alone anywhere else. 

 

“The fear of taxes”, which also could be called the “fear of govern-

ment”, is of course also an expression of freedom – freedom to 

control one’s property. No other person has the right to demand 

of me that I should give up some of what I own, not even to the 

state. Although I might understand the state’s need for income, 

it’s with great reluctance that I pay taxes. “Small government” is 

an American virtue. 
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“Leave it to the markets” has been the economic and political bat-

tle cry in recent decades in all Western countries and in the U.S. 

since Ronald Reagan's presidency in the early 1980s. It’s no sur-

prise that this policy has become very popular with the American 

people, and therefore with American politicians – and still is. It’s 

fully consistent with the pursuit of freedom. The political interfer-

ence in markets shall be at a minimum. It’s only logical that Alan 

Greenspan with his Ayn Rand-inspired penchant for political non-

interference, until the crisis in 2008-2009, became the new para-

digm's guru par excellence in the United States. That his wisdom 

today is not in as much demand as it was is itself an interesting 

observation. 

 

“A different view of justice” is also a story in line with the Ameri-

can way of looking at freedom. The message is that everyone has 

to fend for himself. A person who becomes unemployed has to 

manage the situation as best as possible like the person who gets 

sick and has no insurance. It’s interesting, and quite revealing of 

the prevailing mentality, that so many Americans think that it’s 

wrong that “Obama care” takes away the individual’s right to 

waive health insurance. For us Europeans, this is an incompre-

hensible stance. We believe that the collective, all citizens to-

gether, has a responsibility to ensure that everyone who becomes 

ill or gets injured receives care. 

 

The American dilemma is that the freedom-based model of soci-

ety is, as far as I understand, headed in the wrong direction, into 

a dead end. The problems are many and big. The infrastructure. 

The high level of private consumption. The income inequalities. 

The social problems. The macroeconomic imbalances. The na-

tional debt. And the problems are piling up while the political sys-

tem, even democracy, is not working properly and is showing 
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signs of indecisiveness and paralysis. That populism is emerging 

as a strong movement is a sharp signal that there are holes in the 

social contract. 

 

And yet the most serious problem is the one not talked about so 

far – that the American model of society is not particularly suited 

to effectively tackle the challenges of the future, such as growing 

income inequalities, macroeconomic instabilities, and environ-

mental and climate change. 
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  Chapter 4 

The Future  
 Three essays on three major policy chal-

lenges for the United States 
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What follows are three essays on three major political challenges 

for the United States. The first challenge – currently the most 

pressing and almost certain to be politically painful – is to realize 

that the American model of society, which I in the following will 

call “the small-government strategy”, may have reached its limits. 

By that I mean that this political strategy may have lost its ability 

to create a society that simultaneously can achieve both high 

relative GDP growth, and provide all its citizens welfare at the 

same level as the citizens of other highly developed Western 

countries. I will show that the northern European welfare state, so 

often disparaged by Americans, compares quite favorably with 

the small-government strategy. 

The second political challenge concerns the ability to create sta-

bility in the economy in income and jobs. In the coming decades, 

there is hardly a more important responsibility for U.S. politicians 

(other than possibly national security and defense issues). Stabil-

ity in income and jobs may be threatened. It appears that the fi-

nancial sector in the United States, and particularly the TBTF 

banks, only a few years after the subprime crisis, has again en-

tered a speculative phase. There is a risk that we may have an-

other financial crisis with its epicenter in the U.S. I discuss this in 

the second essay. 

The third political challenge – and the U.S. shares it with all other 

countries, and it’s unavoidable in all discussions about the future 

– is to address climate and environmental threats. It's just that 

this particular challenge seems to also become a challenge to the 

ideologies that govern the Western world, ranging from libertari-

anism to social democracy. It will no doubt require rethinking in 

depth of current political ideas and political practice. It’s likely that 

the libertarians will have the biggest step to take if we want to 
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effectively tackle global warming and other environmental threats. 

If that is true, and I think it is, it concerns the U.S. fundamentally. I 

write about this in the third essay. 
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Essay 1: Small-government strategy in a dead end 
What is a welfare state? The definition I will use here is based on 

two criteria. The first is that all citizens should have basic social 

and economical protection of their welfare in case of sickness, 

accidents, old age, unemployment, etc. This can be achieved in 

different ways. As in Sweden, Norway and Denmark, it can be 

done by making the public responsible for both the financing and 

production of welfare. For example, the county councils in Swe-

den fund and provide the greatest part of the health care system. 

Gosta Esping-Andersen, Danish sociology professor well known 

for his typology of welfare models, calls the Nordic model “the 

social democratic regime”. Or it can be done as on the European 

continent (“the conservative regime”) with more limited state and 

local responsibility, supplemented by private efforts, in particular 

for the provision of health care and with private insurance. 

 

Whatever the model, the public has two tasks. State and local 

governments are to assist in different ways so that even the 

weakest in society get the help they need when confronted with 

sickness, accidents, unemployment, and old age. This can be 

done through various types of social security systems, and 

through for example subsidized medical and social care. The 

state can also influence the relative income differences through 

grant schemes, tax deductions or progressive taxation. 

 

The second criteria veers from the typical course of these de-

bates because it isn’t usually discussed in literature about the 

welfare state. However, I argue that for us to talk about a welfare 

state, income disparities in the country should be moderate in 

comparison to other developed countries because research has 

shown that in Western countries, there is a close correlation be-

tween relative income inequality and social conditions. The larger 
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the income disparity, the greater the social problems. Therefore, 

relative income distribution is a relevant welfare measure. In fact, 

it’s an indication of whether the welfare model that politicians 

have chosen (following a social democratic, conservative or lib-

eral model) works for the citizens of the country in question. 

 

According to these two yardsticks, Belgium, France, Holland, Ger-

many, Austria, and the Nordic countries, Denmark, Finland, Nor-

way and Sweden, are European welfare states. Two countries 

that usually are categorized as welfare states have been left out. 

The UK because the distribution of income criteria was not met. 

Income inequality in the UK is, compared to other Western coun-

tries, extremely large, almost the same as in the U.S.  Switzerland 

has also been left out for the simple reason that its successful 

welfare model is unique. There is no other Western country that 

has the same characteristics. For example, all the countries I 

have defined as welfare states here currently have government 

expenditures taking up around 50% of the GDP (58% in Denmark 

in 2009 being the highest with Germany as the lowest at 48%). 

The Swiss public sector in terms of government expenditures was 

the same year at 34% of the GDP. 

 

A misunderstanding 

In the U.S. debates in recent decades, especially after 1980 and 

the presidency of Ronald Reagan, the European welfare system 

has been considered an outdated and costly social model. It’s 

associated with political interference in the market, with income 

distribution policy, and with economic inertia and lackluster per-

formance, in short, with, in U.S. parlance, “socialist” politics, the 

most antiquated political system of all. The welfare state has also 

been a costly social system as its relative growth is weak. Welfare 

states, it’s argued, have a lower GDP growth than the U.S..  
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I would argue that today this approach – with an emphasis on 

today – is wrong. My hypothesis is that it’s in fact the American 

model that is outdated. It’s my prediction that the European wel-

fare state will have to be relabeled from politically outdated to up-

to-date. As it turns out, if one lets markets work freely, over the 

long term it results in instabilities and misallocations. The financial 

sector especially is at risk of spiraling out of control. This was the 

case during the financial crisis of 2008-2009, for example. If the 

political goal is always to keep taxes low, and thus puts the public 

sector on a starvation diet, the risk is that one will eventually end 

up with a society that does not work effectively. The poorly main-

tained U.S. roads, bridges, and other infrastructure can serve as 

a prime example. 

 

It’s the purpose of this essay to try to prove this hypothesis. I will 

systematically compare the European welfare state model with 

the American model of society (from now on referred to as the 

small-government strategy). Some may say that such a compari-

son is impossible because it’s like comparing apples and or-

anges. However, the U.S. and Europe are culturally, politically 

and economically part of the same world; the differences are 

moderate to say the least. The countries are invariably liberal 

states, democracies, and capitalist economies at a similar level of 

development. Even the differences in size are moderate. The en-

tire EU-Europe and the U.S. are nearly equivalent measured in 

terms of GDP. The nine European welfare states as defined 

above together account for an economy that equals two-thirds of 

the U.S. economy. 

 

There are three strong reasons why the European welfare state 

model is likely to undergo a renaissance. 

 



177 

 

The small-government strategy at the end of the road 

The first reason is the most obvious. Judging by the global econ-

omy as it looks like today, the small-government strategy will 

probably turn out to be a political and economic dead end. There 

are many indications of this. 

 

*Insufficient investment in the public sector, most notably in infra-

structure. For a long time the U.S. investment in infrastructure has 

remained at about half the European level. In Europe, we annu-

ally invest roughly 5% of GDP in infrastructure compared to 2.5% 

in the U.S. The American Society of Civil Engineers (ASCE) regu-

larly publishes a “report card” on the state of American infrastruc-

ture – roads, bridges, dams, schools, energy systems, water sup-

ply etc. In the latest report, from 2009, the state of the infrastruc-

ture did not get a pass. 

 

*Over-investment in some parts of the private sector, especially 

concerning those having to do with private consumption. One 

does not need to spend much time in the U.S. to understand that 

there are, albeit unevenly divided, tremendous resources avail-

able for private consumption and for making increased private 

consumption possible. Corporate spending to facilitate final con-

sumption has been huge in recent decades. This can be seen in 

everything from new shopping malls to more and more new prod-

uct showrooms. Seventy-one percent of U.S. GDP in 2009 went 

to private consumption. In Germany the figure in the same year 

was 55%. High private consumption may suggest that private and 

public investment in the U.S. economy is too low compared to 

other developed countries, and this could eventually affect Amer-

ica's relative competitiveness. 
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*The weaker groups in society have very poor protection against 

sickness, accidents, and unemployment. The U.S. uses just un-

der 10% of GDP for tax-funded social safety nets. Germany and 

Sweden use more than twice as much. The protection of the eco-

nomically weak is bad in other ways too. Illness has been the 

leading cause of personal bankruptcies in the U.S.. 

 

*Big income inequities. In practice, the small-government strategy 

is very stingy regarding measures aimed at mitigating the large 

income differences.  

 

 *Less effective solutions. The small-government strategy has an 

ideological background that sometimes leads to more costly solu-

tions than is necessary. Politicians, and this goes for both Repub-

licans and Democrats, simply choose a socially more costly ap-

proach because they cannot imagine that the government should 

take on greater responsibility. One of the most obvious examples 

is the private financing of health care. 

 

*An increasingly speculative financial sector contributes to grea-

ter instability. Significant deregulation and a generous, almost 

libertarian, monetary policy, in line with the economic policy para-

digm that was introduced at the beginning of the 1980s, has led 

the U.S. financial sector over the past 10-15 years to increasingly 

taking on a life of its own, more and more disconnected from the 

real sector. Historically, growth of the banking sector has followed 

GDP growth. Logically, one can say that the financial and real 

sectors should grow at about the same rate. This connection was 

nevertheless broken during the late 1990s. No matter how one 

measures it – in credit volume, profits, employee compensation, 

etc. – the U.S. banks, and shadow banks, have lost the connec-

tion to the real sector. This indicates more risk-taking and in-

creased speculation, which will have disastrous consequences if 
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the risks materialize in serious difficulties. This was the case in 

the crisis of 2008-2009. There is no doubt that there is a close 

connection between the small-government strategy and increased 

degrees of freedom for banks and other financial institutions to 

speculate. 

 

*The national debt problem. That a government borrows is one 

thing. All countries with the possible exception of Norway and 

other states with extraordinary resources or windfall gains do it. 

But with the small-government strategy, government borrowing 

tends to function as a substitute for tax increases. There is an 

imbalance between the demand for public goods on the one hand 

and the ability to fund it with limited tax revenues on the other 

hand. It leads to budget deficits and increased debt. The national 

debt can become a serious problem if and when the financial 

markets lose confidence, as recently has been the case in 

Greece and the other heavily indebted countries in Europe. Eco-

nomic historian Niall Ferguson, and Kenneth Rogoff and Carmen 

Reinhart in their book This Time is Different, argue that problems 

will increase when the national debt of a country approaches 

100% of the GDP. Rogoff and Reinhart demonstrate that a West-

ern country with a national debt exceeding 90% grows signifi-

cantly slower in comparison to countries with a lower debt. This 

insight is part of the background of the intense debate in recent 

times on the U.S. national debt, which is approaching 100% of 

GDP. 

 

These seven problem areas can be misleading. It’s not that the 

market-friendly economic policy paradigm launched by Ronald 

Reagan and Margaret Thatcher in the early 1980s – which has 

been so influential in the West and has become the small-

government strategy in the U.S. – has been a failure. On the con-

trary, it has been a success. It was a necessary change. The pre-
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vious economic policy model in the Western world, the outsized 

Keynesianism in which the state would actively participate and 

interfere in the markets, had outlived its usefulness. It was the 

model found in many European countries during the 1970s. Swe-

den is a primary example. It was an ossified, social democratic 

society that was no longer competitive, of which citizens gradually 

during the 1970s and 1980s became more critical. Sweden's 

GDP per capita relative to other Western countries, especially 

compared to the U.S., declined for 15-20 years until the mid-

1990s. From having had virtually the world's highest GDP per 

capita in terms of purchasing power in 1970, Sweden fell to place 

25-30 in the mid-1990s. There is an explanation for that. Sweden 

had gone further than almost all other Western countries with its 

ambitious, and for a time very successful, economic policy. The 

country paid a high price for it. 

 

History repeats itself. So I would argue that the American version 

of the new paradigm, the small-government strategy, which can 

also be seen as an extreme form of economic policy, has reached 

its limits. 

 

European welfare states hold up well in the face of competi-

tion 

The second reason the European welfare state will most likely go 

through a renaissance is that the economy in terms of growth is 

as strong as the U.S. economy, and thus, the main political argu-

ment for the small government-strategy no longer applies. The 

main argument has been, and still is, that the relative growth in 

the United States is better compared to other Western social 

models, perhaps especially compared to the northern European 

welfare state countries. Many Americans believe that “big govern-

ment” inhibits growth. This argument should, I think, no longer be 
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upheld. Growth in the European welfare states is clearly currently 

not lower than in the U.S.. The dynamics are not worse, and the 

competitiveness, generally speaking, is the same as for the 

United States. I will be examining these three claims a little more 

systematically. 

 

First, concerning growth, it’s correct to say that if we look at the 

entire period from 1980 until today, the U.S. economy has grown 

faster than the economy of the welfare states in Europe. While 

there are no major differences, the U.S. GDP growth, or GDP per 

capita growth, has been decidedly better during the past three 

decades. This is a fact whether we measure in current or constant 

prices. One explanation for this could be that the number of hours 

worked per year per capita is significantly higher in U.S. than in 

Europe; all else being equal, this raises the relative growth. An-

other explanation could be that the public sector is comparatively 

larger in Europe. The method used to calculate the productivity in 

the national accounts means that a country with a bigger private 

sector will gain. A third explanation, and this is definitely the case 

for Sweden, is that the transition from the old paradigm, the out-

sized Keynesianism, to a new, more market-oriented economic 

policy took longer in Europe than in the U.S. Whatever the expla-

nation, it’s unequivocal that U.S. growth has been better than 

Europe's in the period 1980-2010. 

 

It looks slightly different with a shorter time perspective. The GDP 

growth of the welfare states in Europe over the past fifteen years, 

1995-2010, does not differ greatly compared to the U.S. If we 

measure growth in real terms and after purchasing power, the 

percentage increase for the entire period for Sweden was 45% 

against the U.S. growth of 46%. Norway and Belgium developed 

even better yet. Especially Germany breaks the pattern. During 
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the past 15 years, the country has had significantly slower growth 

(20%) than the U.S. One explanation might be that the integration 

of the East German economy slowed growth of the reunited coun-

try. Germany has also had to deal with some macroeconomic 

problems during this period. 

 

The overall picture is that the U.S. is still growing well in line with 

Europe's welfare states. But the gap in growth rates has tended 

to shrink over time. Between 2005 and 2010 the nine welfare 

states grew by 5.2%, and the U.S. grew by 4.8%. The difference 

is negligible. 

 

There’s another aspect to this question. Political scientist Uwe 

Reinhardt, a professor at Princeton, has shown that because 

households with the highest incomes are taking such a large 

share of the pie in the U.S. economy, the comparison is mislead-

ing. It turns out that if one removes the percentage of households 

with the highest income, the top percentile, the picture changes 

dramatically. This is how Reinhardt illustrates the problem 

(referring to: Atkinson et al, 2011): 

             Average real income per family in the United 
States grew by 32.2 percent from 1975 to 2006, 
while they grew only by 27.1 percent in France 
during the same period, showing that the macro-
economic performance in the United States was 
better than the French one during this period. 
Excluding the top percentile, average United 
States real incomes grew by only 17.9 percent 
during the period while average French real in-
comes – excluding the top percentile – still grew 
at much the same rate (26.4 percent) as for the 
whole French population. Therefore, the better 
macroeconomic performance of the United 
States and France is reversed when excluding 
the top 1 percent. 
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The second claim relates to the dynamics of each model of soci-

ety. We know that a country with a relatively large influx of new 

businesses and a high degree of entrepreneurship will manage 

the jobs and growth better than other countries. Against this back-

ground, it would be interesting, not least for politicians, to meas-

ure the degree of entrepreneurship in different countries. One of 

the best and most publicized attempts of this is the Global Entre-

preneurship Monitor (GEM). The problem with GEM is that it 

measures the degree of entrepreneurship indiscriminately. The 

simplest “enterprise for a living” is mixed up with Facebook, 

Google, and other corporate gazelles. Now Professors Zoltan Acs 

and Laszlo Szerb have developed a new index, the Global Entre-

preneurship and Development Index (GEDI), which focuses more 

on measuring the quality part of entrepreneurship, the new “value 

added heavy” businesses. One could say that GEDI provides an 

indication of which countries have created favorable conditions for 

new businesses based on high technology, that is, the kind of 

company that creates high value added and thus contributes sig-

nificantly to GDP growth. 

 

Zoltan Acs and Laszlo Szerb analyzed and ranked 71 countries. 

All European welfare states are found close to the top of the list. 

Of the welfare states, Austria ranks the lowest, coming in 22nd. 

Most thought-provoking is that the Nordic countries end up very 

high: Denmark tops the list, Finland is in thirteenth place, and in 

between come Sweden and Norway, with Sweden in fourth place. 

This is interesting because it suggests that the economic policy 

model that we adhere to in the Nordic countries today is also 

competitive with regard to entrepreneurship. One can no longer 

argue that relatively high taxes and a rather generous welfare 

state are in opposition to growth through new businesses. The 

United States is also found at the top of the list at number three. 
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This is not unexpected. Everyone knows that the conditions for 

high-tech growth are better in America than in most other coun-

tries. 

 

The third claim concerns the big picture and raises the question, 

to what extent can the European welfare states compete with the 

U.S. when the perspective is broadened? The World Economic 

Forum's competitiveness study from 2010, The Global Competi-

tiveness Report, which I wrote about earlier, can be used to an-

swer this question. 

 

The following graph from the study shows how U.S. competitive-

ness holds up when compared to the average of other highly de-

veloped countries (“Innovation-driven economies”), which in prac-

tice are dominated by the European welfare states.  
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What one sees is what one expects. The U.S. is particularly good 

at innovation, highly sophisticated in business, with a relatively 

well-functioning labor market. In addition, the country has a dis-

tinct advantage due to the size of its domestic market. The United 

States has by far the largest and most sophisticated market. 

 

In the ranking showing the best countries, Switzerland comes in 

first. After Switzerland we find – taking the top ten competitors in 

the ranking – Sweden, Singapore, the U.S., Germany, Japan, 

Finland, the Netherlands, Denmark, and Canada. Between posi-

tions 11 to 20 we find the rest of the European welfare states, 

with Belgium coming in last at number 19. It’s no exaggeration to 

say that the European welfare states truly equal the U.S. when it 

comes to global competitiveness, at least according to the World 

Economic Forum’s report. 

 

When these three conditions – the capacity for economic growth, 

the conditions for entrepreneurship, and overall competitiveness – 

are put together into a complete picture, the differences between 

the two social models are not great. The European welfare state 

model and the U.S. small-government model seem relatively eco-

nomically comparable. 

 

There is a third factor. By all accounts, people, I would argue, feel 

better in the European welfare state than in the U.S. small-

government society. 

 

People in the welfare state 

In their book, The Spirit Level, epidemiologists Richard Wilkinson 

and Kate Pickett argue that at any given time there is a correla-

tion between income inequality and the social conditions of a 

country. The wider the income inequity, the more social problems 
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there are when comparisons are made between countries. Infant 

mortality, life expectancy, obesity, the status of women, mental 

illness, drug use, people in prison, school performance, the 

school dropout rate, and teenage pregnancy. For all these fac-

tors, the larger the income disparity in a country, the greater the 

problems. 

 

In the book there are many graphs in which they show the income 

inequality in different countries along the x-axis and the social 

parameters along the y-axis. In other words, far to the right of the 

chart below (Source: Wilkinson & Pickett, 2009, p 20) are the 

countries that have a high relative income discrimination, high 

income inequality, and in the upper part of the graph are the 

countries with major social problems.  

The U.S. is situated high up in the right corner in all the graphs, 

that is, for all the social parameters that I just mentioned and a 
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few more. In other words, it’s a position that says that compared 

to other highly developed countries, the U.S. has greater income 

inequality and hence greater social problems. The European wel-

fare states (often along with Japan) are without exception posi-

tioned in the opposite corner, on the positive side of the graphs so 

to speak, the side with a relatively low income inequality and low 

social problems. When I argue that the people of the European 

welfare states in general “feel better” than people in the American 

small-government society, it’s this systematic difference in the 

degree of social problems I'm referring to. 

 

I am not uncritical of The Spirit Level. To be sure, the authors 

have persuaded me that large income disparities in a country are 

not good for the people of the country, but they do not show how 

the relationship operates. What underlying mechanisms, for ex-

ample, cause infant mortality to be higher in U.S. than in Swe-

den? Wilkinson and Pickett only assume that there is a causal 

relationship. Other researchers have also criticized the methodol-

ogy used, and, of course, there exists a furious criticism of the 

book from the political right. Still, I think the main message of The 

Spirit Level, that countries with large income differences on aver-

age have more social problems than those with less income ine-

quality, stands up to scrutiny.  

 

A few additional observations in the book are also worth a com-

ment when discussing the United States. In a study of conditions 

in a number of Western countries including the U.S., researchers 

at the London School of Economics have demonstrated that there 

is a correlation between income inequality and social mobility. 

Social mobility is a term that refers to how easy or difficult it is for 

an individual to break free from the income level of his or her par-

ents. The data isn’t extensive, and the results must therefore be 

handled with care, but what can be seen is astounding. Social 
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mobility in the United States (and Britain) is significantly lower 

than in  the other countries in the survey – Norway, Finland, Swe-

den, Germany, and Canada. The European vision of the United 

States, since Alexis de Tocqueville wrote Democracy in America 

about his visit to the U.S. the 1830s, has been rooted in the myth 

of the land of opportunity, a place where anyone through hard 

work and perseverance can achieve anything, the very model of 

high social mobility. This study drives a wedge into that story. 

Contrary to what de Tocqueville observed in the 1800s, it seems 

that it’s more difficult to climb the social ladder in the U.S. today 

than it is in Europe. 

 

This second comment is about the relationship between work 

time and income inequality. It’s well known, and I have touched 

on these facts earlier, that Americans on average work more 

hours per year, and take less vacation time than the average 

Western European. Wilkinson and Pickett discuss the question in 

their book, and find even here a clear correlation. The wider the 

income gap between rich and poor in the country, the more hours 

people tend to work per year when compared to other countries. 

Hence, one could say that one reason, and perhaps a major rea-

son why Americans work so much, is that they live in a country 

with relatively large income differences. 

 

The countries with small income gaps in Wilkinson and Pickett’s 

studies are all European welfare states – with one exception. That 

exception is Japan. Since Japan's public sector is one of the 

smallest among OECD countries if measured as a share of GDP, 

less than the U.S.’s., this should encourage those American politi-

cians who want to do something about income inequality in their 

country. It appears that one can achieve a more fair income distri-

bution even without a welfare state of the European type. How-
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ever, the Japanese model is built on the assumption that there 

should be small differences in income between all different 

groups in society, and one can assume that the general public 

backs this. In other words, it’s the farthest one in the advanced 

capitalist world can come from the American wage and bonus 

culture. 

 

If we accept Wilkinson and Pickett’s analysis, and not all do, there 

is no doubt that the people of the European welfare states on av-

erage live a healthier, better life than people in the United States. 

 

Time is on the side of the welfare state model 

The first argument in favor of the renaissance of the welfare state 

model is that the small-government model has serious problems, 

ranging from shoddy infrastructure to over-investment in the pri-

vate sector. Further, which I have not discussed here, the political 

deadlock between Republicans and Democrats in the U.S. has 

lead such political scientists and commentators as Fareed Za-

karia and Francis Fukuyama to be pessimistic about Americans’ 

ability to address the major issues that urgently need to be ad-

dressed in the U.S. society. Some may say that Europe has 

plenty of its own problems. A bankrupt Greece, difficulties for the 

other PIIGS countries to affordably finance their public debt, and 

a high risk that the monetary union, the euro, will collapse all lead 

one to say that they do have a point. Of course, they are right. But 

these problems have nothing to do with the welfare state as a 

social model. The problems only indirectly affect the nine welfare 

states involved in this discussion.   

 

The second argument is that the European welfare states are no 

longer economically inferior to the U.S. For a long time it was an 

unquestioned truth that the welfare states of Europe were if not 
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economically less developed, then at least less dynamic than the 

U.S. It’s difficult to argue that this is the case now. Although the 

U.S. remains one of the world's most competitive countries, and 

even if no other country in the foreseeable future can compare to 

the U.S. in terms of domestic market size, on closer inspection it’s 

proved that the European welfare states are holding up well in 

everything that determines future economic development.  

 

The third, and decisive, argument has been that people in the 

welfare states in general live a better life with less social prob-

lems. 

 

There is also a fourth point. Time is on the side of the welfare 

state model. Income inequalities will keep pace with globalization 

and technological progress, and this will require political meas-

ures to mitigate the effects of these developments. Compared to 

the U.S. small-government strategy, the European welfare state 

is, I would argue, better equipped to handle them. 
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Essay 2: Is it God-given that the financial sector growth 

follows GDP? 

It’s hard not to think of a bubble when, as in this chart (Source: 

Jones, 2008), one can see how the U.S. financial sector's profits 

in the last decade are completely disconnected from GDP, and 

from profits in the rest of the economy (“Non-Financial Profits”). 

The chart was made by Jim Reid, an economist at Deutsche 

Bank, probably around 2008. What he saw in the graph was an 

abnormality. It shouldn’t look like this, and he coined the phrase 

“a trillion dollar mean reversion”. By this he meant that while the 

financial sector's profits in the long term reasonably should track 

GDP growth – sometimes above GDP growth and sometimes 

below – sooner or later there should be a correction, a return to 

“normality”. And the correction, as he calculated it, was at the 

time on the order of a trillion dollar. 

 

A correction did come with the financial crisis of 2008-2009. The 

financial sector's profits plummeted, and when they reached their 

lowest point in the fourth quarter of 2008, the profit curve was 

below the GDP curve. The correction Jim Reid thought was  inevi-
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table had been achieved – but only for a moment. From the low-

est point in late 2008, financial profits began to bounce back. 

Banks and other financial institutions' profits again developed af-

ter a completely different pattern that didn’t correspond with how 

the profits in the economy in general developed. It seemed as if 

the old order with the financial sector in a unique position, the one 

that applied before the financial crisis, was back. Could it be that 

the financial sector itself had become a bubble? Could it be that 

the subprime crisis for a short time led us to believe that the finan-

cial sector returned to normal in the sense that it would continue 

to develop in line with the broader economy? 

 

In this paper, I examine the question: Is the financial sector a bub-

ble? By “bubble” I then mean unsustainable increases in the fi-

nancial sector’s volume and profits. Could it be that the subprime 

crisis was just a temporary setback, certainly dramatic, in an up-

ward trend for the financial sector that began long ago, in the late 

1990s, and continues today at this writing (May 2011)? 

 

The financial sector is defined as companies whose main task is 

to work with financial instruments and the trading of financial in-

struments: banks, investment banks, hedge funds, mutual funds, 

brokers, etc. I discuss the conditions in the United States. This 

means that the financial sector more specifically is defined in the 

way the Federal Reserve and other U.S. authorities are doing. 

The time horizon is the period after 1990 with emphasis on condi-

tions between 2000 and 2010. 

 

Why has the U.S. financial sector profits exploded? 

There are at least five profound explanations, none of them nec-

essarily more important than the other, of why the financial sector 

profits have exploded over the last 10-15 years, why the curve of 

“Financial Profits” in Jim Reid's chart looks the way it does. 
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First, deregulation. During the past twenty years there has been 

significant deregulation in the financial markets in the U.S., as in 

all OECD countries. Admittedly, when talking about interest rates 

and credit volume controls (which, incidentally, never had the 

same significance in the U.S. as in Europe), deregulation of finan-

cial markets began much earlier, at the end of the 1970s. It was 

also a deregulation that allowed for modern money and capital 

markets. But this occurred before deregulation had a real impact 

in the sense that banks and other institutions could make big 

money given more freedom. However, during the 1990s, we got a 

number of important new deregulatory measures in the U.S., 

which opened up more profitable markets. The Glass-Steagall 

Act, which expired in 1999, is probably the most important. It 

meant that now U.S. banks, just as in Europe, could conduct both 

conventional banking and investment banking in the same firm. 

This has accelerated development in some areas, such as pro-

prietary trading. It’s in turn part of the background to the explosion 

of profits. More generally, one need not doubt that deregulation 

has contributed to earnings growth in the U.S. financial sector 

over the past 15-20 years. Expressed differently, financial institu-

tions have step by step through deregulation acquired new mar-

kets to operate in, and they have done so successfully in the 

sense that, all else being equal, the profits have risen. 

 

Second, there has been plenty of cheap money and cheap capital 

available in the economy, and occasionally there have been very 

good times. Especially in the last decade, from 2002 until 2007, 

monetary policy in the U.S. has been very lax. The Federal Re-

serve, with Alan Greenspan as chairman, held short-term rates 

low, at the level of 1%, for long periods. And America's large fi-

nancial imbalances, especially the current account deficit, meant 

that there was plenty of money in the system. After 2003 and up 
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to the crisis, there was a boom. Times were good, and the mood 

in the stock and housing markets was excited, sometimes 

euphoric. Credit expansion was very strong. All are factors that 

have contributed to the financial sector’s earnings explosion. 

 

Third, the housing bubble. The extreme price increases for single-

family housing in the United States after 2000, and the increas-

ingly hectic mortgage carousel, favored banks' profits. In practice, 

this meant very strong volume increases in mortgages, which 

rose in a few years, from 2000 to 2008, from 15% of GDP to 25%. 

In absolute figures, the mortgage loan portfolio in the U.S. in-

creased from $1,500 billion in 2000 to $3,500 billion in 2008. This 

is an almost incomprehensibly large increase – compare Swe-

den's GDP in 2009 of about $400 billion. In parallel, the financial 

sector developed other, primarily commission-based methods to 

make money on the housing bubble. Housing loans were often 

made for the short term, which meant they had to be renegotiated 

now and then. Every such transaction incurred new charges for 

the borrowers. 

 

Fourth, securitization. In simple terms, securitization means that if 

a bank has a large portfolio of a particular type of credit on its bal-

ance sheet, let’s say home loans, it can sell off the portfolio as a 

package to another company, which in turn converts the portfolio 

into new securities. Individual loans in the portfolio that the bank 

sold – where differences in size, maturity and interest rates from 

one loan to another, of course, are large – reconstituted in this 

way into securities with more precise contours, precise duration, 

exact interest rate, and, above all, a rating. It means that these 

securities become tradable. It opens up a huge market where 

those with money to invest, such as pension fund or hedge fund 

companies, can find high-yielding and, or so everybody thought, 
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safe securities to invest in. And this was done on a massive 

scale. When the securitization in the United States was most ex-

tensive in the final months of 2006 and first half of 2007, about 

$100 billion per quarter was brought into the market in new secu-

rities. Not only mortgages for housing and commercial properties 

but also portfolios of credit card loans, car loans and many other 

types of credit, were securitized. With the crisis, not surprisingly, 

the interest in securitization turned radically downward. During the 

first half of 2008, there was only $5 billion per quarter in the form 

of new securitized assets. The subprime crisis had struck. 

 

It’s no coincidence that the period when the securitization in the 

United States grew and became significant for the financial sec-

tor, from the early 1990s until 2007, coincides with the period 

when the financial sector’s relative earnings exploded. Securitiza-

tion developed into a formidable profit machine for financial firms, 

not the least for the major U.S. banks. 

 

Fifth, proprietary trading. Banks' freedom to conduct business 

against their own balance sheets used to be highly regulated in 

virtually all OECD countries. In view of the principal-agent prob-

lems that might arise, legislators typically were critical of, and 

therefore limited, a bank taking risks on its own account through 

non-hedged investing in securities such as stocks, bonds, or cur-

rencies. There simply is, regulators argued, a potential conflict of 

interest between the bank’s customers and the bank itself. 

 

There has been an important exception to this basic rule. Ameri-

can investment banks did not have these restrictions. They have 

been able to speculate in securities by taking the risk on their own 

account. Little by little, an increasing proportion of the large U.S. 

investment banks’ profits came from proprietary trading. When 

the boundaries between banks and investment banks disap-
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peared with the end of the Glass-Steagall Act in 1999, there were 

in practice even greater opportunities for proprietary trading and 

even greater opportunities for more institutions to make money 

that way. 

 

More proprietary trading – together with intensive product devel-

opment, in which lots of new financial products, like credit default 

swaps (CDS) and other derivatives, arrived on the market and 

became key instruments – is an important reason why the finan-

cial sector's profits since the mid-1990s have risen faster than 

GDP, and faster than the profits in non-financial firms. One could 

more generally say that the U.S. financial sector during this period 

successfully developed new ways to make money. An increas-

ingly large proprietary trading business is thus one example. That 

traditional banking became more and more commission-based is 

another. It became more common to make such lending arrange-

ments that the number of transactions, and thus the opportunity to 

charge fees, would increase. In his book Freefall, Joseph Stiglitz 

argues that banks' increased focus on making money, has meant 

that they moved away from their social mission to help house-

holds and businesses to easily, and at the lowest possible cost, 

borrow the money they need. The balance, says Stiglitz, seems to 

swing more and more over to the banks' self-interest to make as 

much money as possible. The banks’ social mission has taken a 

back seat. 

 

We need not doubt that these five factors weigh heavily when it 

comes to explaining why the U.S. financial sector's profits in-

creased faster than GDP since the mid-1990s. The question is 

whether it also has meant increased risk-taking.   
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Have financial firms increased their risk-taking? 

The risk-return relationship, i.e., high yield implies increased risk, 

is well known and well documented both in finance theory and 

empirically. If in any part of the economy, it’s in the financial sec-

tor that the risk-return relationship should be particularly strong. In 

other words, it’s a reasonable hypothesis that the relative profit 

explosion that occurred in the financial sector, especially during 

the first half of the last decade, can largely be explained by in-

creased risk-taking. 

 

The symptoms of increased risks are many. First, the financial 

sector debt has increased rapidly. As a rule of thumb, rapid debt 

growth is almost always an indication of increased risk, and the 

development of the U.S. financial sector debt has been dramatic. 

This FRED chart (from the Federal Reserve Bank of St. Louis) 

shows that clearly. 

 

Since 1990, borrowing by the U.S. financial sector has increased 

from 40% of GDP to just under 100% of GDP today. And even 
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more interesting is that this expansion is much more rapid than in 

any of the other three sectors in the U.S. economy: non-financial 

enterprises, households, and the public sector. The indebtedness 

of non-financial companies followed household debt up to about 

year 2000. Thereafter, one cannot find anything equivalent to the 

mortgage bubble's impact on household debt, which increased 

dramatically. Non-financial enterprises’ debts have largely been 

following GDP during the last decade. Furthermore, the liabilities 

of the public sector have remained fairly constant as a share of 

GDP up to the financial crisis. Of course, the big federal stimulus 

programs changed that, but the fact remains that during the pe-

riod we are discussing here, from 1990 until today, it seems that 

the U.S. financial sector’s debt growth has been in a class by it-

self. 

 

This development is thought provoking. Stated in other terms, it 

means that the financial sector has, to a large extent, “taken on a 

life of its own”. The debts in the financial sector have increased 

significantly because of internal deals that required credits, deals 

between different financial institutions. Polemically, one can say 

that the rapid increase in financial sector debt in the new millen-

nium is essentially explained by either the subprime mortgage 

bubble, or by “change-money-with-each-other” activities. Both 

definitely have the character of speculation. 

 

The high relative growth of debt is the most important sign that 

the financial sector has assumed increased risk, but there are 

also other signs. New financial products, particularly derivatives of 

various kinds, and all the tools and instruments used in the secu-

ritization process, have created the conditions for greater risk-

taking. It’s reasonable to argue that the net effect has meant in-

creased risk, and it’s also likely that the corporate culture of banks 
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and other financial institutions has become more risk inclined, not 

least as proprietary trading activities have widened. The degree of 

speculation also correlates positively with the general mood in the 

economy. When times are good, and they were for much of the 

last decade in the U.S., banks are willing to take on more risk. 

 

My conclusion is that increased risk-taking significantly contrib-

uted to the financial sector’s relative earnings explosion. A bubble 

was built up, but whether the bubble burst once and for all with 

the subprime crisis, is another matter. I will return to that question. 

A short digression. Could it not also be argued that large banks 

lending to states, which turned into a nightmare last year, espe-

cially for the large European banks, with sovereign debt crises in 

the PIIGS countries, is another sign of financial sector specula-

tion? I would say no. Under the so-called Basel rules government 

bonds have been regarded as safe investments. They do not re-

quire any additional capital. It’s not the banks that decided that 

bonds issued by, say, the Greek state are without risk (which is 

the implicit assumption behind zero capital requirements for sov-

ereign bonds). It was a political decision based on what regulators 

and other bureaucrats proposed. For this reason I would argue 

that sovereign bonds on banks’ balance sheets should not be 

considered as speculative investments. 

 

Is it God-given that financial sector growth follows GDP? 

No, it’s not “God-given” that financial sector growth follows GDP 

growth. But one could say it’s logical when looking at the financial 

sector's three classical tasks: 

•To allocate credits  

•To handle savings and liquidity for households, corporations, and 

other legal entities 

•To be responsible for the payment system in the economy 
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The fact that the U.S. financial sector has broken the relationship 

with GDP suggests that it has taken on new tasks besides these 

three. These new tasks must in principle involve one of two areas: 

1) they must successfully offer households or businesses, or 

both, valuable financial products that are not related to credit, 

savings, and payments. It’s difficult to see what it could be; possi-

bly advanced problem solving coupled with sophisticated technol-

ogy, such as risk management services for businesses. There 

might also be some new products based on trading. Or 2) it has 

to do with “inter-bank business”, where the financial sector in itself 

creates markets for different products. It has apparently been 

done, especially on the trading side. But since “inter-bank” is a 

market where professionals do business with each other, and a 

market where it’s difficult to find a temporary monopoly through 

product development, it should essentially be a zero-sum game in 

terms of profit. In any case, the risk-adjusted profits should in the 

long term be very limited. This is related to that the level of risk in 

such transactions, by definition, is high. Besides arbitrage, it’s all 

about speculation. 

 

Parenthetically, what is meant by speculation? The concept is not 

crystal clear, but in the financial context, it means that someone 

makes a short-term investment in a security of some kind. “Short-

termism” is the main characteristic of speculation. The investment 

is made because one believes it will be profitable. The opposite, 

to know anything with certainty, is of course not possible. A long-

term investment grounded in fundamental analysis has a high 

probability of becoming a good deal, but the outcome is never 

certain. Speculation is thus tantamount to taking a high risk with a 

short-term investment. Speculators often increase risk intention-

ally, for example through leveraging via borrowing or through 

large volumes. 
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My conclusion is therefore that these “inter-bank” trades are 

mainly about speculation so defined. The financial sector's large 

relative profits, which particularly in the last decade disconnected 

from the other corporate sectors of society, are thus a reflection of 

considerable risk taking. This would mean that the profit explosion 

is an anomaly. The level of profit will in one way or another be 

returned to normal. Put another way. Jim Reid was right when he 

talked about “a trillion dollar mean reversion”. It also means that 

it’s reasonable that the financial sector growth on the whole, and 

in the long term, is following growth in the real sector, roughly 

equivalent to GDP growth. If it does not, it may be a bubble that is 

being built up. 

 

Is the financial sector a bubble? 

Academic research knows almost everything about how financial 

bubbles arise and develop. The setting in the country in which a 

bubble might occur is almost always the same. The times are 

good. There’s an expansionary monetary policy, which means 

that there is plenty of money in the economy. Surprisingly often, 

the country also has financial imbalances, such as a large exter-

nal debt that is growing (current account deficit). Businesses and 

households have easy access to credit. Interest rates are low. 

 

The bubble develops in two stages. The first stage is character-

ized by a general expansion of credit. For a particular asset class, 

such as family homes as in the subprime crisis, credit growth is 

exceptionally strong. Consequently the price of this asset rises 

very quickly. As the asset is often used as collateral for loans, it 

means that price increases will widen the supply of credit. And 

that space is taken. In other words, we get a self-reinforcing proc-

ess and credit expands even faster. It’s so rapid that usually no 

bank or other creditor understands how quickly increasing risks 

are building up on their balance sheets. 
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Suddenly something happens that creates uncertainty. It can be 

almost anything, seemingly trivial or random, but the conse-

quences are immediate. The prices of the asset suddenly turn 

downward. The most risk-prone lenders run into trouble. In the 

Swedish financial crisis of the 1990s (considered “one of the big 

five” global financial crises by Reinhart and Rogoff in their book 

This Time is Different), it was the finance companies that were 

first, they had taken the high risk credits that banks didn’t want to 

have on their balance sheets, and one by one, they went bank-

rupt in the autumn of 1990. Pretty soon the crisis hit the entire 

financial system. The bubble had burst. 

 

The U.S. subprime crisis followed exactly the same pattern. Like 

all other bubbles in history. 

 

It’s one thing that financial bubbles historically have followed this 

pattern. But how can one say that the financial sector itself is a 

bubble? Financial bubbles normally are about, as I just said, a 

particular asset class (such as railroad bonds in the 1870s, 

shares after the First World War, family homes during the current 

crisis, etc.) whose prices run amok and leave reality, largely due 

to generous lending, that in turn makes speculation possible. The 

financial sector as a lender is the very condition for a bubble to 

emerge. How then can the financial sector itself be a bubble? 

Not surprisingly, the financial sector per se can be a bubble. All 

financial sector companies considered as a single portfolio are an 

asset class that should be studied if one wants to demonstrate 

that what occurred in the last decade is about a financial bubble. 

Two issues are relevant. Has the aggregate market value of 

banks and other financial institutions, that is, financial firms collec-

tively, some time in the last decade risen quickly and a lot? And 

thereafter turned down as quickly and as much? The answers are 
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yes and yes. The market value of the U.S. financial sector 

(defined as the Dow Financial Sector) grew almost 90% in just 

over four years, from March 2003 to June 2007 when the down-

turn began. It was significantly faster growth than for non-financial 

firms during the same period, and the decline was dramatic when 

it occurred. From top to bottom, the financial sector’s market 

value sank by 80% in a very short time. 

 

The second relevant question is whether the financial sector’s 

borrowing during the period has increased significantly, more than 

the real sector borrowing. Again, the answer is yes as I have al-

ready noted. The U.S. financial sector borrowing increased be-

tween 1998 and 2008 by 51%. During the same period, real sec-

tor borrowing increased by 18%. 

 

What is the conclusion? It’s difficult not to argue that the U.S. fi-

nancial sector in the past decade was in a bubble, and that bub-

ble burst in 2007, triggered by the subprime crisis. However, the 

really interesting question is whether the subprime crisis was just 

a notch in the curve showing the financial sector’s profits. We can 

say that it probably was just a notch because we observe that the 

sector continues its speculation, perhaps more carefully, and after 

the Dodd-Frank Act a little more reined in by the authorities, but 

with the same instruments, with basically the same organization 

and, in fact, with much the same top management people as be-

fore the subprime crisis, at least if we talk about the TBTF banks. 

This leads to the question of the politicians' handling of the crisis. 

 

The rescue of TBTF banks became a political half-measure 

The world's politicians and central banks intervened in 2008 in the 

financial sector with a combination of risk capital contribution, in-

creased liquidity, and radical reductions in short-term interest 
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rates. Globally, it was the largest stimulus package ever. The dra-

matic fall in the financial sector's market value stopped. The turn-

ing point came early in 2009. About the same time the real sector 

turned up. If measured by the stock market's behavior, the major 

stock exchanges began their recovery in mid-March 2009. 

 

Why did politicians intervene so forcefully? The simple answer is 

that they had no choice. There are systemic risks tied to the finan-

cial sector. The risk of a bankruptcy of a large bank is a threat to 

the entire economy. Consequences in the real sector of a bank 

failure can be extremely serious. On the other hand, if a large 

industrial enterprise, even the country's largest company, goes 

bankrupt, the contagion effects will be comparatively limited. The 

financial sector is special in the sense that there is this systemic 

risk. Banks also provide “the oil in the economic machinery”. 

Without a well-functioning financial sector enabling households 

and businesses to get the loans they need and to make their pay-

ments, we will immediately see dire effects in the economy as a 

whole, which is exactly what happened in 2008. When the credit 

market in a very short time “dried up”, unemployment rose. For 

example, manufacturing companies that rely on credit to get their 

products sold, like the automotive industry, ran into trouble right 

away. Volvo's sales of heavy trucks fell dramatically after 2008, to 

take a Swedish example. The crisis quickly spread to other sec-

tors. Politicians felt it was necessary to intervene, and to do so 

forcefully. 

 

Today we can say with certainty that if the U.S. government and 

Federal Reserve had not gone ahead with these huge stimulus 

packages and relief efforts, reinforced by the actions of other gov-

ernments and central banks, the global economy would have en-

tered into a very deep recession, something similar to the Great 
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Depression of the 1930s. As a result of this effort, the major U.S. 

banks were saved. They were simply TBTF – too big to fail.   

 

Unfortunately, the rescue of the TBTF banks was done in a way 

that exacerbated the situation, so the systemic risk increased. If 

anything, the TBTF banks became even more system-critical for 

the United States than before the crisis and even more politically 

powerful by virtue of their size and nearly limitless lobbying re-

sources. I think it was a big political mistake by Washington when 

the possibility existed, not to restructure the TBTF banks and thus 

reduce systemic risk significantly. It would have been possible, 

and attempts were made. Many wanted to break up the TBTF 

banks into two parts – a traditionally regulated banking organiza-

tion and a deregulated investment banking business, similar to 

what existed before 1999 and the repeal of the Glass-Steagall 

Act. This “breaking up”-model became known as the Volcker rule, 

after former Federal Reserve Chairman Paul Volcker, who sug-

gested just such a division. It would have decreased systemic risk 

as well as the major banks' political power. But these ideas came 

to naught. Arguably this is because it’s inconsistent with American 

values, certainly not in keeping with the small-government strat-

egy, to replace private ownership with public ownership, much 

less to allow politicians to control the restructuring of an industry. 

Because the TBTF problem is essentially unresolved, I think we 

can expect a new major financial crisis within a few years with its 

epicenter in the U.S.. 

 

We can expect a new financial crisis in a few years 

We know that the U.S. financial sector's profits today have re-

turned to the same level as before the crisis. In fact, profits in ab-

solute dollars were higher for the full year 2010 than they ever 
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have been, higher than 2006, the best year before the crisis. We 

know also that the U.S. financial sector’s profits as a percentage 

of business sector's total profits today is back to the same figure, 

around 35%, we had at its highest level a couple of years before 

the crash. It’s clear from the figure below. (Source: Madigan, 

2011) 

 

That the financial sector's profits have bounced back is the same 

as saying – provided the hypothesis that the financial sector is a 

bubble is proven correct – that it is likely that something dramatic 

will happen again. Expressed another way, all the efforts to stabi-

lize the financial system made by the world's governments and 

central banks in 2008 and 2009 have been effective in the sense 

that the financial sector has begun to function again. Real sector 

companies can get their loans and make their payments. How-

ever, what is more disturbing is that the financial sector in the 



208 

 

U.S. – to judge from its quarterly reports – has again begun to 

speculate on a broad scale and may very well be on track to once 

more lose its link to the GDP. 

 

Someone might say that the stock market does not reflect this 

trend. U.S. financial stocks have not improved in 2010 and 2011 

despite soaring profits. I think one can assume that the market 

has understood exactly the thesis of this paper – large new risks 

are being built up in the financial sector that will turn into in a new 

bubble that bursts. Further, European politicians’ “kick-the-can” 

handling of the sovereign debt crisis and American politicians' 

inability to convincingly take hold of America's own national debt 

problems, contribute to the fact that bank stocks do not follow 

bank profits. As I write this, we are also moving into a low growth 

period, at worst a recession. But underlying that explanation, it 

seems, it’s at least my view, as if the stock market believes that 

once again considerable risks are being built up in the U.S. finan-

cial sector. 

 

For everyone who believes, and I am among them, that the finan-

cial sector is not there for its own sake, and should not be allowed 

to take such huge risks that the stability of the entire world's econ-

omy is threatened on the day the bubble bursts next time, what 

we now see is, to say the least, frightening. Somewhere in the 

future, probably within a few years because the financial sector's 

revival is going so fast, we will have a new deep financial crisis. 

And it will almost certainly be worse than the one we thought we 

had just rescued ourselves from.   
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Essay 3: About the need for the United States and the 

world at large to address the environmental threat 
The fact that George W. Bush chose not to sign the Kyoto Proto-

col was an important event. It confirmed what many non-

Americans sensed, that the U.S. has decided to go their own way 

and disconnect itself from multilateral cooperation efforts. The 

Kyoto Protocol had its shortcomings, no doubt. Nonetheless, the 

fact that the world's largest economy and foremost political power 

decided to stand on the sidelines of a joint effort by many coun-

tries to an agreement codifying their willingness to tackle climate 

change, was a big disappointment for many. 

 

Since the Kyoto Protocol was about global environmental and 

climate change, it was surprising that the U.S. did not want to join 

in. It must have been as obvious to the Bush administration as it 

is for everyone else that environmental and climate issues need 

to be resolved jointly by the countries of the world. Yet they chose 

to accept the political costs of stepping aside. It says something 

about “American exceptionalism”. It’s worth noting that Condo-

leezza Rice, according to an article in the New York Times in con-

nection with her recently published memoir, considers the deci-

sion to abstain from signing the protocol, as a mistake, “a self-

inflicted wound”. 

 

In this essay, I will discuss environmental and climate change as 

a global political challenge, but do so with special emphasis on 

what is required of U.S. politicians. My hypothesis is that environ-

mental and climate change is a political challenge of special dis-

tinction compared to what we have become accustomed to during 

the centuries of industrialism. It transcends that. The world will 

apparently not be able to cope with environmental and climate 

issues without “big government”, more joint investments, and 
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more political involvement than we have today in the OECD coun-

tries, perhaps more than we ever had during the last century. This 

vision must look provocative to today's American politicians. It 

runs counter to individual freedom and libertarianism that holds so 

much sway in contemporary American politics. Yet climate 

change is a threat that no responsible politician can ignore. 

 

Let me start with the big picture 

One could argue that Western man in modern times, say from the 

1600s until the 1900s, on the whole has acted rationally, and has 

refrained from a too short-sighted behavior. One can also argue 

that this took place with the support of constitutional liberalism, 

capitalism and democracy, the three basic elements of Western 

civilization. 

 

Constitutional liberalism came first in the late 1600s and was in 

many ways the most crucial element. As citizens, we gradually 

became free from monarchs and various institutions of unques-

tioned authority, and we acquired rights to control our lives and 

property: freedom of speech, freedom of religion, property rights, 

and so on. From the mid-1700s on, economic liberalism devel-

oped. It intellectually killed mercantilism and saw to it that govern-

ment regulation and intervention in the markets were removed. 

Other obstacles to an efficient economy, such as guilds, were 

abolished. Furthermore, we as citizens acquired democratic 

rights, the right to vote, even if it took a long time as in the case of 

women’s suffrage. In the mid 1800s we had in the front-line coun-

tries, mainly Britain and Germany, an emerging democracy and a 

dynamic capitalism with large production capacity. But also many 

abuses and social problems, like child labor and extreme poverty. 

Those social problems led to political counter-movements, primar-

ily socialism and communism. The Communist Manifesto was 

published in 1848. Conservatism, which was conceptually devel-
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oped by Edmund Burke in the late 1700s as a reaction to the 

French Revolution, was also a kind of counterpoint. As ideologies 

evolved, we in the Western world achieved slowly but surely, at 

least in practical politics, a kind of consensus between liberalism 

and socialism (even though we speak of social democracy, the 

reformist variant of socialism). One of the reasons was that the 

economic and political model that has emerged during this proc-

ess provided people in general with a materially better life, and 

eventually access to welfare resources such as health care, edu-

cation, and social security. 

  

So in summary, if we talk about the West's development during 

the Industrial Revolution up until today, we have managed to find 

a workable balance between the short-term and long-term. The 

success of the Western model of society has in fact been so great 

that the political scientist and philosopher Francis Fukuyama 

some twenty years ago wrote the book The End of History. He 

said that now that the Cold War has ended with the fall of the Ber-

lin Wall and the Soviet Union in shambles, it was time to ask 

whether constitutional liberalism, combined with democracy and 

modern capitalism, is the ultimate model of society. Not that it 

couldn’t be further developed politically and economically, but it 

would be difficult, Fukuyama said, to find any real alternative to 

constitutional liberalism, democracy, and capitalism. The question 

is whether Fukuyama is right. I would say that he is only partly 

right. 

 

“Land is considered the inexhaustible gift of nature” 

It’s thought-provoking that political ideologies, and that goes for 

everything from libertarianism to socialism, are based on a more 

or less implicit condition – that there are no limits to the possible 

and thus no limits to our prosperity. The resources we need to 

extract from nature are limitless. As it was declared in an old text-
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book, “Land is considered the original and inexhaustible gift of 

nature.” Classical economics does not see this as a problem: to 

the extent that we are using up more of limited resources, the 

market will ensure that the problem is addressed. Prices will go 

up, it will be more profitable to open new mines or whatever is 

required, and build new refining facilities. More goods go on the 

market, prices fall, and supply and demand eventually balance. 

But only for a short time. When the next disturbance occurs, the 

same process repeats itself. And so it continues. 

 

If it’s finite resources we are talking about, such as certain metals 

or oil, there will sooner or later come a time when it’s economi-

cally and physically impossible to increase their extraction. We 

have probably reached the limit for some resources today. “Peak 

oil” has already occurred, or is about to occur, according to quali-

fied observers. Besides, it’s far from the most severe part of the 

problem of limited resources. It’s rather that during the centuries 

of industrial development we have used nature as a garbage can, 

as a place where we, without thinking and at virtually no cost, can 

emit various wastes and substances that we do not need. The air, 

the land, and the seas have become developed Western society's 

dumping ground. We have been doing it for so long and so widely 

that a majority of the scientific community with expertise in this 

area today have recognized, most clearly expressed in IPPCs 

reports, that the planet is getting overburdened, and that there’s 

an urgent need to address the problem. The global temperature 

increase is very likely a result of society’s emissions of green-

house gases. Sea levels will continue to rise as the temperature 

in the Arctic increases. 

 

At this point I think we no longer have the conventions and institu-

tions and ideologies that are powerful enough to ensure that we 
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humans do not act selfishly. Perhaps the evolutionary biologist 

Richard Dawkins was right when he concluded that sustainability 

is not something that humans have, as he puts it, “a natural talent 

for.” It’s another way of saying that humans are acting shortsight-

edly when it comes to the planet. To be sure, we are improving. 

We understand that natural resources are finite and that we must 

not pollute the environment. Ecological awareness is high, espe-

cially in children and young adults. And businesses and politicians 

make lots of gestures to improve the environment and to avoid 

additional stresses on nature. 

 

However, it’s done a little with the left hand, gently, with the tacit 

understanding that Western democracies have historically shown 

an incredible ability to cope with major challenges, that capitalism 

is extremely adaptable, and good at developing new more effi-

cient technology. So probably things will work out in this case, 

too. Can we count on what carried us through in the past? 

 
Can our political system take care of the threat to the planet? 
The policy measures needed to save the planet, defined as the 

measures proposed by the IPCC, are so extensive that the cur-

rent political system may not be able to handle them. Let's look at 

what is almost certainly required, and let us observe it from an 

American perspective. 

 
(1) We need to create high awareness among people in general 

about environmental and climate change. It may seem like a task 

that is already done in the West, but it’s not. As the reader knows, 

I spent much of the autumn of 2009 in the United States, just be-

fore the climate summit in Copenhagen. In Europe, the Copenha-

gen meeting was all over the media. In the U.S., you had to 

search for information about it. Furthermore, any broad environ-

mental debate like the one in Europe did not exist. A year later, in 
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autumn 2010, I was in Australia and New Zealand. Both of these 

countries, particularly Australia, are doing financially very well on 

the export of finite natural resources. Australia also burdens na-

ture heavily through emissions. Almost all of Australia's energy 

production is based on black and brown coal. All in all, it set the 

tone of the Australian and New Zealand environmental debates. 

There are few politicians in these countries who strongly pursue 

environmental and climate issues, and if there are some (for ex-

ample, former Australian Prime minister Kevin Rudd who wanted 

to tax the mining industry), the risk of political backlash for that 

politician is apparently high.  

 

(2) Economic growth is a must. At least for an economist, it 

seems self-evident that the market needs to work at full speed, 

and the economy needs to grow if the ecological challenges are 

to be dealt with. This is not self-evident to for example Tim Jack-

son, author of the highly praised book, Prosperity without Growth. 

He calls economists “ecologically illiterate”. They do not under-

stand, he argues, that growth, the constant quest for higher pro-

ductivity, and creative destruction, is a threat to environmental 

efforts and something that must be eliminated. For me, this is, to 

respond in kind, “ecological bullshit”. Tim Jackson, and all others 

who think that in order to save the planet we must strive for pros-

perity without growth, is simply wrong. How could we have any 

chance in the world to meet the planet's sustainability challenges 

without having our economic system, the market economy, work-

ing at full speed? Economic growth is a must 

 

On this particular point, I have a hard time seeing any Western 

country being better positioned than the U.S. where politicians are 

focused on creating the best possible conditions for economic 

growth. 
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(3) There must be financial incentives for structural change that 

enhances the environment and climate. This process is ongoing. 

The market simply sees to it that the incentives change. People 

and companies increasingly demand products and services that 

are good for the environment and ecological balance. From the 

supply side, it’s scarcity that pushes up prices. The problem is 

that the market left to itself apparently does not do enough. 

There’s a need for even stronger incentives for increased econ-

omy of energy and finite raw materials, for reducing harmful emis-

sions and other sources of environmental degradation, and for 

even more rapid structural change in the way we travel, build, 

warm up and cool down, produce food etc. The problem with the 

market is that it’s rather myopic. Through the price signal, the 

market is really good at meeting demands in the short term. But 

for needs that are farther away than 3-5 years, the market oper-

ates poorly, if at all. This is the problem for the issue we are dis-

cussing here because the time horizon for the environmental and 

climate issues is much longer than 3-5 years. 

 

Only through a political process can incentives for long-term be-

havior be created and implemented. Subsidies to enterprises for 

sustainable energy, waste management, and technological devel-

opment are concrete examples. And there could be incentives for 

households to save energy and otherwise to behave in an envi-

ronmentally friendly manner: in other words, much of what al-

ready exists but on a much larger scale. 

 

On this point the challenge for the United States is bigger. By 

American standards, it means “big government”. To intervene in 

markets is as far from today's dominant economic policy para-

digm in the Western world, “post-modern classical economics”, as 

one can imagine, and especially for the American version of the 
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paradigm, the small-government approach, the libertarian policies 

we've had in the U.S. since the 1980s. Moreover, it’s not the only 

challenge brought on by environmental and climate threats. There 

is one further point. 

 

(4) Investment’s share of what we produce must increase. This is 

basically the same as saying that consumption must be reduced. 

It’s most obvious for those countries that already have high con-

sumption and at the same time have borrowed heavily. The 

United States is such a country. As we know, over 70% of what’s 

produced (GDP) in the U.S. goes to private consumption. This is 

10-15 percentage points more than what other OECD countries 

consume and it suggests that the transition for the United States 

would be more profound. There’s another disturbing factor. Left to 

itself, the market cannot cope with many of these environmental 

and climate-related investments. The amounts are too large, the 

time horizon too long, and the risk too high. These investments 

can be realized only through political initiatives and public financ-

ing. Since the U.S. already has a significant national debt, and 

everyone agrees that it must be reduced, it follows that these in-

vestments cannot be realized without major tax levy – again, an 

expression of “big government”. 

 

Cutting back on consumption and increasing investment for the 

purpose of protecting exhaustible natural resources and reducing 

emissions, and doing it in a relatively short time, perhaps in a few 

decades, is a huge political challenge for all countries. Politicians 

will try to protect themselves, perhaps making light of the chal-

lenge, and that probably goes for all the big, traditional parties 

regardless of ideology. The above four-point program goes much 

further than what Western politicians are used to. Not least, it ex-

tends further than what American politicians have been accus-

tomed to. 
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PS. It may require a fifth point for the politicians to take environ-

mental and climate change seriously enough. 

 

(5) Everyone needs to be shocked. In the summer of 2011, Nobel 

Laureate Paul Krugman participated in a TV debate on the U.S. 

economy (Charlie Rose, Bloomberg, June 3, 2011). He argued, 

as the Keynesian he is, that much more vigorous political actions 

were needed to revive the U.S. economy and bring down unem-

ployment. And then he added something like: “Think about the 

idea that we unexpectedly find out that there’s a threat to the 

planet by an invasion from outer space, of aliens. We would im-

mediately take action with a very ambitious program. One thing 

we can be sure of, the current unemployment rate of 9% would be 

gone, at least very much reduced, in no time.” 

 

This is probably correct. There are even real examples, such as 

what occurred in many Western countries when the Second 

World War broke out. From that, one can speculate about what 

the world today would need to “get on its feet”, to seriously ad-

dress the climate and environmental threat. What would provide a 

sufficient shock, parallel to the threat of an invasion of aliens or a 

world war, for the planet's vulnerability to become clear to every-

one? One can only guess. Maybe an event that temporarily made 

global agricultural yields fall dramatically and made it clear that 

the next time would be worse. Or maybe something entirely differ-

ent. 

 

In any case, politicians all over the world would immediately initi-

ate a wide range of “green” investments and other measures to 

save the planet. There would be coordinated action across bor-

ders, much like what happened when the global financial crisis 

was at its worst in the fall of 2008. The funding wouldn’t be an 
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issue – or rather, it would be resolved by printing money or via 

high-growth, or more likely a combination of both. Besides, the 

market would immediately raise the price of scarce natural re-

sources like food, oil, metals, and forest products, which in turn 

would have profound structural consequences with less use of 

these resources in absolute terms as one effect. People would 

save more and consume less. Presumably, the public interest, 

and what we collectively produce and consume, would have more 

space in people's minds. That has been true historically – when 

human beings meet a serious threat to society, the collective and 

communal get more of their attention and thoughtfulness. 
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Chapter 4 - a summary 
Some of the challenges that these three essays are describing, 

the United States shares with the world. Many of today's large 

and difficult social problems know no national boundaries. Envi-

ronmental and climate change is the most obvious example. Yet I 

believe that the U.S. is facing greater challenges than most if not 

all other Western countries. The reason is that the United States 

in recent decades has gone further than other Western countries 

in its belief in the superiority of the market and private interest, 

what I have called the small-government strategy, and in its paral-

lel distrust of government. If politicians are forced by reality to 

step back from this strategy, the first step will be, figuratively 

speaking, a bigger one for the U.S. than for other Western coun-

tries. This is particularly clear in four areas. 

 

The first is the political challenge. The U.S. faces some prob-

lems that cannot wait; they must be addressed immediately. Sus-

tainable plans to reduce the national debt and to modernize the 

infrastructure are the two most obvious examples. The financial 

sector, which has more and more clearly taken on a life of its own 

disconnected from the real sector, is a different political chal-

lenge. As I have shown, there is much to suggest that the finan-

cial sector in general, and the TBTF banks in particular, once 

again is experiencing a wave of speculation that may well develop 

into a bubble that bursts. If we once again undergo a major finan-

cial crisis, it would almost certainly spread to the real sector, to 

businesses and households. One of the most important tasks for 

politicians, and not just for U.S. politicians, is to create economic 

stability and a sense of balance in society. The TBTF problem 

with its high risk-taking in big financial firms is a major challenge 

for American politicians. 
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One might think that this is challenge enough. Yet the really pro-

found challenge for American politicians in the coming years will 

be to reform libertarian policy, the economic policy paradigm that 

Ronald Reagan launched, which Alan Greenspan more than per-

haps any other decision maker embodied, and which I have 

called post-modern classical economics. That libertarianism is 

associated with the American ideals of freedom makes it particu-

larly difficult to change. To find a new balance between liberty and 

justice and between private and public won’t be easy. Neverthe-

less, it’s necessary. 

 

The second is the psychological challenge. In the economic 

sphere, this has to do with realizing that nowadays U.S. growth is 

not much better than other OECD countries' growth, and while the 

U.S. economy is strong, it’s not necessarily the strongest. That it 

looks like this, as I have shown, is almost certainly a psychologi-

cal challenge. Since the end of the nineteenth century, the United 

States has gotten used to the idea that its economy does – and 

should – outpace the economy of other Western countries. 

 

On a more general level, it’s about coping with the fact that there 

might be no American exceptionalism, which many Americans, 

especially politicians, hold dear. Many Americans think they have 

the right to feel special, they are chosen by God, primus inter 

pares in the Western world, in a class by themselves compared to 

others, especially to Europeans. Sarah Palin, running mate to 

John McCain in the last presidential election, published a book in 

2010 with a section titled “America the Exceptional.” And Mitt 

Romney, the likely Republican candidate in next year's presiden-

tial election, has written a book entitled “No Apology: The Case 

for American Greatness.” They are not alone. American excep-

tionalism has served as an ingredient of American culture for cen-



222 

 

turies. Today, the cracks in the facade are big. All indications are 

that there is no longer an American exceptionalism – if it ever ex-

isted other than on a psychological level. (It needs to be said that 

there is another definition of American exceptionalism, the one 

liberals tend to use. The U.S. is best because the American 

model of society is best. The limited state is a superior model of 

society compared to, for example, the European welfare state. 

But even seen this way, it’s obvious to me that American excep-

tionalism is no longer an idea with substance.) 

 

The third is the ideological challenge. During the twentieth cen-

tury, political movements that went overboard – communism, na-

tionalism, and fascism – discredited the very concept of ideology. 

Vaclav Havel, who closely observed the reality of communism in 

practice and witnessed its collapse, writes that “... the world of 

ideologies and doctrines is about to go into the grave.” I do not 

think he's right on that point. We in the West live every day with 

political ideologies. Libertarianism, liberalism, and social democ-

racy in fact control politics in the West. The problem is, I would 

argue, that these ideologies no longer suffice, not one of them. It 

makes no difference if the code word is freedom, justice, or equal-

ity. These traditional ideologies are all based on the premise that 

nature is an infinite resource (“Land is considered the inexhausti-

ble gift of nature”), that there are no limits on the resources that 

may be levied, or the amount of waste that nature can absorb. It’s 

worth noting that it’s only in recent decades that firms and house-

holds have begun to pay for their environmental misdeeds. Yet 

there are no convincing signs that the world is doing enough. 

What we need to achieve is a new political paradigm, and it would 

be well worth labeling it an ideology, that accepts and creates the 

best conditions for both 1) capitalism and economic growth in or-

der to produce the private and public goods we need for the con-
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version to a more sustainable society, and 2) “big government” 

which is needed to take the lead and invest in the conversion. Or 

with a slogan: We need more growth, not less. We need more 

political control, not less. 

 

It goes without saying that this is a global challenge, but the step 

the U.S. needs to take is, as I said, bigger than for many other 

countries. The small-government strategy is further away from 

such a new ideology, from what one envisions needs to be done.   

 

The fourth is the challenge to the American values of freedom. 

Across the board, the future is one big challenge to the value of 

freedom that makes many Americans think that the best society is 

achieved by consistently putting the individual above the collec-

tive, the private interests served by the market over the public, the 

private over the shared. And that small government is always su-

perior to the big government, and that we get a better society, the 

lower the taxes we pay.   

 

 

Will the U.S. be able to take on these challenges? Certainly. Civi-

lizations go under, not nations, and definitely not the nation of the 

United States. Historically, the U.S. has witnessed several radical 

policy changes, shifts from times that seemed to be gridlocked 

and hopelessly difficult – much like today – but that quickly, in a 

few years, turned into optimism and higher growth with progres-

sive politics in the wake. The turbulent period in the late 1800s, 

when “The People's Party”, the Tea Party movement's forerun-

ners, became a powerful political force, changed in less than ten 

years to what is called the Progressive Era, the period up to 1920. 

And Franklin D. Roosevelt's New Deal was ideologically and in 

practical politics very far from the policy preceding it, that of clas-
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sical economics and the political noli-me-tangere attitude that 

dominated the 1920s in the U.S. (which, by the way, shows great 

similarities with the policies in the U.S. after 1980). 

 

Flexible U.S. markets are an asset as is the dynamism of Ameri-

can capitalism with its strong entrepreneurial spirit, great universi-

ties, and highly developed civil society. Further, the U.S. is locked 

into political ideologies along the left-right axis far less than 

Europe, which is a distinct advantage. However, it may be ob-

jected that the American libertarian values stand in the way of 

necessary change in political ideas at least with the same force 

as an ingrained political ideology. Let us wait and see what hap-

pens. In any case, a change will take time, many decades. 
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Chapter 5 

Diary  
October-November 2011 
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These are diary entries from a road trip in the eastern U.S. in au-

tumn 2011. The journey began in Minneapolis, Minnesota, and 

ended in Miami, Florida, five weeks later. It was a more than 

5,600 miles (9,000 kilometers) long trip by car through nine states 

and the District of Columbia (Minnesota, Washington, D.C., Mary-

land, Pennsylvania, West Virginia, Kentucky, Tennessee, Geor-

gia, North Carolina, South Carolina, and Florida). The aim was 

not only to get to see a different United States than what one en-

counters in most big cities, like New York City or Chicago, where 

we as temporary visitors travel in nine cases out of ten. I wanted 

to see something else. The aim was also to try to take the tem-

perature of American society from a political and economic per-

spective, and to try to confirm or refute the image of a society in 

deep political crisis which I gradually formed on the journey in 

autumn 2009 and on a second visit in April and May 2011, when I 

made a long trip through New England and other parts of the 

northeastern United States, and above all, by reading and writing 

about the United States. At the end of the book, I list the literature 

that I have used in this writing. 

 

What were the lessons I learned? I hope this diary will answer 

that question. There is one thing I can point out right away. In 

area after area, one can show, I think, that Europe, more pre-

cisely the welfare states of northern Europe, is ahead of the 

United States in the sense that they offer their citizens 

“compatible” income growth, and at the same time a better life 

with fewer social problems. And not only that. I would argue that 

the United States is rapidly falling behind Europe in terms of a 

well-functioning social model considering the challenges of the 

future. 
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As in the diary from 2009, the observations are written on the day 

they happened or the morning after. I've altered almost nothing in 

the text. This means that there’s a certain authenticity in what I 

write. That I may have misunderstood things is a different matter. 
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Duluth, MN, Sunday, October 16, 2011 

Today's big political event in the United States was the dedication 

of the Martin Luther King Memorial in Washington, D.C., which 

dominated the media. I listened on the car radio to President 

Obama's speech, and it was more political than one might have 

expected on a day of remembrance. On the other hand, the presi-

dent who has low and declining approval ratings probably has to 

take every opportunity to explain his policies and what he wants 

to accomplish. Judging by the media, it seems as if the presiden-

tial campaign has already begun. Republicans feel they have a 

real chance of winning back the presidency next year. Rarely is a 

president re-elected when unemployment is as high as it’s today, 

and this raises the temperature of the political debate a few extra 

degrees. 

 

I think otherwise that one of the most politically interesting recent 

developments in the U.S. is what’s called the Occupy Wall Street 

movement (OWS), a phenomenon the media is commenting on 

every day. It’s a protest movement that began a few weeks ago, 

and that really came into focus when a number of people with 

placards marched on Wall Street in New York City. So what are 

they protesting? What kind of political protest is it? 

 

I listened last night to a conversation about OWS on the Charlie 

Rose Show (Bloomberg) with Nobel Laureate Paul Krugman 

among others, which gave some clues. One can say that OWS is 

a protest movement in the American populist tradition. The pro-

test comes from below. It’s spontaneous and directs its weapons 

at the establishment. In this case, it’s a criticism of the financial 

establishment above all. Wall Street becomes the symbol of 

what’s wrong. The criticism is about everything from wrongful 

bank executive pay and bonuses to the broader perspective that 
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the U.S. has become an inequitable society where a few take 

most of the cake. 

 

One might ask what separates the OWS from the Tea Party 

movement. At least two differences are obvious. First and most 

important, OWS is a left movement in the sense that it’s critical of 

the excesses of capitalism. It’s also global. There isn’t much dif-

ference between the protests in New York City and in Rome 

(where during the last few days there have been riots). The Tea 

Party is certainly no left movement, and it’s as American as one 

can possibly imagine. It’s in fact isolationistic. Second, mainly 

young people dominate the OWS protests, which cannot be said 

about the Tea Party movement, which consists largely of white 

middle-aged middle class people with a conservative orientation. 

 

Will the OWS movement have any political significance? It’s far 

too early to say. It can certainly become a “gadfly”, a temporary 

phenomenon, in the same way that Attac, the anti-globalization 

organization, was a gadfly that lived and grew for a few years (the 

parallels are striking by the way). But with the right leadership and 

responsive politicians who understand what the protests are all 

about, it can also become a force to be reckoned with, perhaps 

even in the presidential election next year. I note that Barack 

Obama in his speech today gave OWS an encouraging pat on the 

back. Had Martin Luther King been alive today, the president 

said, he almost certainly would have understood their Wall Street 

protest. 

 

Bemedji, MN, Monday, October 17, 2011 

This morning I happened to watch MSNBC and an interview with 

President Carter's old foreign policy adviser, Zbigniew Brzezinski. 

What he expressed was interesting. He said that the world is di-
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vided into a speculative, completely globalized financial sector 

that is totally out of control, and a political sector that also is trying 

to position itself as globalized but which in reality is national and 

strongly fragmented. In the case of the United States, it’s almost 

paralyzed and thus without sufficient power to control the financial 

sector. It was a very severe and concerned Zbigniew Brzezinski 

who elaborated his ideas. The West is in a critical condition, he 

said. Political leadership is needed to get out of the situation. This 

leadership does not exist today. Jeffrey Sachs, another renowned 

person with a global outlook (professor and chairman of The 

Earth Institute at Columbia University) participated in the show. 

His short answer when asked what he thought was that he 

agreed with Brzezinski. 

 

So do I. I've written about this particular issue in different con-

texts. My interpretation of what Zbigniew Brzezinski says is that 

the financial sector has become a problem for global capitalism, 

especially for the stability of the system. The financial sector has 

been speculating itself to a size and position of power that makes 

it difficult, even impossible, for the politicians in Western countries 

to regain control. In other words, it seems more or less impossible 

to return the financial sector to the societal role it has had histori-

cally – to allocate credit, to provide the payment system, and to 

ensure that there are safe and high-yielding savings products 

available for households and businesses. These are the financial 

sector’s three classic tasks. As it is today, banks and other finan-

cial institutions have gone far beyond these three responsibilities. 

This effectively means that they have lost the connection to the 

real sector, i.e. to what households and non-financial businesses 

need. It’s the same as saying that banks are increasingly en-

gaged in speculation, defined as short-term high-risk transactions. 
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Not all financial speculations are negative, but when we are talk-

ing about large-scale speculation by the major players in the 

global financial sector, it’s virtually certain that this will, sooner or 

later, lead to a bubble that bursts. We will have a new financial 

crisis. Financial crises tend to spread to the real sector, people 

lose their jobs, companies don’t invest, and GDP growth declines. 

We had exactly this pattern in the recent financial crisis of 2008-

2009. If the politicians cannot get a powerful grip on the specula-

tion that the big banks once again are engaged in, then it will not 

take very long before we have the next financial crisis. And it will 

probably be at least as severe as the one we just have left be-

hind. 

 

Fargo, ND, Tuesday, October 18, 2011 
Today I have made an effort to go off the beaten track to get a 

little better grasp of how ordinary people live and work in this part 

of the United States. One thing strikes me. The housing is simple, 

much simpler than what we would find if we took the same trip to 

the countryside in Sweden. No doubt Swedes on average invest 

more in their homes than people do here. Why is that? There are 

some possible explanations. One we can sort out directly. It has 

nothing to do with weather and climate conditions. Northern Min-

nesota is weather-wise as close to northern Sweden as one can 

get. That leaves us with three other explanations: 1) the house is 

not a priority for American families in general; 2) it’s not profitable 

to invest in a house; or 3) there are financial limits; American 

households cannot afford investing more in their houses. 

 

It’s hardly true that Americans not investing in their homes the 

same way Swedish families do is due to cultural differences. In-

deed, the family home is a well-documented part of the American 

dream. Politicians, and that goes for both major parties, have in 
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various ways tried to make it easier for Americans to buy a house. 

Freddie Mac and Fannie Mae, the two semi-federal housing 

agencies, are part of these initiatives. Neither is it plausible that it 

isn’t economically lucrative to invest in one’s own home. An 

American family that buys a house at a reasonable price would 

make a profit, like a Swedish family in the same situation, after a 

few years when selling the house (except in extreme circum-

stances of the type we have had after the subprime crisis). Or if 

they don’t sell, their wealth will increase, all else being equal, i.e., 

the gap between the market value of the house and the mortgage 

widens. This principle has applied for all Western countries, at 

least for the last 30-40 years, and the U.S. is no exception. 

 

That leaves us with the explanation that income is inadequate. 

Could it really be the case that an average American middle class 

family does not have the financial means to invest as much in 

their home as a Swedish family? Let me examine the issue a little 

more systematically. If we assume that the average income for a 

family where both parents work is the same in dollars in the U.S. 

as it is in Sweden, the American family should at first glance have 

a much better economic situation. Food is cheaper here. Energy, 

both for heating and transportation, is also less expensive like 

almost everything else a family consumes or invest in. And most 

essential of all, the taxes for an average middle class family in the 

U.S. are much lower than in Sweden. 

 

This must mean that either the Swedish family has a higher gross 

income than the U.S. family, and thus can create room for invest-

ing more in their homes, or the American household has major 

expenses for things the Swedish household does not spend much 

money on – and the additional costs for these services are so 

large that the lower U.S. taxes do not provide compensation 
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enough. I imagine that both these explanations are relevant. For 

example, it may be the case that a greater proportion of American 

families are single-income households. I can imagine that this is 

so judging by what I can see when traveling around the country-

side in northern Minnesota. What we also know with certainty is 

that the American household has much higher out-of-pocket ex-

penditures for its welfare, especially for health care. The average 

American worker, whose health insurance is partially funded 

through employment, in 2010 paid on average $4,100. It’s hard 

for me to imagine that a Swedish worker’s out-of-pocket annual 

medical and other health care costs would be more than say 

$150-200.  

 

An American family must also normally pay much more for their 

children's higher education than a Swedish family. The annual 

cost of attending a four-year state college in the U.S. is expected 

to be $16,000 this year (this includes tuition fees, food, and ac-

commodation). Children who attend a private four-year college 

may count on costs of more than twice as much, about $37,000, 

according to information in USA Today (October 20, 2011). A 

study made by the Federal Reserve Bank of New York shows that 

total student loans outstanding in the U.S. are currently over 

$1,000 billion, more than all credit card debts in the country. This 

says something about the economic burden of higher education 

on American families. 

 

What can be concluded? If I choose to be drastic, it could be said 

that the Swedish family is “richer” than the corresponding family in 

the United States (judging by the situation in northern Minnesota), 

at least in the sense that it can better afford to invest in its own 

house. We also need to keep in mind that Minnesota is a state 

where the citizens have a relatively high average income. In 
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2009, the median income for a household here was $56,000, the 

twelfth highest median income among America's 50 states. In-

come per capita in Minnesota was $43,000 in 2010. For the whole 

country it was $40,000 the same year. 

 

There is one thing that is important to add. That the housing in the 

small villages and towns in Minnesota is simpler than in compara-

ble places in Sweden is not the same as saying that these are 

poor areas. On the contrary. The small communities I have seen 

these days have been well kept, almost neat, without the appar-

ent misery that can be found in some places in the big cities in the 

United States. I have hardly seen any poor, run-down areas in 

northern Minnesota. Possibly with one exception. It seems as if 

those living in small towns in rural areas have stopped investing 

in the old parts of the town. Instead, new service centers are built 

on the outskirts of the city. Hibbing and Bemidji are two examples. 

And I have seen exactly the same thing happen in many other 

places in the U.S. The consequence is that downtown centers get 

left behind. There are often plenty of empty commercial spaces, 

the buildings are not maintained, and there are few people on the 

streets. 

 

Baxter, MN, Wednesday, October 19, 2011 
I spent quite a few hours in the car today, and for the most part I 

listened to the radio. The news this week has been dominated by 

politics (and some “ordinary” incidents like today's big event from 

somewhere in Ohio where 50 or so wild animals, bears, tigers, 

and wolves, escaped and had to be shot). Next year’s primaries 

for the presidential election are approaching, which raises the 

political temperature. What has caught the media’s interest more 

than anything else is the Republican presidential candidate Her-
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man Cain’s proposal for a new tax system called 9-9-9. Calling a 

new tax system 9-9-9 is ingenious in the sense that hardly any-

one in the political arena misses the message. In simple terms, it 

means 9% flat income tax, 9% corporate tax, and a federal sales 

tax, also at 9%. It’s not clear to me if the sales tax in Cain's pro-

posal is a value added tax, VAT. The U.S. has not yet had any 

value added tax at the federal level (although many, but not all, 

states have sales tax). 

 

Quite apart from the fiscal difficulties with a 9-9-9 system, it’s 

easy to see that it would be a regime that favored the wealthy and 

disadvantaged the poor. It’s a strongly regressive system. Many 

with low incomes who today pay little or no income tax would 

have to pay 9% more for goods they buy, while the high-income 

earners would reduce their income tax. Of course, a number of 

economists and others have pointed out exactly that, and when 

the presidential candidate Cain gets some hard-hitting questions 

about what such a system actually does with the income distribu-

tion, he becomes vague in his comments. If I were to put it mildly, 

I think Herman Cain’s 9-9-9 proposal is politically impossible and 

economically bad for the country. More bluntly, I would say it’s a 

political scandal that a presidential candidate can launch such an 

incomplete draft, and that it’s given almost total media coverage, 

making Herman Cain the “front runner”. 

 

This became even more evident in last night's presidential candi-

date debate, broadcast from Las Vegas by CNN. The seven lead-

ing Republican candidates spent two hours answering questions 

and, not least, criticizing each other. It became amusing entertain-

ment, but also a tragicomic event. It’s perhaps inevitable when 

one looks at the set of people involved. All are certainly excellent 

individuals who have made extraordinary contributions to Ameri-
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can society. In many cases, they are also charming and witty. 

But, at least to a European, they are politically inconceivable per-

sonalities. There is Herman Cain, with the highest popularity fig-

ures of the day (along with Mitt Romney). Cain is a successful 

entrepreneur in the pizza business, a former lobbyist in Washing-

ton, D.C., and he has never held a political office. There is a 76-

year-old doctor, Ron Paul, who is an extreme libertarian and thus 

far from the political mainstream. He is also an isolationist in a 

way that is unusual for senior politicians. The U.S. should disman-

tle its military bases abroad. “It’s time to come home” was one of 

his statements during the debate. Also present is another of the 

Tea Party movement's favorites, Michele Bachman, who among 

other things has got attention because she seriously proposes 

that if she becomes president, the already low U.S. gasoline 

prices should be almost halved to $2 per gallon, which would be 

about one fourth of what gasoline costs in Sweden and in several 

other parts of Europe. One cannot be much more of a populist 

than that. And there's Rick Perry, Governor of Texas with a good 

track record for his job as governor, but with weak performances 

in the two previous debates, and, I think, also last night. Where he 

is politically, I cannot make out but he is popular with the Tea 

Party. Also, on the podium were former Speaker of the House of 

Representatives, Newt Gingrich, and a former senator from Penn-

sylvania, Rick Santorum, the two with the lowest popularity rat-

ings before the debate. And there was Mitt Romney, former gov-

ernor of Massachusetts. In my opinion, he was the only person on 

stage who looked presidential. He was impressive in many ways. 

 

Nonetheless, the policy messages from these leading Republi-

cans were not impressive to me. Of course, all were deeply con-

servative in their statements. The Swedish conservative party (the 

Moderate Party) looks almost leftist by comparison. More specifi-
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cally, all on the podium made clear that taxes will not be in-

creased and that “Obama care” will be repealed. More than half of 

the respondents thought that foreign aid, if not fully stopped, 

should be substantially reduced, and the U.S. funding of the 

United Nation should stop. Altogether it suggests, at least to me, 

that there is an ideological crisis in the Republican Party. 

 

One television channel last night broadcast an interesting follow-

up analysis of the debate. It was simple but revealing. Some thirty 

ordinary Americans, men and women, mostly middle-aged 

(probably all Republicans) who had watched the debate in Las 

Vegas, gathered in front of the camera afterwards and spontane-

ously commented on what kind of impression the different candi-

dates made, how they fared in debate with their rivals, and how 

successful they were at marketing their political messages. What 

came out was partly obvious, partly very revealing about what 

ordinary people think about the American political system. A large 

majority of the participants thought that Herman Cain was the 

winner. Not that everyone was convinced that his 9-9-9 plan was 

correct and realistic, but because he was a non-politician. It was a 

plus point that Cain never had been a full-time politician. Wash-

ington, D.C., the codeword for the federal political system in the 

U.S., is distrusted and discredited in the eyes of ordinary Ameri-

cans. This was very clear. 

 

Minneapolis, MN, Thursday, October 20, 2011 
This has been the last day of my nearly 1,250 miles-long tour of 

Minnesota. It’s time to summarize some impressions. There are 

three things that have struck me. 

 

The first is that ordinary people are having a rough time finan-

cially. By ordinary people I mean people with average incomes 
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who live outside the big cities in Minnesota. It’s evident that 

households here are squeezed between two forces, between 

stagnant incomes on the one hand and rapidly increasing costs 

for welfare services and higher education on the other. Let me 

cite some facts. For the country as a whole, the median income 

for a household in 2010 was $49,500. In 1990, the median house-

hold income was $49,100, measured in 2010 dollars. In other 

words, for at least 20 years income has been more or less sta-

tionary. This is remarkable. But it’s not the whole picture. Ad-

justed for inflation, income for ordinary people dropped in the first 

decade of the new millennium. On the other side, we know that 

health insurance costs, the portion paid out of pocket by a typical 

worker, have doubled since 2000, from about $2,000 to about 

$4,000, adjusted for inflation. Furthermore, we know that the cost 

of higher education paid by students or their parents has gone up 

by about 60% over the same period. Although Minnesota has had 

a better income development than the average for the U.S., it has 

clearly not been sufficient. The economy for ordinary people is 

strained here, too. 

 

Second, the dynamics of Minnesota’s economy are more visible 

than I would have expected. U.S. unemployment rates are today 

over 9%, and if one includes the underemployed, the figure is 

nearly 17%. This suggests that the U.S. economy is operating in 

low gear. I have not really seen anything to indicate that it applies 

to Minnesota. On the contrary, their economy appears to be going 

at full speed. Part of the answer to why it’s that way I got today 

when the new unemployment figures were published. Unemploy-

ment in Minnesota in September 2011 was at 6.9%, more than 

two percentage points lower than for the whole country. In fact, 

the unemployment rate here in the past three years during the 

crisis has never been anywhere near the U.S. average, which 
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hovered around 9-10%. The reason is probably that Minnesota's 

economy is dominated by agriculture, and people need to eat 

whether there is a crisis or not. 

 

Third, I've been wrong on one point. I have to rethink my rather 

sweeping criticism from 2009 of American roads. There is nothing 

bad to say about roads and road maintenance where I have been 

driving this week, and that covers a large portion of Minnesota. 

Minnesota's roads are generally good; they are straight, wide, 

and relatively newly built. The main roads are often freeways de-

fined as a highway where you can drive on and off without ramps. 

Most major roads have also safety zones on both sides. Even the 

maintenance is good. There are not more worn asphalt roads 

here than on the major roads in Sweden. It does not mean that 

what I saw of poor road maintenance in California, not to mention 

New Mexico, a couple of years ago was imagined. The roads 

were really bad in many places. And it does not mean that ASCE 

was wrong when in 2009 it gave the grade D – , or “lousy”, to the 

American roads. No, it just means that the roads I have been driv-

ing on in the state of Minnesota have been of a really high class 

measured by European standards. 

    Thus ends the Minnesota chapter of this story. 

 

Washington, DC, Friday, October 21, 2011 
Today as I was about to board my flight from Minneapolis to 

Washington, D.C., I experienced the most rigorous security check 

of my traveling life. It all started with an ID control. I had to show 

my passport (on a domestic flight!). Next, I was, like all others, 

stripped of everything except clothing (hand luggage, outerwear, 

shoes, cell phone, watch, change, etc.). After that came some-

thing that was new to me. I had to pass through a sort of ad-

vanced scanning where I was X-rayed for 12 seconds. The scan 
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metaphorically undresses you to your bare bones (which, inciden-

tally, some religious people here have protested against). In addi-

tion, a security officer manually examined me. And he did it care-

fully, investigating the buckle of my belt and the zips of the pock-

ets of my pants very suspiciously. One wonders what he was 

looking for. 

 

The security staff is tough in their attitude, almost rude. It does 

not pay to protest for they have all the trump cards in their hand. 

But the whole procedure is degrading. There is something seri-

ously wrong with a society that needs all these security checks, 

even for their own citizens. One can safely assume that on a flight 

between Minneapolis and Milwaukee (in my case for a stopover) 

somewhere around 100% of the passengers are Americans. I 

cannot see this whole security mania as anything but an expres-

sion of collective fear manifested in a security bureaucracy that 

increasingly seems to take on a life of its own. 

 

Otherwise, the flight itself was rewarding. I spent over an hour in 

an intense conversation with my seatmate, a young man of 40 or 

so, who lives in Texas and is working in the transportation indus-

try. I was among other things told that the Texas economy “goes 

like a train”, that prices on the single-family housing market in 

Texas have begun to rise (which is not true for Minnesota, where 

prices have continued to fall, in September by 7%), that he pays 

$1,300 each month for health insurance which covers the entire 

cost of “a family of five”, that those expenses have gone up con-

siderably in recent years, and that it costs the family at least 

$25,000 a year to have one of their children at a public university 

in Texas, and that it would cost significantly more at a private uni-

versity. 
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We also talked a lot about the political situation in the country. He 

was very clear in his view that the politicians, and we are talking 

about the politicians in Washington, D.C., today do not live up to 

their responsibility to solve the country’s problems. I perceived 

that he was critical of both the major parties, which have locked 

themselves into their respective positions and almost routinely 

reject all proposals from the other side. He was a Republican 

(“We need a Reagan”), but critical of the Republican Party's cate-

gorical “no” to tax increases. We talked a lot about Warren Buffet, 

partly because he worked in a Buffet company, Burlington North-

ern Santa Fe (America’s second largest freight railroad network), 

partly because Warren Buffet, one of America's richest individu-

als, recently proposed that America’s rich should pay more taxes, 

and thus caused problems for the Republicans and their uncondi-

tional “no” to any tax increases, even for the richest. Finally, he 

did not believe, he said, that Obama could get re-elected next 

year. The bad economy and high unemployment will push people 

to vote for a change.   

 

One has plenty of time when you’re on a flight with a stopover, so 

I spent some time reading. Among other things, I read an interest-

ing and well-written article in today's Star Tribune, a Minneapolis 

daily, by Peter Orszag, who used to be one of the leading people 

in the Obama administration and now works for Citigroup. He 

points out, and I've written about this before, that the part of the 

country's total income that goes to labor, to all who have income 

from employment, has declined in recent decades, and conse-

quently, because they are communicating vessels, the income 

that goes to the capital owners has increased. A lot of money has 

been reallocated from wages to profits, from compensation for 

labor to income from capital. In 1990, the share of U.S. private 

sector income which went to salaries and other compensations 
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for employment was 63%. By the middle of 2011 the same figure 

was 58%. In terms of money, these five percentage points mean 

roughly $500 billion. In other words, those who work in the private 

sector would have received $500 billion more in their pay enve-

lopes in 2011 than they actually are going to get. Since there are 

roughly 100 million Americans working in the private sector, it 

means on average $5,000 per person per year. This would have 

improved the financial situation for most families considerably. 

 

Now, this trend towards capital getting more of a country's income 

and work less is not just an American phenomenon. According to 

a UN study, it applies to virtually the entire world, most notably to 

the West, and it can be explained by essentially two factors – on-

going globalization and the equally constant ongoing technologi-

cal changes. It’s challenging and frightening to say the least that 

these two forces will continue their influence, and consequently 

the redistribution from labor to capital will also proceed. Or as 

Peter Orszag puts it: U.nless we [the U.S.] are somehow going to 

cut ourselves off from the world, we face the prospect of a contin-

ued downward trend in the labor share.” He's right. This is a prob-

lem for all countries. But it’s a much bigger problem for the United 

States than for any other Western country since the distribution of 

income here is already very oblique and much more unjust than in 

other Western countries. The Western country that comes closest 

is England. 

 

Washington, DC, Sunday, October 23, 2011 
I started the day reading the New York Times in a Starbucks cafe. 

It may seem strange to read a New York City newspaper in 

Washington, D.C., but it's Sunday, and the Sunday edition of the 

New York Times is an extraordinary experience, beyond what any 

competitor newspaper can offer. One hopes that it can continue. 
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Newspaper death is more severe in the U.S. than in Europe. Or 

more accurately put, it has arrived earlier here. The bookstores 

are also affected by the digital revolution. Borders, America's sec-

ond largest bookstore chain, filed for bankruptcy this spring. And 

the biggest, Barnes & Noble, is also said to have financial prob-

lems. I spent some time in Barnes & Noble's big bookstore on 

12th Street Northwest yesterday. It was not crowded, and most 

customers seemed to be doing as I did, walking around and look-

ing through some books without buying anything. Or sitting in the 

café flipping through books and magazines. Hardly something 

that the company makes money on. 

 

I also read in the New York Times that the renowned economist 

Jagdish Bhagwati believes that the financial sector has gone from 

financing “creative destruction” to funding “destructive creation” 

instead. To understand the word play, one must know that crea-

tive destruction is a positively charged concept. It's about techno-

logical development. Silicon Valley is for example a kind of center 

for creative destruction, destroying the old and creating some-

thing new and better. Creative destruction is something the finan-

cial sector, more precisely private equity or venture capital firms, 

like to finance. But, according to Bhagwati, the financial sector 

has increasingly become more self-contained and devotes more 

and more of its creativity and its financial resources to something 

destructive. By “destructive creation” he means primarily, I think, 

that banks and other financial institutions progressively more en-

gage in speculative activities, not least the growing part of the 

business where banks do business with themselves, and specu-

late with assets on their own balance sheet, proprietary trading. I 

think Jagdish Bhagwati is “spot on”. 
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Also Paul Volcker, former chairman of the Federal Reserve and a 

respected person in Washington, D.C. and among economists, is 

“spot on” as he said some time ago in a speech that too little has 

happened when it comes to gaining control over the financial sec-

tor. He talks about “ Three Years Later: The Unfinished Business 

of Financial Reform”. What he is referring to is that the banks are 

resisting, among other things, the bigger capital buffers the politi-

cians and the authorities are trying to push through. For example, 

the Institute of International Finance, a lobbying organization for 

the world’s leading banks, argues that if the increased capital re-

quirements that are now being proposed become a reality, it will 

cripple growth and jobs. They have even figured out that the 

global growth in 2015 will be 3.2% less than it would be without 

increased capital ratios, and that 7.5 million possible jobs will not 

be created for the same reason. Independent economists who 

have made the same calculations have come to much lower esti-

mates. One can also add that it’s not just about growth and jobs; 

it’s also about risk. If the financial sector is allowed to work with 

smaller capital buffers and with looser reins, the risk will increase, 

all else being equal. And there is a high probability that sooner or 

later the risk will become reality in the form of a new financial cri-

sis with very high costs for society and its citizens. The subprime 

crisis clearly showed what could happen. 

 

Paul Volcker makes it very clear in his speech that the increased 

capital requirements should be implemented, that trade in deriva-

tives should be standardized and more transparent, and that 

regulators should have more to say and become more independ-

ent. 

 

I spent a few hours at the National Museum of Crime and Punish-

ment. I learned for example that the number of murders per year 
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in the U.S. has remained flat over the past 10-12 years and has 

even decreased when compared to 1980. I also learned that the 

sentences for the same kind of violent crime on average have 

grown longer in recent decades. This is consistent with other sta-

tistics that I have seen in recent days. For example, the number 

of life sentences in the United States has increased dramatically. 

From 1984 to 2008, in approximately 25 years, the number of life 

prisoners quadrupled, from 34,000 to 141,000. The number of life 

prisoners who will not be released (“without parole”) is currently 

41,000. This group has grown even faster. There are a total of 

over 2 million inmates in American prisons today. This equals 

roughly one in a hundred of the U.S. adult population. If one also 

includes people on probation or on parole, 7.2 million Americans 

are on the criminal records. That equals roughly 3 % of all adults! 

 

Quite apart from the social perspective on violent crime and quite 

apart from the fact that 3 out of 100 of all adults are under 

“correctional supervision”, there is the socioeconomic dimension. 

The cost that comes along with crime in the United States must 

be very high. Above all, the costs of law enforcement in all its as-

pects (police, courts, prisons, etc.) must be enormous. There are 

over 800 000 police officers in the U.S. today. This is significantly 

more than the number of inhabitants of Washington, D.C. And the 

other night I saw a four-hour long (!) documentary about Ameri-

can prisons. It made one thing very clear. Staffing levels in U.S. 

prisons are high. According to the U.S. Bureau of Labor Statistics, 

500 000 Americans work as prison officers. Reflecting on the mat-

ter, I think that the United States, regarding costs of law enforce-

ment and the costs for the closely related part of public affairs 

known as “Homeland Security” (e.g., airport security), has an eco-

nomic problem in the sense that the resources the U.S. uses for 

these two purposes far exceed what other Western countries use 

for the same thing. In other words, the problem is similar to that of 



246 

 

medical services. U.S. health care costs as a share of GDP are 

more than 50% higher than the average of OECD countries. It 

would not surprise me if the costs of America’s law enforcement 

and internal security are also, on average, 50% higher than the 

costs of the same services in other Western countries. In fact, I 

would guess, that the U.S. relative costs are even higher. 

 

From the point of view of jobs, there is no problem that a large 

proportion of the population is working in health care and law en-

forcement. A job is a job. But from an economic growth point of 

view, it’s different. It’s likely that if the U.S. continues to put far 

more resources than competing countries in the West on health 

care and crime, this will be reflected in a lower relative growth, 

first, because relative productivity is low in this type of industry 

and second, because it means that more people than in other 

countries are ill, injured or involved in crime. 

 

Speaking of jobs in the health care sector, I had a conversation 

tonight with an elderly couple, 60-65 years old, who both worked 

in the health care industry and had done so all their working lives. 

Above all, we talked about why so many Americans are obese. 

The lady in the family, who worked with rehabilitation, said that 

obesity as a societal problem is relatively new. She mentioned a 

fascinating example illustrating this. When she started working, 

wheelchair seats were usually 16 or possibly 18 inches wide. To-

day, the normal width is 30 inches, and there are special wheel-

chairs for the really large which are much broader than that. Obe-

sity is in essence a class problem, she said. Large groups of poor 

people in American society cannot afford to eat real food, and 

because it’s unusual for that group to prepare their meals at 

home, they tend to eat fast food of low quality. Over time this 

leads to overweight or even obesity. 
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Washington, DC, Monday, October 24, 2011 

There is another interesting aspect of America’s security mania (it 

feels right to call it mania). It creates jobs, as I mentioned earlier. 

The number of people working with control and security in one 

form or another in Washington, D.C. must be very large. There 

are all kinds of people in this area from police officers to employ-

ees of private security companies. Another large category of staff 

is at the intersection of security and information. If we would 

broaden the perspective to the whole country, the number of peo-

ple in the security industry so defined must be up in the many 

millions. It’s obviously good for job statistics, but actually it’s a 

phenomenon that I think a society should have as little of as pos-

sible. There is little doubt that the United States has relatively 

more security arrangements of this type than any other Western 

country. Sweden is Sunday School by comparison.   

 

Unemployment in the U.S. economy today is high, around 9%. 

But it occurs to me when I see all these people in the security 

industry that unemployment would have been even higher if the 

U.S. had the narrower wage distribution we have in Europe. To-

day I have seen a lot of people with security or information jobs 

that are undoubtedly low paying. If I would broaden the perspec-

tive to other similar employment in the U.S. economy, far more 

people can have a job here doing simple things than ever would 

be possible in, for example, Sweden, simply because the labor 

costs would be too high. Sure, it's valuable to you if someone 

bags your groceries and other purchases at the store, if someone 

comes out with the burger you ordered (as someone did last night 

when I had dinner at Ray's Hell Burger, a packed restaurant in 

Rosslyn). And it's good that someone is content to stand at a road 

construction site all day with a sign saying “Stop” on one side and 

“Slow” on the other side, turning the sign every now and then. But 
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these are more jobs than they are actual work. And it's definitely 

not a sign of a progressive society when you know that these 

people on average get less money in their wallet every year while 

(in real terms) people at the other end of the income scale are 

constantly increasing their income. This has been the trend over 

the past decades. 

 

Hagerstown, MD, Tuesday, October 25, 2011 
Three things made this day interesting – Rush Limbaugh, Michael 

Moore, and Martinsburg Mall. 

 

Rush Limbaugh is an American legend. He is America's most lis-

tened to radio host, and it’s even advertised that he is the world's 

most listened to. I have occasionally run across Rush Limbaugh, 

but today I had the opportunity to listen to him for a couple of 

hours. Limbaugh does most of the talking even if it’s a “call in” 

program on which devoted Limbaugh supporters share their 

thoughts. It’s a political program, and the host is extremely con-

servative, and – to judge from what one can hear – a Republican. 

It becomes too simplistic. Virtually everything that the Republi-

cans do is good, and thus all that the Democrats do is bad. Every-

thing that President Obama does is really bad. When I hear Lim-

baugh’s demagoguery about the president, it smells of racism. At 

least he plays on white America’s racist tendencies. 

 

Nevertheless, the program is popular. Limbaugh is clever. He is a 

demagogue. Rude. Unpleasant. Unbalanced. But he has also 

done his homework and is up to date. The program is fun listen-

ing to. What I dislike is his small-mindedness and intolerance. 

There is little space, or rather no space at all, for quiet and sober 

reasoning about a complex issue. It’s black or white. It's wrong or 

right. It’s “us against them”. For me, and I guess all Europeans 
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would say the same, Rush Limbaugh is a media phenomenon 

you would not believe could exist until you hear it. 

 

Michael Moore is even more of an icon than Rush Limbaugh, es-

pecially since he, unlike Limbaugh, is also known outside the U.S. 

He was interviewed by Piers Morgan on CNN tonight, an hour-

long program in front of an audience. And it was interesting, not 

so much for what Michael Moore said, but rather for what se-

lected people from the audience said. It was a program about the 

income inequalities in American society in general and more spe-

cifically, about the fact that so many middle class Americans to-

day have financial difficulties. A cavalcade of middle-class Ameri-

cans were testifying about how hard it’s for them to make ends 

meet, to get a job that matches their education and experience, or 

to even get a job. They are squeezed by everything from low in-

comes to high health care costs and the costs of student loans 

and mortgages. A middle-aged nurse said that she figuratively is 

locked into her house because its value today is far short of her 

mortgage. 

  

Rush Limbaugh and Michael Moore are both representatives of 

modern American populism. Limbaugh represents today's right-

wing populism. For example, he speaks well of the Tea Party 

movement and especially well of two of the Republican presiden-

tial candidates on the far right with friendly ties to the Tea Party, 

Herman Cain and Rick Perry. Limbaugh throws shit (it's an en-

tirely valid choice of words) at a lot of things. Big media like CNN, 

the New York Times, and the like. Washington, D.C. politicians 

and especially the politicians who represent the Democratic Party. 

Liberals. The Occupy Wall Street movement. The urban upper 

class. During the hours I listened to Limbaugh, I never heard him 

once try to seriously discuss any of the basic political problems 
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that haunt the U.S., the stagnating incomes of the middle class, 

the increasing erosion of welfare, etc. 

 

Michael Moore on the other hand, is a left-wing populist. He is 

critical of capitalism, especially “Corporate America”, which is to 

blame for jobs getting lost to China and India, for capital owners 

getting rich, and for the fact that all but the wealthiest are getting 

poorer and poorer. When Piers Morgan asked Moore why the 

middle-class is getting so financially squeezed in the U.S., his 

response was that capitalism (even if he did not use the term 

capitalism) has the primary responsibility. “The politicians are paid 

for by corporate America.” I think Michael Moore is one step 

closer to reality and one notch more nuanced than Rush Lim-

baugh. But he is at times politically naive and remarkably vague, 

for instance, when he says, “If I were president, I would make 

sure that we had a law that makes it more difficult to move Ameri-

can jobs overseas.” It’s populism as good as any. 

 

Martinsburg Mall is the third thing that is worth making a note of 

today. Martinsburg is a fairly small town in West Virginia. I drove 

off the highway I came on, Interstate 81, since I was craving cof-

fee and since I was planning to buy some bits and bobs in any 

convenient store. The only store I found was the Martinsburg 

Mall. It was big. I counted about forty shops and restaurants, in-

cluding many well-known ones like JC Penny, Radio Shack, Hall-

mark, and Sprint. The surprising thing about this mall was that it 

lacked customers. It’s no exaggeration to say that there were 

more staff than customers. And it was obviously not just a phe-

nomenon for the day. There were a number of empty store 

spaces. 

 

Today there are many Martinsburg Malls in the U.S. This was not 

the first one I came across. For the sake of discussion, let us 
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make Martinsburg Mall the archetype. It has obviously been a 

very bad investment. Department stores are interesting because 

so many companies are involved, several dozen retail chains are 

represented, and all these, together with the property owner and 

municipality, must have, “every man for himself”, come to the con-

clusion that a department store in Martinsburg would be profit-

able. There are several reasons why that apparently did not hap-

pen. One explanation could be that the customer base in the 

catchment area is too small. Another could be that there certainly 

are customers enough, but in today's harsh economy with high 

unemployment, these potential customers cannot afford shopping 

to the extent originally projected. I would guess that both of these 

explanations are relevant, but it still might not be the whole expla-

nation. There are many indications that Martinsburg Mall is one of 

many projects that went wrong during the euphoric years of the 

1990s and the first years of the new millennium, when there was 

plenty of cheap money and venture capital, especially to invest in 

shopping malls and other things related to increased private con-

sumption. The U.S. is not alone in having made these mistakes. 

There are plenty of over-sized shopping centers in Europe, in-

cluding in Sweden. It's just that, as with many things, the Ameri-

can investors seem to have done this on a grander scale. And the 

grander the scale, the bigger the fall.  

 

Pittsburgh, PA, Thursday, October 27, 2011 

If I were to summarize the past few days' experience, would the 

picture be any different than the one I outlined after the week in 

Minnesota? The answer is no. But it would be complemented by a 

couple of points. Today I would sum up my conclusions and ob-

servations in four points: 

 

First, American capitalism is in good shape. Or more robustly ex-

pressed, the U.S. companies are generally strong and competi-
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tive. Almost every day there are positive quarterly reports from big 

companies. Today, for example, Ford Motor Company reported a 

profit of $1.6 billion for the third quarter. The problem is that the 

U.S. companies, like most Western companies, do not invest to 

the extent that would be required to get unemployment down. In 

fact, corporate America has the resources to make these invest-

ments (U.S. companies right now have $2,000 billion in “ready 

money” on their balance sheets), but it does not happen. This in 

turn is due to weak demand, combined with political and thus eco-

nomic uncertainty. Yet the GDP growth of the U.S. economy dur-

ing the third quarter of 2011 was good at 2.5%, a figure that also 

came out today. This effectively means that there will be no new 

recession, which many believed as recently as a few months ago. 

That message, plus the fact that the European politicians last 

night finally came to some sort of decision about how the sover-

eign debt crisis is to be resolved, made the stock market take a 

big jump. October has been a good month for U.S. stocks, the 

best since 1974. 

 

Second, many ordinary people, many middle class families, have 

financial difficulties. The CNN interview with Michael Moore cited 

a number of concrete examples. Statistics tell the same story. 

According to the Congressional Budget Office (CBO), the 1 per-

cent of the population who earn the most increased its income by 

275% over the past three decades, between 1979 and 2007 

(calculated after tax and adjusted for inflation). It’s not that far 

from 10% a year. During the same period, and calculated the 

same way, the average U.S. middle income wage earner in-

creased income by 40%. This is just over 1% per year. That says 

a lot. 

 

I already made these comments in Minnesota. Today, I will add 

two observations. 
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The first is that the political polarization is stronger than I thought 

it was. It's not just about Rush Limbaugh and Michael Moore and 

their respective extreme positions on the political spectrum. When 

one looks closer, there is the same polarization, albeit more well 

mannered, in many other places, especially on television. If Bill 

O'Reilly on Fox News, one of America's “most watched" political 

commentators, consistently has sympathy for the right and the 

Republicans, Ed Schultz on MSNBC just as consistently sympa-

thizes with the liberals (in the American sense of the word liberal) 

and the Democrats.  

 

Of course, the political polarization is even clearer in the political 

arena. It’s spurred by various lobbying organizations with ideo-

logical ambitions. One of these, Americans for Tax Reform, has 

prepared a document called the Taxpayer Protection Pledge. In 

practice it’s a commitment by everyone who signs the document 

that says: “I hereby promise to never ever take part in a Congres-

sional decision which means tax increase.” Virtually all Republi-

cans in the Congress now sitting, 279 members, all but a handful, 

have signed the document. With almost absolute certainty, con-

gressional decisions on tax increases are needed to get control 

over the big U.S. government debt. From this point of view, the 

dilemma of the American political system and the consequence of 

the political polarization become very apparent. Ideology has 

taken over. It’s no longer rational consideration that decides what 

position Republicans in the Congress (only three Democrats have 

signed) will take on different issues. This is astounding. For ex-

ample, what will the consequences be in the long run for the 

American social contract? Ideology for its own sake, and the Tax-

payer Protection Pledge is a great example of it, has historically 

always caused problems sooner or later when reality fails to con-

form to the political idea. 
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I think in general that a visitor from Europe underestimates the 

lobbying force in American politics. Fareed Zakaria argues that 

the lobbying companies' political power is devastating to the func-

tioning of Congress. And I read this morning that Lawrence Les-

sig, law professor at Harvard and a person I greatly respect (he is 

one of the leading academics in intellectual property rights), has 

just published a book in which the message is that extensive lob-

bying is a threat to representative democracy. I remember also 

from my conversation with Dick Lamm a couple of years ago that 

a major reason why he left the Democratic Party was the party’s 

close attachment to certain vested interests, and that both the 

major parties had their own special interests to take care of, 

which in practice meant that the politicians did not have the free-

dom to make the decisions that people were expecting. I would 

imagine that the American people feel that this is exactly the way 

it looks like. In turn this contributes to a general distrust of con-

gressional politicians and the political game played in the capital. 

It probably also explains part of Americans’ skepticism towards 

government, especially “big government”. The Americans are 

clearly frustrated with what they see of Washington, D.C. My 

guess is that people know intuitively that the strong polarization of 

politics in Congress has something to do with, or is even largely 

explained by, the immense scale of lobbying. 

 

The fact that law enforcement and security sectors take up so 

much space in contemporary American society is the second new 

observation. For a Swede, and I think for a European more gener-

ally, the control and security arrangements are far beyond what 

we are used to, or even possibly could imagine. Sure, one can 

understand that fear of terrorism has a different prominence in 

Washington, D.C. than in Stockholm, and it requires special 

measures. But what kind of society is created if the trend towards 
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more and more security and control measures continues? Ameri-

can history tells us about an open and friendly society, about the 

home of freedom on the planet. Washington, D.C. did not live up 

to that vision the days I was there.  

 

Speaking of freedom, tomorrow, October 28th, marks exactly 125 

years since the Statue of Liberty in New York City was dedicated. 

 

Charleston, WV, Friday, October 28, 2011 

Today I have been driving from Pittsburgh, Pennsylvania, to 

Charleston, West Virginia. It took a few hours on the highway, 

Interstate 79 (I-79), most of the time in West Virginia. This state is 

sparsely populated, so I've driven through relatively uninhabited 

places with an autumn-colored, pretty, hilly landscape. It became 

a sort of nature tour from the car. 

 

The interstate road system, officially called the Interstate Highway 

System, deserves a special comment. It was constructed over a 

few decades from the mid-1950s onwards and was a major public 

works project. It has been called the world's largest infrastructure 

investment anywhere ever, and this is probably true. It was Presi-

dent Dwight D. Eisenhower who made sure that the project was 

started, partly for military purposes. The interstate roads would 

facilitate the evacuation of the large cities in the event of war. It is 

also said, probably a tall tale, that Eisenhower got a sense of 

what an advanced highway system could mean both economi-

cally and from a military point of view when he saw the German 

Autobahn during the war. 

 

From a driver's perspective, the Interstate system is a model. It’s 

a highway. It’s well signposted. Even the road numbers help. 

Driving on “I-79” today means I have been on a road that runs in 
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the north-south direction (odd numbers run north-south, and even 

numbers west-east). From what I've seen so far during this trip, 

the maintenance of the Interstate-roads has been good. There 

are stretches of damaged road surfaces, but not more often than 

on European highways. Assuming that what I have experienced 

so far of Interstate routes, and it's many thousands of miles, is 

valid for the entire Interstate system, this is not where the short-

comings of the U.S. infrastructure are to be found. 

 

Lexington, KY, Sunday, October 30, 2011 
It's Sunday morning and I have just read an article in the Novem-

ber issue of Foreign Affairs, “The Broken Contract.” It’s written by 

George Packer, a journalist at The New Yorker, and is an inter-

esting analysis of the relationship between the growing income 

gap and American society's problems. Or to put it as straight and 

honestly as Packer does, he speaks of “Inequality and American 

Decline”. In a central section of the article he writes: “This ine-

quality is the ill that underlies all the others. Like an odorless gas, 

it pervades every corner of the United States and saps the 

strength of the country's democracy.” 

 

Is he right? Absolutely. The more one talks to people, and the 

more one drives through the country, and especially when you 

are outside the major metropolitan centers, New York City, Wash-

ington, D.C., Boston, LA, etc., the more confident you become 

that American society’s most fundamental problems today revolve 

around the large and growing income inequality. And more spe-

cifically, that the middle class, the approximately 60% of Ameri-

cans who are flanked by the poorest 20% on the bottom and the 

richest 20% at the top, are having it increasingly harder financially 

as income does not match expenses even though they do their 

best. It becomes a problem in the sense that a lot of middle class 
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people are financially stressed. Those in turn lead to other prob-

lems like obesity that drive up medical expenses, and so on. But 

above all, it leads to problems with the general mood of the coun-

try. The political polarization. Rush Limbaugh vs. Michael Moore. 

Irreconcilable tensions. Populism, both to the right with the Tea 

Party and to the left with Occupy Wall Street. In the long run this 

development could lead to social unrest, to which the U.S. has 

not yet come. 

 

That the middle class feels economically repressed can, says 

Packer, be explained by a combination of globalization and tech-

nological development. Both have contributed to jobs disappear-

ing from the U.S., and to lower incomes for the middle class. At 

the CNN debate the other night, a middle-aged man said that he, 

by being forced to move from a well paid job in the manufacturing 

industry to a low paid job in a store, today is paid less than he 

was 20 years ago. But it cannot explain everything, writes Packer. 

Globalization and new technology has also hit Europe but without 

income distribution being distorted as much as in the U.S. in re-

cent decades. 

 

There are two other forces at play. “Over the past three decades, 

the government has consistently favored the rich… But even 

more fundamental than public policy is the long-term transforma-

tion of the manners and morals of American elites – what they 

became willing to do that they would not have done, or even 

thought about doing, before.” The latter is interesting because it’s 

about values. Sure, writes Packer, one could imagine that a CEO 

in 1978 would have been able to acquire a one million dollar bo-

nus while dismissing much of the workforce. “But no executive 

would have wanted the shame and outrage that would have fol-

lowed – any more than an executive today would want to be 
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quoted using a racial slur or photographed with a paid escort.” I 

think Gary Packer is absolutely right. There has been a shift in 

values. It’s now considered perfectly OK among top executives of 

large companies, and especially in the financial sector, to negoti-

ate compensation for one year's work in the tens or hundreds of 

millions of dollars (even billions of dollars if we talk about some 

hedge fund executives). It’s something new and distinctly Ameri-

can. Of course, European large-cap executives also earn signifi-

cantly more money today than in 1980. But in terms of the level of 

compensation in dollars, U.S. executives are in a class of them-

selves. 

 

Moreover, in the article there is a thought-provoking story about 

what kind of society we are in the process of creating, not least in 

this country. Last year an 800 miles long fiber optic cable was dug 

down between Chicago and New York City, or more precisely, 

between the Chicago Mercantile Exchange and the New York 

Stock Exchange with the aim of gaining a number of milliseconds 

for a few players in the increasingly lucrative market for robot 

trading in financial instruments. Meanwhile, says Packer, it takes 

just as long today as in 1950 to take the train from Chicago to 

New York City. The financial sector can afford to make a $300 

million investment to earn a few milliseconds, while it seems im-

possible in the United States to launch an investment in high-

speed trains. 

 

The fiber cable investment could just as well have been done by 

the financial sector in Europe. The difference lies in the second 

part of the narrative. The French high-speed trains would certainly 

not have been built without the French government’s involvement. 

That the U.S. government would take a similar initiative to make a 

big high-speed train investment somewhere in the country is, as I 
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understand it, almost unthinkable. And it would today be even 

more unthinkable that the U.S. Congress would partly fund such 

an investment with taxpayers’ money. Taxpayers' money should 

not be used for things that the private market could handle, so 

goes the reasoning of the majority of U.S. politicians today. It’s 

just that experience tells us that the private sector left alone is 

unable to bring about certain “goods”, for example a significant 

high-speed train venture. It’s no coincidence that the U.S. lacks 

high-speed trains. One might think that trains are a detail in the 

social fabric. But it’s really about a much bigger issue. If U.S. poli-

ticians ideologically consistent opt out of all things that are on the 

borderline between private goods and public goods, like high-

speed trains, then there is risk that it will in the end have a nega-

tive impact on American competitiveness, and ultimately on the 

relative GDP growth. 

 

 

Today I have “done” Lexington in the sense I have been driving 

around a bit in the center of city. It’s quickly done. It's not a big 

city. Just under 300 000 people live here. I am struck by how 

empty Lexington’s downtown is. After all, it’s Sunday, and the 

weather is nice. One might have expected to see a number of 

people walking around in the center, but they were not. Evidently 

they sat in their cars on their way somewhere – perhaps to a 

shopping mall on the outskirts of the city? A person who strolls 

around downtown would probably be unusual. I've done it a few 

times, and got the feeling that it’s looked upon with suspicion. 

Anyone who does so is either odd or poor or maybe a European 

visitor. The car has taken command of the town plan and deter-

mines how a medium-sized American city works. 
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Knoxville, TN, Monday, October 31, 2011 

Today’s breakfast at my hotel in Lexington is worth a couple of 

reflections. Since I have got into the habit, or bad habit is perhaps 

a better word in my case, during the journey to get up at six 

o'clock in the morning, there are usually, except for me, only older 

people or blue-collar workers at breakfast. This morning we were 

all seniors. Altogether we were nine people, four couples and my-

self. Of the nine, five were overweight. I would think that this ob-

servation conforms quite well with the average for American retir-

ees. My impression is that a majority of American seniors are 

overweight. 

 

This is not an accusation. It’s more a fact. I am not surprised be-

cause it's hard to find places where you can get healthy food at a 

reasonable price, especially when you are on the road. I have 

learned that one of the restaurant chains that is sincerely commit-

ted to serving great food is Bob Evans. One can find their restau-

rants all over the place in this part of the country. But even with 

the best intentions, it’s difficult. I have a revealing story from last 

Saturday evening when I dined at a Bob Evans. I ordered grilled 

salmon with baked potato. It tasted excellent. In particular, the 

potatoes were very tasty, especially when I mixed it with the four 

small packages of butter that came with it. (“If you would like to 

have more pats of butter, please let me know”, as the friendly 

waitress said.). For dessert, I ate an apple pie with ice cream. It 

was good, plentiful, and sweet, a kind of sugar bomb, I suppose. I 

imagine that I had a massive intake of fat and calories this par-

ticular Saturday night. 

 

The large amount of sugar and other sweeteners in the food here 

is a separate chapter. At most hotel/motel breakfasts there are 

cereals available for anyone who wants them. But if you are seek-
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ing low-sugar Kellogg’s Corn Flakes or something similar, you will 

have a hard time finding it. It’s almost always “Frosted Flakes”, 

pre-sugared cornflakes, or other sugary cereals. The cereal se-

lection undoubtedly reflects what hotel guests ask for. Sugar in 

food is probably addictive. 

 

All this being said, it should also be observed that Americans are 

striving to become more aware of what they eat. There are lots of 

programs on television and radio that constantly talk about diet 

and good nutrition. Or doctors who speak about the medical risks 

of fatty and sweet foods. And many roadside restaurant chains 

print the caloric content of the various dishes on their menus. I do 

not know if that helps. I would guess that there are three things 

that make it difficult for the Americans to change their eating hab-

its. First, the supply structure is locked. After all, the big fast food 

chains, McDonald's, Burger King, KFC, Wendy's, etc. totally 

dominate, and it seems that there is a great demand for their 

products. Second, values and traditions are important to how you 

eat, and therefore it takes time to change eating habits. Third, 

many cannot afford to eat good food (defined as non-fast food). 

That's what the lady from Pennsylvania with a full working life ex-

perience in the health care system said. One can safely assume 

that large groups of poor Americans can’t afford to eat a healthy 

diet.  

 

I have had two interesting conversations today. The first was with 

Ella, the lady in the office of an auto repair shop in Lexington, 

which I visited because the engine oil had to be replaced on my 

car (which, incidentally, should not have happened with an Avis 

car). Ella was a 62-year-old, charming, open, and driven person (I 

eventually learned that she was one of the owners of the place), 

and during the more than one half hour it took to change the oil, 
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we talked about everything from the pleasures of traveling to the 

pros and cons of buying a foreign car. We talked also about the 

U.S. economy. She said that it’s no longer just ordinary middle-

class Americans who have difficulties making ends meet finan-

cially. Today this is also true for some of the upper middle class. 

“For a family here in Lexington with a household income of 

$80,000 per year, which is the lower limit of the upper middle 

class, and if the family consists of four people, the economy will 

be very tough. I would say that the family is poor.” I cannot judge 

if she is right, but I have confidence in her knowledge of financial 

matters. She also told me that for her own company the recession 

started ten years ago. At its peak, the shop had 12 employees. 

Today they only have four in the workshop plus one person in the 

office. The company seemed well run – I got a great service – 

and because they worked with cars, it’s likely that the downward 

trend tells us something about the economy in general in the Lex-

ington area. 

 

Another of her candid comments was that Obama must go. When 

I said he could not reasonably be blamed for the high unemploy-

ment and for the U.S. economy’s other problems, she agreed. 

“That's not why I believe that he will be forced to leave. He is too 

weak, it's too much talk and too little action.” This is an honest 

argument. Many people I have talked to here say the same thing, 

that Obama must go, but it has often been superficial and ideo-

logical. Just yesterday I met a retired military man from Atlanta 

who casually declared to me that “Obama is a socialist”, and that 

he “prayed to God” that he would not get re-elected. Ella's argu-

ment is better thought out. And I guess she's right. 

 

The second interesting conversation was with Chris in the small 

town of Danville, around 60 miles south of Lexington. Today I 
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avoided the Interstate roads. Thus this morning I drove south on 

Highway 27. What I came across along this path was different 

from what I had seen on Highway 60 yesterday. Here people ap-

peared financially well off. The houses were well kept. I saw a 

number of newly built residential areas with large houses. It re-

minded me of southern Sweden, with its gentle, slightly undulat-

ing agricultural landscape. I went in to Danville for lunch and my 

experience in town only reinforced the impression that people 

lived a good life here, at least from a moneymaking point of view. 

Therefore, when I got to talk to Chris, a man in his 40s with his 

own company in the forestry consulting industry, I asked about 

the economy, and why the town seemed so prosperous. 

 

There are some successful small manufacturing companies in 

Danville, he said, but the biggest employer is a hospital. “They 

hire by the thousands, it’s much larger than the equivalent of the 

city's size. Patients come here for medical treatment.” This is in-

teresting. The other, positive side of the very high health care 

costs in the U.S. is of course that there are a large number of pri-

vate providers, particularly large, expansive hospitals that earn a 

lot of money, employ many people, and benefit the community in 

which they operate. Danville, a town of less than 15 000 inhabi-

tants, is a good example of this. 

 

This leads to another question – is it really a problem for the 

United States that the country has such a costly health care sys-

tem? The fact that 16-17% of the U.S. GDP goes to health care, 

about 50% more than in other OECD countries, is perhaps en-

tirely appropriate when considering the overall picture? As in Dan-

ville, the health care sector creates jobs and income for many. 

The answer is that economically, and even from a social philoso-

phical viewpoint, it can never be good in the long run if a country 
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on average spends significantly more resources on its health care 

than other countries at the same level of development. The higher 

relative cost of health care in a country can really only be ex-

plained by either the fact that people are more unhealthy and use 

more medical care, or that the health care system is working less 

efficiently. In the case of U.S. health care, both these explana-

tions are relevant. Americans certainly need more care than the 

Europeans (particularly because of a larger percentage of obesity 

in the population, and because of more social and medical prob-

lems connected with higher income inequalities). One can hardly 

regard that as positive. And we know that the American health 

care system works less efficiently, mainly because the administra-

tive costs are significantly higher than in other comparable coun-

tries. 

 

Chattanooga, TN, Tuesday, November 1, 2011 

The jobs crisis, with unemployment around 9% today, has led to 

quite a few media comments like: “The U.S. must stop exporting 

their jobs to China and India.” More specifically, the discussion 

mostly applies to the manufacturing sector, the part of industry 

that makes “things you can touch” (cars, airplanes, computers, 

etc.), where the trend has been that more and more of the U.S. 

production has moved abroad, or that more and more of the prod-

ucts sold in the U.S. are foreign-made. It can be seen in the em-

ployment figures. Thirty years ago (in 1979) 20 million Americans 

worked in manufacturing. In 2009 the figure was 12 million, not far 

from one half. During the same period, the U.S. population in-

creased by about 40%. This makes the downturn even more ap-

palling. 

 

Is there a realistic basis for hope that the United States can re-

verse the trend towards shrinking domestic manufacturing and a 
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growing proportion of foreign-made products? I would argue that 

it’s not unattainable. There are at least three reasons for that. 

First, the size of the manufacturing industry is important in this 

context. A manufacturing industry with 12 million employees is 

very big relative to almost any other country, especially since we 

know that productivity growth has been strong for quite some 

time. At the same time, one can assume that for the U.S. to suc-

ceed in exporting more manufactured products and compete suc-

cessfully with foreign imports, it must be in the parts of the econ-

omy where it’s still producing and consequently have the ability to 

compete. Second, it’s a competitive advantage that U.S. compa-

nies have the world's largest and most sophisticated market as 

their domestic market. Third, the U.S. pay level is no longer pro-

hibitively high compared to other OECD countries. The labor cost 

for a person working full time in a U.S. manufacturing company is 

today, all else being equal, significantly lower than for a compara-

ble company in Germany, for example. Per hour American wages 

(including social costs) in 2010 were about 25% lower than in 

Germany. There have also been structural changes in the Ameri-

can labor market that are helpful. I read in today's USA Today 

that a newly recruited worker on an assembly line at a General 

Motors plant has much lower pay than would have been the case 

before the 2008-2009 crisis when the U.S. government rescued 

General Motors and some favorable employment contracts were 

torn up. As the article puts it: “The days of assembly lines recruit-

ment leading to comfortable middle-class lives are fading.” 

 

So yes, theoretically the U.S. manufacturing industry should be 

able to survive, perhaps even increase its export value in real 

terms, and keep its value added on the same level as part of GDP 

as to day, and slow down its negative employment trend. The 

relevant question is obviously whether it’s possible in practice. 
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The automotive industry is an interesting example. The car as 

product dominates this country. Of course, the American big car 

companies have an enormous knowledge of the car as a product, 

and of the production and marketing of cars. However if we are 

talking about selling American cars to other countries, such as in 

Europe, there are major obstacles. With a gasoline/diesel price 

per gallon that is about one-third of the price in Europe, it’s to a 

large extent the big, energy-hungry cars that are manufactured 

here. These are the cars, often giant pickup trucks, which many 

Americans want to buy. But it comes with a price for the U.S. car 

industry. People in Europe and elsewhere in the world cannot 

afford to drive these big vehicles, and consequently they do not 

buy them. 

 

It’s suggestive that the large differences in petrol prices between 

the U.S. and Europe largely depends on differences in tax levy. 

By keeping gasoline and diesel prices at a very low level, Ameri-

can politicians not only have contributed to the fact that the num-

ber of large environmentally polluting cars in the U.S. far exceed 

what one can find in other Western countries, but also to the fact 

that the U.S. auto industry largely produces products that other 

countries' citizens cannot afford to drive, and perhaps do not even 

want to drive.   

 

Atlanta, GA, Wednesday, November 2, 2011 

Speaking of yesterday's discussion, one gets a compelling exam-

ple of how big the U.S. manufacturing industry is when you go 

into a regular grocery store. On the shelves you will find virtually 

no non-American products. OK, there are exceptions; in the gour-

met freezer you can possibly find European cheeses. Perhaps 

Italian Barilla spaghetti or Buitoni tortellini. And if you ask for it, it’s 

not impossible that there are a few bottles of European or Austra-
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lian wine available. But these are exceptions to the rule that most 

of the food and household items in the stores here are American 

made. 

 

Incidentally, today I have done what I also did two years ago – I 

systematically checked prices in two large supermarkets. The first 

was Kroger, an upscale supermarket chain with, I would assume, 

mainly upper middle class customers. The second was Wal-Mart 

whose supermarket division is, it seems, more focused on people 

with lower incomes than average. I made a compilation of prices, 

and although it’s difficult to say anything with certainty, it’s clear 

that food and other household items like toiletries and detergents 

are substantially cheaper in the U.S. than in Sweden. I would say 

that the cost for a normal American family for food and other su-

permarket goods is 10-20% lower than in Sweden. 

 

I would argue that the most important reason for the lower prices 

is the high competition in the U.S. market. This applies generally, 

but not least for things that people use in everyday life. In addi-

tion, the big market, upwards of 300 million consumers, is ena-

bling economies of scale that make production cheaper. For 

some fresh produce, such as for fruit in the areas I'm in right now, 

it’s also likely that local production keeps prices down. 

 

Overall, costs for what an ordinary American family consumes are 

less than for the corresponding family in Sweden. Food and other 

household items are thus cheaper. This also goes for other major 

budget items – transportation (outside the big cities, there is prac-

tically no other mode of transport than the car), housing, clothing, 

and entertainment. Gasoline and diesel are significantly cheaper, 

as I said, about a third of the price in Sweden. All capital goods, 

automobiles, appliances, electronics, and single-family homes, 



268 

 

also cost less here given the same quality and size, and with the 

same explanation as for everything else, competition is much 

tougher than in the Swedish market. This also applies to certain 

utility services like electricity and telephone. 

 

Financial capital is also cheaper. The interest rates on loans in 

the U.S. are lower than they are in Sweden. I am not referring to 

the current situation where the Federal Reserve deliberately 

keeps the price of money low in order to stimulate the economy, 

but as a more general rule that applies over time. The same 

forces are at work here again – competition in the U.S. financial 

market is very tough, and it pushes interest rates down. The fact 

that the cost of capital is also affected by inflation is another mat-

ter. If inflation expectations differ between countries, the interest 

rates will also differ, all else being equal. But seen as an average 

over a long time, and assuming the same inflation and risk, it’s 

cheaper for Americans to borrow, for example to buy a house, 

than for a Swede in the same financial condition. 

 

The two major items that remain in an American family’s budget 

are what I discussed earlier: the costs of health care and chil-

dren's higher education. That's where the differences between the 

American and the Swedish family are most evident. In the United 

States the family pays out of pocket a substantial part of the total 

cost in both these areas. Offsetting these expenses is a much 

lower tax levy. In Sweden, we pay for health care and higher edu-

cation largely through our higher taxes. 

 

Charlotte, NC, Tuesday, November 8, 2011 

Andreas [my son] came “visiting“ on Friday night. I picked him up 

at the Charlotte airport, and he stayed until yesterday, Monday 

night. So we have had three whole days together and have used 
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them to travel to the Atlantic coast, Charlotte is a good ways into 

the country. The first night we stayed over in Charleston, a 

charming, moderately sized city with a long history from both the 

Revolutionary and Civil Wars. The interesting thing about 

Charleston (and, incidentally also about Savannah where we trav-

eled on Sunday) is, in my opinion, that it looks like a city should 

with streets where you can stroll on the sidewalks, walk into a 

store or restaurant, and stroll further with other people. Surpris-

ingly for a European, that is very rare in the United States. Aside 

from the big cities like Washington, New York City, Boston, and 

San Francisco, the urban centers do not look like that. Typically 

the downtown areas in mid-sized American cities are sterile, with-

out interesting shops and good places to eat, and most important, 

without people. 

 

Otherwise, we used a great deal of the time discussing how we 

perceive the United States. Andreas has lived and worked in Bos-

ton for almost two years, and I am now in my third week on the 

road. We have lots of impressions from two entirely different per-

spectives. We talked about everything, but three themes became 

more prominent than others. The paradox that the effectiveness, 

the efficient use of resources in American society, is not as high 

as one would expect, was the first theme. The second was the 

food. The longer you stay in the country and the more you travel, 

the clearer it becomes that many of the economic and political 

problems the U.S. has, in particular the high health care costs, 

are to a large extent associated with what people eat. The fact 

that the U.S. with its vast size, differentiated economy, and mult-

culture is more of a continent than a country (in the sense that for 

example Germany is a country), was the third theme. This insight 

can explain some of the differences one perceives between 

Europe and the U.S. Of course, we also talked about how the 
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U.S. can solve its economic and political problems. The problems 

are very large, we agreed. Let me approach our discussions a 

little more systematically. 

 

My preconceived view, which I probably share with most other 

Europeans, is that the U.S. is a country where competition and 

efficiency reign, a country where most things work with a mini-

mum of waste. I guess this view comes from the notion that the 

U.S. economy is the very center of capitalism, and we couple 

capitalism with efficiency. And that there are so many U.S. com-

panies that are big and successful in the global market like Apple, 

Microsoft, Google, and Facebook. But if one presumes that high 

relative efficiency (defined as the use of resources being more 

efficient than in other countries) is a characteristic of the Ameri-

can society, it’s remarkably often not so. There are at least two 

perspectives.  

 

The first is about the American society as a whole. It has hope-

fully been demonstrated by what I have written so far that, sur-

prisingly often, American society does not work as efficiently as 

one would expect compared with other Western countries. One of 

the clearest examples is the health care system. Of course there 

is also no sign of a high relative efficacy when the American infra-

structure is given a “D” by ASCE. There are also some details in 

the social structure that have implications for overall efficiency, for 

example the lack of a national system of identification of citizens. 

 

A completely different aspect of American inefficiency in a socie-

tal perspective is the tendency to sue all the time, and to make a 

business out of suing, and systematically sue whenever there is 

the slightest chance of winning a dispute. For a visitor from 
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Europe it’s surprising to say the least, that big and reputable law 

firms on prime time TV broadcast advertising like: “If you think the 

hospital was negligent and did not do the tests that might have 

prevented you from becoming ill, please contact us.” Or when one 

hears about Stella Liebeck from Albuquerque who went to court 

and received $640,000 because McDonalds served her hot cof-

fee, which she spilled in her lap and scalded herself. Obviously 

there are situations where a legal judgment is the best way to 

resolve a dispute. But to allow the “sue culture” to take signifi-

cantly more space than it does in other Western countries (there 

are studies that show that this is so) is certainly economically 

more costly than resolving disputes without the intervention of the 

judicial system. Excessive suing is simply an expression of rela-

tive inefficiency. An economist would say that suing mostly is 

about rent-seeking, in other words, not about adding value by 

producing something precious but to take value from one party, 

the loser, and give it to another party, the one who wins. Too 

much of rent-seeking is obviously a bad thing for a society. 

 

The second perspective is about the private sector, especially 

about companies. One can assume that each company individu-

ally works effectively; the fierce competition in the U.S. market 

guarantees that. However, when cooperation between companies 

is required for example to make it cheaper and simpler for the 

customer, the picture is not the same. The banks are a prime ex-

ample. One of the banks' main tasks, and that goes for the banks 

in all countries, is to handle the payment system, thus offering 

companies and households products that make it easy to transfer 

money from one account to another. Plusgiro, Visa/Master Card, 

Smart Card, e-invoice, etc. are examples of payment products 

that we use in Sweden. The U.S. payments system is not nearly 

as advanced. Sure, cards are also used in the U.S. but there is 
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for example no giro system for the general public. A large part of 

the private payments here are still made by check. Already in the 

1980s most European banks considered the check system as too 

costly and inefficient, and gradually it was phased it out. Private 

individuals and companies hardly use checks anymore. Here it’s 

still an important part of the payment system. A more concrete 

example of inefficiencies on the enterprise level is difficult to find. 

 

One might ask what causes the lower efficiency in these cases. 

When we talk about the societal level, such as health care and 

infrastructure, it’s obvious that it’s fundamentally about political 

shortcomings. For ideological reasons, American politicians 

choose reflexively to let the private market take responsibility 

even for things where there is compelling evidence that a com-

mon solution is cheaper and better. The reasoning goes, so it 

seems, that ideology has a value that may incur a cost. One can 

also speculate about another, more general, explanation. Since 

the United States for so long has been richer and more success-

ful than other countries, Americans and U.S. politicians might 

think that the country can afford to be a little less efficient. Drawn 

to its extreme, and in concrete terms, it could be expressed: “It’s 

so important that our ideals of freedom are being defended, and 

thus government is being kept at a minimum, that we accept that 

health care costs 50% more than in other Western countries.” I 

have also noticed another thing related to this efficiency issue – 

benchmarking does not seem to be something that occurs very 

frequently. For example, U.S. politicians do not seem to be par-

ticularly interested in comparing their chosen approach, let us say 

how U.S. private health care is financed, to what can be found in 

other Western countries. For a small country like Sweden, bench-

marking is a given fact. Almost every government inquiry report 

on a social issue of importance has a chapter on how the issue is 
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solved in other countries, and this knowledge often has an effect 

on the propositions and decisions. I have seen very little of 

benchmarking of this kind here. Learning from other countries 

may not be perceived as necessary.  

 

It’s very difficult to say anything definite about why the U.S. banks 

do not cooperate on a more efficient payment system when it’s so 

obvious that there’s money to be made using more modern tech-

nologies. One explanation might be that there is a need for a po-

litical initiative, and possibly for federal financing, in order to bring 

about a new payment system, and if so, it’s likely that the political 

will in Washington, D.C. is not there. Another possible explanation 

could be that, because the U.S. is such a huge country, a new 

national payment system would be extremely costly and compli-

cated to implement. 

 

 

The fact that too many Americans are eating unhealthy food is a 

major social problem, much bigger than one could ever imagine 

as a European. It’s a social problem because such a big part of 

the population is overweight. Almost a third of the adult population 

in the U.S. is obese (BMI >30). A few are disproportionately 

obese. There are probably several explanations. One is highly 

robust. It’s difficult to find restaurants where the food is not satu-

rated with either sugar or harmful fats or both. When traveling 

around the United States it’s almost impossible because you do 

not know where to find tasty and nutritious food. However, there 

is an abundance of restaurants serving cheap and appetizing 

fare. Generally the food here tastes good; I suspect a lot of sugar 

and fat contribute to that. Even if one finds a good restaurant, it’s 

difficult to defend oneself against problematic food. As we wan-

dered around in Charleston on Saturday night, we found a nice 
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restaurant where people were queuing to get in; it apparently had 

a fine cuisine. Since we were on the coast, we ordered a seafood 

platter. It was just that everything on the plate was fried. Fried 

seafood is a specialty in Charleston. 

 

Another explanation is that the portions served normally are large, 

larger than those we are used to in Europe. In addition, buffets 

are common; there are entire food chains that market themselves 

as “all you can eat” buffet restaurants. I had, by coincidence, 

lunch today at a cafeteria that was in fact the lunchroom for a 

number of companies in the vicinity. Lunch was served buffet 

style, and I saw that several of the guests took a lot on their 

plates, and even went several times. A third explanation that I 

have mentioned earlier is that many poor people cannot afford to 

eat anything but junk food, and that the situation is made worse 

since most poor people fail to prepare their own meals. 

 

One explanation is missing. During the past hundred years or so, 

American society, not least its small towns and mid-sized cities, 

has been shaped by the car and by all that what extensive car 

usage requires. The consequence has been that the pedestrian 

has gradually disappeared from cities and towns. I'm not talking 

about the business and tourist areas of large cities, which look 

like big cities everywhere in the world. Neither am I talking about 

Charleston, Savannah, and a handful of other European-inspired 

American cities with vibrant downtown business centers and a lot 

of people in the streets. They are the exceptions. Almost every-

where in small towns and mid-sized cities people do not walk 

when going to shop, eat, or run errands. A variety of things con-

tribute to this. The distances are long (not least since most of the 

shopping today has left downtown and moved to shopping cen-
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ters on the outskirts). Each retailer, even the smallest McDonald 

restaurant, needs quite a large area to take care of car traffic and 

parking. Sidewalks are usually only on one side of the road, and 

sometimes there are no sidewalks at all. Street lighting is often 

poor or missing entirely. Most importantly, there is also a cultural 

obstacle. Americans do not walk when they go shopping. The 

development has reached the point where it has become, as I 

mentioned earlier, a bit dubious to go for a walk downtown in a 

small or medium-sized American city. It would be remarkable if 

this “no walking” culture did not contribute to so many Americans 

being overweight and obese. 

 

  

Since the U.S. is a federation of states, which in some cases, say 

in the cases of California and Texas, are substantially larger than 

almost any other Western country, the question of what to do on 

the federal level in Washington, D.C., and what to dispatch to the 

states is central. That problem is probably at the heart of much of 

people's criticism of, if not contempt for, Congress and the presi-

dent. I would argue that this criticism is more driven by values 

than being a thought-out analysis. It seems to be in the blood of 

many Americans that government, and especially “big govern-

ment” (in the sense of Washington, D.C.), is by definition nega-

tive, and something that should be minimized. 

 

Can we say that the U.S. has gone too far and centralized too 

much in Washington, D.C.? Many Americans seem to think so. As 

a visiting observer, I do not see it that way. It’s rather that Wash-

ington must take greater responsibility than today if the U.S. is 

going to succeed in global competition in the long term. Or to put 

it another way, it's too little government that is America's main 

problem today, not vice versa. 
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We also talked a lot about the prospects for the U.S. to extricate 

itself from its economic and political impasse. The country's prob-

lems are so profound, and the problems are affecting everything 

from culture and values to income distribution and the democratic 

process, that one has to go back to the 1930s to find anything on 

the same scale. At that time, U.S. leaders turned the crisis into 

success within a few decades. The period from World War II until 

the mid-1970s became very successful from a historical perspec-

tive. The question is whether the U.S. politicians can make a 

“turnaround” even this time. Andreas believes that. Americans in 

general have basically sound values – to work hard, to take care 

of the family, to be honest, to take part in the local community, 

etc. The country has also a major asset in its wide array of people 

from different cultures, in its size, and in its dynamic capitalism. 

What is needed for a turnaround, Andreas argues, is not so much 

as one might think when times, like now, are bad, unemployment 

high, and the general mood in society more pessimistic than opti-

mistic. 

 

Andreas might be right, but I am more skeptical. It’s because the 

very foundation of America's problem today is, in my view, tied to 

the prevailing values and ideals. Americans may have good val-

ues in terms of work, family and civil society. But the American's 

quest for freedom has led to libertarianism, and ideology which 

has flourished during the last decades and today has a grip on 

American society and the political system. It’s this libertarian 

thinking that leads Americans in general, and therefore politicians, 

to think that public goods must be kept to a minimum, that it’s al-

ways positive to cut back on public expenditures, that public sec-

tor workers are somehow second-class people, that public sup-

port for the weaker members of society should be minimized, etc. 

My pessimism is fueled by what I see of political paralysis rooted 
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in ideological thinking, in turn reinforced by powerful lobbying 

forces. If you think about it, it’s an intellectual capitulation for a 

politician to sign the Taxpayer Protection Pledge. Yet nearly all 

Republicans in Congress have done so. 

 

To be sure, the U.S. has turned difficult situations around in the 

past, and there is a collective intelligence in American society that 

suggests that it could happen again. The cleanup after Watergate 

is an example. Another example, albeit a bit provincial, is yester-

day's referendum in Ohio on the right of public employees – 

teachers, policemen, firemen etc. – to sign collective agreements. 

It’s economically rational to have collective bargaining agree-

ments in the labor market however ideologically objectionable to 

conservatives. The latter was, I guess, the reason why the Ohio 

Republicans pushed their state legislature to ban collective agree-

ments for public employees. It was voted down in the referendum 

by 61%, a large majority. Even if this collective intelligence was to 

be found in Ohio yesterday, it’s still difficult to see signs of the 

political rethinking that is so needed in Washington, D.C. 

 

Raleigh, NC, Wednesday, November 9, 2011 

Glenn Beck is a conservative radio talk show host with great influ-

ence. I have listened to him most of today's travel between Char-

lotte and Raleigh. Glenn Beck is a bit different from Rush Lim-

baugh, more ideological, a little less blustering and arrogant. This 

does not mean that he is logical in his thoughts or honest in his 

arguments. Opinion media (ideological journalism might be a bet-

ter word), of which the Glenn Beck Show is an example, does not 

see both sides of the story. The methods used to get listeners on 

their side are simple. Today I heard him criticize the Occupy Wall 

Street (OWS) movement. It was done efficiently by using a few 

sound bites describing those involved as antisocial, irresponsible 
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or just stupid. Anyone who listened to the clips could not but think 

that these people are, if not criminal, at least anti-social. And he 

said something like: “There you can hear what kind of people who 

belong to OWS.” Maybe, adding: “They are socialists, and it’s 

typical that Obama backs them.” That the OWS-movement in a 

few weeks has developed into a movement with millions of partici-

pants where all kinds of people attend, from university professors 

to homeless people, is something that Glenn Beck carefully 

avoids commenting on, let alone explain. He would never say 

something like: “The fact that so many people protest suggests 

that we should try to understand what lies behind the protests.” 

Ideological journalism model Glenn Beck always makes the most 

in a short time to insult the people and ideas that do not fit, in this 

case the participants in the OWS-movement, and their message 

that the inequalities in American society are too large. 

 

One would think that with such an unsophisticated way of work-

ing, people would be alienated. In Sweden it would be unthink-

able to have a Glenn Beck. He would be considered a joke, a sort 

of “sit-down comedian”. Not so here. Glenn Beck has probably 

hundreds of thousands, if not millions, of listeners every day. I 

think radio hosts like Beck and Limbaugh, both part of Fox News, 

play an important role in shaping ordinary Americans' political 

beliefs. There is also another category of political radio here that 

in some ways is even worse – the ministers and others who use 

religion to influence people's political beliefs. One hears that the 

Bible says that Obama is a socialist. Or that it’s unchristian to 

take from someone against his or her will, so it’s wrong to levy 

taxes. The first is demagoguery. The second is libertarian politics 

with the Bible as a weapon. 
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I noted one thing that Glenn Beck said during the day, something 

like: “I give a tithe to my church because then I know what the 

money is used for, I know my contributions will not be embezzled. 

If I were to pay this money as tax, I know it will be mismanaged.” I 

can respect such a stance. But it’s an ideological position if you 

do not demonstrate how taxpayer money normally is wasted and 

if you do not discuss the pros and cons of voluntary charity over 

tax-funded aid to the people who need help. 

 

The Republican presidential candidates have debated on TV 

again tonight, this time about the economy. It was not an uplifting 

event. It was generally a rehashing of the old messages. First, it 

was all agreed that no taxes should be raised. “We pay a lot of 

taxes in this country”, said Michele Bachman, certainly well aware 

that the tax levy in the U.S. is the lowest among OECD countries. 

Second, government has to be pushed back. On this point, there 

were concrete proposals, ranging from Ron Paul who during his 

first year as president would strip away $1,000 billion from the 

federal budget (which in reality is a fairy tale), and eliminate a 

number of ministries. Rick Perry would also eliminate a number of 

ministries, but forgot which ones (and became an international 

celebrity for one day for his nationally televised memory lapse). 

Mitt Romney, again the best in the debate, would remove 10% of 

all federal employees. Newt Gingrich would privatize social secu-

rity, etc. Those who had hoped to get some bold and well-

considered recipes for how to regain confidence in American soci-

ety were disappointed. There was absolutely nothing of the kind. 

One might have hoped that, for example, the neglected U.S. infra-

structure, and what should be done about it, would be an issue of 

debate. Energy supply could have been discussed as a future 

project, but no candidate had a plan. Or the global environmental 

and climate change. The latter issue was not mentioned in any 
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way by anyone at the podium during the two-hour debate. This is 

perhaps not surprising. During the nearly four weeks I've been 

here, I have not once heard politicians or journalists discuss the 

environment and climate. My impression is that global warming 

and other concerns related to the environment and climate are 

currently dead issues in U.S.politics. This seems to apply as 

much to Democrats as to Republicans. Another imperative prob-

lem which was also missing from the debate was what to do 

about the ever more oblique distribution of income, and the fact 

that so many middle class Americans are struggling financially. 

 

It also surprised me that the U.S. public debt did not come up for 

discussion. The U.S. has by now built up a government debt that 

is almost equal to GDP, around $15,000 billion. It's not quite on a 

par with Italy and Greece, but is still high. (Sweden's GDP is 

about $450 billion, the national debt about $200 billion.) Economic 

historians have shown that when the debt is approaching GDP in 

size, there is a high risk that the financial markets will lose confi-

dence in the country’s ability to repay their loans. That could 

mean increased borrowing costs, at worst difficulties getting 

credit. What happened in Spain and Italy when these countries 

tried to refinance their national debt this autumn are concrete ex-

amples. However, this rule of thumb does not seem to apply to 

the United States. There are plenty of buyers of U.S. Treasuries, 

and the U.S. can still borrow more cheaply than almost any other 

Western country (currently at 1.9% for the 10-year Treasuries). 

Yet it would have been appropriate for the candidates to defend 

their drastic budget reductions with the need for lower federal 

debt. This is a relevant argument. It was not used however, and 

that can only mean that beliefs override economic realities, that 

the Republican presidential candidates are driven by the ideologi-

cal conviction that U.S. government has to be scaled down, and 



281 

 

taxes must be lowered, etc. The prominence of ideology is in itself 

thought provoking. Vaclav Havel, writer and former Czech presi-

dent, has asserted that politicians who are primarily driven by ide-

ology are dangerous for society. 

 

I heard Joe Klein, well known and well-respected columnist for 

Time Magazine, say that the eight Republican presidential candi-

dates were the weakest set he had witnessed during his 30 years 

in political journalism. Perhaps that explains some of the amaze-

ment I feel when I watch these Presidential election debates. You 

do not think it’s true that the world's largest economy and most 

important political power might be headed by one of those people. 

 

Daytona Beach, FL, Saturday, November 12, 2011 
I am writing this in Daytona Beach, at least 300 miles from 

Charleston, where I started this morning. The road has been ex-

cellent, most of the time I have driven on I-95, so I have had time 

to listen to the radio. On a Saturday morning in this country, there 

are primarily two types of programs to listen to – sports and relig-

ion. I guess these two take care of 75% of the space on the air-

waves. I encountered the same thing the previous two Saturdays. 

There are also some other programs; I listened to “Homefront”, a 

home and garden program, for a little while. But most of all I lis-

tened to “The Larry Kudlow Show”.  

 

Larry Kudlow is a well-known radio and television journalist. He 

has a daily TV program on CNBC, and every Saturday morning 

he broadcasts a three-hour radio program on economics and poli-

tics. That was the program I came to listen to, and it was interest-

ing in many ways. Kudlow is quick-witted, efficient, and knowl-

edgeable. Politically, he is a conservative, and quite obviously, he 

votes for the Republicans (he worked on budgetary and financial 
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matters for the Reagan administration). As an economist, he is a 

neo-liberal I would argue, defined as a person who, in nine cases 

out of ten, is pro-market and private initiative and anti-government 

and public programs. The subject of the day was federal subsi-

dies for the development of alternative energy, like solar and wind 

energy, prompted by two articles in the New York Times this 

morning about NRG Energy, a private energy company that re-

ceived $1.5 billion in federal subsidies to develop solar energy 

technology. However, judging by what the New York Times 

writes, it was the taxpayer who bore the risk and NRG Energy’s 

owners who, literally, won the prize. At least, this was Kudlow’s 

interpretation, and he sharply criticized government policy. The 

message is simple: there should be no federal or state aid to indi-

vidual private companies. The market is fully capable of develop-

ing new technology itself. Governmental programs create bu-

reaucracy and waste while the companies enrich themselves at 

taxpayers' expense. Kudlow got some help in his argument since 

in one of the articles, NRG’s president is quoted saying that dur-

ing his 20 years in the industry, there has never been such an 

opportunity to receive federal aid for a project with such a low 

risk, it was, he said, “a once in a generation opportunity”. 

 

Larry Kudlow is many cuts above Rush Limbaugh, or for that mat-

ter, Michel Moore, in his way of arguing. Yet his arguments are 

one-sided. There are two sides of this issue, and he presented 

just one. He could have said something like this: “Certainly there 

is a risk with government subsidies that go directly to individual 

companies. The authorities that hand out this money have to en-

sure that the risk is allocated in a reasonable manner. Apparently 

it went wrong in the case of NRG Energy. But from the point of 

view of the national economy, it's worthwhile in some cases to let 

taxpayers help to develop the new advanced technology. The 



283 

 

market’s ability is not enough in some cases. If the market is left 

alone, the result might well be ‘too little, too late’. Development of 

solar energy is probably such an area. This would have been a 

much more honest way to tackle this issue. 

 

Of course there was the usual criticism of Obama in the program. 

A conservative radio talk-show host never misses an opportunity 

to criticize a Democratic President. The criticism gets extra weight 

and intensity when the economy is going at half speed and unem-

ployment is high because it means that the incumbent president 

will have difficulties getting re-elected. Still, it’s hardly the whole 

explanation for the criticism of Barack Obama. One hears disap-

proval from other than Republican politicians and conservative 

radio hosts. It’s said that Obama is vague about what he wants, 

and has difficulty in reaching decisions. I also read somewhere 

that the relations between the White House and Congress have 

gradually become more strained under Obama. For my part I 

have noticed that many of his closest associates (Rahm Emanuel, 

Larry Summers, and others) have left their jobs after a relatively 

short time, which is rarely a good sign. An example of political 

mismanagement from the president's side, at least according to 

Larry Kudlow, came up during the program. The president should 

have approved the Bowles-Simpson commission’s proposal this 

summer on how to handle the national debt, says Kudlow. It had 

the support of key representatives of both parties. “Had he done 

so, the country would now have been in a much better situation 

than we are in.” I know too little about the matter to be able to 

determine if Kudlow is right. But the argument was convincing. 

 

 

The Larry Kudlow Show is just another example of opinion media, 

albeit more reasonable and rational than some other programs in 
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the genre. Opinion media contributes to the political polarization 

in the country but cannot realistically be more than a partial expla-

nation of why Republicans and Democrats have such difficulties 

getting along. It must lie much deeper, and I think it’s fundamen-

tally about an identity crisis. My explanation is roughly as follows. 

The crisis in American society today is so profound that the two 

dominant political parties feel the need for radical thinking, and 

radical proposals, to regain society’s confidence. It’s not only an 

economic issue that the American middle class finds it hard to 

make ends meet, which contributes to overall unhappiness with 

the situation. Many Americans know intuitively, I think, that the 

current political model is headed in the wrong direction and that 

the country is losing its attractiveness and competitiveness in re-

lation to other countries. America's eroded political position in the 

world, that U.S. political supremacy is no longer a given, is some-

thing that adds to political gloom, if only psychologically. 

 

The Republican Party's response to this challenge is that the U.S. 

needs more of the political medicine they have prescribed over 

the past three decades. We need more deregulation, more free-

dom for individuals and companies, and lower taxes. In particular, 

there is a need for further dismantling of government, especially 

that part of government that is controlled from Washington, D.C. 

This anti-Washington, anti-federal government stance is bolstered 

by the excessive U.S. federal debt. No one disputes that a plan 

must be developed to pay off the debt, and this in turn can’t be 

done without cutting public spending. 

 

Yet evidence suggests that the Republicans' choices are a dead 

end. It was quite right of Ronald Reagan in the early 1980s to 

liberalize and give the market much more room to play. Reagan is 

the politician who, along with Margaret Thatcher in Europe, is of-
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ten associated with the new economic policy paradigm that was 

introduced at the beginning of the 1980s. The previous economic 

policies had gone too far in meddling with the market. And the 

change of policy paid off. The U.S. economy showed high relative 

growth during most of the 1980s, and above all in the 1990s. Dur-

ing certain periods, especially 2003-2007, there was a pure go-go 

atmosphere in the economy. The problem with the model came to 

the surface with the 2008-2009 crisis. It turned out that if you go a 

long way to deregulate in line with this “freedom oriented” policy, 

and especially if you radically deregulate the financial markets as 

was done, the financial sector becomes speculative. Banks and 

other financial players simply take on more and more risks. Even-

tually it creates a bubble, in this case a subprime mortgage bub-

ble, which bursts, with recession and high unemployment as a 

result. The U.S. and the West in general are still living with the 

consequences of the 2008-2009 crisis. One can add that these 

market-oriented policies also contribute to widening income gaps 

and inequities. And to help those who are hard hit financially is 

not a true Republican tradition. 

 

My conclusion is that there is no prospect of success with the pol-

icy the Republican Party’s leading politicians (defined as the pre-

sidential candidates) want to implement. It would definitely further 

increase the income gap, perhaps leading to social unrest, and it 

would certainly not create the tax-funded resources needed to 

make the large public investments in infrastructure, energy, and 

environment, that obviously must be made. 

 

I should add another point. I have nothing in principle against the 

U.S. Republican Party. I'm just surprised that they are so tightly 

locked into an old economic policy paradigm. The party does not 

seem to see that times have changed and that what once, in the 
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early 1980s, was a political success formula is not that any 

longer. That nearly all Republicans in Congress have signed the 

Taxpayer Protection Pledge is not only surprising, it’s in my opin-

ion outrageous because it means that the individual Congress-

man has waived the right to decide for him or herself whether a 

tax increase is good for the country or not. You could say that 

Taxpayer Protection Pledge institutionalizes nay saying when it 

comes to tax increases, and that it in this sense can be called 

conservative politics. But conservative politics are much more 

sophisticated than that. The essence of conservatism, for which I 

have much sympathy, is the recognition that society is a complex 

social system that can be changed only very slowly, otherwise the 

costs for society will become too large, or the expected benefits 

will never be realized. For this reason, conservatism does not 

believe in rapid social change. Furthermore conservatism does 

not think that anyone in advance can “figure out”, through rational 

thinking and social engineering, what kind of society is best, and 

then manage to accomplish it. Nevertheless, that is just what the 

Republican Party is doing when it has “figured out” that all tax 

increases are wrong. The Taxpayer Protection Pledge is not in 

keeping with the conservative tradition of Edmund Burke and Mi-

chael Oakeshott.   

 

Democrats are also in an identity crisis but of a different sort. 

They have their political role models in Franklin D. Roosevelt with 

his New Deal in the 1930s, and the Democratic presidents Harold 

S. Truman, John F. Kennedy and Lyndon B. Johnson in the 

“golden decades” after the Second World War. It's just that in 

contemporary American society there is no great popular support, 

if any support at all, for the progressive policies of the type that 

characterized these earlier periods. Today it could be anything 

from more financial help for the poor and vulnerable to better en-
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vironmental protection and increased public investments in en-

ergy or infrastructure. The economic historian Benjamin Friedman 

has shown that progressive periods in American history, like the 

period 1950-70, require that middle-class Americans feel that they 

have been better off financially for a long time. Then, Friedman 

says, they are willing to go along with more progressive politics. 

That situation does not exist today. Quite the contrary. Middle-

class Americans’ real wages have more or less stood still for 

three decades. 

 

This background, and the realization that you must not, figura-

tively, rock the boat (i.e. not making any breathtaking political 

moves) to get Obama re-elected next year, has made the Democ-

rats lay low. I hear and read every day about Republican politi-

cians who speak with certainty about what must be done to make 

things better. However, I hear almost nothing at all from leading 

Democrats. I think one can safely assume that the Democrats 

today are very unsure of how their policies should look like in or-

der to win future elections. This is the Democratic Party's identity 

crisis 

 

Miami Beach, FL, Sunday-Tuesday, 13-15 November 

2011 
It's time for a summing up of my four-week, 5,600 miles-long tour 

through the eastern United States. I will do it in four parts. The 

first is about the symptoms that things are not going well in Ameri-

can society. There are many such signs. What I am going to dis-

cuss at this point has its focus on economics and politics, and on 

the everyday life of ordinary Americans. The second part is about 

why, as I see it, the U.S. is no longer a particularly attractive 

country in comparison with other Western countries – and above 

all when the U.S. is compared to Northern Europe’s welfare 
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states. So when I in the following write “Europe”, I mean Northern 

Europe defined as, in alphabetical order, Austria, Belgium, Den-

mark, Finland, France, Germany, the Netherlands, Norway and 

Sweden. In such a comparison, the U.S. seems, perhaps contrary 

to what many would think, like an old beauty. Donald Rumsfeld, 

George W. Bush's defense secretary, spoke with some tone of 

contempt of “the old Europe” with regard to the lukewarm Euro-

pean support for the Iraq war. I would say that it’s time to start 

talking about “the old USA”. In the third part I will attempt to clarify 

the problem. How does it happen that the United States, this 

fabulous, resource-rich, and highly developed country, is as I see 

it on a slippery slope in terms of social development? Those who 

have read the book so far know that the problems reside in Wash-

ington, D.C., in the federal political system's inability to make 

wise, long-term decisions, or to make any decisions at all. The 

fourth section finally deals with the prerequisites for the U.S. to 

get out of the political impasse that I believe the country is in. 

 

 

The first thing that strikes a visitor from Europe is that everything 

here is so cheap. It’s cheap to rent a car. Accommodation is 

cheap. It’s cheap to eat. Today I ate lunch at a food court at the 

Aventura Mall and paid $7 for a plate of rice, chicken, and vegeta-

bles, just enough and very tasty. The same dish served in a simi-

lar setting in Sweden, and probably anywhere in Europe, would 

have cost twice as much. Gasoline is much cheaper. On average, 

I have paid $3.50 per gallon during this trip, roughly a third of the 

price in Sweden and in most other European countries. Similarly, 

capital goods cost generally less here than in Europe. The lower 

prices of food, accommodation, transportation and consumer dur-

ables can partially be explained with economies of scale and 

more intense competition in the U.S. But that's not the whole ex-

planation. The price level is also mirroring what the market can 
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bear. To simplify, one can say that the vast majority of American 

consumers cannot afford to pay more. Or seen from another per-

spective, for an American with average income to travel around 

Europe would be seen as very expensive.  

  

A second observation has to do with the huge differences in how 

people live their daily lives. By that I mean that it’s virtually impos-

sible that one would see such large differences in everyday life in 

Europe as here – between rich and poor, between urban and ru-

ral areas, between big cities and small towns etc. They are like 

separate worlds. Curiously, these differences sometimes live side 

by side. On at least two occasions I saw really big houses, castle-

like mansions, which had a mobile home as their closest 

neighbor. It’s a trivial sign that the differences in economic welfare 

and status are enormous. It’s galling to a visitor from Europe. 

 

The pay gap between different groups in society here is a third 

observation. The U.S. is a country in which a person with a full 

time job can either earn unbelievably huge amounts or extremely 

little. Or put in another way, one is surprised to see that so many 

are so poorly paid here (the people with super incomes you will 

never come across as a visitor). It could be the woman behind the 

counter at a fast food restaurant like Waffle House, or the man 

who turns the sign from Stop to Slow at a road construction site. 

Low-paying jobs of that kind do not exist anywhere in Europe. It’s 

a symptom that something is not right. 

 

For a European it’s also surprising that the houses ordinary 

Americans live in often are smaller than the houses we have in 

Europe, and even more surprising is that the houses, just as I 

saw earlier today, so often are poorly maintained. One explana-

tion why the living space in many houses here is relatively small 
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may be that the proportion of people who live in apartment build-

ings is lower in the U.S. It realistically means that many who 

would live in one and two bedroom apartments in Sweden live in 

small houses here. But it’s not the whole explanation. It certainly 

does not explain why so many houses in residential areas are run 

down, and I have seen many of them, both in some mid-sized 

urban areas around the country and in major metropolitan sub-

urbs. Another observation is that many buildings, whether new or 

old, whether they are well maintained or neglected, are of a sim-

pler kind. Over the past week I have been driving at least 300 

miles along Highway 17, a road that runs roughly north-south 

through North and South Carolina, not far from the coast. My im-

pression was that at least three out of four houses along the road 

were mobile, or semi-mobile (meaning a more advanced type of 

home which theoretically can be moved but in practice seldom is 

moved from where it was originally sited). I visited Clayton 

Homes, a company that sells mobile homes (even if they do not 

like the word “mobile” as a salesmen told me), and I found out 

that a more advanced variety of a mobile home today costs about 

$100,000. With that as reference, I would say that the average 

costs for the houses I saw along Highway 17 must have been 

much lower, perhaps $50-75,000. That it does not look like that in 

the country as a whole is another matter. The average price of 

new homes sold in the U.S. in September 2011 was $250,000. I 

do not know what the cost on average would be for a new single-

family home in Sweden today, but the average price on the sec-

ondary market was approximately $300,000 in 2010. This most 

likely means that the cost of a new single-family house in Sweden 

should be significantly higher than that, on average probably over 

$400,000. 
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After driving the car for a week in Minnesota, I took back my criti-

cism from 2009 of American roads. When I was driving around in 

California, Nevada, Arizona, to say nothing of New Mexico, there 

were good reasons to criticize some of the roads and their main-

tenance. But the roads in Minnesota were excellent, and that ap-

plies also to the rest of this trip. The Interstate road system is ex-

emplary, but also other roads that I have come across are main-

tained and in good condition. There seems to be one exception. 

The streets and roads in middle-sized cities and urban areas are 

surprisingly often deficient in the sense that the road surfaces are 

dented, patched and mended. Some of the city bridges also ap-

pear to be in bad shape as in Pittsburg, PA. With a little bad luck, 

one can even in the center of a town, as in Lexington, KY, be 

forced to wait for a train to pass and booms to lift. There are also 

some other signs of deficient infrastructure, for example, all these 

electricity and telephone wires on poles along almost every road 

and street in this country. I have not seen such things in Europe 

for decades. It reminds me more of South America. The cost of 

bringing down the wires in the ground must be astronomical. Per-

haps it’s part of the reason why ASCE has calculated that the 

“catch up” investment in the U.S. infrastructure is in the order of 

15% of GDP or $2,200 billion. 

 

All these observations – that the prices are so low in comparison 

with Europe, that the disparities between the Haves and the Have 

Nots are so obviously great, that so many American households, 

including middle class families, maybe even the upper middle 

class, find it difficult to make ends meet, that houses of ordinary 

Americans surprisingly often are so simple (and that they do not 

seem able to afford maintaining their house, or simply fail to do 

so), that the infrastructure in some places is relative deficient – 

indicate that there are serious problems in American society. 
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As an economist, I can add a number of other symptoms of crisis. 

The constant negative current account, which basically means 

that U.S. trade with the outside world every year shows a deficit, 

is one indicator. Another is the regular annual budget deficit. One 

must go back to Bill Clinton's presidency in the mid-1990s, to find 

the last year when the federal budget’s income and expenditure 

balanced. The budget deficit has, in turn, over time led to a na-

tional debt that today is the same size as the GDP. There are also 

other things that add to the list, such as the TBTF problem. The 

U.S.’s largest banks are so big that it would be too costly for soci-

ety to let them go bankrupt if they end up in crisis. On the whole, 

the financial sector in the U.S. has become too big and too specu-

lative. The financial sector is more and more in the business of 

“destructive creation” as Jagdish Bhagwati put it. The financial 

sector now accounts for almost 35% of all profits in the country. It 

speaks of increased risk taking, which in turn might become a 

bubble that bursts with serious consequences for the economy 

and employment. The U.S. shares this problem with many West-

ern countries, but as so often is the case, the problems are 

greater in America than in other countries. 

 

It’s also worth noting that so many intellectuals say that American 

society is showing signs of serious crisis. This can be found on 

both sides of the political spectrum. Jeffrey Sachs and Pat Bu-

chanan, the first a liberal economist, the latter a conservative his-

torian, are two examples of intellectuals who have recently pub-

lished books on that theme. Others that I have read and think 

have made good analyses of contemporary American society are 

Francis Fukuyama and Fareed Zakaria, both political scientists 

and social thinkers; also economists like Brad DeLong, Tyler 

Cowen, Paul Krugman and Joseph Stiglitz, the latter two Nobel 

laureates. Tyler Cowen talks about “How America Ate All the 

Low-Hanging Fruit” and got sick. I think there is a lot in that. 



293 

 

There is no doubt that when I first came to United States in the 

mid-1960s, I came to a country that I felt was much more exciting 

and challenging than the country I left behind. Most notably, free-

dom was greater; it was a more liberal society in every possible 

way. It was liberating to escape the rules and conventions, spo-

ken or unspoken, that ruled a young man in Sweden at that time. 

Besides, the U.S. was a step ahead in almost everything from 

new technologies to new ideas. In a few years all of it would be 

available in Europe too, and we looked forward to it. In short, I 

looked upon the United States as a model society, a fascinating 

country, and I imagine that most Europeans of my generation felt 

the same. 

 

It’s not so today. On the contrary. The American model of society 

is no longer something for me to look up to, or something that we 

in Europe have every reason to follow. There are some pretty 

apparent arguments. 

 

The first and most obvious is that we in Europe live a better life. 

Or, seen from another angle, common people here, ordinary 

American families with middle class incomes, are worse off (not to 

mention the 20% of the population with the lowest incomes). By 

that I mean that middle-class Americans, according to statistics, 

are working longer hours, have shorter holidays and, most impor-

tantly, are living far more precarious lives. The financial risk is 

significantly greater for an American family than for the corre-

sponding family in Europe. For many Americans, to become ill, to 

suffer an accident, or to lose a job is synonymous with an eco-

nomic crash. Unexpected and high medical costs are the leading 

cause of personal bankruptcy in the U.S. As a model of society, 

it’s not attractive. 
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The second reason is that American's social problems are so 

much greater than they are in Europe. One could also say that 

America is a poorer country in the sense that a majority of the 

population has not only a hard time making ends meet but also, 

logically, faces more social problems. However one measures it, 

the U.S. comes far behind Europe in terms of social problems. 

That includes everything from the relative drug use and infant 

mortality to the proportion of people who have mental disorders or 

are in jail. Or for that matter the number of teenagers giving birth. 

Or the proportion of obese people. Roughly 30% of the U.S. 

population is obese, defined as a BMI> 30. No country in Europe 

in the same study had an obesity rate higher than 20% (Sweden’s 

is 10%). Neither are the consequences of the major social prob-

lems inspiring or attractive. Trust between the citizens of the 

United States is considerably lower than in any other Western 

country. Perhaps even more surprising is that the social mobility, 

mobility across the generations, is now worse here than in other 

Western countries, which violates a cherished assumption about 

the U.S. All this is substantiated by statistics. 

 

At the same time it must be said that there are indications that 

some of the social problems in the U.S. have decreased in recent 

years. The number of murders, rapes, and robberies all peaked 

around 1980. Similarly, drug use among college students has 

diminished or has remained constant. There are also other data 

pointing in the same direction. But the fact remains that in abso-

lute numbers, the social problems in the U.S. are in a class by 

themselves when compared to the situation in Europe. The verti-

cal drop to more comparable levels is, in other words, great. 

 

The third is that the social structure in terms of urban develop-

ment has become so unattractive. The U.S. small and medium-



295 

 

sized cities are today built around the car in such an extreme way 

that many downtown areas, almost every one I have come upon 

during this trip, are literally dead. There are no vibrant city centers 

where people walk around shopping or just hang out. In fact, it 

appears that downtown in many medium-sized cities is left to its 

fate in favor of shining shopping and service centers on the out-

skirts of the old city. I am not saying that all small and mid-sized 

American cities are like that. Charleston and Savannah and a 

handful of others, like Camden in Maine, are charming excep-

tions. But for the rest the car has taken command of the develop-

ment and destroyed the social fabric in a way that will take dec-

ades and huge investments to change, if it’s even possible. It’s 

called into question here and there. The other night I saw a docu-

mentary on CNBC where the message was exactly what I'm try-

ing to articulate here. 

 

The fourth is that security and control today takes too much space 

in the U.S. Sure, it's easy to see that America feels the threat 

from terrorists and other disruptive elements of society in a com-

pletely different way than Europe, and that threat demands a re-

sponse. But it becomes a bleak and depressing society to live in. 

There is also a risk that “security and control” sneak into areas 

where it’s not necessary. What I saw in Washington, D.C. sug-

gests that this might be so. Moreover, it’s a failure of American 

foreign policy that the country has become so unpopular around 

the world, in some places even hated, that it must take extraordi-

nary measures to protect Americans in their own country. A safety 

and control society of the type one finds here is not inviting for the 

visitor. This also applies literally. I would guess that there is not a 

single foreign national who has not been stopped shortly after 

arrival here by an eager, and sometimes malicious, customs offi-

cial. 
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The fifth is that American politicians do not seem to take environ-

mental and climate change seriously. During the five weeks I 

have been here, I cannot remember having heard any high-level 

politician at any time talk about climate change and the planet's 

warming as a problem. On the contrary, I have learned that lead-

ing politicians, including Presidential candidate Rick Perry, dis-

miss environmental and climate issues with a sneer. This is in-

comprehensible to me. Even if I as a politician do not believe 

what the vast majority of the world's climate scientists say, it 

should still be cause for political concern to try to do what one 

can, for example, to reduce carbon emissions, if only as a pure 

insurance measure. Just to keep silent about environmental and 

climate change like most U.S. politicians are doing is either a sign 

of ignorance or of ideology for its own sake. 

 

This leads to the sixth reason why the United States is no longer 

an appealing social model for me. The politicians in Washington, 

D.C. do not seem to know how the challenges facing American 

society should be tackled. The two major parties disagree about 

seemingly everything, and in some cases, disagreements turn 

into political farce as in August this year when the so-called debt 

ceiling increase was to be addressed, an essentially trivial matter 

which could not be resolved until the last moment, under the gal-

lows, and led the outside world to smile and marvel, and to Stan-

dard & Poor’s downgrading the country’s credit rating.    

 

This discourse could be misleading. It goes without saying that 

the United States is impressive in a wide variety of areas. The 

strength and vitality that comes with such a diverse society is 

something to admire, an asset both culturally and economically. 

The U.S. economy is immense in its size and stunning in its ability 
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to innovate and to create new job opportunities. Higher education 

and research as a system, and remarkably often in substance, is 

the world's best.   

 

Yet the American model has become an aging beauty. 

 

 

What is then the problem more precisely? In summary, I would 

phrase it like this: It’s not in the “production process”, the compa-

nies that produce goods and services or the system that produce 

“public goods”, that the U.S. has problems. If anything, American 

capitalism as a system is better than in other Western countries. 

The problem is in the “control mechanism”. It consists in simple 

terms of two parts, the existing regulatory regime, and the regime 

to change the rules, the political system. The political system is 

also responsible for the budget, for taxes and public spending. 

 

The existing regulatory system consists of the liberal rights 

(freedom of speech, freedom of assembly, freedom of religion, 

etc.), the constitution with its representative democracy and exist-

ing criminal and civil laws, and some other sets of laws. The regu-

latory system is not the problem, at least not the main problem. 

On the whole, it’s difficult to argue that the U.S. constitution, laws, 

and systems of justice are not as good as the corresponding sys-

tems in other Western countries (although yesterday's decision, 

on November 14, by the Supreme Court that it will test the consti-

tutionality of “Obama care” has got several newspapers today 

questioning whether the country's highest judicial body has be-

come politicized). It’s the U.S. political system as such, its democ-

racy in practice, that does not work well, and that leads to all the 
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problems in society ranging from poverty to obesity. In essence, 

it’s the balance between what is done in the private sphere and 

what is done jointly in American society that apparently is not opti-

mal. Or more precisely said, government gets too small a part of 

GDP, and consequently the private sphere gets too large a part. 

It’s serious for the U.S. because it will affect growth and hence 

living standards – and has certainly already done so. There are 

two reasons for that. 

 

Given the political gridlock and partisan mood in Washington, 

D.C., the probability is high that there will be insufficient invest-

ments in long-term structural, society-changing projects. This is 

the first reason. This problem is related to the market's shortsight-

edness. A functioning market is not normally good at anticipating 

needs which lie more than say 3-5 years in the future. If the time 

span exceeds ten years, there is a very high risk that the market 

left to itself will get it all wrong. Typically nothing, or too little, will 

happen, often because the financial markets find the risks with 

the venture too high and are therefore not willing to grant the 

credits needed. At the same time, lots of public needs have much 

longer time horizons than what is optimal for the market, even 

longer than 10 years, and that's where the politicians have a re-

sponsibility. In fact, I would argue that this responsibility is in es-

sence what politics is all about. A concrete example from history 

of what far-sighted politicians can achieve is the U.S. interstate 

highway system. However, the major problems of society, those 

that the market cannot solve by itself, change shape over time. 

The problem in the early 2000s is perhaps that too large a part of 

America's transportation work is done on roads, which negatively 

impacts the environment. So the basic question is what big pro-

jects – equivalent to the gigantic Interstate highway investments 

starting in the 1950s – should U.S. policymakers today be consid-
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ering? Future energy supplies could be one. Or extensive envi-

ronmental efforts. Or something else. In addition there is a par-

ticular risk for under-investments in future important projects in 

the grey zone between the private and the public, between what 

the market can handle and what is clearly a public good. It can be 

anything from health care to infrastructure. Again, it’s no coinci-

dence that the U.S. lacks a high-speed train network. 

 

The second reason is that the weaker groups in society will not be 

taken care of in a generous manner if the public sector is starved 

on resources. This leads in turn to increased costs and lost 

growth. Many Americans might think this is a weak argument. It’s 

an American tenet that everyone must fend for him or herself as 

best they can. But in my opinion the American attitude to social 

safety nets is untenable, both factually and morally. The two main 

causes of growing income inequality in the United States, as in 

other Western countries, are globalization and technological 

change. As long as the U.S. maintains that it should be an open 

society which trades with the outside world, the income inequali-

ties will grow, and thus with it the social problems. Because pov-

erty in the United States is already prevalent in the groups with 

the lowest incomes, because the middle class has financial diffi-

culties, and because Americans need more health care than citi-

zens in other Western countries, it’s ultimately unsustainable for 

social reasons to continue on this path. If it nevertheless should 

occur, it would result in constantly widening income gaps and 

wealth disparities from an already high level, but also in more 

crime, more social problems, increased burden on health care, 

and enhanced control and security. In short, it would mean ex-

pansion and increased costs in areas with low productivity and 

therefore, ceteris paribus, lower GDP growth.    
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In addition, there is another factor associated with large income 

inequalities that is often forgotten, which I have written about be-

fore. When income inequality in a society is too large, growth will 

suffer for the simple reason that too many very rich people con-

sume too little of their income, and too many people with moder-

ate and low incomes do not consume as much as they would ac-

tually like to do but cannot afford. This is a strong economic argu-

ment to try to mitigate the effects of widening income gaps. 

 

If I had been the U.S. Congress, I would have invested in these 

two areas: 1) future-oriented projects like energy and infrastruc-

ture and 2) expanded joint responsibility for the vulnerable groups 

in society. Without explicit knowledge, it’s impossible for an out-

side observer to be more specific. However, concrete proposals 

are not far off. For example, last night I read Bill Clinton's new 

book, Back to Work, which contains long lists of specific meas-

ures, particularly around investment in energy and the environ-

ment. These proposals strike me as wise and well balanced. 

Theoretically, a powerful president and purposeful Congress 

should be able to agree on almost all the projects on Bill Clinton’s 

lists, and America would take a giant step forward in competitive-

ness. 

 

However, it’s far from that simple in reality. The political deadlock 

in the current Congress is almost total, never mind addressing the 

more fundamental issues as I have done here. And the future 

does not look promising. 

 

 

The Republican Party's presidential candidates present them-

selves almost daily in the media, and judging by what is said, the 

dominant direction lays outside of the analysis I have made here. 
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The fundamentally conservative candidates (Bachman, Cain, Gin-

grich, Paul, Perry, Santorum) want lower taxes for everyone, in-

cluding the richest, less regulation, and a smaller public sector. 

That there would be a political will from any of these candidates to 

invest in large public projects for the future (unless it had some-

thing to do with the military or Homeland Security), or to increase 

support for the weak in society, is unlikely to say the least. The 

Democratic Party should be ideologically closer to my analysis, 

but from what I can see, there are currently no signs of such a 

radical shift in party policy as would be necessary. The Democ-

rats are blocked in Congress following the meager mid-term elec-

tions last year and are busy trying to get Obama reelected in No-

vember 2012. 

 

It also seems as if popular support for new thinking is close to 

zero. The people I meet do not like to discuss politics, but in the 

cases I have heard a political commentary, it has been more of 

the Tea Party type, like “Obama must go,”  or “Liberals are out to 

harm the country.” Confrontation with conservative overtones 

dominates the current “talk show machine”. Rush Limbaugh and 

Glenn Beck are not alone. All the talk shows I have heard during 

the trip have been conservative or Republican. I have not come 

upon a single radio show host who has been pro Democratic 

Party. It probably says something important about the popular 

mood in the country. There is little space for government or for tax 

increases. At the same time there is a demand for more public 

services and support. The other day I heard the wise David 

Brooks, columnist for the New York Times, saying much the same 

thing. He argued that ordinary Americans ask more of Washing-

ton, D.C. than he or she is willing to pay for. The fact that the U.S. 

has had budget deficits almost every year during the past three 

decades can be interpreted as evidence that Brooks is right. 
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There is an even more problematic circumstance. The values that 

guide the Americans are not usually about solidarity with the dis-

advantaged in society or joint undertakings. Freedom values actu-

ally counter solidarity and collective needs. One must admit that 

the libertarian idea, which by definition gives a minimal amount of 

space for political intervention and for government, is much more 

in line with what I have been able to observe of values and moods 

during these weeks, than for example the idea of solidarity and 

cohesion which lies behind the European welfare model. It does 

not bode well for America's future because it means that the al-

ready severe social problems in the country will worsen when 

compared to how it looks like in other Western countries. As the 

current American economic policy model functions, growth will 

provide higher incomes to those who have jobs, but the income 

gap between Haves and Have Nots will continue to grow, and the 

group with the lowest incomes will financially fare even worse, 

and thus the social problems will become more difficult. It be-

comes a sort of vicious circle. 

 

 

The final question is whether one can discern something politi-

cally new on the horizon in American society today, a change in 

popular thinking and ideals that in turn could affect the political 

landscape? The Occupy Wall Street movement (OWS) comes 

closest, but I am doubtful. Its social critique, at least as so far for-

mulated, is primarily directed against capitalism and corporate 

America, especially against Wall Street and the financial sector 

more generally. If it stays like this, OWS will not have a particu-

larly large impact for the simple reason that there is no better sys-

tem than capitalism that can work freely across borders. (By capi-

talism I mean the system we use to efficiently produce goods and 

services separated from the other two building blocks of Western 
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civilization, constitutional liberty and political democracy.) In a few 

years when the U.S. economy is in better shape and unemploy-

ment is lower, OWS will fade in importance in the same way that 

Attac and other anti-globalization movements have. On the other 

hand, when the mists have lifted, if OWS could focus on the 

U.S.’s homegrown problems and clearly commit to more of future-

oriented public investments, and more of a U.S. “welfare state”, 

then the movement could play a crucial political role. So far I have 

not seen any signs of that. The other night I was listening to yet 

another Charlie Rose interview on OWS, and there was no en-

couragement to be gained. 

 

This should not be misinterpreted. The U.S. will, of course, over 

time deal with today's profound problems. It’s trivial to observe 

that if we stretch out the time horizon long enough, all countries, 

including the U.S., will succeed in building a better society relative 

to how it looked like historically, say 50 or 100 years earlier. What 

I mean is that for the foreseeable future, let's say for the next two 

to three decades, it’s difficult to see the radical political change of 

course realized that I think is necessary for the United States to 

become again a model for other Western countries' citizens like it 

was for me, and for most Europeans I would guess, in the 1960s 

when I first visited the country. To achieve something of the sort 

requires a battery of government actions on issues like public in-

vestment in energy, environment, infrastructure, and support for 

vulnerable groups, and on a scale that today's American politi-

cians do not want to acknowledge. Even if the shift would come, 

for example carried forward by a third political party, the struc-

tures that come with the old system (such as the “dead” cities) are 

so firmly embedded, and so expensive to fix, that it will take dec-

ades to transform the society into something new and more at-

tractive. 
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In other words, it will be a long time before “American exception-

alism” becomes a concept with substance once more, if it’s ever 

to be so. By American exceptionalism I mean what U.S. liberal 

thinkers generally mean by the phrase – that the U.S. is best be-

cause its social and political model is best. They would argue that 

the U.S. Constitution with its checks and balances is a better legal 

system than what one could find elsewhere, and that the small-

government strategy is a superior model compared to the Euro-

pean welfare state. That in turn leads to Americans living a better 

life, or so the logic goes. As I have shown, there is no indication 

that it’s so if the comparison is made with Europe. American ex-

ceptionalism so defined is no longer even close to truth. There 

are better social models elsewhere. 

 

Boston MA, Thursday, November 17, 2011 

It’s my last day in the U.S. during this trip. I flew up from Miami to 

Boston yesterday, and I am writing this Thursday afternoon in 

Andreas’ apartment on Revere Street. It’s a charming street on 

Beacon Hill, an area in downtown Boston, with small, less than a 

century old houses of four to six stories climbing the hill. But one 

can sense that behind the facades very little has been done to 

many of the houses in recent decades. It’s definitely true for the 

house where Andreas now lives, and for the apartment on Bea-

con Street, not far from here, where he lived before and where 

Anita and I visited him in May this year. Of course you cannot 

make too much of such observations, but they add to everything 

else I have seen of poorly maintained houses during the trip. And 

it fits with what Andreas has seen and heard.   

 

Incidentally, today I made the same observation as many times 

before during the trip – that so many elderly are working. In Swe-

den, we seldom see people working when they are older than say 
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65-70. This is clearly not the case here. Of course I do not mean 

established people with highly qualified desk jobs or professionals 

like doctors. Rather, one sees a lot of people here working as 

ordinary employees at an age when they normally would have 

been retired. I saw a female flight attendant yesterday who surely 

was in her late 60s, and I have seen many in low paid jobs, for 

example, behind the counter at a fast food restaurant or, as to-

day, an elderly person emptying litter bins at a Starbucks café in 

downtown Boston. During the half hour or so I was at the café, 

this man, I would guess he was 65-70 years old, limped along at 

least three times with his cart. Studies have shown that many 

American elderly today are forced to work longer than before and 

longer than they had planned. That this development accelerated 

after the 2008-2009 crisis has also been demonstrated. The bad 

economic times in recent years have simply eroded the savings 

many Americans had put aside for retirement. 

 

When I visited Andreas at his office today, I talked for a while with 

a Swedish man who has spent a lot of time in the U.S. We talked 

a bit about the American society and its problems, about the huge 

income inequalities, about the widespread obesity, about the high 

health care costs, and about other observations. He said: “People 

here really have to struggle.” And added: “Ordinary people seem 

sad, they seem to despair.” 

  

That's exactly what I've thought several times during this trip. Per-

haps it also says something important about the state of the U.S. 

right now. 
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