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From spiraling debt to stagnating middle class wages, 
America faces big challenges.  Most debates in Washington, 
however, are not addressing the overarching strategic 
consideration—economic growth.

 WHAT IS
 GROWTH?
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Failure to recover briskly from 
the Great Recession has kept 

unemployment levels stubbornly 
high and exploded federal and state 
budgets. Every quarter that lapses 
without reigniting the engines of 
economic growth exacerbates and 
multiplies our problems. 

What is growth? For much of 
history, economic growth was 
unknown. People lived lives similar 
to those of their distant ancestors. In 
recent centuries, however, scientific 
discovery, along with the rapid 
di!usion of ideas and institutions 
that allowed for long term 
investments and entrepreneurial 
ventures, allowed for compounding 
change and rising living standards 
from one generation to the next. 

"e late economist Angus Maddison 
famously estimated historical income 
and showed the recent acceleration 
of growth, first known in the West, 
and then spreading across the globe.
(Source: Angus Maddison)

To see what growth has meant for 
real people, consider the world’s 
starkest economic contrast. Fifty 
years ago, per capita income in both 
South Korea and North Korea was 
$350—about a dollar a day. Today, 
income in South Korea is $20,000 
per year—57 times higher than 
a half-century ago—while North 
Korean income has barely changed.

If North Korea is too extreme for comparison, consider the example used 
by economist Robert Lucas, who surveyed the period 1960-1980 in South 
Korea, when the economy grew 7.0 percent annually. "e democratic nation 
of India, on the other hand, grew just 1.4 percent. At those rates, Lucas 
concluded, “Indian incomes will double every 50 years; Korean every 10. An 
Indian will, on average, be twice as well o! as his grandfather; a Korean 32 
times.”

Since then, the hyper growth of the Asian Tigers and China pushed India in 
the mid-1990s to begin the reforms that have boosted its growth rate and 
improved the possibilities for millions of the nation’s billion citizens.

"e U.S. rose to preeminence through an open economy that encouraged 
new ideas, vibrant trade, healthy immigration and robust investment. We 
led the world in basic discoveries and new industries like automobiles, 
microchips, pharmaceuticals and the Internet. We allowed the emergence 
of diverse networks of millions of small businesses serving every niche 
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imaginable. Before us, Britain and the Netherlands had followed this path. Many Asian 
nations have traveled this bountiful road in the last half-century.

"ough the U.S. is already at the top of the economic pyramid, we must continually 
push the frontiers of technology and innovation. Growing from an already high level is, 
in many ways, more challenging. Fortunately, the U.S. also enjoys (for the time being) 
the world’s deepest capital markets, the best universities, diverse technology industries 
and an entrepreneurial ethos. "ese form a solid base for future growth—if we unleash 
them.

Growth or stagnation means the di!erence for millions of individuals, who may or 
may not have jobs depending on the vibrancy of the economy. Growth is also the 
biggest factor in our nation’s fiscal future. It will be di#cult—or even impossible—to 
cut or tax our way to budgetary health. In the charts, we see what a faster growth rate 
could mean for the budget.

In 2010, U.S. GDP was $14.66 trillion. Today’s 2 percent growth rate, over the long-
term, would yield output of $17.9 trillion in 2020, $21.8 trillion in 2030, $26.6 
trillion in 2040 and $32.4 trillion in 2050.
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What if America committed to a bold, long-range growth goal? A 4 percent 
growth rate would mean almost $4 trillion in additional output in the 
year 2020, $10 trillion more in 2030, $21 trillion more in 2040 and an 
astounding $38 trillion more in 2050, when the economy would be more 
than twice as large had we kept growing at 2 percent.  Over this period, with 
an arbitrarily chosen 20 percent tax-to-GDP ratio, a 4 percent growth rate 
would generate $109 trillion more revenue than a 2 percent growth rate.

Perhaps 4 percent is wildly optimistic and 2 percent too pessimistic. What if 
we could bump growth merely to 3 percent from today’s long-term consensus 
projection of 2.5 percent? We would still generate an additional $25 trillion 
in tax revenue over the 40-year period. Didn’t the Medicare actuary just tell 
us the program’s unfunded liability is $24.6 trillion?

Boosting the share of the economy we collect in taxes doesn’t do any good 
if the economy lags. Collecting 20 percent or 25 percent of GDP in taxes, 
as some propose, doesn’t get us anywhere close to a balanced budget if we 
grow just 2 percent or 2.5 percent. On the other hand, 4 percent growth 
with the historical 18 percent tax-GDP ratio keeps up with even our current 
profligate spending path. Growth makes all the di!erence.

Nobel laureate Michael Spence, in his new book “"e Next Convergence,” writes that the “microeconomic dynamic” 
of growth “is associated with investment for profit, entrepreneurial activity, entry, and exit. It is a decentralized, 
bottom-up process. To function, it requires a certain kind of economic freedom.” Spence lists four attributes that 
are “highly correlated” with “successful economic performance.” Among them, “"e government takes economic 
performance and growth seriously”; and “Economic freedom is present and is supported by the legal system and 
regulatory policy.”

Today, too many U.S. policies discourage the experimentation, flexibility, and investment needed to achieve faster 
growth. From the tax code to an avalanche of regulation in health, energy and finance, the U.S. does not appear to be 
serious about the most important single factor in our budget debate, not to mention the lives of our citizens.

A relentless commitment to a rapid, broad-based and sustainable economic growth could dramatically boost 
employment and improve the nation’s budget position. With even middling growth rates, our problems are likely 
to grow and fester. So we must decide: will the coming decades be consumed by battles to divide up dwindling 
resources? Or will we focus on building the companies, industries, and jobs of the future?


