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JUNE 18, 20151

Hartmut Berghoff
GERMAN HISTORICAL INSTITUTE

This essay does not present the results of original research, but 
rather refl ections based on what I have observed as a contemporary 
witness while living in the United States during the Obama years. 
I will examine some economic and social trends and ask what they 
might mean for the future. I will also discuss whether we are likely 
to see a continuation of the “American Century” or the demise of the 
world’s economic superpower. I am well aware that thirty years from 
now, researchers with the benefi t of hindsight and access to sources 
might give a very diff erent account. 

Introduction

I entered the United States on March 31, 2008, as the fi nancial crisis 
and the subsequent recession, the gravest since the Great Depression, 
were unfolding. The housing market was in free fall and Wall Street 
was reeling. On September 15, 2008, Lehmann Brothers collapsed; 
this was the largest bankruptcy in American history. A meltdown 
of the world’s entire fi nancial system became a real possibility. On 
October 3, President Bush signed the Troubled Asset Relief Program 
(TARP). In real terms, TARP was more than three times as large as the 
assistance Herbert Hoover had granted to banks in 1932. The promise 
to purchase or insure up to 700 billion dollars of “troubled assets” 
prevented a wildfi re and saved the world from a catastrophe. TARP 
was amended several times by the Obama administration. By 2014, 
the government had managed to sell most of the “troubled assets” it 
had acquired through TARP and even made a small profi t on them.

Living in Washington through the turmoil of the fi nancial crisis was 
a special experience for me. It is not every day that an economic 
historian witnesses such dramatic developments fi rst-hand, even if 
I was not always immediately aware of the things that were going on 
in this city. A historic moment I did not miss occurred on November 
4, 2008, when the fi rst African-American was elected President of 

1   This is a revised version 
of my farewell lecture, 
delivered at the GHI on 
June 18, 2015. This pub-
lished version closely 
follows the original manu-
script. Therefore notes are 
kept to a minimum.
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the United States. Aft er the results were 
announced, thousands of Washingtonians 
took to the streets. Many were singing, 
dancing, hugging each other and chanting 
“Yes, we can!” I stood at the corner of U 
Street and 14th Street, the epicenter of the 
last race riots in DC in 1968. Now, blacks 
and whites were united in an atmosphere 
of joy. It was an emotionally charged night, 
a moment when you felt that history was 
making a big, irreversible step forward. In 
DC, where 92 percent of the electorate had 
voted for Obama, a sense of relief was in the 
air aft er what was perceived by many as the 
oppressive Bush years. Thousands went to 
the White House and joyfully chanted: “Bye, 
bye, Bush.” Expectations for his successor 
were extremely high, not least because the 
Obama campaign had depicted its candidate 
as a kind of messiah. Obama himself made 
far-reaching promises to build nothing less 
than a new America. In this elated atmo-
sphere it was easy to lose sight of realism. 

And this mood lingered on, despite the dark clouds the recession was 
casting over the country. The number of people losing their jobs or 
homes, or both, was increasing. 

Before Obama could take any action he had to be inaugurated. On 
January 20, 2009, I witnessed the ceremony in person, along with 
about two million other people on the Mall. The event was somehow 
tarnished, however, as neither Chief Justice Roberts nor Obama 
remembered the correct wording of the oath of offi  ce. To remove any 
doubt about his legitimacy, Obama had to take the oath again one day 
later. 

In his inaugural address, the new president again raised expectations 
to unrealistic highs. In a brilliant speech full of biblical metaphors 
and historical references, he promised to overcome “greed and ir-
responsibility” and to “prepare the nation for a new age.”

Today I say to you that the challenges we face are real, they 
are serious and they are many. They will not be met easily 

Figure 1. Iconic mural from 
the 2008 presidential cam-
paign. Photo by Flickr user 
J.E. Theriot, licensed under 
CC 2.0.
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or in a short span of time. But know this America: They 
will be met. . . . On this day, we gather because we have 
chosen hope over fear, unity of purpose over confl ict and 
discord. . . . The time has come to reaffi  rm our enduring 
spirit; to choose our better history; to carry forward that 
precious gift , that noble idea, passed on from generation to 
generation: the God-given promise that all are equal, all are 
free, and all deserve a chance to pursue their full measure 
of happiness. . . . This is the journey we continue today. We 
remain the most prosperous, powerful nation on Earth. . . . 
Starting today, we must pick ourselves up, dust ourselves 
off , and begin again the work of remaking America.2

The president did not have much time to ponder the ceremonial 
blunder of his inauguration, as the pressing economic problems 
required immediate attention. He had already announced a huge 
“recovery plan” and stated that there was “no disagreement” on 
its necessity. About two hundred economists contradicted him, 
saying that it was naïve to believe that more government spending 
would improve economic performance. Eleven days later about 
two hundred other economists signed a letter stating the exact 
opposite. 

The American Recovery and Reinvestment Act (ARRA), commonly 
referred to as the Stimulus or Recovery Act, was signed into law on 
February 17, 2009. It comprised job creation and relief programs as 
well as investments in infrastructure, education, health, and renew-
able energy. The total cost is expected to exceed 830 billion dollars 
by the time the Act expires in 2019. Not surprisingly, the results of 
ARRA have been subject to controversy. Scholars disagree on the 
number of extra jobs it created and whether it had any impact on the 
business cycle. They argue over whether too much or too little money 
was spent. I am sure ARRA off ers enough material for hundreds of 
doctoral dissertations. Yet it is undeniable that ARRA helped pull 
the country out of recession. ARRA modernized parts of the country; 
just think of the expansion of broadband services and renewable 
energy. At the same time, however, ARRA also exacerbated the debt 
problem. 

The gravest recession since the Great Depression reached its trough 
in the last quarter of 2008, when real GDP shrank by 8.3 %. In the 
fi rst quarter of 2009, that is, before ARRA, the growth rate was 

2   Transcript, Barack Obama’s 
Inaugural Address, New 
York Times, January 20, 
2009. 
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-5.4 percent; in the 
second quarter, it 
was 0.4 percent. 
The recession was 
technically over by 
the third quarter of 
2009, but it was fol-
lowed by a period 
of low and volatile 
growth. 

The labor market 
went from near full 
employment to 10 % 
unemployment in 

2009. The tide turned in the fall of 2009, when a steady reduction 
in the unemployment rate set in. The offi  cial statistics overstate the 
improvement because some people dropped out of the labor market. 
By February 2015, the unemployment rate was 5.5 % in the United 
States and 9.8 % in the EU. The United States has thus overcome 
the crisis relatively fast. It is striking that Obama has received hardly 
any credit for this. 

Even if we agree that the United States recovered relatively well, we 
should ask ourselves whether the country is well prepared for the 
future. This article will fi rst address factors that suggest a negative 
answer. Then some factors pointing in the opposite direction will be 
discussed. But let us start with some rather depressing facts. I see 
eight impediments to growth and prosperity.

I. Impediments to Growth and Prosperity

1. Deep Social Divisions

Fig. 3 depicts the distribution of U.S. household wealth since 1913 
and compares the share of the lower 90 % of all households with 
the share of the richest 0.1 %. The gap between the super-rich and 
everyone else began to narrow in 1929 and continued to narrow 
until 1979. Since then, however, it has widened steadily. The tiny 
top group expanded its share of all household wealth from 7% to 
22%, and the majority received an ever smaller share of the overall 
increase in wealth.3

3   See also Thomas Piketty, 
Capital in the Twenty-First 
Century (Cambridge, 2014), 
22-24.

Figure 2. Real GDP Growth, 
2007-2015 (Percent 
change in GDP from prior 
quarter, annual rate). 
Source: U.S. Bureau of 
Economic Analysis, Sea-
sonally adjusted at annual 
rates. Last revised on 
May 29, 2015.
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The social position 
of African-Ameri-
cans and Hispan-
ics has deteriorated 
compared to white 
Americans since 
2010, aft er a period 
of shrinking dif-
ferentials. White 
Americans’ median 
household wealth 
was ten times as 
large as African-
Americans’ wealth 
in 2010, but thir-
teen times as large 
in 2013. The average 
black household then had a net worth of $11,000, the average white 
household one of $142,000. The diff erences had been smaller in 
most years of the 1980s and 1990s.4 Not only did economic inequality 
between the races not diminish during the Obama presidency, but it 
actually grew signifi cantly. 

Part of the widening gulf is due to the shrinking of the middle class. 
During the recession, many families sank into the lower strata of 
society, even into poverty. The middle class is the foundation of 
society. If its weakening continues, this will have serious repercus-
sions. Aft er rising for many decades, average income in real terms 
has been declining since 1999. At the heart of the American dream 
is the belief that each generation will do better than their parents, 
but this dream is fading. Today, Americans in their forties are earn-
ing less, on average, than their parents did at the same age in real 
terms. 

2. Unequal Distribution of Social Capital and Educational 
Opportunities

We also see an alarming trend toward rising inequality when it comes 
to social capital. More and more children live in single-parent house-
holds. About 65 % of these children have parents whose educations 
ended with the high school diploma or no diploma. By comparison, 
only 10 % of children whose parents are college graduates are 

4   PEW Research Center, 
http://www.pewresearch.
org/fact-tank/2014/12/
12/racial-wealth-gaps-
great-recession. 

Figure 3. Distribution of 
U.S. household wealth, 
1913-2013. Source: 
Emmanuel Saez and 
Gabriel Zucman, “Wealth 
Inequality in the United 
States since 1913,” in 
NBER Working Paper 
20625, pp. 1-46.
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living in a single-parent household. Being raised by a single parent 
might not be so terrible when that parent earns 150,000 dollars or 
more, but most earn considerably less. Statistically, growing up in 
a single-parent family presents a strong risk of future poverty and 
a higher incidence of emotional and social problems. Growing up 
with two parents increases a child’s chances of future educational 
and occupational success. 

The main factor determining the likelihood that a young person will 
attend college is their social origin. It all comes down to class, and 
the social divide is growing. Despite some progress through affi  rma-
tive action, we are still dealing with a vicious circle. By and large, the 
U.S. educational system does not foster social mobility but, rather, it 
reinforces existing social divisions. 

Although the middle classes still send their children to college, the 
American Dream shatters when these college graduates cannot fi nd 
jobs that are suffi  ciently well paid for them to pay off  their student 
loans. Student loan debt has more than quadrupled over the past 
twenty years. Tuition in real terms has almost quintupled since 1983. 
Does it still pay to go to college? In most cases it does. But growing 
numbers of recent graduates are moving back in with their parents 
and are saddled with debt for decades. College is still a doorway to 
higher incomes for most students, but the returns are decreasing. 
There is a clear downward trend as college tuition grows faster than 
middle-class incomes. 

3. Wasting Human Capital

The United States has the highest incarceration rate in the world. 
It is seven times as high as Canada’s and ten times as high as 
Germany’s. The number of Americans in prison has more than 
quadrupled since 1980. 2.4 million Americans were incarcerated in 
2013; that is almost four times the population of Washington DC. 
In some prisons it costs as much as 60,000 dollars a year to keep 
a person behind bars: it would oft en be cheaper to send inmates to 
college instead. But for most inmates prison is a dead end. Within 
three years of their release, about two-thirds return to prison. The 
numbers are even bleaker when we look at the total correctional 
population, that is, prison inmates plus off enders on probation or 
parole: in 2013 that number stood at 6.9 million, or 1 in 35 adults.5 Af-
rican Americans and Hispanics are strongly overrepresented among 
this group.

5   Bureau of Justice, http://
www.bjs.gov/index.
cfm?ty=pbdetail&iid=5177. 
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The high recidivism 
rate is a sign that 
most prisoners do 
not get a second 
chance. Given its 
enormous expense, 
the correctional 
system could help 
educate, train, and 
reintegrate millions 
of Americans, but 
this does not hap-
pen. In short, a 
considerable part of 
the population is ex-
cluded from society 
and locked away at 
immense financial 
and social cost.

Another extremely wasteful system is public education in inner cities 
and rural areas outside wealthy suburban school districts. In Wash-
ington DC in 2013, tests revealed that more than 51 percent of the 
eighth graders in public schools were not profi cient in reading and 
39 percent were not profi cient in math. These abysmal fi gures were, 
in fact, seen as a sign of progress because in 2004 the fi gures were 
71 and 59 percent respectively. If a school system claims to have 
improved when half of its students still cannot properly read, the situ-
ation is dire. No progress at all was reported on racial and social equal-
ity. “Gaps between White, Black, and Hispanic student performance 
have remained constant over the past decade, with no signifi cant 
gains in either direction. On average, White students scored between 
50–60 points higher than Black and Hispanic students.”6 Readers of 
the local pages of the Washington Post regularly learn of the schools’ 
problems, from crumbling buildings to lackluster teaching, from ver-
min infestations to truancy and even absent teachers. In 2007 a new 
Chancellor of DC public schools, Michelle Rhee, a daughter of South 
Korean immigrants, tried to aggressively cure the system through 
quick and radical reforms such as school closures and the fi ring of 
underperforming principals and teachers. In eff ect, she antagonized 
teachers unions and their supporters, as well as many parents, and 
stepped down in 2010. It is not only in DC that the public school 
system fails families who cannot aff ord an alternative. Again, black 

6   Harlem Times, Feb. 15, 
2014. See also Washington 
Post, December 18, 2013. 

Figure 4. Total adult cor-
rectional population, 1980-
2013 (in millions). Source: 
Bureau of Justice Statis-
tics, Key Statistics.
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and Hispanic kids are strongly overrepresented in these struggling 
institutions. 

When the Obamas moved to Washington, some observers expected 
a clear sign in favor of public schools, but instead the fi rst couple 
sent their daughters to a highly selective private school. This deci-
sion to follow a pattern set by the white upper class caused much 
controversy. Jimmy Carter was the last president who sent his child 
to a public, predominantly black school — an act that was regarded 
as highly symbolic. 

One of the richest nations in the world allows social divisions to re-
produce themselves in the school system. This deprives millions of 
children of the chance for a better future. It also weakens the overall 
qualifi cation of the workforce. The skills gap, which aff ects mainly the 
lower and middle segments of the bifurcated labor market, weakens 
America’s international competitiveness. OECD studies show that, 
when compared to 21 OECD countries, students in American schools 
ranked second to last. In reading, writing, and problem-solving 
capabilities, 16 to 34 year olds from the United States were signifi -
cantly below the OECD average.7 Other tests show that the literacy 
and numeracy skills of U.S. workers have declined over the last two 
decades and lag behind those of workers in other industrial nations. 
While Americans did not do so badly on average, the gap between 
well-qualifi ed and poorly trained Americans is growing.8

As a result, “advanced industries,” that is, companies engaged in 
technology research and development, face a labor supply challenge 
that places a drag on their competitiveness. Their demand for highly 
qualifi ed staff  comes up against an insuffi  cient system of education 
and vocational training. This is even more worrying, as globalization 
and technological progress are increasing skill requirements.9

4. The Health Crisis 

Education, social status, and health are closely linked. The average 
level of Americans’ health is deteriorating fast. 71 % of 17-to-24-
year-olds would not qualify for military service because of physical, 
behavioral or educational shortcomings. Many lack the required high 
school diploma or fail the army’s relatively undemanding academic 
test. The single most important reason for disqualifying new recruits 
was physical defi ciencies, above all, obesity. The situation is so bad 
that in 2009 retired military leaders formed a nonprofi t to lobby for 

7   See OECD, Education GPS, 
United States, http://
gpseducation.oecd.org/
CountryProfi le?primary
Country=USA&treshold=
10&topic=AS. I thank Andrea 
Noske, Head of the Science 
and Technology Section of the 
German Embassy in Washing-
ton, for drawing my attention 
to these surveys.

8   http://www.theatlantic.com/
education/archive/2015/02/
the-skills-gap-americas-
young-workers-are-lagging-
behind/385560/

9   Mark Muro, et al., America’s 
Advanced Industries 
(Washington DC: Brookings 
Institution, 2015), 7-8, 
http://www.brookings.edu/
~/media/Research/Files/
Reports/2015/02/03-
advanced-industries/fi nal/
AdvancedIndustry_
FinalFeb2lores.pdf ?la=en.

32   BULLETIN OF THE GHI | 57 | FALL 2015



Features           Conference Reports           GHI News

improved nutrition in schools.10 Normally, one would not associate 
the army with an interest in healthier food. In 2009-10, 69.8 % of all 
American adults were overweight or obese, 35.7 % obese, and 6.3 % 
extremely obese. Again, social and racial divisions stand out.11 This 
is bad news for future medical costs, for productivity at work, and 
for national security. 

5. The Crisis of the Health System

Health costs are rising faster than GDP. They accounted for 5 % of 
GDP in 1960. In 2013, this fi gure was 17.9 %. This is nearly double the 
rate of most other developed countries. In terms of results, the United 
States mostly ranks below these nations.12 The system has so far been 
excessively expensive, ineffi  cient, and socially divisive, and has denied 
a signifi cant portion of the population regular access to health care.

The Patient Protection and Aff ordable Care Act (PPACA), commonly 
referred to as Obamacare, was signed into law by the President in 
March 2010. It represents the most thorough overhaul of the U.S. 
healthcare system since the passage of Medicare and Medicaid in 
1965. This highly controversial law was intended to lower the unin-
sured rate, to improve the quality and increase the aff ordability of 
health insurance, and to reduce the costs of healthcare by subsidies. 

The average number of uninsured during the period from January 
to September 2014 fell by 11.4 million compared to that number in 
2010. The percentage of uninsured adults dropped from 18% in the 
third quarter of 2013 to 11.4% in the second quarter of 2015. While 
Obamacare will continue to be challenged, both politically as well as 
legally, it is highly unlikely that anyone will take away access to health-
care from more than 11 million Americans who are now covered for the 
fi rst time. This reform will certainly be seen by future generations as a 
milestone, as a truly historical achievement of the Obama presidency. 

Whether Obamacare is — apart from the substantial expansion of 
healthcare coverage — going to fulfi ll any of its other promises, re-
mains to be seen. There are no signs yet of substantial cost reductions 
or quality improvements, and an uninsured quota of 11 % is still a 
long way away from universal coverage. 

6. Political Polarization and Gridlock

In 2013, I experienced my fi rst government shutdown. At fi rst, I 
liked it. There was less traffi  c and Washington felt very relaxed. 

10  http://time.com/
2938158/youth-fail-to-
qualify-military-service/ 
and http://www.wsj.com/
articles/recruits-
ineligibility-tests-the-
military-1403909945.

11  U.S. Department of Health 
and Human Services, 
Overweight and Obesity 
Statistics, NIH Publication 
No. 04–4158, updated 
October 2012, p. 3. 

12  Centers for Disease 
Control and Prevention, 
Health Expenditures, 
http://www.cdc.gov/
nchs/data/hus/hus14.
pdf#102.

BERGHOFF | BETWEEN RECOVERY AND DECLINE 33



But the 16 days that 
most federal agen-
cies were closed 
were not so relaxing 
for the furloughed 
federal employees. 
The U.S. economy 
lost about 24 billion 
dollars. Between 
the fall of 2011 and 
January 2014, the 
federal government 
had no regular bud-
get and resorted to 
desperate means 
such as the seques-
ter, which amounts 
to indiscriminate 
cuts affecting all 
branches of the ad-
ministration. By not 

extending the debt ceiling, Congress put the country on the verge 
of bankruptcy.

This failure is indicative of what is known as political gridlock. 
The number of bills passed in the Obama presidency by April 2014 
was at a historic low. Even pressing issues like immigration, tax, and 
entitlement reform have not been resolved. Ideological polarization 
and partisan warfare have led to virtual paralysis. The split-party 
control of the two chambers of Congress has aggravated the situation, 
but the primacy of partisanship is the main culprit. Not surprisingly, 
the rate of Americans who have confi dence in Congress is extremely 
low. According to Gallup polls, Congress’s approval rating reached a 
historic low of 10 % in February 2015.13 

The political system is almost broken. Campaign fi nance and lob-
bying are two potent mechanisms that corrupt lawmaking. Think of 
the manipulative redrawing of electoral districts and of the absurdity 
of the fi libuster. A senator can block a bill from coming up for a vote 
by talking about any topic for as long as humanly possible, unless 
sixty senators move to bring the debate to a close. In other words, a 
minority of 41 senators, who might represent as little as 11% of all 

13  In June 2015 it was up to 
17 %. http://www.gallup.
com/poll/155144/congress-
approval-june.aspx.

Figure 5. Presidential 
vetoes and bills passed, 
1945 - April 2015. Sources: 
US Senate; Govtrak.US; 
Brookings Institution. 
Enacted laws include 
enacted bills and joint res-
olutions. Data from 114th 
session only through 
April 28, 2015.
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voters, can obstruct any piece of legislation. This system clearly is 
not fi t for the twenty-fi rst century. A constitutional amendment is 
called for.

7. The Weakness of Public Administration

In a country that cherishes self-help, it comes as no surprise that 
many challenges that individuals or the private sector cannot deal 
with in an adequate manner are only insuffi  ciently met by public 
authorities. Many branches of administration are known for their 
lack of competence, low productivity, and even lower morale. Ambi-
tious, highly qualifi ed civil servants normally do not stay for long, 
and instead leave for positions in the private sector that pay several 
times the salary of the civil service. The reputation of the “bureau-
cracy” is generally bad.

As a consequence, the administrative environment for research and 
innovation in the United States is far from optimal. Responsibilities 
for research policy are highly dispersed and the mechanisms of sup-
porting research complex, even opaque. The country as a whole does 
not have a coherent national strategy for economic development or 
research. This goes hand-in-hand with diminishing public funds for 
research and innovation. Federal outlays for research and develop-
ment have continuously fallen since the 1960s. Although the decline 
was steepest until the early 1980s, the trend has never been reversed. 
In 1965, federal R&D spending accounted for 11.7 % of the federal 
budget and almost 2 % of GDP, whereas the respective fi gures for 
2015 are 3.6 % and 0.8 %.14 At the same time most states enacted 
massive cuts in their funding for universities. 

The country’s esteem for individualism and private initiative is also 
refl ected in the poor state of many public goods, especially when it 
comes to basic provisions like traffi  c infrastructure, social services, 
and schools. High-speed railway projects proposed by the federal 
government have been stalled or prevented by political circles, who 
regard the use of taxpayers’ money for building modern railways as 
inappropriate because, they argue, such projects would only benefi t 
those who live along the railways. As a result, the United States has 
the most antiquated and ineffi  cient rail system of any industrialized 
nation. 

But roads and bridges are crumbling, too. The streets of Washington 
are full of potholes. According to the American Road and Transportation 

14  American Association for 
the Advancement of Sci-
ence, Historical Trends in 
Federal R&D, http://www.
aaas.org/page/historical-
trends-federal-rd.
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Builders Association, there are “14 ‘structurally defi cient’ bridges 
in the nation’s capital . . . Nationally, 61,064 spans get that broad 
designation, which indicates ‘major deterioration, cracks, or other 
defi ciencies in their decks, structure, or foundations,’ according to 
the U.S. Department of Transportation.”15 

If one were to look for a symbol of this crisis, one might well pick the 
iconic 1930s-era Memorial Bridge in Washington. Leading from the 
entrance of Arlington National Cemetery to the Lincoln Memorial, a 
gateway to the nation’s capital, it had to be partially closed in June 
2015 because it is badly corroded. Its drawbridge has not been opened 
since 1961. The indefi nite imposition of a weight limit and tempo-
rary lane closures implemented in 2015 add not only to commuters’ 
misery, but are seen as a national embarrassment. In the words of 
Northern Virginia’s Congressman Don Beyer, “[t]here is nothing 
more emblematic of Congress’ failure to invest in our nation’s infra-
structure than the bridge that brings people into our nation’s capital, 
a national memorial, falling apart.”16 Only emergency repairs will 
take place in 2015, as funds for a complete restoration are unavail-
able. The National Park Service, which is in charge of the bridge, 
announced the partial closure with a somewhat ironic statement: 
“Symbolically, the bridge was designed to show the strength of a 
united nation by joining a memorial on the north side of the Potomac 
River . . . with one on the south.” The bridge’s eagle sculptures, bas-
relief bison and artistic oak leaves are meant to “invoke national 
strength and unity.”17

Another historic symbol is the interstate highway system, which 
President Eisenhower considered one of the most important achieve-
ments of his two terms in offi  ce. It symbolizes a modern, fully motor-
ized society, although its hidden agenda was shaped by the Cold War. 
The new system was to provide key transport routes for the military 
in case of an emergency, and evacuation corridors for major cities 
if the Cold War turned hot. In 2006, the highway system turned 50 
years old. In that year, Americans spent a total of 3.5 billion hours 
stuck in traffi  c. What an economic waste.

In 2005, the American Society of Civil Engineers issued a scathing 
report on fi ft een categories of infrastructure aft er a large-scale evalu-
ation by thousands of engineers. The power grid, dams, and canal 
locks received especially bad marks. All other categories did only 
slightly better. The best grade, a C+, went to bridges, and even here, 
“160,570 bridges, out of a total of 590,750, were rated structurally 

15  Washington Post, May 28, 
2015. See also Washington 
Post, April 13, 2013.

16  Quoted in Arlington Patch, 
May 30, 2015. 

17  Quoted in Washington Post, 
May 28, 2015. 
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defi cient or function-
ally obsolete.”18 The 
neglected traffic in-
frastructure slows 
the country down, 
creates the risk of 
severe disruption, 
and entails enor-
m o u s  f i n a n c i a l 
follow-up costs. 

8. The Debt 
Problem

The nation’s yawn-
ing gap in infra-
structure funding is 
directly connected to 
another key problem 
of the United States: the gigantic national debt. Figure 6 shows the 
public and intragovernmental debt, and its ratio to GDP. The debt is 
currently at around 100 % of the GDP, which was exceeded only at 
one point in the entire history of the United States, namely aft er the 
Second World War. The ratio was signifi cantly lower aft er the Civil 
War, the First World War, and even aft er 1929.

Under Clinton the debt was signifi cantly reduced, whereas George 
W. Bush increased it by 70 %. Then the fi nancial crisis blew debt-
to-GDP ratios skyward. Government revenues shrank, and spending, 
mainly for social and stimulus programs, expanded sharply. But the 
situation is much worse than this graph suggests. If one includes 
the unfunded liabilities of Social Security, Medicaid, and Medicare, 
the highest estimates put the real debt to GDP ratio at 480 %. Even 
if this might be exaggerated, the result is crystal clear. The United 
States has entered a fi scally unsustainable path, and the situation is 
much worse than it was aft er 1945. 

In 2010, Federal Reserve Chairman Ben Bernanke demanded “a 
credible plan for reducing defi cits to sustainable levels.”19 Aft er fi ve 
years, no such plan exists. Bernanke’s predecessor, Alan Greenspan, 
had called for radical measures: “Only politically toxic cuts or ration-
ing of medical care, a marked rise in the eligible age for health and 
retirement benefi ts, or signifi cant infl ation, can close the defi cit.”20

18  Stephen E. Flynn, “Ameri-
ca the Resilient: Defying 
Terrorism and Mitigating 
Natural Disasters,” Fo-
reign Aff airs (March/April 
2008), https://www.
foreignaff airs.com/
articles/2008-03-02/
america-resilient>.

19  Board of Governors of the 
Federal Reserve System. 
Ben S. Bernanke’s speech, 
National Commission on 
Fiscal Responsibility and 
Reform, Washington DC, 
April 27, 2010, http://
www.federalreserve.gov/
newsevents/speech/
bernanke20100427a.htm.

20  Alan Greenspan, “U.S. 
Debt and the Greece 
Analogy,” Wall Street 
Journal, June 18, 2010.

Figure 6. U.S. federal debt 
as a percentage of GDP by 
presidential party. Source: 
White House, Offi  ce of 
Management and Budget, 
Fiscal Year 2016 Histori-
cal Tables, Table 7.1 Fed-
eral Debt at the End of the 
Year: 1940-2020.
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The United States faces all kinds of dilemmas. Interest rates will 
have to go up to reverse the excessive expansion of the monetary 
base, but this will put an additional strain on the budget and slow 
down growth. No matter what policy-makers do, things are going to 
get worse. The solution in the 1950s and 1960s was a combination 
of low interest rates, high taxes, and infl ation. This might be feasible 
in a fast growing economy, but today it could be a recipe for disas-
ter. If governments take debt reduction seriously, they will probably 
have to do so at the expense of growth. These problems might well 
exceed the problem-solving capacity of the political leadership and 
the political system. 

The bundle of problems addressed so far is alarming. And we have not 
mentioned the country’s shrinking share of world trade, its declining 
productivity growth, and the demographic trap, which, of course, 
all industrial nations are confronted with. Still, it is fair to say that 
Obama’s promise to “remake America” did not come true. In fact, 
many problems that he addressed in his fi rst inaugural speech have 
worsened. But, despite these deeply troubling trends, there is also 
good news to share. At least eight sources of strength are countering 
the political and economic decline of the United States. 

II. Sources of Strength

1. America’s Wealth of Natural Resources

From its very beginning, the United States has benefi ted from an 
abundance of natural resources. It still does, and recently this old 
advantage has returned with regard to energy. In a remarkable push 
to minimize energy dependence, America became the world’s larg-
est producer of oil and gas in 2014, even overtaking Saudi Arabia. 
The import of liquid fuels has dropped by more than half since 2010. 
Much of this is due to fracking, but also to Obama’s massive support 
for renewable energy. Wind-generated electricity has trebled since 
2009. As this shift  coincided with the tumbling of oil prices, cheap 
energy has returned. And that gives an enormous boost to consum-
ers’ purchasing power.

Cheap energy is a reason for many companies to relocate their energy-
intensive activities to the United States, as the German chemical giant 
BASF, for example, has done. There is also a trend toward on-shoring. 
Some of the industrial jobs that were exported to low-cost countries 
are returning because of lower energy costs in the U.S. and rising 
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wages and currencies abroad. According to the Boston Consulting 
Group, average wages in south China’s Yangtze delta, a manufactur-
ing hotbed, jumped from $0.72 an hour in 2000 to approximately 
$6.31 in 2015.21 According to economic analyst and author Charles 
R. Morris, “[on]-shore production also makes it easier to keep up 
with today’s just-in-time delivery mandates and ever-more-rapid 
product cycles. And, like all American companies, GE has become 
wary of the Chinese propensity to knock off  market-leading product 
designs.”22 Aft er losing 6 million manufacturing jobs in the 2000s, 
American industry is currently creating some new jobs in the United 
States. All in all, there are tentative signs of a partial resurgence of 
American manufacturing.

2. Top Research Facilities and High-Tech Clusters

The United States is the world’s leading high-tech country. The 
science and IT departments of American elite universities are sur-
rounded by clusters of vibrant industries. They are able to attract 
talent and money from around the world. The list of Nobel-prize win-
ners refl ects this dominance in research. Far less restrictive regulation 
is not the only reason why European pharmaceutical fi rms transfer 
their laboratories to the United States; recruiting top talent is also 
signifi cantly easier here. 

The United States is home to some of the most innovative soft ware 
and Internet businesses in the world, like Google, Intel, Microsoft , 
Apple, AMD, Dell, Facebook, etc. These and other advanced indus-
tries cluster in large metropolitan areas. These clusters generate 
strong network eff ects from the existence of key innovation resources, 
knowledge pools, skilled workers, and specialized supplier networks. 
Metropolitan regions like Austin, Boston, San Diego, Seattle, and 
Silicon Valley are impressive centers of growth, “world-class hubs 
of prosperity.”23 The U.S. seems well versed in exploiting promising 
new technologies, ranging from advanced robotics and 3-D printing 
to the digitization of everything.

Emerging economies, however, are catching up. No longer prepared 
to be mere producers of “designed in California” products, they 
are massively investing in education, training and innovation. The 
American leadership in high tech still seems to be intact at present, 
but it might be threatened in the future. It should be a warning sign 
that U.S. employment in advanced industries is low by international 
comparison and, more worryingly, decreasing. 

21  Harold L. Sirkin et. al, 
Made in America, Again: 
Why Manufacturing Will 
Return to the U.S. (Boston 
Consulting Group, 2012), 6, 
http://doingwhatmatters.
cccco.edu/portals/6/
docs/US%20Mfg%20
Nears%20Tipping%20
Point.pdf

22  Charles R. Morris, “Come-
back: Why the US Sits at 
the Brink of a New Boom,” 
PBS News Hour, June 19, 
2013, http://www.pbs.
org/newshour/making-
sense/comeback-why-
the-us-sits-at-th-1/

23  Muro et. al., America’s 
Advanced Industries, p. 8. 
See also https://www.
thefi nancialist.com/why-
the-future-of-american-
high-tech-remains-bright/
#sthash.RfanSV15.dpuf.
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3. The World’s Strongest Capital Market 

America still has the most important fi nancial market and the U.S. 
dollar is still the world’s leading currency. Both might change, but 
not in the short run. In 2014, 62 % of the world’s foreign currency 
reserves were held in U.S. dollars. The United States is an incred-
ibly rich country, and this wealth is not going to diminish any time 
soon. On the contrary, it is increasing fast. And this country has an 
effi  cient infrastructure to funnel capital into productive use, through 
Wall Street and through private equity and hedge funds. Start-ups 
can draw on a large pool of venture capital. The terminology itself is 
telling. The word “venture capital” has a positive connotation, while 
the German translation is “risk capital,” indicating a more cautious, 
subdued approach. Thus, the German market for private equity and 
hedge funds is still small by American standards. The U.S. economy 
benefi ts from a well-functioning, highly innovative fi nancial market 
that mobilizes gigantic amounts of capital. 

4. The Positive Effects of Immigration 

Despite an utterly dysfunctional immigration policy, the U.S. economy 
still reaps substantial benefi ts from immigration. The presence of 
millions of immigrants in the lower segments of the labor market puts 
continued downward pressure on wages. It is a scandal, however, that 
more than 12 million unauthorized but indispensable workers in most 
cases cannot legalize their status and build a future for themselves 
and their families in the United States. 

At the other end of the labor market, America is a magnet for highly 
skilled people. As the GHI’s research project on immigrant entre-
preneurship has shown, the ability of the United States to attract 
business talent from abroad has been, and still is, a source of great 
strength. Between 1995 and 2005, 52 % of all Silicon Valley startups 
were founded by immigrants. For the engineering and high tech 
sectors generally, the fi gure was 25 %. There are several hubs of 
immigrant entrepreneurship. 44 % of new tech businesses in New 
York and about a third of those in Boston, Chicago, and San Diego 
were founded by immigrants. The experience of navigating between 
cultures can be uncomfortable, but at the same time it is a powerful 
asset.24 

Let us look at the cofounders of some iconic American corporations. 
Google’s Serge Brin was born in Russia, Yahoo’s Jerry Yang in Taiwan, 

24  Vivek Wadhwa, “Foreign-Born 
Entrepreneurs: An Underes-
timated American Resource,” 
Kauff man Thoughtbook 
(Kansas City, 2009), http://
www.kauff man.org/
entrepreneurship/foreign-
born-entrepreneurs.aspx; 
Hartmut Berghoff  and Uwe 
Spiekermann, “Immigrant 
Entrepreneurship: The 
German-American Business 
Biography, 1720 to the Pres-
ent,” Bulletin of the German 
Historical Institute 47 (Fall 
2010): 69-82.
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Ebay’s Pierre Omidyar in France, with Iranian roots. Comcast co-
founder Daniel Aaron fl ed Nazi Germany, Intel cofounder Andrew 
Gove communist Hungary. Amazon’s founder Jeff  Bezos is the son of 
Cuban immigrants and Richard and Maurice McDonald were born to 
Irish emigrants. 40 % of all Fortune 500 companies were founded by 
immigrants or their children.25 Immigrants as a whole are more than 
twice as likely to start a business as people born in America. There 
are not many other countries that attract immigrant entrepreneurs in 
similar numbers. And there is no other country in the world that is 
so attractive to new immigrants. Sorting out its immigration policy 
could help the United States retain and even deepen this advantage.

5. The Wealth of Social Capital

Despite all social, racial, and political divisions, the United States 
has a strong culture of solidarity. Especially in moments of crisis, this 
sense of community comes to the fore. When Washington was hit by 
excessive snowfall in 2009, neighbors looked aft er the elderly, and 
people shared scarce supplies. When New York experienced its worst 
fl ooding during hurricane Sandy in 2012, thousands of volunteers 
spontaneously gathered in schools. The readiness to do volunteer 
work is astonishing. America’s social capital is not depleting — 
contrary to what Robert Putnam claimed in 2000 in his infl uential 
book, according to which Americans have increasingly become dis-
connected from family, friends, and neighbors.26 Many critics have 
vehemently denied this thesis, and others have pointed to the fact 
that civic engagement today takes diff erent forms than it did in the 
1950s and 1960s. Instead of participating in bowling leagues, people 
join social networks and neighborhood groups or interact with others 
through their children’s interest in sports leagues. Even if Putnam 
was right and there had been a decline of social capital since 1950, 
it would still be extraordinarily high by international comparison. It 
is my personal observation that active civic engagement is in no way 
fading. Rather, it is at a very high level. The numbers of voluntary 
associations and philanthropic charities, and the amount of money 
and time people give to them, is a source of national strength. 

6. Positive Attitudes toward Entrepreneurship and 
Innovation 

In the United States entrepreneurs are heroes, role models for chil-
dren, who sell lemonade on street corners and dream about becom-
ing the next Steve Jobs. The obstacles to launching new business 

25  http://www.
renewoureconomy.org/
sites/all/themes/pnae/
img/new-american-
fortune-500-june-2011.
pdf

26  Robert D. Putnam, 
Bowling Alone: The Collapse 
and Revival of American 
Community (New York, 
2000).
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ventures are low. Many start-ups begin in garages or kitchens, almost 
mythical sites of U.S. business history. The founding of businesses 
is obstructed by much less red tape than in many other advanced 
economies.

In Europe, wealth is oft en seen critically. In the United States, mak-
ing money is not regarded as a dubious activity. This certainly also 
has its risks. The cult of the self-made man opens the door to con 
artists like Bernhard Madoff . Ponzi schemes were literally invented 
in the U.S. — by Charles Ponzi in 1920, and imitated by a myriad 
of copycats.27 They are more widespread in the United States than 
elsewhere. This distinctively American disposition, an almost naïve 
veneration of wealth and success, spurs a culture of achievement, but 
at the same time creates huge opportunities for crooks. 

Another notable prerequisite for growth is the openness to new 
products. These can take off  with remarkable speed if they fi ll — or 
create — a demand. Look at the spread of Facebook, Twitter, YouTube, 
Instagram, Uber or Airbnb. People here are fascinated by the new, 
and their fi rst thought is not to stop it by injunction. One might say 
that there is a kind of pioneering spirit. Young entrepreneurs with 
new ideas are not discouraged by skeptical fi nanciers or traditionalist 
consumers but, as a rule, fi nd the support of venture capitalists and, 
in many cases, of consumers too. It is hard to imagine that the U.S. 
would lose its present position as a pioneer of consumer innovation, 
as this status has a technological and a cultural base.

7. “Comeback Nation”: America’s Resilience and 
Adaptability

The same argument holds true for the ability of the American 
economy to rapidly recover aft er crises and to smoothly adapt to 
changing circumstances. This robustness and readiness to meet new 
challenges, too, has deep cultural roots, remnants of the “frontier 
spirit” linked to the concepts of “progress”, “American exception-
alism,” and “individualism.” A sense of confi dence and optimism 
about the future, along with the willingness to help oneself and fi nd 
pragmatic solutions, are widespread American dispositions.

As far as the labor market is concerned, its remarkable fl exibility 
stands out. In Europe and Japan, collective wage bargaining, ex-
tensive regulation, and far-reaching protections for workers make 
it diffi  cult for employers to adjust their labor intake, wages, hours, 

27  Tamar Frankel, The Ponzi 
Scheme Puzzle: A History and 
Analysis of Con Artists and 
Victims (New York, 2012).
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and working conditions to the business cycle. To put it bluntly, 
fi ring and hiring according to the fi rms’ needs is much easier in 
the United States. The fl ipside of this is a much lower level of 
security and predictability on the part of the workforce. Besides, 
unemployment and social security benefi ts are relatively small and 
time-limited. American workers are therefore more likely to switch 
employers, start second careers, and move to wherever jobs are avail-
able. Because very few status rigidities exist, most unemployed are 
willing to accept lower wages or move across the country. If neces-
sary, people with university degrees accept inferior jobs instead of 
waiting for what many European unemployment regulations call 
“reasonable employment” corresponding to one’s education and 
social status. The degree of geographical and professional mobility 
is high by international standards, just as employment protection 
standards are low. This is still the case, even though the long-term 
historical trend displays a decline in the fl exibility of the American 
labor market.28

Another mechanism explaining the marked resilience and adaptabil-
ity of the U.S. economy is the way the legal system treats bankrupt 
fi rms. Chapter 11 of the U.S. Bankruptcy Code grants corporations 
privileges that help them to stay afl oat and recover fast. Indebted 
fi rms can acquire new fi nancing on favorable terms by giving new 
lenders fi rst priority on the business’s earnings. Old lenders can be 
prevented from any collection attempts or legal measures against 
the creditor. The bankrupt fi rms are also allowed to cancel exist-
ing contracts such as wage agreements with employees or unions, 
contracts with suppliers or customers, and real estate leases. These 
mechanisms favor corporations over all other stakeholders. Unions 
claim that employees’ rights are eroded and that they bear the brunt 
of such fi nancial restructuring. Indeed, distressed fi rms regularly 
terminate collective-bargaining agreements and “retiree health ben-
efi ts and pension plans without seeking equal sacrifi ce from other 
stakeholders and creditors.”29 Since 2002, every single major U.S. 
airline has fi led for Chapter 11. Unions campaign for reform to prevent 
abuses. Chapter 11 in its present form, however, still allows corpora-
tions to adapt rapidly in times of crisis and to avoid total collapse. As 
far as employees are concerned, it is hard to decide what is better: 
unemployment or severe cuts in wages and benefi ts while keeping 
their jobs. There is no doubt that Chapter 11 creates fl exibility for 
employers and helps the economy to rebound from crises, in both 
cases at considerable social costs.

28  Steven J. Davis John 
Haltiwanger, “Labor 
market fl uidity and eco-
nomic performance”, 
NBER (National Bureau of 
Economic Research) Working 
Paper 20479, Sept. 2014, 
1-96, http://www.nber.
org/papers/w20479. 
The authors present data 
showing that job realloca-
tion rates fell more than a 
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29  Vincent Ryan, “Labor 
Unions Urge Chapter 11 
Reform”, CFO.com, March 
28, 2013, http://ww2.cfo.
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03/labor-unions-urge-
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8. Soft and Hard Power and the Military-Industrial-
Intelligence Complex

The United States is powerful. Soft  power — Hollywood and global 
brands — gives American companies immense comparative advan-
tages. But we should not forget hard power. The United States still 
possesses unique military capabilities and a gigantic intelligence 
apparatus. This is not a pleasant topic, but it is one with real weight. 
Soft  and hard power translate into economic power. The NSA and the 
other sixteen intelligence agencies protect American trade secrets and 
spy on foreign companies. In bids for large contracts, U.S. businesses 
can count on their government’s support in a way competitors from 
smaller and less powerful nations simply cannot. Bargaining chips 
include arms deals, military cooperation, the opening or closure of 
military bases, and so on.

And then there is what President Eisenhower in his farewell ad-
dress in 1961 called the “military-industrial complex,” warning 
against its “unwarranted infl uence”.30 In 2014, the U.S. govern-
ment spent about 600 billion dollars on defense-related purposes. 
That was roughly equal to the combined amount spent by the next 
seven largest military powers. The supremacy of the U.S. is unchal-
lenged. Most of this money goes to U.S. fi rms, which, by the way, 
contribute heavily to political campaigns of those who decide on 
these contracts. Despite the obvious pitfalls of this structure, the 
military-plus-intelligence-industrial complex has general economic 
benefi ts. As the U.S. will not relinquish its claim to global military 
hegemony any time soon, this perennial stimulus program is going 
to continue. 

The military-industrial complex not only prospers in a giant defense 
market, but also improves the competitive position of the U.S. more 
generally. Defense Research and Development (R&D) has produced 
enormous spin-off s for the civilian economy, such as GPS systems in 
cars and smart phones. We have seen this in the past. The Defense 
Department’s “willingness in the 1960s to pay almost any price 
for compact . . . electronics for its missile programs stimulated the 
infant semiconductor industry. This early and cost-insensitive 
purchasing helped companies pioneering the technology to move 
down the learning curve.”31 Silicon Valley was born with defense-
related R&D funds. Defense spending has crucial spin-off  eff ects for 
the U.S. space, satellite, aircraft , and telecommunications indus-
tries. The military sponsors big research projects in scientifi c and 

30  Farewell address by President 
Dwight D. Eisenhower, 
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Dwight D. Eisenhower as 
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engineering fields 
ranging from nano-
technology to bio-
medicine. All of this 
is potentially dual-
use technology that 
will give the United 
States significant 
competit ive ad-
vantages on global 
defense and in civil-
ian markets. These 
massive subven-
tions are a source 
of concern in the 
European Union, as 
they distort compe-
tition. These worries 
are well founded, as 
American defense-related R&D spending exceeds that of all EU 
members combined by seven times.

Conclusion

How all these factors will play out remains to be seen. History is an 
open process. I have tried to demonstrate that the social foundation 
of the U.S. economy is threatened. America cannot fl ourish when 
millions of people are left  behind and even those in the middle are 
losing out. A social order will lose its legitimacy if it cannot fi nd a 
balance between prosperity and solidarity, between effi  ciency and 
social justice. 

The American dream has always been linked to the promise of a 
better life for all. Even without a major war or an acute crisis, the 
United States might for the fi rst time in its history experience the 
opposite, namely, mass social decline. When most of its citizens get 
the short end of the stick and are insuffi  ciently trained for the future 
job market, the foundation of American society and its economy will 
be at risk. 

At the same time, the United States is still a vibrant and resilient 
nation with plenty of social capital and cutting-edge research insti-
tutions. It off ers immigrants unique opportunities. It has a mighty 

Figure 7. Defense spending 
in top 15 countries, 2014. 
Source: Stockholm Inter-
national Peace Research 
Institute, “Trends in World 
Military Expenditure, 
2014.” Figures are based 
on estimates for China, 
Russia, Germany, and UAE. 
The fi gures for military 
expenditure as a share of 
GDP are based on data 
from the IMF, World Eco-
nomic Outlook database, 
Oct. 2014.
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military-industrial complex, the world’s largest capital market, and 
cultural predispositions conducive to growth. 

Although historians are not prophets, my tentative prediction for 
the twenty-fi rst century is that the United States will lose its posi-
tion as an unchallenged economic superpower. There will be no 
second American century. There will also be no Chinese, Indian, 
or European century. Rather, I think we will see a world without a 
single hegemon, a world with several economic powerhouses that 
will be interdependent but also fi ercely competitive. Maybe it will be 
a “transnational century.” Given the rise of China and other emerging 
economies, the United States will not be able to retain its position 
as the sole economic superpower. The question is not whether, but 
when this will happen, and how much of its past supremacy the U.S. 
can preserve in this new world of shared responsibilities and intensi-
fi ed interdependence. 

Again, I have to ask for caution. History might well take a very dif-
ferent course. History has seen many surprises, unforeseeable twists 
and turns. Still, it is our mandate as historians to explore the past 
and to refl ect on its implications for possible futures. 
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