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INTRODUCTION


THE EDGE OF A NEW ERA


This is not an ordinary political moment. Everywhere around us, the old order is collapsing. The golden age of postwar economic growth is over, replaced by a new Gilded Age of inequality and stagnation. The long march toward justice and equality now faces intolerant resistance storming the streets. People once united by common culture and information are now fractured into social media echo chambers. The liberal international order is cracking as nationalism grows in strength and global institutions decay. The United States’ role as a global superpower is challenged by the rising strength of China and a new era of Russian assertiveness. Optimists hope that generational and demographic change will restore inexorable progress. Pessimists interpret the current moment as the decline and fall of democracy.


Moments of extraordinary political change, moments like this one, have long fascinated political observers. Since the time of the Greeks and Romans, political observers believed that history was cyclical. Monarchies, aristocracies, and republics would degrade into tyrannies, oligarchies, and mob rule, leading ultimately to revolution and the creation of a new regime. In the United States, Henry Adams—the grandson and great-grandson of presidents and a distinguished historian—thought history was like a pendulum, oscillating between unity and complexity. Arthur Schlesinger Jr. argued that history moved in phases, periods in which one approach to politics dominated only to be replaced by another. The idea came from his father, who had once written that politics moved like the tides, ebbing and flowing between periods of public purpose and private interest.1


Nor has this way of thinking been limited to historians. The economist Joseph Schumpeter understood capitalism through the business cycle, emphasizing entrepreneurs and creative destruction rather than stability and equilibrium. Thomas Kuhn described the march of science as a series of revolutionary paradigm shifts. One framework would dominate for a time, but exceptions would eventually undermine the paradigm, and another would take its place.2


The premise and argument of this book is that we are currently in the midst of one of these epochal transitions. We live on the edge of a new era in politics—the third since the Great Depression and World War II. The first era is probably best described as liberal. Liberal is a complicated word, with almost as many meanings as there are individuals who use it. But from the 1940s through the 1970s, a version of political liberalism provided the paradigm for politics. Charting a path between the state control of communists and fascists and the laissez-faire market that dominated before the Great Depression, liberals adopted a form of regulated capitalism. Government set the rules of the road for the economy, regulated finance, invested to create jobs and spark consumer demand, policed the bad behavior of businesses, and provided a social safety net for Americans. Big institutions—big government, big corporations, big labor—cooperated to balance the needs of stakeholders in society. In the United States, it was called New Deal Liberalism. In Europe, social democracy. There were differences across countries, of course, but the general approach was similar.


The best proof that this was a liberal era is that even the conservatives of the time were liberal. Republican president Dwight Eisenhower championed the national highway system and warned of the military-industrial complex. President Richard Nixon said, “I am now a Keynesian in economics.” His administration created the EPA and expanded Social Security by indexing benefits to inflation. The Tory prime minister Harold Macmillan in Britain didn’t undo the National Health Service; he passed the 1956 Clean Air Act and supported full employment. On the international stage, economic policy was a form of embedded liberalism, markets wrapped in the political and social needs of states and individuals, empowering national welfare states while facilitating international economic cooperation. Containment—which involved accepting the existence of the Soviet Union—was the North Star of foreign policy across the political spectrum.3


In the United States, the liberal era reached its end with Democratic president Jimmy Carter. In control of the House, Senate, and presidency, Democrats could only pass a watered-down Full Employment Act that abandoned their long-held goals, and they failed to pass modest labor law reforms altogether. Their coalition seemed increasingly fractured between more conservative Democrats like Carter and old liberals like Senator Ted Kennedy (who challenged Carter for the presidency in 1980). An increasing number of people worried that liberalism’s solutions were unsuited to the challenges of the time.4


Since the 1980s, we have lived in a second era—that of neoliberalism. In economic and social policy, neoliberalism’s tenets are simple: deregulation, privatization, liberalization, and austerity. Under neoliberalism, individuals are on their own and should be responsible for themselves. Instead of governments, corporations, and unions balancing the interests of all stakeholders, the primary regulator of social interests should be the marketplace. Neoliberals opposed unions and unionization, they wanted to pursue vouchers instead of public provision of services, and they sought to shrink the size and functioning of government, even if it meant a less effective government. Markets worked like magic, and market logic would be applied to all aspects of life. Around the world, the neoliberal era came with an aggressive emphasis on expanding democracy and human rights, even by military force. Expanding trade and commerce came with little regard for who the winners and losers were—or what the political fallout might be.


Although many of them chafe at this label, even the liberals were neoliberal during this era. It was President Bill Clinton who said that the “era of big government is over” and who celebrated legislation deregulating Wall Street. Prime Minister Tony Blair pioneered the Third Way in Britain, transforming Labour into New Labour and embracing market principles. After the Great Recession, the United States and Europe toyed with Keynesian spending but soon opted for austerity. Even core aspects of the Affordable Care Act—the signature achievement of President Barack Obama—were originally developed by the Heritage Foundation, a conservative think tank. Obamacare’s central feature is not public provision of health insurance; it is a system of private markets with targeted subsidies. Around the world, the Washington Consensus united liberals and conservatives who pushed liberalization policies on developing countries through economic diplomacy and the International Monetary Fund. Both parties also adopted aggressive foreign policies to expand democracy and human rights abroad; the main difference was that neoconservatives were willing to go it alone while liberal internationalists preferred to operate through the United Nations.5


With the election of Donald Trump, the neoliberal era has reached its end. While in control of the House, Senate, and presidency, Republicans neither repealed the Affordable Care Act nor privatized Social Security and Medicare. Their party is increasingly fractured between Trumpist conservatives, who are far more nationalist, and the never-Trump old-line conservatives like Bill Kristol or Jeb Bush. An increasing number of people recognize that neoliberalism’s solutions are unsuited to the challenges of our time.6


Liberalism and neoliberalism each rose to power in response to specific problems. Each grew dominant, overextended, and, unable to adapt to new realities, ultimately collapsed. Liberalism lost its force as the crisis of the 1970s brought economic challenges—oil shocks, unemployment and inflation, competition from rising economies, personal anxieties, and family insecurity. Neoliberalism lost its force with the economic crisis and the Great Recession; with deregulation, privatization, and liberalization proving a failure at maintaining economic stability and security for all; and with increasing social fracturing. In the wake of both crises, people floundered for years before a new paradigm took hold. They were, as Matthew Arnold once wrote, “wandering between two worlds, one dead, the other powerless to be born.”7


The central question of our time is what comes next. The transition between eras is never sharp, and the collapse of the old regime often contains within it the seeds of the new. Neoliberalism has left us with a social crisis, a breakdown of community values and solidarity. And it has left us with a political and economic crisis in which both arenas are rigged to work for the wealthy and well connected rather than the general public.


Four possible responses to these crises could define the next era of politics. The first possibility is reformed neoliberalism, keeping the system essentially intact while sanding off some of the rough and inhumane edges. This approach, with its nostalgic wish to get things back to “normal,” simply threatens more of the same: persistent disaffection, further erosions of trust and social solidarity, and demagogues waiting in the wings.


The second possibility is nationalist populism, which combines ethnic, religious, or cultural nationalism with economic populism. This approach, most associated with Steve Bannon, might be compelling to significant swaths of the population. But it seems unlikely, as political and economic elites oppose both tenets of the framework. Indeed, Candidate Trump campaigned in 2016 on this agenda only to abandon it as president.


The third possibility, which many refer to as authoritarianism, has gotten the most attention. Scholars and commentators have argued that there is a global rise in autocracy. Political insurgents around the world are channeling popular unrest to win surprising victories. Strongman regimes are breaking constitutional constraints and norms. Meanwhile, constitutional democracies are on the ropes. There is a proliferation of books and pamphlets with titles such as How Democracies Die, Fascism: A Warning, and On Tyranny, all seeking to awaken Americans to the looming threat. They argue that electoral rules, political institutions, the free press, and constitutional norms are critical to the functioning of democracy—and that their erosion comes with a creeping authoritarianism.8


These accounts are alarming, but they misdiagnose the problem. Getting the diagnosis right is critical because an inaccurate description of this ascendant form of government will lead to a flawed response. The rise-of-authoritarianism story focuses almost exclusively on political and constitutional constraints. These commentators worry about the breaking of constitutional and political norms, assaults on the independent media, and the politicization of the judiciary. Each is hugely important. But they largely ignore the economic and social aspects of these so-called authoritarian countries. They rarely discuss that these nations are run by a small number of oligarchs who rely on crony capitalism and political corruption to get rich and then use divide-and-conquer nationalist tactics to mobilize the people and stay in power.


The better term for this third future is nationalist oligarchy. This form of government feeds nationalism to the people but delivers oligarchy—special privileges to the rich and well connected. Its economic approach is a corrupt outgrowth of neoliberalism. Its social policy is nationalist backlash. Its political program involves rigging the rules so popular majorities cannot overthrow the powerful. Nationalist oligarchy is undesirable, to say the least—but it could easily define the next era of politics.


The final possibility is that a new era of democracy will follow the age of neoliberalism. Just as it is a mistake to reduce nationalist oligarchy to authoritarian politics, it is wrong to think that preserving elections, voting, the free press, and constitutional norms will be sufficient for democracy. Democracy has always demanded much more of societies and individuals. For thousands of years, since at least the ancient Greeks, political leaders and philosophers have recognized that democracies could not succeed in the presence of extreme economic inequality. In an unequal society, either the rich would oppress the poor and democracy would descend slowly into oligarchy, or the masses would overthrow the rich, with a demagogue leading the way to tyranny. Economic democracy is therefore critical to the persistence of democracy.


Similarly, when a society is deeply divided by race, religion, clan, tribe, or ideology, democracy becomes difficult to sustain. Democracy requires us to determine our own destiny. But when the people are so divided that we aim toward diametrically opposed futures, politics increasingly becomes a zero-sum conflict, the equivalent of warfare rather than the exercise of freedom. “A house divided against itself,” Lincoln famously noted, “cannot stand.” A measure of social solidarity, a united democracy, is thus essential to the functioning of democracy.


An economic and united democracy cannot be achieved or sustained without a political process that is responsive to the people. Political democracy means more than just the right to vote. It requires that elections capture the popular will rather than the will of interest groups and wealthy individuals, that elected officials act in the public interest rather than doing the bidding of lobbyists, and that civil servants and judges do not stray from their popular mandates. As important as constitutional restraints and protections of minorities are, majoritarianism is critical to democracy. A system of government that is mostly unresponsive to the people is not a democracy at all.


The core problem with our democracy today is that we have never truly achieved what democracy requires. Democracy in America was severely restricted before the liberal era. But the people of that era reined in economic power during the New Deal, expanded economic opportunity through the GI Bill and investments in the New Frontier, and fought a war on poverty to promote economic equality and build a Great Society. And in the midst of these reforms, they struggled fiercely to end Jim Crow, integrate the nation racially, and promote equal rights for women and minorities—because they knew that segregation could never mean equality, let alone solidarity. Their efforts caused massive upheaval, and democracy—real democracy—was visible on the horizon.


But the late 1960s and early 1970s also brought warfare and economic, social, and political crises—and with them, the exhaustion of the liberal era and the ultimate emergence of the neoliberal era. The neoliberal era’s individualistic and market-focused ideology then prevented the realization of democracy. It put economic growth above a strong middle class, leading to century-high levels of inequality. It emphasized individuals over communities and divided us by race, class, and culture. And because it preferred markets to democracy, it looked away as the wealthiest people and corporations rigged the government to serve their own interests, even at the expense of everyone else.


If a new era of democracy is to take hold, we will need an agenda commensurate with the scope of our challenges. We must become a united democracy by creating opportunities for civic engagement across our differences and by refusing to fall prey to divide-and-conquer tactics that perpetuate rule by the rich and powerful. We must create an economic democracy by breaking up economic power and expanding opportunity for people of all races and from all geographies. We must reclaim political democracy from lobbyists, interest groups, and wealthy donors while ensuring that everyone can participate. And we must defend democracy from national oligarchies abroad. This agenda does not look backward to a bygone era with promises to make America great again. Instead, it looks forward to the future. As Theodore Roosevelt once said, “A great democracy has got to be progressive, or it will soon cease to be either great or a democracy.”9


The neoliberal era has put us in this moment of crisis, and the central battle of our time is now between nationalist oligarchy and democracy. The fight for a great democracy will require boldness and creativity, courage and resolve. It cannot be nostalgic because at the very moment democracy was last within reach, it eluded our grasp. If we want to save democracy, we will need to achieve democracy.
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THE ORIGINS AND MEANING OF NEOLIBERALISM


The day after Ronald Reagan won the presidency in 1980, the PBS television show The MacNeil/Lehrer Report convened a panel of experts for the usual election postmortem. Pat Buchanan, former Nixon aide and future presidential candidate, called the election a “rejection of the Carter administration,” but more importantly, a “repudiation of the liberal philosophy, because by and large the liberals were defeated.” If Reagan could continue stealing blue-collar Democrats, Buchanan foresaw the creation of a “grand coalition… realigning the parties.”


Anthony Lewis, columnist at the New York Times, largely agreed with Buchanan and thought the election was a “conservative revolution” not directed solely at Jimmy Carter. But his analysis was slightly broader even than Buchanan’s: this was a “conservative time,” he said, in which traditional liberals were never going to win—and that partly explained the loss of twelve Senate Democrats in addition to Carter. In this new era, the Democrats were a “party without an idea.”


But the most interesting comments came later in the program, from Morton Kondracke, the executive editor of the New Republic. The magazine had historically been a bastion of progressive and liberal thought, but it had endorsed Republican-turned-Independent John Anderson for president that year. Anderson, of course, never had a chance and ultimately won zero states and received zero electoral votes.


Representing the rogue liberal magazine, Kondracke argued that the entire worldview of the Democratic Party had failed and that the election was a repudiation not just of Carter but of President Lyndon Johnson’s Great Society. Far from being an armchair critic, Kondracke also came with a solution: “It seems to me that what the Democratic Party has to adopt is some sort of a—what might be called a neoliberal ideology.”


Jim Lehrer had clearly never heard the phrase. “What in the world is that, Mort?”


Kondracke had an answer. He said it meant embracing the traditional Democratic values of compassion for the downtrodden, but without government action through things like bureaucratic programs. He cited Senators Gary Hart and Paul Tsongas as exemplars of this new liberal ideology. At the time both were young members of Congress; with neoliberalism on the ascent, they would each run for the presidency in the years to come.


Pat Buchanan chimed in and rejected Kondracke’s position. He didn’t think Democrats needed to repudiate the New Deal or the Great Society and certainly not President John F. Kennedy’s muscular, patriotic New Frontier. If Democrats adopted Kondracke’s neoliberal approach, Buchanan warned, they would cease to offer voters a choice. They would become “what the Republican Party used to be—a ‘me too’ party” that stood for nothing more than “let’s split the difference on this proposal.”1


This one exchange, at the dawn of the Reagan administration, captured many of the core features and controversies of politics in the neoliberal era: the ideological dominance of conservatives, the strategy of liberals adopting conservative tactics, and the risks of liberals becoming a pale imitation of conservatives.


But before going further, it is necessary to go back to Jim Lehrer’s question: What in the world is neoliberalism?


Forty years after Reagan’s election, the term is becoming more and more prominent—from newspapers and magazine articles to scores of academic studies. To some, it is nothing more than a slur, an insult socialists hurl against conservatives, centrists, liberals, and even progressives. To others, it is synonymous with global capitalism. Still others think of it as a totalizing ideology that touches not just public policy but all aspects of life. Of course, historians are quick to note that its meaning has shifted over the eighty-year period in which it has been in use.


For the most part, the various uses of neoliberalism relate closely to the common understanding of the term in public policy—or at least derive from its worldview. Neoliberalism is an approach to public policy that relies on individuals operating through private markets as much as possible. The role of the state is to provide a minimal framework for markets, and to the extent that government acts, it should do so in ways that maximize market strategies.2


The intellectual origins of neoliberalism go back to conservative economists and intellectuals of the 1920s. But its most famous proponents were Friedrich Hayek, organizer of the Mont Pelerin Society, and his junior-partner-turned-popularizer, Milton Friedman. Hayek was an Austrian economist who spent most of the 1930s as a professor at the London School of Economics. Ever a skeptic of government action, he dissented from John Maynard Keynes’s approach to economic policy during the Great Depression and even debated the giant in a series of journal articles. In 1938, Hayek helped bring together a colloquium to celebrate Walter Lippmann’s book The Good Society, which argued for a renewed form of liberalism—one that critics and supporters alike characterized as neoliberalism. The goal of neoliberalism was largely economic: ensure free enterprise and prevent price regulation. Hayek’s group met again in 1947 at Mont Pèlerin, Switzerland. The first meeting of the newly christened Mont Pelerin Society included a variety of past and future luminaries who would work over the years to advance the cause of neoliberalism. Hayek’s efforts at institution building didn’t stop there. Over time, he orchestrated the creation of a cohort of like-minded intellectuals at the University of Chicago, including Milton Friedman. The Chicago School, as it was called, would come to outline neoliberalism in economics, law, and public policy.3


Hayek’s intellectual arguments also paved the way for the emergence of neoliberalism as a force in the late twentieth century. Although his 1944 book, The Road to Serfdom, was often balanced in supporting a role for government in the economy, from the title on down, the book’s rhetoric frequently boiled down to a slippery slope argument. Government action anywhere risked tyranny and fascism everywhere. The conclusion of many slippery slope arguments is not to articulate and defend a sensible, balanced policy but to reject it in favor of something more radical. And this is what made The Road to Serfdom so politically potent in the postwar fights over public policy. Hayek’s ideas offered an ideological counterpoint to the extremes of authoritarianism and communism—one that conservative activists used to argue against even moderate liberal policies. Anti-communist critic Max Eastman and Reader’s Digest editor DeWitt Wallace took it upon themselves to reprint The Road to Serfdom in the popular magazine. Their edition, in the words of one historian, was “less an abridgement than a re-creation.” Sentences were “reordered and reconnected,” “new sentences were written,” and “qualifications were lost.” The real Road to Serfdom sold forty thousand copies. The Reader’s Digest edition sold a million copies. Corporations like General Motors and New Jersey Power and Light gave reprints of the revised edition to their employees. The National Association of Manufacturers sent copies to its fourteen thousand members. The partisan success of The Road to Serfdom made Hayek a celebrity and public intellectual, though this newfound status cost him legitimacy within the economics profession. Years later, Hayek would comment, “I discredited myself by publishing The Road to Serfdom.”4


Milton Friedman had no such misgivings about his role as a popularizer of ideas. For all their similarities, Hayek and Friedman were fundamentally different. Hayek was a senior figure when he created the Mont Pelerin Society. Friedman was a junior economist who said the Swiss conference was what “got me started in policy and what led to Capitalism and Freedom,” his popular bestseller. Hayek didn’t have organizations to help him navigate public affairs. By the time Friedman was writing for the public, he benefited from a variety of organizations that had emerged to support neoliberal ideas, including those Hayek had helped create. And importantly, Hayek and the other founders of the Mont Pelerin Society were writing during and in response to the Great Depression, when the ideologies of the future were an open question. Friedman’s context was the Cold War, an era of existential conflict between two ideological adversaries.5


Friedman’s 1962 book, Capitalism and Freedom, articulated a far more radical and minimalistic vision of government. Friedman thought that unregulated monopolies were unlikely to be threatening to society. He was skeptical of government action to alleviate poverty. He called for abolishing the minimum wage, public housing, and even national parks. He wanted to get rid of the Federal Communications Commission and, later, the Food and Drug Administration. Over time, Friedman would also register opposition to the Marshall Plan and promote privatization of education through school vouchers. After supporting Senator Barry Goldwater’s failed presidential run in 1964, Friedman continued his advocacy. “Ideas have little chance of making much headway against a strong tide,” Friedman once wrote. “Their opportunity comes when the tide has ceased running strong but has not yet turned.”6


By the 1970s, the tide of liberalism had ceased running strong. Economically, the decade ushered in wave after wave of anxiety and insecurity. The 1973 Arab oil embargo and resulting energy shortage hit consumers hard. That same year, the US stock market plummeted, losing half its value and leaving the economy in a recession until 1975. Inflation and a stagnant economy pushed Americans from saving to borrowing. Competition from abroad was also on the rise. At the end of World War II, most of the countries in the world with significant industrial potential were either lying in smoldering ruins or still under the thumb of colonialism. By the 1970s, these countries had bounced back, were industrializing, and were offering goods on the global market. Commentators worried about a “crisis of industrial society.” From 1967 to 1977, Boston, Philadelphia, Pittsburgh, and Chicago saw manufacturing down by a third.7


Economic shocks were not limited to the United States. Fixed exchange rates were abandoned in 1971, fundamentally changing the Bretton Woods monetary system that had existed since the end of World War II. The IMF had to bail out Great Britain in 1976, demoralizing the Labour Party and imposing greater spending cuts than was necessary. Declaring the end of Keynesian economic policy, Prime Minister James Callaghan remarked to the Labour Party conference, “We used to think you could spend your way out of a recession and increase employment by cutting taxes and boosting government spending. I tell you in all candor that option no longer exists.” In the winter of 1978–1979, when Callaghan called for a limited pay increase for union workers, the unions protested. During the “winter of discontent,” schools were closed, mountains of trash filled the streets, and the dead were left unburied. “It was not a revolution, or an attempt to overthrow a government,” BBC reporter Andrew Marr writes in his history of modern Britain. “Yet that is the effect it had.”8


The social conditions that helped build the postwar liberal era were also increasingly under stress. In this era, a rising middle class and growing economy meant that the expansion of civil rights, economic rights, and social opportunities posed comparatively little threat to economic security. The 1950s and 1960s brought progress along all these lines—from Brown v. Board of Education to the Civil Rights, Voting Rights, and Immigration Acts of the Johnson years. But in the new, anxious world of the 1970s, working-class whites began to fear that scarcity, not abundance, would define the future. As society became more inclusive, offering greater opportunities to women and minorities than ever before in history, people began to fear that the result would be a zero-sum economic game.9


Big business contributed to this anxiety as well. Since the end of World War II, big business had cooperated with government and unions to establish a form of regulated capitalism in which the benefits of economic growth were broadly shared. Regulations blocked the most egregious and speculative practices, particularly in the financial sector. Taxes were extremely high: top marginal tax rates were 90 percent during the postwar years and remained at 70 percent after the Kennedy tax cut. Perhaps most importantly, business and labor worked together to share their success. Under the Treaty of Detroit, manufacturers agreed to provide significant social welfare benefits to employees—health insurance, pensions—in addition to regular wage increases. The result was that workers, managers, and shareholders alike benefited from growth.


The 1970s brought the end of the business-labor-government partnership. Big business terminated the Treaty of Detroit, ending the era of cooperation. The Chamber of Commerce, the Business Roundtable, the National Association of Manufacturers, and other groups now fiercely opposed even moderate labor law reforms proposed during the Carter administration and increasingly targeted unions, wage increases, and benefits provision in order to cut costs and increase profits. George Meany, the head of the AFL-CIO, asked businesses in the Wall Street Journal: “Do you secretly seek a death sentence for the collective bargaining system you so often hail in public forums?” Republican senator Orrin Hatch said the late 1970s was the “starting point for a new era of assertiveness by big business in Washington.”10


With the crisis of the 1970s, as John Kenneth Galbraith once remarked, “the age of John Maynard Keynes gave way to the age of Milton Friedman.” A new type of politician came to power, pushing neoliberalism against the reigning liberal consensus. In his first inaugural address, Ronald Reagan famously announced, “Government is not the solution to our problem; government is the problem.” Once in office, Reaganomics had four pillars: cut government spending, cut taxes, deregulate, and fight inflation through monetary policy. Prime Minister Margaret Thatcher’s agenda wasn’t so different: reduce taxes and spending, break the power of unions, privatize government services, and shift monetary policy away from a focus on unemployment.11


The spread of these ideas was not limited to the United States and Britain. Neoliberalism was global from the start: Malcolm Fraser in Australia in 1975, Deng Xiaoping in China in 1979, Brian Mulroney in Canada in 1984. Although contexts were different in every country, neoliberalism’s core came to be associated with four elements: deregulation, liberalization, privatization, and austerity, or DLPA.12


Deregulation


Deregulation really involves two things: not issuing new regulations and rolling back existing regulations. Neoliberals generally have a rosy view of markets and profit seekers. As a result, they think that the marketplace will generally do a fine job of policing fraud and bad behavior and that most regulations are unnecessary. Of course, regulation of some kind is essential for neoliberals: private property rules and contract laws, for example, are critical for markets to function. But the goal is to minimize the rules.


Reagan’s deregulation agenda, for example, began immediately. The president banned the promulgation of any new regulations, appointed deregulatory heads of agencies, and tasked the vice president with leading a task force on regulatory relief. Within six months, some 180 regulations had been “withdrawn, modified, or delayed.” Reagan’s Department of Transportation quickly rescinded a rule requiring auto manufacturers to install seat belts or airbags in cars, claiming there would be virtually no safety benefits from those technologies. The administration also “eased or eliminated price controls on oil and natural gas, cable TV, long-distance telephone service, interstate bus service, and ocean shipping.”13


In 1982, the administration supported deregulation of the saving and loans sector, which allowed the S&Ls to take on broader—and riskier—lending practices. Instead of placing limits on these risky behaviors, the neoliberal approach instead suggested more deregulation—now for S&L bookkeeping rules. The ultimate result was the S&L crisis in the late 1980s, which cost taxpayers $124 billion in bailouts and interest.14


Environmental inaction was also particularly notable. During Reagan’s first term, enforcement of strip-mining laws was down 62 percent, and enforcement of hazardous waste was down 50 percent. Exposure levels to chemicals were increased. In 1982 alone, the government approved 97 percent of business petitions for an “emergency” ability to use otherwise banned pesticides. In the mid-1980s, more than 375,000 hazardous waste sites needed reform, mostly because they threatened to pollute groundwater. During Reagan’s first four years, his EPA cleaned only six of these sites, and in 1985, the administration proposed zero funding for groundwater programs and suggested ending the Superfund program for toxic waste cleanup altogether.15


Democrats were on board with deregulation too. During the Clinton era, the Telecommunications Act of 1996 deregulated the sector, allowing the consolidation of television stations and radio stations, increased cross-ownership of cable and broadcast networks, and higher cable prices. The Gramm-Leach-Bliley Act of 1999 deregulated the financial sector, repealing parts of the New Deal–Era Glass-Steagall regime, which barred investment banks, depository banks, and insurance companies from consolidating. Regulators had watered down the Glass-Steagall regime over the years, but the 1999 law ended a system that had worked since the 1930s. A year later, big banks succeeded in pushing Congress to exempt complex financial products called over-the-counter derivatives from regulation—which would play an important role in the 2008 financial crash.


Labor also serves as a regulator in the economy—and it, too, came under attack. In Britain, coal miners went on strike in 1984 and gained considerable sympathy across the country. Had the head of the union not made a series of tactical errors, the strike might have brought down Thatcher’s government. But the prime minister had prepared for precisely this occasion—and she refused to cave to the union’s demands. Thatcher’s commitment to fight unions was so strong that she would prevent her government from settling with public sector workers, even if cutting a deal would be financially better for British taxpayers.16


Although Reagan had been a member of the Screen Actors Guild, he, too, contributed to labor’s decline. Appointees at the National Labor Relations Board and the Department of Labor were part of the strategy, but the marquee event was breaking the air traffic controllers strike. The Professional Air Traffic Controllers Organization (PATCO) sought higher pay given rapidly rising inflation. When they went on strike, Reagan fired eleven thousand air traffic controllers. No one thought Reagan would do it, and the consequences were significant. Strikes had long been one of the most effective tools for labor unions to get managers to bargain. But with a hostile federal government willing to declare war on workers, the number of strikes per year collapsed—and with it the power of the working class.17


The British Labour Party had worker power built into its DNA, but even that changed with the rise of neoliberalism. From the time of its founding in 1918, the party had advocated for common—rather than private—ownership as a way to ensure a broad distribution of wealth in society and prevent the accumulation of private power. This commitment was codified as Clause IV in the party’s manifesto. In 1995, Tony Blair took perhaps the boldest symbolic step he could in reforming the Labour Party. He pushed for Labour to drop Clause IV from its manifesto. Blair argued that the means and ends of politics were different. Economic equality as an end did not require common ownership as a means. When Blair won the fight, New Labour was born.18


Liberalization


Liberalization is the global counterpart to deregulation. The goal is to unleash the free flow of goods, capital, people, and services across borders. Neoliberalism thus champions globalization and mandates that foreign countries deregulate internally. But although this approach might sometimes seem inescapable today, the global economic system was not always designed with these goals in mind.


From the end of World War II until the end of the 1970s, the international economic system was best characterized as what John Ruggie once called embedded liberalism. The foundational idea, inspired by the work of economist Karl Polanyi, was that markets are embedded in society and cannot be disentangled from broader social and political considerations. As a result, the architects of the postwar system balanced two separate concerns. First, they wanted to establish a freer international trade system than the one that immediately preceded the war. Second, they wanted to ensure that countries had the freedom to encourage full employment and establish social safety nets and welfare programs. The Bretton Woods system, adopted in a 1944 agreement, thus placed restrictions on capital controls, pegged currencies to gold, and created the IMF and World Bank. The system was neither laissez-faire nor radically protectionist. Rather, it balanced the interests of different stakeholders within and across countries.19


In the 1970s, embedded liberalism came to an end. Richard Nixon unpegged the US dollar from gold, making it a fiat currency and effectively terminating the Bretton Woods system. Over the decade, countries began to unwind capital controls. The two aims of embedded liberalism were eventually both under assault: neoliberals pushed increasingly for international agreements that guaranteed laissez-faire trade and, starting in the 1980s, advocated for abolishing the safety net and deemphasizing government action on unemployment.


Historically, trade policy had always focused on two goals: domestic economics and foreign policy. The domestic economic goals of trade are sometimes seen as protectionist—incubating infant industries, raising revenues, protecting workers, maintaining a middle class—and they dominated trade policy in the United States from the eighteenth century to the mid-twentieth century. Foreign policy goals are purely geopolitical—the use of trade agreements and sanctions to win friends and punish enemies—and they were central at the height of the Cold War.


Neoliberalism abandoned both in search of global economic growth and efficiency. It brought a shift from merely dismantling the pre–World War II era restrictions on trade to a new age of hyperglobalization. The general argument was that dropping trade barriers would enlarge the economic pie, and under conventional economic theory, the benefits from liberalizing trade would be more than enough to compensate the losers. But in reality, neoliberals never compensated the losers adequately. Labor and environmental standards are touted as protections but almost never enforced. Trade Adjustment Assistance—money for workers to retrain—is minimal, ineffective, and time limited. Corporate profits and reduced costs, on the other hand, are gigantic and, like diamonds, seem to last forever.20


In the United States, trade law and policy followed this course. From the 1930s until 1974, the trade regime gave significant power to the president to lower tariffs. Successive presidents did so, but they emphasized the geopolitical benefits of particular trade agreements, and Congress retained considerable power over nontariff barriers—basically any regulation or other government action because they all can be interpreted as a barrier to trade. Increasingly in the 1970s and 1980s, Congress gave the president even more power, including fast-track authority and power to negotiate changes in nontariff barriers. This delegation of power further unhooked trade from domestic economic goals (which Congress polices more carefully than the president does). In addition, as the president and his trade negotiators embraced neoliberalism, they began to see trade as an end in itself, always to be expanded.21


The contemporary view that neoliberalism is coextensive with global capitalism is a function of the World Bank, IMF, and many Western countries that promoted the DLPA agenda abroad during the 1980s, 1990s, and 2000s. This approach was called the Washington Consensus, and it included a ten-point program of fiscal discipline, reduced public spending, tax reform, financial liberalization, competitive exchange rates, trade liberalization, foreign direct investment, privatization, deregulation, and property rights. The program was designed for Latin America in the 1980s, but the IMF and the World Bank became “missionary institutions” and used this framework to proselytize the world. Proselytize might be too weak of a word. In reality, the Washington Consensus was imposed at the barrel of a checkbook; if a country wanted or needed international loans, it was locked into the IMF’s draconian conditions. So strong were the IMF and World Bank’s ideological convictions that staff for the global institutions would write reports advising countries prior to visiting the country for fact-finding missions.22


Most famously, Washington Consensus economists pushed for Russia to embrace “shock therapy” after the collapse of the Soviet Union. This meant rapid economic liberalization (especially on price controls and currency), privatization of public institutions, and trade liberalization. Neoliberalism’s DLPA agenda was thus not just a matter of domestic policy; it became an objective of foreign policy as well. With the supposed end of history after the Cold War, the theory went even a step further, as policy makers came to believe that spreading neoliberal capitalism would also lead countries to more open and pluralistic political systems. China’s admission to the World Trade Organization in 2000 represents the pinnacle of this idea. The theory was that entry into the global trade system would push the state-capitalist country to reform internally, becoming at once more liberal and more democratic.


The project for European integration also pushed forward the cause of liberalization. In 1985 and 1986, Thatcher began to realign Great Britain toward Europe, championing the Single European Act. The act boosted European integration and promised to advance four liberties: the free movement of goods, services, capital, and people. The plan was, in the words of one commentator, “a crash programme of Euro-Thatcherism” that would involve deregulation, privatization, and liberalization across the continent. The act also created momentum for a single monetary and political union. Decades later, Tony Blair would take up Thatcher’s mantle of further European integration. So committed was Blair to European integration along these lines that he was commonly proposed as the future president of a fully integrated Europe.23


Privatization


Privatization is shorthand for the view that democratic governments should not, by and large, provide public services to their citizens. The private sector should instead offer these services. To the extent that government is already providing such services, those services should be turned over to the private sector. And if people want services and cannot afford them, the government should subsidize the private system through vouchers and tax credits rather than offer a public option.


Privatization of public services had not been a major part of the Tory manifesto in 1979—they thought it would frighten off voters—but it was central to Thatcher’s governing agenda. At the end of the 1970s, the British government owned or operated a variety of public services and industries: “It ran railways, shipbuilding, car making, coal mining, ports and harbours, airlines and airports, gas, electricity, nuclear energy and arms manufacture. It owned the nation’s hospitals, schools, prisons and old people’s homes, and ran a national pension scheme.” Privatization took British Telecom and British Gas out of the public realm. And Thatcher moved public housing (called council houses) into private hands, in the process creating a new generation of homeowners. But with privatization afoot, local governments stopped building new public housing, meaning the central government now had to provide subsidies to unaccountable, undemocratic nonprofits to accomplish the same goals. In effect, the first era of privatization in Britain replaced local government provision with central government subsidies.24


Privatization moved a little more slowly during the Reagan years. During his first term, the administration made some privatization proposals: private prisons, the sale of federal lands, the use of housing vouchers instead of building public housing. But it wasn’t until 1987 that the Reagan administration thought of privatization as a “general, unified strategy for reducing the size and scope of the federal government.” In remarks announcing the creation of a Privatization Commission, Reagan tasked the group with “propos[ing] how we can return appropriate Federal activities to the private sector through the sale of government operations and assets, the use of private enterprise to provide services for government agencies, or the use of vouchers to provide services to the public through the private sector.” Selling, outsourcing, and vouchers—these were the key tools of the neoliberal era’s privatization agenda.25


Democrats also joined the privatization bandwagon—and early on. At a 1981 dinner hosted by Esquire magazine, Congressman Richard Gephardt of Missouri declared, “I would get rid of government in health care. I would get rid of government in education to a much greater extent than we have. I would discharge those responsibilities either to the private sector or to the states.” Few conservatives could have put it better.26


During the Clinton administration, Vice President Al Gore was tasked with reinventing government, an initiative that also included privatization. Over time, the Seafood Inspection Service was privatized; mine safety accreditation, privatized; background checks for government contractors, privatized; petroleum reserves, the United States Enrichment Corporation, electromagnetic spectrum, airport control towers, the list goes on—all privatized. Reagan’s head of privatization said that the Clinton administration had “the boldest privatization agenda put forth by any American president to date.”27


Blair claimed that he did not support privatization on anti-government grounds. “Privatization,” Blair said in 1999, “should have a role to play not out of dogmatism but out of pragmatism.” But whether it was dogmatism or pragmatism, the consequence was the same. Blair and Chancellor of the Exchequer Gordon Brown sought to privatize air traffic control, the Royal Mint, and the Commonwealth Development Corporation. Even the Royal Mail and National Rail, which the Iron Lady had forbid as a bridge much too far, were on the list. She was right. The privatization of rail ended up costing British taxpayers five times as much as nationalized rail.28


Austerity


When most people think of austerity, they think of fiscal policy, but here the term is shorthand for broader macroeconomic policy—both fiscal and monetary. Neoliberals have a few policy goals when it comes to austerity. First is that monetary policy should focus primarily on inflation and not on both inflation and unemployment, as the Keynesian liberal position holds. The second is that tax cuts for the wealthy can spark economic growth. The final aim is for smaller government generally, which means less government spending—and occasionally has meant a tactical choice to focus on the rhetoric of balanced budgets. The idea is that because tax increases are off the table (because neoliberals simultaneously seek tax cuts), balanced budgets require spending cuts.


Thatcher navigated these aims due to good luck more than political skill. When Thatcher took office, her efforts at combatting inflation, rather than unemployment, met with so much resistance that they were dubbed “sado-monetarism.” Had it not been for a rally-around-the-flag effect during and after the Falklands War, Thatcher would have faced a full-fledged civil war within the Tory Party over monetary policy. Fiscally, Thatcher’s government pursued tax cuts on high incomes and increased the value-added tax (VAT), a consumption tax that falls disproportionately on the poor and working class. Trickle-down economics was British, not just American.29


Reagan’s first term economic recovery plan proposed to cut education, the arts, economic development, and Trade Adjustment Assistance. It would restrict food stamps, tighten welfare requirements, means-test school breakfasts and lunches, cap Medicaid payments to the states, and tighten the belt of the space program. Reagan knew it would be a political disaster to attempt to cut Social Security or Medicare right out of the gate, and he wanted to increase spending on defense. With those three categories excluded, cuts fell to social programs that disproportionately hurt the working class and poor.30


At the same time, Reaganomics offered tax cuts, particularly for the wealthy. The theory was called supply-side economics. The idea was that large tax cuts for the wealthy and for corporations would lead to economic growth. This was directly contrary to the liberal-era Keynesian approach of demand-side economics. Under that theory, the economy works because middle-class people have money to spend. An additional dollar to the middle class is likely to get spent—not so with the additional dollar to the wealthy, who already have more than they want to spend. But the Keynesians also showed that capitalism was unstable and prone to boom and bust cycles. So in a downturn, government needed to step in and jumpstart the demand that middle-class consumers would ordinarily provide. The supply-siders disagreed. They rejected the boom-bust problem, holding that recessions and depressions were a function of government action, not capitalist speculation. And they held firm to the belief that more money in the hands of the wealthy would lead to economic growth.31


Although supply-side economics had the patina of economic theory to it, even members of the Reagan administration thought it made little sense. Vice President Bush had called it “voodoo economics” in his primary campaign against Reagan. OMB director David Stockman told a reporter at the Atlantic that it was a “Trojan horse to bring down the top rate.” There was no science behind it. “The whole thing is premised on faith.” Because people would never support “trickle-down” economics, they simply reframed it as supply-side economics. The Reagan tax cut slashed the top marginal income tax rate from 70 to 50 percent. Capital gains rates went from 28 to 20 percent. Tax cuts came before spending cuts, throwing a balanced budget out the window. The plan was for tax cuts to force future spending cuts. The reality was ballooning federal deficits and widening inequality.32


*   *   *


So there it is: deregulation, liberalization, privatization, austerity. The basic policy agenda of neoliberalism—simple and straightforward. But neoliberalism was not just a collection of policies that came to the forefront of politics in the 1980s. Hayek, Friedman, and their fellow travelers were serious thinkers, intellectuals who had built neoliberal ideas on philosophical foundations. And whether or not it ultimately resembled what those intellectuals had first intended, neoliberalism soon took hold—not just as a set of policies but as an ideology.
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