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The conference “Reconnecting to Work” was held\pril 1-2, 2011 as the US suffered its
worst job market since the Great Depression. Resimy to work indeed! With 9-10%
unemployment and little sign of substantive jobvgioin the foreseeable future, American workers
needed more help to find work than at any timeesthe 1930s. Even if job growth were miraculously
to pick up, most workers would have trouble keepivedr heads above water for years to come. For
three to four decades the benefits of economic tiréxave gone almost entirely to a small sliver of
wealthy Americans. The vast bulk of workers stregdglvith stagnant real wages and high consumer
debt to remain in the middle class. Inequality ruskevels off the map for a major advanced country
and exceeded levels in most third world counti@mtrary to what many Americans believe, social
mobility in the US was below that for most othevaced countrie's.

Something or someone had taken shared prospadtjud employment from the American
people. Something or someone was dismantling the t@the middle class on which the US was built
and with it the American Dream. Who or what couidttbe?

The first place where economists seek an answardnges in economic outcomes is in the
operation of markets. Viewing the US labor markehmhly competitive and responsive to market
forces, some economists explain the stagnatioeadfwages in terms of (unmeasured) technologically
driven shifts in demand for labor that favor thghty skilled over the less skilled. But changeskiil
premium explain only a small proportion of increggequality. Most of the rise in inequality occurs
within observationally equivalent groups-- amongspes with the same age, gender, race, education,
math and literacy test scores and so on — ratherdbross skill groups. And it is difficult to umgtand
why in a highly flexible job market firms cut empgloaent rapidly in recession but failed to increase
employment in the ensuing recovery. Economic aealyisat fit the observed pattern of change go
beyond the basic flexible market model to considstitutions unions, executive compensation, modes
of corporate governance, and governmental policies.

In the spirit of the interdisciplinary Reconnegtito Work conference, | explored what other



social sciences said about the loss of shared @rbgjand jobs crisis. Sociology focuses on the
behavior of the poor and the measurement/meaniotas$ but also offers network analysis that
quantifies the connections among the elite. Paliscience documents the importance of lobbying in
determining the rules that govern how markets dpeaad of the revolving door between public
service and lobbying activities. Social psycholsgpws how readily authority figures and settings ca
influence people to behave with little regard thess even without monetary incentives.

But neither economics nor the other social sciemgeaae me the overarching vision or narrative
about who or what was undoing the US middle class.

With the time for my presentation at the confeeegowing short, | widened my search. As a
youth | read widely in literature, from the Greetadedies to Alice in Wonderland to Charles
Bukowski. Did the world of literature offer an aagl or other clue to the story? Eureka, yes! There
was one narrative that seemed to provide insigbttire economics of lost prosperity and jobs. And i
was by the world's most famous and accomplishetémaind poet of children's verse — Dr. Seuss,
master of the trisyllabic meter.

Dr. Seuss? Many of the experts at the conferemmeagdvecall_ The Cat in the Hanhd wonder

what hat | was wearing when Seuss popped into rag Bs offering a framework for understanding
the country's economic woes. Hopefully the evidemoald convince them (and you), as it convinced
me, that the answer to who stole American prospant full employment lies in the classic Seuss,tal

How the Grinch Stole Christmasd its successor studies.

The Grinches of Wall Street

The Grinch is an illustrated book. Rereading yoapy, you will surely notice, as | did, the
uncanny resemblance of the illustrations of thelgreartless cave-dwelling Grinch to the bankers,
mortgage brokers, and Wall Street-dwelling finargi®ho sold “liars loans” to Americans seeking

home ownership; sliced and diced mortgages to thieleisks to investors seeking safe assets; created



credit default swaps and exotic derivatives thad gfebusinesses collapsed or people absconded on
debts; and sold clients financial products thay thelieved would fail. Those dark brows, sour Ghync
grin, and piercing eyes. If the Grinch were a bidlgier or Bernard Madoff a bit leaner, they'd be
kissing cousins.

So who plays the Grinch in the US economy? This fae clear. A small proportion of citizens
— the upper 1% of the income distribution, accagdmthe Wall Street Occupiers, but more accurately
the upper 0.1%, gained essentially all of the enuo@rowth of the past 40 years. In 1970 the top
0.1% in income had 2.7% of national income. Thatome was 27 times the mean income. In 2007 the
top 0.1% had 12.3% of national incofh&heir income was 123 times the mean. But thesediy
understate the disparity in income between théthpo and the average American. The average
includes the income of the top 0.1%. Comparingniceme of those in the top 0.1% with the income
of those in the bottom 99.9% raises the estimaiid to 140 times in 2007. Moreover, income
distributions are “right-skewed” so that a persothie median of the income distribution makes less
than the average. In 2007 the median income oflieswas 77.8% the mean income in the US,
suggesting that the income of the upper 0.1% wab®worder of 180 times the median incdine.

Who, you ask, makes up the upper 0.1%? Bakijae,Goid Heirtf (2010, table 3) report that in
2005 sixty-three percent were executives or masageworked in finance and real estate. The 403 or
so billionaires in the annual Forbes list are th&he top corporate executives and Wall Street éank
are there. Following the 1999 repeal of the Glass@all Act provisions that separated commercial
banks that hold deposits from the riskier investniamks that issue securities, the finance sector
expanded. Finance absorbed a disproportionate 4@Usmess profits. It hired some of the country's
best and brightest to develop new financial inserats, which it peddled as essentially risk freéd 1A
while enveloping the real economy with a highlydeaged financial house of cards — an estimated $22
of derivatives for every dollar of goods and seegiproduced in 2009!

While some high income recipients made their mqayarily through salaries, for many,



million dollar salaries were chump change, dwalfgaarnings from stock options or restricted shares
that gave them ownership claims on the firm or bguses paid as incentive pay. When the firm's share
price rises, the owners of the options and shaegsfii even if the price rise was due to factorsioe

their control. After the 9-11 stock market crashme firms gave out new options at the abnormalily lo
market prices, which paid off handsomely when tlzek®t recovered. In general, when share prices
fall and drive options “under water” boards of di@'s give out new options at the low prices te “re
incentivize” executives. At the top of the incomstdbution, the IRS reports that the 400 persoitk w
the highest adjusted gross income earned 10% oépital gains, and 4% of interest, and 4% of
dividends in 2007. Great ways to make a living if you can get it.

The implosion of Wall Street and ensuing recesaitected the entire economy. The federal
government bailed out the banks with TARP mone& Federal Reserve loaned 1.2 trillion dollars to
the banks to help them recapitalize. The Obama Adtnation's stimulus package — tax cuts, support
of state and local governments, and spending fivéis.— helped the economy recover while adding to
the federal deficit. But just as the gains fromélsenomic growth had gone disproportionately to a
small number, the gains from the recovery wentrdgprtionately to a small number. Firms gave out
options at low share prices when the stock market weak, which allowed executives to clean up in
market that owed its recovery to the bailout amdwgus. On the day the Reconnecting to Work
conference began, USA Today reported that CEO pdyjumped 27% in 2010 under the headline
“CEO pay soars while worker pay stall4”.

But while executive pay and corporate profitookered smartly, there was virtually no
recovery in the job market. And the recession-irdudeficits in the public sector produced cutbanks

government employment and spending with threatea® to come.

The resilience of the grinches

How the Grinch Stole Christmasnds when the Whos overcome their disappointntehea




stolen Christmas stockings, presents, and coo&igkjoin hands to celebrate Christmas because
Christmas meant more to them than material goodgltian a store. This behavior shocked the Grinch
to a born-again moment. Seuss reports the event:

... iIn Who-ville they say

That the Grinch's small heart

grew three sizes that day”

Given the physiological problems of tripling eve@small interior organ, note that Seuss does
not himself claim this is what happened. He jupbrés what folks in Who-ville say. In any case,
caught up with the Christmas spirit, the Grinclure¢d his heist to the community. Then, to the
surprise of all, “HE HIMSELF ... The Grinch carved te roast beast” for Christmas dinner.

This is where Seuss and economic reality partoiNg least of all an economist, expects
Americans to take the loss of prosperity and falpéoyment in the Christmas spirit of the Whos,
holding hands and singing. Unemployment reducepihaps, creates mental distress, worsens lifetime
career prospects as well as reducing family incanteleading some into povely. Surveys show
that the vast majority of Americans have a dim vahe direction in which the country is heading,
with less than 25% believing that their childrerl aio better economically than they Ho.

Similarly, no one, least of all an economist, ectpd the Wall Street Grinches to have a spiritual
rebirth and return their bailout-created gainsh®dountry. But given the near-death experience of
finance, | anticipated some change in behaviortagpes for what Wall Street had done to the coyntry
thanks to taxpayers for bailing them out, and sge¢banks to the Obama administration for not sigci
the FDIC and FBI onto them, as Presidents Reagamash had done to the bankers who created the
1980s Savings and Loan crisis and as New Deal tigatsrs had done to their predecessors in the
Great Depression. Given that even conservative fares harbored distrust and anger toward the
bankers, it seemed a good time for them to lay talse a modest million or two in pay, donate to

philanthropic causes, and maybe even volunteeelfpthe nation rebuild shared prosperity for all.



Instead, the Grinches of finance behaved just@gtonomists' model of homo oeconimicus
predicts people behave when money is at stakeclExggmeither remorse nor interest in any interest
but their own, Wall Street financiers fought totoge the past economic order in which they and thei
compatriots in the upper income brackets garndi¢deagains from economic growth. A Consumer
Financial Protection Agency to protect citizengimancial transactions? A Tobin tax on financial
transactions? The Volcker rule? Higher capital nesgents on banks? A policy to break up the banks-
too-big-to-fail? Strengthened regulatory powersther SEC? Tax increases on the wealthy?
“Nevermore “quoth the Grinch — or was that the Ré&vincreased unionization to protect the interests
of the middle class? Unions -- “F-em”. The middlass -- “Charge them debit card fees, the dumb
marks.”

After the conference, | worried whether How thenGh Stole Christmabkad too rosy an

ending to represent the US economy. The Grinchdddike a Wall Street operator but its born again
soft spot would have made Gordon Gecko and hisesarackle. After all, “Greed is right, greed
works. Greed clarifies, cuts through, and captthresessence of the evolutionary spifitPerhaps |
needed a tougher vision of the grinches of thedvibvhn Dr Seuss offered.

Fourteen years after he published the GrinchSBuss developed that tougher vision in The
Lorax. This is the only Seuss book that puts economic\iehat the heart of the story. It is a dark
grim tale of how the entrepreneurial Once-ler foanaay to turn Truffula trees into Thneeds, “which
everyone, EVERYONE, EVERYONE needs!” Crazy withegtethe Once-ler pushed production to the
point where it destroyed the environment, destragresty Truffula tree, turned the land into a haerif
rustbelt of empty factories and buildings fallemepwith “no more work to be done.” Sadly, the koo
displays only the Once-ler's green hands and begely so whether the Once-ler looks more like
Gordon Gekko or Mr. Madoff or -- name your favoriteleast favorite Wall Street banker — | do not
know. My guess is that the Once-ler is in the drifammily, but | could be wrong.

| did a Google search to find out more about thiech after its Christmas epiphany. The



slithery sneering creature starred in a 1977 TVisbtalled_Halloween Is Grinch Nighitlere Seuss

painted a harsher character whose sole goal wasrtwize the Whos on Halloween by releasing its
bag of horrors onto Who-ville. The only thing tis&®pped the Grinch was a brave bespeckled little
Who, who delayed the Grinch until past the witchiogir. At the show’s end the Grinch threatens to
come back the next Halloween to do its evil worktHe Hollywood remake of the show, | envision
Brooksley Born, the head of the Commodity Futuneslihg Commission under President Clinton
playing the brave little Wh¥.Born wanted to study the dangers of derivativegaations, for which
she was viciously attacked by Bob Rubin, Alan Gspam, Larry Summers, and Arthur Levitt, and
forced to resign her job. As for the bag of horreve all know what it contains: more and more
dangerous derivatives, credit default swaps, mgeadscked securities. If the Christmas Grinch s to

soft for you, think of Once-ler or the Grinch of lldaveen.

The Way Forward: Hortonomics
There is another side to the economics of Dr. Seuspositive message that economists of

every political stripe find particularly appealinihis is the story of investment in Horton Hatchies

Eqgg.Recall, if you will, the situation. Mayzie a lazyrdb has laid an egg and wants someone to replace
her atop the nest so she can have a “short” hollag inveigles Horton to sit on the egg — notasye
task for a huge elephant — but he fixes the traadir to hold him until Mayzie returns. Horton its
the egg through Summer, Autumn, Winter, and Spnihile Mayzie does not appear. Seuss reports that
she was partying in Palm Beach, but | heard thawsds actually at the Cayman Islands with the
corporate Grinches who find the tax haven moreitatae than building job-creating businesses. If
only we had her Twitters to resolve the issue.ny @ase, Horton kept sitting on the Egg, repedtieg
motif that we all know so well.

‘I meant what | said, and | said what | meant ....

An elephant's faithful — one hundred percent.”



Hunters capture Horton and sell him, the treethecegg to a circus, which sees money-making
potential in an elephant hatching an egg in a fteharges ten cents a pe&lkVhen the egg hatches,
Mayzie suddenly appears and tries to foreclos@tbperty: “It's MY egg!” she sputtered. “You stale
from me. Get off of my nest and out of my tree.’t Bdnen the Egg pops, out comes “something brand
new” — an elephant-bird with elephant ears, taitl aunk and wings, who stays with Horton.

There are two messages in Horton Hatches the Hyggfirst is that economic growth requires

long term investments — sitting on the Egg. Investhin infrastructure ... in R&D ... in new plant and
equipment ... in risky innovations ... and, in the cakthe Egg, the investment in human capital ...
not short term payouts based on balloon loansantiial manipulations. The second message is the
contribution of trust to a well-functioning econoniymeant what | said, and | said what | meant.”
Sellers of securities who are faithful to theiedlis instead of betting against them. Managemeht an
employees working cooperatively with both sideswamg that they will divide the resultant profits.
Consumers who can trust their bank to apply paysienteduce their debt to the debt with the highest
interest and so on.

In the tradition of attaching names to economilicpes — the New Deal, the Fair Deal,
Reagonomics, Clintonomics — | propose that politbeeverse the trend in inequality and restork ful
employment be labeled Hortonomics. At the confegdnaid out as one specific policy that would fit
the Horton label. This was to modify Section 16Z2nthe tax code, which allowed firms to deduct
incentive pay but not salaries over $1M as a cbbtisiness by limiting the deduction to incentive
plans that cover all workef&.Currently firms cannot deduct health and retirenpdans as costs of
business unless all workers are covered, so thisdrextend a practice that applies to those forfns o
non-salary compensation to incentive pay. The pemj the proposal is to increase the proportion of
American workers who benefit from their firms' eoanic performance and their share of that
performance, and thus reconnect the real earningsrixers to economic growth.

| also noted that during the Great Recession sfirmmost OECD countries adapted work-



sharing policies that traded lower productivitysave jobs while firms in the US did the opposite,
shedding workers so rapidly that productivity irased at record level¥.In developing countries also,
policies were also shifting in favor of workers.aBil and other Latin American countries raised
minimum wages, used tax moneys from the wealtHynd education and transfer programs for the
poor, and experienced both falling inequality amctéased economic growth. Perhaps most telling,
China adopted a policy of strengthening unionslahdr laws to fight inequality.

But while Hortonomics had traction in other coigdr it seemed outside US political discourse,
which was focused on cutting the federal defiaitd ahere many viewed discussion of inequality as
raising a red banner of class warfare. The WhakerJS who suffered from stagnant real earnings and
unemployment seemed invisible in debates over enanpolicy. In April | could not see what would

change the situation.

And then ... the American Whos speak

They spoke up first in New York City on Septembér 2011 when the Occupy Wall Street
(OWS) protestors sat down in Zuccotti Park arouradl Btreet under banners that read “we are the
99%.” The protestors targeted economic inequaldyporate greed and corruption and the dominance
of Wall Street over the government as the mainlprab that troubled them. But they offered no
explicit political or policy agenda and were sugpis of the Democrats as well as the Republicans.
The New York event set off similar protests in ot cities and communities and spread to other
parts of the world.

With winter approaching at this writing, it is uear how much staying power the Occupiers
have or whether their protests will influence pglidnions, environmentalists, and many others en th
left support them. Many leaders, from the Presidethe Mayor of New York to the head of the
Federal Reserve, expressed sympathy for and retogof the validity of their concerns. Republican

politicians have been more critical of the Occupi@nd defensive of Wall Stre®tAt the minimum the



occupiers have brought the rise in inequality aridgssness to the forefront of national discourse.

The 1954 book Horton Hears a Whadfers Seussian insight into what happens whendVho

speak up and others hear their voice. The booknibem the fifteen of May (just a smidgeon away
from September 17 in the big scheme of things)isBpsplash’ Horton is taking a bath when he hears
a small noise from a speck of dust in the air.¢&phant ears allow him to hear the voices of tihe§V
even though he cannot see them. The smaller-earedeths of the jungle mock Horton for hearing
voices until the Mayor of Who-ville gets every Who make noises in greater amounts.” Crying out
as a group “Their voices were heard! They rangaud and clear.” Horton and the other animals then
join to protect the Whos because "a person’s eoperso matter how small.”

Now that the American Whos have spoken and thatcphas begun to listen to their concerns
| am more optimistic than | was at the Reconnediing/ork Conference that the US will come out of
Wall Street's financial implosion and the Great &ssmon with reforms that will restore full
employment and prosperity for all citizens. | hapat economics and social science and policy

analysis more broadly is up to the task of develgg@ifficient programs to help attain this goal.
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