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economy," with big businesses at the center 
and small firms on the periphery. But in recent 
decades, economists and others have been re- 
vising their views. "As big businesses have fal- 
tered as engines of economic growth in Amer- 
ica," Ohio State historian Mansel G. Blackford 
notes, "smaller firms have come to be seen by 
some as likely sources for economic rejuvena- 
tion." 

Until the mid-19th century, small businesses 
were the norm in the United States, with thou- 
sands of them producing and distributing most 
of the country's goods and services. But by 
1914, one-third of U.S. industrial workers la- 
bored in firms with 500 or more employees, 
and another third worked in companies with 
100 or more. Yet small firms-by developing 
market niches or supplying goods to larger in- 
dustrial firms-remained significant right up to 
the mid-20th century. Then, however, they 
went into a decline. The share of business re- 
ceipts received by small companies plummeted 
from 52 percent in 1958 to 29 percent in 1979. 

In the late 1970s and the '80s, small business 
experienced a resurgence. Of the 17 million 
businesses that filed tax returns in 1986, only 
10,000 were firms employing more than 500 
workers. Small companies were generating 
most of America's new jobs-by one estimate, 
64 percent of the 10.5 million created in 1980- 
86. The shift of the U.S. economy from manu- 
facturing to services undoubtedly played a part 

in this, as did the development of computer 
technologies, spawning everything from lawn- 
care companies to entrepreneurial software 
firms. 

With the renaissance of small business, 
Blackford writes, some analysts began to argue 
that America's industrial future lies in getting 
away from standardized mass production and 
embracing instead "a system of flexible produc- 
tion by smaller companies linked together in 
industrial communities." Flexible production, 
said economist Michael J. Piore and political 
scientist Charles E Sabel, in their best-selling 
The Second Industrial Divide: Possibilities for 
Prosperity (1984), is "a strategy of permanent 
innovation: accommodation to ceaseless 
change, rather than an effort to control it." 

But Blackford sounds a cautionary note. His- 
torical studies of small firms in Philadelphia's 
textile industry and Pittsburgh's iron and steel 
industry, he notes, "have shown that by devel- 
oping market niches, using flexible production 
techniques, and depending on a highly skilled 
labor force, small businesses could compete 
successfully with much larger firms across the 
nation." But these studies, he adds, have also 
underlined the limitations of small business. 

Earlier in this century, for example, indepen- 
dent textile makers in Philadelphia were un- 
able to meet the growing demand from big cus- 
tomers, and many were forced to close their 
doors. Sometimes bigger is better. 
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During the prosperous 1960s, America's pov- 
erty rate fell from over 22 percent to 12 per- 
cent. This accomplishment seemed to bear out 
President John E Kennedy's contention: A ris- 
ing tide lifts all boats. Yet the sustained eco- 
nomic growth of the 1980s produced virtually 
no decline in the poverty rate. It stood at 12.8 
percent at the end of the decade, about what it 
had been in 1980. Why was there no "trickle 
down" effect? 

Northwestern University economist Rebecca 
Blank says the reason is that increased employ- 
ment and weeks of work among low-wage 
workers during the 1980s were more than off- 
set by declines in real wages. Whereas in 1963- 
69 the bottom tenth of the population enjoyed a 
$2 increase in weekly wages for every one per- 
cent rise in gross national product (GNP), in 
1983-89 real wages for those at the bottom ac- 

tually fell somewhat, despite the economy's 
growth. (For the top one-fifth of workers, by 
contrast, each one-percent increase in GNP 
meant a raise of $2.16 in weekly wages in 
1963-69 and of $3.53 two decades later.) Blank 
attributes the drop in real wages for low-in- 
come workers to the decline of unions, techno- 
logical change, increased competition from 
abroad, and the decreased demand for less- 
skilled workers. 

This drop in real wages-not the increase in 
female-headed families or the cuts in welfare 
benefits made during the early 1980sLwas be- 
hind the failure of "trickle-down" economics, 
Blank says. "Unfortunately," she concludes, "if 
the changing wage patterns of the 1980s con- 
tinue into the future, economic growth can no 
longer be relied upon as an effective weapon in 
future wars against poverty." 
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