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PREFACE



This book got under way right after Hurricane Katrina, the destruction of New Orleans, and the dispersion of several hundred thousand refugees across the American South, including to my hometown of Austin, Texas. It seemed clear immediately that Katrina had been the Chernobyl of the American system. That is, beyond the natural calamity and the human tragedy, it was—like that Soviet reactor meltdown nineteen years before—a disaster that exposed and laid bare the fallacies of an entire governing creed.

But where the Soviet creed was of central planning, ours was its polar opposite, a cult of the free market. And as I charted my way through this book, I came to realize that the relationship between actual policy in the United States and the doctrines of policy is not simple. In uncanny ways, this relationship has come to resemble its counterpart in the old Soviet Union: actual policies were (and are) in no principled way governed by official doctrine. Rather, the doctrine serves as a kind of legitimating myth—something to be repeated to schoolchildren but hardly taken seriously by those on the inside.

What is the purpose of the myth? It serves here, as it did there, mainly as a device for corralling the opposition, restricting the flow of thought, shrinking the sphere of admissible debate. Just as even a lapsed believer kneels in church, respectable opposition demonstrates fealty to the system by asserting allegiance to the governing myth. This in turn limits the range of presentable ideas, conveniently setting an entire panoply of reasoned discourse beyond the pale of what can be said, at least in public, by reputable people. There is a process of internalization, of self-censorship. Once the rules and boundaries prescribed by the myth are understood, adherence becomes reflexive, and at the end of the day people come to think only what it is permitted to think. They know when they might be “going too far.”

So the first task of this book is to describe the myth, its logical structure, its popular appeal, and especially the set of rules for policy to which it leads. This task is eased by the existence of a clear historical moment when those rules were crystallized and stated most clearly. That moment occurred in 1981 with the inauguration of Ronald Reagan as President of the United States. The early Reaganites performed an important service to intellectual history by distilling their ideas into four major bodies of economic law: monetarism, supply-side economics (including tax cuts and deregulation), balanced budgets, and free trade. The first part of the book describes these more or less in turn.

A governing myth hides an underlying reality, and any attempt to govern through the myth is bound to be short-lived. So it was with Reagan. But what is the essence of that reality in the American case? If we do not actually live in a world made by Reagan, just as the Soviets did not actually live in a world made by Marx, what is the true nature of our actual existing world?

An evolutionary economist knows where to look for the answer to such a question: at institutions. In the American setting, once one starts to do that, it becomes immediately clear that the fundamental public institutions of American economic life were those created by public action in an earlier generation—by Franklin D. Roosevelt in the New Deal and World War II, by Lyndon Johnson in the Great Society, and to a degree by Richard Nixon—and that these institutions have, to a large extent, survived to the present day.

But if they have survived, obviously they have not survived undamaged. The catastrophe of Hurricane Katrina pointed to two types of damage. One was an erosion of capability, evinced in this case by the failure by the Army Corps of Engineers to maintain the levees protecting New Orleans to a standard sufficient to withstand a Category Three hurricane, which is all that Katrina actually was by the time it came ashore. This kind of erosion presupposes nothing about intent. It can and does happen simply because of resource constraints, misjudgments, accidents of politics, and history. We see this sort of erosion far and wide in American government, but repairing it is characteristically thought to be mainly a matter of dedication, competence, time, and money.

But Katrina, and especially the aftermath of the disaster, also illustrated a second and more serious sort of rot in the system. This I will call predation: the systematic abuse of public institutions for private profit or, equivalently, the systematic undermining of public protections for the benefit of private clients. The deformation of the Federal Emergency Management Agency into a dumping ground for cronies under the government of George W. Bush—“Heckuva job, Brownie”—captured the essence of this phenomenon. But so too does the practice of turning regulatory agencies over to business lobbies, the privatization of national security and the attempted privatization of Social Security, the design of initiatives in Medicare to benefit drug companies, and trade agreements to benefit corporate agriculture at the expense of subsistence farmers in the Third World. In each case, what we see is not, in fact, a principled conservative’s drive to minimize the state. It is a predator’s drive to divert public resources to clients and friends. This seemed to me to have become the reality underlying the myth, and the second part of the book is devoted to sketching it out.

Finally, in a book like this, there always comes the question of what should be done. I chose to restrict myself to three very basic ideas. Having spent much of my career as a policy adviser, admittedly often to quixotic contenders for high public office, I could have written much more in this part. But I chose these three ideas in part because they struck me as being the most despised, the most dangerous, the hardest to get across, and therefore the most important of all the essential points that might be offered here.

The three ideas are, for all that, quite simple.

First, because markets cannot and do not think ahead, the United States needs a capacity to plan. To build such a capacity, we must, first of all, overcome our taboo against planning. Planning is inherently imperfect, but in the absence of planning, disaster is certain.

Second, the setting of wages and the control of the distribution of pay and incomes is a social, and not a market, decision. It is not the case that technology dictates what people are worth and should be paid. Rather, society decides what the distribution of pay should be, and technology adjusts to that configuration. Standards—for pay but also for product and occupational safety and for the environment—are a device whereby society fashions technology to its needs. And more egalitarian standards—those that lead to a more just society—also promote the most rapid and effective forms of technological change, so that there is no trade-off, in a properly designed economic policy, between efficiency and fairness.

Third, at this juncture in history, the United States needs to come to grips with its position in the global economy and prepare for the day when the unlimited privilege of issuing never-to-be-paid chits to the rest of the world may come to an end. We should not hasten that day; in fact, if possible, we should delay it. We should take reasonable steps to try to keep the current system intact. But given the rot in the system, we should also be prepared for a crisis that could come up very fast. The fate of the country, and indeed the security and prosperity of the entire world, could depend on whether we are able to deal with such a crisis once it starts.

This is a short book, lightly referenced, written for a general audience and not especially for a scholarly one. I have by no means attempted to cover every argument or document every point, and I have deliberately steered clear of numerical data and algebraic equations. Readers who have followed my work will recognize this as a departure from my usual methods; some may be disappointed. A price of accessibility is that the evidence behind some of the strongest factual claims made here cannot be laid out in full; I rely on the reader’s trust that while errors are certainly possible, claims are stated in good faith, based on what I believe to be true. For my part, I found the task of writing in plain English and without the habitual load of notes, charts, and tables extremely difficult. It certainly forced me to try to clarify my thought, and I hope that I have, to some degree, succeeded at that.

Austin, Texas

November 25, 2007








PART ONE

Another God That Failed










CHAPTER ONE

Whatever Happened to the Conservatives?




Does anyone else recall the days when to be an economic conservative in the United States meant something? As a young liberal on the congressional staff a long time ago, I remember them in vivid frustration. The 1970s saw the rise of two distinct conservative movements, the supply-siders and the monetarists: radical tax cutters and deregulators on one side, apostles of strict control over the money stock on the other. Their rise culminated in the Reagan revolution of 1980, which brought them both into high office. This was personal: the conservative alliance devalued my Keynesian education, obstructed my career, and deprived me and my few comrades on Capitol Hill of purchase on the levers of power. It was difficult politically. As executive director of the Joint Economic Committee in 1981, I organized a largely futile frontline resistance. But intellectually it was even worse. However much one disagreed with them, these were people who believed. They were idealists. They had the force of conviction. Worse still, they were setting the agenda. And there was the thought: Suppose they were right?

The Reaganites offered up a famous combination of policies that had grown largely from seeds planted in the academy during the long years of liberal rule. The central element was reduction of taxes on wealth, intended to unlock the productive powers of capital, spurring saving and investment. Tight money was intended to end inflation quickly, brutally if necessary. And with this came a wide-ranging assault on government, regulation, and unions, whose purpose was to let market forces—and private capitalists—rule.

Except among the immediate victims, the great conservative ideas for a time had wide appeal. Some of it was scientific. For each problem, they offered a solution. Each solution was rooted in the attractive vision of free individual economic choice, coordinated only by the marketplace and the gentle persuasions of price. The solutions had scholarly credentials; they were rooted in the economics my generation had imbibed in graduate school. For that reason, President Reagan was able to draw on some of the most prominent economists in the country, not all of them ideologues by any means. Murray Weidenbaum and Martin Feldstein were his first chairs of the Council of Economic Advisers, and even young tyros Lawrence Summers and Paul Krugman, who each came in for a year under Feldstein, would serve in his administration. Nobody of remotely comparable talent would work under George W. Bush.

In addition to intellectual legitimacy, the popularity of the conservative viewpoint in those days had an emotional, even a romantic, aspect. The conservatives promised prosperity without the trouble of planning for it, achieved through a simple three-step program: cut taxes, end inflation, and free the market. At a deeper level, they promised an end to a kind of politics that many in elite circles—frankly in both major parties—had come to loathe: the politics of compromise, redistribution, and catering to the needs and demands of minorities and the poor. America in 1980 had compassion fatigue. The conservative agenda promised, perhaps more than anything else, to make compassion redundant. In addition, it was audacious, radical, flashy—a program with sex appeal. Suddenly it was the conservatives who were the brave and brash bad boys of American culture, while liberals like myself had become the country’s killjoys, young fogies hopelessly in the grip of old ideas.

What is left of all this, twenty-five years on? Essentially nothing. The election of November 7, 2006, swept conservative Republicans from their majorities in both houses of Congress and signaled a new skepticism about entrusting government to those who profess to despise it. Plainly the public no longer believes what conservative leaders say about free markets. The death of Milton Friedman ten days later symbolized the era’s end. Yet as the Wall Street Journal’s own Friedman obituary conceded, policymakers had long previously discarded the practical substance of his ideas.* Central banks do not attempt to control the money supply. Regulation has been reinstated in finance, and the facts of climate change make a new era of environmental interventions inevitable, sooner or later. Meanwhile, the world has given up waiting for tax cuts to unleash the hidden creativity of the business class.

The issue today is not whether the great conservative ideas once had appeal or a foundation in reputable theory. The issue is whether they have a future. And on that point, there is general agreement today, largely shared even by those who still believe passionately in the conservative cause. The fact is that the Reagan era panoply of ideas has been abandoned as the intellectual basis of a political program. There are almost no monetarists left in power. There are no convinced supply-siders (though the catechism is still occasionally recited). There are no public intellectual leaders in any campaign for “free markets” and against regulation. “Free trade” has been reduced to a label, pasted over trade agreements that are anything but “free.” The economic conservative still reigns supreme in the academy and on the talk shows, but in the public realm, he is today practically null and void. He does not exist. And if he were to resurface today in the policy world, offering up the self-confident doctrines of 1980, he would be taken seriously by no one.

Today, in the great policy house of the conservatives, there are only lobbyists and the politicians who do their bidding. There are slogans and sloganeers. There are cronies and careerists. There are occasional fix-it men who are called in when major disasters have to be repaired. There are people who predict disaster, quite routinely, in order to justify the destruction of Social Security and other popular programs, for the transparent purpose of turning them over to friends on Wall Street. Mercifully few believe them, though that does not end the danger, for they represent forces whose power does not rest on persuasion. There are university economists who can be tapped, as ever, for high public office, but they plainly lack convictions. Once in office, they come and go, doing nothing to advance the conservative case. In public view, the conservative house stood for a long time, a mansion visible from all parts of the landscape. But inside, the place was decrepit; its intellectual foundation had collapsed. A few true believers continued to live there, but it was not any great surprise, even to them, when it fell down.

What are the Reagan conservatives doing today? Milton Friedman himself, the father of monetarism, in 2003 repudiated his own old policy doctrine: “The use of quantity of money as a target has not been a success…. I’m not sure I would as of today push it as hard as I once did,” he told the Financial Times.* In the face of the complete collapse of the evidence on which they had based their case linking money growth to price change, the other monetarists have mostly dropped the topic or passed on. Practically everyone today agrees: the Federal Reserve sets the short-term interest rate, and it is interest rates, not the money stock, that drive the economy. Indeed, the Federal Reserve recently quietly ceased to publish certain monetary statistics in which the academic world had lost interest (and no one else ever had any).

Jude Wanniski, the original supply-sider, died at age sixty-nine in late 2005. He never stopped being a supply-sider and, I think, a true believer. But from 2001 onward, he devoted himself to opposing, eloquently, the neoconservative wars; he and I became friends and even coauthored an article on one occasion. It was joint antimonetarist advice—from the “first supply-sider” and the “last Keynesian”—to the Federal Reserve against raising interest rates. George Gilder, who scourged the poor and celebrated wealth in the early 1980s, went on to become a guru of the technology revolution in the 1990s; when the tech boom collapsed, so did the market for his stock-picking skills. Paul Craig Roberts, assistant secretary of the treasury for economic policy in the Reagan administration, later author of The Supply-Side Revolution and a columnist for Business Week, has become a vehement voice against the Iraq war, the building threat of a war with Iran, and the assault on civil liberties that is part of the “global war on terror.” Bruce Bartlett, once an avid young supply-sider and author of Reaganomics, remains an old-fashioned advocate of the most forlorn cause in modern history: small government. In 2005 he published a book entitled Impostor: How George W. Bush Bankrupted America and Betrayed the Reagan Revolution.

Perhaps the greatest conservative true believer was the Old Objectivist himself, Alan Greenspan, for eighteen years chairman of the board of governors of the Federal Reserve System. Though never a monetarist, Greenspan assiduously favored tax cuts, spending cuts, and deregulation. In office he always deferred to the avatars of free markets, refusing to use his judgment or his soapbox or his regulatory power against speculative bubbles in technology and housing. His philosophy on these matters was that markets are like that and the job of government is to clean up the mess after the crash. Yet in his monumental recent confessions, The Age of Turbulence, Greenspan delivered his verdict on the Republicans of 2006: “They traded principle for power and ended up with neither. They deserved to lose.”*

It is fashionable today to dismiss the Reagan conservatives, including those I have mentioned, as swindlers, the mere tools of the monied interests who backed them. This is the approach taken, for instance, by New Republic senior editor Jonathan Chait in his new book, The Big Con, while Paul Krugman in his new book, Conscience of a Liberal, tends to treat them as either swindlers or fools. I have no objection to the political economy of those books; money does talk. But I do not think the verdict is entirely fair. The fact that money hires ideas is not necessarily a decisive argument against the ideas; it does not make the ideas illegitimate on their face. Nor is it correct to argue that the monetarists, the supply-siders, and the deregulators were fringe-end elements in academic circles. To the contrary, Milton Friedman’s followers entirely dominated discussions of monetary policy for a generation. Flat-taxers like Robert Hall and Alvin Rabushka were ensconced in top departments and think tanks; supply-sider Robert Mundell won the economists’ version of the Nobel Prize. The fact is, Reagan’s radicals had a deep academic bench, including a fair number who did not think his policies went nearly far enough. The disillusionment today of the remaining Reagan policy veterans with the Bush regime goes deeper than the fact that they are not on the payroll. It has to do, rather, with the collapse of their ideas as governing doctrine. Meanwhile, they are now shunned by the theorists in the academy, who would rather not leave fingerprints on the wreckage. But they rightly remember the day when the big professors were happy to be their friends.

There is a reason, in short, that principled conservatives find themselves in the political wilderness once again: they belong there. They are noble savages and the wilderness is their native element. They do not belong in government because, as a practical matter, they have little to contribute to it; they are guilty of taking the myths they helped to create too seriously, and to sophisticated people, that makes them look a bit foolish. They are against deficits, government spending, and the expansion of publicly financed health care coverage. Fine. What do they propose to do about them? They favor income tax cuts, and cuts in tax rates on all forms of wealth, but do they still argue, as a good conservative needs to believe, that such cuts would be self-financing, that savings, investment, and work effort will bloom? Of course they don’t, because the experiment was tried, and it failed. They still favor free markets in broad principle, but do they speak in detail of the fate of the airlines, the national forests, the coal miners, and the savings and loan industry under deregulation? No. We find that for the most part, these are topics that the latter-day divines of the free-market-in-principle would very much prefer to avoid.

Looking forward, one may ask how economic conservatives address our current problems. Do they have an alternative to our oil addiction, to imperial commitment, to global warming? No. Did they have a program of recovery for the city of New Orleans? No. Is there a realistic conservative plan for health care? No. There is merely opposition to everyone else’s ideas. Is there a realistic conservative approach to immigration? Not really. Part of the conservative movement favors a brutal and impossible wall, and part of it favors a return to indentured servitude in the form of a guest worker program. Have the conservatives come to grips with the changing global economy, notably the wave of economic crises since 1980 and the rise of the one large country to stay away from the globalized financial system, namely, China? Do they have a vision for the future of the world monetary system should something happen to confidence in the dollar? No. The terms of the policy dialogue have changed, but the terms of reference of the great conservative economic worldview have not.

It is therefore no surprise that George W. Bush failed to make principled use of principled conservatives, thereby earning their embittered rejection. The reality is that no government, no matter how far to the right in political terms, could make any serious use of them. The experience of the past quarter-century and the evolution of practical understanding about economic policy since the Reagan years simply makes it impossible to take the conservative worldview seriously as a constellation of ideas to be applied to policy. And therefore it is fair to say that there will never again be any U.S. government for which a truly principled conservative might work. In the final analysis, Bush is remarkable merely for his lack of interest in hiring committed intellectuals to shill for his policies, and therefore for his willingness to court rejection by the principled conservative crowd. He ran an unapologetic government of businessmen and lobbyists, governing largely without academic cover.

Moreover, not only have the conservatives been cast from power, they have also ceased to evolve. Is there any such thing as a modern conservative economic policy idea? Not only are there no Reaganite intellectuals in Bush’s government, the flow of new suggestions from the academic citadels into the policy arena has stopped. To find the main work of today’s leading academic conservatives requires reaching back thirty years. All of the ideas that define conservative economic thought in America (and in the rest of the world) were well known a generation ago. They were all tested, in the United States, the United Kingdom, and around the rest of the world, in the cauldron of the 1980s. And they were nearly all abandoned by policymakers long ago—by the end of the 1980s at the latest in the United States, by the early 1990s in Britain, and by the end of the 1990s in most of the rest of the world. Those that were enacted, like charter schools, are in the evaluation phase, and the record is not especially good. Those that remain on the agenda (or are likely to come again), like the privatization of Social Security, have no new justification. The arguments cooked up for that cause are at least twenty years old. Academic economics today is divided largely between a body of pragmatic work that is no longer very conservative (but, rather, apolitical) and a body of conservative doctrine that lacks any connection to the policy world.

These abandonments were not incidental defections, without which we would still live in the world of Reagan and Thatcher. They were experiments that failed. They were lessons learned, often the hard way. They were strategic retreats, sometimes under heavy fire. The reality is that the disciplined application of conservative principles to economic policy leads to disaster. This is particularly true of policies intended to manage or transform the economy as a whole.

Everywhere and always, monetarism leads to financial crisis. Supply-side tax cuts have no detectable effect on work effort, or savings, or investment. Financial deregulation, from the savings and loan debacle to the subprime mortgage fiasco, leads to criminal misdirection of the firm. Cuts in government spending are neither necessary nor sufficient for productivity gain. These are facts now well absorbed by practical policymakers, around whom the vestiges of past conservative verities hang in tatters. Only the dedicated academic economist can pretend to be unaware of them, and the conservative creed economics survives at all not because of a renewable wellspring of success stories, but only because it retains a powerful grip on the academy itself, on the ideas that scholars reproduce for the closed circle of their own journals. That grip will be difficult to dislodge because academics do not face elections. But it is no longer a very important fact for the policy world.

A similar fate has befallen the made-for-export version of the conservative creed, the so-called Washington Consensus of international development strategies, a set of universal precepts of sound money, balanced budgets, deregulation, privatization, and free trade. These too rose in the wake of the Reagan revolution and its international counterpart, the debt crisis of the Third World. They were forced on Latin America, East Europe, Africa, and parts of Asia on the promise that the “magic of the marketplace” would generate growth and prosperity in the wake of failed policies of protectionism, subsidies, and ineffective support for industrial development. It turned out that economic success in the Third World since 1980 has been in negative relation to the consensus. Those that adhered most closely to the Washington Consensus, like Argentina, suffered crisis and collapse, while those that followed their own paths, notably China, prospered. As this became clear, rebellion against the Washington Consensus has spread across Latin America, Africa, and much of Asia, where today the model is universally repudiated in principle and increasingly evaded in practice. In Argentina, once a poster child of neoliberal conformism, economic recovery followed the repudiation of debts both philosophical and financial. In despised places like Venezuela and Russia, high energy prices have fostered financial and philosophical independence, and the International Monetary Fund (IMF) is today in most of the world a spent force, with no remaining programs in Latin America at all, revenues insufficient to cover its spending, and large layoffs in the works. Even managing director Dominique Strauss-Kahn has admitted that the organization is “a factory to produce paper.”

These are the facts. But even though as facts they are widely recognized and acted on in practice, our political discourse has its own rituals and does not yet admit them. Indeed, few politicians in either party have yet publicly divorced themselves from the Reagan revolution, in particular from the idea of the free market. Politicians notoriously say what is convenient and act along different lines entirely, causing problems for those who try to write about their views in a careful and serious way. But perhaps on no other issue is this tendency more pronounced than in matters relating to the markets—a word one apparently cannot use in public in the United States without bending a knee and making the sign of the cross.

And here the political world is divided into two groups. There are those who praise the free market because to do so gives cover to themselves and their friends in raiding the public trough. These people call themselves “conservatives,” and one of the truly galling things for real conservatives is that they have both usurped the label and spoiled the reputation of the real thing. And there are those who praise the “free market” simply because they fear that, otherwise, they will be exposed as heretics, accused of being socialists, perhaps even driven from public life. This is the case of many liberals. Reflexive invocations of the power of markets, the “magic” of markets, and the virtues of a “free enterprise system” therefore remain staples of political speech on both sides of the political aisle. However, they have been emptied of practical content, and the speakers know it.

Yet this is not another book about the insincerity of the group of conservative impostors in power; that case has been sufficiently made, and I have already delivered my own views on George Bush, Dick Cheney, and Alan Greenspan in another book.* This book is mainly about the rise and fall of authentically conservative ideas, about the inadequacy of their central metaphor, the free market. My purpose is not to denigrate those who took up the conservative cause a generation ago; many have become my friends and I respect them. My plan here is to take the conservative project seriously, on the premise that it was offered in good faith. The principled conservatives were, in my view, naive; I obviously believe they were wrong, and they have been abandoned by history, but none of this proves that they were dishonest. And if some really were cranks and charlatans, they had plenty of company among the most respectable and prestigious academic economists in the land.

My aim, in this exercise, is to try to free up the liberal mind. For while the right wing in power has abandoned the deeper philosophical foundations of its cause, liberals remain largely mesmerized by those foundations. Outside the area of trade policy, where an enduring populism reflexively opposes “free trade” agreements, liberals have largely accepted the basic conservative principles: monetary control, balanced budgets, regulation only where it can be shown that “markets fail.” And until they break the spell, they will not be able to think or talk about the world in terms that relate effectively to its actual condition. Nor will they be able to advance a policy program that might actually work. And since liberals may well, at some point in the near future, seize the keys to the realm, what they think and (more important) how they think has come to matter, once again, as it has not really mattered for nearly half a century.

To take an example, Senator Hillary Rodham Clinton has, in the past, shown an admirable willingness to criticize the “free market.” According to the radically conservative journal Human Events, in 1996 she said on C-Span that “the unfettered free market has been the most radically destructive force in American life in the last generation.”* Yet in 2007 her presidential campaign program on the economy promises to “reward savings” and “balance the federal budget”—classic conservative themes. She calls for measures to “make health care affordable,” which implies that she believes health care should still be bought and sold on the market. While calling for stronger protections for the middle class, she is careful to declare her faith: “Now, there is no greater force for economic growth than free markets, but markets work best with rules that promote our values, protect our workers and give all people a chance to succeed.”†

Senator Clinton is, many believe, a liberal. And as an example of the type, she is typical. Liberals continue to behave as though they face a philosophically coherent adversary and as though the politics of the day require formulating a program that responds to that adversary. In their economic policy efforts, many liberals thus engage in a dialogue with themselves, starting from doctrines, such as monetarism or balanced budgets, that have practically no ongoing defenders outside of the pure theorists hidden away in academic life. This leads to a paralysis of thought and action and to programs doomed to futility and failure from the beginning.

Partly in consequence of their enthrallment with the frame created for them by the conservative worldview, the Left has been doing too little thinking of its own. Liberals have yet to develop a coherent post-Reagan theory of the world, let alone a policy program informed by the political revelations, world policy changes, and scientific realities emerging from the Age of Bush. For the most part, they do not analyze, and do not engage with, the actual program of the right wing in power today. It is emblematic of this that the leading Democratic idea of the 2008 campaign has been health care coverage, an idea that has been a lead item on the progressive agenda since 1948—sixty years!—and that Democrats take today as essentially unchanged since the defeat of President Bill Clinton’s health care plan in 1993. It is not to minimize the importance of universal health insurance to say that the preeminence of the issue in national policy dialogue reflects the stasis of the liberal mind much more than it reflects a considered strategy to counter the powerful forces that have lately shaped our age.

In consequence, new economic issues emerging under the influence of pressing events are dangerously underexamined. These issues include war, climate change, energy supply, corruption and fraud including election fraud, the collapse of public governing capacity, the perilous position of the international dollar, and the position of immigrants in American society. These issues form the crux of the future of economic policy, and against them the achievement of universal health insurance seems relatively straightforward. But none of these issues is getting more than passing development as yet from those to whom liberals look for ideas.

The Iraq war has, in particular, driven home to everyone involved the bankruptcy not merely of the Bush administration’s management but of the larger strategy of global military dominance built up in the Reagan era and still run largely by the personnel of that time. The military officers know this. But where is the liberal political voice who has dared speak of it in public?* Hurricane Katrina stripped away the illusion that the federal government retains the capacity to move quickly to serve the needs of ordinary citizens in time of crisis and peril. Katrina illustrates exactly what to expect in the event of further natural disaster or cataclysmic attack. But where, again, is the liberal political organization that places this issue at the center of a program? Nor have we yet come to grips with the growing crisis in housing and housing finance: a crisis that as I finish this book is generating foreclosure notices every month nearly equal to the numbers displaced by Katrina. As for international finance, an esoteric and complex issue to most people except when they travel to Europe and experience the precipitous decline of the dollar at first hand, the liberal response is to leave all this in the hands of friendly bankers, a gift to the leaders of Wall Street whose expertise is supposedly keen, and who are happy to act as the mediums of market discipline, delivering the message that nothing much can be done. There is no way effectively to address any of these issues within the straitjacket dictated by the “magic of markets.”

It remains for us to step outside this deadly framework, first to examine the tenets of the old conservative worldview one by one, and then to develop an alternative within which the problems we actually face can be addressed as we go forward.








CHAPTER TWO

The Freedom to Shop




To explain the appeal of conservative economics to the wealthy is no great challenge. These ideas have always enjoyed a firm foundation of support among the rich who want low taxes, among business leaders desiring minimal public oversight (and risk that they might be sent to jail), and among bankers who generally prefer high interest rates on their loans, if not their deposits. Indeed the confluence and harmony among these constituencies and their allies in academic life is so great that lines of causation are sometimes suspected, by the deeply cynical, to run from the money to the ideas and not the other way around.

But what about the appeal to everyone else? How did the Reagan revolution become, even briefly, almost a mass movement? How did the material interests of the very rich come to seem to be appealing to so many who were not, and who knew—or should have known—that under the conditions being created, they would never themselves become rich?* Reagan was in fact never quite as popular as the media incessantly argued at the time, but in no sense did he represent a pure plutocracy; his movement and even his economic policies did indeed have the makings of a mass base. It was (and always is) the purpose of an ideology—of a set of ideas—to reach out beyond those who were buying and those who were bought, to convince a much larger group with no direct financial stake in policy outcomes. For this purpose, the conservative movement had a secret weapon, and that was the link between markets and “freedom.” This they called the concept of “economic freedom.”

What is “economic freedom”? One might think that such a concept would refer to freedom from the compulsions of economic life: from the necessity of working in order to eat, for example, or the choice between paying for medicine and paying the rent. But this is not the case. Nor is economic freedom akin in any way to what we normally consider to be political freedom: it is not closely related to the freedoms of speech, the press, or assembly—freedoms related to the right to participate in political life and to influence public policy. It does not consist, for instance, of meeting basic needs so that cultural and political expression can thrive. The great proponents of economic freedom are not Deweyan democrats; they are not interested in promoting mass participation in political decision making.

Indeed, the conservative concept of economic freedom actually stands opposed to any measures that commit the state to raising the standard of living of the broad population. It opposes such ideas as universal health care, free public education, and public subsidies to the arts, and it particularly opposes these measures if they are to be financed by redistributive and progressive taxation. Social welfare implemented by democratic decision, as in Roosevelt’s New Deal, Lyndon Johnson’s Great Society, let alone the Chile of Salvador Allende or the Venezuela of Hugo Chavez, is to this way of thinking intrinsically unfree.* Meanwhile, the “free market” regime of Augusto Pinochet, in this conception, brought “economic freedom” to Chile. People can be free economically without having any voice in politics at all, indeed while living (or, for that matter, dying) under the jackboots of a military junta.

Economic freedom thus consists in the ability to live one’s economic life—and that alone—in a sphere separated from state control and therefore reserved to the interaction of private forces. As Milton Friedman would define it in the title of his 1980 best seller,† economic freedom to conservatives means being free to choose. It is a freedom to spend. To put this idea into perspective, we should call it what it is: the freedom to shop.

One tends to look past this idea on the grounds that it is palpably absurd, a perversion of language, to treat shopping as freedom. Is China therefore a free country simply because it has great shopping? Was the problem with the Soviet Union that it did not? Is the freedom to seek a wide variety of goods and services at wildly varying prices, from the upscale boutique to the mall to the factory outlet, really on a par with any other meaning of freedom? It is easy to scoff at the very idea, so remote from our liberal conception of freedom as bearing the lofty realms of political and social decision taking. But to scoff is a mistake. What’s surprising is how many people think so, how instinctively correct the conservative notion of economic freedom seems, and how deeply this concept has penetrated modern life. A great many Americans actually do define themselves by the kind of shopping they do, as they fill their homes with the shopping that they have done. Similarly a great many people loathed the Soviet Union and the countries of Eastern Europe not because they were repressive but because they were drab. A great many Westerners saw a yearning for “freedom” in what was, for many, not much more than the wish for a better diet and stylish clothing.

In consequence, the freedom to shop has become, after a fashion, a political right. Wal-Mart’s access to cheap goods from China depends on the availability of those goods but also on the U.S. government’s willingness to let them in. Correspondingly, efforts to reverse the globalization of world trade, should they lead to rising prices and a reduced diversity of consumer goods, will threaten a way of life. They will be seen by much of the population as a fundamental attack on established freedom. And the populists who would protect jobs by restricting imports will come to be seen by many as the enemies of “freedom.” Similarly, no one has written a right to cheap motor fuel into the Constitution. Nevertheless, as Jimmy Carter discovered in 1979 and as no American President has since forgotten, woe betide the government that lets the tanks go dry. The same has surely also become true of many items in the cornucopia of the American shopping mall; it is interesting to reflect on how the American people would react to a shortage economy, should they ever have to live in one. From a political standpoint, it seems that freedom became not what the Constitution or the laws protect, but simply what people think it is at any given time.

The concept of a freedom to shop has been extended, insidiously, from its origins in the realm of goods. It has reached, for instance, the realm of careers, where it plays even greater havoc with the normal use of words. In a “free” capitalist society, with private schools and universities able to admit whom they please and charge what the market will bear, the freedom to choose one’s profession becomes in part the freedom to become what one can afford to become. It is not the calling that does the choosing, in other words, but the person who chooses the calling he or she can pay for. The choice is “free”—because it’s mainly a matter of money. It depends only partly on talent, training, discipline, or accomplishment of any kind; it does not depend on membership in any cultural elite. Money is, in this respect and from this perspective, a leveler—not a source of class distinctions but a way of breaking them down. The college dropout can become the country’s richest person, and any charlatan a banker, business leader, or President of the United States. These are therefore the democratic professions, while those like mathematics or physical science that continue to govern themselves, to impose reasonably strict professional standards, are elitist. Money cannot buy an appointment in a physics department, and for this reason, physicists constitute a group whose public values are not entirely to be trusted.

By a logic of this kind—the triumph of the sensibility of the late George Wallace, but now so prevalent in our politics that we barely take note of it—Milton Friedman and Ronald Reagan, and later even George W. Bush, could present themselves as the democratic and even egalitarian, “regular guy” forces in the American society of their day. They did this through an inversion of perception that economic progressives and political liberals never got, but that resonated powerfully with at least part of the American public.

And then, even stranger, we have extended the concept of a freedom to shop from the markets for goods and labor to the market for capital itself. Thus, market freedom comes to include the freedom to buy and sell the livelihoods of other people. This is what makes the capital market—Wall Street—the ultimate judge in America of whether companies live or die, by whom they are run, and in what strategic direction they evolve. In this philosophy, government has no role except to protect investors from fraud. The strategic direction of the country plays no role, as that would be “industrial policy.” Labor, consumers, and the environmentalists have no legitimate voice at all, but that of Goldman, Sachs or Kohlberg Kravis Roberts and Co. is not to be questioned. Freedom rules when money talks, and no one has the will or the wherewithal to talk back.

A great many people, not merely the rich, accept these ideas: a freedom to shop, a freedom to buy the career that you want, the freedom to merge and to acquire. They do so in part because it completely liberates them from any standard other than wealth and also from the political process. In this world, any policy that reorganizes or constrains the allocation of money beyond the minimum policing required to keep markets honest is in essence and by definition an assault on freedom. Even elections are not “free,” unless those who have money are free to buy them. In our legal doctrines, written into the Constitution by latter-day zealots, the right of a big company to drown out public speech is itself “freedom of speech.” Bush put it very simply in the 2000 campaign: the point of tax cuts was to return to people money that was already theirs.

Presiding over the choices one is free to make, mediating between the chooser and the chosen in the world of buy and sell, is a vaporous but omnipresent institution: the market. The market is the necessary counterpart to economic freedom; it is the broker, the means of detached and dispassionate interaction between parties with opposed interests. The market ensures that one person’s freedom interferes with no other. Buyers want a low price; sellers want a high price. The market works out the price that exactly balances these desires, a price that is fair because it is the market price.

But this raises the question: What exactly is a market? What does it do? How does it work? The “market” in modern usage is not some physical location. It is no longer a place on the village square, a flea market, a supermarket, or a Wal-Mart. It is not a place to which one can go. It is not a person, a judge before whom one can appear, a jury before whom one must argue. Unlike the government, or a business enterprise, or a court, the market has no specific legal or procedural properties. Is it really an institution at all? Or is it something else, something more general? What, in other words, is the social and political function of this word?

When you come down to it, the word market is a negation. It is a word to be applied to the context of any transaction so long as that transaction is not directly dictated by the state. The word has no content of its own because it is defined simply, and for reasons of politics, by what it is not. The market is the nonstate, and thus it can do everything the state can do but with none of the procedures or rules or limitations. It is a cosmic and ethereal space, a disembodied decision maker—a Maxwell’s Demon—that, somehow and without effort, balances and reflects the preferences of everyone participating in economic decisions.* It is a magic dance hall where Supply meets Demand, flirts and courts; a magic bedroom where the fraternal twins Quantity and Price are conceived. It can be these things precisely because it is nothing at all.

Because the word lacks any observable, regular, consistent meaning, marvelous powers can be assigned. The market establishes Value. It resolves conflict. It ensures Efficiency in the assignment of each factor of production to its most Valued use, and of each consumable good or service to the customer who wants it most, provided, always, he or she can pay. From each according to Supply, to each according to Demand. The market is thus truly a type of God, “wiser and more powerful than the largest computer,” its enthusiasts say—somehow resolving the inchoate mass of differing individual preferences into a common best outcome. Markets achieve effortlessly exactly what governments fail to achieve by directed effort. No fuss, no muss, no budget, no time wasted in discussions, no voting, and no appeal. No wonder that conservatives and all who fall under their spell prefer markets to governments.

Of course, economics would not exist at all if the economist did not make some effort to study the organization of markets—their conduct, structure, and performance. And this study leads to doubts and questions. To achieve everything of which they are supposed to be capable under ideal conditions, markets must “work.” And if they do not? If monopoly, oligopoly, duopoly, monopsony, asymmetric information, or externalities or the fundamental irrationalities of the behavior of real people stand in the way? These problems fill economics textbooks and journals, and academic economists have been preoccupied with them for decades. For this reason many academic economists are not in fact the enthusiasts of leaving everything to markets that their public image supposes them to be. But such issues have to be minimized in political discussions because they open the door to intervention. For the purposes of conservative economics in the policy realm, an imperfect market is as impermissible as a tolerable government, for once one admits imperfections, something has to be called to rescue, and, alas, only government is available for that purpose. And at that point, “freedom” is sunk. A market process that is directed or controlled by government is, by definition, no longer a market process at all.

Thus, the profession of an immutable and pristine faith in markets is the hallmark of conservative idealism. The market is the guarantor of freedom, while the state is its nemesis: markets good, government bad. And this perspective is more than just the position held by a handful of zealots. The achievement of the conservative economics, as we have already seen, has been to make it the ticket of entry into reputable political discussion, a rite of passage for anyone who wants to be taken seriously on the public stage.

Those who do not wish trouble swallow the liturgy whole. Thus the 2008 Republican presidential candidate Mitt Romney described himself: “Romney believes a strong economy depends on free people and free markets. He supports low tax rates, minimal government regulation, free trade, and policies that encourage savings and investment.”*

Can anyone in modern American politics actually oppose the market? Of course not. Can anyone deny its relevance, or even its existence? To do so would be political suicide—precisely like denying the existence of God, and for the same reasons. Though there are many private doubters, the private doubts are edited out of the public sphere. In politics the atheist makes a show of going to church. Can one seriously claim that government—a tangible decision-making process that actually exists—does a better job than the market, a hypothetical entity that for many practical purposes and problems does not exist at all? No. You cannot do that; it would be unthinkable. To profess skepticism or disbelief is to disqualify oneself on the face of it. Thus, we see the grip of “free-market economics” on the public stage: to be taken seriously, one must be able to profess a belief in magic with a straight face.

What, then, is a reality-based person to do? Many people appear to believe that the best they can do under the circumstances is to hedge and qualify, at the margins. That is, they can aver that the market may be imperfect, that under certain conditions it may fail, that it might function better given the aid of fuller information or certain constraints on behavior. And this position, deeply rooted in academic economics and therefore at least somewhat defensible on the public stage, has become the “liberal” position in debates over markets, linked to the slogan “Making markets work.”

The problem with this compromise is that it depends on a misreading of the academic economics on which it is based. The underlying idea appears to be that markets exist but sometimes have problems: a bit of monopoly power, some kinks in the flow of information, a few side effects, maybe a little difficulty predicting the future. But in fact, the modern currents of academic economics are far more devastating than that. Each of the problems just mentioned is not incidental; rather, they are pervasive. Taken together, they raise serious doubts about the idea that markets can work at all. To state that again: taken together, they form an overwhelming critique of the very concept of the market.

In the purest version of the theory that underlies the conservative vision of the perfect market, economic man is a machine to whom whimsy and evolution are unknown. In practice, man is inconsistent; changeable; sometimes, though not consistently, irrational; his judgments biased and distorted and influenced by his peers. Modern behavioral economics has begun—but only begun—to notice this, seeking by experimental methods to show whether the actual behavior of presumptively competent people corresponds to the predictions of the rationalist theory. The findings, associated with the Nobel Prize–winning work of the Princeton psychologist Daniel Kahneman, are that they are not. Ordinary, intelligent people appear consistently unwilling, or unable, to calculate the consequences of their decisions in a manner predicted by the view that they are responding purely to the market. Instead, they act as social beings, concerned about their standing with their peers, about the fairness of the deal they are being offered, and other matters quite irrelevant to the utility of the object or money on offer. These are remarkably subversive findings, for they suggest that even if there were no monopoly, no externalities, perfect information, and perfect foresight, markets composed of real people would still not perform as the conservative vision requires.

But of course there are easier ways to reach the same conclusions, and behavioral economics is of interest mainly because it speaks to market-obsessed academics from within all the mind-boggling restrictions that they habitually impose on their analyses in order to make the problems appear capable of solution. The real world is a different place altogether. And as my father, John Kenneth Galbraith, argued throughout his long career, an economics of the real world requires an altogether different point of departure. In the real world, the autonomous individual is not the active agent who matters most. The business enterprise, the company, the corporation is. And companies do everything they can to take advantage of human changeability. They seek to control markets, even to replace them altogether. And often they succeed.

Control of markets entails measures available only to large organizations, including (1) the capacity to design and develop new products, (2) the capacity to adjust the presentation of such products to what research and experience indicate the public will actually buy, (3) the capacity to influence the public’s buying preferences through advertising, and (4) the capacity to coordinate with one’s competitors to ensure that the market is not glutted, so that the possibility of profit is open. Needless to say, under such a system, the “free” market is actually a threat, a source of uncertainty and risk. To the greatest extent possible, therefore, it is made to disappear. Only the fiction that the company operates in a market is maintained, for the obvious benefit of shielding the corporation from close scrutiny of its actual business methods.

The actual world therefore cannot be what a conservative means by a “free-market system.” In the actual world, the “freedom to choose” among a menu of items set out for sale—however vast—does not give to the consumer an equal weight in the decisions over what is produced. Instead, it merely reproduces, in conditions of comparative but far from complete disorder, the phenomena of planning, rationing, queuing, indoctrination, and control that characterize unfree systems. Advertising is propaganda. Research and development is planning. The call from the Wall Street analyst and the visit from the ministerial inspector are the same. Lines form, under capitalism, every day. A little competition helps, but it does not wash this away.

So who is “market freedom” for? It is the freedom of what my father called “The Planning System.” It is a real, practical, secure, and highly valued form of freedom. But it is a freedom for business alone, and even less than that: it is a freedom for stable large corporations with substantial political power, for only such businesses can muster the power to exercise that freedom in the fullest: from disposition of the resources and command over labor, to the design of its products, to the pricing and the distribution and the planned obsolescence, and to the management of all the consequences, including environmental and political ones. The freedom to shop, for the rest of us, is an incident to this freedom.

In this context, the freedom to shop is a good thing—a bit of competition is better than none at all. The fate of societies that have neglected this freedom has been historical defeat, despite remarkable accomplishments in other realms, including science, culture, and the living standards of the poor. But the freedom to shop remains a terribly limited thing, compared to political freedom and democratic process, on the one hand, and to human needs, on the other. What is amazing, of course, is that the meaning of freedom in every normal sense—of speech, association, faith, assembly, and the press—should be replaced in the conservative view by “market freedom.” It is amazing that the freedom from fear and from want are also replaced by it. It is amazing that the public role in art and culture and science should be subordinated to and suppressed by it. It is amazing that the association of markets and freedom should have taken such firm root in so many minds. Amazing that such nonsense could go so deep, and last so long.
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