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			INTRODUCTION

			When the disaster struck, Daniel and Kelli Segars could have been a statistic.

			Daniel studied food and nutrition in college. In 2000 he started work as a personal trainer and nutrition counselor at a fitness club. Kelli earned degrees from Central Washington University in psychology and sociology—undergrad favorites that don’t exactly chart a career path. In 2006 she found herself at the same club as Daniel, selling memberships. They fell in love, got married, and after a while mustered enough savings to do what everyone else in the greater Seattle area was trying to do at the time: They bought a house. The sale closed on a weekend. It was August 2008, the dawn of the Great Recession.

			The following Monday, Kelli had her hours slashed and Daniel lost most of his clients. The Segars, like millions of other Americans, were slammed by what few experts had seen coming: the greatest financial crisis since the Great Depression. And the tsunami struck the very market in which the Segars had just invested their life savings: housing.

			
			The Segars had no control over the crisis that soon swept over the globe, stripping away their livelihoods and threatening them with joblessness. They had control over one thing: their response to it. They could have blamed NAFTA or the WTO or the rise of the robots. They could have joined Occupy Wall Street and denounced a heartless global capitalism that allocated all the wealth for the “one percent” and left personal trainers to fend for themselves. They could have gotten depressed or climbed onto the government dole. Instead, the young couple found several part-time jobs to stay afloat. “Kelli wrote ‘how-to’ articles on the Internet at night,” explains the Seattle Times in one of the couple’s only published profiles, “while ironically working with an organization that helped unemployed people get back on their feet. Daniel apprenticed as a plumber.”1 These jobs paid the bills while Daniel and Kelli worked on a side hustle.

			Given their fitness background, the Segars noticed that gimmicky workout videos had started to populate the Web. Most of these followed a simple formula: a grab bag of lessons led by a cut, steroid-swelled guy or a bleached-blond, spray-tanned gal who tries to motivate you with unrealistic promises, corny comments, and drill sergeant antics, all the while coaxing you to upgrade to the deluxe package.

			Daniel and Kelli knew far more about fitness and nutrition than most of these characters. Granted, they knew nothing about video production, but no matter. The house they had bought was a financial albatross, but it did have a nearly finished garage. So they added some drywall and white paint, bought a few hundred dollars’ worth of video equipment, and started to shoot their own videos. “We taught ourselves how to use editing software and though we have a cameraman (who has become a good friend over the last few years), we often still film and edit our own videos,” Kelli told me in an email interview.

			
			Their first pieces were just thirty-second snippets of single exercises: agility dots (level one), crunch with toe touch (level two), mountain climbers (level one), deep glute stretch (level one). Nothing groundbreaking or all that popular. But before long they discovered what people wanted: individual workouts and workout plans. Their website, FitnessBlender.com, went live in 2010 and became their full-time job two years later. As of this writing, their YouTube channel has over four million subscribers.

			I’m one of them. I had used other gimmicky video programs. They were better than nothing, but I kept looking for something better. One day I found Fitness Blender. Its success is its simplicity: no corn, no music, no pitch to upgrade. Just a simple white background, a user-friendly search function, variety, and routines that don’t call for fancy equipment.

			Indeed, much of Fitness Blender’s success is due to the Segars themselves. Daniel is cut and seems to always have the right amount of facial stubble. Kelli is statuesque with long, dark-blond hair. (As my annoyed wife says, “She doesn’t need Spanx, but you can’t help but like her.”) At the same time, they’re the “couple next door,” the kind of people you could picture meeting at a block party. They even fluctuate a bit in their body-fat ratio. If you ever work out, you know how it goes. You throw out your back or get the flu or get depressed, and next thing you know you’ve added a useless layer of winter blubber that takes five times as long to work off. At Fitness Blender, you won’t see anything as dramatic (and unsustainable) as the feats achieved on The Biggest Loser. But you can see Daniel and Kelli get fitter over time in multi-week routines. They’re like personal trainers who are there for you. They feel your pain.

			The strategy wouldn’t have worked twenty years ago, since the Segars would have had to charge every user for their services. But YouTube, which is owned by Google, shares the profits from its ads with “partners”—the people who produce the video content. People like Daniel and Kelli Segars. Through ad revenue, royalties on their e-book meal plans and exercise guides, and donations, the couple makes a living without charging anyone by the hour. They won’t become billionaires, but in the face of financial disaster they found a new way to live the American Dream.

			
			The lesson here isn’t that everyone is cut out to launch a YouTube fitness channel with millions of subscribers if only they would show a little pluck and resolve. Indeed, the Segars’ success was not assured. They could have gone broke before they got things turned around. But while millions of Americans doubt that those who work hard and act responsibly can prosper in this country, the Segars found a way. Their troubles are a microcosm of what’s happening everywhere in our economy.

			And they offer a model of what to do in a crisis. Their jobs were disrupted by events beyond their control. Rather than get angry or depressed or blame their bad luck on someone else, they got busy—using technology to deliver the value of their expertise in a new way. Producing YouTube videos is an obvious way to do this, albeit one that may not work for everyone. But our emerging economy holds promise far beyond the most obvious, for those who are willing to adapt.

			
				THE AMERICAN DREAM IN CRISIS

				For over three hundred years, men, women, and children have left their native countries and come to America in search of something.

				When Thomas Jefferson wrote the Declaration of Independence in 1776, he spoke of a God-given right to pursue happiness. French thinker Alexis de Tocqueville toured the fruited plains in the 1830s and talked to common Americans in cities, hamlets, and even prisons. He later described what he saw among Americans as “the charm of anticipated success.” Americans were poor by highborn European standards, but seemed to lack the despair he often encountered in his native France. These Americans had hope for the future.

				
				It was historian James Truslow Adams who coined the term “American Dream” in his 1931 book The Epic of America to refer to “that dream of a land in which life should be better and richer and fuller for everyone.” This hope of future success is bipartisan and always championed. It’s the promise at the heart of America’s Experiment. For at least the last decade, though, Americans have worried that the Dream is in danger. The 2008 financial crisis, which was triggered by a bevy of bad policies, bad home loans, and bad securities built upon them, is an apt symbol for the fear over our country’s future. But the lingering trauma isn’t limited to housing. Recent college grads find themselves underemployed and waterlogged with student loan debt. Automation, offshoring, and outsourcing have displaced entire manufacturing sectors and consumed a number of white-collar jobs. Many millennials work several part-time jobs, with a side hustle that is a diversion rather than a sustainable career. Experts tell us that soon enough smart robots will take all the jobs.

				Even when the unemployment rate drops, that has as much to do with people dropping out of the workforce as it does with finding new and worthwhile jobs. Nearly one in six men of working age do no meaningful work at all.2 And far too many of these idle males between the ages of twenty-five and fifty-four are hooked on painkilling drugs.3 We hear that the middle class has been hollowed out and its wages have stagnated.4 Government debt is out of control. Social Security and Medicare careen toward insolvency.

				All of this has led to bipartisan doubts about the sources of our past success. In the 2016 presidential election, for instance, Hillary Clinton went soft on trade agreements once championed by her husband. Donald Trump, the victor for the officially free-market party, often sounded like Bernie Sanders when he talked about the economy. Sanders, for his part, electrified the Democratic Party base by celebrating rather than hiding his socialism.

				In a national downturn, we tend to contrast our present woes with an idealized past. Liberals invoke a post-World War II workingman’s paradise guarded by strong unions and a generous, government-run safety net. Conservatives imagine a golden age when GIs and college grads could easily afford to buy a house in their twenties, nab a middle-class job, keep it for forty years, and retire to Florida.

				
				Majorities in the United States and other developed nations now expect their children to be worse off than they are.5 That fits a 2016 study that claims only half of US kids born in 1980 make more money than their parents did, in contrast to 92 percent of kids born in 1940. The half that do better come mostly from the upper-middle class.6 French economist Thomas Piketty delivered a more academic take on the same theme. He decried a growing gap between rich and poor where the rich get richer and the poor get poorer. The message has long since trickled down. In another 2016 study, almost half of millennials thought the American Dream was dead.7 Others wish it were dead, because they identify it not with hope, happiness, and fecundity but with inequality, greed, and environmental ruin.

				Is this right? Was the last century a unique, unjust, and unsustainable moment of prosperity brought on by new industry and abundant fossil fuel? Have we already picked all the low-hanging fruit?8 Should we now prepare for a future of mediocrity and decline?

				There are reasons to worry, but they’re not the reasons offered by those, like Piketty, who fixate on small pies and income gaps. No, often what ails us are the very “cures” prescribed by such thinkers. Our economy languishes under foolish policies that squelch growth and innovation, encourage bad habits, and discourage good ones. In some sectors, our economy is more cronyist than capitalist. We have an outdated and blinkered educational system that delivers far less value for everyday Americans but costs them far more money. And we suffer from the breakdown of the family, which prevents lower-income Americans from grabbing even the bottom rungs of the economic ladder.

				These are grave challenges. In response, dozens of would-be guides call for a whole new economy, some “third way” between capitalism and socialism where no one should have to work to pay the bills. This is not new. In every financial crisis and economic inflection point, false prophets offer up old myths, insist that the truths of economics no longer hold, and issue calls to upend the system. Most of the popular media miss the fact that the self-styled reformers call for a power-up of the policies that gave rise to the problems in the first place.

				
				If millions of Americans are to achieve the American Dream, however, we must scatter the fog, debunk the myths, and shun the bad advice. In 2016 we avoided the pleas for Bernie Sanders-style socialism. But there are plenty of misguided schemes that fall short of a continent-wide revolt against the free market. We now hear appeals to “protect” domestic workers and industries from foreign competition, and calls to guarantee jobs or incomes with ever more government “aid.” These ideas make for tasty sound bites. But do we really want a repeat of the 1930s, when a recession was followed by bad policies, policies that plunged the country into a decade-long depression?

				We need to get a grip. For many Americans, the current doldrums are as much about an imagined past or future as present pain. Even now, on most real measures, Americans are healthier and wealthier, our water and air are vastly cleaner, and our use of energy is far leaner than was the case even four decades ago. Americans work, on average, eight fewer hours per week than they did in the 1960s.9 Our grandparents in 1960 spent almost 18 percent of their income on food. On average, each of us spends less than 10 percent today.10 (The rates in the decades and centuries before that were much higher.) Even in gloomy 2016, the absolute and average net worth of US households reached an all-time high. The bounty isn’t just enjoyed by the one percent.11 If you make at least $32,400 a year, you’re in the top half of American incomes but in the top 1 percent of income earners worldwide.12

				Even more, we live in an age of historic innovation that has just gotten started. Income charts miss the high-tech treasures that we now enjoy, in part because so many are practically free. Technology has bettered the lives of people even in parts of the world that still lack most of the fruits of economic freedom and rule of law. The numbers are astonishing, as we’ll see later. And as we’ll also see, the information economy holds promises that our ancestors could not have grasped.

				
				Alas, this good news is hidden under a bushel. A recent Legatum Institute poll of ten nations revealed that large majorities from the United States to Thailand to Brazil think the poor get poorer in countries with market economies.13 Socialism and capitalism now have similar favorability ratings for Americans under thirty.14 Why do so many notice only the costs and so few appreciate the blessings and promises of freedom?

				For one thing, we like harmful myths more than helpful truths. How often have you heard or read one of these old chestnuts?

				
						
						Americans were better off in the past.

					

						
						Capitalism is all about greed.

					

						
						The American Dream is out of reach for the poor.

					

						
						The American Dream is about rugged individualism.

					

						
						The wealth of some causes poverty for others.

					

						
						Our economy is better off when protected from outside competition.

					

						
						The economy is a finite pie.

					

						
						All the economic growth is behind us.

					

						
						Freedom means doing whatever you want to do.

					

						
						Government-run safety nets are the best solution to American poverty.

					

						
						The best way to succeed is to follow your passion.

					

						
						Machines will take all the jobs.

					

				

				L. P. Hartley said the past is a foreign country. For many of us, it’s a foreign country that doesn’t speak a lick of English. Ignorance of history makes us dupes of demagogues. The myth that people lived better lives in the past, for instance, doesn’t survive even a passing glance at history. In the past, poverty and disease were the norm. The era of widespread wealth we now enjoy is the one shining exception. Our lives may fare poorly compared to a utopian ideal but not compared to every other period. To understand our moment, we must see it in historical context.

				
				Or take the myth about greed. Ayn Rand, the twentieth century liberal’s bête noire, argued that capitalism and altruism are incompatible and that selfishness is a virtue. She was not a critic of capitalism but its fierce champion. With friends like these, who needs enemies?

				Then there are the defenses that, unlike Rand, aren’t daft but are halfhearted. The system that has done more than any other to lift entire cultures out of poverty gets at best faint praise, as if it’s a necessary evil that we would abandon if anything more wholesome came along that actually worked. It’s no wonder that for many the “American Dream” conjures up images of a greedy individualist who obsesses over riches.

				As a college professor and a person who writes and speaks about the economy, I’ve spent the last decade trying to do my part to debunk many such myths. At times it has come to feel like an endless game of Whac-A-Mole.15 Why bother? Because these myths threaten our future. They keep us from seeking the very skills and virtues we need to succeed in tomorrow’s economy and lead us to opt, instead, for bad government fixes. What we believe about ourselves, our past, and our economy shapes what we do. Harmful myths cripple millions of Americans. That’s why we’ll have to debunk fistfuls of them in the pages that follow.

				Even more, a new, insidious myth is about to reach the status of conventional wisdom in our schools, in our economic literature, and in the press. It’s the overarching myth I target in this book: Machines will soon replace us. If you’ve paid attention to the news and the commentary of “experts” in the last few years, chances are you’ve heard rumblings of this. Within a decade or two, we’re told, automation will destroy the career paths that created our country’s middle class. The rich will get richer, but most Americans will find themselves without jobs or prospects. This myth, if it catches on, could steal hope from a generation who have not yet achieved the American Dream, and inspire policies that will ensure that they don’t.

				
				This makes even more acute the real challenge of our time: the rapid disruption of jobs, firms, ways of life, and whole industries.16 This is the most glaring cost of our information economy. A flux in income can make us feel worse off, even when we are better off than at earlier, more stable times.17 Our great-grandparents might have treated this as a test or a fact of life. Many young Americans now treat it as an affront to their dignity.

				Nevertheless, the challenge of disruption is the one we most need to meet, since it will get worse in the years to come. What economist Joseph Schumpeter called “creative destruction” is as old as capitalism itself. But these days both the creation and the destruction happen so fast that whole professions can appear and disappear within the span of a single generation. The process speeds up as the economy moves from the physical to the informational, from “atoms to bits.” If anything like current trends continues, the near future will be quite different from the present, with even more fast-paced change.

				The destruction Schumpeter referred to is the fruit of innovation. Any new service or technology will dispatch something to the compost bin even as it creates newer, better prospects across the economy.18 Alas, stories about new industries emerging next year are cold comfort if you can’t pay your mortgage this year. And aside from such mundane matters, behavioral economists have shown that human beings are loss-averse: We feel a loss far more than a gain, even if the gain is greater than the loss.

				So how do we prepare for an even more volatile future? Good policies and ideas are necessary but not sufficient. We will need to learn new twists on old-fashioned virtues. Virtue—always the unsung hero of the American Dream—will be more vital than ever in our higher-tech future. Unfortunately, the sources of virtue are all under assault, especially among poor Americans. Healthy families, churches, and schools are in far shorter supply than they were half a century ago. Yet we need them now more than ever.

				
				We need not fear the rise of the robots, but we do need to prepare for it. Some of our habits and institutions from earlier stages are creaky and unfit for the new. Routine factory and office work is passing away. So is the hope of a single stable job with one employer, and an education completed at age twenty-two that will sustain a career for the next forty-five years.

				The first American Dream was owning a farm, and the second was owning a home. The third19 is more universal but also less concrete: the collaborative creating and sharing of value itself.20 Producing workout videos and math tutorials, selling handmade goods directly to a global market, crowdsourcing a tough engineering problem, fabricating jewelry in your basement, creating an automated name-changing service for young brides, designing a logo, editing a manuscript for an author you’ve never met, managing a team distributed around the globe—these are just a few of the countless new ways to create value with and for others.

				As machines aid and replace more and more of our work, we will need to focus on what is uniquely human. We will need to nurture virtues such as the willingness to bear risk, to trade security for opportunity, to learn from inevitable failures, to work with and for others, to create value, and to help others create value. The good news is that our hyper-connected information economy provides endless new ways to do that, with ever lower barriers to entry.

				There is a new and exciting tomorrow for the American Dream, and for America itself. But, to achieve it, we must first understand how our current crisis came about.

			

		

	
		
		
			
			PART I

			 

			HOW WE GOT HERE

		

	
		
		
			
			1

			 

			FROM HUNTER-GATHERERS TO HOMEOWNERS

			THE EVOLUTION OF THE AMERICAN DREAM

			Tanzania’s Kalahari Bushmen are persistence hunters who track antelope until they wear them out. This might seem inefficient, but Bushmen are well designed for extreme long-distance running in the desert heat. They can also carry water. A large-horned kudu antelope can run fast for many miles. After eight hours of being tracked through the desert, though, the animal can reach such a point of thirst and fatigue that one small man can kill it with a simple wooden spear.1

			Halfway across the world, the Dani people of the Indonesian province of Papua, Western New Guinea, are subject to the heavy rains of a large tropical island, so they get by on Stone Age farming methods. The Dani plant tubers such as sweet potatoes and cassava, grow banana trees, and cook pork in earthen ovens. Bedecked with ornate feathered headdresses but little more than waist straps to cover their nakedness, the Dani were first discovered by the outside world in the early twentieth century.

			
			The Kalahari Bushmen and Dani give us two glimpses of what the long prehistory of humanity must have looked like: hunter-gatherers and primitive farmers who subsisted on whatever the land provided and accumulated no wealth over the course of their lives.

			Civilization began with the domestication of animals and the advent of larger-scale farming. Still, for thousands of years, most people were desperately poor by modern standards. They lived at or just above subsistence, always at risk from disease, climate, and predation.

			Only in the last few hundred years have large numbers of people created more wealth than they consumed, and lived much longer and healthier lives. Graphs that chart economic growth from about 8000 BC to the present show a nearly horizontal line for most of that history, which quickly curves upward in hockey-stick fashion in the last three centuries, with most of the spike coming in the last century.2

			Before the sharp “elbow” of this line, life for most people was brutally hard by today’s standards. Thomas Hobbes surely missed some of the joys and beauties of life in primitive societies. But his famous description of the imagined state of nature might just as well have applied to the past. “No arts; no letters; no society; and which is worst of all, continual fear, and danger of violent death; and the life of man, solitary, poor, nasty, brutish and short,” Hobbes observed.3

			Hobbes wrote from his ascendant perch in England—in 1651. In other words, he wrote just before the elbow of the curve had turned sharply upward. How much harsher and harder must the lives of our distant ancestors appear to us now, on the other side of Scottish inventor James Watt. Watt’s work tripled the power of steam engines in the decade before 1776.4 His miracle gave rise to massive factories, cities, railways, and everything else we associate with the Industrial Revolution.5

			People moved from using wood to coal, oil, and natural gas. They learned to harness electricity, purify water, refrigerate food, and build indoor plumbing.6 With such advances came new forms of industry, transportation, and cities, as well as prosperity that previous generations could not have imagined. On average, the global population today is “about twenty times richer than it was during the long Agrarian age” before 1500 AD.7
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			There are now far more people living better, longer lives than ever before. This is especially true in the developed world, but even much of the developing world is catching up. Since 1990—as more countries have embraced trade and economic freedom—extreme poverty has been cut in half worldwide and continues to plummet.8 The Brookings Institution projects that such poverty could disappear by 2030.9

			Also, “life expectancy in the past 150 years has more than doubled,” notes Danish economist Bjorn Lomborg. “One and a half centuries ago, more than 75% of the world’s population lived in extreme poverty, consuming less than $1 a day, in 1985 money. This year [2015] the World Bank expects extreme poverty to fall below 10% for the first time in history.”10 There’s more. Globally, infant mortality, malnutrition, and illiteracy are on the decline.11 In 1962, people in fifty-one countries consumed, on average, under 2,000 calories. By 2013, only one country was still below that grim threshold.12

			
			Any such major change comes with costs, of course—sometimes severe ones. Today we fear that all the growth is behind us, with little but stasis or decline ahead. We worry about jobs and living standards for our children in a world where machines do so much of the work.

			No one can prove just what jobs the future will bring. What we do have is the proof of the past. Throughout history, every large economic shift has meant disruption, when one form of life gave way to another. A nomadic tribe of hunter-gatherers meets a kind of crisis when it settles down and starts to plow fields and plant seeds. So does a culture that moves from farms in the country to cities and factories. What’s new about our time is not change itself but the pace of change. For most of human history, such major shifts were few and far between, and took place over thousands of years. For instance, the feudal era that followed the collapse of the Roman Empire lasted about a millennium. That was long enough for the trades to settle into guilds, and for jobs to pass from father to son. Many surnames in England and elsewhere—Miller, Miner, Baker, Chandler, Taylor, Carpenter, Tanner, and Smith—hint at how slowly things changed in that era.

			The reason we speak of what came next as an Industrial Revolution is not because it came out of nowhere or swept aside all that took place before but because of the time scale.13 Compared to the leisurely stroll along the foothills of human history—starting a flint fire here, chiseling a wheel there, domesticating cows over yonder—industrialization was a catapult into the stratosphere. Now the changes come fast and hard—over the course of a decade or even a year—though human nature has not changed at all. Taxi driver and insurance adjuster, webmaster and social media manager: These will never be surnames.

			
				
				THE FIRST AMERICAN DREAM

				Even in the short history of the American Experiment, there have been disruptive shifts between three versions of the American Dream, each one lasting for a shorter period than the one that came before. The heart of the first American Dream was the farm. Having left an aristocratic, agrarian culture in Europe, where they worked as tenant farmers, America’s early colonists dreamed of a place where they could not just work the land but own a piece of it. They believed that in the New World their family tree need not keep them rooted to the same patch of someone else’s ground. For millions, the desire to own a farm meant freedom, independence—what today we call “self-employment”—and a morsel of wealth beyond mere survival.14 Personal success was not guaranteed, but neither was it unthinkable.

				As late as 1776, more than 90 percent of the colonial inhabitants of what would soon be the United States of America still lived on farms. This included American Founding Fathers such as John Adams, a Massachusetts lawyer, and Virginians Thomas Jefferson and George Washington, both of whom owned large plantations and slaves.

				With the Homestead Act of 1862, enacted by Abraham Lincoln, and the promise of free or cheap land, the same agrarian spirit pushed western expansion. Hundreds of thousands of families packed up all their worldly assets on little more than a hope of fertile earth over the western horizon. Even as late as 1920 and well into the Industrial Revolution, more than half the US population still lived and worked on farms.15 And more than half the compensated workforce was self-employed.

				
				My grandfather on my mom’s side of the family, V. B. Hubbard, was born in 1899 on a small family farm in Hill County, Texas. His family had hoped to buy a larger plot someday, so they scrimped and saved until they could purchase land in West Texas, near Odessa. My grandfather’s earliest memory was of the 350-mile journey west with his parents and sisters in a covered wagon. Unfortunately, their new property was smack dab in the middle of the Dust Bowl. It was sandy and useless for growing crops. It still is.

				This drama had played out for decades. Many of the common soldiers who fought in the Revolutionary War were paid with farmland. The best land had been nabbed by the time of the Civil War. By the early 1900s, it was slim pickings. So the Hubbards soon sold their barren patch of dirt—where, according to family lore, oil was later discovered. They then moved to the tiny town of Wheeler in the Texas Panhandle, population 904. They bought a house with cash. To be more precise, they bought a converted post office with three small rooms, a cold-water well, gas lights, and an outhouse connected to the town sewer.

				The Hubbards had moved into town, but my grandfather’s work remained tied to the land. He quit school in the seventh grade to pick cotton. As an adult, though, he ditched King Cotton and invested in a cutting-edge technology: a truck for hauling cedar posts, which at the time were used to build barbed-wire fences. At twenty-seven, “Posty,” as he was called, married Etta Kate Crowder, who had grown up on a proper farm, and they started a family. His nickname and job soon became obsolete, since metal posts replaced cedar. He spent the rest of his life baling and hauling hay for cattle.

				My mom and her five siblings also knew the pleasures of picking cotton at their uncle Clarence Crowder’s farm. I grew up hearing stories of dust, mosquitoes, bleeding fingers, and sore backs. And the heat. Oh, the incessant heat. But by the 1950s my grandfather realized the old way of life was giving way to something new. Railroads, refrigeration, and labor-saving farm techniques meant far more and cheaper food for everyone. The downside was that small family farms and related jobs were no longer the dream they once were, especially in the dry Texas Panhandle. So V.B. and Etta Kate Hubbard, whom I knew as Papaw and Mamaw, pulled up their roots in Wheeler and moved with their six kids to Canyon, Texas, the closest town with a state university. They didn’t know it at the time, but the Hubbards were embarking on the second American Dream—the one centered on owning a home.

				
				Their third son, my uncle Gene, had just returned from the Korean War. He got a Veterans Administration loan to buy a house, where the whole family could live, less than a mile from West Texas State College. The move to Canyon meant that the kids could get college educations and clerical or teaching jobs. None of them ever returned to farm life. Picking cotton is fine, unless you can do almost anything else.

				There are millions of such stories. In The Grapes of Wrath, poor Oklahoma farmers had it worse than my mom’s family. Steinbeck’s characters had to flee the Oklahoma Dust Bowl for faraway California in search of jobs. Progressive politicians such as William Jennings Bryan built careers on the loss of family farms, unable to see the big picture or imagine the better days ahead.

				By the mid-twentieth century, a new social order had emerged. It was dominated by industry, cities, suburbs, financial markets, the Federal Reserve, private banks, and stock markets—all of this because we learned to produce vastly more food on less land than we used just a few decades earlier.16

				In contrast to the previous two centuries, only 10 percent of workers were self-employed.17 But contra the gloomy guesses of Thomas Malthus and Karl Marx, the teeming masses enjoyed longer and richer lives because of ingenuity, industry, and Henry Ford-like mass production. In this environment, most Americans dreamed not of owning a farm but of owning a home. That dream, like the one before, was not preordained. It happened for millions of common Americans only because of the right mix of laws and policies as well as personal and civic virtues. And as we’ll see, with the right virtues and policies it can happen again in the twenty-first century.

			

			
				
				THE SECOND AMERICAN DREAM

				For decades now, the largest single asset and the center of family life for most Americans has been a home. While my maternal grandfather’s career was mostly bound to the first American Dream, my paternal grandfather’s career was bound to the second. Floyd Richards Sr. was born on a farm near Dallas in 1905 but spent his life in my hometown of Amarillo. He worked in construction and in due course started his own business, Floyd Richards Construction Co. The company built houses and churches, doing a little bit to make the second American Dream a reality.

				Frank Capra captured that Dream in his 1946 classic, It’s a Wonderful Life, starring Jimmy Stewart as George Bailey. Even as a child, George wants to leave his small-town home of Bedford Falls. He longs to travel to exotic places, go to college, move to the big city, and then build great skyscrapers and bridges. George’s father, Peter Bailey, has a family business with his brother, Bailey Bros. Building & Loan, which provides the only mortgage loans in the small town.

				When Peter Bailey reaches retirement age, he tells George that he hopes he will take over the family business. George rebuffs him, complaining that he can’t imagine “this business of nickels and dimes, spending all your life trying to figure out how to save three cents on a length of pipe….I’d go crazy. I want to do something big and something important.”

				“You know, George,” Peter says calmly, “I feel that in a small way we are doing something important. Satisfying a fundamental urge. It’s deep in the race for a man to want his own roof and walls and fireplace…” He is speaking of his humble neighbors who would otherwise have to rent a room at Potter’s Field, a slum run by the miserly Mr. Potter.

				
				George Bailey and Bedford Falls are a composite of Everytown, USA, in the middle of the twentieth century. By then, owning a house had become a realistic hope for many Americans—at least for those who could, and would, commit to the hard work and discipline required to save enough money to secure a mortgage. At the turn of the twentieth century, fewer than half of Americans owned their homes (46.5 percent). By 1960, almost 62 percent were homeowners.18

				It’s a Wonderful Life may be the only great movie to cast a banker qua banker as a hero. But historically it was spot-on. Few regular folks could have achieved either the first or second American Dreams without the right mix of laws and financial innovations to reward and reinforce fiscal virtue. That is, they could never have owned farms or houses without lenders who poured themselves into “this business of nickels and dimes,” to quote George Bailey one last time. This part of the American story gets short shrift, so let’s take a moment to give the George and Peter Baileys their due.

				Though the Mayflower never would have crossed the Atlantic without financial credit, early American colonists had a dim view of debt. Two generations later, Benjamin Franklin depicted debt as a despotic master. “Maintain your Independency,” he warned. “Be frugal and free.”19 A few generations on, Victorian-era Americans had made their peace with productive credit, such as for land. In the eyes of most Americans, borrowing money was okay as long as it was “used to purchase things that increased in value or had productive uses.”20 But the meaning of “productive use” expanded over time, as did the types of loans available to ordinary people.

				Installment loans, which were first introduced by the US government rather than by retailers, played a major role. The finance historian Lendol Calder explains that after the Land Act of 1800, the federal government sold 19.4 million acres of public land using a loan program for individuals. Later, installment credit allowed humble farmers to buy mechanical farm equipment. Not technology alone but new technology combined with creative credit allowed farmers to reduce “the man-hours required to harvest an acre of grain from twenty hours to one.”21

				
				This much greater bounty meant fewer people needed to farm and more people could move to the city, sparking the second American Dream and the home-ownership boom of the twentieth century. One of the watershed inventions along the way was the sewing machine, which empowered millions of Americans—mostly women—to become income earners. I. M. Singer & Co. is remembered because its machines found their way into so many American homes. That only happened because Singer and other sewing machine companies made installment credit popular nationwide.22

				Credit was bound to be applied to home purchases as well. Buying a house is not the same as investing in farmland or even a tractor. Owning a house doesn’t, in itself, make your work more productive. Yet, even in a flat housing market—where prices don’t change—buying a house with a mortgage loan can be a sort of investment. After all, if you live in a house and slowly pay off a thirty-year mortgage, you end up with a house. If you had rented it instead, at the end of that period you’d still have to pay rent and wouldn’t own so much as a single two-by-four in the house where you’d spent half your life.

				Just when technology and mass production were lowering the price of necessities, credit lifted the reach of lower-income Americans. Goods that had been a luxury for the wealthy in an earlier age were now within reach of the growing middle class. But besides these perks there were predictable costs of credit and prosperity, not just financial but cultural and moral costs. With home ownership, more disposable income, a postwar bounty, and ever-present credit came a much larger consumer culture.

				That was surely a good thing, since a consumer culture is only possible when lots of people emerge from destitution. But such bounty had its downside—consumerism. The “conspicuous consumption” that Thorstein Veblen detected in the “leisure class” in 189923 found its way even to the lower classes who could least afford it a century later. Now Americans are burdened with almost $1 trillion in consumer debt at any given moment, more than $1 trillion in student loan debt, $8 trillion in mortgage debt, and a giant $20 trillion in government debt. That doesn’t include the massive unfunded promises from Social Security and other entitlements.

				
				How things have changed. My grandfather V. B. Hubbard never signed up for Social Security, never owned a credit card, and always kept his money safe from banks. He chose to deal in greenbacks, carrying giant folded wads of hundred-dollar bills in his shirt pocket. He also saved everything—and I mean everything. He recycled and reused long before it was fashionable to do so. Every doorknob in his house held dozens of spare rubber bands. His pants always had patches that he had sewn himself with a Singer treadle-powered (that is, foot-powered) sewing machine. A visitor from Dallas might have mistaken his backyard for a junkyard, with hazardous stacks of
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