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THREE YEARS INTO THE OBAMA PRESIDENCY, THE UNEMPLOYMENT RATE WAS PAINFULLY HIGH, THE GAP BETWEEN RICH AND POOR HAD WIDENED, AND THE STIMULUS HAD NOT DONE ENOUGH TO BRING JOBS BACK.


WHAT WENT WRONG?


A PRESIDENT WITH OTHER PRIORITIES . . . Barack Obama hadn’t run for president just so he could clean up someone else’s mess, however urgent the task. He’d run for president to usher in once-in-a-generation achievements like health care reform—“to change the trajectory of America.”


Timothy Geithner remarked to President-elect Obama that “your signature accomplishment is going to be preventing a Great Depression.” Obama’s response was slightly jarring. “That’s not enough for me,” he said. It dawned on Geithner that he and his colleagues were a sideshow rather than the main attraction. “If you don’t do that, nothing else is possible,” Geithner protested. “Yeah,” Obama repeated, “but that’s not enough.”


AN ECONOMIC TEAM RELUCTANT TO TAKE BOLD ACTION . . . David Axelrod was preparing Christina Romer, Obama’s chief economist, for a Sunday talk show. Many experts were voicing doubts about the size of the original package, and so Axelrod asked, “Was the stimulus big enough?” Without hesitating, Romer responded, “Abso-f---ing-lutely not.” She said it half-jokingly; Axelrod did not seem amused.


AND A BRAIN TRUST THAT BELIEVED IT KNEW BETTER . . . It was the worst of all worlds for the Obama administration: a country that took one look at the languishing economy and another at the recovery on Wall Street and concluded that its government had put big banks ahead of ordinary people. Generously, the S&P officials didn’t point out any of this. Instead, the leader of the group confessed that the agency was mostly concerned about the prospects for bipartisan compromise.


At this, Geithner became dismissive. His message was unmistakable:


TRUST US, WE’VE DONE THIS BEFORE.
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FACING THE WORST ECONOMY SINCE THE 1930S, PRESIDENT BARACK OBAMA HIRED A CRACK TEAM OF ESCAPE ARTISTS: financial wizards who had pulled off numerous white-knuckle getaways during the Clinton era and who were ready to do it all over again. Three years later, with the economy still in a rut, it’s clear that they fell far short. This is the inside story of what went wrong.


The Escape Artists features previously undisclosed internal documents and extensive, original reporting from the highest levels of the administration. Star White House journalist Noam Scheiber reveals the mistakes and missed opportunities that kept the president’s pedigreed team from steering the economy in the right direction. He shows what responsibility the president bears for those missteps, what bold actions his brain trust refused to take despite its preternatural confidence, and how the White House was regularly outmaneuvered by Republicans in Congress.


Tracking the administration’s efforts deep into the fall of 2011, The Escape Artists provides a gripping look inside the meeting rooms, in-boxes, and minds of the men who tried to manage the defining crisis of the Obama presidency: how the very qualities that made these men and women escape artists in the 1990s ultimately failed them.
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NOAM SCHEIBER is a senior editor at The New Republic magazine in Washington, D.C., and a Schwartz Fellow at the New America Foundation. He holds a master’s degree in economics from Oxford University, where he studied on a Rhodes Scholarship. He covered the 2008 presidential campaign and the Obama White House.


Visit him at www.noamscheiber.com.
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PROLOGUE


Shortly after four o’clock on the afternoon of Wednesday, April 13, 2011, U.S. Treasury Secretary Tim Geithner walked down the hall from his office toward a large conference room facing the building’s interior. He was surrounded by a retinue of counselors and aides. When they arrived in the room—known around Treasury simply as “the large”—four people were seated at a long walnut table on the side near the door. Geithner and his entourage greeted them, then walked around to the far side and took their seats.


At first glance, Geithner gave the impression of the former Wall Street banker many Americans assumed him to be. He wore elegant suits and alpha-male ties. His spread collars suggested a Savile Row provenance. But, given a moment to focus, the eye noticed hints of something else. His shoes were a bit shabby. On his wrist he wore an old digital watch. The suit, upon closer inspection, was Brooks Brothers—off the rack. It had only seemed nattier because he was well-proportioned and boyishly trim. Geithner wasn’t an ex-banker after all. He was a lifelong bureaucrat.


This status gave him a measure of independence of which he was rightly proud. While friends and former co-workers moved seamlessly from government to business and back, Geithner had resisted the easy payday time and time again. “I never worked on Wall Street,” he told a group of congressional Democrats in early 2009. “I’ve worked in public service my whole life.” Where others might be cowed in the presence of bankers, knowing they might soon petition the lords of finance for a sinecure, Geithner could have fun at their expense. As an assistant secretary in the late 1990s, he had once met a delegation from Goldman Sachs to discuss an obscure business matter. “Well, this is a fucking ugly issue, isn’t it?” he said, before anyone else had uttered a word. The Goldman men laughed nervously.


But if Geithner’s actions were independent, his mind was perhaps less so. As a government official, Geithner cared deeply about the constituents he consulted with, be they Wall Street big shots, financial technocrats, or market pundits. They were the people with whom a successful bureaucrat must have credibility, and there were few thoughts more mortifying to Geithner than looking unsophisticated in their eyes. He labored over draft after draft of his speeches and parsed every word of his op-eds. Back in December 2008, while Geithner was preparing for his Senate confirmation hearing, an aide asked if his family would attend. “Money will not be daunted by that,” he said, waving off the suggestion. “Money” was an allusion to Wall Street and the people whose judgments Wall Street respected. He was keen to make a good impression.


By contrast, Geithner was decidedly less taken with those whose views he considered naive. And this explained his impatience with the group he was meeting today. The four visitors hailed from Standard & Poor’s, the credit rating agency. They had come to voice their concern about the U.S. budget deficit, which was darkening their mood about the creditworthiness of the United States.


It turned out that S&P and its ilk were a species that “money” held in exceedingly low regard. Long before the financial crisis of 2008, Wall Street had derided the rating agencies as hubs for intellectual mediocrities—the clock punchers that banks and hedge funds had passed over. Then, in the bubble years, the big banks’ financial engineers became expert at duping the agencies into blessing their dodgy mortgage securities, mostly by burying the agencies’ leaden-eyed analysts in self-justifying math.1 After the securities turned toxic and the agencies were justly vilified, their pleas of ignorance sounded all too plausible. Many of the S&P analysts weren’t even based in New York. One of the men tasked with rating the trillions of dollars in U.S. government debt worked from an office in . . . Toronto.


Now Geithner spoke to the credit raters with thinly concealed skepticism. A few days before the meeting, S&P had warned Treasury it intended to downgrade its “outlook” on U.S. bonds, the first step toward withdrawing the triple-A status that stamped the bonds as essentially riskless. Geithner made clear he wasn’t begging S&P to change its mind. The feeling inside Treasury was that, if S&P moved ahead with this decision, the company would embarrass only itself and not the U.S. government. In this vein, Geithner simply informed the visitors that his country’s economic performance had exceeded expectations on almost every measure S&P claimed to care about. As for the one where it lagged—the deficit—Geithner pointed out that the president had proposed cutting this by $4 trillion that very morning.


Truth be told, Geithner might have offered these comments a bit more humbly. While the economy had indeed outperformed S&P’s most recent predictions, it was still far from healthy. Some 14 million Americans were out of work, and the unemployment rate hovered above 9 percent. Millions had seen their homes foreclosed on or were in danger of defaulting on their mortgages. This was no doubt the work of the worst financial crisis in eighty years. But it was also the result of throwing too few resources at the problem. The administration’s $800 billion stimulus package, while critical, had been too small to lift the economy out of its rut. Struggling homeowners never got the help they needed to crawl out from under mounds of debt. At the moment Geithner spoke, the economy was close to stalling, with growth puttering along at a mere 1 percent. About the only part of the economy that resembled its former self was the financial sector, where the traders and bankers were approaching their precrisis-level bonuses.2 There had been plenty of resources for them.


The combination of these factors had arguably produced the worst of all worlds for the Obama administration: a country that took one look at the languishing economy and another at the recovery on Wall Street and concluded that its government had put big banks ahead of ordinary workers and homeowners. And so, a populist backlash that had initially targeted Wall Street increasingly took aim at Obama.


Generously, the S&P officials didn’t point any of this out. Instead, the de facto spokesman for the group, a mustachioed fellow named David Beers, confessed that the agency was mostly concerned about the prospects for bipartisan compromise. Beers and his colleagues didn’t think Republicans would take seriously the president’s plan for shrinking the deficit by raising taxes and scaling back programs like Medicare and Medicaid, whatever the theoretical overlap between the two parties.


At this, Geithner became somewhat dismissive. He asked how S&P could handicap a political debate in Washington. It was a rating agency, after all, not a polling firm. It’s not your “comparative advantage,” the secretary said. Then he gestured toward the Obama officials seated on either side of him—Jack Lew, the White House budget director; Neal Wolin, the deputy Treasury secretary; Bruce Reed, the vice president’s chief of staff—and explained that all of them had been top aides to Bill Clinton during the last stand-off between a Democratic president and a Republican Congress. “We said, ‘This is the way it worked in the nineties,’” recalled one administration official. “‘After a big election, when you have divided government, you fight a bit, then find a middle ground.’”3 Another recalled arguing, “When both sides had firmly committed to a goal and the public was in support of it, it eventually had to happen.”4


The message was unmistakable: Trust us, we’ve done this before. It was, in many ways, the message the Obama economic team had been conveying to skeptics and outsiders since its earliest days in office. Now the same sentiment underlay its decision to put aside the task of creating jobs for much of 2011 and seek a grand bargain with the GOP on the deficit.


But Beers wasn’t biting. Perhaps it was because he didn’t work in Washington. Perhaps it was that his grasp of congressional budgeting was weak. Or that his knowledge of public opinion was crude. Whatever the case, he couldn’t suppress his disbelief that a major deficit deal would be forthcoming. “We think the differences are too big,” he said. “You won’t be able to do it.” He proved to be the wise one in the room.
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THE REUNION


Austan Goolsbee was on a campaign swing through Montana when he got a call from Obama headquarters. It was September 18, 2008, three days after the investment bank Lehman Brothers had failed, thrusting the financial world into an advanced state of panic. Hank Paulson, the Treasury secretary, was preparing a $700 billion plan to buck up the surviving banks, and Team Obama wanted to talk it over the next morning—in Florida. “Okay, great, but I’m in Helena, Montana,” said Goolsbee, a thirty-nine-year-old adviser who taught at the University of Chicago . “How am I going to get to Miami by 9 am?”


By that afternoon, Goolsbee was on a flight to Salt Lake City, where he caught a connection to Las Vegas. A young staffer had turned up a red-eye from Vegas to Miami, and soon Goolsbee found himself sprinting from one side of the airport to the other so as not to miss his only chance at crossing the country overnight. When he finally stepped off the third flight the following morning, his clothes had the starchy texture of caked-on sweat. Goolsbee did what he could to freshen up, having exhausted his supply of clean clothing: he shaved off his stubble and splashed some water on his face.


Goolsbee had been Obama’s top economic adviser ever since the candidate first ran for U.S. Senate in 2004, but the relationship had been something of an accident. The campaign first contacted the Harvard economics department in search of policy advice. But it had gotten precisely nowhere—the Harvard faculty wasn’t exactly in the business of advising obscure midwestern state senators. Finally, one professor suggested trying someone local and passed along Goolsbee’s name.


Obama had been forced to make do all over again once he started running for president. His rival, Hillary Clinton, was only eight years removed from the White House and had a whole administration-in-waiting at her disposal. Obama had wanted to offer the job of chief economic adviser to a brand name like Alan Blinder, a Princeton professor whom Bill Clinton had appointed vice chairman of the Federal Reserve. But when the campaign solicited recommendations from knowledgeable policy wonks, it was advised that no one of Blinder’s stature would accept.


So Obama was left to choose from the people who, for whatever reason, had been either cast out of the establishment or never admitted in the first place—a collection of obscure academics, contrarian gadflies, and past-their-prime bureaucrats. Goolsbee, who stayed on as his economic aide, was emblematic of the group. But he was hardly the only one. There were ex-Clintonites like Robert Reich, the onetime labor secretary who had been a liberal voice of dissent within the administration; and Dan Tarullo, a Georgetown law professor who’d served in the Clinton White House but was never at ease with its attentiveness to Wall Street. There were aging eminences like Paul Volcker, the former Fed chairman revered for besting inflation in the 1980s; and Bill Donaldson, who’d been squeezed out of his job running George W. Bush’s SEC for trying to tighten the screws on hedge funds and mutual funds.


As a group, the Obama wonks were united more by their outsider status than any coherent set of views. Goolsbee was cut in the mold of an engineer, constantly tweaking and tinkering to solve workaday problems, not some grand ideologist or high priest of social criticism. The epitome of a Goolsbee proposal was a scheme he dubbed the “automatic tax return,” in which the IRS would send people a filled-out tax return that they could simply sign and mail back.1 Reich, by contrast, was an orthodox liberal known for his treatises on the human costs of globalization.


Yet there was something about the grab-bag character of the team that actually suited Obama. What began as a matter of necessity ended up playing to his nonideological style. Though Tarullo and Volcker subscribed to different schools of financial regulation, Obama had taken the best ideas from each and worked them into a single, formidable speech.2 One aide recalled that Obama was never more annoyed than when sitting across from three experts who all had the same views.


By September 2008, however, Obama had not one but two economic teams jostling for position within his campaign. And if the first was a ragtag bunch of quirky outsiders, the second was composed of well-heeled insiders. Most had worked for former Clinton Treasury secretary Robert Rubin at one point or another and largely echoed his views on the importance of balanced budgets and free trade. Perhaps even more than that, though, the bond the Rubinites shared was self-assurance: the comfort of having performed well at the highest altitude of government.


Around the same time Goolsbee was dusting himself off at the airport in Miami, Rubin and Larry Summers, another former Treasury secretary, were descending from the skies aboard a private jet that Rubin had procured. They sent one of the young campaign aides who greeted them to collect their luggage. To them, the appearance in Miami was a bit of an audition, but one in which the candidate was auditioning for the advisers as much as vice versa. Rubin liked Obama personally and thought he showed promise, but had doubted he was ready to be president. Earlier in the campaign, he’d commented to friends that Obama needed to put some meat on his policy positions.


Once they were all together in Miami, Obama and his brain trust spent more than an hour chewing over which portions of the financial system would need government backing and which could fend for themselves. It was here that the candidate struck Rubin and Summers as impressively fluent. After the meeting ended, they mused about how they would grade his financial know-how, and both were pleasantly surprised to find themselves in agreement: A or A-plus.3 Obama had won over the establishment.


Six months earlier, in March 2008, Larry Summers had sat down at an unglamorous Italian restaurant on the west coast of Florida with several of his former colleagues, including Gene Sperling, who’d been Clinton’s top White House economic adviser, and Lee Sachs, a former assistant Treasury secretary. The meal was part of an annual pilgrimage to the Nick Bollettierri Tennis Academy in Bradenton, Florida, that Summers and Sachs had inaugurated after leaving office in 2001.4 On this occasion, the conversation turned naturally to the Democratic presidential primaries, where Obama was busy pressing his advantage against Hillary Clinton. Though not everyone in the group had actively supported Clinton, most were identified with her or her husband. Some worried that they’d be shut out of the new administration as a result.


By June, however, their prospects suddenly improved. From time to time during the previous few months, the Obama high command had fretted about the strength of its economic team. Goolsbee was a first-class intellect, no doubt. His chemistry with Obama was evident and his loyalty beyond question. But he was not the least bit expert in distilling economic know-how into the basic currency of a campaign—the daily run of talking points and policy pronouncements that respond to ever-changing events while passing muster with the knuckle-rappers in the media. Goolsbee was an economist. It was becoming increasingly clear that the campaign also needed an economic policy broker.


The person the Obamans eventually landed for the job was arguably the best in the business, a Harvard-trained, Washington-seasoned economist named Jason Furman. Furman had played a similar role in the presidential campaigns of John Kerry and Al Gore. By 2008 he was heading the Hamilton Project, the economic research and advocacy group created by Rubin and funded by a circle of Clinton-friendly financiers. After Obama effectively clinched the nomination in late May, Furman signed on to the campaign.


The timing was fortunate. Within six weeks, it was hard not to see that there was something deeply amiss in the markets. Supposedly staid, low-risk banks were crumbling—on July 11, the savings and loan institution IndyMac became the fourth largest bank to fail in U.S. history. By late summer the rest could borrow money only on exorbitant terms. Those who’d had the misfortune of making a subprime loan or buying a subprime mortgage security, a group that included just about every major firm on Wall Street, suddenly noticed an ugly hole where they’d parked it on their balance sheet. The turmoil was illustrated in early September by the spectacle of the George W. Bush administration taking over the two mortgage-munching behemoths, Fannie Mae and Freddie Mac. But then perhaps the only thing more disconcerting than watching the theologically pro-business Bushies nationalize a shareholder-owned company was watching them not do it. Less than two weeks later, they set off a global financial panic by letting Lehman Brothers collapse. It fell to Furman to calibrate the campaign’s response to each grim turn of events.


Furman had been close to Rubin and Summers dating back to the Clinton White House, where he’d toiled as a junior economist. Before long, Obama and his senior adviser David Axelrod suggested that Furman press them into a more formal role. This in itself was hardly surprising. A presidential nominee will almost inevitably turn to party eminences in a crisis, if only to reassure an anxious public that he is receiving the wisest counsel. And those elders will almost always feel an obligation to assist him, whether or not they have a personal connection to the campaign.


The practical upshot of having Furman was more significant: Team Clinton was now in. Furman ensured that the two former Treasury secretaries would be incorporated directly into the campaign’s nerve center, rather than languish as overqualified props. Goolsbee had been consulting with Summers every few weeks; not long after Furman joined Team Obama, he and Summers began speaking almost every day. Furman’s deputy, Brian Deese, spoke with Rubin nearly as often.


The Furman connection also brought Summers and Rubin into close proximity with Obama himself, at least once the tremors in the financial system erupted. Every few days, Goolsbee and Furman would convene a conference call to discuss the latest jaw-dropping development and how the campaign might respond. Beyond Volcker, only Summers and Rubin had standing invitations to the call, and Summers soon enjoyed a kind of first-among-equals status. It was his job to frame the issue of the day for the candidate before the discussion began. More so than can be said of anyone else, the future president would see the crisis unfold through Larry Summers’s eyes.


On Wednesday, November 12, just over a week after capturing the presidency, Barack Obama sat down for a meeting in his transition headquarters in downtown Chicago. It was only the second formal discussion of how the president-elect would fill his cabinet. But, with the economy collapsing, the banks between rounds of government bailouts, and the Dow Jones down 3,000 points since the summer, Obama hoped to settle on a Treasury secretary.


Most of the advisers in the room would have been familiar to any casual observer of the recent election: David Axelrod, the president-elect’s political guru; Valerie Jarrett, his longtime friend–cum–campaign aide; Rahm Emanuel, his incoming chief of staff. Even those advisers less visible to the poll-consuming public, like his counselor and Senate aide Pete Rouse, were natural participants in a meeting of such consequence. But there was at least one person whose presence wasn’t immediately comprehensible: a slightly balding, slightly thickening man with bags under his eyes and a voice as smooth as chamomile. His name was Michael Froman.


Anyone who’d heard of Mike Froman at this early date in the career of Barack Obama was no mere political junkie but a devoted student of Obamanology. Officially, Froman (not to be confused with Jason Furman) was the transition’s personnel chief and one of twelve members of its advisory board. Unofficially, Froman was an influential liaison to Wall Street and a trusted consigliere of Obama’s. The two men had known each other since law school at Harvard.


One of the crowning achievements of Froman’s tour as Obama’s human resources director was a lengthy memo suggesting candidates for every top economic job in the future administration. The memo identified two front-runners to lead the Treasury Department: Larry Summers and Tim Geithner, a onetime Summers lieutenant then serving as president of the Federal Reserve Bank of New York. If the president-elect wasn’t satisfied with these options, Froman offered him two more: Jamie Dimon, CEO of the massive bank JP Morgan Chase; and Jon Corzine, the former U.S. senator and CEO of Goldman Sachs. The names were revealing, if hardly surprising: some parts Washington, some parts Wall Street, and, in the case of Corzine, some parts both. Which is to say, precisely who you’d expect to find on a list from Mike Froman.5


Froman had been a young aide to Rubin in the early nineties, when the former Wall Street icon served as Clinton’s top White House economic adviser. After Rubin took the helm at Treasury in 1995, Froman joined him as a deputy assistant secretary and later became his chief of staff. In retrospect, Froman had all the hallmarks of a Rubin man, that combination of pragmatism, brains, and pedigree. He was always ready with the insight you’d been groping for, the fact that had eluded you. When the Russians teetered on default in 1998, Summers, then Rubin’s deputy, asked his troops about the urtext of financial crises, Charles Kindleberger’s Manias, Panics, and Crashes. “Has anyone here actually read this book?” the deputy secretary wondered. Froman was the only one who raised his hand.


By the time Froman and Obama were reacquainted in 2004, their paths had thoroughly diverged. Froman, who’d followed Rubin again when the Treasury secretary left for Citigroup in 1999, had remade himself into a financier. Obama was chasing higher office from the purgatory of the Illinois state legislature. Still, Froman knew a good investment when he saw one. He brought his old classmate to Citigroup to introduce him to Rubin. And, once Obama arrived in Washington, Froman organized an economics tutorial for him with Rubin, Summers, and several other Clinton Treasury alumni.


By 2007, Froman had thrown himself into the cause of Obama’s presidential prospects. He canvassed the hedge fund world and vouched for the young senator across the Upper East Side. Obama, in turn, brought his former classmate into his inner circle, giving him a job with enormous influence over his future administration. In the process, Obama was making a highly consequential decision. By putting Mike Froman in charge of hiring, Obama was, in effect, choosing to staff his administration with insiders and establishmentarians.


Obama had always had a healthier respect for the establishment than the typical insurgent candidate. Early in the primaries, he’d leaned on his staff to procure white-shoe authorities on the subject matter du jour. “What he wants to know is that he’s really talking to experts in the field,” a staffer told one academic. “When you go see him, you know, make it clear that you’re an expert.”6


Unlike Bill Clinton, Obama wasn’t socially needy. He didn’t seem to care whether he had a friend in the world. But he craved intellectual affirmation. For example, he had a habit of prompting his aides to acknowledge his wisdom and foresight. “Whose idea was that?” he’d ask, when everyone knew it was the boss’s. During one staff meeting in the summer of 2008, Obama used the refrain so many times Axelrod was moved to groan, “Can you imagine four more months of this?”


To an outsider, it might have seemed suspicious that Froman had listed his two former Clinton colleagues as the leading candidates for Treasury. In fact, there was a relatively benign explanation: with Wall Street practically folding up on itself, Obama had told his transition staff he didn’t want mere market experience at the top of his economic team; he wanted public officials practiced in the art of stanching financial crises. As a practical matter, this winnowed the Treasury short list to the most inside of insiders—the handful of Clinton alumni who had defused the global financial panics of the 1990s.


Though Obama and his aides would still have to choose between Geithner and Summers, there were few policy differences between the two, and certainly no ideological rifts. In any case, Obama planned to offer both men jobs, and so the question was really who sat where. The basic path had effectively been chosen.


When Obama opened the floor to discussion at that early transition meeting on November 12, the considerations were almost entirely tactical and personal, not substantive. Emanuel and Axelrod weighed in for Summers. The former secretary was known to the markets and the public, they argued, and had been tested under the klieg lights. His presence would be reassuring from the get-go.7


John Podesta, the former Clinton chief of staff then serving as head of the transition, chimed in on Geithner’s behalf. He believed Geithner and Obama would mesh better personally. Ironically for a former Clinton hand, he also worried about a glut of officials so easily identified with the former president, lest the man from Change produce an administration full of retreads. Jarrett favored Geithner for similar reasons. She’d also received e-mails and phone calls from Obama supporters unnerved by Summers’s controversial Harvard presidency, which he’d resigned in 2006 under pressure from the faculty. Of particular concern was his suggestion, during a talk he’d given as president, that genetics might help explain the paucity of women in the top ranks of the science and engineering professions.8


Most important of all, Obama himself was unconvinced by the case for Summers. He didn’t share Jarrett’s concerns about the Harvard debacle. And there was no denying Summers’s analytical brilliance. He’d been one of the youngest ever tenured professors at Harvard and later won the John Bates Clark Medal, awarded to the most outstanding American economist under forty and often a prelude to a Nobel Prize. But Obama was skeptical in other ways. Emanuel and Axelrod seemed to think the mere act of appointing a familiar face could help defuse the economic crisis. Yet if familiar faces were what the country wanted, Obama himself wouldn’t be there. Experience mattered, but it was no substitute for poise and judgment.


Besides, he liked this Geithner fellow. The two men had first met at the W Hotel in New York toward the end of the campaign. For the better part of an hour, the politician and the technocrat had sat talking and generally becoming fans of each other. Geithner had lived in India, Africa, and Thailand as a child, and Obama in Indonesia. They spent the first fifteen minutes bonding over having grown up abroad. Geithner told the future president that living outside the United States “and looking at the impact of the United States on the world made me want to work in government,” he later recalled.9


When Obama said, “I might need to ask you to come to Washington,” Geithner’s protest seemed both genuine and perfectly calibrated to impress. “Don’t do that,” he told Obama. “I promised my family I wouldn’t move them again.” He then unfurled a list of knocks against himself—his minuscule public profile, his perceived lack of gravitas—and urged Obama to pick Summers or Rubin. With his cosmopolitan upbringing and understated style, Geithner was like a flattering reflection of Obama himself.


To break the stalemate, Obama agreed to hold a final one-on-one interview with each candidate in Chicago on Sunday, November 10. But those conditions effectively tilted the job to Geithner, who held the advantage in personal rapport. Soon after, Obama called Emanuel and informed him of his decision. Later, the president-elect called Summers and offered him the job of director of the National Economic Council (NEC), the top White House economic aide. When Summers accepted a few days later, Obamaland was giddy at assembling an economic dream team.


Only the captain of the team grasped the backlash that lay ahead. To the extent anyone knew anything about Tim Geithner in the fall of 2008, it was that he was one of three people in the room when the Bush administration saved the country’s biggest banks. The action was almost instantly unpopular, and Geithner had talked the future president through the implications during their first meeting at the W. “You will be tying yourself to a strategy I was intimately involved in,” he said. “I will not walk away from it. You need to understand the cost you take in doing that.” Obama told Geithner he understood.


Strangely, no one gave much thought to the fact that a team headed by Geithner and Summers would have a particular way of looking at the world, one that would imply a specific set of policy choices and political consequences. When one Democratic senator protested that the emerging team had been too sympathetic to Wall Street during the nineties—“cats don’t change their stripes,” the senator pleaded—Obama responded that he needed people he could count on in a crisis. Besides, he said, they had changed.10
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THE BIG IDEAS PROJECT


Every president faces a conflict between the ideas that animated his designs on the Oval Office and the unforgiving crush of circumstances that greet him once he occupies it. Bill Clinton touted middle-class investments as a candidate, only to later conclude that the deficit was the biggest threat to the U.S. economy. George W. Bush promised a humbler presence on the world stage, then shifted course once the Twin Towers fell eight months into his term.


But for Barack Obama, the conflict was perhaps more acute than most. Obama had envisioned a presidency dedicated to lasting achievements: to health care for every American; to ending global warming; to solving the “problems that George Bush made far worse, but that had festered long before George Bush ever took office,” as he liked to say on the campaign trail.1 In so doing, Obama hoped to lay the foundation for long-term prosperity. And yet the crisis he inherited was the ultimate short-term emergency: a financial collapse and an economic abyss.


The tension had actually been building throughout the campaign. Even before Lehman Brothers failed, Obama could see that voters were anxious about their houses and their jobs. But he could never entirely grasp what a president was supposed to do about it. You could try to convince them you felt their pain with a bunch of showy gestures. But if you were being honest, you had to concede how little influence a president had over the week-to-week drift of statistics, how little he could affect next month’s unemployment rate in a country of 150 million workers, or next quarter’s gross domestic product reading in a $14 trillion economy. The best you could hope for was to get the fundamentals right, to influence the “long-term” direction. To suggest anything else was just pandering.


With Memorial Day looming back in the spring, the country had gotten amped up on gas prices. Hillary Clinton promised voters she’d give them a gas-tax holiday, to put some extra change in their pockets. John McCain had recently locked up the Republican nomination and started in on the gas-tax holiday, too. But it made no sense. The economists all said it wouldn’t lower the price of gas. The money would flow right to the oil companies.


Obama told his political brass he wouldn’t support it; Clinton and McCain could flog him all they wanted. By this point, the pros knew they couldn’t budge him and so they didn’t even try. “Axe [Axelrod] was the one. He said, ‘First, you’re right. Let’s take the high road. Make an argument,’” recalled Pete Giangreco, a top Obama consultant. “The argument was: This is what Washington does. It comes up with a phony baloney way of fixing the problem.”2 In truth, it was a stunt in its own way, a stunt about not doing stunts. But the impulse was vintage Obama.


Once the financial crisis hit, the tension only grew. You could practically sense the irritation when reporters asked Obama how the crisis might change his priorities. The current problems were symptoms of a deeper rot, he’d protest, and it was the rot he intended to fix. Obama was scheduled to give a major health care speech three weeks after Lehman Brothers went down, but there was little appetite within the campaign or the media for a major push on the subject. It was Obama himself who insisted on sticking with health care rather than lunging for the topic of the moment. “Our big health care speech was the first to make the connection between these long-term problems and the economic issues,” said a campaign aide. “[That] was all him.”3 Or, as Obama put it in his speech: “[T]he question isn’t how we can afford to focus on health care, but how we can afford not to. Because in order to fix our economic crisis, and rebuild our middle class, we need to fix our health care system too.”4


The irony, of course, was that the crisis would make him president. It was the crisis that drew out the contrast between the law review president who never broke a sweat and the ex-POW with his jaw clenched so tight it would take a tire jack to pry it open. A week and a half after Lehman, McCain abruptly announced he was suspending his campaign to help save the banking system. Team Obama was holed up in Tampa preparing for a presidential debate when the team members heard the news and quickly concluded that the race might be over. Obama himself was practically beaming. The campaign had spent the last three months conspicuously hinting that the old man was erratic. Now he’d finished the job for them with a single half-baked idea. “I believe we won the election in the ten days between the collapse of Lehman and the first debate,” said one senior Obama campaign aide. “It created the sense that one guy was solid and had his feet on the ground, and the other guy was not.”5


But even after winning the presidency, Obama was loath to accept that the economy was singularly important. During a conference call with several senior aides early in the transition, Geithner remarked to his new boss that “your signature accomplishment is going to be preventing a Great Depression.” The incoming Treasury secretary was an unflappable man—this was his great virtue as a bureaucrat. Even so, Obama’s response was slightly jarring. “That’s not enough for me,” said the president-elect. It suddenly dawned on Geithner that he and his colleagues were a sideshow rather than the main attraction. A magnificently pedigreed sideshow facing a preposterous challenge, but a sideshow nonetheless. “If you don’t do that, nothing else is possible,” Geithner protested. “Yeah,” the president-elect repeated, “but that’s not enough.”


There was a strain of messianism in Barack Obama, a determination to change the course of history. And it was this determination that explained his reluctance to abandon his presidential vision. Recessions would come and go, even recessions as painful as this one. But the big achievements—like health care and climate change—were the accomplishments that posterity would recall. “I always admired the president’s courage for recognizing that fifty years from now people would remember that all Americans had health care,” Larry Summers later said in an interview. “And even if pursuing health care affected the pace of the recovery, which was unlikely in my view, people wouldn’t remember how fast the recovery from this recession was.”6 It was a formulation Obama himself was fond of. “I am absolutely certain that generations from now, we will be able to look back and tell our children that this was the moment when we began to provide care for the sick,” he said in St. Paul, Minnesota, the week he clinched the Democratic nomination. “[T]his was the moment when the rise of the oceans began to slow and our planet began to heal.”7


Perhaps the messianism was inevitable. Given the speed of his rise, it would be hard not to suspect some metaphysical intervention. In February 2004, as a candidate for the U.S. Senate from Illinois, Obama was the sort of amateur the pros rolled their eyes at: unproved and with a stench of desperation. The plan had been to husband his cash for a last-minute ad blitz in the primary. But to Obama’s mind, the only thing the plan had produced was a gap between him and the front-runners.


One week before the scheduled ad salvo and he’d had enough. Enough of the late-night calls from worried friends, enough of the media irrelevance, enough of the punishing stasis. He flagged down his manager, a weathered Kentuckian named Jim Cauley, and pressed him to get going. “Why not just $100,000?” he pleaded. You could do that, Cauley twanged. But in a market the size of Chicago, you might as well take the money and burn it.8


Obama knew Cauley was right, but what else could he do? There was a time, after he’d won his state senate seat, when he’d been a comer: thirty-five years old, the first black president of the Harvard Law Review. Now he was a forty-something nobody who’d already lost one bid for higher office and was struggling to crack double digits on his second try.


Then something funny happened. It was a day or two after the spots finally ran and he was at his local supermarket. He noticed himself being watched. Hell, he could hardly inspect a box of cereal without attracting a well-wisher. “Man, those ads really worked,” he told Cauley. The manager was pained yet again by the boss’s naïveté. Any fool can get recognized at the A&P, he thought. Let me know when we break through in Peoria.9 But it was a sign of things to come. Just as Obama was introducing himself to Illinoisans, the leading Democratic candidate was drowning in a domestic abuse scandal. Three weeks later, Obama was the nominee for U.S. Senate. He pulled down 53 percent of the vote—53 percent—in a seven-candidate field.


In the months that followed, Obama would give the keynote address at the Democratic National Convention and become an international celebrity. This gave him what one aide called a “bully pulpit” when he arrived in the Senate, and he intended to use it. Obama set up an internal think tank to cogitate on what the economy of the future should look like. To run it, he hired a policy expert named Karen Kornbluh, who’d made her name writing about families and income insecurity in an era of globalization. Kornbluh’s mandate extended to just about every epochal challenge a U.S. senator could tackle, and many they couldn’t: her first assignment was to reimagine the energy sector. Inside Obama’s Senate office, they called her shop the “big ideas project.”


Heading into the second year of his term, Obama and his staff had planned to focus on education, another one of the “structural” issues that instinctively appealed to him. Then he went home to Chicago over winter break and changed his mind. “Everyone in Illinois is talking about health care reform,” he told his staff. “But when I go to Washington, no one is talking about it.” This was a year after George W. Bush had dispatched John Kerry to win a second term. Obama found it absurd that Democrats assumed health care had died with the Kerry campaign when the country still hungered for reform.


And it wasn’t just the uninsured. Health care costs had become a drag on the economy and would eventually bankrupt the government. There was no way to keep America competitive a generation from now without taking them on, too. Health care, it turned out, could be the biggest “big idea” of all.


When Obama launched his campaign for president the following year, he thought of it as the “big ideas project” writ large. “Let us be the generation that reshapes our economy to compete in the digital age,” he said at his announcement speech. “Let’s be the generation that ends poverty in America. . .that finally tackles our health care crisis. . .that finally frees America from the tyranny of oil.”10 Several months later, he told a crowd of Iowa Democrats, “I will lead the world to combat the common threats of the 21st century: Nuclear weapons and terrorism; climate change and poverty; genocide and disease.”11


It was more than just the policies, though. The entire Obama campaign was shaded in messianic tones. Obama was selling the narrative of immaculate conception, a story about a man who’d turned up at the pinnacle of American politics without the taint of moral compromise the other candidates had spent their careers accumulating. “I’m not from central casting when it comes to presidents of the United States,” was how Axelrod summed up his candidate’s message. “I’m new, I’m relatively young. I haven’t spent my life in Washington.”12 And a good thing for the rest of us. Because if you wanted to fix the problems the system had been engineered to ignore—heck, the system had practically caused them—you needed someone the system hadn’t created. “[W]e have the chance to do more than just beat back this kind of politics in the short term,” Obama told a crowd three days before the election. “We can end it once and for all.”13


Better still, he somehow didn’t make you gag on the righteousness. Just when Obama seemed ready to proclaim himself the son of God, he could let the air out a bit, make himself mortal, even clownish. It made you momentarily wonder if it was really you and not him who’d dreamed up the messianic stuff. A few weeks before the Iowa caucuses, a reporter asked his press aide how long their interview would last. Obama flashed an impish smile and interrupted: “Your time’s already up. You just get to come in here and shake my hand.”14 The sly jokes about his alleged aura—that was vintage Obama, too.


And yet the messianism was unmistakable in the end. In fact, it was the off-the-cuff moments that made you certain of it. Any candidate might sound grandiose delivering a speech before thousands. If you really wanted to peer inside the engine, you had to sift through the unrehearsed riffs and find the unconscious tip-offs, and Obama provided them in spades.


Reporters would ask about his economic “narrative”—how would he sum up the plight of American workers? To the same question, Bill Clinton had said they were losing out to competitors in Europe and Japan, where governments invested more in their citizens. Not for Obama, this boilerplate. Instead, he’d resort to dialectical analysis: thesis, antithesis, synthesis. For almost fifty years in this country, the New Deal had reigned. Then “Ronald Reagan ushered in an era that reasserted the marketplace and freedom,” he told the New York Times. Clinton and George W. Bush were each in his own way products of the Reagan era. It would fall to the next guy—to Obama—to reassert the role of government in the marketplace, albeit chastened and leaner. To achieve the final synthesis, in other words. He said, “What we need to bring about is the end of the era of unresponsive and inefficient government and short-term thinking in government so that the government is laying the groundwork, the framework, the foundation for the market to operate effectively.”15 Clinton had answered from the perspective of the American worker. Obama walked you through the stages of history.


Reagan was a particular obsession, the sort of transformational president Obama hoped to emulate, albeit with a different ideological tilt. In mid-January 2008, at the height of his pitched battle with Hillary, Obama offhandedly told a Nevada paper that “Ronald Reagan changed the trajectory of America in a way that, you know, Richard Nixon did not, and in a way that Bill Clinton did not. He put us on a fundamentally different path.”16 The press assumed it was just another subtle dig at the Clintons, who naturally took it in that spirit.17 But it also happened to be another glimpse at the president he intended to be.


By the time of his conference call with Geithner during the transition, Obama hadn’t spent twenty-one months undergoing the inhuman endurance test of a presidential campaign just so he could clean up someone else’s mess, however urgent the task. He’d run for president “to change the trajectory of America.” He’d do what he needed to fix the economy, the country could rest assured. But he wasn’t about to junk the rest of the agenda.


The question was: how? How could you defeat terrorism, bring health care to tens of millions, stop global warming, remake the educational system, eliminate poverty, fight genocide, and end a war (another campaign promise), all while stopping an economic free fall? The answer required a certain kind of pragmatism. You’d have to settle for imperfection, take an expedient path or two, forge alliances with people you might not normally climb into bed with.


Such pragmatism wasn’t alien to Barack Obama, of course. For all the grand ambitions, he’d never been some starry-eyed dreamer. From the earliest days, he’d decided that if you were going to do big things, sometimes you had to give history or destiny or whatever it was a little shove. Alice Palmer could have told you that. She once owned a state senate seat that Obama wanted. In fact, there was a time, back in 1995, when Alice Palmer wanted him to have her seat, too. Then Palmer lost a congressional primary and decided she wanted to keep it. Damned if the Harvard man didn’t tell her to get lost. He challenged her ballot petitions in court in case she missed the point. A judge tossed out half her signatures, keeping her out of the race.


Eight years later, Obama was running for U.S. Senate, and an African-American woman named Joyce Washington joined him in the Democratic primary. Washington was coming off a strong showing for lieutenant governor, and Obama’s campaign pros worried that she’d siphon off his black supporters. They started the routine all over again: The lawyers pulled her ballot petitions and flagged the dodgy signatures. This went on for days and cost tens of thousands of dollars—no small sum back then—but it looked as if they’d be able to get Washington tossed. It was only when some genius on the campaign realized that two times is a trend so far as the press is concerned that they dropped the idea. Who wanted to be the guy who bumps black ladies off the ballot?18


Of course, rivals were one thing—lots of people could get up for kneecapping the competition. But Obama was just as unsentimental when scoping out allies. In 2003, William Daley, the brother of Chicago mayor Richard Daley, helped convince the Illinois legislature to heap a major concession on SBC, the telecom giant that employed him. Obama had stood with the reformers who cursed the Daley machine throughout his state senate days. He considered Bill Daley a fixer with a fancy title. “Ramrodding bills through because you’ve got the clout to do so—rather than because you’ve got arguments on your side—is not a good way to do the people’s business,” Obama said of Daley’s handiwork.19 But it didn’t stop him from arranging Bill Daley’s endorsement in his 2004 Senate campaign, or from endorsing Richard Daley for reelection in 2007. (He would later make Bill Daley his White House chief of staff.)


By the time he ran for president, Obama had no trouble making cold calculations. He straight-armed his longtime pastor, Jeremiah Wright, when the pastor became a liability, and reversed his long-standing support for the public campaign finance system so he could bury McCain in television ads. But the clearest examples came after the election, as he organized his administration.


There was, for one thing, Obama’s decision to make Hillary Clinton secretary of state, a strange bedfellow pick if there ever was one. The pundits assumed he was sidelining a former (and perhaps future) challenger. But it soon became clear that the calculation was brutally pragmatic in another way: Obama was picking people to whom he could delegate key swaths of his presidency, the only way to make all the ambitions add up. In Clinton, he had someone whose international celebrity nearly equaled his own, a huge plus given how little time he’d have for tending to foreign leaders, to say nothing of traveling abroad.20


Obama went on to name Tom Daschle, the former Senate majority leader, as his health care czar (Daschle would later decline the post over tax improprieties), and Carol Browner, the former head of Clinton’s Environmental Protection Agency, as his climate and energy czar, so that these two priorities had stewards of similar stature. He left Robert Gates in place as secretary of defense, and installed Geithner and Summers to run his economic team.


“One of the things that made him quite extraordinary as a manager is that he really does delegate,” said Ted Kaufman, a Joe Biden lieutenant who observed Obama at close range as a top transition official. “He finds a good person—he’s good at sizing people up—and he delegates.” Kaufman explained that Obama “believes in management by exception,” the idea that, in a company with five divisions, the CEO should focus on the one that’s underperforming, not the four that are passing muster.21


The beauty of all this delegation was that it would allow the administration to range across a breathtaking list of tasks in a way that no micromanaging president ever could. The downside was that it ceded enormous authority to subordinates. And if there did turn out to be a problem in one of Obama’s numerous divisions, the damage might be done before he could step in to correct it.
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“PEOPLE WILL THINK WE DON’T GET IT”—LARRY SUMMERS


In early December 2008, Christina Romer sat in a meeting at Obama’s transition headquarters in Washington feeling distracted and overwhelmed. This was not unusual in those days for the incoming White House economist. Ever since she’d arrived in DC the Monday after Thanksgiving to head the president’s in-house economic think tank, the Council of Economic Advisers (CEA), Romer had struggled with the grueling demands of her new life.


There was, for one thing, the relentless piling-on of meetings. Romer had come from academia, from Berkeley, where you might sit down with other faculty members twice a month or attend a weekly seminar, but other than that they left you alone to think your thoughts and teach your classes. Now she was squeezing in half a dozen meetings between the time she showed up in the morning and the time she left at night.


Just the economic principals alone—Romer, Summers, Geithner, and Peter Orszag, soon to be the president’s budget director—would array themselves around a table three times a day. Then there were all the other issues demanding their own regular gatherings. Tom Daschle convened a standing health reform meeting. Carol Browner held regular meetings on climate change. If a topic had merited so much as a paragraph on the Obama campaign Web site, chances were someone was having a meeting about it somewhere during the transition.


Romer had few illusions going into her job. She fully expected a bruising adjustment to the metabolism of Washington policy making, all the more so during a crisis. Not only had she never served in government—a fact that distinguished her from most of the president’s wonks—but she’d hardly so much as counseled a candidate for public office. After she’d first contacted the Obama campaign in early 2008, months went by before she received a response. When she finally got one, it wasn’t an invitation to weigh in on interest rates or unemployment, but a query about whether the campaign could list her as an adviser for a feature in The Economist. Thereafter, her interaction with the campaign was so minimal she nearly deleted the e-mail inviting her to interview for a White House job. She hadn’t recognized Mike Froman’s name.


Still, Romer hadn’t quite expected this. She may have never sat in a budget meeting before, but as one of the country’s premier macroeconomists, Romer assumed she knew the rudiments of government accounting. Then her colleagues started tossing out terms like “FMAP” (federal matching funds for Medicaid) and “PEP” and “Pease” (limits on tax deductions for the affluent) and she realized how much there was to learn.


The lingo may have been obscure, but at least it was concrete; you could nail it down if you had to. The protocol you could only guess at. Romer once gave the president-elect an obscure unemployment figure off the top of her head, only to watch in horror as he later repeated it, unchecked, to a roomful of reporters. (Fortunately it was correct.) There seemed to be all sorts of unwritten rules about what you said and to whom; about when your presence was essential and when it wasn’t. Romer had been killing herself to attend every climate conclave, every education powwow, every health care mind-meld on the docket. Then one day Orszag took her aside and explained that she needn’t strive for perfect attendance. The CEA chairman had the luxury of picking and choosing. How was a person supposed to know?


On this particular day, Romer found herself in a meeting about the country’s failing banks, and she was more preoccupied than usual. It wasn’t just the bleakness of the subject matter. In fact, bleak was something she already knew disconcertingly well. The CEA oversaw all the internal number crunching that went on in the White House, while the National Economic Council, which Larry Summers headed, was responsible for taking the numbers and translating them into policy.1 The first assignment Summers had given Romer when she turned up at transition headquarters was to predict the future of the recession-battered economy. “We’re really going to need a forecast,” Summers said, slouching into a chair beside her desk. “It’s something the CEA does. Why don’t you get on the phone and try to figure this out.”


So Romer spent the next few weeks sizing up the blow to the economy. Not yet having access to the most sophisticated data-sifting apparatus ever invented, that being the U.S. government, she hit up the brand names of the forecasting profession for whatever figures they could spare. She called the famed consulting firm Macro economic Advisers, and Mark Zandi, the ubiquitous econo-pundit. The Fed forked over its data, too. The numbers were similar regardless of the source: the hole was as deep as any the economy had seen in decades.


Still, the precise source of Romer’s anxiety at the early December meeting wasn’t the recession per se but the stimulus—the mix of tax cuts and government spending Obama would use to limit the economic damage. The stimulus was the single most important step the administration could take to protect jobs: it would boost GDP, and higher GDP growth meant lower unemployment. This was as close to an iron law as the economics profession had produced.


Romer’s fellow economic aides had loosely settled on a price tag of $500 billion to $600 billion for the stimulus. But when she ran a simulation to test the healing powers of a stimulus that size, unemployment soared past 8 percent, far above the roughly 5 percent economists consider healthy. Even a stimulus package of $800 billion to $900 billion barely kept unemployment from crossing the 8 percent threshold; it would take two anguished years just to drive it back below 7.2


According to a draft of an internal memo Romer prepared a few days later, you had to go all the way up to an eye-popping $1.8 trillion to fill the entire hole in the economy—the “output gap,” in economist-speak. “An ambitious goal would be to eliminate the output gap by 2011–Q1 [the first quarter of 2011], returning the economy to full employment by that date,” Romer wrote. “To achieve that magnitude of effective stimulus using a feasible combination of spending, taxes and transfers to states and localities would require a package costing about $1.8 trillion over two years.”3


If anyone had asked her directly, Romer would have said the figure of $500 billion to $600 billion fell far short. But people hadn’t asked yet, and she’d begun to despair that they ever would. On top of all the other stresses, Romer’s colleagues were all former Clinton hands, and she was aware that she didn’t quite fit into the club. In the meantime, she couldn’t stop worrying that the administration was making a historic mistake before it even took office. And so finally Romer spoke up in front of everyone around the table: Orszag, Geithner, Summers, and their top deputies. “I really think the stimulus needs to be bigger,” she said, practically blurting out the words. “I think this needs to be at least $800 billion.” She didn’t dare say what she really thought the number should be.


The responses to Romer’s plea ranged from a distinct lack of enthusiasm in Geithner’s case to displeasure in Orszag’s. From the outset, Orszag had been the member of the economic team most concerned about a large stimulus. He worried that, even though the spending was designed to be temporary, Washington would let it linger on in the federal budget for years afterward, potentially darkening the ten-year deficit picture that was his focus as budget director.


As a practical matter, Orszag also wondered what the extra infusion of cash would entail. There were limits to how much the government could spend—about $200 billion to $300 billion in a single year, he believed—since there were only so many roads, bridges, and dams that were planned and permitted and ready to be built. In fact, the transition team had mostly exhausted that list of projects already. Were Obama to try to spend more, either he’d have to push the spending further and further into the future, until after the economy had probably recovered, or he’d have to cut taxes by a breathtaking amount, which could generate political resistance among Democrats who eyed tax cuts warily. There was a third option, a large dollop of aid to struggling state governments. But the politics of this were even less favorable, since members of Congress complain constantly about bailing out spendthrift states.


Geithner’s views, on the other hand, were more complicated. Like Romer, he favored a large stimulus. But, to him, the stimulus was of secondary importance to saving the financial system. “There’s more fiscal stimulus in TARP [the bank bailout] than there is in fiscal stimulus,” Geithner would say, by which he meant that the financial rescue and not the stimulus would drive the recovery. If the banks were healthy, they would lend, and lending would help consumers spend and corporations invest. If the banks went under, credit would dry up and the economy would stall. In Geithner’s mind, the point of the stimulus wasn’t to fix the economy; the point was to prop up the economy until such time as you could revive the banks. For that matter, a stimulus wasn’t even genuine economic nourishment. It was a “sugar high,” as he would tell colleagues who later pleaded for more. It would provide a short-term boost, but the effect would soon fade.


Viewed in this light, the stimulus was important, but only up to a point. Beyond that point, spending another couple of hundred billion dollars was of limited use, since it wasn’t a solution in its own right. If you could temporarily prop up the economy with $500 billion instead of $900 billion, you might very well want to do that. The less junk food the better.


There was, however, a hitch: even if Geithner was right and the banks really were the key to the recovery, the stimulus would have an awful lot to do with what happened in the meantime—with how high unemployment rose in the next two years, and how much cash people had in their pockets to spend. In that case, the difference between $500 billion and $900 billion could be quite significant. It might be the difference between a country that was willing to give its political leaders the space they needed to work through the crisis and a country that craved nothing so much as to string them up.


Perhaps more than any other Treasury alumnus, Geithner had been shaped by the 1990s. At the start of that decade, he was a junior civil servant. By the end, he was undersecretary of the world’s most powerful financial bureaucracy. He’d received his first big promotion, to deputy assistant secretary, in March 1994, not long before Rubin arrived in the building and Mexico neared collapse. And he’d been in the room with Rubin and Summers for more or less every important conversation until the global financial fever finally broke in 1998.


In the years before and after that terrifying interregnum, Rubin and his closest aides were mostly famous for what they wanted to achieve: balanced budgets, freer markets, rising private investment. But while responding to the financial traumas that afflicted Mexico, Thailand, Indonesia, South Korea, and Russia, the Rubinites were known for a view not so much of what governments should do as of how they should do it. And that “how” could be neatly summarized with two evocative words: overwhelming force.
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