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Wrong turns in  

GDP per capita 

Employment rate 

Median household income 

Poverty rate 

Home prices 

Stock prices 



The damage: GDP per capita 
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Gross domestic product (GDP) per person. Data source: Bureau of Economic Analysis, www.bea. 
gov/national/nipaweb. 



The damage: employment 
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Employed persons as a share of the population. Data source: research.stlouisfed.org/fred2, series = 
emratio, using Bureau of Labor Statistics data. 



The damage: median income 
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Median household income. Inflation adjustment is via the CPI-U-RS. Data source: Census Bureau, 
www.census.gov. 



The damage: poverty 
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Share of persons living in households with income below the poverty line. Data source: Census 
Bureau, www.census.gov. 



The damage: home values 
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Case-Shiller 10-city home price index. Inflation adjustment is via the CPI-U-RS. Data source: 
research.stlouisfed.org/fred2, series = spcs10rsa, using Standard and Poor's data. 



The damage: stock values 
——————————————————————————— 
 

0

500

1,000

1,500

2,000
S

&P
 5

00
 in

de
x 

(2
01

0$
)

1950 1960 1970 1980 1990 2000 2010
Year

 
S&P 500 index. Inflation adjustment is via the CPI-U-RS. Data source: research.stlouisfed.org/fred2, 
series = sp500, using Standard and Poor's data. 



Causes of the crisis 
——————————————————————————— 

 
1. Finance gone wild 
 

New financial instruments and strategies 

Mortgage-backed securities (lenders) 

Credit default swaps (insurers) 

More aggressive use of short selling (hedge funds) 
 

New pressures and opportunities 

Heightened emphasis on short-term profits 

Enormous increase in reward 



Causes of the crisis 
——————————————————————————— 

 
1. Finance gone wild 

                                            



Causes of the crisis 
——————————————————————————— 

 
2. Housing bubble 

Subprime mortgage loans 

Adjustable rate mortgage loans 

Smaller down payments 

Home equity loans 



Causes of the crisis 
——————————————————————————— 

 
2. Housing bubble 
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Causes of the crisis 
——————————————————————————— 

 
2. Housing bubble 

                                 



Causes of the crisis 
——————————————————————————— 

 
3. Government failure 

Inadequate regulation/oversight of finance 

Greenspan Federal Reserve's skepticism about the possibility 
of a housing bubble 

Participation in the spread of subprime loans via Fannie Mae 
and Freddie Mac 



Influence on government 
policy 



Influence on government policy 
——————————————————————————— 

 
In the 1970s, American firms began a concerted effort to exert 
more influence on government decision making 
 

                 



Influence on government policy 
——————————————————————————— 

 
Sources of influence 

Business organizations 

Think tanks 

Lobbying 

Campaign contributions 

Representatives in key government positions 
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Influence on government policy 
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Sources of influence 

Representatives in key government positions 
 

           



Influence on government policy 
——————————————————————————— 

 
These efforts seem to have had an impact, with more policy 
changes and policy drift favoring firms instead of ordinary 
Americans 

Deregulation and inadequate oversight of finance 

Slowdown in social regulation 

Very limited progress in altering energy strategy 

Lower taxes 

Little improvement in the public safety net 

No help for unions 



Influence on government policy 
——————————————————————————— 

 
Consequences for Americans 

Shift of responsibility for economic security to individuals 

Rising income inequality 



Influence on government policy 
——————————————————————————— 

 
Consequences for Americans 
 

                 



The longer-term economic 
problem 



The longer-term economic problem 
——————————————————————————— 

 
Slow income growth for the bottom half 



Slow income growth for the bottom half 
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Average inflation-adjusted posttransfer-posttax income for households between the 10th and 50th 
percentiles of the distribution. Income is adjusted for household size; the figures shown are for a 
household with four persons. Data source: Luxembourg Income Study Database. 



Not because economic growth has been slow 
——————————————————————————— 
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Inflation adjustment for both GDP and family incomes is via the CPI-U-RS. Data sources: Bureau of Economic Analysis; 
Census Bureau. 



It's due mainly to stagnant wages 
——————————————————————————— 
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Inflation-adjusted hourly wages for full-time year-round employees at the 10th and 50th percentiles of 
the distribution. Data source: Economic Policy Institute, using data from the Current Population Survey 
(CPS). 



It's due mainly to stagnant wages 
——————————————————————————— 

 
Why no growth of wages? 

Corporate governance 

Competition 

Computerization 

Globalization (trade, direct investment, immigration) 

Shift from manufacturing to services 

Pay for performance, winner-take-all 

Weakened unions 
 
These would be obstacles to wage growth even in the absence of 
growing corporate influence on government policy 



Is there a way out? 
——————————————————————————— 

 
Where will income growth for bottom-half households come from? 

Wages? 

Employment? 

Something else? 



Wages? 
——————————————————————————— 

 
I'm skeptical that wage growth will return 



Employment? 
——————————————————————————— 

 
We've pinned our hopes during the past generation on an 
employment solution 
 
It hasn't worked 
 
And what happened during the 2000-07 business cycle (before 
the crash) suggests reason for pessimism going forward 



Employment? 
——————————————————————————— 
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Employed persons as a share of the population age 25-64. Data source: OECD. 



Employment? 
——————————————————————————— 
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Average annual employment hours in working-age households in the bottom quartile of the income 
distribution. Data source: Keith Bentele calculations using CPS data. 



Something else? An enhanced EITC 
——————————————————————————— 
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Earned Income Tax Credit as of 2010. Data source: Tax Policy Center. 



Something else? An enhanced EITC 
——————————————————————————— 

 
Make it a full-blown middle-class earnings subsidy by extending it 
higher in the income distribution 
 
Increase the benefit level a bit 
 
Index it to average wages so that it rises in sync with economic 
growth 



Summary 



Summary 
——————————————————————————— 

 
Most of the worry about the impact of big business in America has 
focused on two acts of (apparent) commission 

The 2008-? economic crisis 

Growing business influence on government policy 
 
I'm more worried about a development caused mainly by a 
confluence of structural changes in markets 

Slow income growth for the bottom half of the population 




