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CHAPTER TEN 



The Community as Commodity 

UNCLE BILLY [emotionally, at breaking point]: Mary did it, George! Mary did it! She told a few people you were in trouble and they scattered all over town collecting money. They didn’t ask any questions—just said: “If George is in trouble—count on me.” You never saw anything like it.

—It’s a Wonderful Life, screenplay, 1946

THE FINAL CONSEQUENCE of the emerging economy for our personal lives concerns the communities we inhabit. Communities used to pick up where families left off. Home schooling gave way to the local public school; the very sick moved from home to the local hospital; libraries and playgrounds provided access to expensive facilities few families could afford on their own. Think of a “community,” and you’re likely to picture a place where people look after one another—a traditional neighborhood, church, voluntary association, New England town meeting, frontier barn-raising, quilting bee, volunteer fire department, charity supper. The last scene in Frank Capra’s 1946 movie It’s a Wonderful Life typifies the American ideal: Just as George (Jimmy Stewart) is about to give up in despair, he finds he can count on his neighbors’ generosity and goodness, as they have always counted on his. They’re bound together in common cause and friendship.

Contrast this imagery to a more recently heard lament: Americans lack community. We’re no longer joiners. We don’t know the people next door. We “bowl alone.”1 Since most of us are working harder and selling ourselves with ever-greater gusto, no one should be surprised if we have less energy to spend with our neighbors.

But the view that we’re no longer joining with others is not quite correct, and it fails to account for the most important aspect of what’s happening. We’re still joining together—for child care, elder care, schools, health care, insurance, health clubs, investment clubs, buying clubs, recreational facilities, private security guards, and everything else that’s too expensive to purchase alone. But we’re not joining as participants; we’re joining as consumers. We’re pooling our financial resources to get the best deal.

The same advances in communication, transportation, and information technologies that are giving us wider choices of products and investments are giving us wider choices of whom to join and for what purpose. And as with other facets of our new lives, we can abandon the community we choose almost instantly and switch to another in pursuit of an even better deal. Like personal attention, communities are becoming marketable goods. We get what we pay for, and we pay not a penny more than necessary for what we get.

NEW GROUPS 

Through most of human history, community members didn’t have much choice about whom they joined. They were born into their communities and usually died in the same ones. Some notably broke with theirs or were banished, but these partings were rare or traumatic. Even well into the industrial age, most people still congregated within extended families and clans that gave definition to city neighborhoods. Members of these communities stayed put for at least a generation or two.

These communities provided their members some security and care. Yet they often did so at the price of boredom and stifled opportunity. One of history’s crowning achievements has been to give people a choice of community. An unprecedented share of Americans (and citizens of other modern nations) now enjoy the freedom to escape the communities they were born into. They can choose whom they join with, and then switch to another group if they wish—another residential community, spa, health plan, child-care center. They can abandon their cyber-communities with a click. As choice replaces random fate, surely community life will be richer, more harmonious, and happier. How could it be otherwise?

For one thing, membership in the older communities extended to many facets of a member’s life. There were many different arrangements, of course, but mutual obligations and benefits tended to come in a big bundle: production, defense, care, nourishment, parenting, entertainment, and spirituality. As a participant, you contributed no less to the bundle than was expected of you, and extracted no more than you were expected to take. Clan members produced for the clan and took care of one another’s children, sick, or elderly.

By contrast, the new communities offer highly specific benefits. You pick a community for exactly what you want from it. As with other aspects of your new life, you shop for the best community you can afford. Because exit is so easy and the benefits are so targeted, these new communities don’t require nearly as much commitment as the old did, nor do they offer the same security to members who might need to depend on one another in a pinch. Sure, you develop friends in a child-care group, but you don’t have to reveal as much about yourself along the way, and you can end the friendship instantly, as can they.

Here’s the real catch. Given the range of choice and ease of switching, we’re sorting ourselves into communities of people with roughly the same incomes, the same abilities, the same risks, and the same needs. Where we live has more to do with how much we earn than ever before. It’s Vail and Greenwich versus the communities who attend to them—but on a much larger scale. People who are most buffeted by the new economy—whose incomes have eroded the most, whose earnings are the most precarious—are ending up together in the same poor communities.2 Their schools are among the worst. They have less medical attention. Their insurance is more costly. Even when they pool what they can afford, the parents of toddlers still can’t raise enough for good-quality day care. This sorting process started years ago, but it’s become far more efficient, just when the people who are being sorted away into neglected communities need help the most.

THE SORTING MECHANISM 

To understand what is taking place, you have to understand the sorting mechanism. All other things being equal, someone who buys into a community wants the highest return on his or her investment—the best value, best service, most enjoyable and stimulating peers, largest amount of prestige their money will buy. Those already in likewise want the highest return on every new member—people who will contribute as much as if not more than they, and who make minimum demands on the common pool of resources. Unless your motive is charitable, there’s no sense joining a community composed of a lot of people who are more costly and needy than you, because you’ll end up subsidizing them. And it’s irrational for a group to go out of its way to attract members who will be a drain on it, or to provide benefits that will likely attract such people.

When a friend recently landed a job at the University of California at Los Angeles and his wife got a job in a financial firm in downtown Los Angeles, the two of them toured many different communities within a fifty-minute commute for both in order to find a good place to live. After they narrowed their pick of community, they examined a variety of condominiums and cooperatives. They finally settled on the best deal they could afford—within a condominium complex possessing its own security guards, maintenance crew, modest recreation facility, and even broadband Internet connection, in a neighborhood that was safe and attractive and contained a good elementary school for their daughter. In making their decision, they naturally considered the price of the condominium and the monthly fee that went along with it, as well as local taxes. They didn’t consciously seek to live in a community containing few poor people whose children would need extra instruction in school and whose overall family needs would require more social services and hence higher local taxes to pay for them. And they didn’t intentionally choose a condominium complex whose price would screen out poorer people with larger families that might use up more of the common amenities. They simply tried to find the best deal for their money. They had a lot of information and a wide array of choices (townships with different tax bases, private residential communities with different monthly fees).

The wider the choice and the greater the ease of switching to something better, the more efficient the sorting mechanism becomes. Individuals try to get into groups offering them the best deals—not only the best cities or townships and the best private residential communities they can afford, but also the best universities, primary and secondary schools, child-care centers, nursing homes and elder-care centers, insurance pools, professional partnerships, and companies. And such groups compete to attract the most desirable members—those who can contribute the most and demand the least. As a result, the most desirable end up clustering together, sometimes nationwide, even worldwide. And with ever-greater efficiency, they exclude those who are less valuable or more needy. The next most desirable cluster together as well, and exclude those who are more costly than they. And so on, down the line.

I’ve made it sound like a cold calculation—colder and more calculating than it usually is—in order to reveal a logic that’s just under the surface of society, and likely to become ever more apparent as choices widen and information improves, and it becomes easier to switch to better deals. Few people employ the sorting mechanism consciously. It is, rather, the consequence of a large number of rational personal decisions.

RESIDENTIAL SORTING 

Begin with the decision my friend and his wife made about where to live. In a world of wider choices and easier switches, more people like them are making such decisions according to how much they can get for their money, and implicitly choosing not to subsidize people who are likely to contribute less to, or use up a lot more of, common resources. As residential communities have become commodities—marketed, evaluated, and purchased like any other—it’s easier for buyers to get just what they want. And sellers have stronger incentives to offer just such deals.

Local services in private residential communities—the fastest-growing part of the U.S. housing market—are supported by membership dues. Such services in exclusive public townships, like Vail or Greenwich, are financed by local property taxes. But private or public, the sorting mechanism is essentially the same. Private residential communities exclude large families that need a lot of schools and social services, and whose children may be noisy or engage in petty crime, by charging hefty prices for homes and high membership fees and by strictly limiting the number of bedrooms in each unit. Upscale townships do it by requiring two- to four-acre plots for each home and prohibiting multifamily housing. Despite Vail’s labor shortage, its residents don’t want low-income housing that might threaten their property values. The only affordable housing that hasn’t drawn complaints is situated in an old gravel quarry on a flood plain, forty-five miles away.3

“Citizens’ movements” against state and local taxes have been spearheaded by private homeowner associations whose members see no reason why they should pay to support families outside the gates when members are getting everything they need inside, through their dues. In 1990, the New Jersey legislature defused one such revolt by agreeing to reimburse residents of private communities the taxes paid for public trash collection, snow removal, street lighting, and other public amenities because those residents were already paying for them privately. In other words, homeowners would pay only for what they got and no longer subsidize other communities needing more.

Depending on which is the more efficient means of sorting, private residential communities can morph into public townships, and vice versa. On March 24, 1999, the Leisure World retirement village in Orange County transformed itself from a gated community into one of California’s newest municipalities: Laguna Woods, whose average citizen is seventy-seven years old. The change allows residents to keep more of their tax dollars for themselves, paying only for the swimming pools, tennis courts, riding stables, and lawn care within the new city’s boundaries rather than spending money on schools and social services for children in the rest of the county.

I once described this as the “secession of the successful,” but in recent years the sorting mechanism has extended further down the economic ladder. As the proportion of married-with-children households continues to shrink and that of elders rises, more school districts contain larger concentrations of older people who vote for lower taxes and lousy schools rather than the opposite combination. Meanwhile, American cities are creating all manner of “special service” districts for middle-class residents and business owners willing to pay assessments for more trash collection, cleaning, and police—so long as the extra services are performed solely inside the district. Exclusive communities are even becoming exclusively wired. In the not-too-distant future, they’ll link all their households, schools, retail stores, and offices to single giant high-speed networks—allowing teachers to communicate more easily with parents, businesses with their employees, and everyone with their town officials.4 Gated communities used to be just for the very rich, but now middle-income home buyers want in. In 1970, the nation had more public police officers than private security guards; now it hires three times as many private guards as public ones—in California, four times as many.5

The secession of middle- and lower-middle-income families is also leading America back toward racially segregated neighborhoods. The probability that a black student will have white classmates dropped during the 1990s. You can spot the trend in most of the nation’s large metropolitan areas. At the start of the nineties, about 10 percent of Chicago’s neighborhoods could still be described as integrated (with black families constituting 10 to 50 percent); by the middle of the decade, less than 3 percent.6

SCHOOL SORTING 

As the stakes in getting a good education continue to rise, parents more aggressively seek the best education they can afford for their children. And the best deals are where other students are at least as intelligent, ambitious, and intellectually stimulating—and less likely to use up the scarce attention of teachers by being troublesome or needing a lot of extra help.

Peer effects among school-age children are significant—a fact that parents of teenagers will hardly find surprising. High-school students are more likely to go to college when more of their classmates are college-bound.7 And whatever their level of ability, students do better in groups more able than they, on average, and worse in groups less able, although the process isn’t symmetrical. Students of less ability are helped more by being together in classrooms with students of greater ability than the more able are hurt by being combined with the less.8 New evidence strongly suggests that such childhood peer effects extend beyond schools to the communities surrounding them. After a random sample of poor inner-city families received housing vouchers that enabled them to move to higher-income suburbs, their children’s behavior improved relative to children in families who wanted the vouchers but lost out in the lottery.9

Here too, the sorting mechanism is becoming far more efficient. Wealthier and more ambitious parents are choosing highly regarded private schools or good public schools in tony suburban communities where other students are likely to exert a positive influence, troublemakers can be easily extruded, and slower learners are quietly isolated. (“Tuition” for a good public school in a wealthy neighborhood is, in effect, included in the purchase price of an upscale home there, and the corresponding property taxes.) Or they choose publicly funded “charter” schools with more leeway than public schools about whom to admit or expel. In most states, charters have little room explicitly to exclude or expel, but they can craft their offerings in such a way as to deter less desired students, for example by failing to offer services for children with learning disabilities or admitting children only from the surrounding upscale neighborhood. (A recent study of charter schools in Michigan found that most of them excluded students who were especially costly to educate, such as those requiring special-education services; charter schools in many of the most affluent school districts refused to accept applicants from outside the district boundaries.)10

The same mechanism explains the upsurge of private “parents’ foundations” in the wake of court decisions requiring richer school districts to subsidize poorer ones. Rather than pay extra taxes, parents are quietly shifting their support to these charitable enterprises, thereby keeping more of their money in the home district. Already about 12 percent of the more than 14,000 school districts across America are funded in part by such foundations,11 paying for everything from a new school auditorium (Bowie, Maryland) to a high-tech weather station and language-arts program (Newton, Massachusetts).12 “Parents’ foundations,” observed the Wall Street Journal, “are visible evidence of parents’ efforts to reconnect their money to their kids.”13 And not, it should have been noted, to kids who are needier and more costly.

As a result of all this sorting, poorer children who require a lot of attention from good teachers are increasingly bunched together with other poorer children who also need a lot, within schools that have relatively few resources to begin with.14 It shouldn’t be surprising that parents in poor communities tend to favor school vouchers, because vouchers at least give them a means of separating their children from troublemakers who use up even more of the scarce time and attention of teachers, and who exert the worst influence on their own kids. Schools in a voucher system are freer to expel children who are particularly unruly. Parochial schools have always had that option, which partly explains why poor kids who attend them do better on standardized tests than poor kids in the public schools. The aggressive use of “zero tolerance” codes of school behavior makes the extrusion of troublesome children all the more common. Where do all these children go? They’re bunched together at the bottom of the entire educational system in schools that are essentially custodial institutions. If the children are too unruly even for these precincts, they may end up in juvenile detention centers. The sorting mechanism is complete.

No one designed the educational system this way. Well-meaning parents think of their reliance on private schools, good public schools in upscale communities, charter schools, local foundations, or school vouchers as means of obtaining as good an education as they can afford for their kids—not as means of excluding children more costly to educate than their own. But in fact, these individual decisions add up to a large-scale sorting mechanism. And once under way, the mechanism has its own momentum—as is strikingly clear in California, which in the 1960s had been among the heaviest spenders on public education per pupil and had one of the best school systems, yet now spends among the least and has one of the worst. As residents segregated into richer and poorer communities, the poorer schools began to deteriorate. After Proposition 13 placed a cap on local property tax rates in 1978, and a court decision required rough parity in spending across districts, California moved to pool educational funds statewide—transferring tax dollars from rich towns to poor. This lessened the educational payoff to better-off parents of choosing a wealthier town in which to live, so they began sending their children to private schools and withdrawing their support from the public school system. As a result, overall public spending on education dropped, and almost all public schools began to deteriorate.

In the emerging economy, success will depend most on talent, ingenuity, the ability to sell oneself, and connections. The quality of a child’s early education and the character of the child’s community are centrally important in these respects. Yet with ever-increasing efficiency, the sorting mechanism is separating children according to the communities and the schools their parents can best afford. Individual parents are acting rationally, but what’s rational for individuals is not necessarily rational for society as a whole. Nor is it the outcome we might choose as citizens concerned for the future of the nation.

UNIVERSITY SORTING 

Say you’re a bright high-school senior, considering college. Twenty years ago your sights would have been on the best university in your state, perhaps your region. Now you’ve got far better comparative data about national colleges, starting with U.S. News’s ratings and a flood of information over the Internet. Besides, your state university may no longer offer the cheapest deal. State support for higher education is no longer as generous as it used to be (we’ll come to the reason later).

This shift toward a national (and in many respects a global) market in higher education has put all colleges and universities into more direct competition with one another. In order to maintain or enhance their reputations, they’ve got to attract the smartest young people from around the nation, even the world. They, too, have more and better information about high-school stars. And as competition for these stars intensifies, colleges are offering them more lucrative scholarships.

Parents of the stars are wising up and conducting bidding wars similar to those conducted by prized employees. Carnegie-Mellon University explicitly encourages star applicants to bring back offers from other colleges so that it can match or surpass them. We’ll beat any price! Harvard makes the same offer more delicately, as is Harvard’s wont: “We expect that some of our students will have particularly attractive offers from the institutions with new aid programs,” it writes its new admits, “and those students should not assume that we will not respond.”

But as a result, there’s less scholarship aid left over for needier students. “Need-blind admissions”—by which universities admitted applicants according to merit, and made sure that anyone who got through the door received enough financial help to stay—is fast disappearing. More of the scholarship aid is now going to the best and brightest. “It used to be, providing aid was a charitable operation,” says Michael S. McPherson, president of Macalester College in St. Paul. “Now, it’s an investment, like brand management.”15

This means that students who are especially talented, well organized, and motivated are clustering more than ever together in the same prestigious universities. Their chances of doing well in life are already high before entering college. The clustering further bolsters their prospects of success. Not only are their talents and ambitions mutually reinforcing, but their wealth of contacts and connections provide the whole group with access to even better job opportunities. And as they cluster together, the prestige of their university brand grows steadily higher. Young people who are somewhat less disciplined, motivated, or capable of doing well on standardized exams attend “second-tier” universities, and their experience reinforces those almost-but-not-quite-good-enough inclinations and connections. And so on down the line. (As noted in a previous chapter, however, university rankings don’t perfectly correlate with the talent found in any given institution of higher education. And some of the best small universities are establishing reputations for excellence in particular niches, to which world-class faculty and students are attracted.)

The trend has been gathering momentum for several years. What’s new is the efficiency of the sorting mechanism. Fiercer competition on both sides—prospective students seeking admission to the best universities, and the universities seeking out the best students—is resulting in an ever-greater concentration of talents and abilities. This helps explain why inequality of earnings is rising even among college graduates.16

RISK SORTING 

One traditional function of a community was to spread the risk of misfortune among its members. All contributed against the possibility that any single one might be in particular need. By the early decades of the twentieth century, it was assumed that nations as a whole should provide all their people with social insurance. Every American citizen would “receive old-age benefits direct from the insurance system to which he will belong all his life,” said Franklin D. Roosevelt of the system he was signing into law. “If he is out of work, he gets a benefit. If he is sick or crippled, he gets a benefit.”17

But the sorting mechanism is eroding social insurance. To understand why, you need to understand two basic things about your incentive to insure yourself and your family: First, the reason you buy insurance—either privately, from an insurance company, or publicly, through tax payments to the government—is that you don’t know whether or how much you’ll be needing it. If you knew, it wouldn’t be insurance; it would simply be the specific cost of whatever you anticipated needing, like a new car every five years. Second, the amount you actually pay to be insured—your premium or your tax payment to cover the cost of the insurance—corresponds to the average riskiness of everyone within the group to be insured. As long as every group reflects roughly the same mix of more or less risky individuals, or the group is a national risk pool like Medicare or Social Security, the cost to you is about the same. You can’t get a better deal, so you have no incentive to shop for one. Inevitably, then, people on whom fortune smiles end up subsidizing the people on whom fortune scowls. To the extent that fate is random, this seems only fair.

Absent strong social bonds, your incentive to contribute to an insurance pool will erode if you believe the likelihood that you’ll need to draw from it is significantly less than the likelihood someone else will. “Welfare,” as originally conceived in FDR’s plan of social insurance, was for mothers whose income-producing husbands had died. As such it was popular, because the misfortune could happen to almost any family. But when welfare began to be seen as income support for unmarried mothers, a large portion of whom were black, the program no longer seemed like insurance. It looked more like a handout to the “undeserving” poor—who appeared even less deserving as more married mothers of young children had to get jobs. Political support for welfare dried up, and welfare shriveled.

Broad-based social insurance programs remain popular with the elderly (witness the quadrennial political grandstanding about Medicare and Social Security), but the wealthier and healthier are having second thoughts. Many are beginning to see that they can get a better deal by joining together and leaving the poorer and sicker behind.

Selfishness isn’t the new force at work here. It’s technology, which is revealing more about one’s riskiness. For example, the genetic codes carried within your cells can reveal the odds that you’ll develop any number of life-threatening diseases. Your family history—how long your parents and grandparents lived, and what they died of—reveals more information. And the way you live your life—the kind and amounts of food you ingest, how active you are, where you live, your income, your education, your personal habits and addictions—can be analyzed to provide still more specific information on the odds that you’ll get sick, have an accident, or otherwise invite misfortune. In short, it’s no longer the case that you and the community that insures you are in the dark about your chances of needing to be bailed out. The odds can be known with increasing precision.

The sorting mechanism for insurance operates exactly as it does with social services and education: The best deal is one where your dollars don’t subsidize anyone riskier than you. Americans spend tens of billions of dollars a year insuring their health and their lives in the private insurance market. Insurers who compete for this business have every incentive to “cherry pick,” pursuing people with lower risks and charging them lower premiums. As more and better information becomes available, such people—who tend to eat better, get better medical treatment, have higher incomes and better educations—will be charged progressively less; people with higher risks—the converse in every respect—will pay more, and the gap in price will widen.

The sorting mechanism is already slicing up private health insurance. Health maintenance organizations (HMOs) actively market themselves in wealthier suburbs and to high-paying companies whose employees are also less likely to need a lot of costly medical care. Employers, meanwhile, are narrowing or dropping coverage of their lower-paid and more risky employees even as they enhance coverage for their most valuable. Rather than continue purchasing group health insurance to cover all its employees, Xerox announced at the end of 1999 that it would give its employees vouchers to buy their own—a move that will cut Xerox’s costs and also end the implicit subsidy of higher-risk employees by the lower-risk. And as many large companies that used to offer all their employees group health insurance continue to downsize and subcontract their operations to smaller companies, the only employees remaining within the parent-company group insurance plans are core managers, who are generally wealthier and healthier than the rest.

Meanwhile, the “managed care” revolution is reducing medical care for the uninsured poor. City hospitals used to provide a kind of last-ditch health insurance for the neediest and riskiest—free care for those who couldn’t pay; emergency trauma centers and burn units; treatments for drug-resistant tuberculosis; units devoted to AIDS, drug addiction, family violence; and health care for recently arrived immigrants. The hospitals could afford these services because health insurers indirectly subsidized them, paying the hospitals a bit more than insured patients actually cost. But increasingly, HMOs are competing furiously against one another to rein in costs, thus leaving city hospitals without the extra funds. In fact, the new competition is also encouraging hospitals to compete for low-risk patients with ample coverage—middle-class women delivering babies, for example—while shunning the uninsured drug addicts and the traumatized. And it’s causing doctors to spend less time on charity care. One recent study showed that in communities with the most competition among managed-care plans, doctors provided about 25 percent less charity care than did their counterparts in communities where managed care had not yet taken hold.18

As originally conceived, Medicare offered every retiree a certain minimum guaranteed health insurance, financed by the contributions of all workers. Because no individual worker knew for sure how much medical attention he or she would require when reaching retirement age, the system seemed reasonably fair. But now that the wealthier and healthier have a much better idea, many would prefer individual “medical savings accounts,” enabling them to get a better deal on their own rather than subsidize the chronically ill. Their preference is perfectly rational. Yet this sorting mechanism, adopted by all, would leave the sickest and poorest elderly behind in their own expensive publicly supported insurance pool, highly vulnerable to budget cuts. 

Similarly, the original idea behind Social Security was that some of the payroll taxes paid by higher-wage workers would be tapped to raise the benefits of lower-income retirees. Since workers couldn’t be certain at the start of their careers how much they’d earn over the course of them, this seemed a fair arrangement. But now, well-educated and well-connected young people rightly figure they’ll amass considerably more wealth during their careers than will workers with poor educations and connections, most of whom will accumulate no wealth at all. It’s understandable that they’d prefer to merge their savings with those of other similarly promising young people within a mutual fund, and collect the full returns on that pool of private investment, rather than subsidize poorer retirees. Yet “privatizing” Social Security by this sorting mechanism will leave lower-income retirees with less.

LEADERSHIP AS COURTSHIP 

The old job of leadership was to make decisions. The new job of leadership is to attract (and keep) money and talent. This is because money and talent are more mobile than ever. Leaders of companies, universities, museums, hospitals, and other institutions want to create virtuous circles in which money and talent join together with a lot of other money and talent and, as they link up, capture the mutual benefits of the group’s prestige, its capacity to innovate, the teaching and learning that occurs within it, the quality of services available to its members, or the low costs and risks of being a member of such a group. The problem is that at some point a virtuous circle may reverse itself and turn vicious. The most talented may leave for an even better deal elsewhere, prompting others to leave as well. There may even be a rush for the exits, resulting in stampedes like “brain drains” and “capital flight.” Wider access to information and easier exit are likely to set off more stampedes in the future. The job of the leader is also to stop vicious circles before they gather momentum.

Private-sector executives no longer make big strategic decisions. Their time is spent reassuring stock analysts, venture capitalists, and institutional investors about the enterprise’s rosy future, and persuading valued individuals to come or to stay by enticing them with stock options and interesting projects. Many of these solicitations must be done in person for maximum effect. After IBM made its $3 billion hostile takeover bid for Lotus in 1994, Louis Gerstner, Jr., IBM’s chairman and chief executive officer, made a personal pilgrimage by helicopter from the company’s world headquarters in Armonk, New York, to Cambridge, Massachusetts, to convince Ray Ozzie, one of Lotus’s most creative minds, to remain with the company. Ozzie had devised the original idea for Lotus’s premier software product, called Notes, which enabled employees anywhere in a company’s far-flung operations to share documents. Gerstner’s personal intervention bought a three-year commitment from Ozzie, who quit in late 1997 to form a new company.19

Nonprofit leaders, likewise, are immersed in continuous efforts to lure talent and money. “To direct an institution nowadays you have to be an opportunist,” says Marcia Tucker, former director of the New Museum of Contemporary Art in New York. “You have to use every social situation to think about fund-raising and social contacts.”20 While university deans busily court faculty stars (increasingly, as has been observed, in Barro-type bidding wars), most college presidents are consumed by the task of raising funds. “One has to be a beggar, a flatterer, a sycophant, a court jester,” notes Leon Botstein, president of Bard College.21 The great visionary university presidents who once changed America’s thinking on weighty matters—such as James Conant, who, as Harvard’s president from 1933 to 1953, instructed the nation on the importance of civilian control of atomic energy; and Robert Maynard Hutchins, who led the University of Chicago from 1929 to 1951 and bombarded the nation with provocative ideas about education and justice—have been replaced, for the most part, by a generation of leaders whose vision is focused on raising large donations. Harvard’s president at the turn of the millennium, an unassuming man named Neil Rudenstein, was almost unknown to the world outside, but proved himself adept at extracting big sums from people eager to have their names chiseled into a Harvard pediment. In order to do his job well, Rudenstein pointedly eschewed controversial stands on large issues of the day. “I have to think very, very hard not about where I should be positioned, but about where Harvard should be positioned,” he explained.22

GOVERNANCE AS SALESMANSHIP 

Government officials must court on a grander scale. Governors and mayors hustle to attract or to keep within their borders residents with high skills and high incomes, on whom virtuous circles of growth depend—who will attract others like themselves, and with them, global capital. The mobility of such individuals corresponds with their educations. While only 1.6 percent of high-school dropouts move to another state each year, almost 4 percent of college graduates do so.23 Not only do the better educated have a greater choice of jobs in different locations than the less educated, and many more connections, but, as noted, they can sell their services in cyberspace from almost any locale.

How to attract and keep better-educated, creative workers? By lowering their taxes, furnishing them safe and attractive surroundings in which to live and work, and granting them easy access to airports and vacation spots, museums, and sports arenas with fancy skyboxes. Otherwise, they’ll leave for better deals elsewhere, as evidenced by the legions of Massachusetts high-tech workers who in recent years have decamped to New Hampshire in pursuit of lower taxes.

This courtship partly explains why the burden of state and local taxes is quietly shifting from higher earners who are more mobile to lower earners who have fewer choices about where to live. Income taxes—which take a larger proportion of the incomes of higher earners—are being replaced by sales taxes, taxes on gas, cigarettes, and alcohol, and lotteries, all of which take a larger proportion of the incomes of lower earners. Since 1993, as state treasuries have grown flush, governors have cut taxes, but notably, more than two-thirds of the tax cuts have been income taxes rather than sales taxes.24

It also partly explains the decline in state support for higher education. After all, given the relationship between education and geographic mobility, if a state helps one of its young people obtain a college degree rather than drop out of high school, it doubles the probability of losing that worker to another state. “We’ve been experiencing a brain drain,” complains Nebraska governor Ben Nelson, noting that the higher Nebraskan students score on standardized tests, the more likely they are to abandon the state.25 Nebraska now pays state tuition costs only for those students who agree to work in Nebraska for at least three years after graduating.

Governors and mayors must also persuade businesses to come and to stay. With products becoming lighter, and transportation and communications steadily cheaper, one place on the map increasingly substitutes for any other. Thus, bidding wars for businesses are escalating, with states and cities competing more fiercely to lure or keep them by means of generous subsidies and tax breaks. All over the world, corporate taxes are plummeting.

A few years ago, I helped officiate at the solemn signing of a “treaty” among officials of New York City, New Jersey, and Connecticut in which they agreed to refrain from poaching companies from one another. The deal lasted ten days before one of the three succumbed to the blandishments of a company that quietly suggested it would move if properly motivated. Now the three jurisdictions are spending more than $2.5 billion annually bidding against one another for essentially the same jobs. New York’s governor and mayor have proudly announced a record $720 million package of tax breaks and subsidies for the New York Stock Exchange to build a sixty-story office tower right across from its current home, at Broad and Wall Streets, where it has been since 1902. New Jersey had tried to lure the Big Board with a generous package of its own, although the lure seemed less than compelling. No insult to the Garden State intended, but it’s hard to imagine much luster from a listing on a “New Jersey Stock Exchange.” Besides, within a few years, electronic trading systems are likely to replace bricks and mortar, wherever the bricks are piled up. Nonetheless, “[t]he reality,” explained a New York Times editorial, “is that if New York City refuses to play this game, other, hungrier cities and states will take advantage of that passivity. Then Manhattan, in particular, will see its prestige and residents lured away like so many free agents.”26

Worse, the tax breaks and subsidies offered to business come at the expense of public services needed by many of these areas’ less fortunate people, like good schools. State and local governments gave businesses more than $17 billion in tax rebates and subsidies in 1999; this is an amount that, were it spent on schools, would have been enough to educate one and a half million elementary school students at double 1999’s average rate per pupil.27

Public officials are even trading schools for sports stadiums. The stadium bidding wars are heating up, to the detriment of schools in poorer areas. In 1999, Pennsylvania approved $160 million for new stadiums for the Eagles and Phillies in Philadelphia and the Pirates and Steelers in Pittsburgh, replete with parking garages and skyboxes. Meanwhile, Philadelphia’s public schools were overcrowded, their roofs leaked, and they were out of supplies; Pittsburgh’s schools faced a $30 million budget shortfall.28 In 1995, Cleveland made a $175 million bid to keep the Browns from moving to Baltimore, even as the city closed eleven public schools for lack of funding.29 As I write this, the vociferous owner of the Yankees is demanding that New York City build the team a new multimillion-dollar stadium, and the mayor seems eager to oblige. Yet New York’s schools, starved for funds, are overcrowded and dangerous. Why are political leaders making this tradeoff? Because the sports teams will leave town if they don’t get new stadiums, but inner-city kids have nowhere else to go.

It’s happening on a global scale. More than a century ago, the United States asked the world to send it their “tired .         .         . poor .         .         . huddled masses yearning to breathe free,”30 but now we’re more intent on attracting the smart, well-educated software engineers yearning to be rich. Although there’s growing unease about the influx of poor immigrants to these shores, American high-tech firms have lobbied furiously, and successfully, to lift quotas on U.S. visas for foreign high-tech workers. Other nations are also trying to lure talent their way. Ireland attracts best-selling authors with generous tax cuts. In 1998, the leaders of Iran were offering former Soviet scientists who once worked in labs linked to germ warfare up to $5,000 a month—more than these scientists earn in a year in Russia. Iran explained that other nations in that volatile region would attract the talent if it didn’t do so first.31

On the other hand, Canada is losing managers, doctors, nurses, scientists, and other professionals, partly because taxes claim half their incomes.32 Sweden’s scientists and engineers, facing a maximum tax rate of 59 percent, plus a 1.5 percent wealth tax on property valued at more than $120,000, are leaving home, too; global companies headquartered elsewhere are happy to have them. It’s only a matter of time before Canada and Sweden feel compelled to reduce taxes on their most prized citizens.

Heads of state are also courting global investors. Diplomacy used to be about treaties, alliances, and delicate balances of power, and the most important meetings took place among heads of state. Now it’s about attracting investment and avoiding capital flight, and the most important meetings take place between heads of state and world bankers and fund managers. Like carnival barkers trying to herd the throng into their assorted tents, presidents and prime ministers are trying to lure (and keep) global investors by promising whatever they can in return for global capital. They are fawning over and ingratiating themselves with those who direct the money flows. Almost all are busily cutting taxes on companies. Where necessary, they’re slashing budget deficits—including public spending on social insurance, health care, and schools—in order to gain investors’ confidence.

REPRISE: THE SORTED COMMUNITY 

As a result of all these maneuvers, the burden of paying for the things that the less fortunate members of every society most need is being shifted more squarely onto them. This is the ultimate consequence of the sorting mechanism.

People with the greatest bargaining power—able to strike the best deals for schools, universities, child care, health care, insurance, taxes, returns on investments—are already the best off. They’re likely to be well educated (or have well-educated parents), healthy, wealthy, and economically secure. Those with the least bargaining power—on whom the burdens of economic change are falling the heaviest—must settle for the poorest schools, little or no access to universities, minimal or no child care, poor or no health care, and no insurance against the vagaries of the market. And as they become more socially isolated, they also lose connection to a wider economy that depends ever more on connections. The bargaining power of everyone between these extremes is also inversely related to their need.

No one designed the system this way, nor intended this result. It’s the product of a large number of separate decisions by individuals seeking to do the best for themselves and their loved ones. It doesn’t suggest that people who are wealthier and more fortunate have become less charitable toward people who have less. The better off may sincerely want to help those who are falling behind. Many contribute to a host of worthy causes. They may in fact disapprove of the sorting that’s occurring, to the extent they are aware of it. But the sorting itself may reduce their awareness of how others live who are less fortunate than they. And even if they are fully aware, the sorting mechanism has raised the stakes. For them to act on their own to join a poorer community would require them to sacrifice comfortable neighborhoods, good schools, access to excellent universities, high-quality health care and child care, valuable connections, and all the rest of the benefits that come from belonging to the more exclusive community. A decent society should not have to rely on saintliness.

The sorting mechanism further increases the pressure to earn as high an income as is possible. High incomes buy you and your family memberships in excellent communities. Low incomes force you to reside in poor communities with inadequate schools, few parks or playgrounds, unsafe streets, and a host of social problems. As the sorting mechanism becomes more efficient, the benefits of membership in a desirable community and the costs of having to settle in an undesirable one diverge more sharply, further raising the stakes.

This is not the end of our story. We are not slaves to present trends, nor captives of the sorting mechanism. We can, if we want, assert that our mutual obligations as citizens extend beyond our economic usefulness to one another, and reorganize ourselves accordingly. In this, as in other aspects of the new economy, we have choices.

 

PART THREE 



CHOICES 

 

CHAPTER ELEVEN 



Personal Choice 

To love and to work.

—Sigmund Freud, on what a person should be able to do well1

MOST OF US are more prosperous than ever before. We own more. We’re able to get terrific deals. Yet the deepest anxieties of this prosperous age concern aspects of our lives that can’t be bought. Many of us worry about the erosion of family, about our own inadequacies as spouses or parents, about the difficulty of sustaining genuine friendships, about the brittleness of our communities, and about the challenge of keeping intact our own integrity.

Paid work is demanding more of our time, often more emotional energy and psychological preoccupation. As noted, the typical American is working 350 more hours a year than the typical European, more hours than the Japanese. And this feverish pace doesn’t even include the time taken up with the ever more ubiquitous intrusions on personal life—phones, faxes, beepers, e-mails, business trips. Nor does it account for the preoccupations, exhilarations, and anxieties that overflow paid work and flood the rest of waking life and sometimes even sleep. Many of us don’t run out of time as much as we run out of juice. Constantly being on—creating, teaching, convincing, and selling—can be emotionally draining. Burnout can occur well within the bounds of a forty-hour week. Even if there’s physical time for friends, family, community, and personal reflection, there’s no psychic space left. Alternatively, we’re so juiced up by work that we don’t want to spare juice for anything else. The rest of life is becoming downsized, outsourced, and sorted.

Is this the choice we’ve made? Is this the future of success?

WHAT DO WE REALLY WANT, ANYWAY? 

Economists and most social scientists assume that the best way to measure what people want is to watch what they do. Psychologists and psychoanalysts assume that, regardless of what people say they desire, the real test is what they choose. If people wanted to live according to different priorities and were willing to accept the sacrifices that those different priorities entailed, presumably they’d do so.

Some people are compelled by economic necessity to work harder and more obsessively, but necessity can’t explain much of the trend. American managers and professionals who were already living well grew far wealthier between the mid-1980s and the end of the century. And yet over the same period of time, the proportion of them working more than fifty hours a week rose by one-third. In fact, as noted earlier, the higher your earnings, the more likely it is that you’ll work hard. It’s not that you earn more because you work harder; you work harder because of what you can earn by doing so. Nearly 40 percent of male college graduates and 20 percent of female college grads work more than fifty hours a week for pay. College graduates earn considerably more than people who don’t graduate from college, yet they’re four times more likely than nongraduates to be putting in more than fifty hours a week at their jobs.

There’s even evidence that the higher your earnings, the more likely it is that your teenage children will feel that their lives are more frenzied than yours. In one poll of young people aged thirteen to seventeen, affluent teenagers, regardless of race or gender, were substantially more likely than nonaffluent teenagers to report that their lives were harder and more stressful than their parents’ lives.2 Perhaps this is because the poorer teenagers hear stories of their parents’ toil and struggle and feel that their own lives are easier by comparison, while the more affluent teenagers hear stories of “making” it, with an implicit warning about the danger of sliding backward. I’m reminded of a Roz Chast cartoon in The New Yorker (a magazine whose readers are rarely impecunious) picturing two boys with baseball caps and backpacks, under the caption “Most Likely to Succeed.” One boy is saying to the other, “I’d love to come over and hang out, but now that we’re competing in a global economy I can’t.”

Attitudes of college students seem to be shifting toward wanting to work even harder for more money. As has been noted, only 41 percent of college freshmen in 1968 listed being “very well off financially” as a very important personal objective. Then, most were more interested in “developing a meaningful philosophy of life.” But financial well-being steadily gained ground and philosophy of life steadily lost it until, by 1998, 74 percent of college freshmen listed being “very well off financially” as essential. As I’ve emphasized, this shouldn’t be taken to mean that today’s students are greedier than previous generations. Record numbers of college students are volunteering to work in their communities. They just have a more pecuniary focus for their lives.

Adult Americans also seem more intent on children’s working hard. A large sampling of Americans has been asked annually to choose the one attribute that is “the most important for a child to learn to prepare him or her for life” out of a list of five: to think for oneself, to obey, to work hard, to help others, or to be well liked and popular. Since 1986, when this question was first asked, about half the sample has continued to choose “to think for oneself.” But over the years, the only attribute to have steadily gained in importance has been “to work hard”—from 11 percent in 1986 to 18 percent in 1998.3

From the viewpoint of social scientists, who assume that the best way to understand what people want is to watch what they do, the easiest conclusion to be drawn from all this is that Americans are choosing hard work for themselves and their children because they want to. Forget a “better balance.” All the talk about making room for the rest of life—about the importance of family, friends, community, personal callings, and spiritual fulfillment—is just superficial posturing in front of the cameras.

Yet personal choices don’t occur in a social vacuum. We choose one way or the other because certain consequences attach to those choices, consequences that depend partly on how society has chosen to organize itself. That a prisoner chooses to scale a high wall topped by barbed wire doesn’t mean she wants to scale high walls and traverse barbed wire, but only that her circumstances have led her to do this dangerous thing. Were the conditions of her imprisonment to grow steadily harsher, or the world outside the prison to become far more comfortable, she might choose to scale even higher and more dangerous walls. But to conclude from this that she is developing a preference for higher walls is to fail to understand the essence of what’s happening. Her increasing effort is due to the widening contrast between her life inside the walls and the life she could lead outside them.

REPRISE: THE BIG CHANGE 

Why do most Americans work harder than they did three decades ago? Not because they are more dedicated to work now than before, or have progressed to a different point on the evolutionary scale. Something else must have happened, and must still be going on. Why does the average American work 350 more hours a year than the average European, and still want to work harder for more money? Not because Americans’ brains are differently wired than European brains. There must be another reason, having more to do with the situations Americans and Europeans find themselves in than with their genes.

Why do college students today place greater value on financial well-being than did college students three decades ago? They aren’t greedier. What’s changed? Why do today’s adults place greater store on children’s learning to work hard than did adults only a few years ago? Here again, something must have happened to make adults more concerned about the consequences of not working hard.

Why are people having fewer kids? Not because they love children less than they used to. Again, there must be another explanation. Why is your choice of community much more important now than it was years ago? Not because citizens have become more intent on living in pleasant neighborhoods with good schools than they used to be. Here, too, something has happened to change the calculation and raise the stakes. In these and other examples I’ve offered in these pages, personal choices about work and life are taking place within a larger set of societal changes.

We must be careful to avoid placing too much responsibility for these trends on technological and economic changes alone. Human animals are complicated creatures, influenced by many different things. Yet the preceding pages do suggest how changes in technology and the economy are altering how work is organized and rewarded, which in turn influence how you lead your life. Let me summarize.

•         Your earnings are less predictable than they were before. You can’t be nearly as confident today about what you’ll earn in the future as you could be in the old system of large-scale production. Even if you work diligently and are good at what you do, the demand for your services may drop unexpectedly because customers find better deals elsewhere. This puts you in a dilemma, because many of your costs of living are fixed—mortgages, rents, car payments, insurance, and the like. So what do you do? How does your behavior change from what it used to be when your earnings were steadier? Now, you must make hay while the sun shines. You work harder when the work is available against the risk that your income may drop in the future. 

•         If your skills are in great demand now, you’re likely to be paid more than were people near the top of the income ladder in the old system. Pay used to depend largely on rank or seniority. Now you’re paid for your ideas and your ability to sell. If you’re a truly superb geek or shrink, you can earn vast sums. You’re also likely to have generous employment benefits and a great work environment, maybe even a gym and a Jacuzzi downstairs. And your work is likely to be interesting, even fun. On the other hand, if you’ve been in a job that’s rote or routine, which a large number of people here or around the world can do just as well—or your job can be done by computerized machines or by software over the Internet—you’re likely to be paid less than you used to be paid for doing it, and you may be losing your benefits. And forget the gym and Jacuzzi. In fact, you may lose the job entirely. Unless you have the education and skills to become a geek or a shrink, there’s a good chance that your new job will involve providing personal services at relatively low wages. Some of this work is satisfying, perhaps even ennobling; much of it is difficult or frustrating. 

•         If you’re in the latter category and losing ground relative to the standard of living that most people deem acceptable, you have to work harder to prop up your family’s income, and your spouse or partner may be working longer hours as well. If you’re on the winning side and earning a lot, you may want to work longer and harder, too, but for a different reason. The sacrifices you’d make by not working so hard—the income and perks you’d give up, as well as the challenge and the fun—are much bigger than they were under the old system. For the same reason, you’re more likely to go after one of those high-paying jobs rather than, say, teach school; were you to settle for the more modest income, you’d be giving up
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