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About the Series 
The Our Next 250 Years series examines the forces shaping the future of American democracy. Across three volumes, Representation and Influence, Power and Control, and Incentives and Jobs, Charles Patton explores how political structure, institutional power, and economic systems interact to shape the nation’s future.
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  Chapter five
Preface


This book is motivated by the condition of liberty as a fundamental right and by the obligation to preserve and protect it. 
The country has changed. It has grown in size, complexity, and speed. Technology accelerates the spread of information and misinformation. Economic and political influence have become increasingly concentrated. The pressures on the system are not subtle, placing increasing strain on institutions and public trust.
These pressures are not temporary but long-term and, if left unaddressed, will shape the direction of the country for decades. Over time, they will determine whether the system remains stable, adaptive, and free, or becomes increasingly constrained and divided.
Renewal does not begin with institutions alone. It begins with citizens. Who are we? What do we stand for? Are we guided by convenience and self-interest, or by obligation to something larger than ourselves? A free society depends on citizens who understand that liberty requires participation, judgment, and restraint.
After leaving office, Jimmy Carter chose to be called “Citizen.” The message was simple. A nation’s strength rests not only in its leaders, but in the character and engagement of its people. Citizenship is not a title. It is an obligation.
The future of a free society is not determined at a single moment. It is shaped over time, through the decisions of its citizens and the structure of its institutions. The choices made today, and the incentives that guide those choices, will influence the direction of the system for generations.
This book is written for those who take that obligation seriously.






  
  Chapter six
Introduction


America remains one of the most durable experiments in self-government. It has endured longer than most republics, not because it is perfect, but because it was built on structure, debate, and limits on power. 
But the system is under strain. Many citizens no longer trust government, the courts, elections, the press, or each other. People sense that something is wrong, but they disagree about the cause and what should be done.
Much of the debate focuses on symptoms. Wages, jobs, inflation, inequality, and growth are treated as separate problems. Each is an outcome of the system. This book examines that system.
It focuses on how policy creates incentives, how incentives guide investment, and how investment shapes jobs, income, and economic stability. These relationships are not abstract. They shape daily life and the long-term direction of the country.
Policy sets the rules. Those rules create incentives for those who control capital and make decisions. Incentives guide where capital flows, whether toward production or financial assets, domestic investment, or offshore activity. Capital allocation shapes business decisions, including hiring, wages, investment, and cost control. Those decisions determine the availability, type, and stability of jobs. Jobs determine income, benefits, and economic security.
These conditions produce broader outcomes, including growth, inequality, and social stability. Those outcomes generate political pressure, which influences policy, and the cycle continues.
At its core, the system is simple. Incentives drive investment. Investment shapes jobs. Jobs determine income and stability. When incentives are misaligned, investment follows, and the effects appear in how work is organized and how economic security is distributed.
When these relationships are misunderstood, public debate stays focused on effects rather than causes. Policies are set without a clear understanding of how they change incentives, investment, and jobs, leading to unintended consequences that worsen conditions rather than improve them.
This is not a short-term issue. Incentives set the direction of the system over time. Small differences in policy, repeated over years and decades, shape where capital flows, how work is organized, and how economic security is distributed. Those patterns compound, influencing institutional stability and social cohesion.
The American system was designed with restraint. It assumes that power seeks more power. It assumes disagreement. It assumes competing interests. Its structure channels those forces within lawful limits. But that structure depends on citizens understanding how the system works in practice, not just in theory, and using the tools available to them—including voting, public pressure, and participation—to keep it within bounds.
The question is not whether the system will change. It will. The question is how it will change and whether those changes will preserve liberty, stability, and opportunity over time.
This volume is the third book in the Our Next 250 Years series. The earlier books examine the foundations of representation and the forces that shape policy, power, and control. Together, the series explores how institutional design influences economic opportunity, political stability, and long-term national prosperity.
The chapters that follow examine how policy, incentives, and investment interact to shape jobs and economic outcomes, how these relationships have changed over time, and how they influence the choices facing the country. To understand jobs, income, and inequality, the relationship between policy, incentives, capital allocation, and employment must be understood. 
The following diagram presents that relationship in a single view.
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  Chapter ten
Policies


Policy sets the rules under which decisions are made. 
The Rules We Live By
Policy is not an abstract concept. It is the collection of laws, regulations, taxes, monetary actions, and trade rules that define how the system operates. These rules exist at multiple levels of government. At the federal level, Congress passes laws, agencies issue regulations, and the central bank sets monetary conditions. States and cities add their own layers through statutes, ordinances, and local rules. Together, these policies establish the environment in which economic and social activity takes place.
It’s a Large Field
The scale of policy is significant. Federal spending in the United States exceeds $6 trillion per year, with state and local governments adding several trillion more.01-06 The federal tax code spans more than 70,000 pages when regulations and guidance are included.01-07 Federal agencies publish tens of thousands of pages of rules each year in the Federal Register, with the cumulative body of federal regulation running to hundreds of thousands of pages.01-08 The Code of Federal Regulations alone contains more than 180,000 pages of rules.01-09 The federal government operates through more than 400 agencies and sub-agencies that issue and enforce policy across the economy.01-10 Monetary policy decisions by the Federal Reserve influence interest rates and credit conditions across an economy exceeding $25 trillion in annual output, affecting borrowing costs for households, businesses, and governments.01-11, 01-12
These policies do not operate at the margins but define the conditions under which most economic and social activity occurs.
Laws establish what is permitted and what is prohibited. Regulations define how those laws are implemented and enforced. Taxes determine how resources are collected and redistributed. Monetary policy influences the cost and availability of money. Trade policy shapes the flow of goods, services, and capital across borders. Each of these elements affects behavior, not by acting directly, but by setting the conditions under which decisions are made.
Policy to Incentives to Outcomes
Policy, in practical terms, is the set of rules that governs decisions. Most people think of policy in terms of intended outcomes. A law is passed to create jobs, reduce costs, increase growth, or address inequality, with the expectation that it will produce the stated result.
Complex systems rarely operate in that way. Policy creates incentives that shape decisions and produce outcomes.
Understanding this distinction is critical. Without it, policies are judged by their stated goals rather than by the incentives they create. Those incentives are often indirect, embedded in the structure of the policy, or not fully understood at the time. As a result, the actual effects of policy are often misunderstood, unanticipated, or obscured.
Policy works by changing the conditions under which decisions are made. It changes costs, risks, expected returns, and constraints. When those conditions change, behavior changes.
Behavior is expressed through actions. If the cost of an action rises, it becomes less attractive. If the expected return increases, it becomes more attractive. If risk is reduced, capital will move in that direction. If constraints are removed, activity expands. These are normal responses of individuals and institutions operating within a system.
For example, if a policy increases the cost of hiring by raising payroll taxes or regulatory requirements, businesses are less likely to add workers. If the same policy provides incentives for automation or financial investment, capital will move in that direction instead. Hiring slows, investment shifts, and the structure of jobs changes. The policy may have been intended to support workers, but incentives determined the outcome.
Motivation follows incentives. In economic systems, those incentives are often financial, but they also include power, influence, and control. Policy uses these incentives, intentionally or not, to shape behavior. The outcomes that follow reflect those incentives, not the stated intent of the policy.
Incentives also differ across decision-makers. Investors, corporate leadership, and financial institutions respond to expected return, risk, time horizon, and the relative cost of labor and capital. When the cost of labor rises relative to capital, investment may shift toward automation. When returns are immediate, short-term decisions are favored. When returns require time and carry uncertainty, long-term investment becomes less attractive. These factors shape how capital is allocated.
Not all actors respond to policy in the same way. The most significant responses come from those who control capital and make large-scale decisions, including investors, corporate leadership, and financial institutions. These actors determine where capital is allocated, which projects are funded, and which activities expand or contract. Their decisions have broad effects. When capital moves toward one sector, that sector grows. When capital leaves another, it contracts. Hiring, wages, and investment follow these movements. The structure of jobs and the distribution of income are shaped by these decisions.
For this reason, the incentives that matter most are those facing decision-makers who control capital. Their responses to policy drive the outcomes experienced by workers, households, and communities. Policies are often designed with specific goals in mind, aiming to increase employment, reduce costs, promote growth, or address specific problems. But outcomes are determined by the incentives created, not the intentions stated.
When incentives align with the stated goal, the policy may produce the desired result. When they do not, the results can differ significantly from what was intended. In some cases, they can produce the opposite effect. This is not an exception. It is a normal feature of complex systems. Policies operate through incentives, and incentives change decisions.
Policy sets incentives that guide capital allocation, business decisions, and the availability, type, and stability of jobs.
What This Means for the Next 250 Years
The structure of policy determines the structure of incentives. The structure of incentives influences how capital is allocated. Over time, these decisions shape the economy, the workforce, and the stability of society.
Small differences in incentives, applied consistently over time, produce large differences in outcomes. Policies that favor short-term returns will encourage short-term decision-making. Policies that increase uncertainty will reduce long-term investment. Policies that shift risk from institutions to individuals will change how work is structured and how income is distributed.
These effects compound over time, accumulating across years and decades and shaping the direction of the system. A clear example is the decision in the early 1960s to commit to the Apollo program. When President John F. Kennedy set the goal of landing a man on the moon, it was not just a scientific ambition. It was a policy decision that directed funding, research priorities, and national focus toward advanced engineering, computing, and aerospace development.
That decision created incentives. Capital and talent flowed into universities, laboratories, and private contractors working on space-related technologies. Companies invested in electronics, materials science, and computing. Skilled workers trained in these fields. Entire industries expanded to support the effort.
The immediate objective was achieved in 1969 with the moon landing. But the longer-term effects extended far beyond that goal. The technologies developed through the space program contributed to advances in computing, communications, materials, and engineering that continued for decades. The investment helped establish leadership in key industries and strengthened the country’s technological base.
The outcome was not the result of a single policy decision producing a single result. It was the result of incentives that redirected capital and talent over time. Those shifts accumulated, shaping industries, capabilities, and economic strength long after the original objective had been met.
A different example can be seen in policies that shaped globalization and capital mobility beginning in the late twentieth century. Trade agreements, tax structures, and regulatory decisions reduced barriers to moving production and capital across borders. These policies were intended to increase efficiency, reduce costs, and expand economic growth.
They created incentives. Companies could lower costs by relocating production to lower-wage regions. Capital could move more freely to where returns were higher. Over time, investment shifted away from domestic manufacturing toward global supply chains and, in some cases, toward financial activities that offered faster or more predictable returns.
These changes did not transform the economy overnight but gradually unfolded. Factories closed, new facilities were built elsewhere, and supply chains extended across multiple countries. Workers and communities adjusted over time, often with delayed effects. Entire regions experienced long-term changes in employment, income, and economic stability.
The outcomes reflected the incentives embedded in policy. Lower costs and higher returns in the short term were achieved, but they were accompanied by changes in job design, income distribution, and the location of production. These effects accumulated over decades, reshaping industries and communities in ways that were not always anticipated when the policies were enacted.
In both cases, the results were not driven by intention alone but by incentives that directed behavior over time. The effects of those incentives compounded, shaping the path of the system in ways that became fully visible only after many years.
The next 250 years will not be determined by stated goals or intentions but by the incentives embedded in policy and how those incentives shape behavior over time. If those incentives support long-term investment, productive capacity, and broad participation, the system can remain stable and adaptive. If they encourage short-term extraction, concentration of capital, and increasing instability, the system will come under growing pressure.
Policy determines the path the system follows. Over time, that path defines the future.
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Incentives and Market Design


Incentives determine behavior within the rules set by policy. Market design determines how those incentives are structured and how participants interact. Together, they shape how resources are allocated, how decisions are made, and how outcomes are produced. 
Incentives Drive Action
An incentive is a condition that makes one action more attractive than another. It can increase expected return, reduce cost, limit risk, or remove constraints. Incentives guide behavior by making certain choices more likely. Individuals and institutions respond to these conditions as they pursue their objectives.
For example, if a government offers a tax credit for building a factory in a particular region, the expected return on that investment increases. Companies that might otherwise build elsewhere are more likely to invest in that location. The policy does not command the decision, but it changes the incentives that shape it.
In economic systems, incentives are often financial, but they also include power, access, influence, information, and control. A change in any of these can alter behavior. The form of the incentive matters less than its effect on decision-making.
Market Design Structure
Market design is the structure within which incentives operate. It includes the rules of exchange, the flow of information, the degree of competition, and the mechanisms used to set prices and allocate resources. Markets are not neutral. Markets are constructed and shaped by policy, regulation, and institutional design.
A market with open entry, transparent pricing, and many participants encourages competition and price efficiency. A market with restricted entry, limited information, or dominant participants produces different incentives, often favoring control, higher margins, and reduced competition.
For example, if licensing rules limit the number of firms that can enter a market, existing firms face less competition. Prices tend to remain higher and profit margins increase because fewer competitors are able to offer alternatives. If those barriers are removed and new firms can enter more easily, competition increases and prices tend to move closer to underlying costs.
Interaction of Incentives and Structure
The interaction between incentives and market design determines how participants behave. The same participants will behave differently under different conditions.
Incentives operate within the market’s rules, information, and participants. A tax, subsidy, regulation, or policy change does not act on its own. Its effect depends on how it interacts with existing rules, institutions, and participants. The same policy can produce different outcomes in different markets because incentives, costs, and competition differ.
For example, a tax credit for new investment may lead to expanded production in a competitive market with open entry. In a concentrated market with limited competition, the same incentive may increase profits without expanding output.
Participants do not respond to a single incentive. Decisions about investment balance expected return, risk, time horizon, and the relative cost of labor and capital. When the cost of labor rises relative to capital, firms may substitute automation for hiring. When returns are immediate, short-term decisions are favored. When returns require time and carry uncertainty, long-term investment becomes less attractive. These factors shape how capital is allocated.
Time Horizon
Time horizon is a critical dimension of incentives. Decisions that produce immediate returns are often favored over those that require time and carry uncertainty. When incentives emphasize short-term performance, capital tends to move toward activities with faster payoffs. When incentives support longer horizons, capital is more likely to be directed toward projects that require sustained investment. The timing of expected returns shapes how capital is allocated.
For example, repairing a damaged bridge may generate little direct financial return beyond restoring its prior function. Building new infrastructure, by contrast, may involve years of planning, permitting, and construction before any benefits appear. If incentives favor immediate results, resources are more likely to be directed toward projects with quicker and more visible outcomes. When incentives support long-term investment, capital is more likely to flow toward infrastructure, research, and other projects whose benefits accumulate over time.
Price Signals
In a competitive market with clear information, prices reflect supply and demand. Participants respond to those signals by adjusting production, consumption, and investment. When information is limited or distorted, prices may not reflect underlying conditions. In those cases, incentives can lead to outcomes that diverge from expectations.
In some markets, a dominant firm acts as a price leader. When that firm changes prices, competitors follow. Prices can move independently of underlying conditions, reflecting coordinated behavior rather than independent responses to supply and demand.
Barriers to Entry
Barriers to entry shape incentives. When entry is easy, new participants increase competition and expand options. When entry is restricted, existing participants face less pressure. Incentives shift from competing on value to maintaining position. The result can be higher costs, reduced innovation, and limited opportunity. In the United States, industry concentration has increased across many sectors, with the largest firms accounting for a growing share of total sales and output. Research finds that more than 75 percent of industries have experienced rising concentration in recent decades, and that the share of sales controlled by the largest firms has generally increased over time.01-13
Market Concentration
Market concentration changes incentives. In a dispersed market, no single participant can influence outcomes. In a concentrated market, a small number of participants can affect pricing, access, and terms. Incentives shift toward control and coordination rather than competition. In recent years, a small number of large firms have captured a large share of corporate profits and market value, especially in technology and finance. For example, the top 10 percent of U.S. public companies account for roughly 80–90 percent of total corporate profits, while the five largest technology firms alone have at times represented over 20 percent of the S&P 500’s total market value.01-14
Information
Information is a critical element of market design. When participants have access to clear and timely information, they can respond to conditions more effectively. When information is incomplete, delayed, or asymmetric, decisions are made with uncertainty. Incentives then favor those with better access to information, and outcomes reflect that imbalance. Financial markets illustrate this effect, where access to data, speed, and analysis can provide measurable advantages.
Risk Allocation
Market design determines how risk is distributed. Some structures shift risk toward individuals, while others distribute it across institutions or the public. These choices affect behavior. When risk is borne by those making decisions, incentives encourage caution and evaluation. When risk is shifted elsewhere, incentives can encourage expansion without full accountability. During periods of financial stress, government and central bank interventions have involved trillions of dollars in support to stabilize markets.01-15
Combined Effects
These elements are not independent. Price signals, competition, information, and risk interact. Changes in one area affect the others. Market outcomes reflect the combined effect of these conditions.
Incentives and market design together determine where capital flows. When projected returns are strong, risk is manageable, and barriers are minimal, capital flows in that direction. When returns are lower, risk is higher, or access is restricted, capital moves elsewhere. These movements determine which activities expand and which contract. Participants respond to the incentives they face within the markets in which they operate.
Market design shapes the incentives that guide behavior. Those incentives influence how capital is allocated. That allocation determines how businesses operate and how jobs are created, structured, and sustained.
Small differences in competition, information, and risk allocation redirect capital across industries, regions, and forms of investment. Over time, these shifts accumulate and reshape the economy.
When market design supports open competition, clear information, and long-term investment, capital tends to move toward productive activity that builds capacity. When markets are concentrated, information is uneven, or incentives favor short-term returns, capital shifts toward control, extraction, or financial activity with limited long-term impact.
These patterns develop gradually as incentives are applied repeatedly. Over time, they shape industries, the availability and quality of jobs, and the distribution of income and opportunity.
Incentives guide decisions. Market design determines how those incentives operate. Together, they set the direction of the system.
When incentives favor scale, control of information, and barriers to entry, market outcomes tend to concentrate profits and power in a small number of firms. This concentration is not temporary. It is the structural result of how capital is allocated and how markets are designed. If these structures remain unchanged, concentration will continue, shaping the distribution of power, work, and income. As control increases, competitive pressure weakens, capital becomes more selective, and opportunities narrow.
Over time, this creates a system that is more efficient at accumulation than at broad participation, increasing the risk of instability. Maintaining a productive and adaptive economy will require preserving competition, improving transparency, and aligning incentives with long-term investment rather than short-term control.






  
  Chapter twelve
Business Decisions Under Incentives


Business decisions translate capital allocation into action. Firms determine how resources are used, how work is organized, and how output is produced. These decisions shape employment, wages, investment, and costs across the economy. 
Business decisions follow incentives. Firms respond to projected returns, uncertainty, time frames, operating constraints, and costs. These incentives are shaped by policy and market design. When conditions change, behavior changes.
Hiring Levels
Hiring reflects expected demand, cost, and risk. Firms add workers when they expect sustained demand and when the expected return from expansion exceeds the cost. When demand is uncertain or costs are high, hiring is limited or delayed.
Labor is both a cost and a source of production. Firms balance capacity with cost. When labor costs rise relative to output, hiring becomes less attractive. When expected demand increases, hiring expands.
Risk affects hiring. Permanent hires represent long-term commitments. When conditions are uncertain, firms rely more on temporary labor, contractors, or flexible staffing. This reduces risk but lowers stability for workers. In the United States, contingent and alternative work arrangements account for roughly 10 to 15 percent of the workforce.03-01
Hiring reflects incentives, not intentions. Policies affect employment only through their impact on cost, risk, and expected return.
Wage Levels
Wages are influenced by productivity, labor supply, market conditions, and incentives. Firms set wages based on output value, labor cost, and available alternatives. When productivity rises, firms can pay higher wages. When labor supply is limited, wages increase to attract workers. When competition for labor is strong, wages rise to retain employees.
Firms also face constraints. Higher wages increase costs. If those costs cannot be offset by productivity or prices, firms limit wage growth, reduce hiring, or adjust other expenses.
Incentives shape wage structures. Performance pay, bonuses, and equity link compensation to results. These can align incentives, but they can also favor short-term performance. Differences are large. Executive compensation in large firms is often measured in multiples of average worker pay.03-02 Wages reflect a balance between market conditions and incentives, tied to cost, productivity, and expected return.
Combined Effects
Hiring, wages, investment, and cost control are interconnected. A decision to automate affects hiring. A decision to raise wages affects costs. A change in demand affects all four.
These decisions result from incentives and respond to conditions created by policy and market design.
Business decisions do not determine outcomes at the system level but translate incentives into action. Through these actions, capital is deployed, work is organized, and production occurs.
Jobs, income, and stability follow from these decisions.
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