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A FUTURE FOR GROWTH—IF WE CHOOSE IT?
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Economist and Northwestern University professor Robert Gordon has been a lead-

ing advocate of the view that wage stagnation is largely an unfortunate result of circum-
stances beyond anyone’s control or political remedy. In his recent masterpiece, The Rie
and Fall of American Growth, Gordon pulls together his analysis of earlier economic
growth, driven by important innovations such as water supply networks, electricity, and
the internal combustion engine, which he argues have had a vastly greater impact on
K economic growth than any thing developed over the past 50 years. Because of the ex-
! haustion of technological progress, growth in productivity (output per hour of work)
and in overall output have slowed, and brought down the growth rate for wages and liv-
\ ing standards. It is all unfortunate, in Gordon’s view, but beyond the power of either the
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state or organized labor to change.
) Howe\,:er, ‘Gordon is wrong on both counts: the slowdown in productivity is not
exogenous’—it is not due to causes outside of the capitalist economy, nor does it ex
plain tl?e slowdown in wage growth. Instead, both the productivity slowdown and W€
stagnation are due to the go-slow economic policies followed by the United States a0
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What accounts for the slowdown in growth? Gordon attributes the slowdown
to various “headwinds,” with a focus on a fall in technological progress after the
1960s. In the 1972-96 period, rising employment, especially of women, compen-
sated somewhat for falling productivity. More total hours of work counteracted low
growth in output per hour worked, and buoyed up the growth in total output. In
the tech boom of the 1990s, computerization boosted productivity growth enough
to get per capita income rising at the old rate, though only briefly. Since 2004, de-
mographic conditions, Gordon argues, have led Americans to drop out of the labor
force, and productivity has fallen off due to declining technological innovation.

Gordon’s main mistake is that he does not take account of changing macroeco-
nomic conditions or total (“aggregate”) demand. While focusing on the growth in Fhe
supply of inputs, workers, machines, and innovative ideas, Gordon ignores the other .51de
of markets, the demand for output. Rather than a slowdown in supply, slow growth since
the 1970s reflects a shortfall in aggregate demand because governments and monetary
authorities have slowed economic growth in order to restrain inflation. Slow growth in
Aggregate demand has meant that workers face higher unemployment and shorter hours,
and companies reduce investment in physical plant and in research and developn'len.t—-
lez_lding to slower growth in productivity. The long-term slowdown in growth coincides
¥ith a ise in unemployment, mostly due to deficiency of demand, except in the 199.6—
2004 periog, During those years, booming demand drove job creation, technological
Progress, and overa]| growth back up to their earlier levels.
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