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Author’s Note



This is a work of narrative nonfiction, a form of writing about real events and people that relies on the power of story. The idea is that the telling of stories—now, just as ten thousand years ago around the fire—helps us make sense of ourselves and our world.

In this case, however, I think it is important for readers to be offered a glimpse of the machinery at work beneath the flow of episode, incident, and dialogue.

When this project officially began in February 2003, I was heartened, though not surprised, to find that Paul O’Neill had a striking view of the value of secrecy—that it had almost no value. We both happened to have read a 1998 book by Daniel Patrick Moynihan, a friend and mentor to O’Neill, who wrote that twenty years on the Senate Select Committee on Intelligence had taught him a single, sterling lesson: The threat to our national security is not from secrets revealed, it’s from bad analysis. O’Neill, with his affinity for assessing how process leads to outcome, often cited the separation of information into silos—guarded as core assets by self-interested players—as one of the great obstacles to managing the huge, unwieldy American government. It has created an acute need for particularly skillful integrators—those who can move freely among silos, pick and choose, and form connections to create a fabric of shared purpose.

With his extraordinary access to the President and so many silos of both domestic and foreign affairs, O’Neill was a well-positioned integrator—one of the few in this administration. It was an involvement that, in the end, nourished his insights and conclusions about the larger struggles—of policy versus politics and ideology versus analysis—that define this presidency and its role in the world.

The founding idea of this book is to grant readers a similar vantage point so they, too, can draw their own conclusions. O’Neill agreed to this experiment in transparency and carried it through with his usual ardor. In February, he answered my request for his schedule with an extraordinary document. From the moment he was sworn into office to the final hour when he drove his car past the line of applauding staffers, each day is cataloged. There are 7,630 entries in the schedule, collected at the end of each day, including each meeting, those in attendance, the location, and the time—and a listing of every phone call, including who called whom and the length of the conversation.

That was just the start. In March, O’Neill approached his former colleagues at the Treasury Department for what he insisted was his due: copies of every document that had crossed his desk. One day, as he was leaving Washington for Pittsburgh, he passed me a few unopened CD-ROMs. “This is what they gave me,” he said. When I started to open the disks, I wondered if there was an error on my hard drive: nineteen thousand documents were listed. They are image files, meaning that every document sent to O’Neill was xeroxed. Those images—an essential rendering of his two years as secretary—capture the activities of the full breadth of the U.S. government. They stretch from memoranda to the President to hand-scribbled thank-you notes, from minutes of meetings to hundred-page reports.

In March, I hired Alan Wirzbicki, a 2002 graduate of Harvard University and the former president of the Harvard Crimson as my assistant. He is a young man of capacious intellectual gifts and true grit. He dove into the documents—reading, categorizing, and filing each document in a retrievable format—and then began the process of assessing the worth of each. He also reported scenes for the book, analyzed a sweeping array of domestic and foreign issues, and worked, often, around the clock. His discretion, expertly honed, somehow, at the tender age of twenty-three, was invaluable. I could not have done this book without him.

I also benefitted from the assistance of countless people in the administration, from cabinet-level officials to executive assistants, who were cooperative. Many spoke off the record—this was not a project, God knows, that was sanctioned by the administration. Others, however, spoke openly, encouraged, in many instances, by O’Neill’s example. As Bono said in a chat we had in November, “O’Neill is amazingly loyal—an old-fashioned thing, really—and he inspires great loyalty in others. That’s because he looks at you as an equal; there’s no arrogance there. He just wants to know what you’re thinking—and he really listens.” The people who are loyal to O’Neill or to the ideal of transparency—and its corollary, informed consent of the governed—granted hundreds of hours of their precious time for interviews, offered notes from meetings, and unearthed illuminating recollections. Scenes were checked from many viewpoints. Dialogue was vetted by all sides. Documents, in an administration that has worked so fiercely to control what information becomes public, speak volumes.

Finally, there is O’Neill himself. He has a stunning capacity to remember fine detail and broad stroke. He kept pads of personal notes, written in his speedy script, along with his own special files of papers and letters. And, as important as any document, any scrap of paper, is something that readers will notice on countless pages—his openness to describe what he felt day by day, moment by moment, including his doubts and frustrations and fears. This trust in honesty and disclosure is a virtue that animates every page of the book.

Which is why I let him read the finished manuscript to check for strictly factual errors. The few he spotted were corrected. His commitment to the accuracy of this book matches my own.







For Walter and Owen, my inspiration





Total loyalty is possible only when fidelity is emptied of all concrete content, from which changes of mind might naturally arise.

—HANNAH ARENDT
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Chapter 1

First Appointment




PAUL O’NEILL LOOKED UP from his legal pad and out the window of USAir Flight 991 from Pittsburgh as it made a panoramic descent into Washington’s Reagan National Airport.

God knows how many times he’d traveled this northwesterly arc high across the Potomac, an ideal angle to glimpse the Mall’s Elysian symmetry of white marble and green expanse from the Capitol dome to Lincoln’s Memorial. It still thrilled him, this confected balance, as it had when he arrived as a young, working-class kid, with a wife, two babies, an economics degree from unremarkable Fresno State College, and a few years working as a self-taught engineer. He’d landed a job working in the Veterans Administration by filling out an application for federal internships he’d picked up at the post office. Three hundred thousand applicants went on to take a federal standardized test. Three thousand were summoned for an oral review, where they were interviewed in groups of ten. Three hundred were offered jobs. It was 1961. Kennedy was President. The start of everything, really.

Now, thirty-nine years later, he had reasons, good ones, why he shouldn’t come back. They were on the yellow legal pad, neatly lined and spaced, resting on the tray table. He checked it one last time, a list that covered three handwritten pages, then considered what had been said thus far and what would be expected of him in a few hours at his first meeting with the President-elect.

His old friend Richard Cheney—quiet, poker-faced Dick—had done almost all the talking thus far, starting with a mid-November call to Paul’s cubicle at Alcoa’s headquarters in Pittsburgh. The call was courteous and cool, like Dick. Always holding something back, making you wonder about the interior workings. He’d known the inscrutable westerner since the Nixon days, when O’Neill was assistant director of the newly created Office of Management and Budget (OMB)—a senior management team, of sorts, that Richard Nixon created to solve a growing crisis of scale: the increasing inability of one elected man to make so many complex decisions in a responsible way.

OMB became the stop-and-think shop, where all major issues were studied and distilled into briefs about choices and consequences for the President. It was the spot to be, and O’Neill—nearly a decade in the government at that point—was a rising young man of his day, a budget wizard who became a deep driller on what was known and knowable in a wide array of policies. Dick Cheney was a twenty-eight-year-old Ph.D. student brought into the Office of Economic Opportunity—a policy sidecar headed by an ambitious ex-congressman named Donald Rumsfeld—which was charged with carrying forward Lyndon Johnson’s War on Poverty. Rumsfeld, as a department head, was someone an OMB honcho like O’Neill regularly dealt with, and Dick was always at Don’s side. A few years later, when everyone had moved up—Rumsfeld to chief of staff under Gerald Ford, with Dick as his deputy (Cheney took the top staff job when Rumsfeld became Secretary of Defense)—Dick started introducing Paul, then OMB’s deputy director, as “the smartest guy I know.” Still did, or at least so Paul had heard from a few of their mutual friends—they had about a thousand of those.

That first call was just a “heads-up.” Speculation had swirled in the press about O’Neill being tapped for OMB director, for Commerce Secretary, or—in a late October column by The New York Times’s William Safire—for Secretary of Defense. As someone who’d met George W. Bush—although only in passing, and although he’d never contributed to the campaign—O’Neill had managed to surface on plenty of lists. He was viewed as a favorite of the former President Bush, as a serious policy innovator among traditional Republicans, and as someone George W. Bush would need at his side, in some capacity, if he were to become President. That last issue was very much in question in mid-November 2000, as the Florida election results were still in dispute, but Dick wanted to lay down a marker.

“I don’t know how this all will sort out, Paul, but you’re at the top of our list,” Dick had said on the phone.

“That’s very flattering, Dick, but I don’t think I want to go back to the government.”

Dick pressed on, talking in general terms about Commerce or OMB and the challenge of getting talented people to serve. Paul let that sink in for moment and then said, “No, I don’t think so, Dick. But thanks.”

Three weeks later, the Supreme Court granted certiorari in the case of Bush v. Gore. The justices announced on Saturday, December 9, that they would examine the previous day’s ruling by the Florida Supreme Court, which had mandated a manual recount of all ballots cast in the state. The Florida ruling had been a reprieve for the Democrats, the restart of a process that they were sure would level the playing field, with oral arguments on recount procedures scheduled for Monday. But the Supreme Court’s Saturday halt to the recount—essentially taking the issue away from Florida’s courts—shifted the betting line from even money to advantage Bush.

The next afternoon, Sunday, Paul was watching his beloved Pittsburgh Steelers lose 30–10 to the New York Giants, effectively knocking the hometown team out of the playoffs. The phone rang. He jumped up, grabbed it in the kitchen. Dick again.

“Soon I may have to call you Mr. Vice President.”

“Maybe so, Paul. We’ve got our fingers crossed.”

Fine, on to business.

“We really need you here in Washington.”

“Dick, I’m really not interested.”

Then he heard what he thought was Dick’s suppressed, Sydney Greenstreet snigger. “You need to let me tell you it’s Treasury.”

Paul smiled. He could hear Dick smiling on the other end of the phone line. Yes, Treasury is the oldest—the first appointment made by George Washington himself—and the most venerable of the cabinet offices. It was and is a public trust, literally. Alexander Hamilton, one of the great geniuses of his era, sat in the chair first, a special chair.

“Well, yes, I suppose Treasury is a little different. I’ll concede that.” He paused a moment. “Okay, I suppose we can at least talk about Treasury.”

“We’ll be in touch,” Dick said.

Paul hung up the phone and walked back into the living room. His wife, Nancy—levelheaded, resilient Nancy—was on the couch, looking hard at him. The novel she’d been engrossed in was closed on her lap.

“My God, Paul. We are not really going to do this!” she said. “You always said you’re not going back there.”

“Don’t worry, we’re not,” O’Neill said, and sat back down in the lounge chair. “Don’t worry.” He flipped to CNBC. He could feel Nancy still staring at him. He had been excited to hear Dick’s voice—he was sure she could pick that up, even from a room away. It was flattering, after all, to be asked. Especially about something as august as Treasury.

“Right,” she said more softly, after a moment. “Hurry up and get down here so everyone can kick you around. Everything has become so nasty down there now. Come on, honey. You’re not a politician. You know what it’d be like.”

After forty-five years of marriage, they both knew everything. They’d been together, after all, since they were eighteen. Grew up together. A pair of small-town kids, made good. Paul was never the kind of American achiever who believed he was evolving, anxious thereby to match each success with fresh start accoutrements like new wives and dazzling possessions. Neither of them, in fact, felt they’d changed all that much since she saw him walk into her English class senior year at Anchorage High School in Alaska, the new boy who lived out on the military base. Yes, she’d since read press clippings that said he was God’s gift to corporate America, or a messiah of good government, but to her he was just Paul, gentle, quirky, polite, loyal to a fault when that loyalty is earned, and if he were a garbage collector or doing construction in Alaska—his career choice before he chanced into the Claremont, California, Post Office—she’d still be at his side.

Not that there hadn’t been struggles, as in any marriage, and, God knows, sacrifices. Plenty on Nancy’s end. During the sixteen years in Washington—most of their first two decades together—she raised their three daughters and son by herself. Paul worked nearly seven days a week, seventeen hours a day, at a salary that went from subsistence to barely adequate. At the beginning, they couldn’t even afford a phone. She made the kids’ clothing herself. He loved to work; some men do. As he hit his stride in those seven years at OMB, he worked every day but Christmas and a short summer vacation. Things changed a bit after Gerald Ford lost and Paul took an executive job in 1977 at International Paper Company in New York City—at least there was money. That helped some; they started to enjoy a few of the rewards. Pittsburgh, though, had been their best stop: thirteen years at Alcoa, where Nancy built a life around Paul’s blossoming success—scores of friends, leading roles in the community for them both—even while his days were still long, scheduled to the minute, and took him out of town, on average, once or twice a week. It was an extraordinary run, a legendary turnaround: a battered and beaten Aluminum Company of America went from $1.1 million in earnings, on sales of $8 billion, when Paul took over in 1987, to $1.5 billion in earnings, on sales of $23 billion in 2000, a year when Alcoa—now the world’s largest aluminum producer—was the New York Stock Exchange’s best-performing stock. Clean victories on every front. And soon, he’d go out on top. He had passed the CEO’s job on to his handpicked successor in 1999. As for the chairmanship, he was due to retire at the end of this very month.

Just twenty-one days! There were already plans galore, curtain-raisers on a long-awaited valedictory chapter of their lives, with $60 million in the bank and, soon, all the time in the world. In an office nook off the kitchen, Nancy had a folder with maps and brochures for a once-in-a-lifetime journey across America, just the two of them. They were going to spend months driving across America’s back roads. Paul had even picked out the car. They’d drive the blue highways in a Bentley.

Nancy turned back to her novel. Paul switched to football highlights. He’s not going to do it, she thought to herself. He just wouldn’t.

A week later, Paul silently gathered papers and his briefcase and slipped into his black cashmere overcoat on a snowy, dark Monday morning. He’s an early riser, up at 5 a.m. most days and gone by 6. Nancy will usually sleep to a sane hour, seven o’clock or so. But not this morning.

She appeared in her pink satin bathrobe, her bare feet lightly clapping across the kitchen’s Italian tile floor.

He turned, surprised.

“You’re up early.”

“I wanted to see you off.”

Of course, Paul could figure out why she was padding about in darkness. “Listen, I’m just going down there to talk about it. It’s a joint decision. We’ll decide together.”

She knew this was trouble. He was going to see Dick and the President-elect. They’d be persuasive. They’d say whatever he wanted to hear.

“Don’t you go down there and tell them you’re going to do it.”

“Don’t worry.” He kissed her. “You know me better than that.”

[image: space]

A LIGHT RAIN fell in Washington on December 18, 2000, President-elect George W. Bush’s first morning in Washington. The dam of Florida press conferences and hanging chads, a prim, pained Supreme Court ruling, and an Al Gore concession of unexpected grace was beginning to recede beneath a quotidian tide of news cycles.

Every hour was being covered as an event, as an onrushing measure of forward motion. The President-elect’s first date, at 8 a.m., was an hour-long breakfast meeting with Federal Reserve chairman Alan Greenspan at the Madison Hotel—about five blocks from the White House—where Bush was staying in a suite and holding court. It was followed by a brief press advisory at the hotel, where he said, “I talked with a good man right here.” He then turned to Mr. Greenspan and patted him on the shoulder. “We had a very strong discussion about my confidence in his abilities.”

Next stop, Capitol Hill, for a two-and-a-half-hour meeting with congressional leaders from each party, followed by a press availability in a chandeliered, wood-paneled, squash court–size room on the second floor of the Capitol. The President-elect stood on a threadbare Oriental rug beneath a life-size painting of George Washington and spoke like a therapist after a successful session.

“I made my rounds to the leaders here on the Hill,” Bush said, standing shoulder to shoulder with his four conferees of midmorning: Senate Majority Leader Trent Lott and Senate Minority Leader Tom Daschle; House Speaker Dennis Hastert and House Minority Leader Richard Gephardt, a barbershop quartet of bipartisanship. “I want to thank all four for their hospitality and their gracious reception of the newly elected President. I made it clear to each that I come to Washington with the intention of doing the people’s business, that I look forward to listening and occasionally talking, to work with both the Republicans and the Democrats.”

Bush paused and looked side to side, as though he might call for a group hug.

“I told all four that I felt like this election happened for a reason”—reporters hung on the word “reason,” a natural segue to the thing they were waiting for: an assessment of how the brokered, litigated presidential election would now define the act of governing—“that it pointed out the delay in the outcome. It should make it clear to all of us that we can come together to heal whatever wounds may exist, whatever residuals there may be.”

Bush dodged it—the what-exactly-is-my-mandate-now issue—but this “heal whatever wounds may exist” line, it was instantly clear, would be the day’s lead quotation on television and radio and in tomorrow’s newspapers.

“I told all four that there are going to be some times where we don’t agree with each other, but that’s okay. If this were a dictatorship, it would be a heck of a lot easier, just so long as I’m the dictator.”

That capped it: a startling turn of self-deprecation and bluster from a man who shrugged at questions of his legitimacy. The disputed, dead-heat election of 2000—concluding a presidential contest in which both candidates sanded off their sharp edges in a race for the political center—had finally delivered a historically halfhearted mandate: a charge that solutions in the coming months, of whatever shape or color, were expected to be unearthed from middle ground. A fifty-fifty split in the Senate, a modest, nine-vote Republican advantage in the House, and a President who assumed office after losing the popular vote meant that the public’s grant of power was almost legally conditioned on the centrist ideal. The President, after all, is the principal elected representative of all the people. The vox populi, in sum, spelled middle.

The only dissonant chord was at that point barely audible, a comment the day before by Dick Cheney on CBS’s Face the Nation: “As President-elect Bush has made very clear, he ran on a particular platform that was very carefully developed; it’s his program and it’s his agenda and we have no intention at all of backing off of it…. The suggestion that somehow, because this was a close election, we should fundamentally change our beliefs I just think is silly.”

To be sure, that was a kind of pregame interview, the day before George W. Bush arrived in town. When the President-elect spoke this morning, backed by congressional leaders of both parties, it carried the weight of authority. A commitment to the humble search for common ground.

After fielding a few questions from reporters, Bush gazed at the bipartisan assemblage and said, somewhat dreamily, “It’s amazing what happens when you listen to the other person’s opinion. And we began the process of doing that today.”

[image: space]

THIS ECUMENICAL IDEAL—as of this morning, duly noted across America by mildly engaged voters, seasoned talk-show pundits, and dispirited ideologues of both parties—informed O’Neill’s midmorning cab ride into the buzzing Capitol. It gave him confidence that it was worth seriously investigating whether the rest of his life ought to start with a return to Washington.

O’Neill was a believer in the middle ground. Not in compromise, so much. Or horse trading. He was never much on any of that. It was the fresh, unaffiliated idea that enlivened him. Across four decades of search and study in and near government, he was sure he’d spotted a staid, stoic truth beneath the heat lightning of political rhetoric: that on matters of policy there are answers—right answers—that eventually assert their primacy over political posturing. These right answers fall indiscriminately, here and there, along the left/right political axis, or create new territory not yet charted. An idea’s first conceptual mold tends to form through plodding rigor, from a clear-eyed examination of available evidence and an open-minded—and sometimes humbling—assessment of opposing views. Fierce, frank dialogue commences; choices and consequences take shape. And, if everyone is honest about what they all know—and about what they’ve learned in this roiling process—an answer, a best remedy, emerges. Illusion will have its moment, but there is, in fact, a discernible underlying reality. It may take a while, but in the end that reality becomes visible and undeniable. In the end, it’s all about process, O’Neill believed. Trust process and the ends take care of themselves.

Washington was ruled at this moment by a pragmatic, multi-sectarian community. Among the array of denominations—from battle-fatigued former radicals to fresh-faced seekers of “third way” innovations to tough-minded brokers who believed in cutting “a fair deal for all” and then breaking for cocktails—a true believer in the old church orthodoxy of good process would be viewed with a wary good humor, like a circuit-riding preacher who’d stir things up but be gone by morning. Mostly, though, O’Neill was granted that funny-hat catchall “maverick”—for someone who has a passport to various camps but doesn’t neatly fit anywhere.

The pragmatists had been in charge, for the most part, since the end of Ronald Reagan’s first term, when the reality of deficits began to temper Reagan’s ideological zeal on tax cuts. Reagan—like the liberal Democrat Senator Paul Wellstone or the conservative Speaker of the House Newt Gingrich or the anti-tax activist Grover Norquist—was widely considered to be part of a surrounding army: the ideologues, animated by a sweeping philosophy and the ideas that happen to support it. Such men are not inclined to seek a middle ground so much as build a fortress at one pole or the other, hoping to create a place that will attract adherents until the midpoint, wherever it came to rest, ended up in their front yard. Only they, the ideologues attest, are truly driven by ideas. Big ideas that tend to explain history and human behavior and the way things are. They tend to stick with their own, find information that supports a wider view. As for their view of pragmatists, a succinct summation was first uttered in frustration by Representative Dick Armey of Texas in the late eighties, when Republicans were the long-standing minority in Congress. Fatigued from being enticed into conference, time and again, by the Democratic majority and leaving with little to show, Armey murmured that such encounters were not love, not sex, and not natural. “Bipartisanship,” he was overheard saying, “is another name for date rape.” Now, the same “date rape” line had been embraced by ideologues-in-waiting, like Norquist, in a boast about how the new one-party government would be able to have its way. The consensus, though, was that neither party would have a clear advantage. And, in the central focus of O’Neill’s coming engagement—economic policy—a sanctuary had been well mapped. Fiscal prudence, once the province of Republicans, had been thoroughly colonized in the 1990s by Clinton Democrats. Now, everyone stood, somewhat uncomfortably, on this slender territory.

It was a peace won through sacrifice, starting with the price paid by George H. W. Bush, who had grown larger over the last decade in the eyes of the pragmatists. O’Neill had been a friend of the seniorBush since they had spent significant time together in the Ford administration. Bush was director of the Central Intelligence Agency, and O’Neill worked with him to implement harsh, post-Watergate sanctions recommended by the commission chaired by Nelson Rockefeller—and still preserve the agency’s effectiveness. It was a tough task, and largely unsuccessful. But O’Neill was impressed by Bush. He was just back from being head of the U.S. Liaison Office to China, where he “dove completely into the task of understanding China, of mastering the intricacies of this new relationship…he was, fairly quickly, a top-drawer internationalist,” O’Neill said, looking back. “He was more inquisitive than he at first appeared. He not only wanted to know what you thought, he needed to know how you got there.” They instantly clicked: two men who share a thorough-going, set-your-course-and-follow-through style, both note writers. They stayed in touch from that point forward.

Just after Bush was elected in 1988, the new administration approached O’Neill to consider the job of Secretary of Defense. O’Neill had just started at Alcoa—he said he couldn’t leave so soon—and recommended his old friend Cheney, who ended up with the job. President Bush soon convinced O’Neill to chair an advisory group on education that included Lamar Alexander and Bill Brock, moderate Republican heavyweights of that era, and Richard Riley, who would eventually be Clinton’s Education Secretary. In large measure, though, it was an excuse to get O’Neill to Washington to talk about a wider array of issues. They met several times to discuss foreign affairs, military preparedness, health care, and the economy. O’Neill was part of the group of pragmatists, including domestic policy chief Roger Porter and OMB director Richard Darman, who believed the President should break his “Read my lips” pledge against raising taxes and halt the growth of deficits. He did, of course, suffering what may have been a fatal political wound.

The ideologues’ view was that Bush should have tried harder to trim spending and shrink deficits. They say he was timid, when he needed to be firm, that he second-guessed himself after listening to the counsel of “honorable men,” like those Mark Antony mocked at Caesar’s funeral. Bush broke with Reagan’s bold, winning mandate, they said, and got little in return. He received no credit from the Democrats for this step in their direction and drew the ire of core Republican constituencies, who felt abandoned by this shift and stayed home on election day. Their case lacked evidence, moderate Republicans countered, asserting that Bush would have prospered in the 1992 election by moving even more forcefully, and candidly, toward the political center. The former President, confusing the issue further, said in his convention speech in 1992 that he regretted breaking his pledge, but then, in interviews after he left office, appeared to backtrack from that apology.

An array of mavericks and hard-nut pragmatists—such as O’Neill, Greenspan, former senators Sam Nunn of Georgia and Warren Rudman of New Hampshire, members of the centrist Concord Coalition, and most of the men around the first Bush—saw the broken pledge and its aftermath as vindication: proof positive of how “right answers” can germinate and grow, even on a dry, partisan terrain. They said that by repealing a portion of Reagan’s tax reductions, President Bush saved his predecessor’s core principle and made it work effectively, much as Nixon—another hero of the policy pragmatists—is credited for smartly honing and targeting some of Johnson’s liberal initiatives. More important, Bush started the government on a path of fiscal prudence. That meant not just talking about the virtues of a balanced budget but taking a courageous, rather-right-than-reelected stand, especially after the irresistible promise of supply-side economics—that tax cuts would create economic growth that would boost tax revenues and eventually shrink deficits—was shown to be hollow.

Because Bush acted against type by not defending the ideology of tax cuts, he gave Bill Clinton an opportunity (or “permission,” Republicans like to say) to do the same with his mirror-image dilemma. Rather than carrying on as a so-called tax-and-spend Democrat, President Clinton became a fiscal hawk, often suffering the ire of the left. In the late nineties, the federal budgets came into balance and then showed surplus. Interest rates dropped and it became clear, year by year, that receding federal deficits were a prime reason. Income that once went to interest payments became found money in countless kitchens and corporate suites. Debt became cheap. The equities markets surged, lifted on the clasped hands of productivity gains from technological innovation and a historically low cost of capital. The economy grew an average of 3.8 percent a year between 1996 and 2000.

To be sure, some of this might have happened no matter who was in the White House. But, across a decade of often angry partisanship, an answer somehow took shape: Fiscal prudence works. A balanced budget means that the government won’t be out borrowing billions and, thereby, driving up interest rates. What’s more, long-term rates started to be reined downward toward short-term rates, which the Federal Reserve controls with the discount rate and federal funds rate that it charges banks.

As Greenspan advised, and Clinton acknowledged, as far back as 1992, sellers of long-term debt tucked a significant premium, a safety cushion, of several points into interest rates, because of their bleak certainty that ongoing budget deficits and inflation would make tomorrow’s dollar less valuable than today’s. Balance the budget, while keeping inflation in check, and that premium will all but vanish. They were right. Long-term rates dropped to 7.6 percent by 2000, falling closer in line with short-term rates. In a nation with so much household and corporate debt—where children grow up fluent in the lexicon of interest versus principal—low rates have been embraced as an American version of virtue.

[image: space]

AS THE CAB made its way along the Potomac toward Washington, O’Neill took a last run through his three beloved morning reads—The New York Times, The Wall Street Journal, and The Washington Post—a forty-year-long, phone-book-size addiction.

Along with a story about weakening Christmas sales, the Times front page was dominated by stories about the President-elect’s early appointments—most notably Colin Powell as Secretary of State designee and Condoleezza Rice as national security adviser—together with a lead news story in column 6, datelined yesterday from Austin, about all the appointments. It was the largest mention yet of O’Neill.


Mr. Bush is expected to move swiftly on the appointments to top economic slots, but his lunch with Mr. O’Neill was said to be an opportunity to get to know the aluminum executive, who has a master’s degree in public administration from Indiana University and has also done graduate-level work in economics.

Although there are other candidates, Mr. O’Neill “ended up ahead of the pack because the more traditional Wall Street candidates lacked a strong public-policy background,” a Bush adviser said.

“He has the right combination of skills, experience and personality to navigate the rough political waters of an aggressive tax-cutting proposal and the vagaries of the international financial market,” this adviser said.



Not bad, O’Neill thought, figuring that the “adviser” must be Cheney—sounded like Dick, though Dick hated to talk to the press. The front-page story jumped to A21, the Times’s National page, alongside a news story about the administration’s policy plan that began: “The incoming Bush administration signaled today that it would make education its first legislative priority after taking office next month, and pledged to move rapidly on the other main pieces of its campaign platform, including a big tax cut and overhauls of Social Security and Medicare.”

These issues represented core competencies for O’Neill. He’d headed councils on education reform both nationally and in Pennsylvania since the late 1980s. He helped design the basic architecture for Medicare financing in the 1970s and then pioneered innovations for corporate health care financing while at Alcoa. And overhauling Social Security? He was early—maybe first—into that tent, ever since his friend George Shultz, former Secretary of State, had testified before Congress in 1973 that the aging baby boom generation would eventually bankrupt the system. Paul had briefed Shultz for that testimony.

Suddenly, it felt like familiar terrain under his feet, a continuation rather than a Rip Van Winkle return. The President-elect, who seemed to work well with a Democratic legislature in Texas, must be seeking top officials who can navigate the middle ground, who can ask the hard questions of both sides. After all, he, Powell, and New Jersey Governor Christine Todd Whitman—who news media said was being considered for EPA—were all known as centrists, arbiters of fractious debates, closely aligned with the first President Bush.

O’Neill wondered if the President-elect’s father would come up in today’s lunch. Clearly, he figured, it was part of the mix of reasons that he’d been summoned. He was uniquely qualified to finesse this delicate and defining relationship—an occurrence with only one precedent, in John Adams and John Quincy Adams—where you have a President whose dad was President, too. If he were Treasury Secretary, the top domestic official of the government—with the ecumenical Powell as the top official in foreign policy—the President’s seniormost appointees would both be centrists who remained integral to his dad’s wise, pragmatic crowd. That gang—Brent Scowcroft, Jim Baker, Larry Eagleburger, and Roger Porter—included some of O’Neill’s closest friends.

On the plane, O’Neill had fussed over whether to include his advice to break the no-tax pledge—and his public efforts to lead CEOs in a ringing endorsement of Bush Senior’s tough-on-deficits stand—on his list of why not s. He had decided against it, realizing that he was uncertain where the son actually stood on deficits. The matter hadn’t come up much in the campaign. In fact, as the cab snaked through downtown, O’Neill realized he wasn’t sure where the President-elect stood on a wide array of issues. He knew most of the one-line policy positions. But he didn’t know the way the man thought.
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THE CAB PULLED UP to 19th and K, the office tower address of Alcoa’s Government Affairs Office. O’Neill had dropped in to Government Affairs from time to time over the past thirteen years in a halfhearted way. As one of the country’s most Washington-savvy CEOs, he was bored by the process of influence peddling that keeps the lights on in this town. He went so far as kill off the Alcoa political action committee shortly after he took over as CEO in 1987. The whole process stinks, he’d said in a few CEO speeches that no one covered, even if working the political edges sometimes accrued well to a company’s bottom line.

“Hey, Mr. Chairman.” It was Russ Wisor, vice president of government affairs, twenty-three years in Alcoa’s Washington office. “I guess I can call you that for another few weeks.”

“After that, who knows?” Paul said. “You might not be able to call me at all.”

Russ laughed. He knew why O’Neill was in town and that—if he were to take the plunge—Russ wouldn’t even be able to get in line in front of the Treasury Department like all the other lobbyists. Appearance of impropriety and all. O’Neill was a stickler on that sort of thing.

They went to Russ’s office, a spare, postmodern box, with a glass wall onto the hallway and a window overlooking K Street. Russ, who at six feet one and 230 pounds dwarfed Paul, raced off to get them coffee. Alcoa had just moved into this building, a smaller, less opulent office than the one Russ had spent much of the past two decades manning. The only remnant: a large bone china bowl that Russ now used as an outbox. Paul settled into a ladderback chair with aluminum cross slats—an emblem, like everything around him, of rectitude and transparency. O’Neill, who had long studied how environment guides attitude, nodded approval. He liked the new, frugal look. Russ returned with two steaming glass Alcoa mugs. O’Neill pulled out his pad and explained to Russ that he had made a list of good reasons why he shouldn’t take the job.

“I think I should add what they ought to know about my time at Alcoa. I got into a few scrapes.”

That was a prompt to run through a few war stories, battles that might have created enemies, starting with a skirmish in 1990 that first displayed for Russ and all the Alcoans their CEO’s taste for a type of public improvisation usually reserved for performance artists.

The incident began in an unremarkable way. Jay Hair, head of the National Wildlife Federation—an umbrella for a wide array of environmental groups—announced that he was holding a press conference in Washington to cite the nation’s worst industrial polluter. Word got out the next day that it would be Alcoa. This, of course, is part of a conventional public dialogue. An environmental group identifies an industrial polluter and heaps on criticism. The corporate offender is hauled to the town square for a day in the stocks, quibbles over details, says it is doing all it can and, maybe, that it will try to do more. If the “green” group is skilled, credible, or lucky, the exchange might rate a news story in The New York Times or a mention on a network news broadcast. It’s part of a shadow dance that heavy industry lobbyists like Russ know by rote.

O’Neill, CEO at that point for just over two years, had created management havoc inside Alcoa—firing many of the top executives and rethinking the company’s operations in a fashion soon to be included in Harvard Business School case studies. But the sleepy, century-old company was drawing little public attention.

Hearing of the imminent attack, O’Neill jumped aboard a morning flight to Washington, swung by Alcoa’s Government Affairs Office to pick up Frank Jones—Russ’s friend and predecessor as chief lobbyist—and off the duo marched to a nearby office building for the midmorning conference. O’Neill sat in the center of the front row. Five feet away, at the podium, Hair made his statement as reporters scribbled and cameras rolled. Hair didn’t know what O’Neill looked like. He opened it up for questions. A white-haired man leapt up, approached the podium, all but elbowed Hair aside, and said, “I’m Paul O’Neill, CEO of Alcoa. The charges just leveled at Alcoa are not true, and I believe Mr. Hair knew they were not true.” He explained that the powdery substance Alcoa was releasing—aluminum oxide—had been taken off the Environmental Protection Agency’s toxic chemicals lists in 1988 because of doubts about whether it was at all dangerous, a material point that Hair knew but failed to mention. Before relinquishing the microphone, O’Neill called the comments by Hair—upright, but in state of shock—a “scurrilous attack on our integrity.” Then he turned and walked out of the hotel. Of course, the incident was prominently featured on several news broadcasts that night. O’Neill seemed not to think that was a problem.

“You know what Frank said when we were walking back to the office?” he now asked Russ, egging him on.

Of course Russ knew. This story had long ago been burnished into myth. But he also knew that O’Neill, nearly at the end of his astonishing run at Alcoa—and on his way to meet the President-elect—might like to deliver the punch line himself.

No, no. What did Frank say?

“He said, ‘Paul, you have the balls of a daylight burglar.’ ”

Russ suggested merrily that he put that line on his list of why not s.

So the morning passed. They sat and talked in a rambling, discursive way, a luxury the hyperefficient O’Neill almost never indulged in. Paul jotted a few notes on his pad. But, mostly, this was a chance to talk about what was ending, an era soon to close. O’Neill’s reign at Alcoa was defined by a series of intensely personal campaigns—on worker safety, making Alcoa the safest major industrial company in America; on process innovations that dramatically boosted productivity; on an ideal of open space architecture (years before it became fashionable in high-tech companies) in which everyone, O’Neill included, left their offices for egalitarian cubicles, and staff meetings were held in the lunchroom; and a kind of “best ideas win” transparency—all executives had to post their weekly schedules publicly, and most interoffice memos were available to everyone.

Each campaign was a mission. Each one the result of years, or sometimes decades, of heated study and trial and error by O’Neill that, at some point, hardened into a conviction about the right path—the only path. After that, you wouldn’t want to get in his way. Over those thirteen years, though, almost all those “right paths” turned out to be right paths, rewarding investors, infusing many of Alcoa’s one-hundred-thousand-plus workers with a heightened sense of purpose, and inviting celebration in Pittsburgh and beyond. Along the way, O’Neill’s natural gift for deconstructing and then creatively reassembling complex issues—the knack that first drew Nixon’s attention and Cheney’s admiration—transmogrified into something approaching a system of thought, a philosophy for processing almost everything that caught his eye. He became a neatly coiffed, buttoned-down Martin Luther, embracing the faith of independent thinking, self-examination, calling things by their proper names. On that last score, he might be called something of a zealot.

Russ and other lobbyists had watched in horror and fascination as O’Neill began to cast his gaze beyond the ken of almost any CEO in the country. A month after elbowing Jay Hair, O’Neill was running President Bush’s Education Advisory Group—making headlines over his support of unified testing standards. Then he was in the thick of controversy over encouraging his friend, the President, to break his no-tax pledge. When the U.S. Chamber of Commerce was critical of Bush’s move on taxes, O’Neill summarily pulled Alcoa out of the chamber. O’Neill’s positions, whether his stance against the chamber and much of corporate America on the breaking of the no-tax pledge or a public position he’d taken in support of a gasoline tax to lower our foreign dependency and create funds for environmental repair, meant the phones at Alcoa’s Government Affairs Office rang to meltdown, mostly local calls from K Street’s corridor of corporate lobbyists: “What the hell is your guy doing to us!” Frank Jones and Russ would just shrug. “All we can recommend is you talk to him yourself.” They themselves were flummoxed. On any issue, even those near and dear to Alcoa, it became impossible to predict where O’Neill might venture…or to know which map he might need to keep from leading his company into enemy territory.

O’Neill had come up in the sixties and seventies, an era in Washington where the topography of special interests was not so neatly ordained. He nosed about in the early 1990s like a man returning home after a long absence, seeing open spaces where condos had since been built—that was once a field, a stream runs under there—and ended up wandering into territory foreign for any Republican CEO. He asked impertinent questions and explained himself with philosophies about process that lacked known coordinates.

The result: a visit to the international trade wars, where countries would give incentive to homegrown industries by dumping products onto world markets, depressing prices, and driving foreign competitors out of business. The countermoves, of course, are tariffs or sanctions. In 1993, when Russia was dumping aluminum and U.S. producers were screaming for sanctions, O’Neill brokered an agreement for Russian and U.S. producers—led by Alcoa—to cut back production and shutter facilities so a price-depressing worldwide aluminum glut could be sold off gradually.

“It’s typical that the industry people come in foaming at the mouth about the need for sanctions,” W. Bowman Cutter, a deputy director of Clinton’s National Economic Council under Robert Rubin, said about that deal in The New York Times. “Paul was totally balanced. He saw both sides and worked for a principled solution that made sense for everybody.”

O’Neill had ended Alcoa’s long-standing battle with its union, the United Steelworkers of America, by devising a new model for collective bargaining and striking up an unlikely friendship with the steelworkers’ union hierarchy, including its then number two, George Becker. Becker ended up an ardent O’Neill supporter, and Alcoa ended up with a six-year contract with United Steelworkers, avoiding the annual, revenue-slowing pain of negotiations. O’Neill then wrote a research paper on the subject. Becker circulated it to almost all the corporate executives with whom he negotiated, creating improved union-management relations industrywide.

What took hold by the mid-1990s was a self-reinforcing process, as Alcoa’s success both freed and encouraged the company’s CEO to be a free-ranger, to challenge whatever convention he could seize.

In an era when a chief executive’s public posture is as carefully managed as a company’s subordinated debt, O’Neill wrote all his own speeches. That is, when he wrote them at all. Increasingly, giving a speech was simply a matter of turning on his thought process in public. During an Alcoa annual meeting in 1994, he called President Clinton’s proposal for universal health care an “empty box” that would do “irreparable harm” to the nation, then offered quizzical shareholders a dissertation on what ailed the American health care system—and what Alcoa had done to refashion its huge corporate health insurance coverage. More headlines. More phone calls to Alcoa’s K Street offices, this time from enraged White House officials.

Meanwhile, O’Neill was hungering for fresh turf—marshaling top Alcoa staffers and tapping leading scientists to know all that was knowable on global warming. By 1996, environmentalists noticed that the leader of an industry that produced significant greenhouse gases was setting up shop in their territory. Borders were blurring. In the front of most annual reports, there are two or three pages for a letter to shareholders from the CEO. There is no more precious real estate in the expository life of a chief executive. In Alcoa’s 1997 annual report, issued in early ’98, O’Neill devoted one of his three allotted pages to global warming. “We are environmentalists first and industrialists second,” he wrote, and delved into discussions of science versus politics, the nature of the world climate change conference in Kyoto, Japan, and what Alcoa was committed to do. More calls to the Governmental Affairs Office, this time from befuddled Republicans, corporate lobbyists…and the White House.

By the late nineties, O’Neill’s far-flung interests and endeavors were moving from avocation to a second full-time job—one that cried out for structure. That’s when his friends at the RAND Corporation, the nonpartisan think tank, jumped in. They made O’Neill the chairman of RAND, which has offices in Santa Monica, California, and in Washington. At least now, the agitated and outraged wouldn’t have to call Alcoa’s office to complain. They could reach Paul at the ideas shop at RAND. Someone there would always have a way to reach him.
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ALMOST TWO HOURS had passed in Russ’s office; they’d swapped stories, downed coffee, and run through most of the thirteen-year timeline. Paul had a few more good reasons listed and, with lunch approaching, a clarity about what had brought him to this point.

They paused. Just sat.

“What do you think, Russ? Think I ought to take it?”

Russ thought it over for a minute.

“The town’s changed, Paul. It’s not like the place you left in 1977. I know you’ve been back from time to time, but it’s very different now. It’s just so much more partisan, more hard-charged. Either kill or be killed.”

Paul nodded, leaving Russ the latitude to close it out.

“I can’t tell you what to do. If it were me, I wouldn’t do it. But it’s hard to say no to the President.”

“No doubt there,” Paul said. Like the few others he had consulted, Russ seemed unconcerned about whether the President-elect was O’Neill’s type of centrist/pragmatist. It was the tactics, the rules of engagement, that worried them.

“One more thing, Paul,” Russ said. “One thing I’d ask you to keep in mind.”

Paul nodded, all attentiveness. Russ seemed solemn.

“Those guys on the right wing of the party will watch everything you do. Be careful.”

A few minutes later, a secretary ducked her head into Russ’s office. Someone was here to see Mr. O’Neill. Two men, she said. They wouldn’t say where they were from or why they’d come.
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IN THE RECEPTION AREA, two tall, nondescript men—smiling, thirtyish, dark suits—were waiting to escort O’Neill out. A black Chevy van stood outside. The Alcoa office on K Street and 19th is about six blocks from the Madison Hotel, a five-minute walk. But this was not about what’s doable. It was about what Dick wanted, and he had decided Paul would be spirited into the hotel, so as not to alert the media and create a lot of unwanted speculation. Dick had always been an adherent of secrecy.

The black Chevy pulled past the entrance of the Madison Hotel, made two quick rights into an alley behind the hotel, into the garage, and stopped at the service entrance. Good God, Paul thought, it wasn’t as if people didn’t know he was being considered for Treasury. It was on the front page of this morning’s New York Times. He went into the service elevator, with its sour milk, service elevator smell, watched as the floors—6, 7, and 8—passed by, and emerged into a carpeted hallway, like Frank Sinatra being sneaked into the Palladium. Up ahead, he saw a security detail of Secret Service men around the door of a center suite.

O’Neill was ushered through several doors and into a sitting room. It was dark. The heavy floral curtains were closed. Dick entered and they shook hands. It took a moment to see that behind Dick was the President-elect. He and O’Neill were strangers. Their only encounter had been cursory and long ago, at President Clinton’s 1996 education summit. O’Neill had made headlines when he stood from the floor, waved away shushing from the summit’s moderator, IBM chairman Lou Gerstner, and endorsed the creation of national standards with the line “We can know by age nine if a youngster has the ability to become a self-learner. Then don’t let that kid turn ten without remediation if it’s needed.” Hunting for a conversational opener for today’s meeting, O’Neill had strained over the past few days to recall anything from that conference that Governor George W. Bush had said or done, and had come up dry. He didn’t think Bush had said anything.

O’Neill clasped the hand of the President-elect. Seemed like a nice enough guy, solid and athletic. Better-looking than on TV. They stood around for a second. There was little small talk. They sat down at a table in the center of the room.

Three men in blue suits, two older—both in their mid-sixties—and a younger man. They all took their jackets off and slung them over the chairbacks. A working lunch. The President-elect asked Paul what he thought about being Treasury Secretary. Paul reached into the briefcase leaning against his chair leg and pulled out his pad.

“I have a list with reasons why I’m not right for the job.” Bush and Cheney laughed, in a tentative, prospective way, in case it was a joke.

Paul smiled and started in. “All right, if I were to do this, the media will dig into everything I’ve said in the last twenty-five years, and that will cause some problems.

“Let me run some down for you. In 1986, I gave a speech that was reported in the Atlanta Journal-Constitution where I called for a fifty-cent-a-gallon tax on gasoline. The idea was that we need to reduce our dependency on oil and develop alternative fuel sources, and this is a way to do that while raising revenues.”

The President-elect just listened. Dick Cheney nodded.

Paul pushed forward, not wanting to offer any opportunity for comment until he had read to the end.

“Also, I’m deeply involved in global climate change, and that might upset some of your supporters….

“I’ve had some famous engagements in the media over environmental issues, like this time where I publicly challenged the head of a large environmental group…” and he ran through the story, leaving out Frank’s testicular punch line.

Bush listened, then held up his hand.

“Where’s lunch?”

They’d ordered cheeseburgers, but after fifteen minutes, they had not arrived.

“Go get me Andy Card,” Bush said to one of the Secret Service agents. Card, the designee as chief of staff, entered from an adjoining room. Along with Cheney, Card was running the transition, and he had a long history, having served every Republican president since Ronald Reagan took office. He is stolid and jovial, a man of solid, loyal character.

Bush looked impatiently at Card, hard-eyed. “You’re the chief of staff. You think you’re up to getting us some cheeseburgers?”

Card nodded. No one laughed. He all but raced out of the room.

O’Neill watched it all, not sure if he was seeing correctly. When he ran Alcoa, he had a rule if he was considering buying a company, and he bought many: See how the CEO interacts with the receptionist, the secretary, with whoever is at the very bottom. It’s a sign of how a boss values the people around him. It’s a character issue.

Bush’s gaze was back on him. “All right, Paul. Keep going,” he said with a tight smile. O’Neill snapped to attention.

“The key thing…is that I’ve been the boss for thirteen years. I like to come up with my own data and my own decisions. I like that, and I’m quite good at it. I think it might be hard to take a staff job. To be just another bird in the nest.”

O’Neill thought he needed to reinforce the point.

“I like to say what I think, especially on subjects I’ve spent a few decades thinking through. In Washington, these days, that might make me a dangerous man.”

Bush laughed. Dick laughed.

“We know all that stuff,” Bush said. “Doesn’t matter. We want you to take the job.”

Dick, silent throughout the lunch, added, “I had a list just like yours, except I had three heart attacks on mine.”

More laughter, and this second round sealed it. O’Neill felt his “concerns were registered, noted, and dispensed with.”

The conversation began to range, this way and that, about Bush’s campaign promise to cut taxes by $1.6 trillion over ten years. “You’ve got to pursue what you said you’re going to pursue,” the President-elect said. “And I’m not going to negotiate with myself. I don’t do that.”

O’Neill saw that supporting the tax cut was a non-negotiable item, part of the package. He mentioned that the surplus had been estimated at nearly $5 trillion over the next ten years, but Bush didn’t engage. After a few minutes, O’Neill found he was doing most of the talking, holding forth that “the tax system is a complete mess. I think that’s something we might really dive into.”

Bush agreed. “Major tax reform is a priority.”

Then they moved on to Social Security and how it could be fixed with “wealth accumulation accounts,” as opposed to private accounts, one of O’Neill’s favorite ideas. Bush was noncommittal. There were many proposals for creating a private option.

The burgers were gone, and Bush seemed to want to sum up. “Everything you said we already knew, and it makes no difference to us,” he said. “We decided we want you. What do you think?”

O’Neill said he’d like to think it over for a day. Everyone nodded, stood up. O’Neill grabbed his jacket.

“There’s one more thing on my list,” he said.

Bush looked at him quizzically.

“My wife thinks this is a really bad idea.”

“Would it help if I called her?”

O’Neill paused, as though he were thinking over this offer, but it was just for effect.

“No, sir. I don’t think that would be helpful.”
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IT WAS NEARLY nine o’clock at night when O’Neill opened the door to his room at the Grand Hyatt in Manhattan. The price of being a predawn riser is a sudden, one-hoss-shay collapse at some modest hour of mid-evening—in O’Neill’s case, usually about 10 p.m.—which would give him about an hour to unwind and collect his thoughts. Since the moment he had slipped out of the Madison for a shuttle to La Guardia, then a late afternoon meeting and a dinner with Alain Belda, his successor as Alcoa’s CEO, he’d had little chance to stop and think about the day’s lunch.

He’d need to make a decision in the next day, for sure. He’d need to talk to Nancy. But first, he needed to figure out his own mind. He hung his suit jacket up and flipped on CNBC.

The phone rang. It was a familiar voice.

“Alan?”

“So, I hear you had an interesting day.”

“News travels fast.”

It was Greenspan. Paul had tried to stay in touch with people who had served under Gerald Ford, and he’d been reasonably conscientious about it. Alan Greenspan was the exception. In his case, the effort was constant and purposeful. When Greenspan was the chairman of Ford’s Council of Economic Advisers, and Paul was number two at OMB, they had become a kind of team. Never social, so much. They never talked about families or outside interests. It was all about ideas: Medicare financing or block grants—a concept that O’Neill basically invented to balance federal power and local autonomy—or what was really happening in the economy. It became clear that they thought well together. Ford used to have them talk about various issues while he listened. After a while, each knew how the other’s mind worked, the way married couples do.

Alan, it so happened, was on the Alcoa board of directors in the mid-1980s. He championed the idea that Paul, then the president of International Paper, be made a director. Then he promoted Paul as a candidate for CEO of Alcoa.

In the past fifteen years, they’d made a point of meeting every few months. It could be in New York, or Washington, or Pittsburgh. They talked about everything, just as always. Alan, O’Neill told a friend, “doesn’t have many people who don’t want something from him, who will talk straight to him. So that’s what we do together—straight talk.”

O’Neill felt some straight talk coming on.

“Paul, I’ll be blunt. We really need you down here,” Greenspan said. “There is a real chance to make some lasting changes. We could be a team at the key moment, to do the things we’ve always talked about.”

The jocular tone was gone. This was a serious discussion. They digressed into some things they’d “always talked about,” especially reforming Medicare and Social Security. For Paul and Alan, the possibility of such bold reinventions bordered on fantasy, but fantasy made real.

“We have an extraordinary opportunity,” Alan said. Paul noticed that he seemed oddly anxious. “Paul, your presence will be an enormous asset in the creation of sensible policy.”

Sensible policy. This was akin to prayer from Greenspan. O’Neill, not expecting such conviction from his old friend, said little. After a while, he just thanked Alan. He said he always respected his counsel. He said he was thinking hard about it, and he’d call as soon as he decided what to do.

The receiver returned to its cradle. He thought about Greenspan. They were once young men together in the capital. Alan stayed, became the most noteworthy Federal Reserve Bank chairman in modern history and, arguably, the most powerful public official of the past two decades. Paul left, led a corporate army, made a fortune, and learned lessons—about how to think and act, about the importance of outcomes—that you can’t ever learn in government.

But, he supposed, he’d missed some things. There were always trade-offs. Talking to Alan reminded him of that. Alan and his wife, Andrea Mitchell, White House correspondent for NBC News, lived a fine life. They weren’t wealthy like Paul and Nancy. But Alan led a life of highest purpose, a life guided by inquiry.

He picked up the receiver, punched the keypad.

“Hi, babe, how was your day?” he said, always his opening.

“You at the hotel?”

“Yeah, it was a long day.”

He started going into the details of his trip to New York from Washington, but he’s not much of a phone talker—Nancy knew that—and the small talk trailed off.

“I think I’m going to have to do this.”

She was quiet. “You know what I think,” she said, surprisingly cool.

She knew him too well, maybe. How bullheaded he can be, once he decides what’s right. How he had loved these last few years as a sovereign, his own man. How badly he was suited to politics, as it was being played. And then there was that other problem: she’d almost always been right about what was best for him.

“Whatever, Paul. I’m behind you. If you don’t do this, I guess you’ll always regret it.”

But it was clearly about what he wanted, what he needed.

Paul thanked her. Though somehow a thank-you didn’t seem appropriate.

And then he realized she was crying.
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ON DECEMBER 30, the Associated Press ran a story that Bush would hold a two-day economic forum with business leaders and economists the following week to discuss his view that “the economy is in serious trouble.” The AP reported that the meeting, to be held at the Governor’s Mansion in Austin, would include Paul O’Neill, Commerce Secretary–designate Donald Evans, and Bush economic adviser Lawrence Lindsey.

O’Neill was in Pittsburgh, at the neighborhood diner he’d arrived at for coffee at 5:45 most mornings for the past thirteen years, when he read the item in The New York Times.

A short while later, he was back at the tasteful, sprawling colonial in Pittsburgh’s stately Shadyside section, with Karl Rove on the phone.

“I think it would be better, Karl, if someone had bothered to first ask me whether I thought this was a good idea and then whether I thought it would be a good idea for me to attend,” O’Neill said impatiently. “My answer to both questions is no.”

A penitent Rove talked for a moment about who else was coming, mostly CEOs who’d been supportive of the President, along with a few selected economists, led by Larry Lindsey.

O’Neill told Rove that if they really wanted to discuss what was right or wrong with the economy—and “build a genuine consensus” behind some of Bush’s proposals—they “were going about this all wrong. You should get a group that represents a diversity of opinions, including labor and various schools of economic thinking. And then have a real discussion.”

Rove was deferential. The two men had never met. “Karl said that this was, in fact, ‘mostly an event to give airtime to businessmen who had supported Bush in the campaign,’ ” O’Neill recalled later.

Fine. O’Neill said he certainly had better things to do. He remembers that his “tone was impatient, a sort of ‘Who the hell is Karl Rove?’ I was accustomed to the prevailing view that political people in a White House are, well, political people. There to shape a message, but not at the center of key decisions.”

He hung up, reached for the legal pad, and scribbled:

Get KR and others in the press/media operation to agree we’re going to coordinate our outside face and that the outside face will be driven by substance, not by the need to have a line of the day. We need to give the media what we want, not what they want, and we should run a strict system that does not permit free-lance leaks and backgrounders.


But discussion of the Austin conference—and especially the mention of Larry Lindsey—spurred a more consequential analysis. There was a central question: How, exactly, would economic policy be created?

O’Neill knew Lindsey—everyone knew Larry, an engaging, political fellow who had moved around a bit in the academic, political, and policy worlds but never created much traction in any one realm.

He was a junior professor at Harvard in the 1980s but never tenured. He was always political, though, and allied himself with the supply-side thinkers, a group led by Harvard professor Martin Feldstein, a leading economist who was a chairman of the Council of Economic Advisers under Reagan. Lindsey followed his mentor’s path to Washington. He got a job in George H. W. Bush’s administration as a staff analyst in domestic policy, working under Bush’s domestic policy chief, Harvard government professor Roger Porter. Porter knew Lindsey from Harvard and never gave him any core tasks of policy analysis. Lindsey was stalled.

In 1991, though, a deadlock over whom to name vice chairman of the Fed unexpectedly left open a seat on the Board of Governors. In the scramble to fill the slot, Lindsey’s name came up. Even his friends were surprised. During Lindsey’s confirmation hearings before the Senate, he was asked about what experience he had in business. Lindsey said he’d run a hot dog stand in college. Some senators snickered. They thought he was joking.

Greenspan gave him several tasks, seemed reasonably pleased, and Lindsey used this professional break to fullest effect: he traveled and spoke often, building a profile in the Fed regions. He was comfortable in front of a crowd. His layman’s explanations of economic theories were appealing to audiences.

Shortly after he left the Fed in late 1997, Lindsey showed up in the orbit of Texas governor George Bush. A resident scholar at the American Enterprise Institute, in 1998 he became an informal adviser to Bush, visiting Austin for three long sessions to instruct him about the workings of the U.S. economy and to advocate major tax cuts. In December 1998, Lindsey argued in a Wall Street Journal op-ed for a 10 percent across-the-board tax cut; a few months later, in an issue of The American Enterprise, he suggested that a two-or three-year temporary tax cut might help extend the economic expansion. That summer, after being named officially to the Bush economic team, Lindsey attacked the Clinton administration’s plans to use the budget surplus to “save” Social Security, calling instead for the money to be given back to the people via tax cuts.

By the time the governor announced his candidacy in the winter of 1999, Lindsey had risen to head Bush’s economics brain trust, which consisted of several like-minded Hoover Institution economists, including John Cogan, Michael Boskin (who served as chief White House economist for the first President Bush), Martin Anderson (a policy adviser to Reagan and Nixon), Stanford’s John Taylor, and Glenn Hubbard, a rising economist from Columbia University. The group was technically managed by Hubbard—who acted as the honest broker of competing views—so that Lindsey would be free to advocate positions. There was a ready consensus: the group started advocating significant tax cuts in its first public pronouncements. The size of the tax cut rose during the campaign season as the projections of budget surpluses grew. In 1999, it was a $468 billion cut. In the summer of 2000, the Clinton administration announced that the surplus would be $5 trillion over ten years. By the fall of 2000, Bush’s tax cut proposal had reached $1.6 trillion.
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AFTER THE CALL to Rove, O’Neill retreated to the high-ceilinged library in his home, surrounded by nearly two thousand books, and thought about Lindsey, slated to head the National Economic Council (NEC). The NEC was created under Clinton to act, specifically, as a broker between competing views from the Treasury Department and the President’s Council of Economic Advisers, both of which have large staffs to investigate policy choices. Robert Rubin had briliantly handled that role of consensus builder in the first two years of the Clinton presidency, while Lloyd Bentsen was Treasury Secretary. He was seen by many competing camps as someone who could ably articulate to the President both sides of any issue.

Lindsey had wanted the job of Treasury Secretary and had been mentioned several times in media reports during the campaign as a possible choice. But once Bush was elected, Cheney and others made it clear that they felt that Lindsey didn’t have enough gravity for the job. The chairmanship of the Council of Economic Advisers, meanwhile, was a job traditionally held by a leading, respected economist. Lindsey was simply not in that category, O’Neill thought.

Lindsey was already in Washington, busily preparing to head the NEC, while O’Neill was at home thinking about process. Lindsey’s status would need to be articulated. Having him in the honest broker’s chair—and being a partisan rather than a broker—could be disastrous, especially for a President who had little experience in economic analysis. It couldn’t be clearer. He grabbed the pad and wrote.

Get an Agreement for LL to be the honest broker not the unilateral adviser to the P. or get him out of the broker role.
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NANCY WAS STAYING in Pittsburgh. This was their home. She was not selling the house. They’d think about buying an apartment in Washington in the spring. It was a four-hour drive, and O’Neill loved to drive, so that’s what he’d do: drive home on Friday nights and then back on Sunday.

He got a room at the J. W. Marriott on 13th and Pennsylvania Avenue, a seven-block stroll to the marble fortress of the Federal Reserve, where he arrived for breakfast at 8:30 sharp on January 5. He settled into the chairman’s private dining room, newspapers under his arm. He’d been here two dozen times, maybe more, during Greenspan’s thirteen years as Fed chairman. O’Neill’s always on time. Always. And he loved it when Alan was a little late, which he was every once in a while.

After a few moments, Greenspan poked his head in, sheepishly.

“Jesus, Alan, I read all the papers already and, you know, there’s really not a whole lot to do around here….”

Greenspan shrugged. They’d done this routine before. “Traffic was miserable…like you wouldn’t believe.” This was one of Alan’s standards, along with, “Andrea and I were out late last night and it was impossible to get up this morning….”

These are men of ritual and precision—not easy men to meet, unless you know their daily organization chart. But when they lock into a relationship, they lock in tight. After thirty years of breakfasts, they slipped easily into step, knowing each other’s routines as a postman knows his route.

A waiter appeared, and Paul, who had already eaten his small daily breakfast at 5:45 a.m., ordered another—English muffin, grapefruit slices, and coffee, regular. For Greenspan, oatmeal with raisins, grapefruit slices, and coffee, decaf. Like always.

“So, what do you think about the current state of play?” Paul said, in one of his traditional openings. “Got any new numbers we ought to roll around in?”

Greenspan started to cite some “top line” numbers, unemployment, inflation, manufacturing inventories, money supply. It was a kind of limbering-up exercise for these two, starting with traditional trend analysis on unemployment and inflation, some predictions of generally unpredictable ups and downs, the where-are-we-now snapshot of the current economic metrics. They were akin to mariners discussing tides and winds. Context, mostly.

The December unemployment rate, just released, was only 4 percent but expected to creep northward. Employers announced 134,000 layoffs in the month, more than triple the number in November. Inflation, at an almost historic low of 2.2 percent, seemed to have been effectively tamed by a decade of Greenspan-led tight-fistedness in monetary policy and years of Clinton-Rubin prudence on the fiscal side.

But beneath the surface, there was cause for caution. The enveloping issue, both men agreed, was the struggle to keep productivity—the great engine of the nineties prosperity, in Greenspan’s view—on the rise. Some sectors were driving these productivity gains—like manufacturing-intensive industries embracing automation, or computer makers, whose productivity had risen nearly 60 percent each year since 1995. It meant consumers got more for less. Meanwhile, sectors such as health care and services that rely on expert labor and are less directly impacted by technology showed almost no productivity gains. For them, revenue growth is mostly a matter of price hikes. It was a split, almost like two separate economies. But now, they were both being drawn toward a shared crucible: with consumer confidence, and spending, turning sluggish, managers in both economies would have to squeeze productivity gains from cost reduction. They’d have to cut workers, while holding off spending for infrastructure, information technology, equipment, and various capital investments that drive growth. This meant you could have flat or modest economic growth and still be losing jobs.

O’Neill and Greenspan started to look for where, and how dramatically, this was happening. The morning’s financial papers were running the December figures on wholesale inventories, like paper, petroleum, food, electronic equipment. Inventories had been building up almost everywhere. But those were already “historicals” to these two—they were digging around two levels below that and a hundred yards ahead.

For years, they’d talked metals. Greenspan had been on Alcoa’s board. Both knew how often such ubiquitous materials—steel, aluminum, lead—are leading indicators that cross business sectors. They tell you what next month’s numbers will be.

“What do Alcoa’s order rates look like?” Alan asked. Paul ticked off Alcoa’s numbers (down), then ran through London Metal Exchange (LME) prices, mostly down. Alan noodled this. What fraction of replacement cost of capital do these prices represent? he asked. Paul said he’d get current inventories of the LME, then he and Alan discussed inventories that were not even being counted.

Breakfast was gone, second cups poured, and they branched out, doing granular analysis of the “customer side” (as in big buyers of commodities) in various sectors—talking fast in shorthand, finishing each other’s coded sentences—about “forward orders” for airplanes and “days inventory” (means average number of days a product sits unsold) for autos. Sixty days, eighty-five days? At that rate, automakers were just producing cars for inventory, because it’s too expensive to shut down plants. Both men had pads. They jotted down numbers. Telecommunications equipment was the area of greatest concern. There was no room for further downdrafts there—it was a crisis beckoning disaster.

Insofar as they shared a skepticism of economic theory, this was why: race across the country’s top twenty industries in forty minutes, your bare feet pounding the cold earth, and it’s almost possible to feel the American economy.

Pulling up after this sprint, they agreed that the ground felt, for the most part, solid, though in a few places it was softening rapidly.

So, what to do? Greenspan had a magazine of fresh powder in terms of monetary policy. On January 3, two days before this breakfast, the Fed had cut its target for the federal funds rate—the overnight lending rate to banks and financial institutions—by half a percent, or 50 basis points, to 6 percent. There was plenty of room to cut, in Greenspan’s estimation, without stirring inflation. O’Neill focused on his realm: there was an extraordinary situation in fiscal policy. The first question: How big was the surplus? Second: How could a wide slice of this historic, maybe once-in-a-lifetime surplus be protected for the thing he and Alan had dreamed of for nearly three decades, saving Social Security? It was now or never.

“Five trillion over ten years?” O’Neill asked, trying to get a fix on the big number.

“It’s certainly not money in the bank,” Greenspan said.

But, of course, both saw the effect of the magic number, however speculative. It was like pumping ether into the executive and legislative branches. No hard choices would be required. Everything seemed possible. Already initiatives were being launched for boosts in education spending, defense spending, and prescription drug coverage for seniors. Republicans and Democrats were lining up: a party so good, everyone has to come.

This enthusiasm set off alarms for O’Neill and Greenspan. They needed a plan for fiscal management that would capture this moment and many to follow. First, O’Neill said, do the numbers. Take out the trust funds, the untouchables: nearly half of the total surplus would go to obligations for Social Security and Medicare. What was left—$2 trillion plus.

Then there was the President-elect’s $1.6 trillion tax cut. Paul mentioned that Bush was unmovable on the tax cut—that he’d said over their cheeseburgers that it was important to do what he was elected to do and “not negotiate with myself.” Though this was not news to Alan, it seemed worth saying out loud.

If the surplus held, there would be close to enough left over to save Social Security—which meant replacing it with a better system—without slipping deeply into deficit spending. Deficits were a dragon that Greenspan felt had finally been slain.

We’re not going back into the red, Greenspan said. Paul nodded solemnly. For these two, it was a blood oath.

Greenspan felt the surplus needed to be cleared away. There was currently $3.2 billion in federal debt that required interest payments and created a drag on the economy. Add to that a large surplus locked in dusty, low-yielding vehicles, like government bonds, and there would be additional drag on the economy. On the other hand, if the surplus was left unattached, Congress and the President would find a way to spend it.

O’Neill—the budget hawk—already had a plan. Prior to this meeting, he had written on his pad:

We can strengthen our own hand on what to do with the surplus by articulating the principle of a dedicated flow to continuing debt reduction.


He recited the line to Greenspan, who considered it for a moment. Fine—reduction of debt is a priority—but what happens to the big item, the tax cut, if the surpluses evaporate? he asked.

“Triggers,” O’Neill said. “A good enough idea, if it can be sold.”

It would be a statutory enforcement of fiscal prudence. Balance-sheet behavior common to most companies and households—whereby spending is linked to availability of funds—would continue to apply to the country’s largest balance sheet. Moving into deficit would “trigger” a host of reactions. To wit: Fiscal policies based on the availability of a surplus would be altered if that surplus disappeared. Of course, as both Alan and Paul knew, that would include the President-elect’s proposed tax cut—the largest ever in total dollars and only slightly less, as a percentage of gross domestic product, than the historic Reagan tax cut of 1982.

Neither man opposed a tax cut. Total federal revenues as a percentage of GDP—a key calculation that shows the level to which the U.S. government taxes its citizens—hit 20.8 percent in 2000, the highest percentage in the last forty years, during which time the average was 18.6 percent. Who makes those payments is another, more complex calculation, but that top line percentage was driven by a dropping share from corporate taxes—4.2 percent of GDP at its peak in 1967, down to 2.1 percent in 2000—and a rising portion from Social Security taxes from 3 percent of GDP in 1962 to 6.7 percent in 2000. It was a matter of what was affordable, across an unknowable arc of ten years. If a tax cut could be afforded, fine and good.

If, however, a combination of tax cuts and depressed tax receipts from an economic slowdown caused the surplus to evaporate—and if there were not spending cuts to avoid slipping into deficit—the tax cut would be reined in. O’Neill and Greenspan’s view of history’s “top line” was succinct: We went through this before, under Ronald Reagan, and it took nearly two decades to pay off the debts. Tax cuts are easy, spending cuts are hard. If you want one, you need to embrace the other. And if the political system is too dysfunctional to have that debate, you stay put and avoid dramatic action.

“Our political system is what needs fixing,” O’Neill said in a moan that Greenspan had heard many times. “It needs to be based on reality. Not games.”

And so it was hatched: a secret pact. What they were doing felt perfectly natural. Two men with nearly ninety years of experience in and around Washington, colluding to prevent an elected president—with virtually no experience in setting national economic policy—from acting in a way that they were convinced was ill-considered. He’d thank them later.

O’Neill smiled. “Think you could find a way to mention triggers in one of your upcoming pronouncements?”

Greenspan smirked. “Why me?”

“Because I thought of it,” O’Neill said with a friendly gloat. “That means you have to sell it.”
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AT THE BUSH presidential transition office, a nondescript beige brick government building on 18th and G Streets, O’Neill and other senior officials settled into offices on the eighth floor, with Cheney presiding from the corner office. When compared with most transitions, this one was efficient and purposeful—every one of the hundreds of staffers knew his or her place and what he or she was expected to do. O’Neill was expected to start creating an economic policy, and for the first time, he had extended discussions with Lindsey.

He found Lindsey astonishingly bleak. “Larry was sure that we were on the brink of disaster—it seemed he’d believed that for a few years at that point—and was convinced that deep tax cuts were the cure,” O’Neill recalled. “While Larry had grown up drinking the supply-side water, he never mentioned this philosophy to me. I figured it was out of his system, like most everyone else. He just seemed to feel that the economy needed stimulus and we had these surpluses, so full steam ahead.”

The more they talked, the more they seemed to disagree. “The numbers, the real numbers, don’t support a lot of what you’re saying, Larry, about the sky falling, or the stimulative power of these tax cuts,” O’Neill said in one meeting. He began to put Lindsey through an intellectual regimen, what Nixon and Ford colleagues called O’Neillian analysis. Lindsey was using a variety of economic models that provide only the most general, after-the-fact rendering of the U.S. economy. “You’re looking through the rearview mirror, Larry, and you may be nearsighted,” O’Neill would say in a tone of bonhomie. For him, this was pure joy, a kind of give-and-take you could “really sink your teeth into.” For Lindsey, it may have felt like an affront, an attack on his credibility as a leading economist, always a sore point. But Lindsey wouldn’t engage in the kinds of exchanges O’Neill had long enjoyed with Greenspan, or with several leading conservative economists, including some—like Stanford’s John Cogan—who served on Lindsey’s all-star group of campaign advisers. Cogan, who had flown in from California to help with economic planning during the transition, ducked into O’Neill’s office in the transition building about this time and said, “It’s an honor to finally meet the legend.” In fact, O’Neill’s reputation as one of the most original thinkers in the Republican camp also meant he would be difficult to control—a problem if economic prescriptions were already set and non-negotiable. So, in meetings that unfolded through January, Lindsey was polite, listening, often biting his tongue.

O’Neill grew concerned. More and more, he began to view Lindsey—who had long served as Bush’s economics tutor—as an advocate, and an advocate who would soon sit about thirty feet from the Oval Office. Trouble.

It would be important to pick his moment carefully. It was late on a weekday night. Much of the staff was gone. Two lifelong workaholics were still at their posts: O’Neill and Dick Cheney.

He marched down the hall to Dick’s office and closed the door.

“Dick, I think we need to talk,” O’Neill said. These were things Dick understood: how setting sound process to manage the White House and executive branch—entities that were truly beyond human scale—would determine outcomes. O’Neill said that he was concerned that Lindsey was masquerading as the honest broker and was anything but. O’Neill didn’t have an immediate remedy—he had to run Treasury and might not have the time to entertain competing economic views, to be the broker, as someone inside the White House was better positioned to do. But his concern stretched across the entire realm of domestic affairs. Without a process that included strongly positioned honest brokers and a rigorous, disinterested vetting of various proposals, O’Neill said, “all you’ve got are kids rolling around on the lawn.”

Cheney listened, nodded a few times, listened some more. As O’Neill spoke, he recalled more about his long history with Dick, under Gerald Ford, during Paul’s visits to “41” and since. Dick was not a talker. His cards, held close, were virtually never shown. He could seem reassuring, even sympathetic, but you couldn’t gauge depth. It was easy to paint what you hoped to see on Dick’s concerned, pensive mien. But you could never be certain what he was thinking or what he would do.

O’Neill felt he had laid out his case. It couldn’t have been clearer to him, and he was sure that it was equally clear to Cheney. The need to really “run the traps” on every potential presidential move was more important for this Bush than for his father or Gerald Ford, both of whom had vast experience in the federal government. God knows, Cheney would understand that as well as anyone. Then there was silence. Dick thanked Paul for his insights, and O’Neill left feeling that he had done his duty. Leave it to Dick. He’d know what to do.
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A BLACK SUV wound down Chain Bridge Road, the area’s old highway, and through the plush hills of McLean, Virginia. It passed the unmarked gates of the Saudi ambassador’s residence, then, a mile along, a green highway sign—

George Bush

Center for

Intelligence

CIA

—before turning into the gated community where Dick Cheney lived.

O’Neill and Greenspan slid out of the high backseat, and in a moment, Cheney welcomed them into the foyer of his two-story brick town house, where boxes were already packed for the end-of-the-week move to the Vice President’s official mansion. It was the late afternoon of January 14, the Sunday of the final week of the transition. They settled at the kitchen table, three men in ties, blazers, and slacks, CEO casual, making final preparations for the coming era.

They raced across topics, a kind of review of what had been decided. The President-elect had said little about foreign affairs during the campaign or since, and in any event, Powell and Rumsfeld, just now coming aboard, were working up some of their own ideas. Domestic issues were all anyone was focused on. The tax cut was the priority, they all agreed. After the close election, Cheney said, it was important that the new President score a clean victory on taxes. If it went the other way, opponents would feel empowered and all anyone would talk about was how he’d lost the popular vote.

But Cheney, speaking often to Lindsey, had been concerned that the economy was weakening fast—a central issue both materially and tactically to the tax cut—and asked both men to give their views.

O’Neill gave his “don’t panic” rendition of what the numbers said and then added, “The best, first stimulus, truth be told, may be monetary policy.”

It was important, Greenspan said, not to overreact. If people felt the underlying economy was essentially solid—and he suspected it was—they’d act accordingly. They’d get over mourning for lost stock values and begin to spend and invest. He talked broadly about monetary policy—that they were ready with more rate cuts if needed—but he didn’t cross the barrier to tell what he was thinking of doing, and Cheney knew not to ask.

O’Neill then elaborated, trying to close the circle. The key, he said, was to match interest rate cuts with a sense “that we are continuing to act with real fiscal restraint and prudence.” That, he said, would please the bond markets and, probably, boost stocks. “It’s important we display our good sense in handling these surpluses, something we haven’t had much experience doing.”

Greenspan echoed that. Any tax cuts, he said, need to be seen as sober and very responsible.

Cheney mostly listened, not offering much. Earnest, opaque. The two leading players in economic policy had offered their opinions, and he had duly noted them. Then he moved the discussion to the economic fallout from what he saw as an energy crisis. In this, he took the helm. Years at Halliburton had granted him a sense of mastery of this area.

California was blowing up. Its power shortages were making headlines each day. Cheney said it was not a problem of supply. It was a “malfunctioned distribution system, not a fundamental inadequacy of capacity,” O’Neill recalled. “His question was, what kind of regulatory intervention would be the right one, both in California and in similar situations that might occur elsewhere.” Cheney mentioned how the crush of environmental regulations had slowed the building of new facilities—how those regulations might be eased—and talked through the possibility of creating a national energy grid. At present, the country is divided into three, bordered grids—East, West, and Texas. State regulations governing energy production, distribution, and use add another set of borders.

All three men had served in the White House under Richard Nixon and Gerald Ford when energy crises hit. Greenspan and O’Neill pressed the point about alternative sources. They all agreed that there was no way the country could really be energy-independent on hydrocarbons, O’Neill recalls, “and that our resources were being used up at an amazing rate. It’s a matter of national security that we diversify.”

Cheney took that cue to focus on nuclear power, citing France’s reliance on nuclear for more than 60 percent of its electricity. “He said, ‘We need to revive nuclear power,’ ” O’Neill recalled, “and that the President wanted him to head up a special task force on energy. It was clear that Dick would pretty much be in charge of the whole thing. It was his baby.”

O’Neill and Greenspan responded with their proprietary desires: using the surplus to finally refashion Social Security. Then O’Neill talked about reforming Medicare and changing the tax system. Cheney nodded along, unreadable.

Two hours had passed. Cheney moved to close the big circle. The shape of things to come? Tax cut, Cheney said, front and center. A task force on energy, which he would run. And everyone stay in close touch about the condition of the economy. All other matters—like global warming or education reform—would move on a slower track.

The conversation was purposeful and focused and familiar. At least on the surface. Here were three friends who’d known one another for three decades, busily constructing the government on behalf of someone only Cheney really knew, and not as well as they knew each other.

But subtle divisions, barely discernible, were already taking shape around the kitchen table. Cheney had recommended O’Neill for the job in part because of his long bond with Greenspan. It may have been the uneven relationship between Greenspan and the first Bush administration—friends of “41” complained—that freed the Fed chairman to hold back on stimulating the economy in 1992. They claimed it contributed to Bush’s loss. Greenspan had said then, and since, that fighting inflation was that moment’s key issue. He’d pull tight the reins on money supply, again, under similar circumstances. His actions, moreover, were born of loyalty to a core principle: to know all that can be known and then try, every day, to do what is in the best long-term interest of the U.S. economy. The Bushes, of course, have relied on a different oath: loyalty to a person, whether “41” or “43,” and to the family. There might be disagreements on what position the best available facts or political calculations recommend. But you stick together, no matter what.

Cheney had long made peace with this notion of personal loyalty. It was at the core of why men in power—including both Bushes—always felt comfortable investing their confidences, secrets, doubts, delights, and very careers in the hands of this quiet man from Wyoming. It was a quality that had propelled him to the office he would take within the week.

Despite similarities in experience and outlook, O’Neill and Greenspan were of a different cast. They relied on oaths of personal conduct, bound up with their code of frankly discerning reality and then acting on it. Each of them had been his own man for quite a while. They stuck together, primarily, because each liked the way the other made sense of the world. “I like the way he thinks,” each would say. It was a bond of loyalty that demanded performance and constant renewal; it was conditional and transparent.

Dick, following a different oath, was now unshakably loyal to someone neither Paul nor Alan really knew…even if he was about to become President. That, suddenly, made the political philosophy and policy passions—the mind of Dick Cheney (a subject of some mystery, even to close friends)—subordinate issues. Literally.

Greenspan’s autonomy—his claim of loyalty to inquiry rather than person—was a tailored suit he’d worn since being appointed Fed chairman. Until a month ago, it had also been an easy fit for O’Neill. But since he had signed on as Secretary of the Treasury, many of those around Bush expected O’Neill to be loyal, without question, to the President. The problem was that Bush hadn’t earned his loyalty.

All this became clear to Paul O’Neill and Alan Greenspan at the same instant, midway through the waning afternoon. When the centerpiece of the President-elect’s plan for America—the $1.6 trillion, ten-year tax cut—was discussed, neither man felt comfortable mentioning the secret “trigger” pact to Dick Cheney.

They couldn’t be sure what Dick would think.
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THE PRESIDENT would arrive this week to prepare for the inauguration. On Wednesday, January 17, at his confirmation hearings before the Senate Finance Committee, O’Neill had a chance to talk publicly about principle.

In his opening statement, he said that helping fix the crisis in Social Security was what “convinced me that it was appropriate for me to accept the challenge to return to public service.”

To Frank Murkowski, Republican of Alaska, who asked about use of the tax code to stimulate investment—a trusted weapon in the federal policy arsenal—O’Neill testified, “I’m thinking about whether I can get away with still being a maverick for another couple of days”—a line that drew laughter—then stated that, as a CEO, “I never made an investment decision based on the tax code,” and that “good business people don’t do things” on the basis of tax code inducements.

Then to Louisiana Democrat John Breaux, who asked whether O’Neill would recommend “a monetary policy fix or…a broad-based tax cut fix” to boost a slowing economy, O’Neill said, “I think the first line of action is monetary policy. My point is this. If we’re going to have a tax reduction, which I’m hearing more and more people say they’re in favor of a tax reduction, then I don’t know why we wouldn’t want it now, not because it’s a major component to drive the economy, but because it won’t hurt.”

The next day, the lead story in The New York Times was headlined:


TREASURY CHOICE VARIES FROM


BUSH ON TAX OUTLOOK

In his first public comments since Mr. Bush selected him to head the Treasury Department and serve as the leader of the new administration’s economic team, Mr. O’Neill supported tax cuts with words that were noticeably less rousing than Mr. Bush’s. He said he favored tax relief because he did not see the harm in lowering the tax burden while the government had big surpluses.

But in a three-hour confirmation hearing in front of the Senate Finance Committee, he did not spell out the benefits of tax cuts in any detail. The former Alcoa executive and Nixon and Ford administration budget expert also cast a shadow of doubt on Mr. Bush’s contention that tax cuts are the right antidote to the looming economic downturn.

He said the Federal Reserve, through its control of monetary policy, was the “first line of action” to fight a downturn and suggested that even cuts of the magnitude Mr. Bush has promised would likely have relatively little immediate impact on the nation’s economy.



Karen Hughes, White House communications director, Karl Rove, and others close to the President read the story and boiled, especially about one particular paragraph:

Mr. O’Neill also praised the Clinton administration’s record of fiscal discipline and economic stability as “wonderful.” He said the Bush administration should aim to collect enough in taxes to pay for government operations each year without going into debt—even when the economy barely expands.


O’Neill read the Times at his desk in the transition building. He had known there’d be some stir, but he thought it was important to make clear where he stood. He and Greenspan had studied these issues longer—and together had more relevant practical experience—than almost any other pair in town. And they were in concert about everything he’d said at the hearings. The President’s views were general and evolving. O’Neill felt his candor would nourish that evolution, or at least offer a counterweight to whatever Larry Lindsey might be saying.

The Times noted that O’Neill’s position “differs in some respects from the view held by some supply-side economists, who steadfastly defend President Ronald Reagan’s tax cuts of the early 1980’s as having revolutionized the economy, even if they also contributed to giant budget deficits. Lawrence B. Lindsey, Mr. Bush’s chief economic aide, is a leading proponent of Reagan-era tax cutting and the main architect of Mr. Bush’s tax cut plan, which is estimated to cost $1.6 trillion over 10 years.”

And then, the us-versus-them clincher: “His comments illustrate why some conservatives distrust Mr. O’Neill’s economic instincts. As a budget official in the Nixon and Ford administrations, he developed a reputation as a pragmatic thinker on fiscal matters, inclined to run a lean and efficient government, but skeptical of ideological extremes.”

O’Neill put the Times in his briefcase, emerged from his office, and saw Larry Lindsey in the hallway.

“Nice story, Paul,” Larry said, seeming rather upbeat. “It’s important people know where we stand.”

“Absolutely,” O’Neill responded. “That’s the whole point. People need to know what we’re thinking. Let’s not be afraid to tell them.”
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