Financial Crisis in
American Households

The Basic Expenses That Bankrupt
the Middle Class

Joseph Nathan Cohen

@ PRAEGER..

An Imprint of ABC-CLIO, LLC
Santa Barbara, California ¢ Denver, Colorado



Copyright © 2017 by Joseph Nathan Cohen

All rights reserved. No part of this publication may be reproduced, stored in a
retrieval system, or transmitted, in any form or by any means, electronic, mechanical,
photocopying, recording, or otherwise, except for the inclusion of brief quotations in a
review, without prior permission in writing from the publisher.

Library of Congress Cataloging-in-Publication Data

Names: Cohen, Joseph Nathan, 1976— author.

Title: Financial crisis in American households : the basic expenses that
bankrupt the middle class / Joseph Nathan Cohen.

Description: Santa Barbara : Praeger, [2017] | Includes bibliographical
references and index.

Identifiers: LCCN 2016055250 (print) | LCCN 2017011057 (ebook) | ISBN
0781440832215 (hard copy : alk. paper) | ISBN 9781440832222 (ebook)

Subjects: LCSH: Households—Economic aspects—United States. | Cost and
standard of living—United States. | Middle class—United States. | Global Financial
Crisis, 2008-2009. | Households—United States.

Classification: LCC HC106.84 .C634 2017 (print) | LCC HC106.84 (ebook) | DDC
339.4/20973—dc23

LC record available at https://lccn.loc.gov/2016055250

ISBN: 978-1-4408-3221-5
EISBN: 978-1-4408-3222-2

21 20 19 18 17 12345
This book is also available as an eBook.

Praeger
An Imprint of ABC-CLIO, LLC

ABC-CLIO, LLC

130 Cremona Drive, P.O. Box 1911
Santa Barbara, California 93116-1911
www.abc-clio.com

. . . . ‘.// '\‘
This book is printed on acid-free paper (c0)

Manufactured in the United States of America



Contents

Acknowledgments

Chapter 1 Household Financial Crisis in the United States
Chapter 2 A Snapshot of U.S. Household Finances
Chapter 3 Financial Insecurity

Chapter 4 The Big Picture

Chapter 5 Runaway Spending

Chapter 6 Necessary “Necessities”™?

Chapter 7 A Look Abroad

Chapter 8 The Choice

Notes

Index

About the Author

ix

23
53
77
97
119
141
171

181

205

213



CHAPTER SEVEN

A Look Abroad

If the cost of essential products is hurting household finances, could policy-
makers fix the problem by regulating or socializing these costs? These types
of policy responses can be a hard sell in U.S. politics, where many argue that
they are impractical, self-defeating strategies that ultimately lead to higher
prices, lower quality, more limited supplies, and ultimately runaway taxes
and economic stagnation. For the most part, Americans have relied on neo-
liberal policy strategies to improve consumers’ access to products.

Does this neoliberal approach work? Chapter Five argued that such
strategies have a reasonably good track record of making consumer prod-
ucts better, cheaper, and more plentiful. The U.S.’s relatively fervent embrace
of neoliberalism has largely paid off in its promise of material bounty across
many product markets and has delivered high living standards insofar as
material consumption opportunities are concerned. However, Chapter Six
argued that although neoliberalism may have proven to be a useful guide
to economic policy in many product markets, it has not clearly succeeded
in education, healthcare, child care, or housing markets—products that are
argued to be pressing households to overspend and under-save.

Can socialism, price regulations, social policies, and other such “govern-
ment interventions” in economic markets succeed in easing the cost pres-
sures of these essential products, or are these policies as counterproductive
as critics claim? One way to probe this question is to look abroad to see
how these policies have worked in other countries. It isn’t hard to find cases
to study—most other developing countries actively use socialization and
price regulation to defray the costs of these basic products. The U.Ss
aversion to them is the exception among highly developed countries.

This chapter compares the U.S’s and other highly developed countries’
social and economic policies” success in ensuring that quality child care,
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education, healthcare, and housing are accessible in their societies. The data
suggest that the cost of child care, healthcare, and higher education are high
in the United States, and the average cost of housing is middling. Despite
these high out-of-pocket costs, none of these product markets appear to
do a remarkably good job of delivering quality products to consumers. The
quality that we presume to be characteristic of ultrahigh-end educational
or healthcare institutions—such as Harvard or the Mayo Clinic—are not
representative of its mass markets, where quality is more or less average
compared to other developed countries.

It is often argued that the U.S’s proclivity for free markets ultimately
benefits the average American by spurring prosperity, containing promises,
sowing innovation, and ultimately raising general living standards. While
there may be some merit to this view, this macroeconomic prosperity’s
benefit to regular people’s finances and overall well-being has clear limits.
The observations that follow ultimately suggest that stronger social pro-
grams could contain the burdens that essential products place on household
budgets. The strategy is possible and can plausibly work, given that it does
work in other countries.

A Snapshot of U.S. Capitalism

Over the course of this chapter, we will compare U.S. policies, household
finances, and well-being with those of other highly developed countries
(hereafter, HDCs). In comparison to other HDCs, the United States is a
comparatively rich and reasonably prosperous country whose commitment
to social programs can at times seem weak. Table 7.1 describes some of
these differences.!

The United States Is Rich but Unequal

The United States is a wealthy country, even in comparison to other
HDCs. On a per capita basis, its gross domestic product (GDP)* output reg-
isters at roughly 15 percent higher than that of the Dutch, 20 percent
higher than Germany, 37 percent higher than the United Kingdom, and
almost 50 percent higher than France or Japan. In comparison to Southern
Europe’s less wealthy countries—Portugal, Italy, Greece, and Spain—U.S.
output is nearly double on a per capita basis. Of course, GDP measures
are very crude, so these comparisons shouldn’t be taken too literally. How-
ever, they do offer a clear suggestion that U.S. society has considerable
resources at its disposal on a per person basis, even in comparison with
other rich countries. This comparative wealth of resources should give the
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country more latitude to deliver more income, social programs, or essential
products for its people. Given this wealth, we might expect U.S. household
finances and living standards to also lead the developed world. To the extent
that it does not, one might question whether the society is using its
resources to its people’s benefit.

Inequality is one possible explanation of that fact that the U.S’s com-
paratively high output does not seem to directly translate into world-leading
overall living standards. Among the Organisation for Economic Co-
Operation and Development (OECD) countries, only markedly poorer
countries—such as Mexico, Chile, and Turkey—register higher Gini coef-
ficients.” Although the aggregate economy is highly productive, the typi-
cal household appears to take in about as much money as those in
households with considerably lower per capita GDPs. Even though the U.S.
per capita GDP is considerably higher (=20 percent) than Canada or Austra-
lia, the median households in these countries are roughly the same. That
excess does not trickle down as much as one might presume.

Reasonably Prosperous

Macroeconomic prosperity is a nontrivial factor affecting household
finances in that it can affect the job market, it can depress asset prices,
and it can tighten the availability of credit. In discussions comparing the
United States and other HDC:s, it is often presumed that the United States
is a model of economic dynamism, while “Old Man Europe” hobbles along.
There is some merit to the claim when comparing the United States to gen-
uinely distressed countries (e.g., Greece), but such comparisons are not
altogether different from comparing Germany to a poor U.S. state, such as
Mississippi. On the whole, the U.S.’s purportedly superior macroeconomic
performance is partly an exaggeration. Compared to other HDCs, the overall
U.S. economy has been reasonably prosperous: its growth rate has been
middling, its unemployment rate has traditionally been slightly lower than
most major European economies, and its inflation rates have been very low,
like most wealthy countries.

Neoliberal Governance

The United States differs from much of the highly developed world in
its dedication to neoliberalism. One facet of this commitment to free markets
and limited government is depicted in the rightmost column of Table 7.1,
which presents the ratio of general government revenue* relative to GDP.
Despite much internal rhetoric about runaway taxes, the U.S. public sector
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is comparatively small, relative to the overall size of the economy, in terms
of how much revenue it draws from society. The U.S. government is an
enormous enterprise in absolute size, but this size is the product of a
moderately light investment in the public sector by a massive, highly pro-
ductive economy.

Social Spending in the United States

This penchant for limited government extends to social programs,
although the U.S’s collective unwillingness to field large social programs
can also be exaggerated. Table 7.2 describes per capita social spending in
the United States and 18 other HDCs.” Overall, U.S. per capita spending
on social programs is roughly middling. It ranks 12th among the 18 HDCs
described in the table. In proportion to the overall size of its economy, it
ranks near the bottom, alongside other English-speaking wealthy coun-
tries. This means that the United States does not invest heavily in social
programs in general. Its expenditures are middling, but that is a product
of the fact that the United States is comparatively wealthy, so its modest
social spending levels look impressive in comparison to poorer countries
that invest in social programs more heavily.

[t might surprise some readers to see that overall social spending levels
are higher in the United States than in Canada or the United Kingdom,
which Americans generally understand to be more socialist. That view
makes particular sense from the viewpoint of a younger person because
U.S. social programs are not geared toward them. The United States has
some rather generous social programs, but they are mainly directed to the
elderly. For example, the United States offers socialized healthcare to the
elderly, which in its expensive healthcare markets results in high per cap-
ita spending levels. The United States spends far more on healthcare than
many other developed countries that offer universal socialized coverage,
while the system leaves about 14 percent of the population—mostly of
working age—uncovered.® Likewise, its spending on old age pensions
handily exceeds that of Canada and roughly equals levels seen in wealthy
continental European countries. Social Security payments can be very gen-
erous compared to other elderly pension systems. In 2014, the maximum
payment from the Canada Pension Plan was C$1,065 (U.S. $905 at a 0.80
exchange rate) per month, compared to $2,663 per month in the U.S. Social
Security program.

In contrast, active labor market programs, which include things such
as public job centers, training and apprenticeship programs, or employ-
ment subsidies, are far more extensive elsewhere. Family-oriented
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programs—such as parental leave or child care (discussed a bit later)—are
very modest. Although U.S. unemployment programs look middling, these
figures were buoyed by an emergency extension of the U.S. Unemployment
Insurance program in the wake of the Great Recession. In essence, the
United States spends considerable amounts of money on its Social Security
and Medicare programs, but spending on those at other points in the life
cycle—youth, young adults, and the middle-aged—is much lighter.

A Source of American Prosperity?

In many circles, the more austere state of nonelderly-directed social spend-
ing is considered to be part of the U.Ss larger recipe for economic success.
Many commentators maintain that the United States is a rich country
precisely because its social safety net is weak, and, more broadly, its gov-
ernment is more inclined to maintain a hands-off approach to economic
governance. This market-driven prosperity may allow the United States to
maintain its extensive social programs without investing heavily in them.
Moreover, while social programs could conceivably deliver essential prod-
ucts at a lower out-of-pocket cost, it is often argued that socialism and other
sorts of government interference results in the types of programs that
plagued communist societies in the Cold War era, such as supply short-
ages, rationing, and second-rate products.

The Need for a Closer Look

Presumably, greater social spending and a stronger social safety net
would defray the out-of-pocket costs involved in securing these essential
products. How do other countries organize these markets? Are products
much more affordable there? Does this affordability come at the cost of
access or quality? We turn to these questions next.

Social Policies and Access to Essentials

Ideally, a society is able to make access to high-quality essential prod-
ucts universal. Universal access means everyone can obtain a good or service,
be it education, healthcare, housing, or any other product. Access is not
universal to the extent that people are denied products for lack of money,
adequate supply, or some other impediment. The stipulation that these essen-
tials be of high quality is used to differentiate the nominal provision of an
essential product from one that makes an adequate contribution to well-
being. It is the difference between getting some kind of education or health-
care and receiving a good education or healthcare.
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While all highly developed societies maintain some commitment to the
idea that people should not be denied access to necessities, they differ on
what products are considered “necessary.” For example, many countries con-
sider preventative healthcare, higher education, and child care to be suffi-
ciently necessary as to warrant legal guarantees that people will not be denied
these services. The United States maintains some of these commitments—
for example, with emergency medical care, primary schools, or emergency
services such as policing or firefighters—but the principle of universal
access broadly appears to be applied to a narrower range of products than
in other highly developed societies. Next, we compare how these commit-
ments differ with respects to child care, higher education, healthcare, and
housing.

Child Care

Many developed countries treat child care as an essential service and
have developed systems of regulations and public investments that are
designed to blunt the economically disruptive effects of having young
children. Some of them treat child care as a right that is possessed by the
child, and they have sought to develop early childhood education and care
systems that help edify young children. In contrast, the United States broadly
treats child care as nonessential. For the most part, its investment in access
is generally relegated to state and local initiatives designed to ensure that
the poor have child care that enables them to work. Although recent regu-
latory changes have given some new mothers the latitude to take time off after
childbirth without losing their job, maternity and parental leave is weaker
than elsewhere.

Between a child’s birth and the age at which they are eligible to partici-
pate in the public school system, parents face a practical problem of decid-
ing who will care for their child. For two-parent families, one parent can
exit the workforce and provide care, provided that they can afford the loss
of an income. For single-parent households, which constitute a considerable
plurality of households with younger children, such an option is unavail-
able. If a stay-at-home parent is not an option, and a family does not have
the good fortune of a relative with the opportunity and latitude to provide
free care, then they need outside child care. Both the need and cost of outside
care vary across countries.

Parental Leave

Parental leave affects the financial demands of having children by miti-
gating the income losses associated with taking time off to care for one’s



A Look Abroad

children. Under some circumstances, parental leave is paid, which means
that parents will receive payments that offset some, or even all, of the
income lost by taking time off work. Even when parental leave is not paid,
unpaid leave can mitigate the damage to lifetime earnings that might have
occurred if the parent of a new child were forced to quit, lose seniority,
and be forced to restart their career later and perhaps elsewhere.

Table 7.3 describes differences in maternity and parental leave among
the world’s most economically developed societies.” Maternity leave is given
to anew mother upon childbirth, while parental leave can be shared between
father and mother. Weeks of paid leave include the typical amount of leave
time that offers payment to the parent, usually through a social insurance
fund administered through the government. The average payment rate is
the amount of a parent’s income that is estimated to be covered by leave
payments. The table is sorted by total weeks of paid leave.

In just about any society, women face professional and economic costs
for having children, but these costs weigh much more heavily on U.S.
women. It is not just that they have less paid leave, but proportionally fewer
women qualify for leave.® For those women who do have the good fortune
of working in a job that entitles them to leave—they have an enduring,
full-time job at an organization that is not exempt from leave requirements,
and their job is not deliberately structured to avoid these requirements (e.g.,
an independent contractor)—there is the question of whether her household
is able to weather the strain of losing her income. Unlike most other highly
developed societies, there is no society-wide program to provide new par-
ents with financial aid to offset the income they may lose by leaving the
workforce to parent full time. As we saw in earlier chapters, most Ameri-
can families are ill-equipped to weather such a shock.

Without parental leave, questions about care come down to questions
about whether or not a household has the economic latitude to weather
either a parent’s departure from the workforce or the heavy financial costs
of commercial child care, be it through a supervised institution or through
a black market relationship forged on Craigslist. If they are fortunate enough
to live near relatives, they may be willing and able to provide free child
care. Not all parents have the latitude to step out of the labor market them-
selves and continue to live near their working children (living costs are
lower in places with fewer jobs for younger people).

Care for Young Children

In places such as Finland or France, government programs purposively
harmonize maternal/parental leave, preschool, and primary schooling in
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ways that buffer young families from the impact of having children. In those
countries, preschoolers are legally entitled to day care after their mother’s
maternity leave is exhausted. So the new French mother receives a funded
four-month leave, after which heavily subsidized day care is provided to
her until the child is old enough to start primary school. In contrast, the U.S.
child care system is highly privatized and market-driven, such that there
is not a designed system to blunt the financial impact of parenting young
children. Governments are not totally absent—states and localities often
extend child care subsidies to low-income households, but the remainder of
society is left to fend for itself. In the context of the government’s light pres-
ence in child care—and perhaps as a result of it—child care costs are com-
paratively expensive in the United States.

Table 7.4 provides an overview of public funding, private costs, and partici-
pation in child care across HDCs.? The U.S. system is costly, and formal care
participation is low. Public Expenditures (% GDP) gives the amount of gov-
ernment spending on child care and early education services, relative to GDP.
These expenditures are comparatively low in relation to the overall econ-
omy and in comparison to the stronger investments made in many North-
ern European countries. While spending alone does not fully determine the
accessibility and quality of a child care and early childhood education sys-
tem, it does give us a sense of the relative importance that policy-makers
assign to it. U.S. figures are comparatively low.

The broader organization of early childhood care and education renders
a system that incurs relatively high out-of-pocket costs. Net cost (% income)
gives the cost of child care, net of public aid or subsidy, relative to household
income. The United States ranks second of 17 in net costs for a two-parent
family, behind the United Kingdom. That being said, British parents have
paid leave at their disposal, as well as longer unpaid leave rights. Note that
few countries—the United States, Canada, and Japan—have mechanisms
for containing the costs borne by single-parent households, despite the fact
that such households are particularly vulnerable financially and have fewer
recourses for child care.

Unfortunately, the data on participation in formal and informal care is
sketchy. The data do make it clear that formal care participation rates are
comparatively low in the United States, particularly compared to near-
universal enrollment rates in Europe. The data are not clear on what is hap-
pening to those children—informal care rates are roughly similar to other
developed countries, though informal care appears to be used on a part-time
basis in other countries.

Overall, child care is highly unaffordable in the United States. Other
English-speaking OECD countries, such as the United Kingdom, Canada,
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A Look Abroad

Australia, and New Zealand, have expensive child care markets as well. Like
the United States, these countries also eschew socialized, universal acces-
sible child care in favor of programs that subsidize child care for poorer
households, but they are less aggressive in defraying the costs for middle-
class parents. However, those countries have more extensive parental leave
programs, which can offset these costs. For those in continental Europe,
the costs of child care are substantially less burdensome. U.S. costs are five to
six times higher than those faced by Belgian or Swedish families.

Higher Education

The higher education system in the United States is widely celebrated
as the best in the world. Reports gush about the country’s representation in
global rankings of top universities, its citations in leading journals, its market
share of international students, and its stock of Nobel Prizes. The purported
quality of U.S. universities, coupled with the country’s comparatively high
enrollment rates, can be used to justify the high costs of U.S. education.
While it may be pricey, U.S. higher education is taken to be of stellar qual-
ity, and it does not seem to price people out of the market.

Table 7.5 compares U.S. higher education costs with those of other
HDCs.'® Education costs include tuition, mandatory fees, and the costs of
books and study materials. Net total costs after taxes include education and
estimated living costs, less grants and tax inducements for education.

Direct education costs in the United States are more than double that
of other HDCs, except Japan. In many continental European countries,
higher education is substantially more socialized, and its out-of-pocket
costs are more limited to books, study materials, and other sundry expenses
that might be borne by a U.S. high schooler. In part, total overall costs are
defrayed by lower living costs (driven by low housing rents in many com-
munities in which schools are set) and government grants and deduc-
tions; ultimately, however, the U.S. out-of-pocket costs of higher education,
relative to incomes, appear to be roughly double those borne in continental
Europe.

These high prices do not seem to price people out of the market. In terms
of providing access, the U.S. system is quite good. Data from the World Bank
suggest that the ratio of students enrolled in tertiary schooling to the tertiary
school-aged population is almost 90 percent in the United States, which is
considerably higher than the 60 percent to 70 percent range seen across
Europe. These high enrollment rates are undoubtedly enabled by the U.S’s
burgeoning student loan industry, which is not heavily regulated, benefits
from many public subsides, and is protected against debt discharge in per-
sonal bankruptcy:.
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People are enrolling at higher rates, though not necessarily finishing. The
proportion of the labor force that actually completes higher education is con-
siderably lower, as the figures describing the proportion of the labor force
with higher education degrees in Table 7.5 notes. U.S. schools appear to be
enrolling a lot of people, but the labor force is not more highly educated.
This failure brings up the question of quality. Are Americans getting a
better-quality education? While there can be little doubt that the United
States houses top-notch universities with endowments that most foreign
schools would have difficulty imagining, most U.S. college students do not
attend these kinds of schools. The average student pays comparatively high
costs, but does he or she receive a commensurately high-quality education?

One problem with the aforementioned quality metrics of university sys-
tem quality—number of ranked schools, number of Nobel Prizes, or share
of the global student market—is that they deal in absolute counts. The
United States is going to score well in part because it is a very large coun-
try. With 10 times the population of Canada, we would expect the coun-
try to have 10 times as many ranked universities and Nobel Prizes, or 10
times the global student market share. If we look at averages, or scale these
metrics to population, the U.S. system looks less impressive. For example,
although the United States has 77 of the world’s top 250 universities, accord-
ing to the Times Higher Education World University Rankings, this is about
0.33 per million population. This is a pretty middling ratio. Likewise, Amer-
icans are not disproportionately represented among Nobel Prize recipients.
Their share of the international student market (an estimated 19 percent'')
is only slightly higher than the United Kingdom (12 percent) and France
(7 percent), even though the United States is several times larger than
these countries.

It is not that the U.S. higher education system is bad. It has some excel-
lent institutions, and the quality of education seem to be roughly that of a
typical HDC. However, the very high out-of-pocket costs borne by U.S. stu-
dents cannot be justified on the grounds that the average quality of U.S.
schools are better than those abroad. Other countries are able to deliver
excellent-quality schools with low out-of-pocket costs.

Healthcare

After years of political conflict over healthcare reform, most Americans
are thoroughly aware that their healthcare system involves heavy out-of-
pocket costs. One might infer that these heavy out-of-pocket costs are at
least partly offset by lower taxes, due to the fact that the government is able
to save money by not purchasing health insurance for everyone. The data
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Figure 7.1 Healthcare Expenditures across Highly Developed Countries, 2013.
Source: OECD (2016).

suggest that no such savings exist. Figure 7.1 shows spending on health-
care by both the government and private sector (relative to GDP) com-
pared to 19 HDCs.

The United States spent 16.4 percent of its GDP on healthcare in 2013,
about 46 percent more the second-biggest spenders (Switzerland and the
Netherlands) and about 61 percent more than Canada. This included both
considerable government and private sector expenditures. In 2013, the U.S.
government spent slightly more on healthcare (7.9 percent of GDP) than
the Canadian government (7.2 percent).

Why does the United States spend so much? How can the U.S. govern-
ment spend about as much as the Canadian or British government, even
though the latter two provide health insurance to everyone? One possibil-
ity is that Americans are buying quantitatively more healthcare or get-
ting higher-quality care. However, international comparisons in healthcare
resources suggest that Americans’ general access to healthcare resources
is quite average. Table 7.6 compares international differences in health-
care resources.'?

The table suggests that the United States does not have extraordi-
narily high numbers of medical practitioners or hospital beds for its
extraordinarily high spending. Its mental healthcare system is paltry and
has broadly been replaced by its prison system. It does seem to have more
capital equipment—at least insofar as MRIs, PET scanners, or gamma
cameras are concerned. However, despite this abundance, reports suggest
that access to this equipment has not necessarily improved. In the United
States, MRI scans typically cost $1,080, versus $280 in France.” These
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differences in costs create barriers to access: for those without the good
fortune of having health insurance, or good health insurance, this kind
of price difference can be substantial, regardless of how many MRIs are
housed within the country’s borders.

Presumably, these lower costs come at the cost of long wait times. A
2013 study by the Commonwealth Fund'* suggests that wait times aren’t
particularly short in the United States, they just look good in comparison
to Canada, but Canada fares poorly in international comparisons of health-
care wait times. There are other countries with socialized systems that per-
form considerably better than the United States and Canada. For example,
the study found that about 48 percent of U.S. respondents reported being
able to see a primary care physician the same day or next day, worse than all
other reported countries except Canada. By comparison, about 76 percent
of Germans are able to secure fast primary care appointments. Likewise,
about 35 percent of Americans report having access to after-hours primary
care, as opposed to 95 percent of Dutch or Brits. Access to specialists seems
comparatively good in the United States, with 76 percent of respondents
reporting that they could see specialists within four weeks of making
appointments, though this figure is higher in the socialized British system
(80 percent).

So wait times are not particularly low and resources do not seem partic-
ularly abundant in the United States. But perhaps the clearest indicator that
U.S. healthcare is not so much better than other, cheaper systems is life
expectancy, a topic to which we will turn in our discussion about inter-
national differences in well-being later in this chapter. On the whole, U.S.
healthcare is stronger in some areas and weaker in others, but in no way is
the quality of care as remarkably high as the private and overall societal costs
of its healthcare system.

Housing

U.S. living standards are high with respect to having access to cheap,
large houses. Compared to many HDCs, there seems to be an abundance
of cheap homes, along with a range of public incentives designed to help
people buy homes. Many Western Europeans marvel at the possibility that
one can buy a single family detached home for $50,000 in a major U.S.
city. However, as discussed in Chapter Six, these houses are often in commu-
nities with weak job markets, strained social services, and social problems.
In more affluent communities, which are generally those with stronger essen-
tial services and higher living standards, housing has gotten more expensive.
These housing market dynamics occur across the world.
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Overall, in strict cost terms, U.S. housing appears to be of middle expense.
Figure 7.2 depicts the ratio of home values to income (top) and the ratio of
home values to rents (bottom). The former gives us a sense of how cheap or
expensive it is to buy a home. The latter gives us a sense of how much cheaper
or expensive it is to rent, as opposed to own.

Overall, U.S. housing prices are average, as is the cost of renting relative
to home ownership. In comparison to other countries, the United States
appears to be a country of greater extremes. A 2015 study found that the
United States has some of the most housing-affordable major metropolitan
areas among the English-speaking OECD countries."” In communities in
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upstate New York, the Midwestern states, or the Southern interior, housing
can be as low as 2.5 to 3 times the value of median incomes. The study
identified other countries with similar communities—such as Edmonton
and Ottawa (Canada), Falkirk (Scotland), Leeds (United Kingdom), and
Karratha and Kalgoorlie (Australia)—but low-cost communities of this
sort are plentiful in the United States. At the same time, some of the English-
speaking developed world’s most expensive housing markets are in the
United States—such as New York, Boston, and much of the West Coast—
where housing can cost 5 to 10 times prevailing incomes. This is not unique
to the United States: similar developments have occurred in London, Plym-
outh, Bristol, and Bath (United Kingdom); in Vancouver and Toronto
(Canada); in Sydney (Australia); and in Auckland (New Zealand) as well.

The problem, as noted in the previous chapter, is that some of this very
cheap housing is in highly distressed areas. Questions linger about the
quality of cheap U.S. housing with respect to the basic services that are
attached to housing—schools, infrastructure access, work opportunities,
and myriad other essentials. While it is possible to get a cheap home in inner-
city Detroit or rural Texas, are these quality homes in comparison to down-
market European neighborhoods?

By several indications, distressed U.S. communities are in worse shape
than their counterparts in other HDCs. The U.S.’s low-performing school
districts register rock-bottom academic proficiency scores and would be
considered bad in middle-income countries, let alone rich ones. High-crime
U.S. cities have murder rates that approximate major Brazilian or Mexican
murder centers, rather than French and British ones. The serious problems
facing the U.S’s poor neighborhoods could fill a book on their own, and
listing these kinds of problems do not, on their own, render an airtight case
that a person is better off growing up poor in Finland, Germany, or the
Netherlands than in the United States. Still, it is hard to see the U.S’s poor
communities as delivering better schooling, better livelihoods, or more
lifetime advantage than poor places in other very wealthy countries. The
United States as a whole may be wealthy, but it is not altogether clear that
the living standards and amenities of neighborhoods with cheap housing are
what would be deemed minimally acceptable in other HDCs’ standards.

Household Finances

Do these differences in essential product costs have a discernible effect
on household finances? Answering this question is difficult because the
cost of basic necessities is just one of several factors that will influence
household finances. For example, household savings and debt aren't strictly
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a function of living costs. Tax breaks and penalties, financial regulation,
monetary policy, interest rates, economic sentiments, market booms and
busts, cultural attitudes, and any other number of factors can cause other-
wise similar societies to have different prevailing savings rates, debt loads,
and wealth accumulation. The complexity involved in disentangling these
factors is very high, such that we are unlikely to reach a firm and final con-
clusion on the relationship between household finances and cost of living
in today’s HDCs here.

That being said, we have very good reason to expect that U.S. household
finances would be among the strongest in the developed world. As noted
at the outset of this chapter, U.S. incomes are high, and their taxes are low,
compared to other HDCs. Its overall economy has been reasonably prosper-
ous. Its tax system strongly incentivizes financial and real estate investment,
and there is ample opportunity to make such investments. Its comparatively
weak social safety net and the high stakes of being without money presum-
ably create a pressure to accumulate and hold money. One might presume
that Americans are well-positioned and well-incentivized to save money
and accumulate wealth.

Figure 7.3 presents three metrics describing the household finances of
other HDCs—household savings, debt, and wealth—all relative to household
income. They suggest that U.S. household finances are—again—middling.
U.S. households tend to have above-average wealth, but their savings are
low. Indebtedness is average.

The country’s savings rates have not been very high over the decade
depicted in the figure. U.S. households appear to save more aggressively
than Canadians, Japanese, Finns, Danes, and Brits, but less than the Swiss,
Swedes, Germans, and French. These differences are not so clearly a func-
tion of social programs and living costs; there are high and low savings
countries among those who aggressively contain the cost of essentials and
those who maintain a more laissez-faire posture, such as that of the United
States.

So why do savings rates differ?’® Care must be taken in comparing
national savings rates because countries assess these rates differently, and
these estimates can be of varying quality. A 2015 analysis of European
Union (EU) countries found that roughly half of the difference in savings
rates is attributable to national wealth levels, the degree to which a popu-
lation has aged, and consumer prices."” Additionally, government taxes and
economic growth may have some impact. These factors suggest that the
United States would have a savings rate that leads the developing world
because it is very wealthy, its taxes are very low, and its population is not
as old as many European ones. These factors, coupled with institutional
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Figure 7.3 Household Finances, United States versus Other Highly Developed
Economies, 2003-2013.
Source: OECD (2016).

factors that would presumably raise savings—tax incentives to save, a weak
welfare state, a wide range of opportunities to invest—make the U.S’s middling
savings rate seem low, relative to what we might expect.

In and of itself, low savings relative to our expectations does not prove
that the high cost of necessities are hurting household finances. Our expecta-
tions about what drives savings might be wrong. The United States might
have an anti-savings cultural disposition that leads them to under-save.
There are any number of possible explanations. Still, it seems quite clear
that the United States has all the makings of a high savings country, yet it
is in the bottom-half among HDCs. The Germans, Swedes, French, and
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others maintain stronger savings rates, despite higher taxes and a richer
social safety net, which casts doubt on the idea that socialism damages
household finances or that freer markets spur personal savings.

Debt is a similarly complicated issue. Again, the United States registers
as a middling country, with household debt loads that are far smaller
than the highly socialized Danes or Dutch, but much higher than in Fin-
land, Germany, or France. As was the case with savings, care must be
taken when interpreting debt figures. In many respects, the opportunity
to acquire debt is a by-product of financial health. Recall from Chapter
Three that poor people have difficulty getting loans, so being out of debt
does not necessarily mean being in a position of financial strength. Com-
pared to other HDCs, opportunities to borrow are comparatively plentiful
in the United States, which might lead us to expect higher household debts.
As was the case with savings, institutional factors play a very important
role in shaping societies’ savings rates. When policy restricts lending, or
when it makes the terms of lending more onerous, people are likely to
borrow less, apart from whatever is happening with the cost of basic
essentials. Ultimately, U.S. households are reasonably wealthy in relation
to their incomes. The United States ranks fifth in the countries depicted
in Figure 7.3, with an average level of wealth that is five times that of
incomes.

So household finances in the United States are middling, which at first
glance seems fine until we return to the fact that people need more money
to access basic necessities. For example, while Canadians and Americans
seem to have similar incomes, savings rates, debt loads, and accumulated
wealth, Canadians do not need as much money to ensure that they can get
healthcare, a university education, or a home in a nondistressed community.
It is similar to the difference between young people from rich families who
live on minimum wage and those who earn that amount and have no family.
Their incomes and perhaps general personal financial situations look sim-
ilar on paper, but there can be little doubt that the former is in a much
better economic position.

Well-Being across the Developed World

International comparisons of household finances are complicated by the
fact that the causes and consequences of household savings, debt, and
wealth accumulation differ across societies. For example, data in the pre-
vious section suggested that U.S. household finances were in considerably
better shape than Danish or Finn ones. We might infer from these data
that U.S. households are in a better economic situation, but Americans also
need more money to secure a basic livelihood than Danes or Finns. The
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latter might not have as much access to money, but they arguably need less
money to secure access to essentials. Financial security may be less of an
issue for societies with socialized or otherwise cost-controlled markets for
basic necessities because the effects of financial problems on well-being
might be limited. For this reason, comparisons of general living standards
can be instructive.

Ultimately, how does the U.S. system of market-driven essentials pro-
vision work out for American people in terms of overall well-being? The U.S.
system involves trade-offs, in which it presumably sacrifices cost-controlled
necessities in pursuit of market-driven prosperity, more jobs, higher incomes,
lower taxes, (generally) lower consumer prices, and the many other pur-
ported benefits of laissez-faire economic systems. Ultimately, do these
trade-offs result in higher or lower living standards?

Again, the answer is complicated. To some degree, the assessment of
living standards requires value judgments, whereby the analyst decides
what constitutes part of a “good” or “well” life. By some conceptions of well-
being, U.S. living standards are very high. By others, living standards are
middling to poor. The final assessment depends on what is valued the
most. Figure 7.4 compares U.S. living standards to 18 other HDCs using
data from the OECD’s Better Life Index, a quantitative study of well-being
across wealthy countries.'® Dark dots depict the United States, and light
dots represent others.

The general insight that comes across in these well-being comparisons
is that U.S. living standards are very high in terms of money and goods con-
sumption opportunities. For example, the second bar in Figure 7.4 shows
that Americans have larger homes than most other developed countries,
with 2.4 rooms per person. Over much of Europe, the average household
has slightly less than 2 rooms per person. In general, U.S. homes are well-
equipped. They are more universally equipped with basic facilities (e.g.,
plumbing, electricity), and appliance ownership is high even among society’s
poor.'” These comparatively good housing conditions occur in a context in
which housing costs are moderate (as suggested in Figure 7.2 above). All of
this points to the success of the U.S. economy in delivering affordable hous-
ing in terms of the homes themselves. A similar story can be told of Ameri-
cans’ access to a range of consumer products, such as cars, clothing, personal
beauty products, food, and much else. Overall, the U.S. system has been
quite successful in delivering reasonably high household incomes (refer to
Table 7.1), while consumer goods prices have widely fallen (Chapter 5).

By now, we have thoroughly established the U.S’s prowess in creating
opportunities to acquire consumer products, but how well does the system
work in terms of delivering other commonly valued quality-of-life metrics?
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In terms of job market quality, the market for jobs seems relatively weak
in the United States. Although the severely deteriorated state of the Spanish
and Italian job markets make Americans’ situation look good by compari-
son, the U.S. job market is middling in its success creating jobs, and the
jobs it does create seem to be precarious and demanding. Americans’ risk of
losing their job seems quite high, and workers typically dedicate much more
of their week to work-oriented pursuits. The U.S. job market is not par-
ticularly good—it’s average—and the terms of the jobs it offers can have
considerable time demands.

This theme of middling to lower-ranking quality is apparent in many
quality-of-life metrics. Earlier, we noted the middling quality of the typical
U.S. higher education institution. Mediocrity appears to run through the
system, with secondary school aptitude tests that register as average among
HDCs. Americans are strongly disposed to see themselves as being healthy,
although the country’s extraordinarily low life expectancy raises questions
about whether these positive self-reports have a strong basis in established
fact. Despite these many challenges, Americans often sit near the top of
rankings in terms of subjective satisfaction about their lives.

What are we to infer from these findings? To the extent that one equates
well-being with raw consumption capacity—the opportunity to acquire and
consume products in general—the U.S. system can be seen as very success-
ful in delivering high living standards. However, to the extent that one val-
ues nonconsumption quality of life, the system is not highly successful. Jobs
are comparatively precarious, work-life balance is poor, schools do not per-
form well, crime is high, and life expectancy is low. To their credit, Ameri-
cans maintain a positive mental attitude and express high levels of satisfaction
with their health and life. Readers can decide on their own whether they
agree with such a rosy view or see it as a matter of diminished expectations.

Paying the Bills

Of course, expanding social programs costs money. Someone has to pay
the bills, which means higher taxes. Many voters are probably reluctant to
expand social programs because doing so would imply higher taxes. How
much higher would taxes be if the United States were to adopt European-
style social programming?

Table 7.7 compares the tax burdens taken by all levels of government
among 19 HDCs. The table suggests that taxes are comparatively low in
the United States. Overall taxes are about 20 percent higher in Canada,
about 40 percent higher in Germany and the Netherlands, and roughly
80 percent higher in Denmark and France. Income taxes on individuals are
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not particularly low in the United States—they amount to about 10 percent
of GDP, which is quite typical of HDCs. U.S. taxes are low mainly because
its sales taxes, corporate income taxes, and payroll taxes are low. To the
U.S’s credit, sales and payroll taxes are much more progressive taxes, which
means that their burden falls less heavily on poorer people. The net result
is that the U.S. tax system is often cited as the most progressive in the devel-
oped world.? Still, after everyone has worked through the complexities of
the tax code, the top 20 percent of U.S. society pays a lower share of taxes
than their share of income, whereas the middle 60 percent slightly
overpays.*!
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Concretely, were the United States to emulate a European-style tax system
to match European-style social programs, the net result might be some-
thing along the lines of a slight increase in income tax rates, raising or
eliminating the cap that limits high-income earners’ payroll taxes, and a
sizable increase in sales taxes (perhaps partly through a national sales tax)
that would render overall rates of 15 percent to 20 percent.

It is hard to see these types of tax changes as politically viable. Voters
are generally hostile to tax increases, and this hostility is particularly strong
in the United States. In part, however, it may be a product of Americans



'(9107) dDHO :224n0s

4 6C 9 [4yé 80 0¢I ¥'GT S9JelS paliuf)
09 81 L9 8¢ '8 ¥l 69¢ PUELLZIMS
8L 9'¢ 00 6% 801 L'GT ¢'/C elensny
€S LT ¥l 0+ 8¢ 80 ¢ 0¢ uede(
A (@3 81 0¢ [N Syl ¢0¢ epeue)
0¢l 61 00 14 611 A ¥ I¢ pue[esZ MoN
6 [4yé ¢ll 0¢ (WA 9’6 LTe uredg
801 0+ 9 ¢ e LTI 6C¢ wopsury] paiun
6l T 68 143 8L [N 43 [edniiog
[Qul 60 6¢l 81 ¢'6 ¢l ¢o¢ Awewron
601 [ 06l 61 (A 16 L9¢ SPUELYION
[T [ ¢'6 88 66 181 SO0 KemIoN
L'TT L0 9O+l [4yé L6 (d| ¢ eLisny
[q! [l 001 9'¢ [q! 81 8 UIPoMS
Sl ¢l 9l +'C 8¢l [} L'ty puerut{
Tl LT rel (43 LTI Sl 6¢y Aren
801 ¢¢ (44! e 8¢l 661 LYYy wnig[ag
801 8¢ L91 ¢'C ¥'8 601 0<y PUel
49! 81 10 LT 19t 8'6¢C 9Ly Alewitog
(%) SINAIRS (%) (%) suonnqriyuo) (%) (%) (%) (%) saxe] Anunon
pue spoon f11ddoig AI1IN23G [e100S sassauisng uQ  S[enprlarpuj uQ [e1oL [ewoL

SIXE] dWodU]

$10T (dAD %) SIXE] JUIUILIIA0D PIIEPI[OSU0) /') I[qeL



A Look Abroad

feeling like they are stretched to their financial limits and not having faith
that they will get something in return for the taxes they spend. A lot of
money simply isn't directed toward civilian purposes—U.S.’s government
spends considerable amounts of money on its military. The money that is
directed toward shoring up people’s well-being seems widely wasted and
ultimately fails to deliver value to taxpayers. As noted earlier, it gets very
poor value for its public spending on healthcare due to its failure to control
costs or curb profit. Many of its entitlements are given to people who don’t
need them. Things might be different if Americans saw value in the govern-
ment services that their taxes finance and if they saw public programs as
a lifeline that helps edify them economically.

Although a German or Swede may ultimately surrender more in taxes,
the services they receive in return make them less dependent on accumu-
lating money. The converse seems true in the United States, where access to
money plays a more critical role in securing necessities.

Looking Abroad for Lessons, and Questioning the Orthodoxies of Home

What are the major takeaways from our discussion of how the U.S’’s
basic essential prices, household finances, and overall well-being differ
from that of other HDCs? First, people in other highly developed societies
generally do not have to bear the burden of the U.S’s pricey healthcare,
child care, and education systems. Other governments appear to have suc-
ceeded in ensuring that these products are affordable, and they appear to
have done so without diminishing their availability or quality. The United
States is somewhat unique in the way that its government does so little to
contain the out-of-pocket costs of these basics, and Americans do not enjoy
a bounty of world-leading essentials for the world-leading prices they pay.
In fact, it is hard to discern any clear benefit, perhaps aside from low over-
all taxes. While Europe has problems of its own, its wealthier countries have
found ways to socialize the costs of essentials without destroying prosper-
ity or economic progress.

Americans have many reasons to be proud of their country, and the
United States has accomplished many great things. But no one is the best at
everything, and Americans are clearly not the best at creating an environ-
ment in which household finances and general well-being thrive. The United
States is great at creating consumption opportunities for its people, and con-
sumption is an important part of people’s living standards. However, these
consumption opportunities materialize in a broader system that makes
people’s livelihood tenuous. Jobs are comparatively tenuous. People’s reliance
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on money to secure access to necessities makes people’s basic living stan-
dards tenuous. The depths to which the poor can sink in terms of being
denied essential products or thrust into highly distressed communities
arguably makes many people’s hold on a first world quality-of-life tenu-
ous. There is much to admire about the United States, but its system for
delivering goods and services that are essential to well-being does not
seem like one of them.

Americans have much to gain by looking abroad and considering ideas
that other HDCs have devised to engage the kinds of pressures that harm
household finances. These comparisons suggest that access to quality
essentials, household finances, and overall living standards are quite medi-
ocre in the United States, despite the fact that this country has unmatched
resources to secure all three. Doing so may require that Americans recon-
sider their basic conceptions about what constitutes practical, productive
policy, and reconsider the economic orthodoxies that seem to weigh down
the finances and broader well-being of regular Americans. In the next
chapter, we close by reconsidering these orthodoxies and imagining new
possibilities.
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