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My last few essays have focused on the 10% uppertail of the wealth or income distribution. People
generally acknowledge thatthe top ten percentare doing great. Perhapsthisistrue by definition. If
they were doing poorly, they would not be in the top 10%! What aboutthe other 90%? Let’s start with
the overall picture. Academicpsychologist Steven Pinker’s latest book1 documents the enormous
material progress that has been achieved and enjoyed not just by the elite, but rather by the majority of
mankind, overthe past 200 years. While these trends have been noted by many authors, itis useful to
run through themagain quickly. Longevity hasincreased dramatically. Infant mortality has plummeted.

Major diseases have been nearly orcompletely wiped out. Accessto cleanwater, indoor plumbing,
refrigeration, heatingand air conditioningis commonplace. Violence is down, educationisup. The
medianincome guy inthe developed world has enjoyed roughly a 20-fold increase in standard of living.

What? The medianguyisup 20x (that would be 1900%!). How can that claim (fact) be reconciled with
the oft-told assertions that median household wages have flat-lined over the past several decades,
middle class jobs are being eliminated or sent overseas, the next generation will be worse off thanthe
currentgeneration, and economicinsecurity is prevalent?

It may be useful to get some more perspective. Inanotherrecentbook2, Hans Rosling (famous for his
TED talks and beautiful graphics displays that may be found at www.gapminder.org/tools) laments the
lack of understanding of important global trends, even among the economicand educational elite.
Rosling, aformerdoctor and health professor, has for de cades attempted to assess general knowledge
of global economicand health trends by posingto audiences simple multiple choice questions about
global trendsin wealth, poverty, health, violence, the environment, education, literacy, vaccination, and
climate change. Compiling the percentage of correctanswers, he has found the responses not only
incorrect, but much worse than would be expected by random chance (as he puts it, the respondees are
‘dumberthana chimpanzee’). The direction of erroris, invariably, people are too pessimistic. Consider
one questionreportedinhisbook: How did the number of deaths peryearfrom natural disasters
change overthe past 100 years? A. More than doubled, B. Remained aboutthe same, C. Decreased to
lessthan half. Most people answered A while the correctanswerisC.

So, one majorreason for the “millennial malaise” suggested above is simply pessimistic bias.

Rosling shows that the primary driver of how people live is theirincome, expressed in dollars per day.
He distinguishes four levels of income:

Level | Daily income = $2 perperson

Level Il Daily income = $8 per person

CLU Center for Economic Research & Forecasting



Progress 2018 Q2

Level Il Dailyincome =$32 perperson
Level IV Dailyincome > $64 perperson

People at Level |l are extremely poor. People at Level IV are affluent. People atLevelsllandlllare,
obviously, inbetween. Asyou can imagine, living standards across these four groups variesimmensely
(see examples atwww.dollarstreet.org). Asrecently as 1960, 50% of the global population was at Level
|. Today, thisnumberhas declined to less than one billion people, orabout 10% of the global
population. Anotherbillion live inthe richworld (Level IV), and rest (alarge majority) lie inthe middle.
Rosling predicts that by the time the human population reachesits peak (at 10 billion) around 2100, the
distribution will have again changed immensely, asis summarized here:

2017 2100

Level | 1 billion Zero billion
Level ll 3 billion 2 billion
Level Il 2 billion 4 billion
Level IV 1 billion 4 billion
Total 7 billion 10 billion

The interestingthingaboutthe millennialmalaiseargumentisthat the majority of people inthe U.S.
todaylieinLevel IV, and nearly everyoneelseisin Levellll. By global standards, we are already rich!
The problem of material abundance haslargely been solved. And, itappearsto be getting better.

This last statementis somewhat controversial. Economists Thomas Piketty and Emmanual Saez (PS)
claimthat real household medianincome hasincreased by only 3% in the past three decades. This
amountsto just 0.1% per year! However, economist Richard Burkhauser (RB) and colleagues argue3
that the PS analysis overlooks orignores several critical issues including changesin the number of
peopleinthe average household (this has been declining for several decades) and the effects of
progressive taxes and transfer payments (the PS analysis looks at pre-tax income before transfer
payments). After makingsuitable adjustments, RBfindsthat median real income has actuallyincreased
by 36% overthe pastthirty years. Thisisclose to the long-termrate of increase in per capitastandard of
living, and thereforedoes not support the notion of adeclining middle class. This conclusionis
supported by studies that examine consumption patterns. The consumption “basket” of the poverty
line family in 2010 appears to be greaterthat the consumption basket of the median family in 1970.
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Some go so far as to suggest thatthe median guyinthe U.S.today (maybe eventhe poverty level guy) is
materially better off than the nobility of one ortwo centuries ago. Certainly, the median guy (poverty
level guy) today enjoys many products that didn’t exist or were very expensive in the past.

What about the future? Isthe nextgeneration goingto be worse off? Of course, itis impossible to say
for sure, but certainly there islittle evidence of atrend in that direction.

But thereisone area that is concerning. Data suggestthat about half of householdstoday do not have
sufficient cash on hand (or easily available) to handle even amodest emergency. Thus, economic
insecurity iswidespread. This may be the primary reason for the malaise (to steal aterm that,
apparently, Jimmy Carter neverused) thatappears to have settled upon many economiccommentators.

There are twofairly obvious solutions —oneis fragile (likely tofail), the otheris robust (likely to work).

The fragile solution: expand the government safety net. This could include programssuch as jobsfor
everyone, alivingwage foreveryone, free collegeforeveryone. The problem with this solutionis
unintended consequences. Providingjobsforeveryoneisusefulonlyif doingthesejobsresultsin
development of useful skills. Thisisunlikely. Alivingwage foreveryone sounds great, until yourealize
that it mightinduce low-skilled workers to not try and work at all, with the result of neverdeveloping
useful skills. Finally, free collegeforeveryoneis not meaningful unlessthe curriculumisreduced
sufficiently that everyone canreasonablyhope to get through. Once that is done, the value of having
achievedacollege degreewillhave declined.

The robust solution: save more. Afterall,if you are 20 timesricherthanyourgreat-great-great-great-
great-great grandparents, then saving 10-20% of your vastly higherincome seems to be not that much

of a stretch. While it may be painful to do this, the result will be elimination or atleast sharp reduction
inthe economicinsecurity thatisthe bane of modern mankind.

1Steven Pinker, Enlightenment Now, 2017.

2Hans Rosling, Factfulness, Flatiron Books 2018.

3Richard Burkhauser, Jeff Larimore, Kosali Simon, “A ‘Second Opinion’ on the EconomicHealth of the
American Middle Class,” NBER, 2011.
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