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Introduction

In 1930, as the Great Depression was beginning, John Maynard Keynes wrote an essay,
Economic Possibilities for our Grandchildren.") In it he looked 100 years ahead, to a future in
which learning to live well had replaced the struggle for subsistence as the basic problem facing
humanity. The future discussed by Keynes is now only 25 years away. Beginning with current
data on income, the paper shows that progress beyond the struggle for subsistence has been
limited to the Developed Countries and will likely remain so through 2030. Among the
Developed Countries, overwork rather than living well is increasing. A fundamental change in
values is suggested as a response to this situation. Ways in which such a change might feed back,
to enhance the prospects for the Developing Countries, are discussed. The paper concludes with
a brief statement of directions for further research.

The Economic Problem

Keynes began his essay by noting that, historically, humanity has faced what he called
the economic problem, that is the struggle for subsistence. He observed that since the industrial
revolution, the average standard of life in the U.S. and Europe had increased four-fold. He
predicted that there would be a four- to eight-fold increase over the next 100 years (i.e., through
2030). Assuming an eight-fold increase, Keynes expected the economic problem to be solved.
He hoped that this would result in a shift, from the pursuit of wealth to “living well.” After 75
years it is reasonable to ask if the changes anticipated by Keynes are in fact occurring.

Discussions of economic growth routinely use real Gross Domestic Product (GDP) per capita,
developed based on purchasing power parity, as a measure of “income” reflective of the average
level of material well-being in a country'” Keynes’ four- to eight-fold increases correspond to
growth in income of 1.4 and 2.1 percent per year over 100 years. Table 1 places these figures in a
long-term perspective, showing that Keynes’ assumptions were quite reasonable for the
Developed Countries; that is, Western Europe, its “offshoots” and Japan. As Keynes expected,
there has been substantial growth in income. Looking ahead to 2030, growth at the historic rate
will raise the average income in the Developed Countries to $36,476. This is the 32-fold increase
Keynes hoped for (four-fold through 1930 and another eight-fold over the next 100 years).



Table 1 —GDP Per Capita
Before and After the Industrial Revolution®®

Level ($1990) Growth (% Per Year) 1998 Population
1000 1820 1998 1000-1820 1820-1998 (Millions)
1. Developed Countries 405 1,130 21,470 13 1.67 838
2. Developing Countries 440 573 3,102 .03 95 5,009
3. Ratio (1 as a percent of 2) 92 197 692 433 175 17

For the Developed Countries the question is whether they have made sufficient gains so
that the economic problem can be considered to be solved. One way to approach this question is
to examine data showing how individuals at difference income levels spend their money. This
type of analysis indicates that, by 1988, the lowest paid working class group in the U.S.
(laborers) were devoting only 67 percent of their disposable income to “basics,” that is the
purchases required to function socially and economically. The two higher paid working class
groups—wage earners and salaried employees—devoted substantially less to basics.”” The three
groups just mentioned—Ilaborers, wage earners and salaried employees—account for the bulk of
those in the 20™ to 80™ percentiles of income in the U.S. These results suggest that, by 1988, the
economic problem was “solved” for most workers in the U.S. What about the rest of the
Developed Countries? Income in the U.S. in 1988 was at about the 1998 average for the
Developed Countries. Further, those near the bottom of the income distribution generally fare
better in the other Developed Countries than in the U.S.®) Thus, by now, all but the poorest
residents of the Developed Countries are able to purchase substantially more than “the basics.”
This suggests that, in the Developed Countries the economic problem has largely been solved.

A rather different approach to the measurement of progress in solving the economic
problem makes use of the relationship between income and Subjective Well-Being (SWB), a
measurement of the average sense of individual well-being in a country developed on the basis
of responses to standard survey questions.”” SWB obeys the Law of Diminishing Returns: as the
level of income in a country increases, the impact on SWB declines. Leading researchers
describe the situation as follows:

“Above $13,000 in 1995 purchasing power parity, there is no significant linkage
between wealth and subjective well-being. The transition from a subsistence
economy to moderate economic security has a large impact on happiness and life
satisfaction, but above the level of Portugal or Spain, economic growth no longer
makes a difference.”

This general line of analysis—considering average national SWB as a function of income rather
than the other way around, and then using that function to choose a transition point—is standard
practice among those who study SWB. The particular transition point selected is, however, a



matter of judgment.” Visual examination of the data in question suggests that $15,000 is a
reasonably conservative choice.

The Developed Countries have average incomes that range from $15,000 to over $30,000
(in $1995). There is no evidence of an increase in SWB as the income more than doubles. The
same absence of impact is evident if one examines the evolution of income and SWB for an
individual country. In the U.S. for example, income has increased substantially since the 1950s,
with no accompanying increase in SWB. Similar results obtain for other Developed Countries. If
the economic problem were still significant for the Developed Countries, one would expect to
see some increase in SWB with income, across countries or within each country over time.®
The absence of such increases suggests that Keynes’ economic problem has been solved in the
Developing Countries.

The last row in Table 1 highlights a key feature of historic growth: significant differences
in growth rates leading to dramatic differences in incomes between Developed and Developing
Countries. A recent study describes the situation as follows:

Today income per capita differs across countries much more than it used to. Such
differences were small up until the nineteenth century. They started to widen with
the Industrial Revolution, and they expanded most during the last hundred years.
Moreover, although differences in income per capita among rich countries have
declined in the post-World War II period, the disparity between rich and poor
countries has widened. At the same time, the number of middle-income countries
has dvglgi)ndled. We now have two polarized economic clubs: one rich, the other
poor.”

Convergence not divergence is both the objective of many global policy initiatives and the
assumed outcome of them."” We will return to the issue of convergence later.

The Permanent Problem

After discussing the prospects for solving the economic problem (in the Developed
Countries), Keynes went on to frame what he described as the real, permanent problem of “man”
(i.e., humankind):

“How to use his freedom from pressing economic cares, how to occupy the
leisure, which science and compound interest will have won for him, to live
wisely and agreeably and well.”

Keynes anticipated difficulty in learning to live well. In particular, he expected that it would be
hard to move from the pursuit of material affluence to a style of life that emphasized “leisure.”
Despite the materialistic behavior among the rich in his own day, Keynes expressed optimism
about the future:



“I feel sure that with a little more experience we shall use the new-found bounty
of nature quite differently from the way in which the rich use it to-day, and will
map out for ourselves a plan of life quite otherwise than theirs.”

In considering whether Keynes’ optimism has been justified, it is useful to review experience to
date in the rich countries, particularly the U.S. since U.S. norms and lifestyles have become more
and more typical of the world as a whole."""

The fact that, in the U.S., hours of work are long is well known."” Some knowledge of
the details of the U.S. experience are useful when considering whether “a little more experience”
leads to progress in the utilization of opportunities for leisure as Keynes hoped. In the U.S.
between 1990 and 2000, the hours worked by each adult in a two-parent family increased. For
the richest 20 percent, the hours worked were the longest of any group, in 1990 and again in
2000."® Today, “time stress” is significant among the rich, in the U.S. and throughout the
world. Analysis suggests that insufficient time to enjoy their wealth” is a significant cause of
time stress for the rich.!'

Why don’t the rich simply work less, making time to enjoy life? There are a number of
factors that explain this situation: In a mobile society such as ours there is a need to construct and
then reconstruct one’s social identity. Consumption—choice of home, car, clothes, etc.—plays
an important role in this process. Positional consumption, that is consumption not to meet an
absolute need—hunger, thirst, etc.—but rather to create superiority, leads to insatiability as
Keynes noted. Unfortunately, positional consumption, for example having a “good” (i.e., larger
and more luxurious than average) home, car, etc., has become a central feature of the process of
identity creation. Once positional consumption is underway, adaptation, a basic element of
human psychology, helps push the process along. Adaptation, not just to a high level of income
but also to constant increases, creates a “treadmill” that is hard to step off, even when one has
become “rich™"> There have been many attempts to modify these mechanisms. Thus far, they
have proved largely to be in vain. A study of the U.S."'® during the period from 1900 to 2000
describes the result:

“Consumerism, the belief that goods give meaning to individuals and their roles
in society, was victorious even though it had no formal philosophy, no parties,
and no obvious leaders. Consumerism was the “ism” that won—despite repeated
attacks on it as a threat to folk and high culture, to “true” community and
individuality, and to the environment.”

Increasingly, consumerism is becoming typical of all Developed Countries, as well as the richest
portion of the population in the Developing Countries."”

Looking ahead, how might things change so that we will recognize Keynes’ permanent
problem and address it as he hoped we would? A good starting point would be a fundamental
shift in values, triggered perhaps by a sense of our losses associated with overwork. The
worldwide Slow Movement provides an example of such a shift. To appreciate how slowness
can trigger a fundamental shift in values, consider the reaction of Carl Honor¢, a harried



international correspondent and parent who, while rushing to catch a plane, noticed an
advertisement for a book entitled 7he One-Minute Bedtime Story:

“So, at first glance, the One-Minute Bedtime series sounds almost too good to be
true. Rattle off six or seven “stories,” and still finish inside ten minutes—what
could be better? Then, as I begin to wonder how quickly Amazon can ship me the
full set, redemption comes in the shape of a counter-question: Have I gone
completely insane? As the departure lineup snakes towards the final ticket check,
I put away the newspaper and begin to think. My whole life has turned into an
exercise in a hurry, in packing more and more into every hour. I am Scrooge with
a stopwatch, obsessed with saving every last scrap of time, a minute here, a few
seconds there. And I am not alone. Everyone around me—colleagues, friends,
family—is caught in the same vortex.” ¥

The Slow Movement has drawn together individuals who have had similar experiences and
insights, related initially to food preparation and consumption but now including many areas of
human activity. It has spread beyond the individual level, to include slow towns and cities, thus
making a transition from individual values to public policy.

The Slow Movement and others like it, such as the Not So Big House (NSBH)
Movement,"'” are interesting because they take into account the mechanisms that drive
consumerism and provide outlets for them. For example, consider slow food. One can, with time,
create an identity as a skilled cook, satisfy “positional needs” by demonstrating that skill to
others, and address adaptation through lifelong improvement. Similar considerations apply to
other activities such as music, painting, gardening, etc. The Slow and NSBH Movements also
foster a very different attitude toward material consumption, one which emphasizes quality over
quantity. This is illustrated in a recent description of a “slow” approach to the acquisition of
material goods:

Living artfully might require taking the time to buy things with soul for the home.
Good linens, a special rug, or a simple teapot can be a source of enrichment not
only in our own life, but also in the lives of our children and grandchildren. The
soul basks in this extended sense of time. But we can’t discover the soul in a thing
without first taking time to observe it and be with it for a while. This kind of
observation has a quality of intimacy about it; it’s not just studying a consumer
guide for factual and technical analysis. Surfaces, textures, and feel count as much
as efficiency.”

The approach to acquisition described above is what one might see in operation at an arts and
crafts exhibit, an antique show, or a farmer’s market. The NSBH movement transfers this
sensibility to our most significant consumer purchase—our home.

Were there an electorate with the values Keynes discussed, and strength and will to act on
those values, it would not be hard to devise a wide range of policies that reflect those values. One
such policy, under active consideration today, is a ban on advertising targeting young
children.*"  Going further, based on a recognition of the adverse psychological impacts of



positional consumption and the strength of adaptation, one could justify a strongly progressive
income tax as part of a societal effort to create a reasonable work-life balance. Indeed, an
acknowledged policy expert has recently made this suggestion.*” There is evidence that value-
driven social policy can affect choices between overwork and leisure. Consider the current
competing explanations for longer working hours in the U.S. compared to much of Western
Europe focus on value-drive policy choices. One recent study claims that Europe’s more
aggressive tax policies explain most of the difference.*> A response claims that a more plausible
explanation is union action, leading to a shorter work week and wider availability of key
holidays which, in turn, make leisure activities with family and friends a more attractive
alternative.?” Both of these explanations suggest that social/economic policy decisions can
affect the attractiveness of leisure. Interestingly, the second explanation reflects a conscious
attempt at work sharing, a mechanism that Keynes hoped would be part of the solution to the
Permanent Problem.

While devising good policies is always a challenge, it is not the major hurdle here. The
major hurdle is finding the points of entry and leverage from which to trigger a basic value shift.
As Keynes saw, and illustrated so wonderfully in his essay, it is this shift that lies at the heart of
the permanent problem. Addressing value shift fully is beyond the scope of this short paper.
However, two comments are in order. As the examples provided earlier in this section show,
value shift can address the mechanisms that drive consumerism, turning them in directions that
increase our well-being. And, as the discussion in the next section will show, efforts to enhance
well-being in the Developed Countries could dovetail with efforts to assist the Developing
Countries.

Convergence

Assume for a moment that Developed Countries chose, as Keynes hoped they would, to
reject overwork and consumerism, and instead to cultivate the art of living well, particularly the
satisfying use of “leisure.” This could have a number of important effects which would enhance
the ability of other countries to move ahead.

* A focus on time rather than material affluence among the residents of the
Developed Nations would create a different model for affluence which, like
consumerism today, could spread throughout the world. Because time-
affluence reduces the emphasis on the accumulation of material wealth as a
factor in SWB, adoption of this model world wide would likely result in a
greater SWB at any given level of national income. The effect would be, in
effect to lower the income levels required to “solve” the economic problem, to
reflect some reasonable notion of need.

* How might the residents of the Developed Countries use leisure.? In the
Developed Countries there are many examples of volunteer mentoring
programs such as the Big Brothers and Sisters, assistance to business start-ups
provided by retired businesspeople, etc. These leisure activities contribute to
the well-being of both participants®” and recipients. It is reasonable to
anticipate that, in a world with both greater leisure and greatly enhanced



communications, such activities might be undertaken on a broad scale and
with a wide geographic focus. This could contribute to convergence.

The argument being offered above is a classic example of what is usually called the
“double dividend” or the “win-win” effect. As Keynes did, we begin from the premise, supported
by the available research on SWB and consumerism, that greater leisure is a better choice for the
“rich.” We then proceed to show that the use of that leisure could also enhance the prospects of
the “poor.” One could go on to argue that there are other beneficial linkages, such as those to
emissions and the environment.®

What about the effects of increased leisure on the “rich”? Substantial economic declines
are possible. Is a shift to greater leisure likely to have such adverse effects? In considering this, it
is useful to take the following points into account:

* At the time of the industrial revolution (i.e., 1840 to 1850), average working
hours were substantially greater than they are today. The dramatic decline in
hours has been accompanied by increased prosperity not decline.*”

* Policies, such as those typical of a European-style welfare state, foster limited
achievement of Keynes’ goals today. While many economists stress the
adverse impact of such policies on GDP per capita, there is evidence that they
have positive impacts as well. >

* QGreater leisure is likely to foster development of human capital through longer
formal education and greater lifelong learning. It also provides the opportunity
for greater group and civic participation, thus contributing to social capital.
Enhanced human and social capital can, in turn, make it possible for rich
countries to continue to prosper and grow while living well.*”

Concluding Remarks

The discussion in this paper provides a starting point for the consideration of income and
well-being in the context of our economic future. To continue this discussion one needs to place
the points raised by Keynes’ essay within a broader discussion of the possibilities facing
humanity in the next 100 years.”” One also needs to turn back here and ask whether SWB
provides an adequate framework for a discussion on well-being or whether a broader notion of
well-being is needed.CV And, of course, one needs to address the question of value shift in a
systematic and thorough fashion. These interesting and important issues are left for another day.
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