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Introduction

IT WAS LIKE a science fiction movie. While I was on another phone
I saw Erin, who was a few thousand miles away, enter my daughter
Elena’s smartphone and move around among apps to troubleshoot. The
high-speed data transmission was not working, and I had called techni-
cal support. After talking to several lower-level technicians who each did
the same checks, switching the phone on and off or toggling the carrier
settings, I was transferred to Erin, a senior technical advisor. It was
pretty clear that she had a deeper knowledge of the technical character-
istics of the device, and she asked me to change settings I was not even
aware existed.

She spoke with an emphatic and confident voice, further accentuat-
ing her technical know-how. She gave the impression from the first in-
stant that she would be able to resolve the issue. And she did. As a senior
technical advisor, Erin’s job is to analyze issues lower-level technicians
cannot resolve. She gets the hard technical problems. In all we had four
phone conversations for a total of more than three hours spread over
several days. During that time she got several other people on the
phone, including the telecom provider, to find out if it was an issue with
the SIM card. At stages where she could not resolve a particular techni-
cal issue, she would do research and call me back the following day. In
the end, she found out what the problem was: one batch of an older-
model phone was incompatible with the newest SIM technology.

After everything was done, I wondered why it made business sense
for a senior technical advisor to spend over three hours on the case.
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Surely her hourly cost—her wage, the employer contribution, and the
overhead associated with her work space—must be considerably higher
than the replacement cost of the older-model smartphone, which at that
point was sold for around $300, but the production cost to the company
must be substantially lower, estimated to be around $150. Why not
spend $150 on a replacement phone instead of spending the high labor
cost of a skilled technical advisor? Additionally, to compensate for the
technical failure and the time it took to resolve the problem, the com-
pany even let me choose a $150 accessory from their store. After the
issue was resolved I asked Erin to talk outside the troubleshooting en-
vironment in order to find out.

Erin has two bachelor’s degrees, one in journalism and one in social
psychology from different universities. She also has a master’s degree in
sociology from another university, where she was a teaching assistant.
When I first talked to her, I was surprised to learn that she had no
schooling in engineering or the sciences. She told me that personal skills
are the most important asset necessary to earn a promotion.

These social skills—which include things such as being able to show
empathy or to understand the situation a customer is in—can’t really
be learned at school, in part because they are rarely taught. Erin de-
scribed people getting angry on the phone, which required all her com-
posure to remain even-tempered in order to deescalate the situation
without taking things personally. The technical skills came later and
required no formal education. Once you got the customer in the right
place, you could comfortably get to the technical issues.

When she first took the job, she started at the bottom of the ladder,
and within less than a year she had made her way to the highest techni-
cal advisor level. Despite being at the highest technical level, she didn’t
supervise others. Lower-level technicians passed problems on to her but
they did not report to her.

After finishing her graduate degree and enjoying life in New Mexico,
Erin decided to stay on as a technical advisor. The local establishment
of her company had only one client, a large smartphone company.
While the smartphone manufacturer outsourced the technical support
work, the parent company closely monitored the operations and set the
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quality standards of the service provided. Externally it looked like the
parent company interacted with the customer: the technical advisors
identified themselves with the name of the parent company, and their
email addresses ended in @the-parent-company-name.com. The tech-
nical support they provided was by telephone, email, and by remotely
accessing a customer’s device.

Work was closely monitored and measured by all kinds of metrics,
such as the average duration of the handle time, the after-call time,
whether the technical advisor kept the commitment to a scheduled out-
call, and of course by customer surveys.

Calls were recorded, and the representatives of the smartphone man-
ufacturer listened in. The physical environment, as it was before the
COVID-19 outbreak at least, was unappealing, with a lot of people
crammed into a large open space. To get a space to work, you had to
arrive early. Still, Erin said, the interaction with coworkers was very
pleasant. You could ask colleagues questions on how to handle difficult
problems, management was friendly, and the trainers were extremely
helpful. “It is definitely a lot more pleasant than working for small com-
panies, which I did through a temp agency. In a way, it is much less
impersonal here in such a giant service firm dotted with half-cubicles
than in those small firms. But the company management in those firms
is much more aggravating.”

With two bachelor’s degrees and a master’s degree, Erin is highly edu-
cated, in the top 15 percent of US citizens in terms of education.' But
years of schooling is of course not the best measure of productivity.
Many without college degrees earn outrageous amounts of money on
Wall Street, and others with advanced degrees in the arts wait tables.
Erin is doing a technical job and has excellent social and interpersonal
skills, but despite her job title as a senior technical advisor, the sub-
stance of her job does not require higher education. She does this job
because she cannot find a more gratifying job for which she has trained.

When Erin told me how much she earns, I was astonished: twelve
dollars an hour before taxes, and no paid holidays. She works around
forty hours a week, thus making $480 a week, or $23,000 a year when
working forty-eight weeks. That is substantially below the country-wide
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median wage of $917 per week ($47,684 per year over 52 weeks).> Typi-
cal jobs in the area for recent high school graduates without experience
pay even less—$9 per hour. But hers is the job of a senior technical advi-
sor with experience, and she has a postgraduate degree, yet her pay is
only just over half the median wage.

Now it makes sense why the smartphone company chooses to spend
three hours of a senior technical advisor’s time resolving a technical
problem instead of sending a new phone. At an hourly wage of $12, her
total labor cost including employment contributions is somewhere be-
tween $15 and $20. The troubleshooting labor cost was probably $s0-$60,
substantially below the replacement cost. In fact, the company spent
more on the $150 gift.

Erin Is Not Alone

Erin’s earnings are representative of work for most in the current econ-
omy. Since the 1980s, for workers who do not supervise others, for those
who perform routine tasks, and for those with fewer years of schooling,
wages have stagnated. These three categories make up the majority of
all jobs. Fewer than one in five people have a supervisory role, and even
today many jobs involve a routine activity such as secretarial work or
driving a car,® and more than 55 percent of all workers do not have col-
lege degrees.” In real terms after adjusting for inflation, those wages have
been virtually constant.

What’s more striking is that during that same period, from the 1980s
to the present, workers have become increasingly productive. Worker
productivity, the total value produced in the economy divided by all
workers, including higher-paid workers, has grown at a steady rate of
1.7 percent on average per year, as shown in figure 1.° The value of the
output workers produce has grown, yet what most workers get in ex-
change for producing that output has not kept up. Since 1980 there has
been a clear break between the evolution of worker productivity and
that of wages for most workers.

This growing wedge between flat wages for most workers and rising
productivity clearly indicates that the majority of workers are getting a

For general queries, contact webmaster@press.princeton.edu



© Copyright, Princeton University Press. No part of this book may be
distributed, posted, or reproduced in any form by digital or mechanical
means without prior written permission of the publisher.

INTRODUCTION S

Real wages and productivity, 1948 = 1

3.5 1
3.0 Productivity
2.5
2.0

-’

-~ _"' LR d

Wages
154
1.04

T T T T T T T T

1950 1960 1970 1980 1990 2000 2010 2020

FIGURE 1. Average wages of nonsupervisory production workers and productivity of all
workers. Source: U.S. Bureau of Labor Statistics, Current Employment Statistics. For further

details, see www.TheProfitParadox.com.

smaller share of the pie. The striking development is therefore not so
much that wages in dollar terms are stagnating, it is that workers are now
doing worse relative to the wealth they generate. The share of output in
the economy that goes to wages—what economists call the labor
share—is declining.

Ordinary working people notice that they are doing worse than their
parents. Despite working hard, they’re moving down the social ladder.
And it’s not like workers walking but staying in place—they’re walking
fast and moving backward.

Not All Workers Are Worse Off

Wage stagnation is not equally distributed. Figure 2 illustrates that the
evolution of average wages is very different depending on education.
Workers with only a high school diploma or those who have dropped
out of high school have seen their wages decline by 15 percent. Even
those with some college education—for example, a two-year professional
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FIGURE 2. Wages by education. Source: U.S. Census Bureau, Current Population Survey.

For further details, see www.TheProfitParadox.com.

degree—have not experienced any increase. The workers in these two
education categories are the vast majority of the working population
(80 percent in 1980).

While the wages of the less educated have languished, the wages of
the more educated have increased. Those with a four-year college de-
gree have seen a 20 percent increase since 1980, and especially those
with higher-level education such as master’s degrees and PhDs have
experienced the highest wage increase. The sharp rise since the 1980s in
the wage gap between those with a full college education and those
without is often called the college premium. In the United States, a
worker with a college degree or higher now on average earns 96 percent
more than a worker with at most a high school diploma, up from
46 percent more in 1980.6

The evolution of the college premium is hard to rationalize with stan-
dard explanations. Nearly twice as many workers have a college degree
today compared to workers in 1980. With more skilled workers vying
for the high-skilled jobs, it should be easier for firms to hire high-skilled
employees. Therefore we expect that the wages firms need to pay to hire
those college graduates would be lower.
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The idea that tougher competition among college graduates leads to
lower wages is clearly at odds with what the data tells us—that there is
arise in the college premium. This is all the more striking if we acknowl-
edge that there are many workers like Erin who do have a college degree
but who perform a noncollege job—and as a result earn low wages.
How many of our brightest college-educated musicians wait tables in
Nashville?

Something else is going on. The most prominent explanation is that
technology has changed in a way that makes skilled workers dispropor-
tionately more productive. Information technology (IT) allows a logis-
tics manager to change the efficiency in thousands of stores of a
wholesale distributor like Walmart or Amazon. Cheaper capital goods,
such as computers and software, affect productivity of the central office
software developer at Uber much more than it affects the drivers. For
example, the technology makes the drivers more productive because
downtime is minimized, but those gains originate from the input of the
developers, not from the input of the drivers.

The workers who generate those gains also get compensated propor-
tionately to what they generate. And then there is the extent of the mar-
ket. With better communication technology and cheaper transportation
and shipping, the reach of technology is extremely far. With a minor
innovation businesses now can capture the world market, whereas be-
fore 1980 they were much more constrained by the local market. In the
case of Uber, this creates a winner-take-all payoft that is extremely lucra-
tive for those whose input in production changes the product, the effi-
ciency, or the sales, but very little changes for the driver. Likewise, a new
attractive feature of a cell phone developed at headquarters may sub-
stantially raise sales, but it does little for a senior technical advisor like
Erin.

Such technological change is most visible in the economics of super-
stars.” Before high-quality recording technology became available, the
only way to listen to music or see a play was to go to a concert hall, the
opera house, or the theatre. There are only so many seats in each hall,
and there are only so many performances an artist can give. The best
opera singer might demand a slightly higher ticket price and the largest
opera house, but there is not much else that scales his or her better skill.
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Once radio, television, and general recording technology became
widely available, the people who could claim to have heard Maria Callas
sing jumped from a few thousand to millions or even billions. Superstar
pay then simply reflects the fact that her voice and persona generate
enormous economic value. In the same way, Mick Jagger and Adam
Levine command astronomical incomes because millions of people
pay to stream their music; Leo Messi and Neymar Jr. earn millions in
salary and royalties because of the television rights to their games,
and the shirts with their names on them that are sold from Beijing to
Buenos Aires.

This does not necessarily mean that the best opera singer today is
better than the best opera singer a hundred years ago, or that superstar
earnings reflect an equally abysmal difference in their abilities and per-
formances. The role of the superstar phenomenon is to amplify even
minor differences in ability into huge differences in stardom and in
earnings.

These are the winner-take-all markets. The winner who not only
takes the trophy but sells more jerseys will have more viewers for the
next game, and so on. The superstar who can do this commands a share
of the output that corresponds to the amount of profits that his or her
contribution generates. Superstar pay reflects how much a star’s ability
contributes to the output it generates. Technological change in a global-
ized economy screens the superstar’s game to more eyes and leads to
the sale of more jerseys with their name around the globe. The same
skill now commands a higher income for the winner.

Whether it is the famous superstar or the not-so-famous data scien-
tist, medical doctor, or Wall Street banker, technological change has
made some workers disproportionately more productive. As a result,
they earn multiple times what Erin makes as a senior technical advisor.
However, technological change is not the only driver behind the rise in
income inequality. The same determinants that lead to a decline in the
wages of the common worker also create a wedge between the high- and
low-earnings workers: the rise of market power by dominant firms.

The force behind the atrophying labor market is the decline of com-
petition in the marketplace for goods and services. From tech to textiles,
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our age is marked by rapid technological progress—progress that means
just a few companies now dominate the railway lines of wireless tech-
nology. These technological advances bestow enormous power to those
few firms. In turn, the accompanying lack of competition creates bru-
tally unequal outcomes among workers.

It is evident that firms play a crucial role when we look at the origins
of the increase in wage inequality. The lion’s share of the rise in wage
inequality is driven by the fact that firms now increasingly look different
from one another. Most firms used to have a solid share of both low- and
high-skilled workers on the books. Now, some firms almost exclusively
house the highly valued and highly paid workers, where they rely on
outside companies for more menial services such as cleaning and food
preparation.

This is true even in the high-tech industry, where there are a number
of firms full of extremely high-skilled workers with high salaries and
benefits, especially in Silicon Valley. Who doesn’t want to be a well-paid
programmer at Google headquarters, where subsidized amenities such
as high-end food, laundry service, and day care are available in the
building?

But in that high-tech industry there are also firms such as the one
where Erin works as a senior technical advisor, where she and most
other employees are on the low end of the pay scale, especially com-
pared to the salaries at the Google headquarters in Silicon Valley. You
can think of Erin’s firm as the help-desk function within any company.
Only now, the help-desk function is outsourced at a different firm.

The result is two firms, one with low salaries performing the help-
desk tasks, and the headquarters with the design and development
tasks. Some time ago the two tasks were most likely in the same firm.
In the same way that the cleaners and security personnel were hired
within the firm, now most firms outsource all those functions.

As aresult, the increase in wage inequality that we observe is nearly
entirely due to the fact that businesses now look more different from
one another. Those who design the phones, as well as the coders and
developers, have high wages, and those working for the firm sourcing
the help-desk function have low wages. The rise in wage inequality that
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we observe is mainly driven by the increase in inequality between firms,
with some firms paying high wages to all their highly productive work-
ers whose work is scalable and other firms paying low wages to their
workers who perform menial services.

While inequality between firms has increased, there is little increase
in inequality in wages within firms. The top 1 percent worker now earns
on average twenty times more than the bottom 99 percent worker in the
same firm, which is only slightly higher than what it was in 1980. None-
theless, there has been a much sharper increase in wage inequality
economy-wide, and more than two-thirds of that rise in wage inequality
is due to the increase in inequality between firms.®

The implication of course is that firms look very different from
each other: working at Google headquarters with one day per week to
work on your own project is very different from Erin’s environment with
cubicles, low ceilings, and stained and curled-up wall-to-wall carpet.
Until 1980 they might all have been located at the same site, neither as
fancy as Google nor as basic as the tech support site. And if the sites
where people work are different, so are the wages. The gap between
companies and the wages that they are paying has grown since 1980. The
rise in economy-wide wage inequality is driven by this gap between
companies.

The higher earnings of a minority of workers are not enough to offset
lower earnings for the majority, the common workers. Even if we con-
sider the salaries of all workers, including those in high-paying jobs and
the superstars, the amount the economy spends on labor has decreased
steadily since 1980. The labor share, the total expenditure on wages as
a share of production in the economy, has historically been around
two-thirds, or 65 percent. The remaining one-third is expenditure on
capital and profits. Today the labor share is below 8 percent.’ A decline
of seven percentage points—or 10 percent—may seem tiny, but that
includes the salaries of all those top earners, not just the low-paid
workers. It means that work in total takes a 10 percent smaller share of
the pie.

This is a huge decline, and it is unprecedented. It is even more sur-
prising if we add that the capital share has declined. Firms also spend a
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smaller share investing in capital. What has happened since 1980 is that
the profits have risen sharply economy-wide.

This is evidence that large firms dominate the market of the goods
they sell. This is a fundamental change in the economy that reduces the
compensation workers receive for their labor, while those owning
the firms—including all of us who own pension funds that invest in
those firms—are doing better.

However, the decline in the labor share is not simply the re-
distribution from those who work to those who own capital, with some
winners and some losers. In this book I will argue that what is happen-
ing in the economy is to the detriment of all, except for a few capital
owners. The big loser is work, but the economy as a whole, including
most of the owners of capital, is worse off, too.

The Gold Watch Myth

Wage stagnation and the rise in wage inequality are not the only devel-
opments in the market for work. Since 1980, other long-term trends are
profoundly transforming work. In this book I offer a bird’s-eye view of
the state of work in modern times. Some of the facts about work are well
known and others are less so, or even counterintuitive.

There are several myths about the economics of work. Relying on
data and research, I will attempt to debunk these myths. One is the Gold
Watch myth. Most people believe that the generations of our parents
and grandparents had jobs that were safer and lasted longer. A job used
to be something you could count on for your entire professional life. As
a youngster you would start work at a corporation or the local factory
and you would gradually get promoted until the day you retired, when
you received your gold watch in appreciation and a handshake from the
boss.

This Gold Watch moment is a myth because jobs today on average
last substantially longer than they used to. It may not fit our view of what
is happening in the economy, but the data tells us that the duration of
jobs has become longer. On average, jobs today last one year longer than
in the 1980s.'° This is a huge change.
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Ifjob duration is longer, it necessarily means that people switch jobs
less frequently. It is like children going to the local fair. If the horse car-
rousel rides are longer, then they switch less frequently to a different
attraction. Job duration and the frequency of job switching are therefore
inversely related. When we look at the data, we find that the decrease in
job switching is striking. The likelihood of switching a job in a given
month is 31 percent lower than what it was in 1994, the first year the data
was collected.!! This decline in the dynamism of the labor market is
massive. And if workers switch jobs less often, then we naturally see a
decline in the adjustment of the workforce. In other words, there is a
decline in business dynamism.

Another way of examining this labor market dynamism is to look into
migration rates between cities. Since most people who relocate from
one city to another do so because of a job change, the data naturally also
shows a substantial decrease in the migration rates within the country.
Migration rates have decreased by about half. Whereas thirty years ago
the fraction of the population that migrated between states in a given
month was 3 percent, nowitis 1.§ percent.12

This large decline in the dynamism of the labor market is a cause for
concern. I will argue that despite the desirability of job security, the
slowdown in job switches is harmful. It hampers social mobility, as
workers get promoted at a lower rate and they climb up the job ladder
at a slower pace, which affects some workers much more than others, in
particular the young and new graduates. It now takes the young longer
before they can find a job, which hurts them and the economy because
they lose out on the largest growth in their productivity.

The absence of job prospects when young is also the reason why
many people in European countries live with their parents until their
mid-thirties, and why they marry and have children late or not at all.

With low labor market dynamism, older workers who happen to
lose their jobs at or after the age of fifty are doomed because it is
much harder to find a new job. A telling example is that of the Danish
labor market. Until the 1990s, workers in Denmark experienced low
labor market dynamism and hence long unemployment durations
comparable to workers in Mediterranean countries today. The Danish
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government introduced policies that would do away with the rigidity of
job security precisely to make job finding more fluid. Now both old and
young Danish workers can find jobs more quickly, and that compen-
sates for their lack of job security because there are no doomsday sce-
narios for those above age fifty (this is discussed in greater detail in
chapter 11).

Every new job originates at a firm that expands, and whether a firm
expands is driven by innovation. Young firms create disproportionately
more jobs than older and more established firms do."* One of the most
striking facts is that currently there are fewer new startup firms than
there were four decades ago.

If at a cocktail party you insist that startups are down, you risk not
being taken seriously. Surely, with fast technological change and the
new, fast-growing firms out of Silicon Valley, there are more startups
than ever, people argue. And yes, some are startups like pets.com that
never live up to their promise, but at least they try and they innovate.
But this is not what the data tells us.

Across the economy in all sectors, such as retail, manufacturing,
transportation, energy, banking, and so on, about half as many new
businesses are started every year compared to forty years ago.'* The
decline in startups is true even in the tech sector!"® After all, who will
enter to compete with Google or Facebook? It may have come as a sur-
prise, but the startup boom is a myth.

Modern Times Then

All these ailments that affect the current state of work—Ilower wages for
the common worker, rising wage inequality, a declining labor share, de-
clining labor dynamism and mobility, declining startups—are new
since 1980. The main aim of this book is to go on a quest to discover why
work has lost its luster.

Undoubtedly, the past forty years has been a period of remarkable
technological change, globalization, and changing demographics. These
profound changes are the first candidates to explain this evolution and
development. And technology deserves particular attention. But
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technology is not the villain in this murder mystery. Rather, it resembles
Javier Pereira in the series Good Behavior (2016—2017), where all are bad
and he is the least bad. More importantly, when you watch the series,
you tend to sympathize with him. It is the same with technological
change: many of the ailments that we observe in the data about work
originate in technology. And while technological change is very often
the cause, it is also the solution.

To find the real villain we need to take a detour, because even if what
is going on with work in the past forty years is remarkable, it is not
unique in history. The current state of work is not all that different from
a hundred years ago, so our detour takes us to the original “modern
times.”

In the full onslaught of the Great Depression, Charlie Chaplin’s silent
film Modern Times tells the story of a factory worker whose labor is
dehumanized—where the meaning of his work is equated to that of a
cog, a screw, or a coil. In conjunction with the repetitiveness of his ac-
tions, he fights in frustration against the effect of the machine and the
assembly line from the Industrial Age. For the last time Chaplin plays
his favorite character, the Little Tramp, who first appeared on screen in
1914 and made him a familiar and popular persona around the world.

Poor and destitute, well-mannered and educated, and with a heart of
gold, the Tramp is from a lost generation that is doing worse than their
parents. Whenever he can, he dresses up elegantly with a white collar, a
hat, and a three-piece suit. Even if he only has one pea to eat, he serves
the meal on white linen.

He is poor because as a middle-class worker, he has been dealt a bad
hand. He has received some education and is well prepared for doing
any job, but the only jobs he can get are those on the assembly line
where it is hard work for little pay, and where his middle-class back-
ground and education is not valued. Work conditions are harsh, the pay
islow, and the work is dehumanizing. By the time Chaplin makes Modern
Times, his focus is on the origins of why work is so miserable.

Modern Times premiered in February 1936 at the Rivoli Theatre in
New York City. The movie was not an immediate box-office success in
the United States, but it had a big impact in Europe, both popularly and
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with intellectuals. Jean-Paul Sartre and Simone de Beauvoir used the
title of the movie to name their French existentialist literary magazine
(Les Temps modernes), which was published from 1945 to 2019. The im-
ages the movie portrayed had a lasting legacy. The idea of Big Brother
screens controlling the workers made it into George Orwell’s novel
1984, which was not published until 1949, and the assembly line scene
has been an inspiration for many other comedy features.

When the movie was made, the economy was at the height of the
Great Depression.'¢ It was the first global economic recession after the
first truly global conflict, World War I. The global conflict and economic
downturn came on the heels of of the first global economic epoch,
which had seen unprecedented expansion of industrial production,
technological innovation, and an enormously dense network of inter-
national trade routes.

The Second Industrial Revolution, between 1870 and World War I,
saw an explosion of inventions in manufacturing in the use of machine
tools and steel production, as well as in the spread of electrification, the
use of petroleum, and the development of new materials and chemicals.
Those technological developments in manufacturing gradually led to a
large increase in mobility and communication—a massive expansion
of the railroad network around the world, the introduction and dis-
semination of the internal combustion engine, the development of the
electric engine, the introduction of the manufacturing production line,
and the use of new communication technology such as the telegraph,
the telephone, and the radio.

While the groundwork for these developments was often laid de-
cades earlier, in the first half of the nineteenth century, it was not until
the availability of other technologies that large-scale production led to
rapid economic development toward the turn of the twentieth century.

Trade and mobility of goods, people, and ideas contributed to the
spread of technology and growth. Both nationally and internationally,
the interdependence of economic flows and interests was greater than
ever. International trade before World War I, with 30 percent of output,
was at its highest level ever following rapid growth during the preceding
decades."” Then, following World War I and the Great Depression in
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the 1930s, trade dropped back to 10 percent and would not reach
30 percent of gross domestic product until more than half a century
later, in the mid-1970s.

In conjunction with rapid economic growth and progress, the rise of
technological change also allowed firms to organize in ways that enabled
them to exert more market power. Firms that opened up new markets
not only were the first to enter new markets, but the technology also
allowed them to build on the first-mover advantage to maintain market
dominance.

Lack of entry of firms competing away those profits was due either
to the technological aspects (huge entry costs for railroads), to the im-
plicit protection by government policies, to the lack of enforcement of
antitrust, or to explicit collusion. The individuals behind the business
empires that they managed to build were often accused of unscrupulous
and amoral tactics, lending the name “robber barons” to those entrepre-
neurial heavyweights such as Andrew W. Mellon, J. P. Morgan, Andrew
Carnegie, Charles M. Schwab, Leland Stanford, Russell Sage, Cornelius
Vanderbilt, and John D. Rockefeller.

While some have argued that the robber barons were captains of in-
dustry who created economic progress, many historians view themin a
negative light, as obstructionists who plundered and cheated investors,
customers, and the government. John D. Rockefeller’s Standard Oil, for
example, had been buying up many smaller firms to exert market power
in an industry where competition would bring down profits; and J. .
Morgan reorganized and consolidated competing railroad companies
along the US East Coast and in the Midwest, where he created the con-
troversial Northern Securities Company, which had a virtual monopoly
around Chicago.

Aby-product of that period of enormous wealth accumulation in the
hands of a few companies and individuals has left us with a long-lasting
legacy of philanthropy, much of it to the benefit of universities and re-
search institutions that got their names from those wealthy families,
such as Stanford, Carnegie-Mellon, Duke, and Vanderbilt Universities
and the Russell Sage Foundation. Andrew Carnegie gave away 9o
percent of his wealth, much like the Giving Pledge campaign launched
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by Bill Gates and Warren Buffett, inspiring contemporary billionaires
to give away at least half their wealth.

Interestingly, a nonnegligible share of last century’s wealth accumu-
lated in the hands of a few gigantic corporations has ended up in the
richest foundations that fund social intervention as well as research into
social issues. Cynically, those causes are often related, directly or indi-
rectly, to putting right the wrongs of the moneymaking activities of the
founders of the foundations.

Massive wealth also made for amazing architecture. Impressive build-
ings like Grand Central Station or the offices of General Motors in New
York would probably not have been built if Vanderbilt or Ford had very
thin margins.'® This was not exclusive to the United States. Major archi-
tectural achievements at the turn of the century would not have been
built without philanthropy of the rich: the Eiffel Tower in Paris, the art
nouveau buildings by Horta in Brussels, and the modernist buildings
by Gaudi in Barcelona.

The wealth accumulation and the economic growth that technologi-
cal progress brought looked extremely good on paper. The extreme
global interconnectedness of the economic activity even led people to
believe that finally the world had reached a point where there was no
way back: the economic prosperity was there to stay. Recall, this is the
period in which international travel across most advanced countries was
unrestricted and no passports were needed."’

In 1910 Norman Angell published The Great Illusion, arguing that the
economies of different countries were so interdependent through trade
flows and credit that the economic losses of this economic indepen-
dence would be too great to ever curtail it, and no nation would have
any incentive to wage war. Even if a country conquered another and
seized its property, the need to maintain the conquered population
would require the occupying country to grant property rights, as well
as to incur the cost of occupation.? It is the ultimate view of capitalism:
capital, human or physical, in a modern open economy does not see
borders or respond to nationalities or countries.

Of course, Angell’s thesis was itself a great illusion and proven wrong
only four years after publication with the onset of World War L. In the
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ensuing years he reformulated his thesis, saying that given economic de-
velopment and interconnectedness, war was not impossible but pointless
and economically irrational. Underneath this unbridled optimism reflect-
ing unprecedented average economic growth and average wealth accu-
mulation, however, was the entirely skewed distribution of those gains.

Chaplin’s Modern Times illustrates that those gains were not equally
spread and that the vast majority of the working population was worse
off despite the progress. Even Angell’s refurbished view did not take into
consideration the fact that for the economic system the gains must be
distributed sufhiciently evenly, or else the majority of the population has
nothing to lose if the whole progress machine is destroyed.

Modern Times Now

The central tenet of the profit paradox is that rapid technological change
creates enormous potential for economic and social progress. Innovat-
ing firms improve efficiency and the lives of citizens. At the same time,
the new technology lets firms build up market power and dominance
that is detrimental for work.

The profit paradox, and its development since 1980, has alot in com-
mon with how it developed over a century ago. Modern times now are
not unlike Chaplin’s Modern Times. A well-trained, educated worker like
Erin who works as a senior technical advisor in IT earns strikingly low
wages, while her parent company reports enormous profits and reaches
an unprecedented stock market valuation.

Just like the development of electricity, the telegraph, and the com-
bustion engine in the nineteenth century, technological development
after World War II gave rise to computers, the internet, and mobile com-
munication. Half a century after those individual discoveries, the
democratization and the resulting scale of the operations at the turn of
the twenty-first century led to the widespread adoption of mobile
phones and the transformation of many sectors, retail not the least. This
huge technological disruption has not only brought progress, but it has
also created the possibility for first movers to develop market power and
to stifle competition.
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The highway of digital communication today is the equivalent of the
railways of the early twentieth century. Just like J. P. Morgan created
market power by consolidating competing operators and raising prices,
in current times Mark Zuckerberg has consolidated the large social
media platforms Facebook, Instagram, and WhatsApp.

That market power has brought enormous profits and has created
huge wealth. In fifty years our grandchildren and great-grandchildren
are likely to apply for grants from a Zuckerberg Fund, if it exists, or the
Bezos Family Foundation, and buildings and museums with those
family or company names will be on the list of landmarks, just like the
Guggenheim Museum today.

Most of today’s bankers, hedge fund owners, entrepreneurs, and Sili-
con Valley billionaires still do not have bad reputations, at least for now.
Let us hope that the economic impact of today’s market power is less
acute than it was a century ago.

Even the robber baron’s market power in the Gilded Age was a decaf-
feinated version of full monopoly power that the states granted to the
Dutch East India Company in the seventeenth century.”’ However,
there is no doubt a parallel that market power by firms in the output
market has far-reaching implications for work today, as it did over a
century ago.

The point of this book is to document that the evolution of work we
have seen in the past forty years is the result of a rise in market power,
and that the causes and implications bear a remarkable resemblance to
what happened in Chaplin’s Modern Times.

I am taking the liberty to describe current times as “modern” because
in economic terms, our times resemble that period usually identified as
modern—the turn of the twentieth century. It is a similar socioeco-
nomic epoch with fast technological progress, with globalization and
economic interdependence, and with substantial disparities in how the
economic gains from this progress are distributed.

Interestingly enough, there is a double meaning to the word “mod-
ern.” More colloquially, with modo (meaning “just now”) as its root,
“modern” stands for something current, or an event in the not-too-
distant past. For example, modern batteries now give electric cars a
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range of up to 350 miles. The terms “modern” and “contemporary” are
synonyms in vernacular English. At the same time, it indicates a partic-
ular epoch.

The focus of the book is on documenting all aspects of work and how
they have evolved in the past four decades. I will report the facts and
what we know, as well as how things have changed and are in the process
of changing. In addition to the facts, we have a wealth of economic re-
search that analyzes and interprets the facts from current times. This
allows us to search for the causes.

What follows is a quest for what is the cause of the current state of
work, based on the facts and economic research. But this book is also
inspired by Studs Terkel’s book Working (1974), which recounts what
ordinary (and not-so-ordinary) people do all day. Throughout the book
I'will accompany my quest for the facts and statistics with the stories of
individuals like Erin that are related to work. While there is a sharp
scientific contrast between the large number of observations with sta-
tistical significance and the singular experience of an individual worker,
I cannot state it more lucidly than Stefan Zweig that both are valuable:
“It is not the cold fact which has meaning, but rather the human and

emotional element contained within it.”??
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