
Our Broken Economy: How Did We Get Here? 
The Myth and The Reality 

 
Introduction  
 

Why does the U.S. economy leave so many behind? Let me tell you a story. That is, after all, 

how we reduce complex phenomena to something understandable: We tell stories. This book 

examines such a story about our economy—a narrative—that has been told over and over again. 

The story is simple. Success goes to those who work hard. Failure goes to those who do not. It is an 

appealing story, as evidenced by its prominence in virtually every form of communication, from 

books to films to news stories. But it is also spectacularly wrong. And far worse than being wrong, it 

is a story that has been used to construct an economy that is explicitly designed to leave so many 

behind.  

A wide array of economic success measures—wages, income, employment, education, 

homeownership, health insurance coverage, net worth—confirms that our broken economy does 

well by the few, and poorly for the many. According to the best measures we can muster, individuals 

of different demographic groups experience on average very different life outcomes. Whites earn 

more income than blacks and Hispanics. Women and minorities are grossly under-represented in 

leadership roles in corporations and in government. Finance professionals earn far more than 

teachers and researchers. The bulk of financial wealth accrues disproportionately to a small fraction 

of the overall population, mostly to white families.  

But what gives rise to those disparate outcomes? Are they best understood as the expected 

result of well-functioning systems that reward individuals and companies according to their 

economic merit? An understanding of the roles our narratives play is critical to answering these 

questions, and to designing a world in which opportunity is much closer to equal. 

 

I. Evidence of brokenness 

 The book begins by documenting the ways in which our economy is broken, delivering 

prosperity to the few and misery to the many. While many of our systems “need improvement,” as 

our performance evaluations euphemistically say, I will focus on three key areas of brokenness:  

• A strikingly high concentration of the income generated by the economy among a very few 

earners, accompanied by persistently abysmal incomes for a large swath of our population, 



even after allowing for government augmentations. The lowest incomes are 

disproportionately earned by families of color;  

• An even higher concentration of wealth among a very few, accompanied by enormous gaps 

in wealth between whites and everyone else; and  

• Poor and worsening characteristics of low-wage jobs, jobs that feature low pay, uneven 

access to health insurance and paid leave, often unpredictable schedules, lack of support for 

child care, little chance for in-firm advancement, and little or no worker say in any of these 

working conditions. These jobs are disproportionately held by workers of color. 

If poverty were a temporary phase for most families, these outcomes would be of less concern. But 

the data also show that prospects for moving from low income or wealth to a more stable existence 

are slim. In short, low income, meager wealth accumulation, and dispiriting working conditions 

persistently plague tens of millions of residents, with burdens falling disproportionately on people of 

color.  

 In the discussion of income and low-wage jobs, I emphasize the importance not only of 

inequality, or the relative outcomes of richer versus poorer families, but the absolute level of 

incomes for the poorest families. What is distressing to me is not only that CEOs earn 350 times the 

wages of their median workers, but that so many family incomes amount to just $20,000-30,000. The 

debates about to define the “poverty level” rage on, but a reasonable accounting of normal expenses 

for a family of four in relatively low-cost locations finds that incomes like these come nowhere near 

what is needed to live. Raising these lowest incomes to sustainable levels seems a more important 

goal than bringing down the highest incomes from “obscene” to merely “vulgar.” Redistributing 

income from highest to low earners is one way to accomplish this goal. But chapter VI discusses 

other means that focus on building human capital, and thus do not fall back on zero sum solutions. 

 Other systems are broken and deserve our attention as well, and they are more briefly 

discussed—access to good-quality housing, health care, education and financial institutions, as well 

as reforms to our criminal justice system. The occupants of key leadership roles in our economy—

business executive and CEOs, as well as political leaders—are largely white males, suggesting 

opportunity to excel is far from evenly distributed. 

 All these outcomes shout out “broken!”  They also immediately strain the credulity of the 

individual effort narrative. While the positive side of that meritocratic narrative lauds those who 

succeed as the most industrious, it simultaneously castigates the poorest as those who have simply 



not put in the effort. Can we really hold to the notion that the worst income, wealth, and 

employment outcomes are the product of laziness? While this simple prima facie evidence casts the 

simple narrative into serious doubt, chapter III will add a host of other evidence that challenges the 

underpinnings of this narrative, which should shake even its most ardent adherents.  

This book necessarily focuses on what has gone wrong with our economy. But the economy 

is not a total loss. I am not advocating scrapping capitalism for a government-run economy. The 

experience in the former Soviet Union serves as ample warning against such a move. Capitalism is 

almost surely better than the alternatives. In good, stable times, it allocates many resources 

efficiently. But overall, and across many decades, it has simply left way too many behind, by design. 

 

II. Interpreting brokenness: The role of narratives 

This chapter turns to the central roles that narratives play both in justifying and in 

perpetuating these distressing outcomes. As suggested above, one such narrative attributes much of 

the differences in these outcomes to individual effort. Success comes to those who work hard and 

persevere, Horatio Alger-like.1 But this narrative does more than provide a simple explanation for a 

complex set of outcomes. It can correspondingly influence whether the solution is that individuals 

must change their behavior (work harder, make better decisions), or that the systems in which they 

live and work must change (remove barriers, equalize opportunity to human and financial capital 

building, redress institutional racism). 

The simple narrative of individual effort is in fact only one piece of a more complete 

narrative that seeks to explain the behavior of individuals, businesses and government, as I discuss in 

chapter II. To briefly summarize: Belief in the efficacy of individual effort is incomplete if 

individuals don’t have the opportunity to exert the effort. And no individual will work hard unless 

the rewards to doing so are viewed as just. Thus complementary pieces of the individual effort 

narrative include the belief that we live in the Land of Opportunity, and that Land is a meritocracy 

in which individual effort is appropriately rewarded. As for businesses, they contribute most to 

individual attainment by following Milton Friedman’s maxim: Maximize shareholder value, and 

nothing else. Government’s job is to make sure that markets operate freely, and to stay out of the 

 
1 Chapter II will discuss what Alger actually said, which is not nearly as cold-hearted as he is often interpreted, and how 
it has been distorted and used in support of The Myth. 



way of individual attainment—less is more. I will call the narrative that comprises these elements of 

individual, business and government behavior “The Myth.”  

Intertwined with all of these elements are the stories we believe about our tortured racial 

history. Many hold to the tenet that we are a post-racist nation, that systemic institutional racism 

either never existed or no longer exists or no longer affects outcomes for people of color. It is still 

the case that much of our nation’s history of racial injustice—from genocide and displacement of 

indigenous peoples at our inception, to broken promises for restitution to Blacks in the wake of the 

Civil War—is not taught to school children. Combined with The Myth, especially the element that 

individual effort produces success, this narrative leads many to conclude that people of color achieve 

less success because they have not worked as hard as their white counterparts, or they have made 

poor savings and investment decisions, or they have taken advantage of government support 

programs instead of working. In short, they deserve the outcomes they receive. The Myth has thus 

been used to block or minimize initiatives to improve income or wealth or employment for families 

of color. 

As chapter III will demonstrate, The Myth rests on gross misperceptions. But such 

misperceptions are not innocuous mistakes: Believing the earth is flat has few repercussions for 

most people’s lives; believing you can fly can be deadly. To stretch the metaphor a bit, The Myth 

encourages wingless people to jump off the cliff of poverty, fly over the chasm of low wages and 

fitful employment and racism to the far-off plateau of Success, simply by working super-hard to fly 

above it all! Indeed, The Myth has justified, supported and shaped many of the poor outcomes that 

are detailed in the book. 

 This view of the world is inaccurate, corrosive, and disrespectful to those millions in our 

country who cannot achieve success (disproportionately people of color). Other than that, I’m OK 

with it. 

 I propose an alternative to these simple theory-, aspiration- and belief-based narratives. The 

alternative narrative—I’ll call it “The Reality”—contends that few of these outcomes reflect the 

inevitable result of well-functioning free-market economic processes. Instead they flow from a 

system that has been designed to yield poor outcomes for many and to concentrate wealth and 

power among the few. Nowhere is this clearer than in the centuries-long history of overt systemic 

discrimination against people of color. As I will summarize in chapter III, decades of policies, 

programs, and legal interpretation have provided white families opportunity to build wealth and 

economic stability, while explicitly denying the same opportunities to families of color. Gender-



based discrimination has held back women from the same level of economic success as their male 

counterparts, as is well-documented. Somewhat ironically, our systems have also held back millions 

of lower-income white families, though to a lesser extent overall than is the case for families of 

color.  

To a large extent, these disparities and poor outcomes persist because of the popularity of 

The Myth. Because The Myth believes that the best outcomes arise as the product of a well-

functioning and unfettered economy in which government does not much interfere, government 

policies that would alter the system would do (more) damage, decreasing efficiency and producing 

worse outcomes overall. For the low-income, the fault is in ourselves, not our stars. For the high-

income, success also owes to our (better, more industrious) selves, not to our stars. In both cases, 

the role of our stars is grossly understated. And while The Myth has been more closely associated 

with conservative politicians and their adherents, elements of it have gained considerable traction 

among moderate and some liberal politicians.2 

As I will discuss below, the solution from this second perspective is to significantly alter our 

systems. Free markets and capitalism will not devise the needed solutions. They have had decades to 

correct these defects, if they were ever going to, and they have not and almost surely cannot.  

Shifting responsibility for the solution to our low- and middle-income families, asking them 

simply to become more industrious may make sense from the perspective of The Myth. But in view 

of the facts, it is insulting and disrespectful to think that is what needs to change. The implicit claim 

that tens of millions of Americans do not succeed in our economy because they are lazy or make 

poor decisions should be preposterous on the face of it. They have the misfortune of being born 

into a system that dramatically rations opportunity, largely towards white, already affluent families 

and away from everyone else. 

The solutions are discussed in the penultimate chapter, but to preview, they will focus on 

changing the narrative, and removing barriers to accumulating human capital. The first is a necessary 

prerequisite to building public will to change the debilitating structures that we have created. The 

second recognizes the primary loss inherent in our current system: The vast loss of human capital 

or, more broadly, human potential.  

 
III. Evidence Bearing on the Two Narratives  

 
2 Evidence on the partisan breakdown of adherence to elements of The Myth is presented in chapter II. 



While Chapter I finds broad patterns that challenge The Myth, this chapter presents more direct 

evidence regarding key elements of that narrative. In particular, we examine how much of success is 

the product of accidents of birth—luck; whether it is fair to think of our country as “post-racist;” 

whether capitalism performs best when it is unfettered; and what the experience of other 

democratic, capitalist economies tells us about whether the outcomes we observe are the necessary 

fruits of capitalism, or outcomes that are peculiar to our particular flavor of capitalism.  

 

Accidents of Birth 

Some of the best evidence available on the role of luck, or accidents of birth, in determining 

long-term economic outcomes for individuals is found in Chetty, Friedman and Hendry’s 

Opportunity Atlas.3 Their data allows one to link the income of a current adult (age 35), wherever 

she lives, to the specific neighborhood in which she grew up. The database also collects data on race, 

gender, and income class of the household in which each grown adult was raised. Their data show 

striking differences in the median income for now-grown adults of the same race and family income 

stratum who grew up in contiguous neighborhoods, separated by hundreds of yards. A white adult 

who grew up in a lower-income family in one neighborhood will on average attain household 

income that can differ by 50 percent or more from an adult with those same characteristics who 

grew up in a contiguous section of the same city. The differences for black and Hispanic adults are 

even larger, with incomes differing by factors of two to six!  

There are no doubt reasons for these differences across very nearby neighborhoods—schools 

and individual teachers differ in quality, public safety may differ. But the point is that a child has no 

choice over where she is born. And yet where she is born can have a profound influence on her 

economic success in adulthood. That surely should be considered luck, from the vantage point of 

the child, and from the perspective of policymakers who must want to see all children succeed. 

 

Are we Post-Racist? Pervasive and persistent institutional racism 

 Our nation’s centuries-long history of policies, programs, and government actions that were 

either designed and/or implemented to deny opportunity to families of color, beginning with 

Indigenous Peoples, is well-documented, thanks to the meticulous scholarship of authors such as 

Carol Anderson, Richard Rothstein, Melvin Oliver and Thomas Shapiro, Darrick Hamilton and 

 
3 Chetty, Raj, Friedman, Jonathan and Nathaniel Hendry, The Opportunity Atlas, https://www.opportunityatlas.org/ 

https://www.opportunityatlas.org/


Sandy Darity, and Michelle Alexander, among many others. That literature also makes clear the 

persistent effects of those historical policies on people of color today, as well as the racism that 

remains embedded in many of our institutions and systems, from employment to prisons. The 

results of that decades-long program of discrimination are evident in the data presented in chapter I. 

The wealth gap is particularly informative, because it reflects the cumulative effect of multi-

generational blocked opportunities to accumulate wealth. 

 This section summarizes the research on the systemic program to block opportunity for 

families of color. Thanks to the scholarship of those cited above, more and more people are aware 

of our tortured racial history, from our treatment of Indigenous Peoples at our inception, through 

the trail of broken promises and murder following the Civil War, to the design of a New Deal that 

was a Raw Deal for non-whites, to the aftermath of the Civil Rights movement, which changed laws 

but not behaviors or institutions. Many on both sides of the political aisle—but not all—

acknowledge this history, although some are still reluctant to teach our children this history. But 

many suggest that the effects of institutional racism are behind us, and that continuing to dwell on 

this history is unhelpful or damaging. 

 It would be lovely if it were behind us. But the research discussed in this section, along with 

the income, wealth, education, health and criminal justice outcomes cited in chapter I, suggest that 

the effects of racism are very much with us today. This is another element of The Myth that stands 

in stark contrast to the facts, and it is an element that needs to be dispelled if we are to move 

forward. 

 

Free-Market Capitalism Knows Best 

If capitalism truly knows best, then it’s best not to interfere with it. If unfettered markets will 

inevitably find the best solutions to economic problems, then they should remain unfettered. Low 

income, no wealth, poor employment benefits are market outcomes, best left alone. 

But capitalism quite clearly does not always know best. While our form of capitalism works 

fairly smoothly in some respects when all is going well, it can fall apart quickly when disruptions 

occur. And when it falls apart, the necessity of extensive and forceful government support quickly 

becomes clear. So too do the risks in eroding regulations that provide a measure of protection 

against overly-free capital markets. A leading demonstration of how capitalism fell apart is found in 

the Financial Crisis and Great Recession of 2007-9. This section provides an accessible summary of 



the sources of the financial crisis, the evolution of the crash, its impact on non-financial business 

and employment, and the policy responses from the federal government and the Federal Reserve.4  

 Key lessons that I draw from the crisis are: 

1. As sophisticated as it appears to be, our economy can get itself into big trouble, in an 
astonishing variety of ways.5 It turns out that “free” markets are not self-correcting 
organisms best left to their own devices. The troubles of the financial crisis arose because 
many participants in markets made ill-advised decisions and took on risk that even ex ante 
was foolish. The long buildup of a housing price bubble certainly helped to coordinate 
activity around the housing sector—there seemed to be easy money to be made for everyone 
involved in housing transactions! But the bubble also prompted more risky bets by those 
who either believed it wasn’t a bubble, or that it would never pop. When the bottom fell out, 
it was not possible for these institutions to save themselves. Only through government 
support were we able to keep the economy from slipping into the abyss of a second Great 
Depression. As it turns out, our capitalist economy simply cannot function without critical 
government supports, especially during crises, including crises of the private markets’ own 
making. But the supports extend far beyond crisis times. 
 

2. Very closely related, most activity in our economy requires some level of regulation, contrary 
to the simplest interpretations of “free markets”. The rationale for regulation varies from the 
presence of pollution “externalities” in manufacturing and natural resources extraction that 
markets will not correct by themselves, to correcting “informational asymmetries,” such as 
those that make it impossible for consumers to know all the characteristics of the food or 
pharmaceuticals they purchase. 6 For financial markets, regulation limits the extent of risk-
taking by financial firms, both to protect depositors’ money and to minimize the likelihood 
of spillovers from the financial sector into nonfinancial business and employment. Many 
would agree that we had rolled back financial regulations too far in the lead-up to the crisis. 
The Dodd-Frank legislation of 2010 imposed additional restrictions on many financial 
entities, aiming to avoid the unhedged and highly-leveraged risk-taking that characterized the 
financial crisis. But it did not take long for adherents to The Myth to begin rolling back some 
of those regulations.7  
 

3. The number and variety of programs that were put in place to support the financial system 
in the wake of the financial crisis is stunning. Within months, the financial sector was back 

 
4 I directed the Boston Fed’s research and policy advising group at the time of the crisis, so I was intimately acquainted 
with the crisis from the Fed’s perspective. 
5 We’re not alone in this respect, as Reinhart and Rogoff’s This Time is Different, the history of crises that spans 
countries and centuries, very clearly demonstrates. 
6 Externalities are costs imposed in the production of something that are caused by, but not borne by, the producer. The 
poster child is pollution from making (say) autos in Michigan that lands in Vermont. Because the auto company does not 
directly bear the cost of the pollution, it has no incentive to limit it. And the market for autos doesn’t take this external 
cost into account. Hence the role for government intervention that builds the price of pollution into the cost of making 
cars. 
7 Rappeport and Flitter, “Congress Approves First Bid Dodd-Frank Rollback,” New York Times, May 22, 2018. 
https://www.nytimes.com/2018/05/22/business/congress-passes-dodd-frank-rollback-for-smaller-banks.html  
The bill garnered bipartisan support, in part because it rolled back some of the tougher restrictions on smaller, 
community-based institutions. Recently retired Federal Reserve Vice-Chair of Supervision Randal Quarles had been 
known for his desire to ease restrictions on banks. 

https://www.nytimes.com/2018/05/22/business/congress-passes-dodd-frank-rollback-for-smaller-banks.html


on an even keel, its stock prices rising, its profits rebounding smartly.8 The level of support 
reflects the perceived importance of the financial systems in the U.S.  To some extent, that 
perception is justified, as key financial institutions truly provide funds to nonfinancial firms 
that allow them to keep the lights on and their workers employed. However, it is far from 
clear that all the activities of the largest financial entities are necessary complements to 
nonfinancial business.9 We often overstate the fundamental importance of our largest 
financial institutions, falling prey to The Myth’s tendency to impute brilliance to 
stratospheric compensation. And some of the extracurricular activities these firms engaged 
in contributed importantly to the macroeconomic woes that followed the financial upheaval. 

 
4. The contrast between the outcomes for financial firms versus the average worker is striking. 

The Administration and Congress were not able to put together aid sufficient to keep 
millions of families from losing their homes (and that may indeed have been feasible), and 
many millions more from suffering protracted spells of unemployment.10 One can 
reasonably argue that financial markets necessitated a quicker policy response, and once 
repaired, financial markets could be expected to rebound more quickly than (say) 
unemployment. But that does not explain the seven-year period required to normalize 
unemployment and return the economy to its full potential. It was fine to shovel money at 
large financial institutions, but distasteful to shovel money at ordinary workers. 

 
5. This episode shows that we are willing to put vast sums of money at stake to rescue large 

and powerful financial institutions. Many of the benefits of those rescues—restored profits 
and stock prices—accrued to high-net worth holders of financial stocks, to say nothing of 
the financial institutions’ employees, and not to the average citizen. The policymaker 
consensus was that our financial institutions deserved all of that rescue money. Evidently, 
ordinary citizens did not. Nor did we see their demise as unacceptable, and thus we allowed 
them to bear the brunt of the crisis, a crisis in which almost all of them were innocent 
bystanders turned victims.11 
 

6. The COVID-19-induced recession provides an interesting counterpoint. In this case, 
policymakers recognized the inherently temporary nature of the disruption, and provided 
short-term assistance to companies and workers to help them bridge the gap from pandemic 
disruption to normalcy (some would argue that they provide too much assistance—witness the 

 
8 Profits for financial firms fell steeply in the second half of 2008, but by the third quarter of 2009, they had risen above 
their level at year-end 2006.  
9 See Ben Friedman (2010) on the appropriate role of the financial sector. 
10 See Foote, Fuhrer, Mauskopf and Willen (2008) for a simple proposal that would have avoided millions of 
foreclosures. The Treasury Department declined to pursue it. 
11 Debates about how long and how generously to extend unemployment benefits arise in every recession, including the 
most recent COVID-induced recession. More conservative politicians worry that the ability to receive these benefits will 
take away the incentive to work. The evidence on this is scant. For example, the cessation of unemployment benefits in 
some states in mid-2021 did not result in a surge in return to work (see Coombs et al (2021)). The position seems to 
reflect a basic mistrust of those in lower income brackets, as if they are looking for ways not to work.  



increase in savings on average during the COVID period, and the current concerns about 
inflation).12  
 
A critical distinction between the two crises is that the COVID pandemic presented a clearly 
identifiable cause for economic disruption that could not plausibly be blamed on the sloth or 
poor choices of low-income or black and brown families. This may have made it more 
palatable to extend business and unemployment aid than was the case in the Great Recession 
and financial crisis. 
 
If COVID demonstrates that we can muster trillions of dollars of support when needed in 
response to a pandemic, perhaps there is hope that we can muster significant resources to 
address the longstanding issues of low-incomes, discriminatory barriers and grossly unequal 
opportunity. COVID quickly infected us with a sense of urgency. I hope we can contract a 
similar infectious urgency about these decades-long problems. 

 We worship capitalism and the financial markets that have grown up with it. As with any 

other high-earning individuals, The Myth imputes to their leaders brilliance and extraordinary vision. 

As a consequence, we are reluctant to regulate, to interfere, or to question their decisions, even as 

they lead us to the precipice of Depression. This episode showed that the costs of that reverence fell 

almost entirely on the average worker, and disproportionately on families of color. Our very recent 

history should call into question this adulation. These white men all have feet of clay. 

 
We chose this system. But it doesn’t have to be this way. 
International Comparisons  

As the introduction notes, a key difference between The Myth and The Reality narratives is 

that the latter recognizes that we have chosen aspects of our economic system that strongly 

influence the undesirable outcomes that chapter I summarizes. The Myth believes that relatively 

unfettered capitalism has delivered the appropriate outcomes, rewarding those who deserve it.  

One of the simplest ways to highlight the choices embedded in our economic systems is by 

comparison with other democratic, free-market capitalist economies. Among developed capitalist 

nations, we are an outlier in key respects—with regard to our tax system, inequality of income and 

wealth, access to health care, spending on early child care and education, and (lack of) economic 

mobility. And we are not an outlier by way of being a shining example of Opportunity. 

 Among our peers, we are not a high-tax nation (gauged by the share of GDP that goes to tax 

payments), quite the opposite. Neither are our taxes terribly progressive; taking all taxes into 

 
12 Despite all of its good intentions, one of the signature relief programs—the Paycheck Protection Program loans 
(many of which were converted to grants), never reached smaller, minority-owned businesses to the extent that was 
intended 



account, our citizens pay roughly in proportion to the income they earn, with a slight tilt toward 

progressivity at the upper end.13 We are among the worst of OECD countries in terms of income 

and wealth inequality, outdone only by countries like Turkey, Bulgaria, Botswana and Chile. While 

we rank highest in health expenditures, we achieve among the lowest in key health measures, 

including life expectancy, chronic disease burden, and obesity. We spend by far the least public 

money on early child care and education, about 25 times less than the average for OECD countries. 

Fortunately, we make up for this in spending for elementary and secondary education, leading the 

pack. Unfortunately, a raft of research shows that support for early childhood development is critical 

to later success. Finally, we rank among the very worse for economic mobility—the ability to rise 

from poor circumstances to success.  

 

In Sum 

All this evidence suggests that The Myth is rather strongly contradicted by The Facts. Luck 

matters way too much (as opposed to individual effort). We are hardly a post-racist country. 

Capitalism clearly does not always know best, and absolutely requires government regulation and 

support to function. And our system is not the only or necessarily the best instantiation of 

capitalism,  particularly when it comes to delivering basic needs to everyone. Instead, we have 

chosen a system that is quite unlike other capitalist systems, even among developed economies. It 

delivers far more in the way of poor outcomes than any of our peers.  

The good news is that this was clearly a choice. We need not choose to replicate the system 

of Sweden or France; they clearly have a very different history and demographic makeup. However, 

we can make choices such that our citizens are much more likely to build their human capital so that 

they can attain their potential. The power of such solutions is that they avoid the Zero Sum Game 

aspect of some other solutions. Building human capital pays back more than the investment, and 

increases the size of the economic pie, which is good for everyone. The specifics on how to do that 

follow in Chapter VI. 

 

IV. By Design or Accident? How The Myth creates and sustains the reality it 

describes. 

 
13 The top 1% of earners garner about 21% of the income, and pay 24% of taxes, unlike the popular trope that has them 
paying 40% of taxes (without mentioning their share of the income). 



As suggested at the outset, there are two ways in which narratives interact with the economy. 

The first are unconscious use of narratives, to interpret or make sense of outcomes. While perhaps 

less overt, this use matters, as it likely influences how voters assess candidates and their policy 

proposals, for example.  

Central to the critique of The Myth narrative is that it has played a critical role in creating the 

reality. With respect to the institutional racist narratives, it is self-evident that the policies that were 

put in place were intentional, designed to produce disparate outcomes, completely motivated by a 

racism that was embedded in so many key institutions. But for other aspects, the role of The Myth 

in shaping economic structure requires a bit more probing. The second use of The Myth, by those 

of wealth and power, is to structure tax policy, public programs, safety net, and workplace norms to 

maintain or strengthen their dominant position. They defer to the wisdom of markets, rather than 

promote policies that interfere. But they also use their power to shape tax and spending systems to 

their own benefit.  

Prophets on this point run a diverse gamut. Nobel Laureate Joseph Stiglitz’s excellent book, The 

Price of Inequality, details many of the ways in which private companies have shaped the rules of 

the game to their benefit. For example, Stiglitz claims that it is well-known that the financial sector 

consistently lobbied for less financial regulation in the years leading up to the financial crisis. As 

Stiglitz puts it:  

“If there is widespread belief that markets are efficient and that government regulations only 
interfere with efficiency, then it is more likely that government will strip away regulations, 
and this will affect how markets actually behave.”14 
 

Another Nobel Laureate, Paul Krugman, avers: “…in the past many influential people seized 

on economic arguments that could be used to justify high inequality. We can’t raise the minimum 

wage, because that would kill jobs; we can’t help the unemployed, because that would hurt their 

incentives to work; and so on.”15 His article goes on to report that evidence has accumulated to 

refute many of these arguments—minimum wages do not lead to loss of employment; 

unemployment insurance does not stop workers from taking employment opportunities. Adherence 

to these elements of The Myth despite the evidence is a testament to the hold they have over us, but 

also to their utility in maintaining unequal power and wealth. 

 
14 See Stiglitz (2012). Chapter VI. 
15 Paul Krugman, New York Times, October 11, 2021. 



Miles Corak, an economist who has researched the link between inequality and low 

economic mobility, finds that the wealthy exercise their power and position to shape societies and 

policies. For example, with ready access to elite private education—secondary and university—

“wealthy parents have little incentive to back spending on public education.”16 In other work, Corak 

notes that life outcomes for children are determined by “the care, nurturing, and direction they 

receive from their families, the structure and nature of inequalities in the labor market with which 

they must engage, and the degree to which public policy can level the playing field with human 

capital investments that are relatively more advantageous to the relatively disadvantaged.” In the US, 

“…all three of these forces are aligned in a way that reinforces rather than weakens the tie 
between socioeconomic status and adult outcomes [i.e. weakens economic mobility]. 
American families are more diverse in their capacity to invest in and promote the human 
capital of their children. Labor markets are more unequal, skewing resources and incentives 
in a way that benefits the relatively rich. And in spite of these greater challenges, public 
policy does less to level the playing field. Indeed, in some important ways, policies do just 
the opposite, tilting the playing field to help the more advantaged.”17 
 
It isn’t just economists who have despaired at the inequity built into our economic systems, 

and the narratives that fuel it. Pope Francis, in a 2013 “Exhortation” says 

“This imbalance [‘the gap separating the majority from the prosperity enjoyed by those 
happy few’] is the result of ideologies which defend the absolute autonomy of the marketplace and 
financial speculation. Consequently, they reject the right of states, charged with vigilance for the 
common good, to exercise any form of control. A new tyranny is thus born, invisible and often 
virtual, which unilaterally and relentlessly imposes its own laws and rules…” 
 

 Our tax code has been the constant focus of Myth-fueled manipulation, maneuvering and 

deception. A recent investigative report documents the rotating door connecting senior private-

sector tax accountants and top Washington positions that shape tax policies. That pipeline has 

fueled policies that work in the interest of the accounting firms’ clients, many of which are the 

largest and most well-positioned companies in the U.S.18 Proponents of the “stepped up basis” for 

capital gains, which perpetuates wealth across generations by raising the tax basis from which capital 

gains are calculated so as to avoid capital gains taxes at inheritance, have mounted a strong defense 

recently.19 

 
16 Interview with Alena Semuels, The Atlantic, December 10, 2016. 
17 Corak (2012), pp. 4-5. A revised version of this paper appears in the Journal of Economic Perspectives, Summer 2013, pp. 
79-102. 
18 Drucker, Jesse and Danny Hakim, “How Accounting Giants Craft Favorable Tax Rules From Inside 
Government,”New York Times, September 19, 2021 
19 Robin Kaiser-Schatzlein, “This is How America’s Richest Families Stay That Way,” New York Times, Sept. 24, 2021. 



 It is quite clear that our systems have been consistently manipulated by those who have 

money and power, to maintain and augment their money and power, using The Myth as justification.  

 
V. A Brief Reckoning of the Losses Inherent in the Current System—and the 

Opportunities Inherent in Fixing It 
 

The principal loss to our country that comes from a Myth-generated and supported system is 

loss of human potential, or more narrowly, loss of human capital. Countless millions never get the 

chance to build their knowledge, skills and experience so that they can put their innate and acquired 

talents to best use. That loss reduces the size of the economy, stunts the personal and financial 

development of many, and denies us the benefits we would accrue from millions more productive, 

stable and innovative workers in our economy.  

On the face of it, the human loss entailed is simply staggering. Dating back centuries in terms of 

race-based loss of potential, and at least decades in terms of class-based loss, we have presided over 

multiple eras of the Left Behind. Why this is an acceptable outcome for our country is bewildering, 

although the discussion so far hints at some of the reasons.  

In terms of more hard-headed calculus, a cumulative but backward-looking estimate of lost 

potential may be derived from the lack of accumulated wealth for many populations. Darity and 

Mullen estimate (in forwarding the case for reparations) that closing the Black-white wealth gap—

“the best single indicator of the cumulative, cross-generational impact of white supremacy”—would 

require $12-14 trillion. 20 The wealth gap of course grows even larger and would require trillions 

more to close it if we include the wealth shortfall among Hispanics, Southeast Asians and 

Indigenous Peoples in the calculation.  

Another crude calculation that considers the loss of income going forward for marginalized 

families produces similar magnitudes. Of the 126 million households, if we imagine that roughly 20 

percent of them comprise underutilized individuals (those in the lower 20 percent of the income 

distribution, people who do not have the opportunity to build the human capital they could), and 

that correspondingly each of those households loses on average $25,000 annually due to under-built 

human capital (about the amount of income that would move a family to within striking distance of 

affording a reasonable annual budget, as demonstrated in chapter I), that amounts to an annual loss 

of about $630 billion, or a present value of $21 trillion over the next 100 years.21  

 
20 Darity and Mullen, The Economist, May 18, 2021. 
21 This calculation discounts future lost income at a three percent rate per year. 



These calculations make heroic assumptions to put a monetary value on the loss of economic 

potential due to incomplete integration of many citizens into our economic system. But 

accompanying that economic loss is a loss of human potential. The data in chapter III on shortened 

life spans and higher suicide rates provide testament to the human impact of lives lived in economic 

deprivation. 

In the end, there is no satisfying way to calculate such losses. What is clear is that they are 

suffered, year in and out, by millions of citizens who are indeed working hard and persevering, but 

not making it. I offer two positive spins on these observations: (1) Because we constructed it, we can 

change it; and (2) One can think of these losses as potential future gains—how much could we gain 

if we successfully integrate millions into the economy? 

 

VI. The Way Forward 
 

We’d like to build an economy in which luck plays a smaller role in determining success, in 

which opportunity to build human capital is widely available, in which we recognize the benefits of a 

healthy and necessary symbiosis between government and private enterprise, and in which we come 

to grips with the continuing effects of our history of racial injustice. What specifically needs to be 

done to get there? 

 

Change the Narrative 

As long as the majority of the population (and their elected representatives) believes in The 

Myth, it will be difficult to make the changes necessary to more equitably build human capital. Thus 

a necessary prerequisite is to change the narrative. One book cannot do that, but consistent and 

widespread dissemination of the facts about brokenness presented in this book, along with the 

narrative representing the most data-consistent interpretation of those facts, can help to move the 

center of opinion closer to The Reality. 

The good news is that some influential narratives have indeed changed over time. Two 

examples: 

1. Witness the change in narrative around LGBTQ rights from the 1960s to the present. One 
critical ingredient to this change has been the recognition that those asking for basic rights 
are sons, friends, colleagues. Thinking about LGBTQ rights in the context of relationships 
changes the dynamic from “the mainstream versus the other” to “one of us.” It is far more 
difficult to deny rights to ones we know and love than it is to an abstract, distant population 
with which we have little connection. There may be a lesson here for dispelling The Myth. 
Helping adherents to The Myth to see lower-income families and families of color as “us” 



rather than “them” would very likely change the narrative that many carry about low-income 
families, as it did for the LGBTQ population. 
 

2. Following World War II, the U.S. enacted the Marshall Plan (1947-51, formally the 
European Recovery Program), which funneled significant resources (five percent of US 
GDP at the time) to our allies and our former enemies to rebuild in the aftermath of the 
war.22 With extraordinary rapidity, we re-cast reviled military adversaries as countries in need 
of our aid to rebuild and stabilize Europe. We looked outside ourselves, putting aside 
inward-focused, purely nationalistic success so that the global (at least the Western) economy 
could thrive. Obviously, the Plan had benefits for the U.S.—living in a more stable world, 
with (they hoped) less risk of Soviet control over Western Europe. But this episode contains 
some useful lessons for changing the The Myth narrative. We can hope to succeed as 
individuals (nations) in a zero-sum world, or we can recognize that we all do better when we 
succeed together. 
 

How to Get There From Here 

 The key loss we endure under the current system is a loss of human capital—the 

accumulated education, training, skills and work experience that can allow each of us to contribute 

to the economy in the way that best suits our native abilities and interests. Thus we need to focus on 

building structures that equitably support the accumulation of human capital. Some overarching 

principles may be useful in guiding the choice of policies, programs and structures.  

First, make sure that policies and programs actually focus on the attainment and utilization 

of human capital. Downtown restoration may seem like a great way to revitalize flagging 

communities, but too often it incorporates no explicit plan to improve outcomes for poorer families 

living in or near the neighborhood.  

Second, where possible, implement “big tent” policies that may help (in proportion to their 

need) both people of color and whites who have been harmed by our system.  

Third, use means testing to implement big tent policies. Means testing by income and wealth 

will automatically focus any policy on the poorest, and appropriately, disproportionately on people 

of color. But of course, means testing will also bring access to poor, low-wealth white families. 

Fourth, maintain a learning orientation. We do not yet know all that we need to know about 

how best to build and/or rebuild human capital for populations that have been left behind. There 

are many efforts already underway, and many have been in train for decades. But despite that effort, 

 
22 The George C. Marshall Foundation, “History of the Marshall Plan.” 
https://www.marshallfoundation.org/marshall/the-marshall-plan/history-marshall-plan/ 



we have made insufficient progress in providing human capital opportunity at scale. Some of the 

current efforts may well end up being successful and scalable, but that leads to the next principle. 

Finally, while it may seem a bit academic, we need to maintain a strong focus on careful 

impact evaluation of policies and programs—does the intervention or program we’re working on 

really have an impact on the populations we are trying to reach? It’s not just my background as a 

researcher that leads me to conclude that we spend far too little on this. It’s that decades of well-

intentioned work to bridge opportunity gaps have not done enough, thus the disheartening statistics 

of chapter I. So we clearly don’t know enough yet. 

Lack of evaluation is understandable. Evaluation is costly, in large part because it is 

extremely difficult to sort out causality in communities, as so many influences are simultaneously at 

work in determining individuals’ life outcomes. And many smaller non-profits simply don’t have the 

resources to include evaluation as part of their programs. But we need to do more here if we are to 

succeed in the way we hope.  

 

A few specific paths to opportunity  

Early childhood education  

Economic, medical, neurological and sociological research all point to the importance of 

supporting early childhood development—particularly important from birth, but extending to at 

least 3 or 4 years of age—in setting children up for lifetime success.23 Successful programs have 

focused not only on providing child care for disadvantaged families, but on supporting language 

skills, cognitive development, socio-emotional skills that facilitate task orientation, independence and 

communication, supports for parental involvement, and routine medical check-ups. The returns to 

these programs are sizable and well-documented: The earliest investments in human capital pay 

long-run benefits, with late mid-life adults from the Perry Preschool experiment showing persistent 

reductions in violent crime and unemployment. Nobel winner James Heckman favors a targeted or 

means-tested approach, noting that 

“Every child needs quality early childhood education. Those most in need should receive the 
most help from policy makers. Those with means do best on their own—and that is best for 
everyone.”24 

 
23 See Garcia, Heckman, Leaf and Prados (2019), for an analysis of two programs in North Carolina. Earlier work 
assesses the lifetime impact of the HighScope Perry Preschool experiment in Ypsilanti, Michigan from the 1960s, see 
Heckman et al (2010) . 
24 “Early Childhood Education: Quality and Access Pay Off,” (2016) 
https://heckmanequation.org/www/assets/2017/01/F_Heckman_Moffitt_093016.pdf  

https://heckmanequation.org/www/assets/2017/01/F_Heckman_Moffitt_093016.pdf


 

School-to-work pipeline education programs 

 An increasing number of community colleges have entered into partnerships with local 

employers to provide classroom and job-specific skills that lead in a reliable way to employment at 

these firms or at firms in the same sector. While not the norm for community colleges, research 

indicates that this may be a successful means of building human capital, especially for disadvantaged 

populations.25 Community colleges serve 56 percent of Native American college students, 52 percent 

of Hispanics, 43 percent of African-Americans, and 40 percent of Asian/Pacific Islanders.26 The 

community college system can be a critical pathway for students in lower-income and minority 

communities, providing a pathway to stable employment at wages that can support the graduate and 

their family. Thus more widespread use of such programs, and more careful research assessing 

impact, would likely lead to significant change in outcomes.27 

 

Restructuring the workplace 

Chapter I discusses the prevalence of poor-quality jobs in our economy. It wasn’t always this 

way. Employers in the 1950s and 60s provided high wages, excellent benefits, and job security to 

employees in all ranks of companies, in ways that would make today’s workers drool. Of course, 

they did so in response to the threat of increasing union penetration, but that is part of the point: 

The loss of worker power and “voice” has led us to a new norm for the employer-employee 

relationship that features low wages, poor benefits, and little job security (to name a few attributes).  

A few well-intentioned companies have instituted better working conditions, and Zeynep 

Ton has shown that such a change improves productivity, worker engagement and profitability.28 

But relying on firms to become benevolent is not a systematic solution. It would almost surely leave 

the bulk of the low-wage workforce behind. A more coordinated solution is required.  

 

Baby bonds and Reparations 

Wealth provides access to educational opportunity, capital for the formation of small 

businesses, savings for retirement security, and financial stability in the wake of employment, income 

 
25 See Levin et al (2010). 
26 Levesque, Broookings Institution (2018). 
27 Community colleges continue to struggle with very low program completion rates. The latest data for completion rates 
shows only 26 percent of students completing an associate’s or bachelor’s degree within six years (Levesque, 2018).  
28 See Ton (2017). Other researchers have similarly found net benefits to policies that improve worker conditions. 



and health shocks. Its centrality to the building of human capital and to family economic stability 

motivates the attention it rightfully receives.  

Baby bonds—an at-birth deposit of funds into a restricted account—address the inherited 

inequities in wealth.29 Like the other proposals, I would make this a big tent investment, with 

deposits for children of both white and people of color’s families, scaled by family income and 

wealth. This means testing would efficiently allocate the funds where they are most needed. My kids 

would get nothing, appropriately. 

While baby bonds have gained increasing attention in recent years, reparations remain 

divisive. While I am not optimistic at present about the political viability of a significant reparations 

program (in part because of the costs estimated above by Darity and Mullen), the logic is 

compelling, and my heart says it is right. Our government created the racial wealth gap, by building 

wealth almost exclusively for white families. It has a moral responsibility to right that wrong. That’s 

what reparations are about. 

 

Housing 

This change may not seem directly related to building human capital. But it is. Housing is 

foundational for economic success and stability. As emphasized in Evicted, the upheaval entailed in 

repeatedly moving from one residence to another makes it impossible for children to benefit from 

schooling and for parents to remain productive at work. No one should be scrounging for decent 

and affordable living space. But how do we do this? 

We are unlikely ever to be able to build sufficient affordable housing stock in the highest-

cost urban areas. However, we can build affordable housing in satellite communities around these 

hubs. That solution requires a critical complement to housing—affordable transportation that brings 

workers from satellite communities to their places of work. Faced with that challenge, planners often 

jump immediately to light rail transit—cool, but really expensive. However, much lower-cost bus 

and van systems may be a viable way to connect affordable residence communities to high-cost 

work cities. Electric or hydrogen-powered buses would help to mitigate the climate impacts of more 

vehicles—albeit multi-passenger vehicles—on the road.  

 
Mentors and Allies 
 

 
29 Darity, Hamilton et al have long advocated the use of baby bonds or the equivalent as one means to address the racial 
wealth gap. See Darity, Hamilton et al (2018) and Hamilton, Darity et al (2010). 



 In the actual stories that Horatio Alger told, the poor boys (they were always boys) who 

succeeded were always helped by a benevolent adult. Similarly, in every workplace, there are 

opportunities for members of the majority demographic—white, male—to reach out to women and 

people of color to provide greater opportunity to reach their potential. Such mentorship 

relationships will not close all of the gaps highlighted in this book. But experience shows they can be 

powerful equalizers. 

 

VII. Conclusion 
 

Our economy is broken, but our people are not. The challenge is how to connect those left 

behind to the economy. To do so, we need first to change the destructive narrative that dismisses 

change as unnecessary or distortionary. From there, we can focus on research-proven, human and 

financial capital-building policies and programs that equalize opportunity. We must commit to 

learning as we go, with promising programs supplemented by careful impact assessment.  

We broke this. We can fix it. The timeline is daunting: We can’t get to where we’d like to be 

quickly. But that means we might as well start now. The loss in staying where we are is enormous. 

But so, correspondingly, are the gains if we become the Land of Opportunity we aspire to be. 

 


