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Abstract 

Can We Bend the Arc of Global Capital toward Justice?  Yes, provided “idle” capital is wisely 

invested in human resources.  The world economy is suffering from a shortage of investment 

opportunities.  The signs are slow economic growth in the face of very low, even negative, 

interest rates.  Prominent economists (Gordon, Krugman, Summers, Stiglitz) forecast that these 

conditions will persist for many years. 

At the same time, a million children are born in poverty each year in the U.S.  Careful 

evaluations show decent (seven to ten percent according to James Heckman) returns for strategic 

interventions targeted on these children and their families.  Pay for Success, funded by Social 

Impact Bonds, are a means for controlling the risks associated with these interventions.  

Providers are paid only if results are achieved.  Investors experience with PFS during the last 

five years in Great Britain and elsewhere have encouraged two statewide efforts (South Carolina 

and Connecticut) in the United States. 
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Can We Bend the Arc of Global Capital toward Justice by Investment in Human Capital? 

Human Resource Bonds, issued in substantial volume by states and cities, can bend the 

investment arc to justice and a more equal society, protect against a recession, increase economic 

growth, and improve the quality of the U.S. labor force. 

“Substantial” means as much as $200 billion annually to fund interventions such as Visiting 

Nurses and pre-school programs.  This compares to about $400 billion of municipal bonds that 

are now issued annually, half in Revenue bonds and half in General Obligation bonds.  HR bonds 

would be a hybrid of the two.  As with Revenue bonds, they would be connected to an income 

source; except in the HR case it would be savings in spending for health, welfare, criminal 

justice, and special education.  This requires coordination among multiple government agencies 

and rigorous evaluation to determine PFS payments.  Some features of GO bonds would be used 

to mitigate risk and deal with the timing issues (although keep in mind the lengthy construction 

period and long life of facilities funded by Revenue bonds). 

Eighty years ago, the Federal Housing Act corrected a massive financial market failure to enable 

long-term mortgages.  Today, the United States, and indeed the world, faces an even more 

momentous failure in financial markets.  It makes no economic sense for trillions of dollars to be 

invested at negative interest rates while returns of seven percent and better are on offer for 

investments in human resources. 

The world’s economy is unusually fragile, says IMF Director, Christine Lagarde.  Stephen 

Rattner, on the front page of the NY Times Book Review, pointed out that “not a single nation 

among the Group of 7 developed countries, is achieving an acceptable rate of expansion.” 

(12/31/15) “The world economy continues to be beset by mediocre growth, hesitant, or impotent 

policy actions by national governments, and a dearth of confidence among households and 

businesses,” said the Brookings’ forecast in April.  Unemployment is high in Europe and much 

of the developing world. U.S. workers, although enjoying job growth, have been disappointed in 

their wage increases for years.  Every time the International Monetary Fund meets they reduce 

their forecast for world economic growth.  In April, it forecast growth of only 3.2 percent this 

year — 0.2 percentage points down on its January forecast, 0.4 percentage points lower than its 

estimate from October 2015 and 0.6 percent points down from its forecast made in July of 2015. 

Alarmingly, the slow growth in the U.S. and world economy persists while interest rates are 

extremely low.   According to the Financial Times, there was $5.7 trillion in negative yielding 

sovereign bonds on February 15 of this year; a year ago it was only $1trillion.  American 

corporations hold more than $2 trillion in profits overseas to avoid paying corporate taxes.  

Pfizer alone is reported to have over $128 billion stashed abroad. 

This paper proposes that we bend the arc of global capital toward justice by investing some of 

these funds in human resources.  At sufficient scale this investment would reduce the risk of a 

recession and increase productivity and income equality over the long run. 

Today, insufficient effective demand is keeping our GDP growth to two percent (it was even less 

in the last quarter of 2015 and the first of 2016).  Forecasts relying on early data predict that 

GDP will grow by only one-half percent in the first quarter and 1.7 percent for the year 2016.  
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Eminent economists, such as Larry Summers, call it the Age of Secular Stagnation. (Summers)   

Ben Bernanke describes it as a savings glut.  Equivalently it could be called an investment 

paucity, lack of low-risk opportunities to obtain a decent return.  Jason Furman, chairman of the 

CEA, estimates that the physical investment shortfall in the U.S. exceeds $400 billion (2.3 % of 

GDP). 

Current global monetary policy, paradoxically heightens the risk of a recession while it seeks to 

stimulate growth.  Excess liquidity, the inevitable partner of super low interest rates, has already 

created financial bubbles as investors search for higher yields.  Too much of the liquidity 

provided by central banks is flowing into assets of uncertain quality – junk bonds, real estate in 

China, shale oil speculative stocks in the U.S. -- rather than employment-producing fixed 

investment in plant and equipment.  The risk is financial instability when bubbles of uneconomic 

investment collapse, as the mortgage market did in 2008.  

Moreover, central banks will be impotent if consumption flags and a recession ensues. The U.S. 

Fed is raising interest rates, when inflation is absent, just so they can reduce them if and when 

growth flags; that is, to avoid a future liquidity trap.  (If this sounds incomprehensible you are 

not alone.)   For much of the rest of the world, where negative interest rates prevail, the trap may 

have already sprung.  “The adoption of negative interest rates will do little to stimulate growth,” 

says the Financial Times (4/6/16).  Paul Krugman says that the “liquidity trap is becoming the 

new normal.” (Krugman, 2014/05/07) 

The textbook (that is, a Keynesian economics textbook) would call for fiscal stimulus.  For all 

sorts of nebulous reasons, even discussion of stimulus is shunned in political circles.  The federal 

deficit and debt are the new third rail.  The concern about debt is spooked by predictions of 

future fiscal challenges as the population ages and spending for health and retirement increases.  

If current laws remain unchanged, future deficits are projected to raise the federal debt held by 

the public to 86 percent of gross domestic product (GDP) by 2026—up from 74 percent at the 

end of 2015 and more than twice the average of the past five decades.  Of course, a recession 

will automatically increase the debt further as revenues fall and spending on the safety net 

increases, so that austerity is likely to be self-defeating even in deficit terms.  

In summary, the United States faces a very high risk of slow growth over the next few years and 

a substantial risk that growth will go from slow, to zero, to negative; that is, to a recession.  The 

tools usually available to counter a slowdown are unavailable for economic and political reasons.  

Ignoring the risks is imprudent; especially when the short-term solution also brightens the future 

outlook.   

Pessimism about the longer run is widespread.  A new McKinsey Global Institute (MGI) report 

is entitled Diminishing returns: Why investors may need to lower their expectations. (Dobbs)  

In his book, The Rise and Fall of American Growth: The U.S. Standard of Living since the Civil 

War. Robert J. Gordon projects a dismal future.  He predicts median disposable income growth 

of only 0.3 percent annually from now until 2040 compared to 2.25 % from 1920 to 1970.  

(Gordon) Much of his argument depends on his belief that the age of great life-enhancing 
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inventions, such as electricity, the internal combustion engine and even indoor plumbing are 

behind us.  This remains to be seen, but there is no doubt that productivity growth has slowed in 

recent years.  Productivity is harder to measure in a service economy than in manufacturing, but 

the corresponding slow growth in median wages is clear from reliable data and reflected in the 

anger of the political campaigns.
1
 (Economist Apr 30th 2016) 

The quality of our labor force will greatly influence the accuracy of Gordon’s prediction.  The 

Great Recession of 2008 will continue to have adverse long-term consequences.  Research 

evidence shows that unemployment, non-employment, and underemployment have adverse 

effects that linger for years.  The Economic Policy Institute’s (EPI) review of “The Class of 

2016” points out some of the problems facing recent high school graduates: their unemployment 

rate is now 17.9 percent (two percentage points higher than in 2007), their underemployment rate 

is 33.7 percent (seven percentage points higher than in 2007), and their inflation-adjusted 

average wage is $10.66 per hour—2.5 percent lower than in 2000.  (Kroeger)  

The last recession was partially responsible for the drop in labor-force participation — the share 

of the U.S. working age population either holding a job or seeking one.  The participation rate 

fell about 3.5 percentage points between 2008 and the end of 2015, representing about 8.5 

million workers.
2
  Many of these workers lost skills and confidence.  Potential employers lose 

confidence in the productivity of those who have lengthy blank spaces in their resumes.  The 

long-term reduction in productivity will diminish potential economic capacity.   

Moreover, the adversely effected will not be a random group; the already disadvantaged will 

collect more than their share of the economic woes, exacerbating inequality. Those with less 

education will do worst; continuing to lose ground absolutely – as their inflation-adjusted wages 

fall – and relatively – as their better skilled peers capture the better paying jobs.  The dispiriting 

2016 presidential campaign is a foretaste of what is possible if Gordon’s prediction of so little 

growth in disposable income is accurate.    

 

Creating a Learning Society While Poverty Is Widespread 

Most of the public knows that the distribution of income and wealth has become extremely 

unequal in the United States.  Some worry about the right hand tail where the top one percent or 

one-tenth of one percent reside.  This paper addresses the left hand tail where 46.7 million 

people, 14.8 percent of the nation’s population, officially were in poverty in 2014.  For that 

group, income was 6.5 percent lower than in 2007, the year before the Great Recession.  More 

ominously, 21.1 percent of children under 18 (15.5 million children) were poor in 2014, 

according to the official figures. Some research indicates that 1.5 million families with children 

                                                           
1
 The Economist, after pointing out the substantial flaws in measuring GDP and productivity, recommends that 

“services-dominated rich countries should start to pioneer a new, broader annual measure that would aim to 

capture production and living standards more accurately.” 

2
 The rate fell from 66 in 2008 to 62.4 percent in late 2015.  It has since risen to 63.0 percent in March 2016. 
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lived on $2 per person a day or less.  Inequity will only worsen unless the human capital of 

disadvantaged Americans improves substantially.   

Learning more and learning better is the only way that societies, communities and individuals 

can prosper in the 21
st
 Century. Children need to learn problem-solving skills; young adults need 

to learn how to be better parents and better workers; voters need to understand issues of public 

policy. All of us need to learn how to live healthier, less violent and more contributory lives.   

Yet “recent high school graduates are telling us that they left high school unprepared for the 

expectations they faced in college or in the work place,” says Sandy Boyd, chief operating 

officer of Achieve. (Boyd)  Only 8 percent of all U.S. high school graduates complete a 

curriculum of courses that prepares them well for college and the workplace, says the Education 

Trust.
3
 Even fewer earn grades that would suggest they mastered the content. High school 

seniors have not improved their reading and their math has only gotten worse since 2013, 

according to the results the National Assessment of Educational Progress, or NAEP.  Worse, the 

biggest drops were among the lowest performers.  Only 42% of the class of 2015 who, because 

they planned on college, took the SAT had a score of 1550 or better, the rough guide for college 

readiness.   This was the smallest proportion in the last decade.   

There has been a sharp rise in the wage premium awarded college graduates, from around 30% 

in 1979 to almost 50% by 2000 as earnings of those without a college degree slipped.  Yet, 

almost two-thirds of the labor force (65.1 percent) does not have a college degree.  African 

Americans and Hispanics lag in obtaining the credential increasingly needed for career success.  

Only 23% of Hispanics and 16% of African Americans made 1550 or better on the SAT.  

(blogs.edweek.org)  

The unskilled and uninformed will not do well in the world-wide competition for better jobs.   

The punishment will be delivered, in part, by globalization.  During recent decades, millions of 

agricultural workers have moved from subsistence farming in rural areas to find industrial work 

in the cities of the world, both within and outside their own countries.  These internal and 

external migrants more than doubled the modern labor force and now compete in the world 

economy. Tom Friedman reports that global warming is providing further stimulus to move from 

subsistence farming to seek industrial employment.  Add the migration from the chaotic Middle 

East.  (Friedman, 4/20/2016) 

The world’s expanding labor force has allowed employers around the world to reduce the wages 

they pay to those whose skills are easily found.  In the U.S., the returns to capital have increased 

along with the income of the top one percent.  Labor’s share of the nation’s income has declined 

along with the wages of the less educated.  (Capital in the Twenty-First Century by Thomas 

Piketty) 

                                                           
3
 EdTrust researchers looked at the courses students took and the grades they earned by analyzing transcript data 

from the federal High School Longitudinal Study of 2009, which tracks 23,000 students from 9th grade through 

graduation in 2013 and beyond.   
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Manufacturing, and its better paying jobs, shifted from the U.S. to China and elsewhere. Using 

an updated version of Paul Krugman’s model, Josh Bivens of EPI “showed that trade with poor 

countries depressed unskilled American workers’ wages by 10% in 2011, up from 2.7% in 

1979.”   The increase in trade, accounted for one-third of the rise in the college 

premium.  Estimates by Daron Acemoglu, David Autor and others chalk up about one million of 

America’s 5.5 million manufacturing jobs lost between 1999 and 2011 to Chinese competition. 

(Economist,) 

Meanwhile, AI and robots are the next wave of technological change that will harm the fortunes 

of the unskilled in non-traded services and manufacturing.  These technologies will diminish 

demand for paid labor doing tasks that can be reduced to algorithms, even complicated tasks 

such as driving a truck or car.  The Boston Consulting Group expects that the share of tasks 

performed by robots will increase from less than one tenth now to one in four by the end of the 

decade.  (Bland) The Second Machine Age: Work, Progress, and Prosperity in a Time of 

Brilliant Technologies by Erik Brynjolfsson and Andrew McAfee, and Rise of the Robots: 

Technology and the Threat of a Jobless Future by Martin Ford describe the risk in gory detail. 

Will American workers do well in the competition with foreign workers and the new machines?  

The scores on international tests are not encouraging.  Measuring adults on “numeracy,” we are 

third from the bottom on OECD’s International Assessment of Adult Competencies (PIAAC).
4
  

Ominously, Americans at younger ages are the most disadvantaged relative to their foreign 

peers. Our retirees are about as good as the OECD average; our youth are not.  On literacy we 

are closer to the OECD mean; but, again, our retirees do comparatively better than our youth.  

Future comparisons are likely to look even worse than the 2012 results for both math and literacy 

as the smarter and older adults retire.  In summary, we are doing poorly in math and not very 

well in literacy and it will get worse. (OECD)  

PIACC also carried out a Survey of Adult Skills which assessed “problem solving in technology-

rich environments.”  Results were reported for 20 countries; eight were significantly above the 

average, five were not significantly different from the average, and seven were significantly 

below the average.  The United States was the best of the bottom (below average) seven, but had 

the largest share of adults in the severely deficient category.  We were particularly blessed with 

the least skilled. 

The remedies described in the next part of the paper will be directed to the least skilled part of 

the population.  One in six 15-29 year-olds was not in employment, education or training (NEET 

in the jargon) in 2013 in the United States, which is a higher share than average in 34 OECD 

                                                           
4
  The survey was conducted in 2011-2012 in 24 countries and sub-national regions.  The Organization for 

Economic Co-operation and Development (OECD) is an international economic organization of 34 

countries.  
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countries. We are near the bottom of the group of advanced countries in measures of the skills of 

our youth and how well students are developing their skills.
5
  (OECD) 

About four million children are born in the U.S. annually; about one in four are poor. Having one 

million children born in poverty is not a path to success in the international competition in school 

or the workplace.  It is not a recipe for high productivity or rapid economic growth.  Having so 

many experiencing incarceration, a frequent side-effect of poverty, does not bode well either. 

Demographic changes are not going to make it easier for Americans to compete. A generation 

ago, Workforce 2000 received attention for pointing out how quickly the number of minorities in 

the labor force was growing (Disclosure: I was the co-author).  This trend will continue for 

decades as baby boomers retire while a majority of children entering first grade are minorities.  

In 2013, less than 48% of children ages 3 to 6 were white.   

A disproportionate share of African and Latin American children were born in poverty to poorly-

educated women. One third of all poor kids are Latino and about one-quarter are black while a 

third are white. On average, children in poverty have lower I.Q. scores than their wealthier peers. 

Recent research has made it clear that just the stress of growing up in a poor family can be toxic 

to the growing brain.  Paul Tough How Children Succeed: Grit, Curiosity, and the Hidden Power 

of Character and a host of others have identified the culprit as cortisol.  He reports that Hart and 

Risley found that children raised by professional parents had heard thirty million words spoken 

to them; the children with parents on welfare had heard just ten million. 

If current trends persist, many of today’s poor children are unlikely to earn satisfactory incomes 

as adults.  Their failure to earn means low growth in productivity and that means a slower 

growing economy, lower tax collections and higher budget deficits.  Raising so many children in 

poverty foretells a host of other unpleasant outcomes for the United States.  The increasing 

inability of less educated American men to fulfill their traditional breadwinner role has been 

accompanied by the breakdown of the traditional family structure.   

Researchers have consistently found that children born outside marriage face elevated risks of 

falling into poverty, failing in school or suffering emotional and behavioral problems.   It is 

troubling, therefore, that unmarried women gave birth to about 1.6 million babies in 2013 in the 

U.S. The share of children born to single mothers was five percent in 1960 and rose to 32 percent 

in 1995.  The share was over 40 percent in 2013.  About 72 percent of all births to black women, 

and 53 percent to Hispanic women occurred outside of marriage, compared with 29 percent for 

white women, and 17 percent for Asian or Pacific Islander women. (Childtrends) 

Robert Putnam, the bestselling author of Bowling Alone, more recently wrote Our Kids: The 

American Dream in Crisis. In seeking to find out why fewer Americans today have the 

opportunity for upward mobility, he points to the growing number of single (and poor) parents 

among all races.  Widening income gaps, he argues, have brought profound but underappreciated 

                                                           
5
 We do much better in a measure of workplaces promoting skills used by youngsters.  This is surprising 

given our relatively weak apprentice system. 
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changes to family life, neighborhoods and schools. Charles Murray, trying to put the 

controversial issue of race aside, focused on class differences in the white population in his book 

The New American Divide.  He argues that, over the past 50 years, our “common civic culture 

has unraveled” along with shared assumptions about “values involving marriage, honesty, hard 

work and religiosity.”    

David Brooks also worries that the United States is becoming a broken society. On one side of 

the fracture, families are increasingly college educated, married and living in a stable family 

structure.  Only about 10 percent of the children born to college grads grow up in single-parent 

households. Nearly 70 percent of children born to high school grads do.  This other part of 

society, on average, has lower skills, wages, and productivity.   (Brooks 2010/03/19) 

In the 1960s or 1970s, college-educated and non-college-educated families behaved roughly the 

same. But now, high-school-educated parents dine with their children less than college-educated 

parents, read to them less, talk to them less, take them to church less, encourage them less and 

spend less time engaging in developmental activity. (Brooks 3/10/15)  

Gaps in the absolute level of investments in children’s enrichment activities by income class 

have grown substantially over time. Some report a threefold increase between 1972 and 2007 in 

top-decile spending on children even as lower-income households increased their spending on 

these activities at a more rapid clip when measured as a share of income. (Edsall) By this gauge, 

lower-income households are making a greater investment effort, but the rise in income 

inequality has allowed higher-income households to spend more on their kids even without 

increasing the share of income they devote to children’s enrichment.    

The rich get richer and the poor get children who start with serious disadvantages.  Often two 

generations -- the mother and child – carry the burden.     As the EPI reports: “Achievement gaps 

between American students in different income classes, and between students of different races 

and ethnicities, appear before kindergarten begins, and sometimes peak at ages 5 and 6. 

Falling longevity among less educated whites is a startling new concern, especially since it 

seems to be associated with life-style choices: read addiction to alcohol and drugs.  Life 

expectancy for less educated whites has fallen by four years since 1990.  Life expectancy for 

white women without a high school diploma was 73.5 years, a full ten years less than for white 

women with a college degree or more.  Longevity comparisons are even worse for white men, 

67.5 years for the least educated white men; 13 years less than for those with a college degree or 

more education. (Saslow) 

According to recent studies of death certificates, women in the center of the United States in 

rural areas, and those in the lower middle class generally are doing especially badly. Drug and 

alcohol overdose rates for working-age white women have quadrupled. Suicides are up by as 

much as 50 percent.  Wash post 

One could go on in this pessimistic vein.  If you do you will find company.  According to a new 

McClatchy-Marist Poll, 68 percent of adults think the country is on the wrong track, while just 

27 percent think things are moving in the right direction.  The good news is that solutions could 
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be available – if we can bend the arc of global capital towards investing in human resources.  In 

what may be called a Learning Society, many more children would acquire the skills and 

behaviors needed to earn a middle class income and participate as informed citizens and effective 

parents.  The goal is achievable if existing investment funds could be redirected away from 

bubbles or other unproductive uses toward building such a society.  And it is possible. 

 

Where are the Opportunities? 

Is there any money to be made by investing in human resources, specifically in disadvantaged 

children in the United States? Nobel laureate James Heckman finds a 7 percent to 10 percent per 

annum return on dollars invested in high-quality programs for this group.  He argues that 

investments in both non-cognitive (social and behavioral) skills and cognitive (math and literacy) 

skills are best made in early childhood.  (Heckman and Mosso 2014).   He concludes that “skill 

begets skill:” If a child starts kindergarten equally prepared as her peers she is more likely to 

continue successfully.  But rich children have better cognitive, social, and behavioral skills, and 

better health than poor children by the time they are nine months olds.  The disparities grow 

through age 5 and then remain relatively level throughout elementary school and beyond. 

“[E]xisting research suggests expanding early learning initiatives would provide benefits to 

society of roughly $8.60 for every $1 spent, about half of which comes from increased earnings 

for children when they grow up,” claims the Council of Economic Advisors (2014).    Where can 

the $8.60 be found?  The CEA refers to studies that show that high-quality daycare significantly 

increases mothers’ employment rates and incomes. Early childhood interventions reduce 

children’s need for remedial education and healthcare services, and involvement with the 

criminal justice system.  

The CEA, referring to estimates by Jim Heckman and his colleagues, finds earnings were about 

25 percent higher for those enrolled in high-quality early childhood programs.  Higher earnings 

reduced their needs for safety nets.  Savings in welfare, food stamps, and remedial education 

generated a benefit of more than $4 for every dollar spent.  Masse and Barnett (2007) found a 

program (Abecedarian) that generates benefits of nearly $3 for each dollar spent.
6
  Achievement 

gains persisted through ages 15 and older.  (Ramey and Campbell 1984; Campbell and Ramey 

1995).  Participants were more likely to graduate high school, attend college, and succeed at 

work. At age 30, participants had 60 percent more income relative than the control group 

(Campbell et al. 2012). The benefits of Abecedarian also accrued to parents, as the program 

increased mothers’ employment (Currie 2001) and increased maternal earnings by about $90,000 

over the mother’s career, almost twice as large as the earnings gains for participant children 

(about $50,000).  A recent study found that participants in the Carolina Abecedarian Project had 

better health, including lower blood pressure (Campbell et al. 2014).  (whitehouse.gov)  

                                                           
6
 The Abecedarian Project (ABC) operated in North Carolina between 1972 and 1977.  Poor children 

were randomly assigned to receive full-time, high quality education from infancy through age five. 
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Interventions targeting child development from before children are born and throughout early 

childhood are particularly good investments. Trained nurse educators visit women during 

pregnancy and shortly after a baby is born to provide parental instruction, nutrition and wellness 

education, and psychological consultation. One well-established program, the Nurse Family 

Partnership, provides first-time, unmarried, low-income mothers with home visits during 

pregnancy through their child’s second birthday. Program participants had more time between 

the birth of their first and second child, lower receipt of cash transfers, fewer arrests, lower rates 

of drugs and alcohol abuse, and lower rates of child abuse. These results held through the follow-

up period, when children were 15 years old (Olds et al. 1998). A recent reanalysis of the Nurse 

Family Partnership program found that cognitive abilities improved.  They attributed the gain to 

improvements in home environment and parenting behavior, as well as greater self-esteem and 

lower anxiety among mothers. These early cognitive gains translated into improved language and 

math abilities and fewer school absences at age 12 (Heckman et al. 2014). 

Early Head Start provides early, continuous, intensive, and comprehensive child development 

services to infants and toddlers and their families, as well as expectant families. Child care is 

another investment in the two generations: young children and their mothers. Children have early 

learning experiences that support their cognitive and socio-emotional development. Mothers’ 

employment and incomes increase. Child care subsidies that reduced the cost of child care by 10 

percent increased employment among single women by 0.5 percentage points (Herbst 2010).  If 

mothers work, children benefit from reduced financial hardship and parental stress (Forry 2009).  

EPI recently released a report entitled “It’s time for an ambitious national investment in 

America’s children.”  They argue that “Investments in early childhood care and education would 

have enormous benefits for children, families, society, and the economy.”  The report refers to 

studies by McKinsey that estimated the potential payoff of closing achievement gaps between 

low-income students and others at roughly $70 billion annually.  Closing the gap in average 

educational achievement between American students and students in higher-performing national 

educational systems could boost U.S. GDP by roughly $180 billion annually.  Even if the figures 

are only half right, they give investors an opportunity to do much better than the low returns on 

current government bonds.  Yes, there is a need to address the transaction costs, the risk, and 

other complications.  But it will take a widespread failure of imagination to be unable to connect 

the pool of low-earning funds and the reservoir of needs with a high payoff.  

Belle Sawhill and her colleagues at the Brookings Institution have developed a powerful new 

tool to examine strategies of skill begetting skill through a sequence of interventions.  They built 

the Social Genome Model (SGM) to simulate alternative paths through stages of development — 

pregnancy, infancy, pre-school, school years (kindergarten through eighth grade), adolescence 

and college.  

The SGM project studies “social mobility and social policy over the life cycle,” producing 

unique data on “Pathways to the Middle Class.” (Sawhill 2012) The simulation forecasts what di 

reaching development milestones do to the probability of achieving middle class status, defined 

as 3 times the poverty level.  The milestones are: 



11 

 

1. Family formation:  Born at normal birth weight to a non-poor, married mother with at 

least a high school diploma. 

2. Early childhood:  Acceptable pre-reading and math skills AND Behavior generally 

school-appropriate. 

3. Middle childhood:  Basic reading and math skills AND Social-emotional skills. 

4. Adolescence: Graduates from high school with a GPA >= 2.5 AND Has not been 

convicted of a crime nor become a parent. 

5. Transition to adulthood: Lives independently AND Receives a college degree or has a 

family income >= 250 percent of the poverty level 

6. Adulthood: Reaches middle class, having a family income of at least 300 percent of the 

poverty level. 

The SGM takes a developmental view; something rare in economic studies.  This is a Markov 

chain where conditional probabilities of reaching each stage depends on the previous stage.  

School readiness affects the likelihood of becoming middle class, for example, by directing 

students into more successful academic paths.  Hitting just one speed bump still leaves the child 

a 67 percent chance of reaching the middle class.  Chances drop to 54 percent if two milestones 

are missed and 41 percent with three unsuccessful outcomes.  Only 24 percent of those who fail 

to reach four milestones reach the middle class. 

Using the model, Brookings simulated the effects of a sequence of well-evaluated interventions, 

starting with Home Instruction for Parents of Preschool Youngsters (HIPPY).  This is a “two-

generation program for young mothers.
7
  They simulated following HIPPY with Success for All 

(SFA), a school-based program for elementary and middle school children that emphasizes 

cooperative learning and literacy.  Other programs were added to serve the kids as they grew 

older.   

The cumulative effect of the full series of interventions increased expected incomes by roughly 

10 times the costs of the programs, raising lifetime income per child by an average of about 

$200,000 for an upfront cost of about $20,000.  The improvement reduced the gap between low 

and high income kids' chances of becoming middle class by roughly 70 percent.   The SGM 

could be a useful guide for investors who want to invest in promising combinations of 

interventions to ensure that gains at one age are maintained or expanded as the children get older.   

Other investors may prefer to put their money on single interventions for a single youngster.  

Purdue, next fall, will introduce an “Invest in a Boilermaker program.”  A mechanical 

engineering major, for instance, could get $15,000 in return for a commitment to pay 4.23 

percent of his or her income for slightly less than eight years.  If she had an average career, the 

                                                           
7
 Originated in Israel it was brought to Arkansas by Hillary Clinton decades ago. 
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student would eventually repay a total of $20,647.  But if things worked out poorly, she would 

pay less on this income-contingent loan.  (nytimes.com/2016/04/09) 

Some investors might prefer to invest in apprenticeships rather college.  Others might just want 

to give cash to poor families as Jeff Madrick recommends in his NY Times op ed “Handouts Are 

Often Better Than a Hand Up.”  He refers to the results of a natural experiment in western North 

Carolina.  While a Duke researcher was studying poor Indian and white families, a gambling 

firm built a profitable casino.  The casino agreed to distribute a portion of its profits each year to 

every enrolled member of the Cherokee tribe. The cash raised Indian families above the federal 

poverty line making the unlucky whites became the natural control group.   Compared to the 

whites, Indian children’s emotional problems were reduced along with their mothers’ financial 

stress.  The result was increased school attendance and graduation rates, and decreased criminal 

behavior among teenagers.   

President Carter’s proposal for welfare reform would have guaranteed a full time job to heads of 

poor families with children.  Recently, when Wisconsin held a demonstration program that 

provided jobs, children’s emotional problems were reduced along with the mothers’ financial 

stress.  Jobs programs that target mothers, coupled with the Earned Income Tax Credit, increase 

family income and reduce spending for welfare. 

Clearly, opportunities are available in many sizes and forms.  Successfully connecting private 

sector investors to these opportunities demands flexibility that can accommodate the preferences 

of individual communities and private investors.  What we have now is what economists call 

market failure.  Eighty years ago, the National Housing Act of 1934 corrected a failure in the 

financial market when it began to insure long-term mortgages made by banks and other private 

lenders.  Seventy years ago, the government increased learning by passing the GI bill. The nation 

can use these lessons to make us a Learning Society. Reliable information on risks and return is 

scarce for investments in human resources.  Some of the numbers thrown around may be close 

enough for government work but less than satisfactory when real private money is involved.  

Fortunately, a relatively new approach is available which can solve some of the difficulties: Pay 

for Success.   

 

Investing in Pay for Successful Outcomes 

PFS practioners are trying to build “a new institutional culture across government and 

stakeholders to change how policy operates” …” by building an outcomes marketplace and 

investing in “robust data and evidence systems for adaptive learning.”
8
  Instead of paying for 

resources used, PFS pays for successful outcomes.  Instead of reporting on how much work was 

done and other inputs consumed, PFS seeks to learn what works in producing desired outcomes. 

                                                           
8
 In October of 2015, the Beeck Center convened a White House conference on “A New Paradigm for 

Government: Adopting an Outcomes Mindset.”   It laid out an aggressive agenda in their report “Smarter 

Government for Social Impact.”   
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The first Social Impact Bond was launched five years ago in the U.K.  There are now more than 

50 projects underway in 12 countries, including 11 in the U.S. (Time magazine) These programs 

are directed to outputs such as reducing spending for foster care, special education, prisons (by 

increasing prevention and reducing recidivism), welfare and health care. 

In 2012, Baltimore’s Abell Foundation awarded a grant of $164,248 to the Baltimore City Health 

Department.  Nurses at Johns Hopkins provide home-visiting services to children with severe 

asthma, reducing stress on mothers and the affected children. The programs is investment-worthy 

because enough money is saved by reducing trips to hospital emergency rooms to pay for the 

services.  

Elmira, N.Y., Memphis, Tennessee, and Denver, Colorado have piloted Nurse-Family 

Partnership programs to help poor, first-time mothers. The programs cut child abuse and neglect 

by half.  Mothers stay in the work force longer; children are less likely to be arrested; and 

spending for welfare, food stamps and Medicaid is reduced. Investments that captured these 

savings would provide an attractive rate of return in today’s financial markets. 

PFS moved from community-based pilots to state-wide initiatives in February of 2016 when 

Republican Governor Nikki Haley and Democratic Governor Dannel Malloy independently 

announced PFS programs for their home states. South Carolina will expand their Nurse-Family 

Partnership: Specially trained nurses will help vulnerable first-time mothers achieve healthy 

pregnancies and positive child development.  Connecticut’s Family Stability Project will serve 

families with substance abusers and children up to the age of six.  A treatment team will visits 

the client’s home to promote positive parent-child interactions, increase parental awareness and 

understanding of child development, and help parents maintain their recovery.  

Institutions are building the infrastructure to bring PFS to scale. Among the most ambitious 

effort is at the Urban Institute where the Laura & John Arnold Foundation funded the Pay for 

Success Initiative (PFSI) in March 2015. Over the next three years, Urban will serve as a 

knowledge intermediary for PFS.  The goal is improving transactions based on rigorous research 

and accurate evaluations.  They will develop toolkits and templates, provide training and 

technical assistance, and share lessons learned.  (Urban) 

Sonal Shah heads the Beeck Center for Social Impact & Innovation at Georgetown University.  

Formerly on staff in the Obama White House, Dr. Shah managed to get a $300 million Pay for 

Success Incentive Fund into the President’s budget at the Department of the Treasury.
9
   

(Georgetown) 

Pennsylvania State University is home to the Bennett Pierce Prevention Research Center at 

conducts research on “risk and protective factors and their relation to well-being and 

maladaptation.” 

                                                           
9
 The Congress has not seen fit to fund this initiative. Knowledgeable observers do not predict more 

success with the Congress this year.   
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Social Finance US is a nonprofit intermediary developed by Social Finance UK, to bring the SIB 

model to the United States.  These two organizations, together with Social Finance Israel, form 

the Social Finance Global Network.  Social Finance brings together players and investors.  For 

example, they helped the Center for Employment Opportunities and the State of New York 

launch a Pay for Success project to increase employment and improve public safety in New York 

City and Rochester. The project was financed, in part, by individual investors via a wealth 

management platform (Bank of America Merrill Lynch).  (socialfinance.org) 

Social Finance helps interested parties deal with complexity, one of the obstacles that needs to be 

fixed if PFS is to become widespread.  The Nurse-Family Partnership Project in South Carolina 

illustrates the challenge.  The state’s Department of Health and Human Services (SCDHHS) will 

lead the project.   The nationwide Nurse-Family Partnership, which already serves 1,200 families 

in South Carolina, will be the service provider for the next four years. The evaluation, will be led 

by J-PAL North America at the Massachusetts Institute of Technology. It will include a 

randomized controlled trial to measure the: 

• Reduction in preterm births 

• Reduction in child hospitalization and emergency department usage due to injury 

• Increase in healthy spacing between births 

• Increase in first-time moms served in ZIP codes with high concentrations of poverty,  

South Carolina, including a consortium of private funders ($4 million) will make up to $7.5 

million in “success payments” if J-PAL North America finds positive results.  (scdhhs.gov) 

Social Finance helped with the program design. It also negotiated and will coordinate 

performance management services which will be provided, in part, by the Harvard Kennedy 

School Government Performance Lab.   Social Finance also helped the state raise capital from 

philanthropic funders. The Duke Endowment committed $8 million and BlueCross/ BlueShield 

pledged $3.5 million. Medicaid will fund approximately $13 million via a 1915 Medicaid 

Waiver awarded to the SCDHHS.  

Five kinds of organizations participate in PFS scenarios such as the South Carolina initiative: 

governments, providers and knowledge intermediaries, independent evaluators, financial 

intermediaries, and private funders.   

1. Government agencies that lead the program to reduce spending and/or increase revenues 

and use the savings to pay the providers and investors.  For example, the Hopkins program 

reduces Medicaid spending for visits to the emergency room.  To make it work financially, the 

federal and state Medicaid agencies must, in turn, allocate part of their savings to pay for the 

nursing services.  

Agencies will have to abandon their traditional silos to make the program work.  John Roman at 

the Urban Institute has identified the “wrong pockets” problem where the agency that bears the 

cost of implementation does not receive the primary budgetary benefit.  If reducing the incidence 

of asthma reduces costs of special education why shouldn’t the Education Department pay part 

of the bill for Hopkins’ nurses? 
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2. Providers of the goods and services such as the Visiting Nurse organizations, that actually 

carry out the work. They may be supplemented by “Knowledge Intermediaries;” such as Social 

Finance to identify and recommend high-performing providers, help structure the project, 

provide course correction during implementation, and, working with the independent evaluators, 

conduct ongoing research.   

3. Independent evaluators, the projects’ auditors, determine if the program has met the 

agreed upon outcomes.  The discipline imposed by the PFS will strengthen the need for serious 

evaluations of project results.  Rigorous evaluation will help the field learn how to intervene 

more effectively by promoting a comprehensive and long term approach to social problems.    

4. Financial intermediaries structure the project and raise up-front funding.  They 

intermediate between investors (savers) and the investors or providers.  Goldman Sachs, for 

example, bought SIBs to finance pre-kindergarten education in Chicago.
10

  The city repaid 

Goldman and other private lenders with funds saved when at-risk students avoided special 

education and its related expenditures.  Sometimes, intermediaries may act as investors and take 

an equity position.  As intermediaries’ experience grows, they should be able to bring some 

standardization to PFS projects, reducing the now substantial transaction costs of complex, 

customized initiatives. 

5. Investors who may be private or philanthropic funders that provide up-front financial 

support and receive a return if the project succeeds.  As in a typical venture capital model, they 

(often philanthropies) may provide seed capital or funds for expansion at later stages.  While 

some investors may have social as well as financial reasons for investing, they will bring more 

market discipline and reduce the political pressures for project selection and operation.  Many 

good things can be said for getting Washington out of the project selection process.  “Bridges to 

nowhere” will be less likely and projects that aren’t producing will stop. 

A few things should be clear about the PFS approach. The good news is that it should improve 

the quality of government programs: focusing on meaningful outcomes and learning how to 

achieve them, promoting innovation, multiplying success and killing off failures and learning 

which factors make the difference.   

The bad news is that institutional capacity -- in evaluation, deal making, and innovative thinking 

– has to be built before Social Impact Bonds can attract billions of dollars.  There are important 

reasons, however, not to wait any longer than necessary.  As always, there are the children 

growing up disadvantaged now who desperately need better lives.  More immediately, there is 

the threat of slow growth or even a recession that will take a disproportionate toll on these same 

poor families.  The HR bonds described in the next section are proposed as a way to move 

quickly. 

 

 

 

                                                           
10

 The project in Chicago has been criticized for setting goals that were too easy to reach. 
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Realizing the Opportunities: Human Resource Bonds 

State and local governments raise about $400 billion annually in the bond market for 

infrastructure and public facilities.  About half of the total is revenue bonds, funding projects that 

produce a stream of revenues; toll roads, water authorities, sewage plants, and public housing are 

typical.  Most revenue bonds start with a state or city developing a plan for a project, maybe with 

an engineering consultant, and estimating the cost.  It issues bonds to finance the project and 

contracts with the builder who has submitted the winning bid.  Progress payments are made to 

the contractors with a final payment after the project is completed satisfactorily.  Once the 

facility is complete, sometimes many years after the bonds have been floated, tolls or bills or 

rents begin to be collected.  Meanwhile the government makes payments to bondholders 

according to the terms of the bond.  If revenue is less than anticipated the municipality or state 

bears the loss; if greater, the municipality adds the surplus to the General Fund. 

General Obligation (GO) bonds account for the remaining half (about $200 billion) of municipal 

bonds.  The purpose is generally economic development which has diffuse and difficult to 

measure effects.  Convention Centers, parks, sports stadiums, and museums are typical.  The 

process is much like the toll road in that a consultant or architect develops plans, contractors bid, 

a bond is issued to cover the bid, and time – maybe years – go by before the building is complete 

and ready to use.   

In the GO case, the “full faith and credit” of the city or state backs the bonds.
11

  Revenue may be 

collected in admission fees or rents paid by football teams but these often go to on-going 

expenses such as maintenance.  Generally, there is no attempt to isolate the economic effects of 

the new addition to the city’s infrastructure, although specific numbers of jobs or visitors may be 

predicted when trying to convince the public to approve the bond.  Sports stadiums have been 

criticized as never achieving the development goals promised when selling the idea to city 

residents.  Economists also complain because the bonds are interest free, becoming a burden on 

taxpayers living elsewhere who receive no benefit. If the economic benefits are less than 

expected the city or state budget will suffer, but no one will be accountable.  If the team is a 

winner or the museum displays good art, most citizens will be happy. 

The proposed HR bond is a Social Impact Bond (SIB) directed to developing human resources 

and building a Learning Society.  These HR bonds would have some features of both revenue 

and GO bonds, as well as some unique characteristics.  Analogous to investments in physical 

assets, an outside consultant working with the relevant agencies will design the interventions.  

(Social Finance fills that role in the South Carolina example.) The HR bonds will then be floated 

to cover the cost of the planned intervention(s).   

Unlike revenue bond projects, successful HR bond projects will not produce income but, instead, 

reduces spending.  (In the long term, however, tax revenues may increase.)  Another difference 

                                                           
11

 Sometimes, as in the case of Jefferson County Alabama, Stockton California and Detroit Michigan that 

is not enough.  Ditto Puerto Rico.  In some states, notably California, a super majority may be needed to 

approve the GO bond if tax increases are required to pay the bondholders. 
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from both revenue and GO bonds is that the investment is in human, rather than physical, 

resources.  Thus, there is no physical collateral.  Also, unlike infrastructure projects, the jobs 

generated will be providing human services – nurses, teachers, social workers – rather than 

construction workers.   The human services jobs will last longer than the construction jobs – and 

so will the obligation to pay wages.  

The deals are complicated.  The project in South Carolina, for example, is planning to measure a 

broad range of outcomes, requiring a very different due diligence process than the one most bond 

investors are familiar with.  Private investors are unlikely to possess the expertise needed to 

estimate the cost savings from reducing preterm births, child hospitalization and emergency 

department usage due to injuries, and the cost of unwanted pregnancies.   

These differences and the other novelties of HR bonds are going to raise questions in investors’ 

minds.  The cardinal rule in most revenue bond investments is: Don’t lose principal. In a 

conventional revenue bond project — for example, building low-income housing — deals are 

structured so that the lenders’ principal is paid back plus interest once tenants move in and rental 

income begins to flow. To ensure this outcome, due diligence is intense and the lending terms are 

exacting, designed to protect lenders against possible contingencies. If a housing deal over 

estimates rental income or construction problems lead to cost overruns lenders can still expect to 

receive rental income eventually and thus to recover.  If a developer goes bankrupt, or 

unexpectedly fails to qualify for federal rental subsidies, the lender could sell the property to 

recover some or all of its principal. The risks for a loan to build low-income housing are 

manageable.  

There will have to be some way to mitigate risk if a substantial volume (in the billions of dollars) 

of HR bonds are to sold.  Although the risk is contained in PFS projects because the provider is 

only paid for results fear of a loss is always present in new endeavors.  The bond holder may be 

made more comfortable if the state pledges to pay but then the state carries more risk.  The 

federal government could help share that risk through loan guarantees. 

There is a precedent in the financing authority developed by the U.S. Agency for International 

Development.  “USAID’s Development Credit Authority (DCA) uses risk-sharing agreements to 

mobilize local private capital. DCA seeks to prove the commercial viability of underserved 

markets.  DCA has assisted private financing financial institutions in making $3.7 billion in 

loans.  The DCA guarantees 50 percent of the loan for the local project.  The USAID mission’s 

budget only has to cover the actuarially estimated potential loss. (USAID)  

To reach the volume of funds needed social impact bonds must attain characteristics of other 

capital markets.  There at least two models: One uses SIBs to invest in innovation and test it at a 

larger scale — a financing vehicle appropriate for investors able to take risks similar to those 

taken by philanthropists or venture capitalists. The other uses SIBs to replicate relatively low-

risk, proven interventions capable of providing the “safe” returns sought by community 

development lenders.  As in the startup world, the two models can be used in sequence; the first 

for early funding and the second for later stages. 



18 

 

Some large players are already participating in SIB projects.  According to the 2015 Impact 

Investor Survey by J.P. Morgan, capital raised for this kind of investment increased from $4.7 

billion in 2014 to $7.1 billion in 2015 in the U.S.  The Pritzker Family Foundation, the Goldman 

Sachs Urban Investment Group, and the United Way of Salt Lake are attempting to build 

precisely this kind of capital market in Utah with a social impact bond that funds preschool. The 

Utah SIB aims to enroll children identified as being at risk of eventually needing costly special 

education.  Investors put up $7 million to fund the preschool programs, with payback contingent 

on reductions in the need for special education services.   

Massachusetts passed legislation setting up a trust fund that authorizes the executive branch to 

enter into SIB-like arrangements and that appropriates money specifically for SIB projects.  

While some standardization is needed it is also imperative that there be at least as much 

flexibility as current GO bonds provide to states and localities.  Local priorities and ways of 

doing business must lead the way. 

John Roman, at the Urban Institute, argues that the supply of funds is not the bottleneck, but 

rather that politicians are not eagerly demanding funds for PFS programs.  Often being in favor 

of helping a particular group has more political implications than the risk that the actions taken 

might work out less well than hoped.  My view is that many politicians have not understood that 

(a) human resources are key to their city/state's economic development and (b) they can defer the 

taxes required to pay for them until (and only if) there is proof that the intervention works as 

promised. 

 

Summary: Toward a Learning Society 

Democracies, including the U.S., and individuals, maybe you and surely me, are often slow to 

take action before a problem becomes a crisis.  Whether it is global warming, slow economic 

growth, income inequality, the quality of our future workforce, or the competence of the 

government to act, it is easy to let inertia slow things to a crawl.   

Also, policymakers rarely consider two or more problems simultaneously.  The ruling mantra is 

that any one problem calls for one set of responses.  A recession calls for stimulus from 

monetary and fiscal policy.  Some thoughtful observers even call for “helicopter money,” just 

print money and drop a $1,000 on everyone to spend as they see fit
12

.  Reform education to 

prepare the future labor force.  Use evidence from random trials to fix government programs.  

End trade to produce enough good jobs for everyone.  It is more complicated to look at all these 

problems at once, but often intractable problems can only be solved by taking a wider view.  

                                                           
12

  “Let us suppose now that one day a helicopter flies over this community and drops an additional 

$1,000 in bills from the sky, which is, of course, hastily collected by members of the community. Let us 

suppose further that everyone is convinced that this is a unique event which will never be repeated." 

(Milton Friedman, “The Optimum Quantity of Money,” 1969) 
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Specifically, investment in plant and equipment that is insufficient to maintain vigorous 

economic growth is an opportunity to build a Learning Society while borrowing is cheap. 

The title of this World Economic Association series is: Can We Bend the Arc of Global Capital 

toward Justice?  This paper suggests not only can that be done that but the effort will call forth 

enough additional investment to increase economic growth, improve equity, and build a stronger 

future workforce.  One reason to act now is the fortuitous acceptance of PFS as the go-to 

technique for developing and funding cost-effective interventions that promise higher returns 

than government bonds.  Investments in PFS projects with less risk than other higher return 

vehicles. 

Most important and most unusually there are trillions of unused dollars in either very risky or 

very low return investments.  Much attention has been paid to foreign profits held abroad. 

Standard & Poor’s estimate of untaxed foreign earnings exceeds $2.1 trillion.  Can a bargain be 

struck that brings some back at lower tax rates if invested in HR bonds?  By Forbes’ accounting, 

big companies are holding about $5 trillion in cash.  Is there no way to entice that and some of 

the $5.7 trillion in negative-yielding sovereign bonds?    Wealthy philanthropic individuals may 

be satisfied with doing reasonably well with low-return low-risk investments.  Companies under 

anti-trust or tax avoidance pressure may want to become good guys in the public view. 

Black Rock, the world's largest asset manager, recently cut its expectations on the five-year 

returns on U.S. investments; bonds would lose money after adjusting for inflation.   “We would 

seem to need another credit boom somewhere” says financial columnist Martin Wolf (Financial 

Times, World Economy Special Report, October 9, 2015).  He is sarcastically referring to booms 

such as those in real estate, whether in China or the U.S. that temporarily boost employment in 

construction but are paid back later with a bust.
13

  

Some investment produces little economic activity.  Mergers and acquisitions and buying back 

stock fall in that category.  Economically meaningful investment increases productivity or 

capacity and, thus future output.   According to the OECD, the percentage of GDP invested in 

plant and equipment has fallen in both Europe and the US in recent years. In the US, it fell from 

8.4% in 2000 to 6.8% in 2014; in the EU, it fell from 7.5% to 5.7% over the same period. Other 

data provide a similar picture.   

“Profits are at near-record highs, thanks to a substantial decline in the percentage of G.D.P. 

going to workers. You might think that these high profits imply high rates of return to 

investment. But corporations themselves clearly don’t see it that way: their investment in plant, 

equipment, and technology (as opposed to mergers and acquisitions) hasn’t taken off, even 

though they can raise money, whether by issuing bonds or by selling stocks, more cheaply than  

ever before,” says  Paul Krugman (4/18) 
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  “China debt load reaches record high as risk to economy mounts,” is a headline in the Financial Times 

of April 25.  Their total debt is now 237 percent of GDP. 
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  “… large corporations are sitting on hundreds of billions of dollars – indeed, trillions if 

aggregated across the advanced economies – because they already have too much capacity” 

repeats Joe Stiglitz. If these two Nobel Prize winners are right, and they are, why is the country 

not investing more in human resources?  (Stiglitz) 

Stubborn mindsets often impede change in ways that seems foolish in hindsight.  Most investors 

are comfortable with long-term investments in physical resources and infrastructure, not human 

resources. The mind-set emerges from a model built on a manufacturing economy that depends 

on investment in plant and equipment that are producing more and better widgets.  But only 12.3 

million workers, 8.7 percent of total U.S. employment, work in manufacturing.  Instead, we have 

a services economy more dependent on investment in human resources.  Employment in 

Education and Health Services is 22.4 million workers, about 16 percent of the total, almost 

twice the manufacturing share.  In this sector, and increasingly in manufacturing also, skilled 

humans and open-minded decision-makers are the keys to success. 

Sapiens: A Brief History of Humankind by Yuval Noah Harari is an immodest book that seeks to 

explain all of life’s mysteries.  One mystery is why Europe became the engine of world 

economic growth at the end of the fifteenth century at a time when most of the world’s GDP was 

produced in Asia.  His answer is it was science and capitalism built on a mindset that valued 

learning and believed in progress and a more profitable tomorrow. Adventurous explorers, 

curious scientists, and investors willing to risk their money on finding new colonies and new 

products were the unique European economic engine. 

Robert Gordon’s book is pessimistic about the future of learning and progress and, therefore, 

about our economy’s growth.  He thinks our best inventions – electricity and the internal 

combustion engine – are behind us.  It is well that Edison did not think that the best was behind 

us when cave dwellers learned to speak and use fire.  Gordon thinks the American productivity 

growth of the decades before the 1970s cannot be repeated in a service economy. If he had 

written in the 1500s, he might have said that there was a limit to how productive hunting and 

gathering could become.   

Abundance: The Future Is Better Than You Think, by Peter H. Diamandis and Steven Kotleris, is 

an antidote to Gordon’s pessimism. These authors foresee "a world of nine billion people with 

clean water, nutritious food, affordable housing, personalized education, top-tier medical care, 

and non-polluting, ubiquitous energy.”  Where we end up in the spectrum between Gordon and 

Diamandis will depend on many unpredictable and uncontrollable factors.  How we treat our 

children will be crucial under almost any possible scenario. 

Undoubtedly, the future will be challenging and the international competition for good jobs will 

be stiff.   In that environment, the case for more learning is clear.  We may not know how to 

produce scientific genius or entrepreneurial skill.   But we do know that poverty and stressed out 

mothers or lead in the water are unhelpful.  We do know that if the country does not invest in the 

almost one million children born in poverty every year productivity will falter and income 

disparity will grow.  Failing to make that investment when interest rates are so low would be 

immoral as well as foolish. 
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