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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 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? When we observe significant differences in 

incomes, or wealth, or leadership roles, or health outcomes across race, gender and region, to what should we 

attribute those differences? 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 “narratives” 

we use—our simplified representations of complex reality—is critical to answering these questions. 

The role of narratives 

This book will discuss the central roles that narratives play both in justifying and in perpetuating 

these distressing outcomes. Narratives are one way we distill complex systems into useful abstractions. 

Making sense of the multitude of systems, behaviors and outcomes in our economy is a daunting task. How 

can we judge what is a good or a bad outcome or a helpful policy? Simplifying, reducing the myriad details 

into a few salient organizing concepts—free markets are good, capitalism is the best system, self-

determination is possible for all, opportunity is equally available to all—makes it possible to make such 

assessments.  

Consider, for example, the question “why do individuals attain such different levels of education, 

employment, income and wealth in our economy?” Answering it may be aided by a simplifying narrative. 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 affects the extent to which we see these outcomes as 

problematic, or acceptable. And for those who acknowledge that such widespread struggles are problematic, 

the narrative can 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, 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 2. 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 way of individual attainment—less is more. I will call the narrative that comprises these elements 

of individual, business and government behavior “The Myth.”  

Equally complex is the question “what should businesses do to benefit the economy?” Well, they do 

a lot of things. But a narrative used by many to understand and guide business activity is “businesses must 

simply maximize shareholder value [maximize their stock price]—that and nothing else,” or similarly, 

“businesses must maximize profit.”2 I will return to this particular narrative, rightfully attributed to Milton 

Friedman, a bit later because it is an important example of a narrative that has been used not only to make 

sense of a piece of our world, but also to guide strategic decisions, not always for the better.3 Business 

decisions justified by this narrative, with support from the government, have stalled earnings for many, 

limited their health care and other work-related benefits, reduced upward mobility within companies, and 

muted workers’ “voice” in determining work conditions. 

Of course, any narrative is ultimately helpful only to the extent that it is a reasonably accurate and 

representative depiction of reality in the economy. I will present evidence that the stories many of us tell 

ourselves about how the economy works—the “narratives” we hold—are often at war with the facts about 

 
1 Chapter 2 will discuss what Alger actually said, and how it has been distorted and used in support of The Myth. 
2 Indeed most of economists’ stylized models of business investment or hiring rest on the proposition that businesses 
maximize profit.   
3 3 Milton Friedman, “The Social Responsibility of Business is to Increase its Profits,” The New York Times Magazine, 
September 13, 1970.. 



the outcomes our economy delivers. That is, key narratives held by many in the U.S. are not fair and accurate 

descriptions of reality. They may in some cases represent aspirations for the country, but they are quite far 

from representing reality.  

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. 

Layered over all of these narratives are the stories we believe (and/or are told) about our tortured 

racial history. Many hold to the narrative 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—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 notion that individual effort produces success, these narratives have 

been used to dismiss or minimize initiatives to address relative shortfalls among families of color in incomes, 

or wealth, or employment. Instead, The Myth can lead one to believe 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. 

 How did this happen? Economists are as much to blame as anyone. As a Princeton- and Harvard-

trained economist, and as a senior leader in the Federal Reserve’s professional staff for over 35 years, I have 

been taught and repeatedly heard colleagues try to explain our set of outcomes as the expected results of a 

well-functioning capitalist, “free market”-based economy.4 Standard economic theory implies that goods, 

services, labor and capital are allocated efficiently, responsding to signals in to prices (including wages) that 

reflect fundamental value to consumers (for goods and services) and the contribution to profits (for labor and 

capital inputs to production), given the available technologies. To take one rather glaring example, many 

argue that the unsustainably low compensation of low-wage workers is economically justifiable, as these 

workers contribute less value-added to their companies, either due to lower skills or lower work effort. There 

is nothing “wrong” with this outcome; it is the result of markets operating efficiently. Similarly, economists 

have argued that it makes perfect sense that CEOs of US corporations earn in excess of 350 times the median 

 
4 I place “free market” in quotes here because, as we will see, there is no such thing. 



earnings of their employees.5 While justifiable in the abstract under a host of heroic assumptions, these 

explanations strain credulity. 

 This view of the world—The Myth—is corrosive, disrespectful to those millions in our 

country who cannot achieve success (disproportionately people of color), and grossly inaccurate. 

 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 3, 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. The Reality narrative rejects the notion that the particular flavor of free-market capitalism that we have 

chosen provides equal opportunity for all.  

The Myth described above is damaging not only because it is inaccurate and disrespectful to 

populations struggling in the face of poor opportunity and discrimination. 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. 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.6 

 
5See Mishel, Lawrence and Jori Kandra, Economic Policy Institute (2021). 
6 Evidence on the partisan breakdown of adherence to elements of The Myth is presented in chapter 2. On the moderate 
to liberal side, for example, the Clinton administration’s push to reform the welfare system was motivated in part by a 
belief that the primary problem with welfare was that it provided strong incentives not to work. Removing this 
distortion would, it was believed, improve employment, income and economic stability among lower-income families. 
While still controversial, subsequent research has shown this program to be less successful than initially thought, in part 
because of the economic boom that immediately followed its implementation. In addition, its work requirement makes it 
impossible for unemployed families to use the program for cash assistance during economic downturns. The Obama 
administration’s response to the financial crisis in 2009-10, particularly from the Treasury Department, revealed an 
excessive focus on restoring financial market function, with much less attention to supporting the household sector. 



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

most likely via government interventions including regulation, redistributive taxation and spending, or 

legislation that alters parts of the economic structure to provide greater opportunity and greater stability for 

lower-income families. These policy responses are required because free markets and capitalism have had 

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

Similarly, expecting our low- and middle-income families to change their behavior, to become more 

industrious and achieve success, will not work. Indeed, it is insulting and disrespectful to think that is what 

needs to change. Their bad outcomes are not the result of their poor individual decisions and behaviors. 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.  

Brokenness 

 This book documents many of the ways in which our economic systems are “broken,” by which I 

mean that they deliver prosperity to the few, and misery to the many. It must be said at the outset that 

nowhere is this clearer than in the gaping disparities between outcomes for whites and people of color, 

including indigenous peoples, and I will return to that theme throughout this volume. Gaps in income, 

employment, education, health care, child care, incarceration, and wealth or net worth—the latter of which 

essentially sums up the cumulative effect of institutional discrimination through all of those channels and 

more—are stunning and disheartening. 

 Some will balk at my description of the world’s second-largest economy as “broken”7. Our 

productivity is high, our output per person among the highest in the world8. Our education system, 

particularly at the BA and PhD level, is the envy of most countries around the world. Our medical, 

pharmaceutical and IT sectors are world leaders in innovation. Many of the world’s largest (by assets) 

financial institutions are chartered within our borders.9 How can this be deemed “broken?” 

 
This view ignored the evidence that in fact many large market participants had practiced poor risk management (see 
Foote, Gerardi and Willen (2012)), placed borrowers in mortgages that were inappropriate for them, engaged in criminal 
activity in some cases, and as a consequence bore a significant share of the responsibility for the crisis and recession that 
accompanied it. Nonetheless, a series of programs from the Treasury and the Federal Reserve disproportionately favored 
the financial sector, even as ordinary households lost their houses and their jobs. This topic will be examined in more 
detail in chapter 3.  
7 The current rank of the U.S. economy as measured on a “purchasing power parity,” or PPP basis. International Monetary 
Fund World Economic Outlook, April 2021.  
8 OECD Data, 2021. See reference list for details. 
9 As of 2021, 8 of the top 20 institutions by total asset holdings are US companies (data from the SWFI, 
https://www.swfinstitute.org/fund-rankings/financial-holding-company). 



 While these sectors are without doubt thriving, the income they produce, the jobs they create, and 

the wealth they amass accrue to a small minority of the country’s population. Put differently, these measures 

of aggregate prosperity miss enormous schisms within the US economy. Our economy is indeed large (in 

absolute size or on a per capita basis), productive and, in the aggregate, highly successful. Yet within our 

borders, tens of millions of residents struggle to survive—not just to thrive, but to stay alive. Basic survival 

necessities—food, shelter, and medical care—cannot be taken for granted for many families. Standard 

markers of economic success—access to effective secondary and higher education, employment, stable 

incomes, retirement security—are out of reach for millions.  

 The yawning disparities matter for two fundamental reasons. First, they matter to the cold-hearted 

accounting of lost economic potential: Individuals and families who have suffered at the hands of a 

malfunctioning economy do not contribute fully to the economy according to their skills, effort and 

imagination. This lost potential has been calculated by many, but the exact magnitude is less important than 

recognition of the enormity of the problem. Whether it is $5 trillion, or $15 trillion, or $75 trillion of lost 

“output,” the loss is enormous. It affects most directly those individuals who have never had a chance at 

success in our economy, but it also affects those who have, by shrinking the size of the economic pie and 

reducing the level of demand for goods and services that the “winners” in our rigged system might have 

provided to everyone else. 

 At least as sobering is the loss of human potential. Lives that do not flower or flourish, lives whose 

creative and innovative impulses are stifled or drowned, lives that find it difficult to muster an ounce of hope 

for a better future are lives lost, whether the loss is captured in the GDP accounts or not. As a country, we 

should be embarrassed that despite our aggregate riches, we allow such a combination of economic and 

human destruction to be the norm for millions of our fellow citizens. To me, it is unconscionable, and totally 

inconsistent with the view we often hold of our country as the “land of opportunity.” It is also completely at 

odds with any moral system that values all lives equally.  

How can a country that is so affluent and wealthy in the aggregate be so comfortable with the 

existence of such outcomes for its citizens? Are these outcomes consistent with the simplest stories about 

how our economy works—the narratives—that we hold dear? Are we still the Land of Opportunity, a 

meritocracy in which hard work is sufficient for success, in which free-market capitalism delivers the best 

outcomes for all, given individual effort? 

I believe the answer to that last question is emphatically “No.” We need to change the narrative held 

by many about how our economy really works. The narrative that attributes these horrendous outcomes to 

lack of individual effort or poor decision-making is in my view corrosive, disrespectful, and simply inaccurate. 

It will likely be impossible to work towards a better set of economic structures if a large swath of the 



population believes that the current systems are fine, and that a change is completely unnecessary or even 

counterproductive. Thus a change in prevailing narratives may be a necessary precursor to beneficial change 

in systems.  

On Absolute verus Relative Inequity 

Much of the current debate focuses on the inequality of income and wealth, that is, the relative 

difference in economic outcomes across citizens in the economy. I believe that concern, while important, is 

secondary. Even more important than these relative outcomes are the absolute outcomes for many in our 

economy. To be sure, it seems grossly inequitable that CEOs earn so much more than the median workers in 

their firms.10 But it is far more than unfair that millions of families struggle to attain sufficient wages to 

survive without significant government assistance in the form of food, housing and health care aids. If our 

country were to evolve so that all families had the opportunity to succeed, and so that almost all families had 

the resources to achieve stable economic existence—not continuously terrified of losing employment, 

housing, and health care, and coping with child care disruptions that threaten to send them into a downward 

spiral towards abject poverty—that would be an enormous step forward for our country. Even if CEOs were 

still paid generous (read: obscene) amounts. 

 To sum up 

 I believe our country has a moral and economic obligation to right the wrongs that we have 

constructed since our founding. The last chapters of this book provide some thoughts for ways forward. 

They require first and foremost a change in our national narrative—the stories we tell ourselves and each 

other about how our economy works, how our economic structure was designed and why, why poverty 

exists, how the racial and ethnic economic divides arose, and where economic success comes from. If we can 

reach some agreement on these narratives, we stand a chance of moving forward with changes to our 

economic structures that address the defects in design that we built in earlier in our history. It will not be 

enough to chip away at small pieces of the problem—putting paid family medical leave in place (although that 

is surely important!), making small adjustments to the tax code (also important!). We need to come to a 

reckoning about how and why our systems are broken, and work to re-assemble new systems that will work 

better. 

Martin Luther King, Jr. put it this way in 1967: 

“We must honestly admit that capitalism has often left a gulf between superfluous wealth and abject 
poverty, has created conditions permitting necessities to be taken from the many to give luxuries to 

 
10 One of the most recent estimates places the ratio of a CEO’s pay to the median worker in his firm at over 350 to 1. I 
use “his” because that is sadly completely representative of the gender of CEOs in the US. See the Economic Policy 
Institute’s report on CEO pay at https://www.epi.org/publication/ceo-pay-in-2020/ . 

https://www.epi.org/publication/ceo-pay-in-2020/


the few, and has encouraged small-hearted men to become cold and conscience-less so that, like 
Dives before Lazarus, they are unmoved by suffering, poverty-stricken humanity.”11 

 Some of the solutions have already been proposed: Removing the remaining racial and ethnic barriers 

to economic and social success (e.g. employment, pay and advancement discrimination, criminal justice 

discrimination); Broader access to high-quality health care that is not dependent on employment; universal 

early childhood education; “Baby Bonds” or the equivalent that place significant deposits in accounts for each 

child, to equalize the distribution of wealth. A more novel solution is to change the social norm around the 

employer-employee relationship, to improve working conditions for lower-wage workers.12 For most of 

these, it is difficult to imagine anything but a government solution, because of the need for coordination 

across many firms and sectors, and because of the scale of the problems. But that’s only fair. Our government 

created and facilitated the current structure. It bears much of the responsibility for fixing it. 

 A crucial aspect of this crusade is that it is not a zero-sum game. That is, success for the poor and 

struggling—redirecting more resources and opportunity their way—does not depend solely on taking away an 

equal amount from the successful. To be sure, some redistribution will be necessary. But in the end, the goal 

is one of true economic development: Increasing the overall size of the economic pie, by affording 

opportunity for full economic participation to the millions who do not currently have it.  

 

  

 
11 A biblical story in which a rich man (“Dives” in the Latin version, from the Latin dives for “rich”) lives a “sumptuous” 
life, blissfully ignorant of the plight of Lazarus, who is “covered with sores, who longed to satisfy his hunger with what 
fell from the rich man’s table.” Luke 16:19-31 (New Revised Standard Version). The quote comes from King (1967), p. 
197.  
12 See Rick Wartzman (2017), The End of Loyalty. 



  

HIGH-LEVEL OUTLINE 

Introduction 
 

I. Evidence of brokenness 
a. Distribution of Income 

i. And its racial determinants 
b. Distribution of Wealth 

i. And its racial determinants 
c. The characteristics of low-quality jobs 
d. A brief tour of other evidence—housing, education, criminal justice 
e. Taken together, constitutes prima facie evidence against the simple narrative of 

individual effort and self-determination. 
 
Is Everything Wrong with the Economy? What do we do well? 
f. This book necessarily focuses on what has gone wrong 

i. But the economy is not a total loss: Capitalism is probably better than the 
alternative 

1. In good, stable times, it allocates some resources efficiently 
 

II. Interpreting the Evidence: The Two Narratives 
a. Why we use narratives 
b. Narrative 1 (The Myth): Free markets, self-determination, meritocracy, limited 

government 
i. Elements of the narrative 

1. Some logical inconsistencies with the narrative— 
a. Survivor bias; The exceptions that prove the rule; 

assessment of wage fairness 
ii. Popular depictions of the narrative (Horatio Alger to Fox News) 
iii. How widely-held is the narrative? Survey evidence. 

c. Narrative 2 (The Reality): We constructed this system to erect barriers to success 
for non-white male residents 

i. An incredible number of institutionalized racial barriers, constructed with 
a truly pernicious form of the narrative 

ii. Government policy constructs. 
iii. Private enterprise constructs. 

 
III. Evidence Bearing on the Two Narratives 

a. Evidence on the role of luck in determining outcomes 
i. Key example: The Opportunity Atlas and the accident of geography (plus 

race!) 
b. Are we a post-racist economy? Pervasive institutional racism, by design.  
c. Capitalism and free markets work well when everything’s going well. What 

happens when it’s not, and what does it reveal about our economy’s priorities 
and design? 

i. Case study: The Great Recession and Financial Crisis 



d. Is this the only/best way to do capitalism? International comparisons 
i. Data on health care, child care, education 
ii. Data on tax rates across developed economies 

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

describes. 
a. Holding a belief is one thing. Using it to change structure is another. 
b. Where do we see the use of The Myth to shape the design of the system? 

i. Examples of how the tax code has been shaped to favor the rich 
ii. Examples in education, health care, and wealth-building 
iii. Stiglitz (2012) has great work on this. 

c. Why Belief in The Myth persists in spite of evidence, experience? 
i. Difficult to falsify narratives for the average citizen 

1. Made more difficult by growing disregard for expert opinion 
ii. Self-sustaining beliefs—self-validating for those who succeed 
iii. Active nourishment of narrative, because it maintains hierarchy 

 
V. The Losses Inherent in the Current System 

a. Losses are about lost human potential (more narrowly, lost human capital). 
b. Calculations of the loss of economic potential 

i. Darity and Mullen, based on Reparations work—backward-looking. 
ii. Lost streams of income for lowest income deciles going forward. 
iii. The magnitudes are similar, and they are huge. 
iv. But they suggest tremendous opportunity. 

c. Commentary on the loss of human potential 
 

VI. The Way Forward 
a. The alternative narrative takes a more constructive view: We can change this 
b. Overarching principles for policies 

i. The biggest losses in our economic system are losses of human capital. 
Focus on policies that provide the opportunity to build human capital.  

ii. Policies that can be implemented as Big Tent policies may be the best 
way to focus efforts (help both people of color and whites who have 
been harmed by our system) 

1. Exception to this rule—Reparations 
iii. But those can only work if accompanied by means testing. Some debate 

on necessity of means testing in current policy circles (and in variants of 
UBI) 

iv. Maintain an open mind (a “learning orientation”). If we knew exactly 
what to do, we’d have done it much of it. We don’t, and we haven’t. 

v. In a related verin, focus on careful impact evaluation of policies and 
programs. We don’t know all that we’d like to. My background as a 
researcher suggests that we spend way too little on this, and as a result, 
we know less than we should. 

c. What specifically needs to change? 
i. The Narrative! 

1. We have changed key narratives before (examples) 



a. Witness the change in narrative around LGBTQ rights, 
slavery, gender equality. 

ii. Policies and programs that provide access to building human capital 
iii. Key policies 

1. Early childhood education—research supported, field experience 
2. School-to-work pipeline programs—some great pilots. Works 

through community colleges and high schools, with private 
partnership. 

3. Restructuring the workplace. Providing incentives to change the 
social norm for employer-employee relationship. 

4. Baby bonds. Now widely discussed. Use means-testing to reach 
white families and families of color, scaled by family income and 
wealth. 

5. Housing. A foundation for economic stability. 
a. Where to build (not in high-cost areas)? 
b. Transportation as an essential complement, given (a). 

 
VII. Conclusion 

a. We constructed this. We can deconstruct parts of it. 
b. The timeline is daunting. We can’t change it that quickly. 
c. But we can’t wait for decades either. The loss is enormous. 

 


