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W

hen the actual rate of economic growth falls temporarily below the economy’s poten

tial for growth, attention naturally turns to policies that can help it recover: tax cuts,

interest rate reductions, temporary investment incentives, extended unemployment benefits,
and increases in government spending. Unfortunately, more attention to measures that provide short-run stimulus can mean less attention to long-run policies that might permanently
increase the economy’s growth potential. History shows us that a small permanent increase
in the trend rate of growth can profoundly alter our quality of life. There is much we don’t
know about the details of policies that can cause this kind of increase, but there is one easy
measure that we can implement with confidence. The government should increase incentives for our universities to train more young people in science and engineering.
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In 1870, Britain was the world’s most productive economy. Output per person in the United
States lagged far behind. Since then, the rate of growth in the United States has been higher
by about 0.5% per year. This difference may sound small, but after 130 years, it has a huge
cumulative effect. By the beginning of the 20th century, annual output per head in the United
States had pulled even with Britain. By the end of the century, it was higher here by $10,000
(in the purchasing power of 1996 US dollars).
By way of comparison, during the recession of the early 1990s, output per head in the United
States fell by about $500 in 1991 and returned to its previous level in 1992. This kind of
temporary reduction in output is dwarfed by the permanent $10,000 difference created by a
faster trend rate of growth.
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