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To Zack and Daniel,
 who heard a lot about the contributors,
 and whose own contributions are of another order of magnitude



Introduction


A Tale of Two Taxes


Nobody lies groaning under the yoke of inauthenticity twenty-four hours a day.

—Raoul Vaneigem



One fall morning I stood outside the Princeton Club, on West 43rd Street in Manhattan. Occupy Wall Street, which I had visited several times as a sympathetic outsider, had passed its one-month anniversary, and I thought the movement might usefully be analyzed by economists and financial writers whose pieces I would commission and assemble into a book that was analytical and—this was what really interested me—prescriptive. I’d been invited to breakfast to talk about the idea with a Princeton Club member and had arrived early out of nervousness.

It seemed a strange place to be discussing the book. I tried the idea out on a young bellhop. He said that he took the protests seriously, found himself wondering about the methodology, but was not involved. He didn’t have the time: he didn’t live in Manhattan and, besides the bellhop job, he was in school. Paying for college was difficult. The protests made sense to him, he said, for one reason: they concerned what mattered to everyone—the economy. I had expected more resistance, some frank skepticism, maybe a comment to the effect that the protests struck him as frivolous. Thirty minutes later, the response of my breakfast companion more or less echoed the bellhop’s: the first of many such universal reactions I’d hear to the issues raised by OWS.

Occupy Wall Street has the rare distinction of being a protest movement that even the objects of its attack can find little fault with. According to the Spectrem Group, a consulting firm serving ultra-high-net-worth individuals, 61 percent to 68 percent of millionaires support raising taxes on millionaires. Although every banker I approached to participate in this book, including JPMorgan Chase CEO Jamie Dimon, politely declined, it was impossible not to sense that, behind the scrim, income inequality was a subject that everyone, even bankers, wanted to speak about.

A single exception to the bankers’ silence came late in the project, when I received a phone call from Paul Volcker. I had tried to contact him for about two months—two-thirds of this book’s entire short gestation period—through such avenues as the Atlantic Salmon Federation: an avid fly fisherman and conservationist, he has served as a director of the organization. Finally, I had sent a letter, by snail mail, to one last address. It was an unconscionably long letter, because by then the roster of contributors, which I included, had grown. I put my phone number under my signature.

Fielding a call from Paul Volcker might have been daunting if he had been all business. I suppose he was, but what I heard on the phone was a disarmingly friendly laugh in a low register. “Tell me,” the former chairman of the Federal Reserve said, “did you really get all these people to write something for you?” I remembered a Reuters headline from a few months before: “Paul Volcker Says Volcker Rule Too Complicated.” The story was written after the collapse of the brokerage MF Global. MF’s filing for bankruptcy was held up as an object lesson in the need for the so-called Volcker rule, which limits the kind of proprietary trading that helped lead to the worldwide financial collapse. Another rumble; one or two more questions. I was being vetted, but there was no hint of challenge. What I detected was more of a we’re-all-in-this-together sentiment. One sensed that this was a man who liked the truth and knew how to find it.

His piece came in immediately after our conversation, arriving on the same day as the songwriter Tom Verlaine’s interview with Rolling Stone journalist Matt Taibbi. Paul Volcker and Matt Taibbi feel basically the same way about certain things.

This is a book about fairness. It came together shockingly fast, in a small laundry room in an old house in the “Pharm Belt”: my office. Bucks County, Pennsylvania, was once a “farm belt.” With its pharmaceutical and financial corporations grafted onto a largely discarded agricultural landscape, it displays some of the same perversions of income inequality and perks of high-income contagion that are common to much of the country. The median household income is $74,828. Only 4.9 percent live below the poverty level. Infrastructure is superb, people work hard, and there is a firm volunteer ethos and charitableness. A swing state, Pennsylvania is twenty-eighth in so-called entitlement or social safety–net federal expenditure. This is one measure of what some refer to as “red-state socialism,” meaning that residents of more heavily Republican, or “red,” states, tend to be the greatest beneficiaries of the federal aid they in theory oppose. (They also tend to oppose tax increases.) The top ten state beneficiaries of entitlement spending voted Republican in the 2008 presidential election. Significantly, in a growing nationwide trend, more safety-net spending now goes to the middle class than to the poor.

Thirty miles from Bucks County is Camden, New Jersey, the poorest city per capita in the nation: median income $27,027, with 31 percent of the population below the poverty level. (New Jersey, a “blue,” or Democratic, state, is fiftieth—last—in entitlement spending. New Mexico is first.) As the sociologists Kathryn Edin and Maria Kefalas and the writer Chris Hedges have shown, Camden may tell us more about the future than we realize. Its depredations are a source of pain first and most obviously to those who live them; but they are also a source of discomfort to those who witness them. Whether the city represents an end point in the national income-inequality debate or a place from which to begin a discussion, it would be difficult to find many who fail to agree that its position is untenable.

Fanning out from Bucks County in every direction, the pattern of haves and have-nots repeats itself. The train ride into New York reveals a familiar American discordance: high-end condos and junkyards, pristine converted stone farmhouses and old linen mills with smashed windows. The line originates in Trenton, New Jersey, where the median household income is $36,601, and 24.5 percent live below the poverty level, as compared with an overall state average of 9.1 percent. One passes through Princeton—median household $104,234, 6.5 percent living below the poverty level. At the other end is Newark, where I was born: median household income $35,659, with 25 percent living below the poverty level.

The Occupy Handbook is divided into three parts. Part 1, “How We Got Here,” takes a look at events that may be considered precursors of OWS: the stories of a brakeman in 1877 who went up against the railroads; of the four men from an all-black college in North Carolina who staged the first lunch counter sit-in of the 1960s; of the out-of-work doctor whose nationwide, bizarrely personal Townsend Club movement led to the passage of Social Security. We go back to the 1930s and the New Deal and, in Carmen M. Reinhart and Kenneth S. Rogoff’s “nutshell” version of their book This Time Is Different: Eight Centuries of Financial Folly, even further.

Part 2, “Where We Are Now,” which covers the present, both in the United States and abroad, opens with a piece by the anthropologist David Graeber. The world of Madison Avenue is far from the beliefs of Graeber, an anarchist, but it’s Graeber who arguably (he says he didn’t do it alone) came up with the phrase “We are the 99 percent.” As Bloomberg Businessweek pointed out in October 2011, during month two of the Occupy encampments that Graeber helped initiate, and three months after the publication of his Debt: The First 5,000 Years, “David Graeber likes to say that he had three goals for the year: promote his book, learn to drive, and launch a worldwide revolution. The first is going well, the second has proven challenging, and the third is looking up.” Graeber’s counterpart in Chile can loosely be said to be Camila Vallejo, the college undergraduate, pictured here, who, at twenty-three, brought the country to a standstill. The novelist and playwright Ariel Dorfman writes about her and about his own self-imposed exile from Chile, and his piece is followed by an entirely different, more quantitative treatment of the subject. This part of the book also covers the indignados in Spain, who, before Occupy began, “occupied” the public squares of Madrid and other cities—using, as the basis for their claim that the parks could legally be slept in, a thirteenth-century right granted to shepherds who moved, and still move, their flocks annually.

Part 3 lays out actions. One is disinvestment, on the scale of antiapartheid-level sanctions—see Michael Lewis’s interview with himself, “Boycott!,” in which he explains his embarrassment at not having stood on a soapbox during two visits to Occupy encampments, and in which he calls for the removal, by universities and other institutions, of endowment funds from the “too big to fail” Wall Street firms. Two other proposals are Felix Salmon’s, for reducing the mortgage burden, and Michelle J. White and Wenli Li’s, for cutting foreclosures. They address in detail one of the biggest human costs of the crisis: loss of one’s house.

Each contributor took a leap of faith in agreeing to participate in this project. Not entirely by design but then more sure-footedly, the project evolved nonhierarchically, as OWS famously has. Contributors initially had no idea what others were writing. Most of them chose their own topics, and agreed generally to avoid overlap, sometimes by being in touch with one another. The contributors were not paid properly for their time, and some of the best technical economists in the country undertook two and sometimes three revisions of their work in order to make their pieces comprehensible to readers who, like myself, are not subject experts.

The question remains: is economics ever a solution to the deep-seated troubles of a city like Camden? If you were trying to think of ways to fix the economy, couldn’t you do better than to use economics? The answer is: probably not in this world. What the Financial Times journalist Martin Wolf says, in part 3, about capitalism might also be said of economics generally: while imperfect, it is “uniquely flexible, responsive, and innovative.” And it’s important to distinguish economic practice from—as Paul Krugman and Robin Wells suggest in part 1—politics.

A turning point for me in the book’s composition came when Peter Diamond and Emmanuel Saez delivered a complex tax proposal with a simple message: if the marginal tax rate on the income of the top 1 percent were doubled, from 35 percent to 70 percent, any resulting unhappiness experienced by the 1 percent would be socially unimportant; and recall that the majority of millionaires want their taxes raised, as the Spectrem Group’s survey demonstrates and as Warren Buffett demonstrated in 2011. Raising the marginal tax rate would cause the 1 percent to work a little less and lead some to find more ways to underreport their income, and might drive some of them from the country; but the response is small enough that revenue still would go up considerably. Yet, as the economist Brad DeLong points out in his commentary on the Diamond-Saez piece, more than half the general population of the United States is against raising the tax rate as the authors suggest.

What are the objections?

You will find some of the answers in this book, but perhaps there is a better question: Is there another, equally persuasive tax proposal? Is there an equally persuasive tax policy? The Washington Post’s Ezra Klein summarizes Mitt Romney’s tax policy as follows:


Extend the Bush tax cuts and, then on top of that, sharply cut taxes on corporations, the wealthy, and upper-middle-class investors, while letting a set of tax breaks that help the poor expire. The result, according to the Tax Policy Center, would be a $69 tax cut for the average individual in the bottom 20 percent and a $164,000 tax cut for the average individual in the top 1 percent. And Romney would pay for this through unspecified cuts to domestic programs. Since domestic programs mostly go to the poor and seniors, the regressive tax cuts would be regressively financed.



House GOP budget chairman Paul Ryan’s 2012 budget plan, not intended to be enacted into law but rather to present, as the congressman’s website says, a “roadmap” for the future, would, according to the New York Times’s David Leonhardt, reduce taxes on the wealthy. Under the Path to Prosperity, as the Ryan plan is called, taxes for the poorest 90 percent would rise, according to the nonprofit Citizens for Tax Justice.

Tax rates are at historic lows. For much of the 1970s, the highest marginal tax rate was in fact 70 percent. In 1950, it was 91 percent. Thus when Diamond and Saez write that they “favor a top tax rate near or in the range of 50 percent to 70 percent,” they are proposing simply that we return to something like the rates that were in place before the Bush tax cut for the top earners and earlier.

In choosing between these two broad approaches, which is more in keeping with American policies?

What Paul Volcker expressed astonishment about—that people were willing to contribute to a book like this at all—can be explained, I think, by the unnaturalness of the postures that income inequality has led us to assume. The postures are unsustainable. Income inequality is a form of inauthenticity, and in 2011, from Egypt to Iowa, citizens of the world threw off the yoke.

The Occupy Handbook offers, first, analysis of precedent, then a look at the here and now, and, finally, a view of how we might proceed. Research can never be said to be comprehensive. One has to account for the bias of the researcher; and there is always another alley to go down. But as the proposals on my desk multiplied, I found that none had the quiet power of Diamond and Saez’s “Taxing High Earnings.” For those who are not convinced, and who will fall into the majority Brad DeLong describes, where is the tax proposal of equal intelligence?



PART I
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HOW WE GOT HERE




Advice from the 1 Percent: Lever Up, Drop Out


Michael Lewis


Michael Lewis is the bestselling author of Liar’s Poker, Moneyball, The Blind Side, The Big Short, and Boomerang. He lives in Berkeley, California, with his wife and three children.




To: The Upper Ones

From: Strategy Committee

Re: The Counterrevolution



As usual, we have much to celebrate.

The rabble has been driven from the public parks. Our adversaries, now defined by the freaks and criminals among them, have demonstrated only that they have no idea what they are doing. They have failed to identify a single achievable goal.

Just weeks ago, in our first memo, we expressed concern that the big Wall Street banks were vulnerable to a mass financial boycott—more vulnerable even than tobacco companies or apartheid-era South African multinationals. A boycott might raise fears of a bank run; and the fears might create the fact.

Now, we’ll never know: the Lower 99’s notion of an attack on Wall Street is to stand around hollering at the New York Stock Exchange. The stock exchange!

We have won a battle, but this war is far from over.

As our chief quant notes, “No matter how well we do for ourselves, there will always be 99 of them for every one of us.” Disturbingly, his recent polling data reveal that many of us don’t even know who we are: fully half of all Upper Ones believe themselves to belong to the Lower 99. That any human being can earn more than 344 grand a year without having the sense to identify which side in a class war he is on suggests that we should limit membership to actual rich people. But we wish to address this issue in a later memo. For now we remain focused on the problem at hand: how to keep their hands off our money.

We have identified two looming threats: the first is the shifting relationship between ambitious young people and money. There’s a reason the Lower 99 currently lack leadership: anyone with the ability to organize large numbers of unsuccessful people has been diverted into Wall Street jobs, mainly in the analyst programs at Morgan Stanley and Goldman Sachs. Those jobs no longer exist, at least not in the quantities sufficient to distract an entire generation from examining the meaning of their lives. Our Wall Street friends, wounded and weakened, can no longer pick up the tab for sucking the idealism out of America’s youth. But if not them, who? We on the committee are resigned to all elite universities becoming breeding grounds for insurrection, with the possible exception of Princeton.

The second threat is in the unstable mental pictures used by Lower 99ers to understand their economic lives. (We have found that they think in pictures.) For many years the less viable among us have soothed themselves with metaphors of growth and abundance: rising tides, expanding pies, trickling down. A dollar in our pocket they viewed hopefully, as, perhaps, a few pennies in theirs. They appear to have switched this out of their minds for a new picture, of a life raft with shrinking provisions. A dollar in our pockets they now view as a dollar from theirs. Fearing for their lives, the Lower 99 will surely become ever more desperate and troublesome. Complaints from our membership about their personal behavior are already running at post–French Revolutionary highs.

We on the strategy committee see these developments as inexorable historical forces. The Lower 99 is a ticking bomb that can’t be defused. They may be occasionally distracted by, say, a winning lottery ticket. (And we have sent out the word to the hedge fund community to cease their purchases of such tickets.) They may turn their anger on others—immigrants, for instance, or the federal government—and we can encourage them to do so. They may even be frightened into momentary submission. (We’re long pepper spray.)

But in the end we believe that any action we take to prevent them from growing better organized, and more aware of our financial status, will only delay the inevitable: the day when they turn, with far greater effect, on us.

Hence our committee’s conclusion: we must be able to quit American society altogether, and they must know it. For too long we have simply accepted the idea that we and they are all in something together, subject to the same laws and rituals and cares and concerns. This state of social relations between rich and poor isn’t merely unnatural and unsustainable but, in its way, shameful. (Who among us could hold his head high in the presence of Louis XIV or those Russian czars or, for that matter, Croesus?)

The modern Greeks offer the example in the world today that is, the committee has determined, best in class. Ordinary Greeks seldom harass their rich, for the simple reason that they have no idea where to find them. To a member of the Greek Lower 99 a Greek Upper One is as good as invisible. He pays no taxes, lives no place, and bears no relationship to his fellow citizens. As the public expects nothing of him, he always meets, and sometimes even exceeds, their expectations. As a result, the chief concern of the ordinary Greek about the rich Greek is that he will cease to pay the occasional visit.

That is the sort of relationship with the Lower 99 we must cultivate if we are to survive. We must inculcate, in ourselves as much as in them, the understanding that our relationship to each other is provisional, almost accidental, and their claims on us nonexistent.

As a first, small step we propose to bestow, annually, an award to the Upper One who has best exhibited to the wider population his willingness and ability to have nothing at all to do with them. As the recipient of the first Incline Award—so named for the residents of Incline Village, Nevada, many of whom have bravely fled California state taxes—we propose Jeff Bezos.

His private rocket ship may have exploded before it reached outer space. But before it did, it sent back to Earth the message we hope to convey:

We’re outta here!




The Widening Gyre: Inequality, Polarization, and the Crisis


Paul Krugman and Robin Wells

Paul Krugman is a professor at the Woodrow Wilson School, Princeton University, and an op-ed columnist for the New York Times. He is the 2008 winner of the Nobel Prize in Economics. He is the author of three New York Times bestsellers, The Great Unraveling (2005), The Return of Depression Economics (1999), and The Conscience of a Liberal (2007), and of End This Depression Now! (2012). Robin Wells is an economist and a coauthor, with Paul Krugman, of the bestselling textbook Economics. She was formerly on the faculty of Princeton University and Stanford University Business School.


America emerged from the Great Depression and the Second World War with a much more equal distribution of income than it had in the 1920s; our society became middle-class in a way it hadn’t been before. This new, more equal society persisted for thirty years. But then we began pulling apart, with huge income gains for those with already high incomes. As the Congressional Budget Office has documented, the 1 percent—the group implicitly singled out in the slogan “We are the 99 percent”—saw its real income nearly quadruple between 1979 and 2007, dwarfing the very modest gains of ordinary Americans. Other evidence shows that within the 1 percent, the richest 0.1 percent and the richest 0.01 percent saw even larger gains.

By 2007, America was about as unequal as it had been on the eve of the Great Depression—and sure enough, just after hitting this milestone, we plunged into the worst slump since the Depression. This probably wasn’t a coincidence, although economists are still working on trying to understand the linkages between inequality and vulnerability to economic crisis.

Here, however, we want to focus on a different question: why has the response to crisis been so inadequate? Before financial crisis struck, we think it’s fair to say that most economists imagined that even if such a crisis were to happen, there would be a quick and effective policy response. In 2003 Robert Lucas, the Nobel laureate and then president of the American Economic Association, urged the profession to turn its attention away from recessions to issues of longer-term growth. Why? Because, he declared, the “central problem of depression-prevention has been solved, for all practical purposes, and has in fact been solved for many decades.”

Yet when a real depression arrived—and what we are experiencing is indeed a depression, although not as bad as the Great Depression—policy failed to rise to the occasion. Yes, the banking system was bailed out. But job-creation efforts were grossly inadequate from the start—and far from responding to the predictable failure of the initial stimulus to produce a dramatic turnaround with further action, our political system turned its back on the unemployed. Between bitterly divisive politics that blocked just about every initiative from President Obama, and a bizarre shift of focus away from unemployment to budget deficits despite record-low borrowing costs, we have ended up repeating many of the mistakes that perpetuated the Great Depression.

Nor, by the way, were economists much help. Instead of offering a clear consensus, they produced a cacophony of views, with many conservative economists, in our view, allowing their political allegiance to dominate their professional competence. Distinguished economists made arguments against effective action that were evident nonsense to anyone who had taken Econ 101 and understood it. Among those behaving badly, by the way, was none other than Robert Lucas, the same economist who had declared just a few years before that the problem of preventing depressions was solved.

So how did we end up in this state? How did America become a nation that could not rise to the biggest economic challenge in three generations, a nation in which scorched-earth politics and politicized economics created policy paralysis?

We suggest it was the inequality that did it. Soaring inequality is at the root of our polarized politics, which made us unable to act together in the face of crisis. And because rising incomes at the top have also brought rising power to the wealthiest, our nation’s intellectual life has been warped, with too many economists co-opted into defending economic doctrines that were convenient for the wealthy despite being indefensible on logical and empirical grounds.

Let’s talk first about the link between inequality and polarization.

Our understanding of American political economy has been strongly influenced by the work of the political scientists Keith Poole, Howard Rosenthal, and Nolan McCarty. Poole, Rosenthal, and McCarty use congressional roll-call votes to produce a sort of “map” of political positions, in which both individual bills and individual politicians are assigned locations in an abstract issues space. The details are a bit complex, but the bottom line is that American politics is pretty much one-dimensional: once you’ve determined where a politician lies on a left–right spectrum, you can predict his or her votes with a high degree of accuracy. You can also see how far apart the two parties’ members are on the left–right spectrum—that is, how polarized congressional politics is.

It’s not surprising that the parties have moved ever further apart since the 1970s. There used to be substantial overlap: there were moderate and even liberal Republicans, like New York’s Jacob Javits, and there were conservative Democrats. Today the parties are totally disjoint, with the most conservative Democrat to the left of the most liberal Republican, and the two parties’ centers of gravity very far apart.

What’s more surprising is the fact that the relatively nonpolarized politics of the postwar generation is a relatively recent phenomenon—before the war, and especially before the Great Depression, politics was almost as polarized as it is now. And the track of polarization closely follows the track of income inequality, with the degree of polarization closely correlated over time with the share of total income going to the top 1 percent.

Why does higher inequality seem to produce greater political polarization? Crucially, the widening gap between the parties has reflected Republicans moving right, not Democrats moving left. This pops out of the Poole-Rosenthal-McCarty numbers, but it’s also obvious from the history of various policy proposals. The Obama health care plan, to take an obvious example, was originally a Republican plan, in fact a plan devised by the Heritage Foundation. Now the GOP denounces it as socialism.

The most likely explanation of the relationship between inequality and polarization is that the increased income and wealth of a small minority has, in effect, bought the allegiance of a major political party. Republicans are encouraged and empowered to take positions far to the right of where they were a generation ago, because the financial power of the beneficiaries of their positions both provides an electoral advantage in terms of campaign funding and provides a sort of safety net for individual politicians, who can count on being supported in various ways even if they lose an election.

Whatever the precise channels of influence, the result is a political environment in which Mitch McConnell, leading Republican in the Senate, felt it was perfectly okay to declare before the 2010 midterm elections that his main goal, if the GOP won control, would be to incapacitate the president of the United States: “The single most important thing we want to achieve is for President Obama to be a one-term president.”

Needless to say, this is not an environment conducive to effective antidepression policy, especially given the way Senate rules allow a cohesive minority to block much action. We know that the Obama administration expected to win strong bipartisan support for its stimulus plan, and that it also believed that it could go back for more if events proved this necessary. In fact, it took desperate maneuvering to get sixty votes even in the first round, and there was no question of getting more later.

In sum, extreme income inequality led to extreme political polarization, and this greatly hampered the policy response to the crisis. Even if we had entered the crisis in a state of intellectual clarity—with major political players at least grasping the nature of the crisis and the real policy options—the intensity of political conflict would have made it hard to mount an effective response.

In reality, of course, we did not enter the crisis in a state of clarity. To a remarkable extent, politicians—and, sad to say, many well-known economists—reacted to the crisis as if the Great Depression had never happened. Leading politicians gave speeches that could have come straight out of the mouth of Herbert Hoover; famous economists reinvented fallacies that one thought had been refuted in the mid-1930s. Why?

The answer, we would suggest, also runs back to inequality.

It’s clear that the financial crisis of 2008 was made possible in part by the systematic way in which financial regulation had been dismantled over the previous three decades. In retrospect, in fact, the era from the 1970s to 2008 was marked by a series of deregulation-induced crises, including the hugely expensive savings and loan crisis; it’s remarkable that the ideology of deregulation nonetheless went from strength to strength.

It seems likely that this persistence despite repeated disaster had a lot to do with rising inequality, with the causation running in both directions. On one side, the explosive growth of the financial sector was a major source of soaring incomes at the very top of the income distribution. On the other side, the fact that the very rich were the prime beneficiaries of deregulation meant that as this group gained power—simply because of its rising wealth—the push for deregulation intensified.

These impacts of inequality on ideology did not end in 2008. In an important sense, the rightward drift of ideas, both driven by and driving rising income concentration at the top, left us incapacitated in the face of crisis.

In 2008 we suddenly found ourselves living in a Keynesian world—that is, a world that very much had the features John Maynard Keynes focused on in his 1936 magnum opus, The General Theory of Employment, Interest, and Money. By that we mean that we found ourselves in a world in which lack of sufficient demand had become the key economic problem, and in which narrow technocratic solutions, like cuts in the Federal Reserve’s interest rate target, were not adequate to that situation. To deal effectively with the crisis, we needed more activist government policies, in the form both of temporary spending to support employment and efforts to reduce the overhang of mortgage debt.

One might think that these solutions could still be considered technocratic, and separated from the broader question of income distribution. Keynes himself described his theory as “moderately conservative in its implications,” consistent with an economy run on the principles of private enterprise. From the beginning, however, political conservatives—and especially those most concerned with defending the position of the wealthy—have fiercely opposed Keynesian ideas.

And we mean fiercely. Although Paul Samuelson’s textbook Economics: An Introductory Analyis is widely credited with bringing Keynesian economics to American colleges in the 1940s, it was actually the second entry; a previous book, by the Canadian economist Lorie Tarshis, was effectively blackballed by right-wing opposition, including an organized campaign that successfully induced many universities to drop it. Later, in his God and Man at Yale, William F. Buckley Jr. would direct much of his ire at the university for allowing the teaching of Keynesian economics.

The tradition continues through the years. In 2005 the right-wing magazine Human Events listed Keynes’s General Theory among the ten most harmful books of the nineteenth and twentieth centuries, right up there with Mein Kampf and Das Kapital.

Why such animus against a book with a “moderately conservative” message? Part of the answer seems to be that even though the government intervention called for by Keynesian economics is modest and targeted, conservatives have always seen it as the thin edge of the wedge: concede that the government can play a useful role in fighting slumps, and the next thing you know we’ll be living under socialism. The rhetorical amalgamation of Keynesianism with central planning and radical redistribution—although explicitly denied by Keynes himself, who declared that “there are valuable human activities which require the motive of money-making and the environment of private wealth-ownership for their full fruition”—is almost universal on the right.

There is also the motive suggested by Keynes’s contemporary Michał Kalecki in a classic 1943 essay:

We shall deal first with the reluctance of the “captains of industry” to accept government intervention in the matter of employment. Every widening of state activity is looked upon by business with suspicion, but the creation of employment by government spending has a special aspect which makes the opposition particularly intense. Under a laissez-faire system the level of employment depends to a great extent on the so-called state of confidence. If this deteriorates, private investment declines, which results in a fall of output and employment (both directly and through the secondary effect of the fall in incomes upon consumption and investment). This gives the capitalists a powerful indirect control over government policy: everything which may shake the state of confidence must be carefully avoided because it would cause an economic crisis. But once the government learns the trick of increasing employment by its own purchases, this powerful controlling device loses its effectiveness. Hence budget deficits necessary to carry out government intervention must be regarded as perilous. The social function of the doctrine of “sound finance” is to make the level of employment dependent on the state of confidence.


This sounded a bit extreme to us the first time we read it, but it now seems all too plausible. These days you can see the “confidence” argument being deployed all the time. For example, here is how Mort Zuckerman began a 2010 op-ed in the Financial Times, aimed at dissuading President Obama from taking any kind of populist line:

The growing tension between the Obama administration and business is a cause for national concern. The president has lost the confidence of employers, whose worries over taxes and the increased costs of new regulation are holding back investment and growth. The government must appreciate that confidence is an imperative if business is to invest, take risks and put the millions of unemployed back to productive work.


There was and is, in fact, no evidence that “worries over taxes and the increased costs of new regulation” are playing any significant role in holding the economy back. Kalecki’s point, however, was that arguments like this would fall completely flat if there was widespread public acceptance of the notion that Keynesian policies could create jobs. So there is a special animus against direct government job-creation policies, above and beyond the generalized fear that Keynesian ideas might legitimize government intervention in general.

Put these motives together, and you can see why writers and institutions with close ties to the upper tail of the income distribution have been consistently hostile to Keynesian ideas. That has not changed over the seventy-five years since Keynes wrote the General Theory. What has changed, however, is the wealth and hence influence of that upper tail. These days, conservatives have moved far to the right even of Milton Friedman, who at least conceded that monetary policy could be an effective tool for stabilizing the economy. Views that were on the political fringe forty years ago are now part of the received doctrine of one of our two major political parties.

A touchier subject is the extent to which the vested interest of the 1 percent, or better yet the 0.1 percent, has colored the discussion among academic economists. But surely that influence must have been there: if nothing else, the preferences of university donors, the availability of fellowships and lucrative consulting contracts, and so on must have encouraged the profession not just to turn away from Keynesian ideas but to forget much that had been learned in the 1930s and ’40s.

In the debate over responses to the Great Recession and its aftermath, it has been shocking to see so many highly credentialed economists making not just elementary conceptual errors but old elementary conceptual errors—the same errors Keynes took on three generations ago. For example, one thought that nobody in the modern economics profession would repeat the mistakes of the infamous “Treasury view,” under which any increase in government spending necessarily crowds out an equal amount of private spending, no matter what the economic conditions might be. Yet in 2009, exactly that fallacy was expounded by distinguished professors at the University of Chicago.

Again, our point is that the dramatic rise in the incomes of the very affluent left us ill prepared to deal with the current crisis. We arrived at a Keynesian crisis demanding a Keynesian solution—but Keynesian ideas had been driven out of the national discourse, in large part because they were politically inconvenient for the increasingly empowered 1 percent.

In summary, then, the role of rising inequality in creating the economic crisis of 2008 is debatable; it probably did play an important role, if nothing else than by encouraging the financial deregulation that set the stage for crisis. What seems very clear to us, however, is that rising inequality played a central role in causing an ineffective response once crisis hit. Inequality bred a polarized political system, in which the right went all out to block any and all efforts by a modestly liberal president to do something about job creation. And rising inequality also gave rise to what we have called a Dark Age of macroeconomics, in which hard-won insights about how depressions happen and what to do about them were driven out of the national discourse, even in academic circles.

This implies, we believe, that the issue of inequality and the problem of economic recovery are not as separate as a purely economic analysis might suggest. We’re not going to have a good macroeconomic policy again unless inequality, and its distorting effect on policy debate, can be curbed.




Take a Stand: Sit In
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America has often experienced stirrings of unrest that appear inchoate and lacking in direction but which prove enduring and seminal to the country’s history. During the Great Upheaval of 1877 the nation learned for the first time the depth of resentment among its starving classes—that there existed many living in not so quiet desperation. The aftermath of the Civil War had seen the rapid expansion of national markets and the related growth of the railroads, symbolized by the driving of the golden spike at Promontory, Utah, in 1869. Organized labor had struggled to keep pace, but its attempts at nationwide union building were uneven. Railroad workers, for instance, had strong guildlike brotherhoods—of engineers, firemen, brakemen—yet lacked a coherent voice.

By 1877 the railroads, overextended logistically and financially, were forced to extract as much labor as possible from their employees for the least amount of money. This resulted in longer shifts, missed payrolls, and impositions such as the lengthened freight trains, known as “double-headers,” which demanded twice the work from smaller crews and increased the already unreasonably high risk of on-the-job injury. Early summer found workers on the Baltimore & Ohio once again behind in their pay. On July 16 at Martinsburg, West Virginia, a vital rail junction near the Maryland border, hundreds stopped work. They blocked the tracks, bottling up traffic in all directions, and, using their knowledge of the yard, sabotaged switches and drove locomotives onto sidings. One eastbound train bearing cattle to market was off-loaded, the animals left to graze in a nearby pasture.

Within days the revolt spread to nearby Baltimore, New York, and Pittsburgh, and west to Cleveland, Omaha, and San Francisco. Across the country eighty thousand rail workers walked off the job, stranding freight and passengers and bringing the nation’s rail system to a standstill. One Chicago newspaper, unsure what to call the yet unnamed phenomenon, noted its arrival with the simple headline “It Is Here!”

At Pittsburgh an ad hoc Trainmen’s Union under the guidance of Robert Ammon, a twenty-five-year-old brakeman, attempted to coordinate the strikers, but generally the uprising was spontaneous and unscripted. It also held a powerful appeal. Almost everywhere, the workers were joined at the barricades by sympathizers—men and women from the mills, domestic workers, children, the jobless, blacks, whites. In St. Louis, rail workers were joined by brewery men, black stevedores, and even the town’s newsboys in what was probably America’s first general strike. “We’re with you. We’re in the same boat,” a mill worker assured a rally in Pittsburgh. “I heard a reduction of ten percent hinted at in our mill this morning. I won’t call employers despots, I won’t call them tyrants, but the term ‘capitalists’ is sort of synonymous and will do as well.”

The rail barons, finding no one with whom to negotiate and disinclined to do so anyway, sought to suppress the uprising by force. Telegraphs chattered with urgent requests for troops in governors’ offices from West Virginia to Illinois. Crowds blocking train yards confronted units of militia and, after President Rutherford B. Hayes dispatched them, federal soldiers. The official response itself was disordered. In some towns the militia refused to lay hands on the strikers, who were their neighbors and friends, while in Baltimore the governor and other high-ranking officials were trapped in the train station, surrounded by a mob furious that ten men and boys had been shot down by panicked militia. In Pittsburgh a newspaper declared that “The Lexington of the Labor Conflict Is at Hand” after a militia unit opened fire on a crowd. In response the masses descended on local gun shops, buying or looting most of the contents, vandalized trains and tracks, and destroyed the city’s central train depot. They then surrounded and set fire to the roundhouse, in which the soldiers had sought refuge, forcing them to flee for their lives. In Chicago, lethal violence occurred at the Halstead Viaduct, where a mob trapped a smaller number of police and a vicious street battle ensued with fists and clubs, bringing the city’s death toll to thirty.
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Brakemen like Robert Ammon had to hand-stop the cars during blizzards. The mortality rate for rail workers and for laborers generally was a powerful factor in the Great Upheaval of 1877. (Drawing by O. V. Schubert, 1877. Culver Pictures.)

As troubling as such scenes were, perhaps more important to the nation was the strike’s impact on the flow of goods and commerce. Coal trains were stranded on Pennsylvania mountainsides, and boxcars loaded with rotting produce sat in the sun on sidings just beyond the limits of big-city freight yards. The loading and off-loading of vessels on inland waterways and both the Atlantic and Pacific coasts were interrupted, as was most passenger travel.

Technically, labor failed to win the Great Rail Strike of 1877; the strikers returned to their jobs having secured no formal pact or concessions. Still, rail workers, and all American workers, had gained an invaluable new sense of their collective strength. They had shown that even the vast and powerful railroads were vulnerable. With the weapon of the strike, workers held power; they could shut the railroads—and the country—down. “The Republic had celebrated its Centennial in July, 1876,” one historian has noted. “Exactly a year later, the industrial working class of the nation celebrated its coming of age.”

Nothing would ever be quite the same again; the strike had also opened the country’s eyes to its embarrassingly substantial population of poor people. These were the unemployed, the urchins, the homeless “tramps” and “slum-dwellers” who, in desperate times, became what the Nation’s E. L. Godkin termed “the mob, ready-made.” As events had shown, economic inequality and desperation bred violence, disruption, and radicalism. In the days after the strike, America—from President Hayes to Harper’s Weekly—paused to reconsider the efficacy of the creed of winner take all. “The laissez-faire policy has been knocked out of men’s heads for the next generation,” one newspaper concluded, while at the White House the president wrote in his diary, “The strikes have been put down by force, but now for the real remedy.”

Eighteen seventy-seven was the year the country formally gave up on Reconstruction, withdrawing federal troops from the South and relinquishing the idealistic effort to integrate the more than four million slaves freed by the Civil War into American society. The strike’s violence seemed to validate the shift in regional focus; now the troops could quell urban labor strife. The nation’s best instincts were also redirected toward the amelioration of economic hardship and social ills in the cities, helping to inspire settlement houses, a liberal intellectual Protestant movement known as the Social Gospel, and an oppositional political consciousness that found expression in the nascent Socialist Party.

Each generation of Americans encounters a political, economic, or social dilemma it may choose to confront with thought and activism. In the early twentieth century the challenge was to introduce fairness and public scrutiny into relations between industry and workers, business and consumers. The 1930s brought the Popular Front and the global crusade against Fascism. When, at 4:30 in the afternoon on February 1, 1960, four black college students occupied stools at the whites-only lunch counter in the F. W. Woolworth’s in downtown Greensboro, North Carolina, they secured their generation’s role in the nation’s struggle for racial justice.

The four young men—David Richmond, Ezell Blair Jr., Franklin McCain, and Joseph McNeil—had become friends at all-black North Carolina Agricultural & Technical College, and in late-night bull sessions had often discussed the predicament haunting their futures; even as educated African Americans they would be unable to enter the front door of a movie theater in the segregated South or eat lunch at a Woolworth’s, let alone find meaningful careers. They had planned carefully for that day; all were neatly dressed, and before taking seats at the counter they had purchased school supplies elsewhere in the store and obtained receipts.

Blair cleared his throat and asked the white waitress for a doughnut and a cup of coffee. “I’m sorry, Negroes eat at the other end,” she said, directing him to a stand-up snack bar. When Blair and the others showed no sign of leaving, manager C. L. “Curly” Harris was informed. He had worked hard to maintain his modest corner of the Woolworth’s empire, eschewing the term “five and dime” and insisting his emporium be considered a “junior department store.” He instructed his employees not to make a fuss over the four young men at the counter. They would leave soon enough, he said, if everyone simply ignored them.
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February 2, 1960: Day 2 of the Greensboro, North Carolina, Woolworth’s sit-in. Left to right: Joseph McNeil, Franklin McCain, Billy Smith, and Clarence Henderson. Smith and Henderson had taken the place of David Richmond and Ezell Blair Jr. (Photograph by Jack Moebes, News & Record staff photographer)

News of what was taking place at Woolworth’s spread quickly through the streets of downtown Greensboro, however, and within minutes a crowd had gathered. A lone policeman arrived as well. Although the young men were defying a local segregation law, they were peaceful and had not stolen anything, so he did not arrest them. Finally, Harris announced that the store would close half an hour early. While the crowd exited through the front, the protesters were let out a side door.

Back at the A & T campus, Richmond, Blair, McCain, and McNeil were greeted as heroes. Word of their deed had preceded them, and many of their fellow students wanted to discuss its implications and plan more sit-ins. Greensboro mayor George Roach, meanwhile, had called the school president, Warmoth T. Gibbs Sr. Roach demanded that all A & T students be restricted to campus. Gibbs said that was impossible, as many of them had off-campus part-time jobs. (His first reaction to news of the sit-in at Woolworth’s had been to ask, “Why there? The food’s supposed to be terrible.”)

The next day McCain and McNeil returned to the Greensboro Woolworth’s with sixteen other students. McCain, McNeil, Billy Smith, and Clarence Henderson took seats at the lunch counter and remained all day without being served. On February 8 the protest spread to nearby Durham, where students from North Carolina College were joined at a lunch counter by white students from Duke University. Stores in Nashville, Richmond, and Memphis were next, and soon protests challenging Jim Crow segregation were under way all across the South, not only at five-and-dime chain stores but at swimming pools, beaches, libraries, movie theaters, and churches, while sympathy demonstrations occurred at Woolworth’s, Kresge’s, and W. T. Grant stores in northern cities. A few of the retailers showed signs of capitulation, recognizing that their business relied increasingly on black customers. Many others, however, continued to vow resistance. TV news showed the protesters being jeered at and attacked by hostile whites, and sometimes arrested, but the dominant image was that of nonviolent, decently behaved young people doing something inspiring and good.

“Ella, this is the thing!” Fred Shuttlesworth, a Birmingham, Alabama, minister and a member of the Southern Christian Leadership Conference (SCLC), raved on the phone to Ella Baker, SCLC’s executive secretary, after visiting a North Carolina sit-in. “You must tell Martin that we have to get with this right away. This can really shake up the world.” Martin Luther King Jr. and his colleagues had led the Montgomery bus boycott in 1955 and ’56 and had seen the advances from Brown v. Board of Education (1954) and the integration of Central High in Little Rock, Arkansas, in 1957.

Nothing could match what they were witnessing now, a veritable explosion of civil rights activism, one with broad popularity among young people, black and white, in the North and South. It showed no sign of abating and held the promise of reinvigorating the entire movement. Understandably, there was talk of an existing civil rights organization such as SCLC assuming leadership of the student movement. Baker, however, insisted that the young people be allowed to steer their own course. In mid-April she organized a conference at Shaw University, in Raleigh, that gathered sit-in participants from across the country. There were veterans of the North Carolina and Nashville sit-ins, and activists from as far away as Michigan and New York. As a symbol of pride and defiance some wore clothes torn or bloodied in sit-in battles with police or opposing demonstrators. Baker circulated an essay she had written, “More Than a Hamburger,” which challenged them to look beyond the integration of lunch counters to the demands of the broader civil rights struggle.

One of the first goals pursued by the Student Nonviolent Coordinating Committee (SNCC), which had been founded at the Raleigh conference with Baker and historian Howard Zinn as adult advisers, was the desegregation of retail businesses in Atlanta and Albany, Georgia. The group had also discussed the need for voter registration projects in parts of the Deep South where the black vote had been all but eliminated for decades by intimidation and legislative fiat, and where the federal government had long ago ceased trying to enforce laws designed to protect African American voting rights.

Many in SNCC felt that sit-ins and other forms of nonviolent public protest, or “direct action,” were most needed in the South. Others argued for the urgency of southern blacks regaining the right to vote. The direct action adherents worried that voter registration was too gradual. A central tenet of SCLC’s philosophy, voiced by Martin Luther King and James Lawson, one of the young leaders of the successful Nashville sit-ins, was “the beloved community,” a society of equality and racial justice attained through nonviolent means. Was nonviolence a faith, as Lawson and others believed, or simply a tactic? And could it be sustained in the face of violent reprisals and arrests?

The questions about direct action were answered in 1961, when SNCC entered “Fortress” Mississippi, the South’s most entrenched white supremacist state. “If you went into Mississippi and talked about voter registration, they’re going to hit you on the side of the head,” one SNCC worker quipped, “and that’s as direct as you can get.” There had been lonely voter registration efforts in Mississippi for years. In the Delta town of Cleveland, filling station owner Amzie Moore worked with discreet diligence, trying to make inroads without attracting the hostile attention of local whites. His counterpart in Amite County, in the southern part of the state, was E. W. Steptoe, president of the regional NAACP, who kept a loaded gun in every room of his house.

In August 1961 SNCC workers founded the Pike County Nonviolent Movement, which staged a sit-in of local high school students at the Pike County Library; shortly after, the SNCC’s Bob Moses, who had taken local residents to the courthouse in Liberty, the seat of Amite County, to register to vote, was roughed up by police and arrested. “I didn’t recognize Bob at first, he was so bloody,” Steptoe later said. “I just took off his T-shirt and wrung the blood out of it like it had just been washed.” After receiving stitches, Moses appeared before a rally that night, his head wrapped in bandages.

“The law down here is law made by white people, enforced by white people, for the benefit of white people,” Moses said. “It will be that way until the Negroes begin to vote.” He urged his listeners to find the courage to accompany SNCC workers to the voting registrar’s office at the courthouse. His colleague Marion Barry, speaking for the direct action group who had staged the library sit-in, told the audience, “The attitude of a lot of people is ‘Don’t get in trouble.’ Let me tell you, Negroes have been in trouble since 1619. How can you get in trouble when you’re already in trouble? You’re in trouble until you become first-class citizens.”

In less than eighteen months, from February 1960 through the fall of 1961, the young people’s movement in the civil rights cause had gone from lunch counter sit-ins to a voter registration effort in one of the country’s harshest battlegrounds for racial justice. Their example, and the enthusiasm surrounding the sit-in movement, would carry over to the hundreds of young people who came to Mississippi to serve as the movement’s nonviolent foot soldiers in the 1963 Freedom Vote and the legendary Freedom Summer of 1964. In August 1964 the Mississippi Freedom Democratic Party, the first coalition of fairly elected, biracial Mississippi voters since Reconstruction, traveled to Atlantic City to demand the right to be seated at the Democratic National Convention.

The Mississippi campaign broke down the walls of official complicity and silence in the state and brought the scrutiny of the U.S. Justice Department, and of the world, to the toughest bastion of the Jim Crow South. As the railroad strike of 1877 had led eventually to expanded workers’ rights, so the Greensboro sit-in of February 1, 1960, helped pave the way for passage of the Civil Rights Act of 1964 and the Voting Rights Act of 1965. Both movements remind us that not all successful protests are explicit in their message and purpose; they rely instead on the participants’ intuitive sense of justice.




The 5 Percent
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Masses of like-minded American citizens gathering together for impromptu protests coast to coast, their theme the concentration of wealth in a privileged class and society’s indifference to the neediest, their ultimate goal a nationwide movement. News media awakening slowly to their presence, then blazoning their demands on front pages. A political establishment uncertain about whether to condemn the protesters, embrace them, or co-opt them.

Familiar as these signposts might seem today, the year was 1934. The disaffected segment of society was the 5 percent—seven million Americans aged sixty-five and older, uniquely afflicted by the Great Depression and uniquely underserved by the nascent recovery emerging under Franklin Roosevelt’s New Deal.

This 5 percent’s protests coalesced as the Townsend movement, launched by a sinewy midwestern farmer’s son and farm laborer turned California physician. Francis Townsend was a World War I veteran who had served in the Army Medical Corps. He had an ambitious, and impractical, plan for a federal pension program. Although during its heyday in the 1930s the movement failed to win enactment of its program, it did play a critical role in contemporary politics. Before Townsend, America understood the destitution of its older generations only in abstract terms; Townsend’s movement made it tangible. “It is no small achievement to have opened the eyes of even a few million Americans to these facts,” Bruce Bliven, editor of the New Republic, observed. “If the Townsend Plan were to die tomorrow and be as completely forgotten as miniature golf, mah-jongg, or flinch, it would still have left some sedimented flood marks on the national consciousness.” Indeed, the Townsend movement became the catalyst for the New Deal’s signal achievement, the old-age program of Social Security. The history of its rise offers a lesson for the Occupy movement in how to convert grassroots enthusiasm into a potent political force—and a warning about the limitations of even a nationwide movement.

Although in technical terms the country touched bottom by the end of 1933, the emergent recovery from the Depression only made conditions on the ground seem that much more dire. Very few groups were left further behind than the aged. The overall unemployment rate had peaked at an estimated 25 percent of the workforce in 1935; but the rate among those sixty-five and older looking for work was 54 percent. The fraying of the nation’s economic fabric hit the elderly especially hard: having spent their entire lives in the bosom of the American Dream, working hard and saving, they were thrown out of their jobs, deprived of their homes, and robbed of their bank savings just as they neared the end of their careers and at a point in their lives when the hope of rebuilding the nest egg was dim.

Millions who had been entitled to employer pensions discovered that these, too, were an empty promise—the Depression that wiped out their employers took their pension guarantees down with them. As for public pension programs, twenty-nine states had enacted versions by 1934, but four had run out of money, and the stipend paid by the others averaged $14.34 a month. The Roosevelt White House was inundated with appeals for help, including one letter from a Texas widow on behalf of her aged mother, left blind and delirious from diabetes and with “no place to go unless it be to the poor house.”
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Dr. Francis Townsend, the farmer’s son who became a catalyst for Social Security. (Courtesy Michael Hiltzik)

As the origin narrative of the Townsend movement would have it, one morning in 1933 the sixty-six-year-old physician, himself recently let go from his job in the Long Beach, California, health department, saw from his bathroom window three destitute women rooting for trash in an alleyway. The vision drove him to contrive a program aimed at coaxing workers sixty and older into retirement by granting them a government pension of two hundred dollars a month, financed from a federal “transaction tax.” As set forth in a letter published that September in the Long Beach Press-Telegram, his plan became the foundation stone of the Townsend movement.

The plan aimed both to succor the elderly and to produce near-term economic recovery, largely through a mandate that recipients spend their monthly allowances within thirty days, “thereby assuring a brisk state of business, comparable to that we enjoyed during war times.” Asked how any recipient’s compliance with this requirement could be enforced, Townsend would explain: “The neighbors are going to watch him.”

The Townsend campaign would soon take its place as the most important and politically effective mass movement of its time and the first genuine lobby for old-age security. In short order, Townsend Clubs sprang up across the nation. There were newsletters, a national weekly, and a national organization that brought grassroots organizers together and monitored their activities for departures from orthodoxy. The movement became an exemplar of the transformation of a local protest movement into a potent political force. “On Capitol Hill in Washington the politicians are amazed and terrified by it,” Harper’s Monthly reported. In the 1934 and 1936 elections, the movement achieved that nirvana of grassroots protesters—the election to Congress of candidates carrying its banner.
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Townsend Club members, aged sixty-five and older, in Johnson City, New York. Their power gave politicians pause. (Courtesy of Timothy Nixon’s family collection)

The Townsend movement was not unprecedented in its ambition or even its reach. The thirties were an era of mass movements. The model had been established by the Bonus army of 1932, which, under the disciplined leadership of an unemployed World War I veteran named Walter W. Waters, had advanced peacefully on foot and by rail east from Portland, Oregon, to Washington, D.C. The marchers’ quest was for accelerated payment of the veterans’ bonus that Congress had enacted in 1924, pegged at $1.25 a day of overseas service but not to be paid until 1945. As the economic slump added urgency to the veterans’ demands, Congress tabled almost every proposal for early disbursement. The lone bill to reach President Herbert Hoover’s desk earned his chilly veto in 1931 as a “wasteful expenditure.”

Reaching the capital in May, the Bonus army camped chiefly in the marshy Anacostia Flats until the afternoon of July 28. Just before 5:00 p.m., army cavalry overran the twenty thousand veterans, firing tear gas, wielding bayonets, and setting the marchers’ shacks aflame with torches, all under the command of General Douglas MacArthur while his staff aide, Major Dwight D. Eisenhower, looked on in dismay. The country was appalled by the spectacle of participants in a peaceable gathering being assaulted by government troops, not to mention by Hoover’s initial endorsement of MacArthur’s attack as a blow against “mob rule.” The political import of MacArthur’s overzealous offensive and Hoover’s stony disdain for Americans seeking help from the government was not lost on the president’s electoral challenger. Listening in Albany to reports from the front, Democratic presidential candidate Franklin D. Roosevelt turned to his adviser Felix Frankfurter. “Well, Felix,” he said, “this elects me.”
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With the Capitol in the background, the shacks erected by the Bonus army burn after being torched on July 28, 1932, by General Douglas MacArthur. The raid evicted peaceful protesters led by unemployed World War I veteran Walter W. Waters. (National Archives)

The Bonus army’s impetus, like that of mass movements following up to the Occupy protesters of the modern day, came less from the absolute harshness of contemporary economic conditions than from the unequal way in which particular segments of society were affected. The Bonus marchers and their supporters lived the phenomenon documented by the economists Thomas Piketty and Emmanuel Saez some seven decades later: while the Depression had impoverished most of the country, the share of income commanded by the top 10 percent of earners had scarcely taken a hit in the downturn. It would keep to a range of 43 to 46 percent from 1929 through the mid-1930s.

The protesters who succeeded the Bonus marchers would themselves speak out for discrete segments of society left stranded by the first emergent shoots of recovery. These movements ranged from the nakedly ideological to the openly partisan. The first category was represented by Rev. Charles Coughlin, the “Radio Priest” of Royal Oak, Michigan. With a liquid brogue that perfectly suited the new broadcast medium, the Canadian-born Coughlin had transformed himself by 1932 from pastor of a wood-frame suburban Detroit church into a Sunday fixture on the Columbia Broadcasting System.

As long as he stuck to castigating the “money powers” of Wall Street and preaching the evils of the gold standard and the virtues of inflation, a message that corresponded reasonably enough to the New Deal’s platform, Coughlin was tolerated by the Roosevelt White House—in 1935, at the urging of Joseph P. Kennedy, he was even received by the president at Hyde Park. Coughlin had no specific program to offer. Rather, he was the carrier of undifferentiated alienation among the working class, of anger they aimed equally at bankers and union organizers. By the late thirties, when Coughlin had turned against Roosevelt, formed his own political party, and had begun preaching apocalyptic sermons aimed at the most disaffected and leavened by anti-Semitism, his influence was on the wane, never having been translated into a single piece of legislation.

At the other end of the spectrum was Huey Long’s Share Our Wealth movement. The Democratic senator from Louisiana proposed capping any family’s wealth at $5 million and its income at $1 million a year, both figures many hundreds of times those of the average family. The guillotine lopping off the excess was federal taxation, with the resulting revenue applied to giving every family a “homestead” allowance of five thousand dollars and a guaranteed annual income of two thousand dollars—a “hillbilly paradise” of wealth without work, as the historian Arthur Schlesinger Jr. uncharitably called it. To Democratic Party leaders, Long’s organization of state and local Share Our Wealth clubs looked very much like an assemblage of shock troops for a challenge to FDR’s renomination in 1936—a challenge that may have been forestalled only by the assassination of Long in 1935.

Among the other movements that emerged in this period were Howard Scott’s utopian technocracy movement and author Upton Sinclair’s 1934 campaign for California governor under the banner of his EPIC platform, for “End Poverty in California.” His campaign manifesto was a pamphlet entitled I, Governor of California and How I Ended Poverty—A True Story of the Future. (He won the Democratic nomination, only to be trampled in the general election by a Republican candidate running with establishment Democratic support.)

But none approached the influence of Townsend and his program, which fell within the extremes represented by Coughlin and Long. One distinction was the character of the leader himself. Thin, erect, and bespectacled, projecting self-effacement and earnestness, Townsend was plainly ill at ease on the rare occasions he shared a stage with the flamboyant Coughlin, Long, or the latter’s lectern-pounding chief proselytizer, a Shreveport, Louisiana, minister named Gerald L. K. Smith. Unlike Long, Townsend professed no personal political ambitions; unlike Coughlin, his platform was devoid of febrile conspiracy-mongering. (He was not devoid of egotism, however, especially when his role in his movement was in question.) Reduced to its essentials, the Townsend movement was a quest for justice for an oppressed and abused segment of the population. From this simplicity it drew its political potency.

Economists and newspaper pundits devoted reams of analysis to puncturing Townsend’s numbers. Social insurance expert Abraham Epstein observed that, given the challenge of spending two hundred dollars a month when national income per capita was five hundred dollars a year and a new car could be bought for six hundred dollars, the program’s guiding principle appeared to be that “everybody wastes his money and everybody gets rich overnight.” (“Think of all the old people running into cabarets… trying to drink champagne to spend the money,” he added. “It would just ruin them.”)

Walter Lippmann, after interviewing the good doctor at length, reported that he had discovered the central financial flaw in the plan: Townsend had calculated his transaction tax on a total value of business transactions he placed at $1.2 trillion; but this was a gross miscalculation, for he did not realize that the sum comprised repeated purchases and sales of a single commodity, as when a farmer sells a bushel of wheat to a miller, who resells it as milled grain to a baker, who resells it as a loaf of bread to a housewife. Taxing every such transaction would bring commerce to a halt, Lippmann reported. “I knew the scheme was fantastic, but in reading about it, it was difficult to fund the particular delusion which had possessed Dr. Townsend,” he wrote. “Now that difficulty is cleared up.”

Yet the condescension of Epstein and Lippmann missed the point. Townsend’s followers were concerned less with the plan’s math—except perhaps for the draw of two hundred dollars a month—than with its attention to their welfare when the political establishment seemed to have forgotten them. Indeed, the power of a program that can be simplified into intelligible morsels has been well understood by promoters up to our present day of sound bite–driven politics, as it was by Huey Long himself, who steadfastly turned away press questions about the implausible economics of Share Our Wealth. (“Never explain,” he counseled one acolyte. “First you must come into power—POWER—and then you do things.”)

Even Townsend’s critics recognized the movement’s role of political catalyst. The New Republic’s Bliven condemned the program as “an economic impossibility”; but in terms that prefigured the rallying cry of Occupy Wall Street, he acknowledged that it had “called public attention most vividly to the fact that the country potentially, and to a large degree actually, the richest on earth[,] gives 80 percent of its people an income not much above the starvation level.”

The Townsend movement bolstered the appeal of its leader with effective organizing provided by one Robert E. Clements, who identified himself variously as the movement’s “co-founder” and “national secretary,” and who insisted on keeping movement leadership centralized. Clements had honed his salesman’s instincts as an agent in the Los Angeles real estate market. It would be his talent for organization, abetted by his skill at ballyhoo, that gave the Townsend movement political heft disproportionate to its membership numbers, which were always murky—in the mid-1930s its leaders claimed anywhere from five million to twenty-five million followers. Of the new members of the Seventy-fourth Congress, which convened in January 1935, more than a dozen had run on platforms encompassing the Townsend Plan. But even before the 1934 election, the movement had exerted a gravitational pull on Social Security.

The Committee on Economic Security, created by Roosevelt in mid-June 1934 with Labor Secretary Frances Perkins as its chair, had been given a brief to consider all forms of social insurance. At first, the committee saw as its main goal the creation of a federal system of unemployment insurance, building on a bill that had been introduced in 1933 by two progressive Democrats, Sen. Robert Wagner of New York and Rep. David J. Lewis of Pennsylvania. The Wagner-Lewis bill was a rough draft designed chiefly to soften up Congress to the concept of federal jobless aid—“frankly for educational purposes,” Perkins wrote later.

Yet the committee soon recognized that its program would have to include old-age relief. Politically this was “almost essential,” Perkins observed. As the 1934 election approached, “in some districts the Townsend Plan was the chief political issue…. The pressure from its advocates was intense.” Roosevelt seemed to have bought into the need for a pension program, “telling people he was in favor of adding old-age insurance clauses to the bill and putting it through as one program,” Perkins recalled.

Yet Roosevelt disliked being pressured, and plainly he found the extravagance of the Townsend Plan distasteful. This led to one of his more ill-considered public statements, when he abruptly and publicly pulled the rug out from under his committee’s pension proposal. The occasion was a huge gathering of social insurance experts Perkins had convened in Washington in November 1934 to put the finishing touches on the Social Security bill. Delivering the keynote speech, FDR unexpectedly reversed course on pensions. “I do not know whether this is the time for any Federal legislation on old-age security,” he said. Without naming the Townsend movement, but leaving no doubt about his target, he continued: “Organizations promoting fantastic schemes have aroused hopes which cannot possibly be fulfilled. Through their activities they have increased the difficulties of getting sound legislation.” Security for the aged would remain on his agenda, he said, but would be addressed “in time.” The speech marked “the kiss of death” for the old-age program, a crestfallen attendee told a reporter for the Baltimore Sun.

Yet the expectations aroused by the Townsendites could not be quelled so easily. Startled by the furor his speech had caused, Roosevelt sent Perkins before the press the following morning to assure them that the audience must have misheard him. Old-age pensions were still in the program, she said, and would very much be part of the bill.

That was true, although the haphazardly drafted old-age provisions of the Social Security bill would reflect the hastiness of the Perkins committee’s response to the rising Townsend movement. The unemployment compensation sections, which had an older pedigree and were based on the Wagner-Lewis bill, were much more painstakingly crafted. All the same, when the Social Security bill came to Capitol Hill for hearings beginning in January 1935, it became obvious that the lawmakers were still panicked by the presumed strength of the old-age movement and unsure that the pension provisions in the bill would mollify the Townsendites.

That placed administration officials in a quandary: they had to explain away Townsend’s manifestly impractical economics while defending the principle of government old-age pensions. Perkins and Edwin Witte, the bill’s chief draftsman, were required to walk this tightrope repeatedly during their long hours of testimony. As Witte explained patiently to the House Ways and Means Committee, to award two hundred dollars a month to everybody over sixty years of age, a population then estimated at ten million, would mean paying out $2 billion a month, or $24 billion a year, when the total annual income of all Americans at the time was $40 billion.

“It is not within the structure of our present economic or governmental system,” he said. “I think it is probably not within the structure of any governmental or economic system that is conceivable.” Evoking the image of Weimar-period hyperinflation in Germany, he added: “I presume we could start the printing presses and give the people two hundred dollars a month… but within the present structure it is not within the picture.”

Perkins was equally blunt when she took her seat before the committee. She assured the lawmakers that the committee on economic security had weighed the Townsend Plan carefully during its deliberations, “because it became a popular newspaper subject of discussion this summer, so that it was looked into sufficiently to make an estimate of what it would cost.” She bowed to the “very honest aspiration which is apparently involved in that plan” but observed that the committee’s conclusion was that it was “quite impossible, and that we must give our more serious and thorough attention to methods that seem more practical.” When Republican Rep. Harold Knutson of Minnesota remarked that the monthly benefits contemplated by the Social Security bill, which averaged about twenty-five dollars, would be “rather disappointing to those who were expecting something like two hundred dollars a month,” she snapped, “the government is not responsible for their having assumed that.”

By then, Democratic Rep. John S. McGroarty, who had been elected in 1934 from California on a platform solely devoted to the Townsend Plan, won the scramble to be the first to introduce it as legislation in the House of Representatives. Fashioned as an amendment to the Social Security bill, McGroarty’s version backed off somewhat from the doctor’s original plan—changing the flat two-hundred-dollar monthly benefit to one “not to exceed” that amount, language that contemporary observers noted could accommodate sums as little as a few pennies a month. Even so, it attracted sixty cosponsors and prompted Congress to invite Townsend to testify on its behalf.

At the witness table, Townsend proved to be less than an entirely confident spokesman for his program, acknowledging that it would be so costly that “several years” would be required to register every senior. “Nobody has been fool enough to expect that we could take 10 millions of old folk and put them immediately on a $200 a month basis,” he conceded to the Ways and Means Committee, prompting Robert Doughton of North Carolina, its chairman, to complain that the people who had been inundating Congress with letters favoring the plan “had it sold to them on the theory that just as soon as this law is enacted they will immediately go on the payroll.” If they realized that they would not get paid for several years, he observed, “the propaganda would cease at once.” McGroarty’s bill eventually failed on an unrecorded vote without a formal roll call, which spared the members the burden of having either its support or opposition on their records.

Contemporary pundits predicted that once the government’s Social Security program was placed fully in operation, the Townsend movement would run out of steam. Yet the movement’s momentum carried well beyond the passage of the Social Security Act in mid-1935. A national Townsend convention in Chicago that October attracted seven thousand delegates and nationwide press coverage. In the 1936 election, another congressional candidate, a Michigan Republican, rode a platform based entirely on the Townsend Plan from obscurity to victory in the 1936 election.

That may have been the movement’s high-water mark. A congressional investigation in 1936—whether motivated by sincere concern for the movement’s members or a desire to undermine a strengthening political threat—raised doubts about whether all the money donated by the members was honestly spent, or whether some of it ended up in Clements’s and Townsend’s pockets. Clements resigned from the organization just before the hearings commenced, depriving the movement of his indispensable organizing genius.

Toward the end of the thirties, mass movements of all sorts lost their charm. Long was dead and Coughlin had devolved into a crank with narrow appeal. Sinclair did not run for office again after his trouncing, contenting himself with writing a retrospective on the campaign entitled I, Candidate for Governor—And How I Got Licked.

Yet the Townsend movement managed to retain a good portion of its appeal. Its effectiveness as a pressure group waned, as was predicted, with the passage of Social Security. As that bill was imperfect at best—historian William E. Leuchtenburg, though acknowledging the act as a “landmark,” described it as “an astonishingly inept and conservative piece of legislation”—the Townsend movement’s presence surely played a role in Congress’s refinement of the old-age program in 1939, when it accelerated the start of benefits to 1940 from 1942 and pared back a scheduled increase in the payroll tax. Townsend died in 1960 at the age of ninety-three. His program struggled on for two more decades, the last Townsend Club shutting down in 1980. What may be its real legacies, Social Security and the idea that a grassroots movement can truly make a difference, survive to this day.
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Late in 2011, Standard & Poor’s issued a rating report on the U.S. investment bank Morgan Stanley that made for sobering reading. Buried toward the end was a paragraph saying, in effect, that the agency had decided to award a “moderate” risk profile to the bank because of the “complexity” of its business. In particular, its “exposure to the more volatile capital markets business and to more opaque financial products” was a “weakness to the risk profile that is not reflected in our risk-adjusted capital framework [and] can lead to unanticipated losses despite improved risk controls”—or so the agency solemnly declared.

For 99 percent of the population—for almost anyone working outside a bank—that sentence was meaningless gobbledygook. But what it essentially meant was that Standard & Poor’s was unsure what was really going on inside Morgan Stanley. Never mind all those clever rocket scientists who have been employed to monitor the bank, or those pages of financial regulations that have emerged as a result of the 2010 Dodd-Frank Wall Street Reform and Consumer Protection Act. When it comes to making sense of the risks attached to Morgan Stanley, or other large banks, a group such as Standard & Poor’s can still only hazard a reasoned guess about the chance of “unanticipated losses.” And for the wider public, it is all but impossible to make sense of that “complexity,” since the issues tend to be buried in jargon (if not at the bottom of a ratings report).

Welcome to one of the big paradoxes of twenty-first-century finance. In many senses, it is unfair to single out Morgan Stanley. I cite this report because it happened to cross my desk, but most of the other large banks are equally complex, and thus equally prone to potential risks that the rating agencies are struggling to understand. Precisely because it is so common, however, this report on Morgan Stanley also points to one of the problems in modern finance: the cultural dangers of gobbledygook, silos, and social silences.

The issue at stake concerns how information travels around the system. Four or five long years after the financial crisis first erupted, it is often tempting for the wider public and politicians to blame it on some nefarious banking plot. After all, the assumption goes that during the credit boom—say, from 2003 to 2007—many bankers got extremely rich, engaging in activities that most people barely even knew existed: just think of all those complex collateralized debt obligations (CDOs) made up of mortgage loans that were concocted before 2007. The bankers who engaged in that mysterious activity also created risks that eventually blew the system up. Thus today it seems almost natural to search for villains—surely this disaster happened because bankers were deliberately hiding what they were doing, or concealing it in a cloak of spin. So the popular theory goes.

I think that the reality is more subtle—and unnerving. In general, I did not have the impression that there was any coordinated, deliberate plot by bankers to conceal their activities or downplay the risks before 2007. Instead, many of the activities were hidden in plain sight. To be sure, bankers did not always want to talk about these activities; many preferred to keep their deals away from the limelight—and the noses of regulators—because that allowed them to boost their margins (and stop rivals from stealing their ideas). But if more people had been willing to wade through rating agency reports, bank filings, and other data, it would have been possible for outsiders to spot that the system was spinning out of control and becoming prone to excess. Anybody willing to confront the gobbledygook would have been alarmed. The question that citizens and politicians alike need to ask is not why did the bankers “hide” their activities before 2007, but why did so few people actually ask hard questions at all. Why, in other words, did Western society allow finance to spin out of control—in plain sight? And what does that mean for how we treat finance today, on Wall Street or anywhere else?

In my view, there are two key issues that need to be discussed. The first is what might be called the silo trap, or the problem of tunnel vision. When I first started writing about complex finance as a journalist back in 2004, I was struck by the degree to which the modern financial system was marked by a pernicious silo mentality. This played out on many levels. Inside the giant bureaucracies of the modern banks, it seemed that different departments existed almost like warring tribes: although the separate desks, or divisions, of banks were theoretically supposed to collaborate, in practice they competed furiously for scarce resources, knowing that whatever desk earned the greatest profits would wield the most power. As a result, desks tended to hug information. The right hand of the bank rarely knew what the left was doing in any detail—nor was the risk department necessarily better informed.

Across the market as a whole, the silo problem was multiplied many times: different banks competed furiously and were often reluctant to tell competitors (or anybody else) too much detail about their activities. In theory, of course, the regulators were supposed to take an overarching view and look at how markets interacted as a whole. In practice, the regulatory infrastructure was fragmented, too, and marked by tribal rivalries that mirrored (and intensified) those private sector splits. In the United States, for example, the regulatory community was split into different bodies: the Office of the Comptroller of the Currency, the Federal Deposit Insurance Corporation, the Federal Reserve, and so on. The euro-zone financial system was fragmented by numerous different national regulators. Even in Britain, where there was supposed to be a single coordinated regulator (namely, the Financial Services Authority, or FSA), the conduct of regulation was weakened by a sense of tunnel vision: though the FSA looked at micro-level financial activity (that is, checked whether individual banks met the narrow regulatory rules), the Bank of England was supposed to look at overall financial and monetary flows (how the banking system as a whole was operating). Communication between the two bodies was patchy.

This fragmented picture made it hard for anyone to connect the dots, and numerous issues fell between the cracks. Inside the banks and regulatory offices, there were certainly people who understood how small pieces of finance worked; outside the financial system, there were some journalists and economists who could vaguely sense how the overall patterns were playing out. But trying to get a clear vision of how finance was developing as an entire system was hard. A sense of tunnel vision permeated the system—hampering bankers as much as anyone else.

The second key problem that dogged the system before 2007—and which also has implications for the future—is an issue that might be described as “social silences.” Before I became a journalist, I trained as a social anthropologist and was influenced by the work of Pierre Bourdieu, a French intellectual who conducted anthropology fieldwork in North Africa. His work has great relevance for finance and many other parts of modern Western society. One of its cornerstones is the idea that societies typically operate with a publicly accepted sense of “discourse” (or doxa), which is shaped by the elite and enables them to maintain power. What matters in terms of that discourse is not what is defined as the culturally acceptable form of dialogue but, more crucially, the question of what is not discussed. Social silences, or the parts of everyday life that are typically ignored, are as important as—if not more important than—the issues that are popularly debated, since it is these silences that help to reproduce a system and power structures over time. Sometimes individual actors are aware of these silences and choose to deliberately conceal information (or not discuss it). More commonly, though, there is simply a tacit, half-conscious recognition that it is better simply to avoid discussing an issue, or that there are cultural disincentives to peering into it—because it is considered either taboo or “boring.” Either way, a pattern of silence or disinterest often plays a useful function in terms of maintaining social structures, even if it is not consciously planned. Or, as Bourdieu says, “The most successful ideological effects are those which have no need of words, and ask no more than complicitous silence.” Upton Sinclair, the novelist, expressed broadly the same thing one hundred years ago when he observed, “It is difficult to get a man to understand something, when his salary depends upon his not understanding it!”

Finance epitomized this pattern before the financial crash. Back in 2005 and 2006, the topics of credit derivatives and collateralized debt obligations, for instance, were considered to be incredibly boring, if not downright arcane. During that period there were few mainstream media outlets that covered such topics, and even when journalists such as myself wrote about them, it was often tough to get these stories on the front page. That was partly because the subject matter was so unfamiliar; after all, who had heard of CDOs before 2007? But the other problem was that these topics seemed to be wrapped up in technical jargon that few people understood or, more importantly, had much appetite to understand. Faced with financial gobbledygook, the general populace found it easier to leave the whole field of finance in the hands of technical experts, particularly since those technical experts were insisting, before 2007, that modern finance was a wonderfully beneficial thing. To put it another way, the single biggest reason finance remained hidden in plain sight was that insiders had very little interest in rocking the boat—and outsiders little incentive to peer in. The topic was widely perceived to be boring, at least within Western culture, and that kept the problems buried in a silo, without the need for any banking plot.

This pattern raises big questions about the future. In some senses, thankfully, many lessons have been learned since 2007 and 2008. Banks and regulators are keenly aware of the silo problem and are making efforts to take a more holistic vision of how finance operates. Since the financial crisis, for example, most banks have overhauled their internal risk management departments and are trying to take a more “joined-up” approach to analyzing their own activities. Regulators are now communicating far more intensively with each other, across departments and across borders. A Basel-based body called the Financial Stability Board is promoting a much higher level of international dialogue. One of its tasks, apart from monitoring global banking trends, is to look at “shadow banks,” or the nonbank financial institutions that used to be ignored before 2007. Some central banks, such as the Bank of England, are embracing a so-called macro-prudential policy framework, which also seeks to promote a more holistic vision of how financial flows and economies interact. In Washington, the Office of Financial Research is trying to improve the level of data that is being gathered about global financial flow; the hope is that this will also enable regulators to take a more collaborative approach to monitoring the system.

In the aftermath of the 2008 crash, it is also widely recognized that the media and politicians alike need to do a better job of monitoring how modern finance works. No longer are politicians willing to leave banking purely in the hands of bankers, and even the more mainstream elements of the media have tried to unpack these issues in recent years. Ideas that were once near-unimaginable have started to be debated: it is no longer taken for granted, for example, that bankers should naturally get vast bonuses, or considered inevitable that finance should grow faster than the rest of the economy. The concept of state ownership for banks, as well, is no longer taboo—nor is the idea that banks should automatically be allowed to combine businesses as they please. Even the idea of capitalism has come up for more debate, as voices have started to challenge the once-dominant idea that free, globalized markets are always good.

While these signs of progress are certainly welcome, the efforts they represent remain limited in some respects. For one thing, the silo problem has certainly not been eradicated; in spite of all the efforts to embrace joined-up risk management systems and regulatory oversight, many parts of finance remain plagued by tunnel vision. There seems little chance of this disappearing soon. On the contrary, it is almost an inevitable consequence of the sheer size and complexity of many banks: the scale of these operations makes them not simply “too big to fail” but too big to manage—at least in a sensible, collaborative way.
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