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Introduction

Everybody knows the fight was fixed.
The poor stay poor, the rich get rich.
—LEONARD COHEN, “EVERYBODY KNOWS,” 1988

The concentration of wealth among the richest Americans has become
a potent political issue, animating such phenomena as the Occupy
Wall Street movement of 2011 and the youthful enthusiasm associated
with the presidential campaigns of Senator Bernie Sanders, an avowed
socialist. Growing economic inequality has even elicited notice on the
political right in recent years, breaking with past trends and blurring
long-standing ideological distinctions. While proposed solutions to
these problems remain issues of contention, the fact of rising inequality
is now recognized across the political spectrum. This book will explore
why resources have become so concentrated in America, focusing on
political changes during the 1970s, which marked a basic turning point
in U.S. history.

The evolution of inequality is shown in stark terms in figure o.1,
which presents compensation for workers, paired with the rate of pro-
ductivity growth, from 1948 to 2021." The story is clear. In the first
phase, during the 1950s and 1960s, worker compensation grew steadily
in tandem with productivity growth. Then in the 1970s, a crisis period
emerged, with both compensation and productivity becoming essen-
tially flat. Finally, in a third phase, beginning after 1979, a striking
divergence opens between worker compensation and productivity, pro-
ducing a “pay-productivity gap” In a break with past trends, working
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FIGURE 0.1 Growth in U.S. worker compensation and productivity, 1948—2021
Source: Graph from “The Productivity Pay Gap,” Economic Policy Institute, updated October
2022, https://www.epi.org/productivity-pay-gap/.

people ceased to benefit from improvements in efficient production.
Meanwhile, accumulated wealth held by the very richest Americans
grew to levels not seen since the pre—New Deal era.? The trend of con-
centrated wealth was encouraged by government policies, which moved
in a sharply free market direction. Beginning in the late 1970s, America’s
political economy assumed a strongly elitist character.

The facts raise a simple question: How was it possible to obtain
such elitist results in a democratic polity with multiple parties, regular
elections, and (mostly) universal suffrage? These results seem all the
more surprising in light of public opinion polls from this period, which
show broad support for progressive taxation and government programs
to alleviate poverty, a support that remained strong through the end of
the decade and well beyond. Polling data present no evidence that the
public supported a conservative shift in economic policy.? Indeed, the
conservative policy shift and resulting concentration of wealth occurred
despite public opposition to these developments.

I argue that America’s shift toward wealth concentration was the
product of pressures from economic elites, not the general public. It
resulted from a carefully crafted campaign to move economic policy in a
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laissez-faire direction, orchestrated by large businesses and wealthy indi-
viduals who were acting to advance their own interests at the expense of
working people. The strategy was discussed openly. In 1974, for example,
an article in Business Week declared that large portions of the American
population might have to “accept the idea of doing with less so that big
business can have more” To achieve this objective, the article empha-
sized “the selling job that must now be done to make people accept
the new reality” of declining living standards while it acknowledged
that the proposed redistribution of resources would prove “a hard pill
for many Americans to swallow”* We will see that corporate interests
did indeed mount the “selling job” advocated in Business Week, which
achieved great success in guiding government officials toward free mar-
ket policies despite the lack of public enthusiasm. It constituted a revolt
of the rich against what they viewed as intolerable conditions.” Let us
now look more closely at what led to this revolt.

A DECADE OF CRISIS

For America’s richest citizens, the 1970s began as a challenging period.
The rich were negatively affected by stagnant productivity rates® as well
as “the unchecked and out-of-control rage of inflation,” in the words
of the historian Bruce Schulman.” It was widely presumed at the time
that inflation harmed all social groups equally.® However, it was actually
the wealthy classes that were most affected, a point confirmed in the
memoirs of Herbert Stein, who served as chairman of the Council of
Economic Advisors in the early 1970s: “The main losers [from inflation]
are upper income people, whose assets decline most in real value during
inflation” Stein’s claim is supported by an abundance of statistical
data.'® While rising prices harmed nearly all income groups to some
degree, it caused greatest harm to the rich. As a result, the distribution
of resources became considerably less skewed during the 1970s, produc-
ing one of the most equalized levels of income distribution in American
history." In addition, economic elites were confronted by declining rates
of profit, which began during the late 1960s and continued through the
1970s." Given the combined challenges of inflation and declining prof-
its, America’s wealthiest citizens mobilized to protect their interests.
They were able to set aside their petty differences, coming together as
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a unified social class to lobby for basic changes in policy that would
benefit them.

A key figure assisting this elite mobilization was President Richard
Nixon. Using new documentation from the Nixon Presidential Library,
I will show that Nixon quietly urged corporate executives to fund con-
servative think tanks with the aim of advancing free market ideas. Given
their declining fortunes, business interests were happy to oblige. Nixon
also seeded federal agencies with economists from the very conservative
Mont Pélerin Society (MPS)—associated with such figures as Milton
Friedman and Friedrich von Hayek—for the first time engaging the
MPS network in high-level policy making. These actions formed part
of a concerted presidential effort aimed at building up a rightist coun-
terestablishment, as explained in detail in confidential White House
memoranda. And after Nixon’s 1974 resignation from office following
the Watergate scandal, business figures themselves directed the buildup
of a rightist political infrastructure, all lavishly financed. Once galva-
nized, the business steamroller proved unstoppable, and it influenced a
range of policy areas, while the MPS network of academics that Nixon
had empowered would play decisive roles in shaping policy through the
remainder of the 1970s and well beyond.

In addition, Nixon sought to establish a mass base for modern con-
servatism by mobilizing evangelical Christians and social traditionalists
(who were heavily funded by business interests) while carefully fusing
social and business conservatives into a unified right-wing movement
of considerable force. Business conservatism held little mass appeal, but
social conservatism proved far more popular. Nixon is often viewed as
a cynical opportunist lacking ideological commitment, but I will show
that he was in fact a deeply conservative president committed to free
market ideals. He would play a central role in pushing America toward
a more skewed distribution of wealth.

The 1970s also presented a series of foreign policy crises, begin-
ning with the spike in international oil prices orchestrated by the Orga-
nization of the Petroleum Exporting Countries (OPEC). Later in the
decade, the Iranian Revolution raised oil prices still further and added
to the turmoil, while the 1979 Soviet invasion of Afghanistan presented
yet an additional source of turmoil. The Afghan invasion was consid-
ered a particularly severe threat, given its supposed proximity to the
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Persian Gulf, combined with a widespread suspicion that the Soviets
would use Afghanistan as a staging area to launch attacks against the
Gulf countries. By the end of the decade, these combined crises led to a
dramatic change in foreign policy, with a large-scale military buildup in
the Persian Gulf/Indian Ocean region and a substantial rise in overall
military spending.

With regard to motive, it has been widely assumed that the U.S.
move toward military force was an inevitable response to threats ema-
nating from the Soviet Union, which was considered the main source
of instability in the Middle East. The invasion of Afghanistan was seen
in especially dire terms. The conventional wisdom is nicely distilled by
Philip Jenkins: it was generally agreed that “the Soviets genuinely did
pose an imminent threat to the United States, that the United States
needed to rearm to resist that aggression”’?

The foregoing interpretation is predicated on a myth. Based on
newly declassified documents—from both U.S. and Soviet archives—
we will see that the USSR’s invasion of Afghanistan was undertaken
for defensive purposes, posing no serious threats to U.S. or Western
security. And in general, Soviet threats in the Middle East were greatly
overstated. The main cause of the turn in U.S. policy was, once again,
a massive corporate lobbying effort that argued for a military buildup
while using alleged Soviet threats as a pretext to justify this buildup. At
the level of impact, escalating military budgets served to lower federal
spending on social programs while enriching weapons manufacturers,
further skewing the distribution of income and wealth. Thus, the move
toward militarism at the foreign policy level bolstered conservative
programs being undertaken simultaneously at the domestic level. To
state the matter simply: in all historical periods, government officials
must choose between guns and butter; at the end of the 1970s, they
chose guns.

In the story of the America’s political shift, a central role was
played by President Jimmy Carter, who succumbed to interconnected
lobbying pressures and finally implemented a decisive change at the
policy level. Carter’s program brought liberalization of the financial
sector, deregulation of industry, and the imposition of severe austerity
measures that lowered working-class living standards. There was also
a concerted effort to reduce the influence of labor unions. And finally,
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it was President Carter who implemented the rightward shift in foreign
and military policy in favor of increased military spending. Recent stud-
ies of the Carter presidency, especially The Outlier by Kai Bird, present
Carter as a centrist president who resisted ideological extremes. This
book argues, in contrast, that the Carter presidency left a deeply con-
servative imprint on federal policy; he was not centrist at all. While
President Nixon had laid the groundwork for the conservative policy
shift—by mobilizing business and creating a conservative intellectual
infrastructure—it was Carter who implemented that shift across a
broad range of issues. President Ronald Reagan would later extend and
deepen America’s turn to the right; but in taking those actions, Reagan
was building on a conservative policy foundation that had been laid by
his Democratic predecessor.

This study also emphasizes the salience of foreign economic pol-
icy in reducing working-class living standards. An event of special
importance was the deregulation of international finance. In 1973, the
United States moved to a “floating exchange rate” system, whereby the
value of the dollar would be set mainly by private currency traders on
a free market basis, ending the system of regulated currencies that had
been established by the 1944 Bretton Woods agreement. While previ-
ous studies have treated this deregulation as an accidental event, taken
without any real forethought,* I will show that it was not accidental
at all. The floating of the dollar resulted from long-standing efforts by
conservative economists associated with the MPS—strongly supported
by financial interests in the private sector—to empower the free market
in setting the value of the dollar—to “free” currency trading from gov-
ernmental interference.

The deregulation of international exchange rates set a precedent
for the deregulation of domestic finance as well, culminating in the
1980 decontrol of interest rates. The cumulative effect of these multi-
ple rounds of deregulation was to supercharge the U.S. financial sector,
which saw impressive growth in profitability, while contributing to the
decline of heavy industry, to the detriment of labor. Entire categories
of high-paying industrial jobs were lost as a result, helping to skew the
distribution of resources over the long term. I will argue that foreign
economic policy played a decisive—if largely unrecognized—role in
America’s turn toward laissez-faire.
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The overall right-wing tilt associated with these trends transformed
both the Democratic and Republican Parties, which became much more
responsive to the dictates of top income brackets, while the distribu-
tion of resources was dramatically skewed.'® The trends deepened over
time, and in 2018, the political scientists Benjamin Page and Martin
Gilens concluded, “The wealthy, corporations, and organized interest
groups have substantial influence” over the U.S. political process, while
“ordinary citizens have little or no independent influence at all”*® It was
during the 1970s that these trends were set in motion.

The central theme of this study is that there was nothing inevita-
ble about America’s move toward wealth concentration and military
buildup. Regarding the economic challenges of the period, a range of
potential policies could have been pursued in response to inflation,
including policies that would have been much more beneficial for wage
earners. That policy makers opted for austerity and deregulation while
disregarding alternatives reflected a political choice, not a necessity.
And with regard to the right-wing turn in foreign policy, the additional
military expenditure responded to an illusory security threat, not a real
one. Overall, I argue that America’s turn to the right resulted from elite
political maneuvering, not inevitability.

When considered in retrospect, the 1970s may be viewed as a con-
junctural decade, a fork in the road, when the old social order was
breaking down and it was not immediately clear what would replace it.
As a historical period, the 1970s most resembles the Great Depression
of the 1930s, which also entailed a social crisis with an outcome that
initially appeared uncertain. However, the two decades pursued very
different trajectories in resolving their respective crises, with the 1930s
producing a new order of greater equality in the form of the New Deal,
while the crisis of the 1970s was resolved with precisely the opposite
result: greater inequality. Explaining why the 1970s produced this strik-
ingly inegalitarian outcome forms the task of this book.

DEEP LOBBYING

In assessing America’s political turn, this study places special empha-
sis on “deep lobbying,” which entails lobbying of elite and mass public
opinion.” When most readers think of lobbying, they imagine corporate
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trade groups on K Street in Washington, DC, registered with the Depart-
ment of Justice, whose agents contact members of Congress on behalf of
interests they represent. The lobbyists then seek to pressure legislators
with regard to specific policy issues. Deep lobbying, in contrast, seeks
to influence the overarching ideologies of public officials and legislators
and (where possible) the broader public. It traffics in the dissemination
of ideas and aims at changing the climate of opinion. Deep lobbying has
the advantage of appearing nonpartisan—as if it is not really lobbying at
all—and its funding in most cases is tax exempt.

We will see that business interests engaged heavily in deep lobbying
during the 1970s. Corporations lavishly funded such right-wing think
tanks as the American Enterprise Institute, the Heritage Foundation,
and Stanford University’s Hoover Institution, among many others.
These institutions experienced tremendous growth in both the scale of
their operations and their overall clout in setting the agenda. In the con-
text of prodigious growth, these think tanks hired top-tier academics
and researchers whose ideological programs—heavily slanted toward
militarism and laissez-faire economics—were circulated through the
mass media, with high impact.

In addition to deep lobbying, this study will discuss traditional
business lobby groups, such as the U.S. Chamber of Commerce, the
National Association of Manufacturers, and the Business Roundtable.
These groups also grew in size and political clout. I will argue, however,
that deep lobbying by think tanks was ultimately the more effective
form of influence. It is often said that in politics, “ideas matter”;!® and,
indeed, the experience of the 1970s bears this out. Accordingly, business
executives invested heavily in the development of ideas that advanced
their interests, and also in the diffusion of those ideas, through deep
lobbying. The effects were impressive, as we shall see, influencing both
U.S. and also global economic policy.

Consistent with the idea of deep lobbying, this study will stress
the role of academics and intellectuals, who served as agents of vested
interests while teaching at universities—often with discreet corporate
funding—or as affiliates at corporate-run think tanks. Business execu-
tives actively sought out academics to act as policy advocates and then
bankrolled their research. Academics were especially prized due to their
aura of prestige and objectivity, combined with the widespread view of
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faculty as independent actors. They were far more credible than profes-
sional lobbyists.

Several separate academic networks became influential during the
1970s, working in a range of policy areas, including foreign policy. In
particular, a network of neoconservative intellectuals associated with
the Committee on the Present Danger proved highly influential in argu-
ing for raised military spending while obtaining generous support from
military contractors and other interested parties. In arguing for these
objectives, the neoconservatives advanced a strongly anticommunist
worldview as a point of ideological principle.

We also will explore the conservative economists associated with
the Mont Peélerin Society, the most important member being Milton
Friedman. Their core ideology was a celebration of the free market, and
they advocated policies that aimed at reducing or eliminating govern-
ment regulations from the New Deal and Progressive eras. Based on this
ideology, Friedman and his MPS colleagues received heavy funding and
support from some of the most powerful business interests in the coun-
try representing multiple sectors. Business support helped augment the
standing of the MPS within the economics profession, enhancing its
credibility with high-level policy makers and the general public. While
the names of Friedman and other MPS economists will appear repeat-
edly in this study, it is important to bear in mind the powerful interests
that quietly funded them."”

Although Friedman never held any official government position of
consequence,” he was nevertheless a pivotal figure in America’s turn
to the right. Friedman proved to be a skilled public speaker and advo-
cate, as well as a talented economist.”> He was the deep lobbyist par
excellence. Let me add that I have long been acquainted with Friedman’s
economics and began reading his work at age seventeen, when I was
introduced to Capitalism and Freedom and was well aware that he
was prominent in elite power circles. Yet, when I began research for
this book and started studying the private papers of this period, I was
startled by the extent of Friedman’s influence, which was considerably
greater than I had suspected.

During the 1970s, Friedman influenced such diverse areas as mon-
etary policy, international economic policy, and educational reform.
Most importantly, he was an effective advocate for austerity policies as
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a remedy for inflation. There has already been considerable research on
the political influence of the Mont Pelerin Society;** my study builds on
this previous work to show how lobbying by MPS economists—and their
corporate backers—successfully established a new era of laissez-faire
economic policy during the 1970s. It is also worth noting that U.S. segre-
gationists appreciated MPS’s plans for privatizing education as a means
of circumventing racial integration.?® The twin goals of laissez-faire and
segregation were thus intertwined. We will see that, in general, right-
wing activists became experts in connecting economic and noneconomic
issues to produce broad coalitions, with considerable impact.

Some may find it surprising that academics played a probusiness
role, given the widespread stereotype of professors as left-wing critics
of business. However, there is a long tradition of university faculty act-
ing as advocates for vested interests—especially business—in the United
States as well as other countries. From Germany, the sociologist Max
Weber lamented the professor “who speaks for the dominant interests”
and gains, as a result, “better opportunities for ascent due to the influ-
ence which these have on the political powers that be* No doubt affili-
ation with the rich and powerful can be advantageous to one’s academic
career; clearly this was Weber’s view.

Writing along similar lines, the journalist Upton Sinclair published
a 1923 study of corporate control over U.S. universities, which was evi-
dently considerable at the time. The University of Chicago, for example,
was termed “The University of Standard Oil,” while the University of
Pittsburgh was “The University of the Steel Trust” and University of
Oregon was “The University of the Lumber Trust* Corporate influ-
ence extended to Harvard, where the banker Thomas Lamont par-
ticipated directly in the promotion of faculty, as revealed in private
correspondence.”® And when, in 1961, Dwight D. Eisenhower warned
about the military-industrial complex in his famous farewell address,
he also warned about “the power of money” as a potentially corrupting
influence on America’s universities, and this development was “gravely
to be regarded””” More recent research has documented the growing
sway of Charles Koch of Koch Industries over U.S. higher education
across numerous campuses.”

The field of economics has been especially susceptible to external
influences, including moneyed interests. From Columbia University,
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Jagdish Bhagwati expressed concern that “economists are ‘corrupted’ by
consulting contracts, seats on corporate boards, and joint appointments
with business schools—all of which require professors to be ‘acceptable
to business!”” The view of economists as handmaids of the powerful
was echoed by Paul Krugman, then at Princeton, who stated that what-
ever “the top 1 percent wants becomes what economic science says we
must do.*°

During the crises of the 1970s, corporate America made exten-
sive use of economists as political advocates, enabling them to assume
instrumental roles in engineering a rightward turn. The leading theo-
ries of the 1970s—monetarism and rational expectations—were used
to justify policies that further enriched the already well to do. At the
operational level, economic analysis was incorporated into virtually
all areas of governmental policy making in the United States (and to
some extent worldwide), while “economic style” influenced the whole
of the social sciences, thus transforming academic debate.*' Economics
was “emerging as an imperial discipline;*> with considerable standing
among the wealthy and powerful.

When beginning this research, I expected to find that right-wing
victory in this period resulted from massive investments of funds in the
political process, based on the straightforward assumption that money
buys influence. But I have come to modify this judgment and accept that
there was another, equally important reason for this victory, which was
excellence of strategy. We will see that right-wing business interests—
and intellectuals who assisted them—planned their campaigns with
the utmost care and forethought. They engaged politics as an extended
chess game, anticipating moves and countermoves by their opponents
while planning how to respond to countermoves. Some executives
viewed business and politics as extensions of warfare, based on such
military classics as Sun Tzu’s The Art of War and Carl von Clausewitz’s
On War,® reinforcing the strategic approach of the right. There was also
a clear determination to build majority coalitions and win political bat-
tles. Impressively, there was a capacity to self-correct: when right-wing
activists deployed strategies that proved ineffective, they would nimbly
move to different strategies with greater effectiveness. In contrast, their
liberal and leftist opponents responded to this offensive in piecemeal
fashion with little sense of strategic focus.
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That business ultimately prevailed in the ensuing battles owed as
much to its superior strategy as it did to its funding and resources. One
of the most significant elements of its strategy was clever use of crises
as ideal moments to impose hidden agendas.** The 1970s was truly a
decade of crises in both the domestic and foreign policy arenas; deep
lobbyists at the Heritage Foundation and other corporate-funded think
tanks viewed these crises as opportunities to impose their visions for
the future—moving American politics radically rightward.

BOOK OVERVIEW

The main sources of information for this study are archival collections
pertaining to major business figures, right-wing activists, and govern-
ment officials who played key roles in U.S. politics in this period. More
than eighty archival collections were consulted at forty-one locations
throughout the United States (and one in Switzerland), as well as mate-
rials from digitized archives. I have also surveyed the vast number of
oral histories, diaries, memoirs, public speeches, and other accounts
by individuals who participated in the events described. Finally, I have
made extensive use of periodical sources, with a particular focus on the
business and financial press.

Following this introduction, chapters will proceed as follows. Chap-
ter 1, “The Rich Accept a Compromise,” discusses the social reforms
established during the 1930s and 1940s, and the evolution of these
reforms during the post—World War II era.®® It demonstrates that there
was indeed a measure of compromise between the interests of labor
and capital, with a significant narrowing in the distribution of wealth
and income; that the class compromise was gradually accepted by major
corporations and both political parties; and that it became the corner-
stone of American politics during the early postwar period. The chapter
concludes with the late 1960s, when the compromise began to unravel,
with declining rates of profit, rising inflation, and growing business
anxiety leading to a mobilization of the wealthy classes.

Chapter 2, “The Rich Revolt,” explores the beginning of the
business-led rebellion against the class compromise during the Nixon
administration and directly encouraged by the president himself. Here,
I analyze the dense infrastructure of think tanks and lobby groups
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formed to protect elite interests. The chapter concludes that the Water-
gate scandal tainted the public reputation of business as well as the
Republican Party and thus constituted a setback for the conservative
policy agenda—though only a temporary one.

Chapter 3, “Building a Mass Base,” presents public responses to the
business-led mobilization. I describe how business interests discreetly
bolstered socially conservative political organizations—notably those
associated with evangelical Christianity, which evolved into the largest
and most successful mass movement of the era—as well as libertari-
anism. The purpose of these mobilization efforts was to build a mass
following for an overarching conservative movement, one that would
be led by business interests.

Chapter 4, “Selling a New Cold War,’ looks at the extraordinary
scope of America’s political turn, which extended to foreign and mili-
tary policy. I recount efforts by the Committee on the Present Danger
and other corporate-funded lobby groups to increase military spend-
ing and foreign intervention to compensate for the lowered weapons
procurement that resulted from the Vietnam debacle. The mobilization
of militarists during this period helped enlarge the overall conservative
movement, thus contributing to the rightist strategy of building coa-
litions, which aimed at achieving majority support. The New Right’s
majoritarian strategy—known as “fusionism”—became the key to its
later success in transforming society.

Chapter 5, “The Rich Go Global,” discusses the rightward turn in
international economic policy, which began during the Nixon presidency
and laid the groundwork for deregulating the global financial system and,
later, for full financialization of the domestic economy. It examines the
deregulation of international exchange rates, the global politics of oil, the
increasingly intimate connections between the oil and financial sectors,
and how these international economic trends helped skew the distribu-
tion of income and wealth in the United States. And finally, chapter 5
discusses how the United States became a launching point for the pro-
jection of laissez-faire economics around the world.

Chapter 6, “The Triumph of Laissez-Faire,” explores the dramatic
move to the right that took place during the presidency of Jimmy
Carter, when the free market agenda was implemented on a large scale.
Though President Carter began with relatively moderate programs,
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he would gradually comply with growing demands from business-driven
think tanks and lobby groups. By the end of his presidency, Carter
would implement conservative, antilabor polices through industrial
and financial deregulation, regressive changes to federal taxation, and
an austerity program aimed at controlling inflation through heightened
unemployment.

The concluding chapter traces long-term effects of America’s
conservative shift, examining how it played out after the election of
President Reagan. The political realignment that took place during the
late 1970s set the United States on a course that would endure for many
decades, well into the twenty-first century. It now appears, in retro-
spect, that the Carter presidency marked a basic inflection point in U.S.
history from which there would be no going back.

A NOTE ON TERMINOLOGY

Throughout this book, I have taken special effort to write accessibly for
the general reader and avoid academic jargon. The latter has become,
in my view, a serious impediment to understanding the real world of
U.S. politics. Accordingly, I use the well-understood phrases “conser-
vative” and “right wing” to reference policies that advance economic
deregulation and wealth concentration at the domestic level, militarism
and military interventions overseas, and “traditional values” with regard
to social and cultural issues. I realize that some elements on the right
have come to question militarism and wealth concentration, but that
is a trend of recent vintage; such questioning did not occur during the
1970s. I will avoid the confusing word “neoliberal,” which is often used
as a synonym for conservative economic policies, and the equally con-
fusing “classical liberal,” which is essentially a synonym for “libertarian.
The term “liberal” will denote slightly left of center, consistent with
common usage, while a “leftist” stands further left on the political con-
tinuum. “Class compromise” references the regulated capitalism and
labor-friendly policies that emerged from the New Deal. Readers who
wish to argue hair-splitting distinctions among different categories of
words should consult a different book.

14 Introduction



CHAPTER ONE

The Rich Accept a Compromise

The century on which we are entering . . . can and must be
the century of the common man.
—VICE-PRESIDENT HENRY A. WALLACE, 1942

The post-World War II era began with a conciliation among the social
classes in the United States. Economic elites ceded some of their priv-
ileges, and a sizable union movement acted as a check on corporate
power, while a federal welfare state was created, funded through pro-
gressive taxation. Fiscal and monetary policies boosted employment and
controlled inflation. The gap between rich and poor was narrowed to a

"l in the distribution

considerable degree, with a “Great Compression
of wealth and income. At the level of ideas, the notion of laissez-faire
economics was largely discredited and replaced by state-regulated capi-
talism. Above all, the postwar period was one of economic success, with
rapidly improved standards of living for virtually every segment of the
population, high profit rates, and stable growth. It was the era of a his-
toric compromise between labor and capital, the class compromise.
This chapter explores the evolution of the class compromise and
how the business community acted strategically to limit its impact.
Even as they accepted greater equality in principle, business groups
and wealthy individuals funded a network of highly conservative think
tanks, lobby groups, and religious organizations. These groups func-
tioned as a check on liberalism and ensured that reform would remain
within certain bounds. Business was retaining the right to veto the class
compromise and repeal its most threatening features. We will see in



later chapters that a repeal campaign was indeed launched beginning in
the early 1970s, with far-reaching consequences. In this chapter, we will
show that the groundwork for the repeal campaign had already been set
in motion several decades in advance.

FORGING A CLASS COMPROMISE

It is our duty now to begin to lay the plans . .. [for] an American standard
of living, higher than ever known before.
—FRANKLIN DELANO ROOSEVELT, 19442

The contours of the postwar social order were established during the
late 1940s, following the twin traumas of depression and world war,
when many innovative ideas were given a hearing. One of the most sig-
nificant proposals was guaranteed full employment, to be established as
a matter of national policy and law. Some of the leading public figures
of the era believed that permanent full employment was feasible and
desirable, and it was explicitly advocated in John Maynard Keynes’s clas-
sic, The General Theory of Employment, Interest, and Money,* the most
influential economic treatise of the era. President Roosevelt endorsed
the idea of full employment in his 1944 State of the Union address.*

In his address, Roosevelt advocated “a second Bill of Rights,” which
would provide economic opportunities for all Americans “regardless of
station, race, or creed,” and these included the following.

The right to a useful and remunerative job in the industries or shops or
farms or mines of the nation;

The right to earn enough to provide adequate food and clothing and
recreation;

The right of every farmer to raise and sell his products at a return which
will give him and his family a decent living;

The right of every businessman, large and small, to trade in an atmo-
sphere of freedom from unfair competition and domination by
monopolies at home or abroad;

The right of every family to a decent home;

The right to adequate medical care and the opportunity to achieve and
enjoy good health;
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The right to adequate protection from the economic fears of old age,
sickness, accident, and unemployment;
The right to a good education.®

Among the most salient of these proposals was the right to a “useful
and remunerative job,” which was presented as a fundamental right,
comparable to the right to freedom of speech and religion, protected
by the original Bill of Rights. Guaranteed employment was so widely
accepted that even some leading Republicans, such as New York
Governor Thomas E. Dewey, initially endorsed it in principle.® Full
employment was to be an integral component of what the president
termed “an American standard of living”

The idea of full employment was strongly influenced by the experi-
ence of World War II, when jobs became plentiful. Massive government
spending associated with the war effort definitively ended the Great
Depression far more effectively than the tepid level of state interven-
tion during the New Deal.” This was achieved without any sacrifice of
efficient production, as measured by total factor productivity (TEP). In
fact, there were impressive gains in TFP, according to research by the
economist Robert Gordon. The rate of TFP growth during the period
1940—1950 was by far the highest of any decade in history, from 1900
until 2014. With regard to productivity growth rates, “The singularity of
the 194050 decade leaps off the page,” according to Gordon, who adds
that TEP growth “soared during World War I1”® Overall, World War II
may be viewed as an experiment on the efficacy of economic planning
and full employment—with extremely positive results.

The main issue was whether the federal government would con-
tinue the economic successes that had been achieved during World War
II and establish these conditions as a permanent state of affairs. The
millions of soldiers returning from theaters of war expected a better
future for themselves, and public pressure was a spur to the idea of full
employment. The result was the Full Employment Act, introduced to
Congress in 1945, which in its original formulation sought a permanent
state of full employment.” The objective was to stimulate job creation
by redirecting investment into the development of infrastructure and
other civilian works. The danger of unemployment was to be abolished
by act of Congress.'
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A second goal on the national agenda was the expansion of union
rights. From the standpoint of America’s burgeoning labor movement,
full employment by itself was insufficient; it also was important to
increase wages and living standards through organizing and strategic
agitation. By 1945, approximately 35 percent of the nonagricultural
workforce was unionized (the highest in U.S. history up to that time),"
but the majority of workers were not protected by unions. The South-
east, especially the states of the former Confederacy, had a particularly
low level of union membership. The most dynamic and militant of the
major unions, the Congress of Industrial Organizations (CIO), planned
an aggressive organizing effort to expand membership in the South.
“Operation Dixie,” as the project was named, commenced in 1946 as
hundreds of CIO activists were dispatched to begin organizing drives.
Many of the CIO organizers were committed to not only extending union
rights but also terminating the Jim Crow system of racial discrimination.
The two objectives—furthering union rights and racial equality—were
seen as interconnected and pursued simultaneously.

Such an effort faced the obstacle of entrenched southern racism,
which divided Black and white workers, an overarching issue that had long
dominated regional politics and impeded past unionization efforts.'®
And yet, the CIO’s 1946 campaign was not as quixotic or unrealistic as it
may appear in retrospect. In fact, there was some precedent for interra-
cial cooperation, most notably during the Populist movement of the late
nineteenth century. A Populist leader from Georgia presented the fol-
lowing appeal to the two races of the South in 1892: ““You are made to
hate each other because upon that hatred is rested the keystone of the
arch of financial despotism which enslaves you both. You are deceived
and blinded that you may not see how this race antagonism perpetuates
a monetary system which beggars you both’ . .. The accident of color
can make no possible difference in the interests of farmers, croppers,
and laborers”'* And in more recent times, such politicians as Huey Long
of Louisiana and “Big Jim” Folsom of Alabama deemphasized racism to
some degree, which was viewed as a distraction from the central objec-
tives of economic transformation and wealth redistribution.'” In a mem-
orable 1949 speech, Governor Folsom declared, “As long as the Negroes
are held down by deprivation and lack of opportunity, the other poor
people will be held down alongside them.”!¢ There was also a tradition of
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socialism in certain parts of the South, especially in the Ozarks region,
and this tendency was antiracist."”

With Operation Dixie, in 1946, the CIO sought to build on this
tradition of multiracialism and to unionize the South,'® thus national-
izing the union movement for the first time. Had Dixie succeeded, the
effects would have been far reaching. Unionization of the South could
have produced a basic power shift in favor of the working class at the
expense of business; while in the South itself, multiracial unions would
have fatally weakened the Jim Crow system of oppression.

A third goal on the nation’s agenda was government-directed con-
trol of inflation. During World War II, the federal government created
the Office of Price Administration (OPA) to administer wholesale and
consumer prices.”” The massive and sudden augmentation of federal
spending produced by wartime procurement ran the risk of triggering
inflation, a prospect that was to be averted by the OPA price control sys-
tem, which in effect administered a form of rationing. The OPA called
forth the volunteer services of hundreds of thousands of (mostly female)
consumers, who monitored local merchants for price gouging or other
abuses and reported to federal officials.*® The mobilization of volunteers
not only reduced administrative expenses but also helped forge a mass
political base for federal regulation of prices, empowering consumers
as a counterweight to business. Mass public engagement in the OPA’s
operation served as an effective barrier against the possibility of “regu-
latory capture” by vested interests, which otherwise may have corrupted
the agency’s functioning. After the war, the OPA was often portrayed as
a wartime necessity, reluctantly accepted by the mass public;*! in reality,
it was overwhelmingly popular throughout the war, a point confirmed
by public opinion polls at the time, with support for OPA especially high
among women.?

With the ending of war in 1945, the OPA continued to operate,
helping stabilize the economy during the transition away from weapons
production. The ongoing OPA system, with its mass base of volunteers
and high public support, raised the possibility that some form of gov-
ernment-regulated prices might become a permanent feature of the
political economy. On the one hand, such a system would have violated
norms of market-based pricing, which undergirded classical ideas of
economic rationality. On the other hand, companies in the oligopolistic
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sectors of the economy were already violating market norms by prac-
ticing collusion and administered pricing, yielding high rates of profit.*
Some degree of federal price controls could have restrained oligopolis-
tic practices and profiteering while offering protection against inflation.
In addition, the OPA’s engagement with working-class consumers as a
means of directing price controls advanced the idea of popular democ-
racy, now projected into the economic sphere. And finally, state-directed
price controls dovetailed with the proposed Full Employment Act by
ensuring that future full employment policies would not be undermined
by destabilizing inflation.

The prospect of a full employment economy would have entailed a
degree of state-directed planning as a basic feature of the overall system,
to channel investment toward employment-generating sectors, espe-
cially when the private sector was unable or unwilling to fulfill this role.
The need for an enlarged state planning and investment function was
recognized among economists of the era, led by Keynes himself. In The
General Theory, Keynes called for a “somewhat comprehensive social-
ization of investment,” which would prove “the only means of securing
an approximation of full employment” And state-directed investment
would usurp the role of private capital markets, thus leading to a decline
of the financial sector more generally; or—as Keynes stated in a colorful
turn of phrase—planning would entail “euthanasia of the rentier, of the
functionless investor’** Note that Keynes did not advocate the nation-
alization of production, which he felt should be left mostly in private
hands. Nor did he advocate shooting or persecuting bankers; he simply
wanted the financial sector to gradually die a natural death, in the figu-
rative sense of the term, as its function declined.

Such a state-directed economy would have considerably weakened
the private sector. The CIO’s program of intensified unionization
would likely have squeezed corporate profits, leading over time to a
less skewed distribution of wealth. These conditions would have been
enhanced by the existence of price controls, which could have pre-
vented corporations—especially those in the oligopolistic sector—
from passing wage increases on to the consumer in the form of higher
prices, further reducing the rate of profit. However, economic theory
of this period tended to justify the idea of reduced profits and redis-
tribution more generally as being consistent with economic rationality
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as well as social justice. Progressive economists did not, in most cases,
wish to do away with profitability and economic incentives altogether,
which were regarded as necessary to stimulate innovation and risk
taking. Keynes himself accepted the need for economic incentives—
but he also stated emphatically that reduced incentives would be suf-
ficient. (“Much lower stakes will serve the purpose equally well’®)
Moderate levels of profitability would sustain the private sector.

This package of proposed reforms, had they been implemented,
would have had an important political effect by reducing the influence of
business interests on the policy process. The U.S. state has long adopted
business-friendly policies as a means of coaxing private investment and
thereby increasing employment levels; this need was especially acute
during recessions and depressions. With the advent of state-directed
investment, however, there would be less need to mollify business
and cajole private investment. The perennial necessity of establishing
business confidence would no longer be required—thus reducing the
power of business to shape policy. The economist Paul Krugman recog-
nized the inherent advantage of state-directed investment, which might
“mean that politicians would no longer have to abase themselves before
businessmen in the name of preserving confidence”

The overall Keynesian program would have reduced the power of
the wealthy classes through the redistribution of wealth. The upper
classes had long been able to use their accumulated financial reserves
to fund large-scale lobbying efforts to achieve political objectives by
acting outside the democratic process. A more equal distribution of
wealth would have lessened the ability of the rich to gain disproportion-
ate influence while minimizing their capacity to repeal social reforms in
future. And whatever residual power the rich might still possess would
be counterbalanced by a large and nationally organized union move-
ment, simultaneously being pushed by the CIO.

In recent years, the United States has been portrayed as deeply
conservative, well behind other industrialized countries with regard to
social protections and working-class political mobilization. But that
was not always true. For a brief period after World War II, America was
widely respected for some of the world’s most dynamic working-class
movements. A young Olof Palme—Ilater serving as the left-leaning
prime minister of Sweden—traveled through the Midwest and was
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deeply impressed by what he saw of American labor organizations. As
a student at Kenyon College, he wrote his 1948 senior thesis on the
United Auto Workers based in part on interviews conducted in Detroit
with UAW President Walter Reuther. In later years, Palme insisted that
he was not “repelled by what he found” in American society; he “was
inspired by it” Indeed, it was Palme’s visit to the United States that
“made him a socialist,” according to one account.”

Looking back at the policy proposals of the late 1940s gives one a
sense of history as it might have been, of possibilities that existed for a
time but then slipped away. The program of economic reforms noted
earlier held promise for fundamentally altering the U.S. social struc-
ture and doing so in ways that would have been difficult to reverse. The
prospect of a unionized South, as sought by labor activists, might have
prevented or at least reduced the incentive of businesses to relocate in
nonunionized regions, since such regions would have effectively disap-
peared, minimizing the danger of capital flight and deindustrialization
while also breaking the racial caste system. And the package of domestic
transformations was to be combined with similar changes to the system
of international economic relations, aimed at restricting capital flight
and establishing greater equality on a global level.?® Such reforms would
have affected a basic and probably permanent shift in the balance of
political power away from capital.

A BUSINESS BACKLASH

The reform program elicited mobilization of business interests, which
sought to defeat it. The most important target of business lobbying was
the pending Full Employment Act, legislated during 1945-46. Broad
coalitions of business interests came out against the proposal, led by the
Merchants and Manufacturers Association, whose spokesman stated
that “Full employment is akin to slavery,” as well as the National Associ-
ation of Manufacturers (NAM) and the U.S. Chamber of Commerce.”
From the Senate, Republican leader Robert Taft presented vociferous
opposition.* Public opinion likely remained supportive of the act, but
in the end, mass enthusiasm would not drive the outcome.

Business also mobilized against the OPA and any postwar price
controls, in this case spearheaded by the NAM and food distributors.?!
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Senator Taft denounced the OPA because it was “dominated by New
Deal economists who want a continued regulation of profits” The office’s
very existence amounted to “an appeasement of labor*> And with regard
to the CIO’s unionization efforts, the southern business establishment
mobilized, making common cause with segregationist groups and con-
servative Protestant ministers, all seeking to block the spread of unions,
especially multiracial unions.*

In all these issue areas, business lobbying was largely successful.
The Employment Act of 1946 was passed by Congress and signed into
law by President Truman,* but its requirement of full employment was
removed. Instead, the act merely encouraged the government to seek
full employment; it was not to be a legal requirement. And significantly,
the final version of the act was renamed the “Employment Act,” rather
than the original “Full Employment Act”

The OPA’s authority was reduced considerably in 1946, and it
was abolished in 1947, when all price controls were lifted. In the future
(during the Korean War, for instance) federal price controls were some-
times used,* but they never had anywhere near the authority of those
undertaken by the OPA. And the OPA’s unique idea of using large
numbers of consumer volunteers to help administer price controls—
and also to create political support for controls—was never revived. In
the South, Operation Dixie was effectively defeated by the end of 1946,
when the CIO began to reduce its commitment to the program and
withdrew many of its organizers.”

A key factor in explaining these defeats was the president, Harry S.
Truman. In public, Truman presented himself as heir to the legacy of
Roosevelt and the New Deal; at a personal level, he was widely viewed
as the incarnation of the common man in the White House, with a
Midwestern background and a modest manner. In reality, the presi-
dent retained long-standing ties to some of the most powerful business
interests in the country: “Truman had been able to govern the coun-
try with the cooperation of a relatively small number of Wall Street
lawyers and bankers,” according to the Harvard political scientist Sam-
uel Huntington.®® And the military—an emerging power center during
this period—established close ties to corporate interests, as exemplified
by the career of General George C. Marshall, who served in President
Truman’s cabinet. According to one insider account, General Marshall
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“was one of the very many military men who got all their knowledge and
thinking on economics from big business”® And at the level of policy,
Truman was far more concerned with laying the foundations of Ameri-
can international hegemony and fighting the Cold War than he was with
domestic reform, which appeared as more of an afterthought.

With regard to the specific reform programs just discussed, Pres-
ident Truman showed no sustained interest. In his public speeches,
he barely mentioned full employment legislation. In one of the few
instances when Truman did comment on the legislation in response to a
question from the press, the strongest support he could muster was that
he favored “some sort of [employment] bill,” a very tepid endorsement
indeed. And crucially, Truman declined to support the bill’s proposal
of full employment that was to be guaranteed and legally mandated.*

With regard to the CIO’s efforts to unionize the South, I was unable
to find any evidence of presidential support or interest whatsoever.
Truman probably made his strongest efforts to preserve the OPA during
the early postwar period. But even in this case, the Truman administration
declined to use the full weight of the presidency and the executive branch
to support the agency and oppose the business juggernaut arrayed against
it, as Truman would later acknowledge in his memoirs.*

The complex politics of 1946 conspired to further undermine the
power of organized labor. The immediate postwar era brought a brief
recession, owing to the circumstances of economic conversion associ-
ated with the move away from military production. There was also a
surge of price inflation associated with the weakening of the OPA and
the relaxing of price controls. Finally, labor unions launched an extended
wave of industrial strikes.*?

These turbulent economic conditions—combined with Truman’s
own lack of charisma—led to a Republican sweep in the congressional
elections of 1946, giving the Republicans control of both houses of Con-
gress for the first time in sixteen years. The new Republican-controlled
Congress immediately drafted the Taft-Hartley Act, a landmark piece
of antilabor legislation, which passed by a two-thirds majority in 1947,
overriding a presidential veto and thus becoming law.*

The Taft-Hartley Act introduced a series of constraints against any
further expansion of the labor movement,* the most important of which
was advancing “right-to-work” laws.* Under the right-to-work concept,
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states could pass legislation that allowed workers to refuse membership
in a union even if the union was officially recognized. Proponents pre-
sented Taft-Hartley as proworker, since it allowed freedom of choice,
but it was in reality a cleverly disguised effort to weaken unions. The
basic problem was that right-to-work enabled workers to procure some
of the benefits that unions offered without paying any dues, thus giv-
ing them an incentive to act as “free riders” and not join unions at all.
There is widespread agreement in economic theory that under free-
rider conditions, unionization will become difficult or impossible; most
workers will naturally prefer to free ride, thus decimating membership
and undercutting organizing drives.*

Taft-Hartley had a considerable impact. By 1958, some eighteen
states had enacted right-to-work laws, including all but one of the states
of the former Confederacy, affirming the status of the South as hostile
toward unions.” Taft-Hartley became one of the principal constraints on
the postwar class compromise, and it ensured that the union movement
would never become truly national in scope, limiting its influence.
Lawrence Richards emphasizes the psychological and symbolic signif-
icance of Taft-Hartley: it was detrimental to union organizing partly
because “of the message it conveyed about the place of unions in
American society”* It implanted the idea that unionization constrained
freedom of choice, thus weakening the unions’ moral authority and pub-
lic popularity. At the level of rhetoric, the ability of right-wing activists
to coin simple, powerful phrases such as “right to work”—and to subtly
endow them with an ideological message—was impressive.

The rigors of postwar economic transition had darkened President
Truman’s reelection prospects in 1948. Facing an invigorated Repub-
lican Party—as well as third-party insurgencies from both the segre-
gationist governor of South Carolina, Strom Thurmond, and former
Vice President Henry Wallace*—Truman tacked left. He now prom-
ised to deepen the New Deal with additional reforms, which included
national health care and a revived full employment program, combined
with repeal of Taft-Hartley.*® How seriously President Truman intended
these campaign promises is open to question, since he would abandon
them almost as soon as he was reelected. But at the time, the president
seemed sincere enough. He struck a populist tone in his speeches, lam-
basting Republicans for their pandering to big business, as well as the
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wealthy classes for their greed and callousness. In one campaign speech,
Truman denounced the rich “in their dining cars, in country clubs and
[in] fashionable resorts” who take the view that “‘labor must be kept in
its place!” He insisted that the working man must stand “side by side
with the businessman and the farmer, and not one degree lower.!

The 1948 election would constitute the last time during the Cold
War era that class-based rhetoric would appear to any significant
extent in national-level politics. After 1948, references to the working
class and class conflict would become taboo, and this taboo would
endure through the remainder of the twentieth century (and well into
the twenty-first). Class would remain a forbidden issue in American
elections for almost seventy years, until 2016, with the arrival of the
Bernie Sanders presidential campaign.

A CONSERVATIVE CLASS COMPROMISE TAKES SHAPE

With his new radical-sounding style, President Truman managed to defy
the odds and win reelection. But almost immediately after the election,
he pivoted away from the Fair Deal domestic reforms he had promised,
instead focusing on the emerging Cold War with the Soviets, which
probably had been his main interest all along. Truman orchestrated the
crafting of the North Atlantic Treaty in 1949, which led to formation of
the NATO alliance with Europe; and he laid the groundwork for a mas-
sive increase in military spending,® tied to his approval of the seminal
National Security Council memorandum, NSC-68.5 After June 1950,
Truman directed U.S. and allied intervention in the Korean War. In pur-
suing these objectives, Truman needed some degree of assent from con-
gressional Republicans (especially for the North Atlantic Treaty, which
required a two-thirds majority in the Senate). This would prove difficult
given partisan bitterness at the time, combined with continuing isola-
tionism within the Republican Party.

In light of these circumstances, President Truman arranged what
amounted to a far-reaching deal with congressional Republicans, as
described by the political scientist Benjamin Fordham. In essence,
the Republican Party decided to go along with Truman’s globalist and
Cold War agendas, thus breaking definitively with isolationism, and
the president gave up most of his proposed domestic reform program.
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He also acquiesced in the emerging antileftist purge of the federal
bureaucracy and union movement directed by the Federal Bureau of
Investigation and its zealous director, J. Edgar Hoover.** In private,
President Truman complained about Hoover’s unethical conduct, his
investigations of people’s sex lives, and his use of political blackmail.
He added, “We want no Gestapo or Secret Police. FBI is tending in that
direction” Despite his reservations, Truman recognized the political
benefits of working hand in hand with the bureau and orchestrating a
purge of leftists. And expediency aside, these moves dovetailed nicely
with the president’s own anticommunist proclivities.>

The Korean War ended any possibility of new social reforms, while
the political purges brought fundamental change to the labor movement,””
removing some of the most effective and committed CIO organizers and
strengthening the American Federation of Labor (AFL), the CIO’s long-
time rival. The purges further hobbled Operation Dixie, which was finally
laid to rest in 1953; this proved a decisive setback for the CIO. With the
defeat of Dixie, the CIO saw no option but to establish a common front
with the AFL. The two unions set aside differences and merged in 1955 to
form the AFL-CIO.*® The new, combined union became the largest in the
country and dominated U.S. labor politics for many decades.

The AFL-CIO was conceived on very conservative terms as an
institutional reaction against leftist strains within the labor movement.
One of the organization’s most important activities became covert col-
laboration with the Central Intelligence Agency, with which the union
worked to establish anticommunist labor unions around the world.”
The AFL-CIO’s usefulness in fighting communism, both domestically
and globally, was appreciated by U.S. elites in both the government and
the private sector. This arrangement helped legitimize the union as a
player of importance in national politics, contributing to the overall
class compromise. For their part, the AFL-CIO’s leaders were gratified
by their sense of prominence in the worldwide crusade against commu-
nism. Later, when the union began a steady decline, its leaders would fall
back to an even greater degree on their foreign policy function, perhaps
to reassure themselves that they still had an important role to play even
as their mass membership gradually fell away.®

The increasingly conservative cast of the class compromise affected
the character of economic theory as well. Keynesian ideas still remained
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influential, having been integrated into policy making through the Coun-
cil of Economic Advisers, established in 1946 as part of the Employment
Act, thus incorporating the idea of state-directed fiscal and monetary
policy. The emerging economic orthodoxy was nevertheless different
from the one advocated by Keynes himself. The modernized version had
dropped altogether Keynes’s ideas of permanent full employment and
state-directed investment. The new formulation of Keynesian econom-
ics instead emphasized the dangers of full employment as a potential
trigger of inflation. There was an associated assumption that inflation
resulted from excessive consumption by the working classes; accord-
ingly, the solution was to restrain working-class consumption through
the imposition of austerity measures and augmented unemployment.

The shift in economic thinking was fundamental. The original ver-
sion of Keynesian thought suggested that full employment was inherently
desirable and also compatible with price stability. If policy makers sought
to control inflation, there existed a range of possible solutions. In 1943,
for example, the economist Michal Kalecki had proposed an “annual
capital tax” as a means of reducing the national debt and thus restrain-
ing prices.®! If overconsumption was the problem, it could be corrected
by curtailing consumption by the wealthy through a capital tax, rather
than shifting the burden on to the working class through unemployment.
Another potential solution was state-directed price controls based on
the wartime experience of the Office of Price Administration. However,
these potential responses to inflation were being deemphasized by the
late 1940s and largely removed from consideration.

The rightward turn in economic thinking was implemented through
the 1951 “Treasury-Fed Accord,”®* a discreet agreement among executive
branch personnel, established without fanfare or major press coverage. It
demarcated lines of authority between the two financial policy agencies—
the Treasury Department and the Federal Reserve System—granting
the leading role to the Fed on matters of price stability. There was a
strong implication in the accord that fighting inflation would assume
priority over full employment,® with a further implication that austerity
through heightened unemployment would be the principal means of
fighting inflation. The Treasury-Fed Accord no doubt gratified finan-
cial elites, who traditionally feared inflation and favored stable prices.
Though finance had lost some of its earlier prominence, due to the 1929
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crash and the Depression, it remained influential.** The financial sector
was thus a key player in structuring—and limiting—the postwar class
compromise.

From university economics departments, researchers accommo-
dated themselves to the conservative policy shift. In fact, they helped
promote it with the newly developed Phillips curve, which formalized
the trade-off between inflation and unemployment.®® The renowned
MIT economist Paul Samuelson popularized the Phillips curve through
his long series of economics textbooks, taught to generations of college
freshmen (including this author) over many decades. Samuelson would
later comment, “I don’t care who writes a nation’s laws—or crafts its
advanced treatises—if I can write its economics textbooks. The first lick
is the privileged one”® The imprimatur of Samuelson and other prom-
inent figures ensured that the shift away from full employment would
become a permanent feature of mainstream thinking. In the meantime,
a corporate-funded organization, the Committee for Economic Devel-
opment, recommended a target unemployment rate of 4 percent; this
quickly became the consensus view of what would constitute “full”
employment in the new, more conservative social order that was grad-
ually taking shape.®”

Keynes himself died suddenly in 1946 and was thus unable to com-
ment on the evolution of economic theory associated with the advent
of the Phillips curve. But there can be little doubt that what was now
termed “Keynesian economics” was different from the original as set
forth in The General Theory. A small number of traditionalists crit-
icized the new orthodoxy as a corruption of Keynes’s views, terming
it “bastard Keynesianism,” a phrase coined by the Cambridge econo-
mist Joan Robinson.®® These dissidents aside, the economics profession
coalesced around the idea that fighting inflation was more important
than achieving full employment, and the two goals were viewed as
mutually antagonistic to some degree. Alternative policies that sought
to achieve both objectives simultaneously—associated with the earlier
versions of Keynesian economics—were disregarded. The updated ren-
dering of Keynesian thought meshed with the increasingly conservative
politics of the early Cold War and the associated Red Scare.®”’

The Phillips curve would prove especially useful as an ever-present
justification for austerity, which was viewed as a periodic necessity.
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During the early years of the class compromise in the 1950s, that was not
a major problem, as inflation remained low and austerity—at least in its
more draconian forms—was not needed. However, the idea of austerity
was now legitimated in principle, and it was embedded in the policy-
making process through the anti-inflation Treasury-Fed Accord. In later
chapters, we will see that during the 1970s, inflationary conditions would
present a perfect pretext for implementing a conservative realignment—
especially during the presidency of Jimmy Carter’—which entailed
severe austerity and a breakdown of the class compromise.

A WORKER’S PARADISE?

Despite its conservative cast, there is no doubt that the postwar social
order produced real benefits for working people. After some initial tur-
moil and instability, the economy began a period of sustained growth in
1950, continuing into the early 1970s, when the good times essentially
ended. The more than twenty years of prosperity were nevertheless
impressive, with an average annual growth rate of almost 4 percent per
year during the period 1948-1973. For most of the early period, wages
and salaries actually grew faster than profits, leveling the distribution of

“we

income and wealth.”" Overall, researchers have found “‘extraordinary’
wage compression by education, job experience, and occupation from
1940 to 1970” There were also indications that “segments of the work-
force that were hardest hit in the Great Depression thrived, relatively, in
the post-war period””* At a cultural level, the working classes were given
prominence, especially in cinema, in such films as Marty and Carousel.
In 1957, Edge of the City became one of the first films to address racism
and racist violence, and it did so in a blue-collar setting. Working-class
life was becoming integral to mainstream American life.

The popular culture of the era reflected an overall social leveling,
which was occurring simultaneously at the level of federal legislation. In
1944, Congress legislated the Servicemen’s Readjustment Act, the “GI
Bill”® which provided free university education to returning veterans,
along with support for purchasing houses and starting small businesses.”
The GI Bill had the effect of raising working-class incomes and educa-
tional levels, thereby redistributing income and increasing productiv-
ity across a broad range of sectors. The working-class prosperity that
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resulted from these conditions raised effective demand, fueling con-
tinued growth. Progressive taxation also played a role in leveling the
distribution of wealth, with nominal tax rates for the highest incomes
officially at 9o percent.”” While actual rates were not so confiscatory
in practice, taxation did reduce concentrated wealth to a considerable
degree. Economic historians conclude that such high tax rates also
held symbolic importance, as they “sent a signal that high incomes

were unacceptable””®

—or at least they were less acceptable than in pre-
vious periods.

Among the main factors that drove growth was the Cold War.
While presidents were reluctant to undertake investment in purely
civilian sectors, which were viewed as unacceptably socialistic, such
objections did not apply to investment in weapons procurement, which
was considered patriotic and therefore admissible. The idea of “military
Keynesianism” was born, creating the ideal justification for federal
spending and management of the economy while establishing the United
States as a superpower. The economic benefits of military spending
were emphasized in landmark foreign policy documents of the period,
including NSC-68, which advocated a massive spike in such spending.
In the view of the document’s authors, “The economic effects of the
[military spending] program might be to increase the gross national
product””” Military spending has proven an inefficient method of cre-
ating jobs, less effective than spending in the civilian sector.” But given
the conservatism of the U.S. business class, along with tensions of the
Red Scare, military procurement was probably the only way to achieve
state investment and economic planning.

Military Keynesianism became so popular that it was used to justify
spending programs that were not really military in character. In 1956,
President Dwight D. Eisenhower created the Interstate Highway System,
and it was justified as a military necessity, as a means of integrating
regional defense networks.” And in 1958, the administration authorized
increased federal aid to science education through the National Defense
Education Act,* which was also justified for military purposes.

The overarching salience of national defense became a pervasive
feature of American political life during the early Cold War. At the
same time, these new federal programs had important economic impli-
cations. Funding for education produced more competent work forces
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and contributed to rising productivity, while the federal highway pro-
gram created high-paying construction jobs over an extended period.
The resulting highway system lowered the cost of ground transporta-
tion, raising productivity even further. And the new highways encour-
aged automobile sales, which soon became a household necessity. The
widespread adoption of the car helped reconfigure America’s residential
geography away from urban centers and toward the suburbs; and this
process of reconfiguration further stimulated the economy, contribut-
ing to the postwar boom.* Automobiles became a leading economic
sector, driving overall growth (even as they would later prove disastrous
from an environmental standpoint).

Labor unions achieved significant success during this period,
“boosting real wages,” according to Gordon. Union wage benefits also
may have “spilled over” into nonunionized sectors as well,*? produc-
ing a more general working-class prosperity. In addition, political
attitudes toward unions were shifting, symbolized by the 1950 “Treaty
of Detroit,” an agreement between General Motors, the world’s largest
car manufacturer, and the United Auto Workers. Under the terms of
this agreement, workers’ wages were to be indexed to the rate of labor
productivity; as assembly-line efficiency improved over time, so did
wages. The treaty also established a range of worker benefits, includ-
ing guaranteed pensions and health care. The treaty at GM factories
produced similar agreements at Ford and Chrysler plants, eventu-
ally becoming a model for labor-management accord that was widely
imitated across industrial sectors.®® These agreements ensured that
workers would benefit from the rapid growth in efficient production
and that they would have an incentive to support continued growth
in efficiency.

The Treaty of Detroit led to a widespread availability of health
insurance for workers, provided by private companies. The treaty was
a mixed blessing, however, since it reduced political pressure for a
state-directed system of health care of the type emerging in Western
Europe.® President Truman’s promise to establish federalized health
care—a core feature of his Fair Deal—was now viewed as an unnec-
essary complication, a distraction from the all-important contest with
global communism. The Treaty of Detroit contained other deficien-
cies: it left large numbers of nonunionized workers with little or no
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health coverage, many of whom would remain without coverage. Some
of the later failings of U.S. health care—notably its lack of universal
coverage—can be traced back to these events. At the time, however,
the Treaty of Detroit appeared as a major advance for working people,
with the prospect of even better conditions in the future. In 1955, AFL-
CIO President George Meany declared: “American labor has never had
it so good”®

Clearly, not all workers benefited equally from the emerging pros-
perity. The advancement of African Americans was held back by the
pervasive racism of the period, especially in the South but in all regions
of the country to varying degrees and also in some nominally inte-
grationist labor unions.*® Many of the New Deal reforms, including
the GI Bill, were applied with a measure of racial discrimination. The
economic condition of Blacks was further complicated by the mecha-
nization of southern agriculture, which fueled the Great Migration to
industrial cities of the upper Midwest.*” The migration occurred under
difficult circumstances, often straining social and family stability. And
yet, African Americans were not altogether excluded from the class
compromise, as some found employment among the unionized Pullman
Porters, who serviced overnight trains.®® This was a traditionally Black
profession and a long-standing source of mobility, later memorialized by
the songwriter Steve Goodman (“And the sons of Pullman Porters and
the sons of engineers ride their fathers’ magic carpets made of steel”).
Others found work at plants in Detroit, Chicago, Cleveland, and other
manufacturing centers, gaining relatively high salaries and benefits as
well as social standing.

Federal policy was beginning to change as well, with President
Truman’s 1948 Executive Order to desegregate the military.** The U.S.
Supreme Court produced important antidiscrimination rulings, includ-
ing the 1948 Shelley v. Kraemer decision and the 1954 Brown v. the Board
of Education of Topeka decision, which began the processes of housing
and school desegregation.” Overall, there was a dramatic improvement
in the wages of Black workers during the period 1940-1970, combined
with a significant narrowing of the “racial wage gap” that had long
separated Black and white workers.*!

Major elements of business gradually acquiesced to the class com-
promise, which was regarded as irreversible. In fact, the compromise
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worked out well for business, given steady growth rates and high profit
margins. During the 1950s, support for the compromise emanated from
the Committee for Economic Development (CED), which received
funding from leading U,S, corporate interests. The CED was instrumen-
tal in establishing a degree of consensus in favor of moderately prolabor
policies among corporate executives. The liberalism of the CED gained
broad support indeed: in 1948, its Board of Trustees included representa-
tives of Colgate-Palmolive, Goldman Sachs, Procter & Gamble, General
Electric, Coca-Cola, and Ford, among others.”> And from Washington,
DC, the Brookings Institution emerged as another proponent of rela-
tively liberal economic policies, with heavy corporate support.”® Leading
business interests openly favored continuation of the welfare state and
union protections, now viewed as a positive force according to a 1956
article in the Wall Street Journal: “The majority [of business executives]
now realize that welfare programs help store up purchasing power in the
hands of the consumer” The article quoted a Chicago banker: “I think
social security is good. I think unions are good”**

President Eisenhower played a prominent role in legitimizing the
idea of the class compromise. To be sure, he remained skeptical of
Keynesian economics, especially with regard to deficit spending, and
he made few efforts to expand the New Deal. On the other hand, he
made no serious attempt to repeal New Deal reforms. And President
Eisenhower tolerated the burgeoning union movement. Indeed, union
membership reached a postwar peak during his tenure, representing 35
percent of the workforce in 1954.%

Overall, the Eisenhower presidency ensured that the class com-
promise was in essence a bipartisan project, endorsed by the main-
streams of both parties as well as major elements of business. The
president held contempt for ultraconservatives who opposed the
class compromise: “Only a fool would try to deprive working men
and women of the right to join the union of their choice”*® In pri-
vate correspondence, he observed that opposition to the New Deal
reforms was confined to only a “tiny splinter group. . . . Their number
is negligible and they are stupid.”®” This is probably an exaggeration—
business opposition was more than just “a tiny splinter group”—but
Eisenhower’s general point reflected a new reality: the class compro-
mise had become mainstream.
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THE HARDLINERS PLAN A COMEBACK

Despite the equalizing tendencies just noted, wealth concentration
remained a basic feature of American society (though the fortunes were
certainly smaller, as a percentage of GDP, than in previous periods).
Many of the older fortunes remained from the earlier Gilded Age, while
new ones were created after the war in such rising sectors as aerospace
technology, microelectronics, household appliances, office equipment,
and automobiles.”® The phenomenon of concentrated wealth ensured
that the power of money remained a factor in U.S. politics, always
ready to influence policy makers and public opinion. And business
interests never lost their clout. In his classic study of this period, pub-
lished in 1960, the political scientist E. E. Schattschneider emphasized
the marked “dominance of business groups in the pressure system.” He
also stated that “the pressure system has an upper-class bias. . . . Even
nonbusiness organizations reflect an upper-class tendency”® Capital
retained its advantage.

With regard to attitude, business interests were diverse. While
many executives had come to terms with the New Deal reforms, oth-
ers refused to do so. Business retained its share of reactionaries. The
eccentric oilmen H. L. Hunt and J. Howard Pew lavishly funded right-
wing causes through much of the early postwar period. They were
joined by Robert Wood of the Sears-Roebuck mail order company; Fred
Koch, who founded an oil services and engineering firm; Harold Luh-
now, a prominent furniture merchant; and Jasper Crane of the DuPont
Chemical company. Also among this group were owners of small
and medium-size businesses, some of whom were moderately rich.
Business hardliners bankrolled such long-standing stalwarts of private
enterprise as the U.S. Chamber of Commerce and the National Associ-
ation of Manufacturers, as well as conservative think tanks and founda-
tions, including the American Enterprise Institute, the Foundation for
Economic Education (FEE), and the William Volker Fund.!® In some
cases, business executives favored conspiracy-minded groups, such as
the movements surrounding Senator Joseph McCarthy'! and the John
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Birch Society,'*> which veered even further to the right.
Collectively, these conservative institutions were less influential

than the Keynesian-oriented CED or the Brookings Institution. But the
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conservatives gained some clout among certain (mostly Republican)
members of Congress and were thus able to influence national legis-
lation, at least at the margins. The hardliners were particularly suc-
cessful in dampening the influence of organized labor. During the late
19508, NAM supported congressional investigations into corruption in
the unions, which gained broad publicity and stained the reputation
of labor.'® These investigations dovetailed with negative portrayals of
unions in popular culture, notably Elia Kazan’s award-winning film
On the Waterfront.'**

Efforts by labor to counter these moves were feeble and inad-
equately funded. And undeniably, the leadership of some unions—
which had been weakened by the Red Scare—allowed such practices
as featherbedding and graft to flourish, which of course played right
into the conservatives’ strategy of discrediting them. The corruption
of the International Brotherhood of Teamsters was especially notewor-
thy. In 1959, conservatives scored a victory when Congress passed the
Landrum-Griffin Act, further restricting union activity (and function-
ing as a follow-on to the earlier Taft-Hartley Act).'®

Meanwhile, NAM and the Chamber of Commerce sought to mold
school and university-level curricula to infuse it with a free enterprise
bent. A series of teacher seminars and student internships were estab-
lished implicitly projecting an antiunion message; they were financed
by business interests and business-oriented lobby groups. Efforts were
also made to influence the writing of textbooks. While these activities
certainly did not destroy labor unions, they contributed to the gradual
weakening of public support for unions, a trend that began during the
late 1950s and gradually accelerated.'®

A second area of activity for conservatives was the funding of evan-
gelical Christian groups. Business leaders worried about the growth
of left-leaning religious tendencies, including such ideas as the “social
gospel,” popular among liberal Protestants, and the Catholic Worker
movement, led by Dorothy Day.'”” The doctrine of Christian conserva-
tism emerged in part as a backlash against such liberal ideas and was
strongly supported by business interests. The conservative religious
thrust was led by the Reverend James W. Fifeld, Jr., a California-based
preacher who launched Spiritual Mobilization during the 1930s, a
mass campaign that combined both Christian and free market themes.
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The corporate funding for the campaign was spearheaded by NAM,
whose president sought to establish “patriotism and religious faith” as
a probusiness bulwark. The advisory committee to Spiritual Mobiliza-
tion at one point included “three past presidents of the U.S. Chamber
of Commerce, a leading Wall Street analyst, a prominent economist at
the American Banking Association, [and] the founder of the National
Small Business Association.” With his formidable support, Fifeld sought
to popularize laissez-faire ideology, which he actively promoted among
the faithful.'*®

Another rising Christian leader of the postwar era was the charis-
matic southerner Billy Graham, who held mass revivals throughout the
country, gaining national prominence from the late 1940s. His sermons
invoked conservative political themes, often antiunion in character. At
one point, Graham declared that in the Garden of Eden there were “no
union dues, no labor leaders, no snakes, no disease”!*” He attracted
considerable corporate support. According to one biography, “Graham
enjoyed numerous long-standing relationships with men of great wealth,’
who avidly funded the pastor.'°

Overall, these religious activities added an important “spiritual”
dimension to the business campaign, as well as a mass base of Christian
voters. In time, Christian conservatism would become a major national
force with vast influence, a point we will discuss in later chapters.

THE CHICAGO BOYS

During the post-1945 era, a network of conservative U.S. and European
economists rose to prominence. These economists explicitly rejected
the prevailing Keynesian framework of state-managed economic growth
and sought a return to the antistatist doctrine of an earlier era, that of
laissez-faire. Their network included a core group of émigré Austrian
aristocrats, which included Friedrich von Hayek, Ludwig Von Mises,
and Gottfried Haberler, as well as a coterie of American-born follow-
ers, which included Milton Friedman. Financial support for this group
emanated from such business-backed sources as the Volker Fund,
Foundation for Economic Education, and Schweizerische Kreditan-
stalt (later known as Credit Suisse), which promoted their conferences
and research activities. The International Chamber of Commerce also
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provided support. The Volker Fund and the FEE were especially helpful
in establishing the conservatives at the University of Chicago, whose
economics department became a leading center for the incubation of
right-wing ideas. The Volker Fund was even allowed to pay for von
Hayek’s salary for a period of ten years while he taught as a Chicago
faculty member. The FEE helped arrange the hiring of George Stigler,
another exponent of laissez-faire economics. FEE also assisted Von
Mises in securing an appointment at New York University, thus broad-
ening the conservatives’ scope of influence.”! And in the South, white
elites enthusiastically supported Friedman’s plans for school vouchers as
a means of circumventing racial integration.'?

Another conservative institution was the Mont Pelerin Society
(MPS), named after the Swiss resort where it was founded in 1947.
The MPS was an international networking organization for the prop-
agation of free market ideas. Membership in the Mont Pélerin group
overlapped with the Chicago School affiliates, and the two were closely
interlinked."* We will see in later chapters that the MPS and its mem-
bers gradually gained funding from some of the largest and most pow-
erful corporate interests in the United States, and their influence would
increase accordingly.

The Chicago economists—the “Chicago Boys” as they were later
termed—adopted a celebratory view of the free market as the locus of
inherent efficiency, fairness, and excellence. The rougher edges of their
economics were gradually smoothed and mainstreamed, making them
more accessible to a broad corporate audience. The tendency of the
Chicago School economists to mainstream their views is especially
evident in their evolving analyses of monopoly power. In their original
formulation, Chicago School economists were highly critical of monop-
olies, which were regarded as significant dangers requiring governmen-
tal action to maintain competitive conditions and prevent firms from
achieving market power. In 1947, even Friedman held that “large cor-
porations and monopolies posed a serious social problem that had to
be addressed by public policy, while his colleague Henry Simons went
further, declaring monopoly a “great enemy of democracy”''*

During the 1950s, however, the Chicago economists began to
reevaluate monopoly power, dismissing the whole issue as virtually a
nonproblem, one that would be corrected under market conditions.
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The principal enduring evils, in their view, were government-sponsored
monopolies and labor unions, both of which constituted anticompeti-
tive pathologies corrupting market efficiency.'® In altering their stance
on monopoly, the Chicago economists were conforming to the views
and practices of their business supporters, some of which (United States
Steel, for example) operated under nonmarket conditions and practiced
administered pricing.'

The reconceptualization of monopoly also reinforced the Chicago
School’s preexisting bias against labor unions, and this feature appealed
to such antiunion businesses as General Electric (an additional source
of support for free market economics).!”” In the view of one historian of
the Chicago economists, the new perspective on monopoly “amounted
to an apologetic ‘corporations can do no wrong’ perspective’!’® The
Chicago School’s research agenda fit well with the interests of corporate
America, and the relationship between the two sectors—the intellectual
and the corporate—gradually became more intimate.

The conservative Chicago perspective was an outlier for an extended
period, dissenting from the prevailing economic consensus, which
remained loyal to Keynesianism for the most part.!** Over time, the
conservatives would come to dominate economic thinking, gradually
displacing Keynesian thought during the upheavals of the 1970s. We
will see that some of the major policy trends of that decade—including
deregulation of industry, money supply targeting by the Federal Reserve,
weakened labor unions, reduced antitrust enforcement, and floating
exchange rates—had long been favored by Milton Friedman and his
colleagues.'®

Overall, conservative business interests established a range of insti-
tutions during the early postwar period that eventually enabled an
assault on the class compromise. Such an assault did not begin in ear-
nest until after 1970, but the groundwork was laid much earlier. Business
support for conservative groups was sufficiently extensive that some
analysts question whether the class compromise really existed at all.’*!
This is surely an overstatement, as it elides the strong business support
that clearly did exist in favor of the compromise; support for the class
compromise was the dominant perspective.

One way to view business backing for conservative causes during this
period is that such activity constituted an insurance policy for business
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against the possibility that it might eventually be in their interests to
repeal the class compromise. Perhaps business was simply hedging its
bets. Whatever the motive, this much is clear: Corporate America had
at its disposal a series of interlinked institutions that would eventually
enable a full-fledged campaign against labor unions and the welfare
state, to be unleashed during the economic upheavals of the 1970s.

THE COMPROMISE BEGINS TO UNRAVEL

The gradual unraveling of the class compromise began during the late
1950s and especially after the 1957—1958 recession, the worst downturn
of the decade. In retrospect, it appears that the spurt of economic dyna-
mism unleashed after 1945 was already beginning to lose steam. The ori-
gin of the recession lay with a decision by the Federal Reserve to tighten
monetary policy by raising interest rates as a means of constraining
inflation and thereby restoring business confidence.”” And the reces-
sion was probably intensified by the disruption of a worldwide influenza
pandemic, the so-called Asian flu, which took place simultaneously.'**

The downturn very likely accelerated capital flight, whereby hard-
pressed industries migrated away from the unionized states of the north-
east and upper Midwest and moved to the Sunbelt states of the South
and Southwest, most of which had right-to-work laws, limited union
influence, and low wages. State governments in the Sunbelt advertised
their low wages and “business friendly” climates to lure investment away
from other states as an integral part of an extended zero-sum game
that would play out among various regions of the United States.'** The
long-term effects of the Taft-Hartley Act and other antilabor legislation,
combined with the failure of Operation Dixie—its inability to achieve
truly national labor unions—were now becoming apparent. As a result
of these conditions, the level of union membership began a gradual
decline, continuing over a period of several decades from its historic
high point in the middle 1950s, coinciding with declining populations in
industrial cities of the Northeast and Midwest. One often thinks of dein-
dustrialization and union decay as phenomena of the 1970s and 1980s,
but in reality, the process had commenced much earlier. The unioniza-
tion of large portions of the labor force—the crowning achievement of
the postwar social order—was already starting to disintegrate.
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The economic sluggishness of this period weakened the credibil-
ity of the Republican Party. During the course of the 1960 presidential
campaign, there was yet another downturn, which proved advantageous
to the Democrats.'””® The result was the narrow election of a Demo-
cratic president, John F. Kennedy, who won on the slogan “Get America
moving again”—an implicit promise of renewing postwar prosperity.'*
Kennedy’s method was to use Keynesian-style fiscal stimulus, focusing
on military spending.

The new president had criticized the Eisenhower administra-
tion for having placed too much emphasis on nuclear weapons and
massive retaliation, a method of fighting communism on the cheap,
neglecting conventional weapons and power projection. Kennedy was
determined to overcome this problem by expanding ground forces,
particularly mobile expeditionary forces and counterinsurgency units,
enhancing the military’s flexibility in response to international crises.
At the same time, Kennedy did not overlook strategic nuclear forces,
and he increased production of both silo-based and submarine-based
missile systems, at considerable expense.'” There was also expansion
of the space program based on the president’s decision to prepare for
a moon mission.

The augmented federal spending on military equipment and space
exploration did indeed produce a fiscal stimulus, generating high levels
of growth, more than had occurred during the Eisenhower presidency.
And Kennedy sought to open up new trade and investment opportuni-
ties overseas, especially in sub-Saharan Africa.'?® Military Keynesianism

was working, at least in the short term.'”

PRESIDENT KENNEDY CONFRONTS BIG BUSINESS

Another aspect to the Democratic strategy was a tax cut, using defi-
cit spending to enhance the stimulus. Before undertaking the tax cut,
however, Kennedy sought to prevent an inflationary spurt (an inherent
risk in his expansionary policy). He was especially concerned about the
price of steel, a leading sector at the time. It was also a sector that was
heavily concentrated, with most steel being produced by eight compa-
nies operating on nonmarket principles through the familiar process of
administered pricing.'®* From the labor side, the United Steelworkers
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negotiated regular pay increases for its members, which companies
were able to pass on to consumers in the form of higher prices. In 1962,
Kennedy pressured both steel companies and the union to restrain price
and wage increases and achieved a good-faith agreement on price sta-
bility. Then one of the companies, United States Steel, raised prices in
violation of the agreement. When Kennedy pressed U.S. Steel execu-
tives to rescind the price increase, they refused.’

The price increase precipitated a brief but illuminating crisis,
revealing the extent to which business remained a privileged group.
Kennedy used the resources of the executive branch to retaliate against
U.S. Steel by withdrawing federal contracts and redirecting them to
competitors who had cooperated with the price agreement. He also
threatened antitrust prosecutions. In private, the president report-
edly stated that his father had told him that “steel men were sons of
bitches, but I never realized till now how right he was”*> The com-
ment was quickly leaked to the press (perhaps intentionally), elicit-
ing considerable notice, especially in corporate circles. In response to
these pressures, U.S. Steel finally backed down and rescinded the price
hike, but the whole affair left a feeling of acrimony. The business press
became highly critical. Kennedy’s actions had dealt “a heavy blow to
the confidence upon which the prosperity of Main Street as well as
Wall Street depends,” according to an editorial in Barron’s financial
weekly. The editorial added—with a hint of threat—that the president’s
challenge to U.S. Steel would “cost the nation dear”’** It might cost the
president dear as well.

Kennedy had won the battle with the steel industry, but in the end,
he could not win the war. The feud produced a sudden loss of busi-
ness confidence that appears to have been broadly based. It was widely
believed that the president’s confrontational stance toward U.S. Steel
contributed to a generalized decline in stock prices.'* It seemed that
the business community was striking back against President Kennedy,
who was shaken by these events. Any further loss of confidence risked
a more generalized collapse of investment, which would undermine his
strategy for sustained growth.

Overall, the steel controversy offered a clear lesson for future
presidents: Business retained its ability to retaliate against uncoopera-
tive politicians—including those like President Kennedy, whose public
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popularity was consistently high'**—thus acting outside the democratic
process. As president, Kennedy possessed the ability to discipline busi-
ness through selective contract allocation and the possibility of pub-
lic denunciation. But in the final analysis, it was business that held the
upper hand.

Following this loss of confidence, Kennedy made special efforts to
propitiate business interests and the upper classes. The Kennedy tax cut
that followed was legislated on conservative terms, disproportionately
favoring the wealthy. Maximum rates were reduced from 9o percent,
as had been established during the New Deal, to a new maximum rate
of only 70 percent, generating a windfall for those with high incomes.
The episode set a more generalized precedent of reducing taxes for the
wealthy as a means to spur growth. The Kennedy precedent would be
invoked repeatedly by both politicians and lobbyists during the 1970s
and 1980s, often citing this experience as a justification for further
and even more aggressive reductions in taxation rates in favor of the
wealthy.’*® The Kennedy-era tax cut helped undermine the principle of
progressive taxation in general and contributed to reversing the Great
Compression, the postwar redistribution of wealth and income.

A FOOL'S PARADISE?

The tax cut was concluded after Kennedy’s assassination, officially
signed into law by President Lyndon Baines Johnson in early 1964."*” In
general, Johnson proved a far more astute politician than his predeces-
sor and was especially capable in managing Congress. Proposals that
Kennedy had only talked about were legislated by President Johnson.
The earthy Johnson once said that for all their Harvard degrees, the
Kennedy cabinet knew very little about passing legislation, no more
“than an old maid does about fucking”'*®

With his political skills, President Johnson enacted breakthrough
programs, including federally funded health care, through the newly
established Medicare and Medicaid programs, environmental protec-
tion, and a host of new and expanded antipoverty projects associated
with an overall “War on Poverty” Johnson also passed major civil rights
protections, including the Twenty-Fourth Amendment to the Consti-
tution, which guaranteed the voting rights of African Americans, and
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banned such practices as the poll tax, which restricted suffrage in the
South.’™ Federal policy enabled Blacks to enter the mainstream of
American life for the first time on a large scale, including as consumers.
This combined package of domestic programs enhanced the fiscal stim-
ulus. In addition, Johnson was not averse to using military Keynesian-
ism, especially after his massive escalation of the Vietnam War, which
began in 1965.

The immediate result of the Kennedy-Johnson program was
improved economic performance, with no recessions during the period
1961-1969, accompanied by strong GDP growth.'*® With this apparent
success to his credit, Johnson was easily reelected in 1964, defeating
his ultraconservative opponent, Barry Goldwater, by one of the larg-
est margins of popular vote in history. At the time of reelection, the
Johnson presidency seemed the apex of achievement. Business was
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satisfied with record high profits,'*! while unions had easy access to
a labor-friendly administration. To be sure, union membership had
already passed its high point and was experiencing long-term deterio-
ration, but it was easy to forget this detail amid a climate that appeared
strongly favorable to workers. Professional economists expressed com-
placency with what seemed like idyllic conditions, a view shared by
economic journalists. A 1964 New York Times article asked rhetori-
cally, “Are Recessions a Thing of the Past?”'** Even as late as 1970, Paul
Samuelson spoke of the business cycle as a possibly obsolete concept,
supplanted by a permanent state of stability accompanied by an over-
arching technocratic wisdom.'*®

Such optimism was unfounded, since the U.S. economy was about
to enter a new era of turbulence, to be discussed more fully in later
chapters. For now, we will note one basic indicator of growing tur-
bulence: a rising and unchecked inflation. The inflationary spurt
began in the late 1960s and then gradually accelerated, the result of
overspending by the Johnson administration, which was simultane-
ously fighting the War on Poverty and another war in Vietnam.'** And
Johnson sought to do all this without a tax increase.!*® At the time, it
was possible to dismiss price instability as a temporary difficulty; but
in retrospect, it is clear that inflation had become a long-term feature
of the economy and a source of political conflict. The standard remedy
for inflation—austerity and recession—would not be implemented by
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President Johnson,'** who was too labor friendly for such measures.
By the end of the 1970s, however, a particularly harsh version of aus-
terity was finally imposed, at high social cost, a point to which we will
return later in this study. The dysfunction of inflation would serve to
legitimize a later austerity policy.

A second dysfunction was a secular decline in corporate profits.
Beginning in the late 1960s, the rate of return on the capital stock for
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U.S. manufacturers dropped precipitously.
of inflation and low profits, the stage was set for a business mobiliza-
tion in defense of its interests. Clearly, the placid years of the postwar
boom were drawing to a close as American capitalism entered a tur-

bulent phase.

The post—World War II class compromise was a historic achievement,
raising living standards for a large portion of the American working class.
At the same time, this achievement was built on an unstable foundation,
one that ultimately collapsed. The class compromise seemed as though
it might last forever, but in the end, it proved relatively brief.

The compromise contained two main deficiencies. First, it left
intact a sizable portion of the great fortunes that had long been a source
of influence for business interests and wealthy individuals. With these
accumulated funds, U.S. elites created a series of institutions—including
lobby groups, think tanks, religious organizations, and academic net-
works—that allowed them to sway policy makers, enabling elites to act
outside democratic norms. Second, private investors remained the main
source of economic dynamism, and politicians of both parties would
seek to placate them. The need for policy makers to maintain business
confidence—and to do so on a continuous basis—furnished elites with
another source of influence, which once again circumvented democratic
processes. These two undemocratic features were not inevitable but
resulted from specific decisions that were made during the late 1940s,
when the proposed system of state-directed investment was undercut.
The political order that resulted favored the upper classes.

Despite their inherent advantages, America’s elites tolerated the
class compromise—at least for a time—since it promoted stability and
suited their interests. Their support was in fact essential to the whole
arrangement, enabling it to function smoothly through the late 1960s.
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With the rise of inflation and diminished profitability, however, elite
interests gradually shifted away from compromise and moved toward
confrontation. Unionized labor, the welfare state, progressive taxation,
and economic regulation were increasingly seen as unacceptable burdens.

Stated simply, America’s elites always retained a veto over the
postwar social order, and during the 1970s, they began exercising that
veto; it was an elite revolt. In later chapters, we will see how this revolt
produced a sharp turn to the right in U.S. politics, combined with a
rupture of the class compromise. The “Century of the Common Man”
that Henry Wallace had heralded in 1942 would last for just three
decades before it vanished.
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CHAPTER TWO

The Rich Revolt

Perhaps the most downtrodden and persecuted of all American
minorities [is] corporate enterprise. . . . Isn’t it about

time that investors began to fight back?

—ROBERT M. BLEIBERG, BARRON’S

The post—New Deal class compromise began to unravel during the
late 1960s due to an accumulation of stresses brought on by deterio-
rating economic performance. By the early 1970s, these stresses had
generated a backlash against the compromise, combined with a polit-
ical mobilization seeking to move U.S. politics toward the right. This
chapter will show that the conservative mobilization of this period
was largely an elitist affair; it was dominated by corporate interests
and wealthy individuals, who furnished lavish funding for a range of
political groups. While many studies of the 1970s emphasize cultural
changes as the main force driving the rise of conservatism, we will see
that behind these cultural changes was massive financing by business
interests. President Richard Nixon played an especially pivotal role in
orchestrating this business campaign. These trends would transform
the climate of discussion in the United States, producing a basic shift
in public policy in a laissez-faire direction. With regard to motive, we
will see that corporate activism was motivated by a striking decline in
the rate of profit, especially after 1970. While little recognized in the
historical literature, the decline of corporate profitability counts as a
central factor in America’s right turn.



A TASTE OF POWER

A key development during this period was the rise of conservative
economists associated with the Mont Pélerin Society (MPS), the most
influential of whom was the University of Chicago professor Milton
Friedman, who became president of the MPS in 1970. While the topic
of Mont Peélerin economics is obviously complex, its objectives may
be distilled as follows: MPS opposed fiscal and monetary policies that
sought to raise employment levels as being inconsistent with market
principles, which it venerated. MPS members were also hostile toward
labor unions, which were viewed as interfering with market mech-
anisms. Above all, they sought to repeal the regulatory capitalism
established during the New Deal in favor of free market capitalism.!
These principles gradually evolved into the policy agenda behind the
rightward transformation of U.S. politics, consistent with the interests
of corporate executives who bankrolled the MPS.

Their sudden appearance in the limelight signaled a historic change.
Previously, MPS economists had played a marginal role in public
debates. They were long considered “lunatic fringe . . . far right, out
there”? Their most important achievement initially was to advise the
presidential campaign of Barry Goldwater in 1964,> which proved a
disastrous failure. After this debacle, MPS members experienced a rapid
ascent in both academic prestige and political power. Simultaneously,
their base of business support expanded, and by the mid-1960s, the MPS
organization and its individual members had received financial backing
from some of the most prominent enterprises of the era, including Ford
Motor Company, United Fruit, General Electric, DuPont Chemical,
Shell Oil, and United States Steel.* And such corporate-funded think
tanks as the American Enterprise Institute and the Hoover Institution
later hosted MPS members.*

The Mont Péelerin ideology was especially attractive to the finan-
cial sector. Friedman himself developed close ties to prominent banking
interests, which evidently appreciated his theory of “monetarism,” with
its associated recommendation of rigorously controlling the money
supply. The doctrines of tight monetary policy and low inflation are
ideas of long-standing appeal to bankers. Accordingly, Friedman culti-
vated a personal friendship with Walter Wriston, CEO of Citibank, then
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emerging as a premier American financial institution. Wriston “wor-
shipped at the shrine of University of Chicago economist Milton Fried-
man,” according to one biography.® Both men became forceful advocates
for the deregulation of finance.” From outside the United States, con-
servative interests connected to the Riksbank, Sweden’s central bank,
established the Nobel Prize in Economic Science, which was awarded
to Friedrich von Hayek in 1974, to Friedman in 1976, and, later, to other
MPS members. While centrists and Keynesians were also awarded
Nobel Prizes, the most important achievement of this new prize was to
confer legitimacy on the laissez-faire doctrines of the MPS.® The cre-
ation of the economics prize elevated the status of a profession that was
rapidly moving rightward.

Through the course of the 1970s, Mont Pélerin economists trans-
formed not only academic research but also public discussion. Popular-
izations of MPS economics—notably von Hayek’s The Road to Serfdom
and Friedman’s Capitalism and Freedom—became bestsellers with
broad readerships. Their growing fame was likely aided by corporate
backing, as well as the efforts of the New York public relations firm
Hill & Knowlton, the MPS publicity agent.” The Readers Digest—long
associated with the very conservative interests of DeWitt Wallace—
ran articles by Friedman and his colleagues during the 1970s,'° having
previously published a condensed version of The Road to Serfdom. In
addition, Friedman published regular articles in Newsweek. Laissez-faire
was moving toward the center of public discussion. And with the inau-
guration of Richard Nixon as president in 1969, conservative economists
would, for the first time, gain access to the White House.

PRESIDENT NIXON AS AN IDEOLOGICAL CONSERVATIVE

Seminal events in America’s rightward turn took place during the Nixon
presidency with direct presidential support. Readers may be surprised
by this point, given the widespread perception of Nixon as an amoral
chameleon rather than an authentic conservative. It appeared that
Nixon had “no ideas, only methods,” according to Time magazine." In
public policy terms, his presidency appears—at first glance—to have
been remarkably liberal; in some respects, it was one of the most liberal
of the post—World War II era. It was President Nixon who inaugurated
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landmark environmental protection and workplace safety legislation,
including the creation of the Environmental Protection Agency as well
as the Occupational Safety and Health Administration.'” Under Nixon’s
tenure, the Department of Labor initiated federal support for job train-
ing to assist unemployed and underemployed workers."?

The scale of federal regulation increased significantly. Nixon imple-
mented wage and price controls, while deploying classic Keynesian
methods to stimulate economic growth, just prior to his 1972 reelection
campaign. At one point, the president pronounced, “I am now a Keynes-
ian in economics”** He cultivated friendly relations with at least some
labor unions while resisting calls to undermine unions. “Under no cir-
cumstances should we assume an anti-labor posture,” noted a White
House document from 1971, reflecting an overarching strategy.’> Affirma-
tive action was initiated to advance hiring of African Americans (even as
the president simultaneously appealed to white resentments, often using
coded racist language in his speeches).'* Movement conservatives such as
William Rusher openly distrusted Nixon, and they pondered the possibil-
ity of third-party challenges against him."” But above all, Nixon is remem-
bered as a Zelig-like figure who accommodated himself to the prevailing
liberalism while holding no consistent principles of his own.

More recent evidence suggests that the foregoing interpretation
is incomplete and that Nixon was also an ideological president who
quietly sought to advance a conservative agenda, consistent with the
direction of MPS economists, whom the president admired. That was
apparently the view of Friedman, who, in his memoirs offered this per-
spective on Nixon: “Few presidents have come closer to expressing a
philosophy compatible with my own” While Friedman disagreed with
some of Nixon’s specific policies (especially wage and price controls), he
was nevertheless effusive in his overall assessment of the ex-president:
“He was highly intelligent, an intellectual in the sense that he was inter-
ested in discussing abstract ideas, extremely knowledgeable” And Nixon
was equally effusive in his assessment of Friedman. During the 1968
presidential campaign, he claimed to “have great respect . . . for Milton
Friedman”*® Though he never held any official position in the adminis-
tration, Friedman served as “an unofficial advisor to the President”*® It
was under Nixon that the MPS ideas would move away from the right-
wing fringe and into the mainstream.
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Throughout the course of the Nixon presidency, Mont Pélerin eco-
nomics was a continuous presence, especially in the Department of the
Treasury. One of the most influential figures was the MPS member
George Shultz, who served in the Nixon administration as Treasury sec-
retary, Labor secretary, and director of the Office of Management and
Budget. Before entering the administration, he had been an economics
professor at the University of Chicago as well as “a close friend, admirer,
and disciple of Milton Friedman,” according to one insider account.?
Two other important figures were John Connally and William Simon,
who also served as Treasury secretaries under Nixon; both were influ-
enced by Mont Pelerin economists, including Friedman and Shultz, as
they would later acknowledge in memoirs.*

The first chairman of the administration’s Council of Economic
Advisers was Paul McCracken, who was yet another follower of
Friedman. At the time of his death, an obituary noted that “McCracken
described his economic philosophy as ‘Friedmanesque, after noted
economist Milton Friedman”** His replacement as CEA chair was
Herbert Stein, who had been appointed on “the recommendation of
Milton Friedman”* Another significant figure was Nixon’s Agriculture
secretary, Earl Butz, who had been a Purdue University academic with
close connections to Ralston-Purina and other agribusiness companies.
He, too, was influenced by the laissez-faire economics of the MPS, as
revealed in Butz’s private correspondence with Friedman.*

Robert Bork, a former Chicago corporate lawyer, was appointed as
chief litigator in the Department of Justice, the solicitor-general. Bork
was yet another MPS member; his views on antitrust policy closely
aligned with the Friedmanite perspective that monopoly was not a seri-
ous problem in a free market economy.”® The Mont Pelerin economists
Gottfried Haberler and Fritz Matchlup served as economic consultants
to the administration.® With regard to the president himself, in 1972,
one official wrote in his diary, “My, how he [Nixon] has been taken in
by the monetarist talk of Friedman and Shultz!"*

Throughout the Nixon presidency, MPS economists exerted a
subtle influence on policy formulation, while their close association
with the presidency enhanced their overall prestige, thus ensuring
that their influence would endure long after Nixon left office. The
clout of the MPS would carry over to Nixon’s presidential successor,
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Gerald Ford, who stated that Friedman’s research on inflation formed
“one of the foundations of this administration’s economic policy.?
During the course of the 1970s, the MPS network advanced a laissez-
faire agenda with presidents from both political parties, including
Jimmy Carter; and its ideas laid the groundwork for the deregulation
of agriculture, air travel, trucking, rail transportation, international
finance, and, finally, domestic finance. We will see in a later chapter
that Friedman’s monetarism would offer an ideal pretext for imple-
mentation of an austerity program—involving the intentional lower-
ing of living standards—dealing a decisive blow against the New Deal
class compromise.

NIXON MOBILIZES THE PRIVATE SECTOR

An important element of President Nixon’s agenda was galvanizing
corporate interests to fund right-wing think tanks, as counterweights
against centrist think tanks and institutions—notably the Committee
on Economic Development, Brookings Institution, Ford Foundation,
and Council on Foreign Relations—collectively known as the “Eastern
Establishment,” to use Nixon’s derisive phrase. Papers at his Presidential
Library reveal that Nixon was acting strategically to craft a conservative
intellectual network as an alternative to the Eastern Establishment, an
endeavor engaging some of the president’s top aides.?

Preparation for this campaign began in late December 1969, when
White House staff began circulating strategy papers lamenting the power
of Brookings and the lack of a powerful right-wing think tank. The goal
of these strategy papers was to build up a conservative counterpart to
Brookings to advocate for the administration’s positions and advance
“a conservative influence on future administrations”* Evidently, White
House aides were planning a political transformation for the long term
to continue well after Nixon himself left the presidency.

The focus of Nixon’s efforts was the American Enterprise Insti-
tute (AEI), a small Washington, DC, think tank founded in 1938, then
headed by William Baroody. Initially, it had only limited funding and
influence. AEI researchers produced reports that argued against labor
unions, federal spending on social programs, and state regulation of the
private sector.® Its basic ideology was closely aligned with the views

52 The Rich Revolt



of Friedman, who had long served on the AEI Board of Trustees.® It
received relatively modest subventions from corporate interests® but
had nowhere near the funding or influence of its principal rival, the
Brookings Institution. At an electoral level, AEI had long been affiliated
with the Goldwater wing of the Republican Party.** Positioned well to
the right of the mainstream consensus, especially on economic policy,
the institute seemed confined to the margins of political respectability.
But that would soon change.

In early 1971, White House personnel were working methodically
to build AEI into a Washington powerhouse, as discussed in numerous
documents. These endeavors were led by the presidential aides Bryce
Harlow and Charles Colson. The president himself played a direct role.
According to a document written by Colson, “The President a year ago
met with John Swearingen [from Standard Oil of Indiana] and me. He
gave the charge to Swearingen to raise funds necessary [for AEI] and
told him . . . that if he ever needed any help, the President would be
happy to provide it if he could”*

White House efforts to generate support and funding for AEI
were wide-ranging. Business executives and business-funded foun-
dations were contacted in multiple sectors, eliciting contributions to
AEI from the Lilly Endowment (funded by Eli Lilly pharmaceuticals),
J. Howard Pew (Sun Oil), and the very wealthy Scaife family, as well as
Indiana-Standard.*® In the view of White House staff, corporate exec-
utives remained overly passive and resistant to the idea of challenging
the centrist establishment; they required external encouragement and
orchestration.” The president was pleased to furnish this orchestration,
as he leaned on executives to finance a new and more rightist coun-
terestablishment centered on the American Enterprise Institute. Nixon
established a close personal relationship with AEI director Baroody.*

Nixon’s campaign produced impressive results. In 1971, Colson
noted with satisfaction that “we have over the year made great strides in
obtaining funds for AEL. We have now more than doubled their oper-
ating budget; they are taking on a number of assignments that are very
important to us?® The administration seemed especially pleased that
AEI was able to support large numbers of conservative academics, who
would be useful in influencing policy debates while serving as counter-
weights to liberal academics, whom the president despised. In addition,
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AEI was encouraged to “get very active in the publishing business*

AEI personnel used its expanded funding to generate high-profile pol-
icy papers, press interviews, and policy conferences to advance their
ideology and inject it into Washington discussions. Over time, the insti-
tute moved from the fringes of the D.C. establishment to the center,
as the laissez-faire viewpoint it advocated gradually became the new
mainstream.

While building up AEIL the Nixon administration also sought to
undermine centrist institutions, especially the Brookings Institution,
against which the president held a special animus.*’ One document
noted White House efforts to “discourage contributions to Brookings,**
a strategy that Nixon strongly supported. When speaking with his
aides about Brookings in 1971, the president’s tone turned vindictive, as
revealed in transcripts of presidential conversations: “We're up against
an enemy, a conspiracy. They’re using any means. We are going to use
any means. Is that clear?” And then the president queried, “Did they
get the Brookings Institute raided last night? No? Get it done, I want it
done. I want the Brookings Institute safe cleaned out.* Nixon was thus
advocating burglary against his political enemies at the Brookings Insti-
tution (though at least in this case, there is no evidence the proposed
break-in was carried out). Other agencies of the Eastern Establishment,
such as the Ford Foundation, also elicited caustic comments.* And he
said with regard to the Council on Foreign Relations, “I'm going to get
that Council [on] Foreign Relations. I'm going to chop those bastards off
right at the neck. That’s all there is to it

In these conversations, the president sounds like a character in
a gangster film or perhaps an episode of The Sopranos. With regard
to motive, Nixon’s feud with establishment institutions has long been
viewed as revenge against these institutions’ (especially Brookings’s)
association with critics of the president’s Vietnam policy. In memoirs,
Nixon himself advanced this interpretation.* However, private papers
from the Nixon Library suggest there was an additional reason for his
vendetta against Brookings: It was part of an overarching strategy to
establish a new—and much more right-wing—counterestablishment.

For the most part, the White House strategy of building a counter-
establishment was conducted in secret. But from time to time, adminis-
tration officials spelled out their objectives in public speeches. In 1971,
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Vice President Spiro Agnew harangued executives that they needed to
launch a massive campaign to combat “adversaries of our free enterprise
system.”” The vice president also noted “the imperative need to begin
mustering in the media and in the Nation’s educational institutions” as
part of this free enterprise effort.*” With the building up of the Amer-
ican Enterprise Institute, the administration took specific actions to
achieve the mustering of the media and the educational system while
subtly moving U.S. politics to the right.

THE HISTORICAL SIGNIFICANCE OF THE
WATERGATE SCANDAL

The principal significance of Watergate is that it prevented Nixon
from implementing the conservative policy agenda that he likely had
been planning for his second presidential term. But before discussing
this scandal in detail, let us consider the larger context. In early 1973,
the president formulated an ambitious legislative package entailing
dramatic reductions to a broad range of federal antipoverty programs.
The planned reductions “aimed to starve the welfare state,” according to
the presidential scholar Allen Matusow; these were to go well beyond
routine budget cutting. It also appears that Nixon intended to under-
mine the post-New Deal system of economic regulations, beginning
with the crucial energy sector,*® in line with the antiregulatory messages
emanating from AEI and the Mont Peélerin economists whom he culti-
vated. The president was capitalizing on his landslide victory over the
Democrats in the 1972 election to advance his agenda.

In memoirs, Nixon emphasized the ideological character of his
second-term program: “Now [after re-election], I planned to give expres-
sion to the more conservative values and beliefs of the New Majority
throughout the country and use my power to put some teeth into my
New American Revolution” Nixon acknowledged that his conservative
ambitions were opposed by “Congress, the bureaucracy, and the media”
as well as “the Eastern Establishment,” who were committed to the “the
New Deal, the New Frontier, the Great Society,” which he would now
contest. Overall, President Nixon hoped his second term would prove
“quite a shock for the establishment”® In a January 1973 interview,
one White House official succinctly stated the Nixonian strategy:
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“During the first term, we stopped [the Democrats’] revolution. Now we
can move forward with our own?*

The American Enterprise Institute—which Nixon had carefully
built up—was to play a role in advancing this revolution. A key White
House figure was William Baroody, Jr., son of the AEI head, who was
hired in early 1973 as director of the White House Office of Public
Liaison. From this post, Baroody helped generate support for the presi-
dent’s agenda from the National Association of Manufacturers (NAM),
the U.S. Chamber of Commerce, and major corporate trade groups,
which would no doubt have proven helpful in moving the adminis-
tration’s agenda through Congress. Nixon placed special emphasis on
NAM, where he exercised considerable sway: “The NAM is totally in
our pocket politically,” according to one presidential aide.>

Nixon also sought to lay the groundwork for an authentic Repub-
lican electoral majority through “Operation Switchover” The purpose
of Switchover was to lure conservative Democrats in Congress—and
Democratic voters—to join the Republican Party. There was a special
focus on converting southern Democrats to the Republican cause as
part of the president’s overarching “Southern strategy”>* Race and reli-
gion probably would have been deployed as wedge issues to operation-
alize the strategy, just as Nixon had done throughout his first term.**
When viewed in retrospect, however, we cannot fully assess the presi-
dent’s agenda, in terms of either his electoral tactics or his policy pro-
gram, since he did not have sufficient time to develop them in detail.
But based on his memoirs, Nixon’s second-term agenda was to be bold,
ambitious, and right-wing.

All the president’s plans were thwarted by the Watergate scandal,
which engulfed his administration shortly after inauguration in January
1973. The nineteen months remaining in his presidency were consumed
by scandal, making it impossible for Nixon to launch any new initiatives.
The break-in at the Democratic headquarters at Washington’s Watergate
Hotel had initially been dismissed as a “third rate burglary” conducted
by low-level White House zealots without higher-level guidance—but
this explanation soon proved untenable. And after the initial break-in,
Nixon memorably sought to cover up the crime, which opened the
president to charges that he had obstructed justice and abused power.
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Even some of Nixon’s strongest supporters in Congress were genuinely
shocked by his actions, as revealed in congressional hearings.*® And
from academia, the neoconservative Professor Daniel Bell wrote to a
colleague that Watergate revealed “a myopia and moral blindness on a
vast scale” in the Nixon White House. It represented a “carry over [of]
the mentality and tactics of the international ‘black’ tactics and propa-
ganda, reminiscent of the silent war between the CIA and KGB into
domestic politics””® On August 9, 1974, Nixon resigned in the face of
near certain impeachment and removal from office.

The Watergate scandal proved a setback for business interests, one
that at least momentarily seemed serious. At the height of the scan-
dal, one executive lamented to a Business Week reporter that “business
will suffer from Watergate because it will lower public confidence in
business as well as in the political system.” Another warily noted a “dete-
rioration of [public] confidence in the business community.”” Watergate
constituted a setback for the conservative movement as well, since its
main electoral vehicle, the Republican Party, was tainted by its associ-
ation with the Nixon administration. And there were further setbacks
following Nixon’s resignation. The November 1974 midterm congressio-
nal elections produced victory for the Democrats, who would now hold
overwhelming majorities in both houses of Congress. The Democratic
Party—especially its liberal wing—was thus emboldened. The midterm
elections also strengthened the position of organized labor, which sup-
ported and financed many Democratic candidates. The U.S. Chamber of
Commerce expressed grave concern about a rising labor tide stemming
from the election.’® The Democrats were well placed to block corporate
efforts aimed at advancing antilabor and laissez-faire agendas—at least
for a few years.

In short, Watergate’s main contribution to history is that it delayed
America’s rightward turn in federal policy. Had the scandal not occurred,
Nixon likely would have commenced this turn during his second pres-
idential term, but he was stopped by Watergate. In the end, corporate
America would recover from these setbacks, and it would impose a
rightward policy turn, mainly during the latter portion of the Carter
presidency. For a brief period at mid-decade, however, it seemed that
the right’s march to power had stalled.
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THE PRIVATE SECTOR MOBILIZES

Despite Nixon’s departure from office, the conservative movement
managed to forge ahead. The task of sustaining the movement now
fell to business executives themselves, who orchestrated and funded a
dense network of ideological think tanks and associated lobby groups.
Former White House aides eagerly lent assistance in establishing this
network, thus maintaining continuity with the now defunct Nixon
administration.

The centerpiece of the growing right-wing network remained
the American Enterprise Institute.” AEI's Board of Trustees included
executives from General Electric, Metropolitan Life, Rockwell Interna-
tional, Mobil Oil, and Eli Lilly, while its roster of financial contributors
included a range of enterprises representing a cross section of corporate
America.” In 1977, the Washington Post marveled at AEI’s prodigious
growth: “Two decades ago the American Enterprise Institute . . . was an
$80,000-a-year right-wing propaganda mill, operating out of a hole-in-
the-wall. . .. Today its well-appointed offices are spread over four floors
of a modern building and its annual budget is $5 million”®

With this increased funding, the institute was able to massively
expand its staff while, at the qualitative level, it was able to attract
researchers with high public profiles. Its personnel featured former
officials from the Nixon administration, including Herbert Stein, Paul
McCracken, Melvin Laird, William Ruckelshaus, and Bryce Harlow,
all of whom connected with AEI after departing federal government
positions. Nixon’s successor, Gerald Ford, also established close ties
with AEI After leaving the presidency in 1977, Ford join the institute’s
staff, becoming a “sort of traveling salesman for AEIs ideas,” accord-
ing to Human Events.®* Other influential hires were the Harvard econ-
omist Haberler, who had previously worked as a consultant with the
Nixon-era Treasury Department,®® and the famous New York essayist
Irving Kristol, a leading figure in the “neoconservative” movement,
which was rapidly gaining favor among intellectuals.

The most influential of AEI’s activities was its Center for the Study
of Government Regulation, which sought to discredit the regulatory sys-
tem established during the New Deal and replace it with a laissez-faire
system. It was assisted by the Washington University economist Murray
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Weidenbaum, an adjunct scholar at AEI who lent both academic pres-
tige and ideological fervor to the project. Weidenbaum was widely
regarded as “one of the leaders in criticizing regulation, especially by the
U.S. federal government”**

In 1977, AEI began publishing Regulation magazine, helping prop-
agate its antiregulation political agenda. AEI’s studies were widely
disseminated to congressional staff of both parties and to personnel
in the executive branch. In addition to its academic reports and pol-
icy analyses, AEI also sought a mass audience, with a special focus on
college students. “AEI is increasingly becoming a household word on
an increasing number of campuses, where it sponsors forums or sup-
ports adjunct scholars” The institute’s ideas were disseminated through
a Public Affairs series, which was carried on seven hundred radio and
television channels throughout the country.®

For public purposes, AEI projected a facade of scholarly detach-
ment, which served as an effective media strategy. Moreover, it would
sometimes invite Democrats and even liberals to its public forums to
establish an image of political balance.®® But there is no doubt that the
institute remained a deeply ideological organization whose viewpoints
were extensions of the corporate interests that funded it, a point rec-
ognized by the funders themselves. The president of the SmithKline
Corporation wrote to a colleague in 1975, “I look upon support of the
American Enterprise Institute as a long-term investment in the pres-
ervation of our business system. . . . I can think of nothing that will
bring greater dividends to the business community” than support for
AEL®” According to the president of Potlatch Corporation, AEI acts in
“support of the free enterprise system.”®®

With its massive funding combined with influential personnel,
AEI was becoming a Washington power center, a point that was widely
noted. One observer offered this assessment in the New York Times:
“The sheer volume of their [AEI] publications has maximized their
press coverage. The radio and television work they do is very good, and
expensive. They've used network professionals. I don’t know anyone
who has done it with more skill than AEI”® Conservatism was no longer
a voice in the wilderness.

AEI played an instrumental role in helping build up additional con-
servative think tanks, which served as ideological allies and bolstered
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the institute’s overall message. The most important of these allied
groups was the Hoover Institution in Palo Alto, California, affiliated with
Stanford University. Founded in 1956, Hoover initially functioned as a
conservative backwater—though that would change. As a think tank,
it was similar to the AEI both in its conservative, free market ideology
and its close connections with the business community. The two think
tanks forged close ties, with a series of jointly run programs.” They were
formally linked as well, with AEI director William Baroody holding a
seat on Hoover’s Board of Overseers.” Hoover raised money from some
of the same enterprises as AEI, but with an additional “emphasis on
Sunbelt entrepreneurs,” according to Business Week.” Like AEI, Hoover
saw impressive growth through the 1970s, in both its funding and aca-
demic clout, attracting Friedman, who left the University of Chicago in
1977 and permanently relocated to the Hoover Institution, where he was
a resident fellow. Hoover also drew the Harvard sociologist Seymour
Martin Lipset, a respected neoconservative with influence in academia
and the mass media.

Among rightist funders, a central figure was Richard Mellon Scaife,
heir to the Mellon banking fortune. Like many wealthy activists during
this period, Scaife began as a supporter of Richard Nixon, becoming the
president’s second largest contributor in the 1972 election campaign.”?
When Nixon’s star began to fade due to the Watergate scandal, Scaife
himself assumed a leadership role among corporate conservatives,
seeking to galvanize his colleagues in raising funds for the cause. He
gradually established full control over the Sarah Scaife Foundation and
its vast reservoir of funds; Mr. Scaife then became “the leading finan-
cial supporter of the [right-wing] movement that reshaped American
politics,” according to the Washington Post.”™

A full discussion of Scaife’s role would be difficult, since he left no
collection of personal papers and issued few public statements. Highly
secretive, Scaife sometimes spoke abusively to investigative journalists.
In 1981, a female reporter from Columbia Journalism Review suddenly
queried Scaife, producing the following exchange:

QUESTION: “Mr. Scaife, could you explain why you give so much money
to the New Right?”

SCAIFE: “You fucking communist cunt, get out of here””®
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Despite his lack of personal charm, Scaife emerged as a central figure in
rightist politics during this period. Often working with the beer magnate
Joseph Coors, he raised a prodigious amount funds for AEL, Hoover, and
numerous other conservative institutions, as well as direct support for
a rapidly ascending Friedman.”® Scaife and Coors were seeking to buy
their way into the world of ideas on behalf of a laissez-faire ideology.

Perhaps the most important contribution of Scaife and Coors was
their help in launching the Heritage Foundation, a Washington, DC,
think tank, created in 1973. Heritage later drew support from a range
of companies in retail, oil, construction, and chemical manufacture,
establishing a sizable endowment.”” Whereas most conservative think
tanks projected a veneer of detached objectivity, Heritage assumed
an openly partisan image, as “a committed rightist organization.””®
It would quickly emerge as a rival to AEI, with the two think tanks
competing for funding.” But at an operational level, they worked on
a complimentary basis; AEI produced lengthy studies on the merits
of laissez-faire economics to move elite opinion over the long term,
while Heritage produced shorter policy papers of more immediate use
to conservative activists.

Another Heritage specialty was building up evangelical Christians
and other social traditionalists into a coherent interest group and then
forging linkages between social and religious conservatives on the one
hand and business interests on the other. It also stoked white racial
resentments, especially with regard to the “busing” of school children
across district lines to achieve integration.®® The overarching goal was
to establish a broad conservative coalition as a mass base for the bur-
geoning right wing.

Heritage, Hoover, and American Enterprise Institute emerged as
the leading conservative institutions of the era, but they were assisted
by a cluster of second-tier think tanks and research institutes backed
once again by corporate funding. The National Bureau of Economic
Research (NBER) in Cambridge, Massachusetts, turned in a sharply
rightist direction during the late 1970s and began emphasizing research
on the negative effects of federal government taxation and, by impli-
cation, governmentally run social programs funded through taxation.
NBER thus became one of “the most prestigious of the institutions
that have helped to push the economic debate to the right” while
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gathering financial support from IBM, Exxon, and ATT, as well as
from the Scaife Foundation.®

From the University of Miami, the Law and Economics Center
sought to inject conservative economic ideas into the legal profession,
especially among law faculty and members of the judiciary. In a pri-
vate letter, Henry Manne, the director of the Miami program, casually
noted, “We have traditionally received funding from large corporations”
The program obtained grants from Procter & Gamble, General Motors,
IBM, and Exxon.®* And the ideological thrust was clear: Jurists who
participated in the Miami program often found that “their instructors
almost to a man were drawn from the free market school of economics,’
according to Fortune magazine.®

Georgetown University hosted the Center for Strategic and Inter-
national Studies, which advocated a right-wing turn in foreign policy
and forged close ties with the military-industrial complex.** Virginia
Tech supported the Center for the Study of Public Choice, headed by
the Mont Pélerin economist James Buchanan, with grants from the Olin
Foundation (associated with Olin Corporation), General Electric Foun-
dation, Scaife Foundation, and Texaco.*® Numerous additional institu-
tions across the United States helped add to the growing atmosphere of
right-wing intellectual resurgence—made possible by funding from top
corporate interests.

Clearly, large portions of corporate America were drifting rightward
during the early and mid-1970s, but this drift was far from universal.
There remained a coterie of executives who affiliated with the more
centrist, even liberal-leaning think tanks. And some interests leaned
further left, such as the General Motors heir Stewart Mott III, who
helped finance George McGovern’s run for president, and Samuel Rubin
of Fabergé perfumes, who funded the left-leaning Institute for Policy
Studies.’” Many other wealthy individuals simply went along with the
prevailing consensus—which, at least through the middle of the 1970s,
continued to favor the New Deal class compromise.

The rising business conservatives viewed their liberal and cen-
trist colleagues with deep frustration, even contempt, and this was
expressed repeatedly during the 1970s in both public statements and
private correspondence. According to Robert Malott of the FMC Cor-
poration, business executives needed to stop supporting liberal causes,
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since “self-interest should guide corporate giving” Executives had to
be “shaken out of their complacency”®® A common complaint was that
executives failed to “present a unified front” in defense of their inter-
ests, as stated by the U.S. Steel executive William Whyte.* A former
presidential aide, Bryce Harlow, later with Procter & Gamble, echoed
this view: “Most of us in business are almost compulsively inept and
clumsy. . . . Business is not a cohesive community at all”*

Clearly, executives needed to professionalize their lobbying activities
to improve their game; above all, they had to work together to advance
their interests. Corporate-funded intellectuals made similar points.
Friedman complained that “businessmen support their enemies. They
support people who are undermining the basis of the free enterprise
system””! From the American Enterprise Institute, director Baroody
condemned “‘the abdication of the corporate class,” which “threatens
to strangle business and . . . the free society itself.*?

Corporate moderates were thus “encouraged” to fall in line behind
the emerging agenda of laissez-faire. To shock their colleagues into
action, conservatives emphasized the dire nature of the threats they
faced. In 1974, Nation’s Business ran an editorial that evoked the memory
of Franklin Roosevelt's New Deal, which was increasingly despised in
corporate circles. The editorial concluded, “Business is as much under
attack now as it was in 1936 [under Roosevelt]—or more s0.”® Barron’s
warned readers that “corporate enterprise and its owners have been liv-
ing in a climate increasingly hostile to their interests” and that “Washing-
ton is rigging the market against investors.®* The president of Castle &
Cooke declared that corporate successes “are under siege and in greater
danger today than at any time since the industrial revolution. . . . The
time for corporate timidity is over”” A speech before a meeting of the
Business Council predicted that “the American electorate will largely dis-
mantle the free enterprise system in the next ten years if we businessmen
continue to stand mute. . . . Gentlemen . . . we know this territory. . . .
We built it and we command it. For once in our lives let’s pull ourselves
together and present it effectively to the American public*

Following from the growing consensus among colleagues, some
corporate interests terminated their support for liberal and centrist
institutions.”” The Committee for Economic Development (CED) was
targeted for defunding due to its long-standing support for Keynesian
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economic policies, which many now viewed with disfavor. Some of the
committee’s most stalwart supporters, notably Goodyear Tire, which
had funded the group for decades—and whose executives had served
on the CED board—suddenly ended their support. In 1975, a Goodyear
executive wrote, “We have been increasingly concerned that sometimes
the views and reports of CED are not representative of the business
community,” while some committee researchers “have not been the
truest supporters of the private enterprise system.” Accordingly, “we
decided to terminate our support to the CED,” while “the funds nor-
mally given to CED will be contributed to the American Enterprise
Institute”—the CED’s long-standing rival.

Other liberal think tanks opportunistically shifted their political
stance in accord with changing political winds, presumably to avoid
defunding. Researchers at the Brookings Institution pivoted away from
the regulated capitalism with which they had long been associated—
toward a newly fashionable antiregulation stance, thus echoing posi-
tions from their challengers at AEL A journalist summed up the changed
climate at the Washington think tank: “Economists of virtually every
political cast these days agree that there ought to be less regulation in
air travel, shipping, and pollution control”® And the traditionally liberal
Ford Foundation began channeling funds directly into AEI while gradu-
ally abandoning the progressive groups that it had long funded.”” By the
end of the decade, even Chase Manhattan Bank—Ilong associated with
the centrist Rockefeller family—was also contributing to AEL'® If Ford,
Brookings, Chase, and other pillars of the Eastern Establishment could
not beat the conservatives, they would join them.

THE RENAISSANCE OF CORPORATE LOBBYING

While the business mobilization of this period placed special emphasis
on think tanks as a means of fighting the “war of ideas,” it did not ignore
more conventional methods of combat, including direct lobbying. An
important development during this period was the creation of the Business
Roundtable in 1972, representing a major advance for corporate power.
The Federal Reserve chair Arthur Burns and the former Treasury sec-
retary John Connally helped mobilize business interests behind the new
roundtable, linking this endeavor once again to the Nixon presidency.'”!
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The purpose of the roundtable was to bring together CEOs from the
largest enterprises across a broad range of sectors to achieve the uni-
fied front that had long been sought. Its membership included General
Motors, Exxon, Citibank, TWA, Prudential, Bechtel, and IBM, among
many other top-tier companies. It was now time for corporate America
to fight back against the forces of economic liberalism, and the Busi-
ness Roundtable aimed to lead that fight. Through the remainder of the
1970s, the roundtable would stand at the forefront of corporate lobby-
ing, advocating cuts in spending on social programs, limiting the power
of labor unions, and deregulating the economy.

Individual businesses greatly accelerated their own lobbying efforts.
In 1978, Fortune summed up the situation: “Ten years ago, only about
100 companies had Washington representatives; now the city is crawl-
ing with over 500 of them. Everybody also employs a lobbying firm:
lobbying is the country’s great growth industry”'®> And to advance the
cause of antiunionism, business supported the National Right-to-Work
Committee, which also grew prodigiously during the 1970s.1” That was
accompanied by the growth of antiunion consulting firms that assisted
individual companies in breaking unions.'**

Lobby groups were established at every level of the government. To
lobby for conservative policies at the state level, the American Legisla-
tive Exchange Council (ALEC) was founded, which received funding
from Joseph Coors and Richard Scaife and was closely connected to
the Heritage Foundation.'” ALEC sent brochures to legislators around
the country advocating detailed conservative programs at the levels of
both economic and social policy, advancing the cause in every state
legislature.'® Although it initially began on a relatively small scale, ALEC
gradually evolved into a major force at the state level.

Another trend was the reinvigoration of older lobby groups, includ-
ing the National Association of Manufacturers and the U.S. Chamber
of Commerce.!” For much of the post—New Deal period, these busi-
ness federations were regarded as backwaters and seemed a throwback
to an earlier era of lobbying. During the course of the 1970s, however,
NAM and the Chamber of Commerce were transformed through a pro-
fessionalization of their staff and a much bolder approach to lobbying.
Meanwhile, NAM gradually moved beyond its base among small and
medium-size companies and attracted support from such prominent
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enterprises as Allied Chemical, Campbell Soup, U.S. Steel, 3M, and
the Bendix Corporation.’”® The chamber appears to have been even
more dynamic, and it experienced massive growth in membership and
funding while connecting with Raytheon, Bristol-Myers, Armco Steel,
Marriott Hotels, and the Amway Corporation.'®”

In building this dense network of lobby groups, corporate America
was acting on the basis of an overarching strategy, one that was distilled
in a 1971 document for the U.S. Chamber of Commerce presented by
Lewis Powell, a Virginia corporate lawyer. Throughout his career Powell
had close ties to the tobacco industry through the Tobacco Institute and
had served on numerous corporate boards."'® His analysis flowed from
extensive corporate connections. The thirty-four-page “Powell Memo-
randum” that resulted was based on the assumption that “the American
economic system is under broad attack” from both liberals and the New
Left, and that executives needed to fight back against these dangers with
a massive influence campaign aimed at Congress, state legislatures, and
courts. His memorandum also advocated lobbying the general public
by disseminating procapitalist publicity through television and the mass
media, as well as the educational system, at both the high school and
college levels. Overall, Powell called for a probusiness campaign that
would be “far more aggressive than in the past,” to be backed by “generous
financial support from American corporations”!!!

The Powell Memorandum was leaked to the Washington Post colum-
nist Jack Anderson, who published portions in an exposé.'*? The exposé
had the effect of spreading Powell’s message among executives across
the country, thus accelerating a private-sector mobilization that already
was well under way. References to the Powell Memorandum appeared
repeatedly in private correspondence and corporate files throughout the
early and mid-1970s, always with a strongly positive tone.'”* President
Nixon was evidently impressed, and he nominated Powell for a seat on
the U.S. Supreme Court. In early 1972, Powell became a Supreme Court
associate justice, a position he held for fifteen years.

The Powell Memorandum likely inspired the creation of a conser-
vative legal infrastructure funded by corporate interests. In 1973, the
California Chamber of Commerce helped launch the Pacific Legal
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Foundation,'"* whose board of directors included representatives from

the Fluor Corporation, South Pacific Corporation, Santa Fe Railroad,
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Copley Press, Title Insurance, and Coors Breweries. The foundation was
especially active in filing legal briefs against environmental regulations.
The corporate sector appreciated the foundation’s efforts, which were
“on the right side . . . doing yeoman work,” in the words of Barron’s finan-
cial weekly.'”® The success of the Pacific Foundation led to the creation
of an interconnected series of conservative legal centers throughout the
United States, including its D.C.-based counterpart, the National Legal
Center for the Public Interest, all heavily funded.''

In addition to direct lobbying, companies supported political activ-
ist groups, including the Conservative Caucus, the Committee for
the Survival of a Free Congress, and an extensive series of right-wing
Christian organizations. These newly formed conservative groups—the
“New Right,” as they were collectively known—constituted a rising force
in electoral politics, especially within the Republican Party. Observing
the role of company executives in this overall network, the Republican
activist John Saloma offered this assessment: “Among those attend-
ing the ‘private’ New Right strategy conference . . . in May 1979 were a
vice president of the Chase Manhattan, an executive vice president of
Adolph Coors Brewery, a group vice president of public affairs for Dart
Industries, a vice president for government affairs of Georgia Pacific
Corporation, and the director of governmental affairs for the National
Association of Manufacturers”*"”

Rapid growth of right-wing political action committees occurred,
which funded candidates, led by the National Conservative Political
Action Committee, or NCPAC. And once again, it was business inter-
ests that provided the backing. In 1977, the National Association of
Manufacturers “started a monthly publication specifically tailored to
corporate PACs . . . and is cosponsoring a series of ‘PAC workshops’

with the National Association of Business PACs.118

EDUCATING AMERICA

A key recommendation in the Powell Memorandum was the need
to educate the public on the merits of free enterprise. That idea was
avidly pursued by a range of corporate interests and corporate-funded
organizations, which began presenting school course materials with an
overtly political focus. The politicization of these courses was widely
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recognized in the business press. In 1977, an article in Fortune observed
that hundreds of companies were “spending tens of millions of dollars
in . . . something called ‘economic education! . .. They are programs of
indirect advocacy, and their purpose is political persuasion. Don’t quote
me, says the director of one economic education program, ‘but we're
propagandizing, we're selling.”'** And Business Week noted, “More than
ever before, corporations are moving into the education business, pro-
ducing and distributing films, charts, and even comic books for school
children. According to one count, nearly 3,000 corporations . .. now are
distributing educational materials. And classroom teachers, squeezed
by shrinking budgets, welcome the free materials”'*

The U.S. Chamber of Commerce launched the “Economics for
Young Americans Project” aimed at high schools and community col-
leges. The chamber’s program sought to “promote the truth about busi-
ness” to “show our youth the benefits of the free enterprise system.*!
ALEC sent brochures to state legislatures advocating a “Free Enterprise
Education Act” to encourage the production of probusiness courses and
educational materials.’” ALEC’s proposals included “a good free enter-
prise course as a prerequisite for high school graduation”'? Phillips Petro-
leum financed the creation of a film series on “American Enterprise,’
which received wide circulation in public schools, especially in New
York state.’** Houston Natural Gas produced teaching materials for
Texas high schools focusing on economics education.'®

Corporate interests also sought to transform the mass media, which
was considered excessively liberal. Mobil Oil took the lead in this effort.
Beginning in 1971, Mobil’s publicity department began placing both
opinion articles and paid advertisements in 103 newspapers, includ-
ing the New York Times, Washington Post, Boston Globe, Los Angeles
Times, Wall Street Journal, and Chicago Tribune. Appearing throughout
the 1970s on a regular basis, these journalistic pieces advanced Mobil’s
political interests—such as opposition to proposals for the breakup of
oil companies—and the overall cause of private enterprise.!?

In addition, Mobil financed nonpolitical television shows, notably
the high-toned Masterpiece Theater through the Public Broadcasting
Service. The purpose of the PBS funding was to establish “a goodwill
umbrella” and “to build enough [public] acceptance to allow us to get
tough on the substantive issues,” according to a Mobil public relations
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specialist, who added, “Public broadcasting is the keystone” of Mobil’s
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publicity efforts.'* By 1979, Mobil had become “the ‘nice guy’ oil com-
pany, the ‘classy’ oil company, the ‘public service oriented’ oil company,’
in the view of the Washington Post.'*® Thus inspired, the other major oil
companies joined the publicity effort, with assistance from the Ameri-
can Petroleum Institute, all financed on a lavish scale.'” Exxon became
especially active in funding probusiness television advertisements,
building on Mobil’s example.'*

Beyond oil, companies in several economic sectors also used the
media to advance their agenda. The U.S. Chamber of Commerce began
hosting publicity training seminars for corporate executives.'® Richard
Scaife purchased 50 percent shares in sixteen California newspapers,
presumably as a means of projecting his conservative views."*> From the
military sector, United Technologies became a major player in advocacy
advertising, inserting conservative viewpoints into The Atlantic, Harpers,
and Washington Report; this effort was spearheaded by the company
president, Alexander Haig, former chief of staff to President Nixon.'**

A particularly ambitious project was to publicize the ideas of
Milton Friedman through the Public Broadcasting Service. The result
was the Free to Choose series on PBS, which showcased Friedman’s
economics, presented in simplified format for the lay viewer and broad-
cast to a national audience in ten episodes beginning in 1980. In the
words of Reason magazine, “Free to Choose talked about capitalism in
upbeat, positive terms, stressing how it helped individuals rather than
exploited them and how it brought about cooperation in a way that ben-
efitted the poor most of all”*** The series thus projected a populist tone
while receiving funds from Getty Oil, National Presto Industries, the
Bechtel Foundation, the Sarah Scaife Foundation, and the Reader’s Digest
Association. The editors at Reader’s Digest magazine thoughtfully pro-
vided a positive review of the program.'® Free to Choose elevated the
influence of Mont Pélerin economics, which aligned with the general
direction of business mobilization that the MPS helped justify.

In addition to influencing the mainstream, there was also an effort
to build up a distinctively conservative media through such publications
as Comnservative Digest, Human Events, and Policy Review. Perhaps the
most important conservative publication of this period was William F.
Buckley’s National Review, which moved from the political margins to
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the center of policy debates during the 1970s. Its rapid ascent was aided
by Buckley’s close connection to elite corporate executives, who were
actively cultivated. According to one of his associates, it became “Bill
Buckley’s pleasant custom in his capacity as editor of National Review to
hold very occasional and very select luncheons . . . [for] a small number
of America’s top-ranking businessmen,” presumably to build support
for his publication. These National Review luncheons were attended by
representatives from ITT, Exxon, Continental Can, Lorillard Tobacco,
IBM, and Standard Oil of Indiana.'?¢

While much of the publicity effort aimed at friendly relationships
with the media, another thrust sought to intimidate journalists who
were deemed excessively liberal or hostile toward corporate interests.
To monitor and fight against alleged antibusiness press coverage, the
media watchdogs Accuracy in Media and the Media Institute were cre-
ated, with funding from the oil industry and the Scaife Foundation.'*

To be sure, conservative media efforts were not always successful.
The former presidential aide Roger Ailes helped establish a new con-
servative-leaning media company, Television News Inc., with funding
from Coors, but it folded in 1975, achieving little impact.'*® For the
most part, however, corporate efforts aimed at influencing the climate
of opinion were highly effective. By the end of the 1970s, mass media
had adopted a more conservative cast than previously, especially at
America’s leading newspaper, the New York Times. In 1984, even the
Heritage-affiliated Policy Review acknowledged the change of tone:
“The New York Times . . . is reaffirming its greatness by retreating from
the radicalism of the past two decades and again taking up responsible
journalism. It is the first liberal institution to identify the excesses of
liberalism . . . and to correct them”'* Just as the Brookings Institution
and Ford Foundation accommodated themselves to the rightward turn
in political culture, so did the Times. Apparently, the vast sums of cor-
porate funding had not gone to waste.

WHY DID BUSINESS MOBILIZE?

In reading through the business literature and private papers of this
period, one is struck by the widespread tone of fear when discussing a
growing anticorporate culture among America’s youth associated with
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environmentalism, the New Left, and organizations founded by Ralph
Nader.!* Certainly, these left-leaning tendencies presented new chal-
lenges to corporate America—yet this was not their main challenge.
Their real enemy was simply this: During the 1970s, average rates of
profit were falling, reaching historically low levels. The need to com-
pensate for declining profits constitutes the main impetus for the “revolt
of the rich” that forms the central theme of this book.

A study by Martin Feldstein, Lawrence Summers, and Michael
Wachter documents this decline: “Between 1969 and 1970 there was
an unprecedented drop in the net rate of profit from 10.2 percent to
8.1 percent, at that time the lowest rate in the postwar period” The
authors also conclude, “The year 1970 appears in the statistics to mark
the beginning of this new ‘low return’ period”"*! To further document this
drop, let us consider the data in table 2.1.

The most important statistic is the final number, for rates of return
during 1970-1976, which averaged only 7.9 percent—well below long-
term historical averages. Later research has documented that profit
rates remained low for the remainder of the decade and continued
for many years." It seemed that the spurt of economic dynamism
unleashed by recovery from the Great Depression and World War II
had run out of steam.

TABLE 2.1
Average annual rates of return on nonfinancial corporate capital, 1950-1976

Average annual rates

Period of return
1950-1959 11.1
1959-1965 10.9
1960-1969 11.7
1948-1969 11.5
1970-1976 7.9

Source: Martin Feldstein, Lawrence Summers, and Michael Wachter, “Is the Rate of Profit
Falling?,” Brookings Papers on Economic Activity no. 1 (1977): 216.

Note: These are figures for net rates of return.
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A detailed discussion of why profit rates were falling goes beyond
the scope of this study. But in brief, recent research suggests that the
overall decline in economic performance derived from reduced federal
spending on infrastructure during the 1970s, especially the decline in
spending on transportation infrastructure.'*® Another significant source
of stagnation was high oil prices, the “energy crisis” that constituted a
major source of economic dislocation throughout the decade.'**

Whatever the cause, falling rates of profit constituted a basic fact
of life for corporate America during the 1970s.'*> The shrill tone of
business complaint that followed appears readily comprehensible. It is
no wonder that businesspeople felt they were “the most downtrodden
and persecuted of all American minorities,” as Barron’s lamented in the
opening quote to this chapter. The source of business anguish was clear,
and low profits were surely one of the major factors behind the business
mobilization that defined the era.

Another danger was inflation, which rose relentlessly through the
course of the 1970s and eroded the value of accumulated wealth. This,
too, proved a vexing problem for America’s upper classes. A compre-
hensive study on the distributional effects of inflation was conducted
by the Brookings specialist Joseph Minarik and published in a report
to Congress. One of its main conclusions was that “the wealthy have
no safe and profitable store of value in times of inflation”**® Stocks and
bonds became unreliable stores of wealth, while alternative investments
such as gold were risky and complicated to manage.

Inflation thus constituted an additional source of corporate griev-
ance: While business enterprises themselves were losing money due to
low profit rates, their executives and stockholders were losing a second
time due to inflation. And during the 1970s, the rate of inflation was con-
siderable, far higher than in previous decades, as indicated in table 2.2.

Also note that inflation accelerated over the period 1971-1980,
reaching double digits by the end of the decade, intensifying the stress
on America’s richest citizens. The rising rate of inflation was thus an
additional motive for mobilization by the wealthy classes, who aimed to
tilt governmental policy in their favor as a means of compensating for
declining fortunes. The corporate political activism of this period—the
revolt of the rich—must be seen in context of the twin threats emanat-
ing from low profits and inflation, both of which impacted the rich.
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TABLE 2.2
U.S. mean annual rates of inflation, 1961-1980

Period Annual rates of inflation (%)
1961-1970 2.8
1971-1980 7.9

Source: Data aggregated from “Inflation, Consumer Prices for the United States,” 1960—present,
FRED Economic Data, Federal Reserve Bank of St. Louis, accessed October 17, 2023,
https://fred.stlouisfed.org/series/FPCPITOTLZGUSA.

THE POLITICS OF INFLATION

It is important to emphasize that inflation was more of a problem for the
affluent than it was for middle- or low-income groups, a point that was
emphasized in a 1979 study published in Review of Income and Wealth.
The study concluded that during the period 1969—1975, “the poor and
middle class gained relatively to the rich from this inflation” and that
“inflation acted like a progressive tax”—effectively redistributing funds
from the rich to the poor and middle classes.'*

Contrary to popular misperception, the majority of Americans
were not so severely impacted by inflation, because in the 1970s, wages
generally rose in tandem with prices, a process termed the “wage-price
spiral”*® This spiral moderated the effects of inflation on overall living
standards. In addition, middle-class homeowners benefited from rising
house values, a trend that coincided with inflation, while the real value
of their mortgages declined. Low-income families who were heavily
indebted usually gained from inflation, since rising prices reduced the
value of debts.

One nonelite group was severely impacted by inflation, notably
segments of the elderly population who depended primarily on private
pensions for income. Pension benefits tended to be fixed, and rising
prices eroded their real value. Even in this case, the elderly were partly
compensated by Social Security payments, whose benefits were indexed,
according to Minarik: “The notion of the Social Security recipient as
the chief loser in inflation is largely incorrect; the Social Security bene-
fit keeps up with inflation”'* And elderly families that held significant
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debt benefited from inflation as well. Even Herbert Stein, who served as
Nixon’s top economic adviser, acknowledged that inflation was more of
a problem for the affluent.'”™ Also note that the high inflation years of
the 1970s coincided with some of the lowest levels of income inequal-
ity in American history, according to data presented by the economist
Thomas Piketty."!

The inflation of the 1970s took place in what was in essence a
decade of crises. Clearly, a multitude of challenges needed to be addressed,
including growing unemployment, deindustrialization, declining union
membership, decaying cities, deteriorating productivity, growing inter-
national competition, and macroeconomic instability. Inflation was
only one problem among many, but it gradually became the national
problem, the focus of attention. And the nature of inflation was often
misrepresented as being a burden for all Americans that was shared
more or less equally by both rich and poor. This misrepresentation
began with President Nixon, who stated in 1971, “Inflation robs every
American, every one of you”'*?> Some public figures went further and
claimed that inflation targeted the working classes and the poor.'*
The fact that inflation was more of a problem for the rich received
little notice.

The dangers of inflation were especially exaggerated and sensation-
alized by economists associated with the Mont Pélerin Society. When
receiving his Nobel Prize in 1976, Friedman darkly raised the possibility
that inflation could transform into hyperinflation,'* whereby money
loses virtually all value, on the model of contemporary Argentina (or
possibly Weimar Republic Germany). This possibility seems far-fetched,
however, since hyperinflation has occurred only in underdeveloped
countries with immature financial systems and in advanced countries,
such as Germany in the 1920s, that had experienced defeat in war and
major social upheaval.’®® There is no instance in economic history of
an advanced, industrialized country like the United States experiencing
hyperinflation.

Other MPS economists would present even more extravagant
claims. In a coauthored essay, James Buchanan stated that rising prices
contributed to “increasingly liberalized attitudes toward sexual activi-
ties”1* He thus implied—in all seriousness—that inflation caused sexual
promiscuity. Evidently, it was a menace to the social order.
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The economic crisis of the 1970s was effectively redefined as a crisis
of inflation. And this redefinition was highly significant, since combat-
ing inflation served as a useful pretext for ushering in a conservative
policy program. Mont Pélerin economists had long advocated using
crises strategically as opportunities to impose hidden agendas. Friedman
stated the matter succinctly: “Only a crisis . . . produces real change.
When a crisis occurs, the actions that are taken [by policy makers]
depend on the ideas that are lying around. That, I believe, is our basic
function: To develop alternatives to existing policies, to keep them alive
and available until the politically impossible becomes the politically
inevitable**

Inflation would thus present the crisis that Friedman and his MPS
colleagues were waiting for, and the widespread perception of crisis
would enable them—and their corporate sponsors—to impose on
the country their laissez-faire vision for the future. Inflation would be
invoked again and again as an all-purpose justification for such mea-
sures as economic deregulation and cuts in social spending. Inflation
would later justify austerity programs designed to reduce working-class
living standards.’*® The crisis of inflation would transform American
society at every level, leading to a rupture of the social contract and an
upward redistribution of wealth.

AN EXPERIMENT IN AUSTERITY

The 1973-1975 recession proved a major challenge for the presidency
of Gerald R. Ford while also presenting an opportunity to deploy aus-
terity for the first time on a large scale. Within the administration,
the principal figure behind this policy was Treasury secretary William
Simon, who was determined to use austerity as a means of shattering
the old order of class compromise in favor of laissez-faire. He enjoyed
excellent relations with the business community. During his tenure,
Simon traveled around the country delivering campaign-style speeches
to business groups and trade associations that advocated “a funda-
mental shift in our economic priorities,” with a rightward push. One of
Simon’s main objectives was to establish “greater profits” for business
through deregulation combined with cuts in consumer and govern-
mental spending (“a shift away from the consumer and government
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expenditures that have dominated our economy”).'*® Simon’s speeches
were enthusiastically received by business audiences, who repeatedly
gave him standing ovations.'®® With a firm political base among exec-
utives, Simon was able to consolidate his influence over economic
policy making within the Ford cabinet.

The rigors of recession generated financial stresses throughout
the country, with an especially pronounced impact on New York City,
which experienced a major fiscal crisis. by February 1975, the New York
City government was unable to meet payments on accumulated debts,
raising the possibility of outright default. In an atmosphere of desper-
ation, city officials appealed to the federal government for emergency
financial support.’®' At first, Secretary Simon seems to have opposed
federal support as punishment for perceived profligacy. However,
major elements of the U.S. business community feared that default
risked destabilizing financial markets. Even so conservative a figure
as Walter Wriston of Citibank advocated federal aid to New York on
an emergency basis to prevent default. Based on such pressure, the
administration “concluded—reluctantly—that it would be appropriate
for the federal government to intervene in the city’s problems, but only
with tight strings attached,” as Simon later described in his memoirs.'**
Federal aid was conditioned on austerity measures to be implemented
by the New York City government.

Austerity produced immediate results. Public hospitals were closed
and social services were curtailed, while the City University of New
York began charging tuition, breaking with its tradition of free college
education for all qualified residents. Cutbacks fell especially hard on
African American communities.'®® The powerful New York municipal
unions were restrained as city personnel were laid off; wages and ben-
efits were reduced. Many of the changes from this period would prove
permanent and transform the lives of New York residents by increasing
the skew in the distribution of income. The overall rationale for these
cutbacks was to save money and balance the city budget over the long
term, preventing the need for federal bailouts in the future. The Ford
administration was especially eager to reduce spending on munici-
pal bailouts as a means of restraining inflation.'®* President Ford had
already declared that “inflation [is] public enemy number one'®
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Curbing government spending in New York and elsewhere would help
defeat this enemy. The New York fiscal crisis was thus integrated into
a growing national crusade against inflation.

There was never any doubt that the administration was using the New
York case to set a precedent, with far-reaching implications. As Simon
emphatically stated in congressional hearings, the federal demands were
deliberately “made so punitive [and] the overall experience so painful that
no city . . . would ever be tempted to go down the same road” of high
social spending, as New York had done.'*® The former presidential aide
Patrick Buchanan later observed, “Simon wants to use the example of
New York City . . . to shake up a nation”'®” Similar views were echoed
by Jude Wanniski of the Wall Street Journal, who favored using the New
York experience as a basis for reducing government spending across the
country.'®® Austerity was an idea whose time had come.

The logic behind austerity is open to question, however, since cut-
backs in spending run the risk of worsening social problems, which can
be very costly indeed. In 2006, an article in the American Journal of
Public Health underscored the enormous long-term costs that resulted
from the New York City episode:

Budget and policy decisions designed to alleviate the [1975 New
York] fiscal crisis contributed to the subsequent epidemics of
tuberculosis, human immunodeficiency virus (HIV) infection, and
homicide. . . . Cuts in services; the dismantling of health, public
safety, and social service infrastructures; and the deterioration of
living conditions for vulnerable populations contributed to the
amplification of these health conditions. . . . We conclude that the
costs incurred in controlling these epidemics exceeded $50 billion
(in 2004 dollars); in contrast, the overall budgetary savings during

the fiscal crisis was $10 billion.'®®

It appears ironic that spending cuts ended up costing the city five
times more than was saved when viewed over the long run. Whatever
the merits of these policies in financial terms, this much is clear:
The New York City fiscal crisis functioned as a proving ground for
austerity, helping legitimate the idea. New York’s status as America’s
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leading city and a center of media and communications—as well as
a worldwide symbol of capitalism—guaranteed that the precedent
would be widely noticed.

We have seen that during the 1970s, corporate executives experienced
new challenges emanating from low rates of profitability and rising
inflation. As a result of these challenges, they resolved to set aside their
earlier acceptance of the New Deal class compromise and mounted an
assault against it. The result was one of the most orchestrated, care-
fully planned, and well-financed political campaigns in history, with
the creation of new lobbying institutions such as the Business Round-
table and Heritage Foundation, as well as the reinvigoration of older
institutions. Their lobbying was directed at both government officials
and the general public. In mounting this campaign, business inter-
ests were able to set aside their parochial differences and gradually
come together as a reasonably unified social class,'”® advancing their
collective interests with an ideological objective. And soon, the New
York fiscal crisis offered conservatives their first opportunity to imple-
ment an austerity policy through reduced government spending at the
municipal level. Austerity would not be fully applied on a national
scale until the end of the Carter presidency; but the groundwork had
been laid in New York City.
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CHAPTER THREE

Building a Mass Base

Neither current events nor history show that the majority rules or ever
did rule. The contrary I think is true.
—JEFFERSON DAVIS, 1864

So far, this book has focused on elite mobilization and efforts aimed
at shifting government policy rightward while neglecting popular
responses to this mobilization. In this chapter, I will consider the pop-
ular response in detail. In many ways, the story of America’s shift to
the right seems extraordinary, since it entailed an initiative to reduce
living standards of the majority in favor of already wealthy individuals
and business executives. These facts seem surprising, given the forces
arrayed against elites: labor unions represented a significant portion of
the workforce, at 27 percent in 1970, down from the height of labor
power in the early postwar period but still formidable.! America’s youth
had organized large-scale social movements around such issues as
women’s rights, racial equality, and environmentalism, generally oper-
ating outside unions and political parties but tilted toward the political
left. The Democratic Party—the party of Franklin Delano Roosevelt and
the New Deal—still controlled large majorities in both houses of Con-
gress. Public opinion polls showed consistent support for social welfare
programs, employment-generating policies, and the overall project of
class compromise.? Given this strength of opposition, how was it possi-
ble for business to prevail?

We will see that advocates for right-wing, probusiness policies strate-
gized to divide opposition forces along lines of religion, race, and culture,



thus creating a series of “wedge issues,” fragmenting the public and dis-
tracting them from the process of wealth concentration. The mobili-
zation of religion was central to this strategy. Rather than emphasizing
such unpopular measures as economic austerity and militarism, busi-
ness-funded activists extolled “morality,” “family values,” and “patriotism,’
helping forge a mass movement of immense size and influence. Right-
wing activists showed great facility in using simple, powerful words and
phrases to influence these movements while subtly shifting the mean-
ing to advance a strategy of divide and conquer. America’s upper classes
eagerly funded these endeavors, fueling their effectiveness.

POLITICAL MANIPULATION IN THEORY

The challenge of winning over the public engaged some of the most
talented conservative thinkers of the era. The Nixon presidency served
as a prime incubator for conservative strategists, and others emerged
from Washington think tanks, notably the American Enterprise Insti-
tute and the Heritage Foundation. One of the most important of these
new conservative intellectuals was Paul Weyrich of Heritage, who came
to play a central role in planning and orchestrating wedge issues.? It
is instructive to consider Weyrich’s corporate backers. He had collabo-
rated with the beer merchant Joseph Coors and the Mellon heir Richard
Scaife to create the Heritage Foundation in 1973. Heritage became
a magnet for corporate funds from a range of sources extending well
beyond the Coors and Scaife families, and these funds enhanced the
foundation’s Washington power base.*

Viewed in retrospect, Weyrich appears as a political strategist of
great ability and imagination with an overriding determination to win
political battles. His approach stressed the mobilization of cultural con-
servatives and religious voters. Learning from the historical experience
of the left, Weyrich understood the importance of a mass base in
achieving power, and he sought to cultivate such a base for the right.
He also recognized the right’s long-standing weakness in this area:
“The conservative movement . . . had some very powerful thinkers, but
it didn’t have many troops. And as Stalin said of the Pope, “Where are
his divisions?” Well, we [conservatives] didn’t have many divisions.
Fortunately for Weyrich and other right-wing activists, organized religion
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came to the rescue: “When these [religious] folks became active, all of a
sudden, the conservative movement had lots of divisions. We were able
to move literally millions of people, and this is something we had no
ability to do prior to that time®

Weyrich’s model of social conservatism flowed from a popular
reaction against the cultural changes of the 1960s, including the anti-
war movement on college campuses and such seemingly radical ideas
as feminism, gay rights, and alternative lifestyles. The “silent majority,’
to use Richard Nixon’s famous phrase, objected to what many consid-
ered the immorality associated with these social changes.” In 1973, the
director of the Society for the Christian Commonwealth lamented,
“Evidence of moral decay is everywhere. . . . Families are disintegrating.
Motherhood is becoming a ‘dirty word! Immorality and pornography
are disgustingly popular. . .. Where are our Christian leaders? ... Where
are our ‘soldiers of Christ?””® This statement nicely distilled the atmo-
sphere of cultural backlash that would soon generate the hoped-for
soldiers of Christ, while New Right activists such as Weyrich helped
orchestrate the divisions and armies that resulted. Clearly, Weyrich
and his colleagues did not create this backlash, but they were ready to
manipulate it for their own purposes, advancing the conservative policy
agenda of the business interests that funded them.’

From the White House, President Nixon—who was very much an
ideological conservative—echoed these views. Nixon understood that the
Republican “program had little to offer voters in ‘blue collar suburbs.”
Nixon stated that Republicans must “get beyond material things. . . . If
they’re thinking economics, we lose”'® He strongly emphasized social
class: “We should aim our strategy primarily at disaffected Democrats,
at blue collar workers, and at working class white ethnics”"' The empha-
sis on white ethnics suggested a tinge of racism, consistent with the
administration’s “Southern strategy”'? In later interviews, the former
presidential aide John Ehrlichman confirmed that the president was
deploying a subtly racist approach, seeking to grow his support among
southern whites through coded language.'

The ultimate objective was to divide the public, cleaving away an
important segment of Democratic voters, to be claimed by Republicans,
with a special focus on states of the former Confederacy. The divisive
character of the administration’s method was frankly acknowledged by
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Vice President Spiro T. Agnew, who stated in 1971 that “dividing the
American people has been my main contribution to the national polit-
ical scene. . .. I not only plead guilty to this charge, but I am somewhat
flattered by it”'*

In promoting this wedge strategy, conservative thinkers acknowl-
edged that their image had been tainted by overly public associa-
tion with corporate interests. In the view of Weyrich, “In the past,
we conservatives paraded all those Chamber of Commerce candidates
with the Mobil Oil billboards strapped to their backs. It doesn’t work in
middle class neighborhoods”"® Weyrich and his colleagues understood
the value of tactical flexibility, recognizing past operational errors and
self-correcting. Accordingly, conservative activists learned to be discreet
about their corporate ties and to emphasize instead the more popular
social and cultural issues that had the potential of broad appeal. With
regard to the latter, the ever-cynical Weyrich conceded, “Yes, they're
emotional issues, but better than talking about capital formation”*¢

Overall, Weyrich and other New Right activists emphasized the
drawing together of disparate political groups to form broad coali-
tions, an idea known as “fusionism,” assembling both business inter-
ests and cultural conservatives.!” Ultimately, it was business interests
that dominated these coalitions and bankrolled their operations; while
cultural conservatives benefited to some degree, they remained junior
partners. This strategy would transform the political landscape by the
end of the 1970s and engineer a historic break with the New Deal class
compromise.

POLITICAL MANIPULATION IN PRACTICE

The 1970s was a decade of religious mobilization, with major growth
in evangelical Protestant sects outside the more established churches.
This mobilization played a key role in Weyrich’s political strategy. For
purposes of this chapter, “evangelical Protestant” will denote groups
that emphasize literal readings of the New Testament, personalized
relationships between individual Christians and Jesus Christ, and the
salience of life-transforming “born again” experiences. This mobilization
was accelerated by evangelical-oriented radio, television, and media.
The “televangelist” who preached to huge television audiences came
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into prominence during the 1970s. Christian publishing also saw con-
siderable success, with books about Armageddon, “end times,” and the
second coming doing especially well (and with Hal Lindsay’s apocalyptic
The Late Great Planet Earth emerging as one of the best-selling books
of the decade).!®

The growth of evangelicalism was impressive. In 1976, one third of
the U.S. adult population reported that they had experienced being born
again. At the same time, more mainstream congregations, such as the
Episcopalians, Lutherans, Methodists, and the United Church of Christ
(as well as the Catholic Church), all saw significant declines in mem-
bership, consistent with the more generalized loss of public confidence
in established institutions that became one of the hallmarks of public
opinion. Among the more mainstream churches, the one that did man-
age to expand during this period was the Southern Baptist Convention;
and, fittingly, Southern Baptists were among the most evangelical of all
the purportedly mainstream Protestant groups."’

The mobilization of this socially conservative, Christian wave
began during the Nixon presidency, with the president himself actively
involved in the effort, assisted by his aides Patrick Buchanan and
Charles Colson.” More generally, Nixon sought to activate the “Social
Issue, in order to get the Democrats on the defensive,” as he later noted
in his memoirs.* The most important element in Nixon’s strategy was
his alliance with the Baptist pastor Billy Graham, who held mass rallies
that were widely televised. These rallies combined emotional commit-
ment to scripture with subtle gestures of support for President Nixon
and his political agenda.”> From the president’s standpoint, affiliation
with the Baptist preacher was a clever move, as it added to the pop-
ulist veneer to his administration. It also generated political backing
for Nixon from among Graham’s numerous admirers, many of whom
were working-class southerners, who traditionally voted Democratic.
While Graham himself opposed segregation, that was not the case with
many of his white followers, for whom Christian identity entailed an ele-
ment of bigotry.” All of these trends meshed well with Nixon’s electoral
strategy, which emphasized the strategic use of wedge issues.

Despite his populist image, Reverend Graham also had impres-
sive connections to corporate interests, which no doubt increased his
value to the Republican Party. Graham’s base of support included such
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prominent oilmen as H. L. Hunt, Clint Murchison, Sid Richardson, and
J. Howard Pew, as well as the hotel magnate J. W. Marriott.>* He appears
to have been especially close to Pew of the Sun Oil fortune, who became
one of his main funders. Specifically, Pew financed Christianity Today,
a Graham-affiliated magazine that became one of the leading publi-
cations of the evangelical movement. In 1971, one of the founders of
Christianity Today wrote to a colleague that Pew was a “great benefac-
tor” of the publication as well as “one of the most wonderful men I have
ever known” Graham'’s business connections were no doubt gratifying
to President Nixon, who sought to recruit not only Christian voters but
also Christian business executives. At one point, the president directed
an aide to “develop a list of rich people with strong religious interest to
be invited to the White House church services.*

In addition, Nixon associated with socially conservative strains in
popular culture, most notably country music. The country star Merle
Haggard performed at the White House, pointedly playing Okie from
Muskogee, with these lyrics:

We don’t smoke marijuana in Muskogee.

We don't take our trips on LSD.

We don’t burn our draft cards down on main street.
Cause we like livin’ right and free.?”

While Okie from Muskogee did not directly reference religion, it reso-
nated with socially conservative themes being advanced by evangelicals,
and it fit nicely with the overarching White House strategy: President
Nixon was presenting himself as a man of the people, defending the
Silent Majority against haughty cultural elites.?®

The president’s alignment with social conservatives paid rich div-
idends during his 1972 reelection campaign. The Republicans’ reli-
gious pitch proved to be especially effective in light of the Democratic
Party’s move in a secular direction. The election saw a large swing of
evangelical voters away from the Democrats; these trends contributed
to Nixon’s landslide victory over the Democratic nominee, George
McGovern. Nixon’s support among white southerners who attended
church regularly reached 86 percent—in a constituency that had tra-
ditionally voted Democratic.” In addition, Republican affiliation with
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Reverend Graham enabled Nixon to further cement his ties to corpo-
rate America.

In the end, the Nixon presidency collapsed in disgrace with the
Watergate scandal and the president’s resignation from office in August
1974—events that threatened to undo the religious-business alliance.
For his part, Billy Graham was so embarrassed by the scandal that
he effectively retired from politics, refocusing his energy on religious
matters.*® For right-wing activists like Weyrich, prospects had darkened
considerably.

THY WILL BE DONE

Although Nixon’s resignation constituted a setback for social conserva-
tives, just as it did for business conservatives, both groups relentlessly
continued their efforts. Such activists as Richard Viguerie, Howard
Phillips, and Weyrich were charting a course for the conservative move-
ment, emphasizing the remobilization of evangelicals with corporate
funding.?! Spearheading this effort was the evangelical Bill Bright, who,
in 1975, founded the Christian Embassy in Washington, which sought
to “evangelize members of Congress, the military, the judiciary, and the
diplomatic service,” as well as the “Here’s Life, America” organiza-
tion, which sought to evangelize the general public.?* Bright’s endeav-
ors attracted massive financial support from the Coors, the Hunts (of
Hunt Oil), Mobil Oil, Pepsico, and Coca-Cola, among many others.
Bright also founded a Christian publishing company, Third Century
Publishers, which distributed copies of conservative tracts combining
religious piety with praise of free markets. Third Century’s editor-in-
chief, Rus Walton, also served as a director at the National Association
of Manufacturers.*

The evangelical Fellowship Foundation “tapped wealthy busi-
nessmen,” and with these funds, they organized prayer groups among
members of Congress and other high government officials.** From
Southern California, the evangelical leader Demos Shakarian “contin-
ued to recruit the Sunbelt’s merchants and financiers” into his church,
while he advanced “pro-capitalist politics”* From Texas, the pastor
James Robison gained a large following for his overtly political sermons,
receiving funds from wealthy donors including H. L. Hunt, the owner
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of the Texas Rangers baseball team, and a Houston banker.* Robison
denounced “the radicals, and the perverts and the liberals and the
leftists and the communists”®” Secular liberals scoffed at such crude
rhetoric, as well as the New Right’s affiliation with this tendency. What
liberals often missed, however, was that religious mobilization was an
extremely effective strategy.

Perhaps the most important evangelical leader of the 1970s was Jerry
Falwell, who led a congregation in Lynchburg, Virginia, and whose radio
and television show, The Old Time Gospel Hour, had a national audi-
ence. Reverend Falwell also established Liberty University to provide
a Christian college experience for the faithful. He preached against the
“wave of immorality in this country,’ which included such evils as homo-
sexuality, abortion rights, and pornography.* Falwell was also a strong
believer in capitalism: he quoted from the increasingly popular Milton
Friedman while affirming that “the free enterprise system is clearly out-
lined in the Book of Proverbs”? One researcher dryly observed that
Falwell’s position “coincides with the interest of local business owners
and managers far better than it does with those of most people in his
own congregation*® With his fervently probusiness positions, Falwell
attracted many wealthy benefactors. He would also develop close con-
nections with the burgeoning New Right and its wide range of corporate
funders, who would prove instrumental in transforming Falwell’s minis-
try into a major political force.*!

At least some wealthy funders were acting on the basis of cynical
realpolitik rather than religious commitment. One prominent supporter
of evangelical causes was the Hunt Oil patriarch H. L. Hunt; he was only
a “nominal believer, who had a regular mistress and a healthy gambling
habit”** For some, religion was simply a useful vehicle for advancing the
conservative ideology that many business figures supported instinctively
as a matter of self-interest. But that was not always the case. There also
emerged during the 1970s a group of Christian business interests that
combined an authentic religious zeal with revenue-generating activity,
including such prominent enterprises as the Amway Corporation, Days
Inn, Chick-Fil-A, and Mary Kay Cosmetics. The market for Christian
music produced several highly profitable companies run by managers
who were themselves fervent evangelicals. All these interests become
ready sources of political support for Christian causes.*
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In other instances, the business world sensed a growing evangeli-
cal bandwagon and saw the benefits of climbing aboard. Such was the
case with the Walmart retail chain, which began as a regional enterprise
serving the Ozarks before expanding nationally and globally.** Walmart
was founded and run by the relatively secular Sam Walton, who was a
practicing Presbyterian, not a fundamentalist or evangelical. As charis-
matic Christianity ascended during the 1970s, however, Walmart man-
agers gradually recognized the popularity of Jesus-themed products as
well as the growing religiosity of their customers. Accordingly, Walmart
began catering to its Christian clientele, initially as a sales tactic, but over
time this tactic helped transform the corporation into a quintessential
Christian enterprise. Such Christianization was also beneficial in estab-
lishing an atmosphere of obedience and submission among Walmart’s
vast workforce, who generally resisted unionization. These benefits
were especially prized by company executives, as their traditionally low
wage scales translated into high profitability. No doubt Walmart man-
agers wished to sustain the climate of employee submissiveness, and
evangelical Christianity aided them in doing so.*

Widespread Christianization also proved valuable for New Right
activists, who readily engaged the culture wars sweeping through the
country in mid-decade. One of the first major flare-ups began in 1974 in
Kanawha County, West Virginia, where evangelicals protested against
public school textbooks that contained excerpts from Mark Twain,
Bernard Malamud, Eldridge Cleaver, and James Baldwin. Protests con-
tinued over a period of months and involved repeated acts of violence,
bombings, and shootings. Local Christian ministers led the protests,
which gradually evolved into a more generalized revolt against “short
skirts, long hair, civil rights, nudity, dirty movies”—a standard litany
of morality issues that resonated with Christian conservatives across
the country.*® In this case, the culture wars assumed an overtly racist
character: the Ku Klux Klan staged rallies against the despised books,
working in tandem with at least some of the local protesters.*” The
Heritage Foundation immediately saw an opportunity to curry favor
with evangelicals. Accordingly, Heritage personnel directly supported
the protesters, offering free legal and public relations assistance.*® The
Heritage engagement helped nationalize the West Virginia protests and
magnify their importance.
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The culture and morality wars continued throughout the decade,
playing out around issues of school curriculum, affirmative action,
homosexuality, feminism, abortion rights, crime, gun control, and drug
addiction. They were often led by right-wing female activists such as
Phyllis Schlafly, Anita Bryant, and Connie Marshner.*’ Schlalfy had long
been connected with corporate power circles and had begun her career at
the American Enterprise Institute.*® During the 1970s, the Coors family
helped bankroll Schlafly’s activities, notably her crusade against the
Equal Rights Amendment to the Constitution, which proposed equality
of the sexes. She also developed close ties to the Amway Corporation.*!
Her work was promoted by the business-funded American Legislative
Exchange Council (ALEC), which listed Schlafly among its “National
Issue Experts”®> Marshner was backed by the impressive financial and
political resources of the Heritage Foundation, her employer.>

Meanwhile, AEI worked with the Nixon administration to pro-
mote crime as a wedge issue—with, once again, a subtle appeal to racial
prejudice—while Heritage worked closed with antiabortion activists.>*
The National Pro-Life Political Action Committee also received back-
ing from ALEC, as did a series of New Right organizations that were
themselves heavily backed by corporate interests.® The conservative
movement extended its reach beyond the evangelical Protestants who
were at its core and also engaged some socially conservative Catholics®
and Jews.”” And as Nixon had intended, the culture wars held special
appeal among working-class whites,*® who were readily distracted from
the developing economic turmoil of the period.”

The growing social and religious movements were integrated into
the broader conservative movement, forming a broad coalition. The
culture wars thus helped mobilize the “divisions” of which Weyrich
spoke. And these mobilization efforts produced a basic shift in the
political orientation of evangelicals, who became far more engaged
in politics than previously. This shift began around the middle of the
decade, as described by the political scientist Robert Putnam: “Prior
to 1974 . . . most studies found evangelicals less disposed to political
participation than other Americans—less likely to vote, to join political
groups, to write to public officials, and to favor religious movements
in politics. After 1974, in contrast, most studies have found them more
involved politically than other Americans”® Conservatives were forging
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a popular base for their programs, including laissez-faire economic
policy, with widespread support.

THE BIG RIG

A second motivating force for the New Right was libertarian ideology,
which wielded significant influence by the end of the decade, especially
among youth. The Libertarian Party was founded in 1971, outside the
regular party structure, and gradually gathered popular support from
a small (but growing) number of disaffected voters. Its free-market
radicalism and opposition to taxation attracted support, as did the liber-
tarians’ tolerance for diverse lifestyles, including diverse sexual lifestyles.
The libertarian idea fit well with the antiauthoritarian atmosphere that
was widespread in popular culture and originally pioneered by the New
Left. Libertarians also proved adept in manipulating language by redefin-
ing such words as “liberty” and “freedom,” which now became property of
the political right, consistent with laissez-faire economics.

Despite its grassroots image, the libertarian movement was heavily
intertwined with elite business interests, notably the influential broth-
ers Charles and David Koch, whose wealth derived from their oil ser-
vices firm Koch Industries. Charles Koch “reportedly contributed up
to $15,000,000” to the fledgling Libertarian Party in 1979, while David
became the party nominee for president in 1980.° An authoritative
source on Koch funding is Radicals for Capitalism by Brian Doherty.
This work is an insider account—basically a memoir—written by the
editor of the libertarian-leaning Reason magazine. But it is far from a
whitewash. Writing with candor, Doherty describes the massive influx
of Koch money into the movement during the 1970s: “This sudden injec-
tion of enormous wealth into a small movement [produced a] bizarre
gravitational shifting as Planet Koch adjusted everyone’s orbits. . . .
Many in the movement came to treat Charles Koch as a walking wallet”
The influx alienated at least some dissident members of the libertarian
movement, who coined the term “Kochtopus™® as a derisive description
of the Koch family’s expanding influence. The Kochs’ objective was to
use money as a means of controlling the movement and its members,
as David Koch would later acknowledge: “If we're going to give a lot of
money, we'll make darn sure they spend it in a way that goes along with
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our intent. ... We do exert that kind of control”®® The image of libertar-
ianism as a purely populist phenomenon—which remains widespread—
amounts to a distortion of facts.

The Kochs presented themselves as political purists, disdaining
opportunism Accordingly, they displayed contempt for conventional
conservatives, including their business supporters. A 1974 pamphlet
written by Charles described U.S. business interests as sellouts to the
collectivist establishment. Even Lewis Powell of the U.S. Chamber
of Commerce, whose earlier manifesto had galvanized business, was
viewed negatively as being insufficiently committed to laissez-faire
principles.®* In addition, secular libertarians had little in common with
the evangelicals and cultural conservatives, who were becoming pillars
of the mainstream right.

To advance their own vision for the future, the Koch brothers
financed a series of think tanks, including the Institute for Humane
Studies (IHS), the Center for the Study of Market Processes (later the
Mercatus Center), and the Cato Institute, all of which helped propagate
the libertarian perspective among intellectuals and graduate students. It
appeared that the Kochs were buying their way into the world of ideas,
and this was especially apparent at the IHS, where they created an atmo-
sphere of political surveillance. According to Jane Mayer, Charles Koch
“reportedly demanded better metrics with which to monitor students’
political views. . . . Applicants’ essays [at IHS] had to be run through
computers in order to count the number of times they mentioned the
free-market icons Ayn Rand and Milton Friedman.®

At the level of a mass movement, libertarianism was especially influ-
ential among middle-class college students, among whom it competed
for members with mainstream conservative groups. One competing
group was the Young Americans for Freedom (YAF), which was inte-
grated into the conservative mainstream, notably the National Review
network. YAF members often experienced adversarial interactions with
libertarians, who cherished their role as political outsiders.®® No doubt
the outsider image of libertarianism was a useful selling point in attract-
ing idealistic youth.

The libertarian appeal extended well beyond college campuses.
During the late 1970s, truck drivers who were alienated from the highly
corrupt Teamsters union—and from the liberal mainstream more
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generally—became sympathetic toward libertarianism. The trade pub-
lication of independent truckers, Overdrive, became a forum for dis-
cussion of libertarian viewpoints. At one point, Overdrive introduced
its blue-collar readers to the ideas of Friedman, who conducted an
interview with the magazine in which he extolled the virtues of deregu-
lation.®” Thus inspired by Friedman, truck drivers lobbied for the dereg-
ulation of the trucking industry during the administration of President
Jimmy Carter.

We will see that when President Carter finally did deregulate truck-
ing, in line with the libertarian agenda, it produced disastrous conse-
quences for truckers, generating a collapse in their living standards. It is
a testament to the political skills of libertarian strategists that they were
able to persuade truckers to advocate policies that were destructive to
their own interests. A recent study of the trucking deregulation fiasco is
entitled The Big Rig—an apt metaphor indeed.®®

The influence of libertarian ideas also extended to education policy.
Libertarians had long derided the evils of mandatory taxation, com-
bined with tax-funded and governmental-run school systems, which
were viewed as public monopolies. This was a particular topic of inter-
est to Friedman. In fact, Friedman wished to eliminate public support
for education altogether. In a 1959 letter, he stated, “In principle, the
full burden of education should be borne by the parents of the chil-
dren”® The implication was that children of low-income families might
receive no education at all. At the same time, Friedman understood that
such a program was politically unworkable, and so his views on edu-
cation gradually evolved—at least for public purposes. In his popular
1962 book, Capitalism and Freedom, Friedman conceded that govern-
ment had a role in subsidizing education but should do so by issuing
school vouchers to parents; they could use the vouchers for whatever
public or private schools they wished, thus breaking the public school
“monopoly”” Libertarian activism helped popularize the idea, and in
1973, the Nixon administration began supporting school voucher pro-
grams in several localities.”

The program gradually proved popular with important segments of
the public. Through vouchers, citizens could choose schools for their
children while still receiving state support to defray some of the cost.
They were “free to choose,” as Friedman liked to say. In addition, the
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program offered advantages to specific subgroups. Vouchers effectively
subsidized religious schools, a detail that was appreciated by the
growing evangelical movement. They also enabled parents to bypass
racially integrated public schools, magnifying a major wedge issue of
great benefit to the right. Finally, vouchers undermined public school
teachers, who were heavily unionized, while building up private schools,
which were typically nonunionized, thus deactivating a potential source
of opposition.

When viewed in retrospect, school vouchers did little to improve
the quality of education, and they exacerbated social inequality, effec-
tively transmitting it across generations.” Despite a lack of substantive
merit, school vouchers proved highly effective in advancing the agenda
of the right, as well as interest groups affiliated with the right.

Superficially, the rambunctious libertarians appeared as chal-
lengers to the New Right and to conservative orthodoxy more gen-
erally. But these tensions should not be overstated. In reality, the
two camps—libertarians and conventional rightists—sought similar
objectives. Both promoted programs associated with market eco-
nomics, deregulation, and reduced taxation.”® Although libertarians
pushed these programs more vigorously and uncompromisingly than
most conservatives and operated outside the conservative main-
stream, they nevertheless served to advance the substantive agenda
of the mainstream, whether or not they intended to do so. And by
remaining outside the mainstream, libertarians were better able to
reach youthful audiences by appearing rebellious and countercul-
tural. Milton Friedman helped bridge the two camps, since he was
popular in both. In the end, the rise of libertarianism would prove
advantageous to the New Right.

Another ideological bridge was the football star Jack Kemp, who
was elected to Congress as a Republican in 1971. While in Congress,
Kemp adopted a libertarian style, emphasizing his long-standing fas-
cination with Ayn Rand and Friedrich von Hayek, becoming a major
public figure in the process.”* At the same time, Kemp cultivated a
public image of altruism and compassion, a “bleeding heart conser-
vative,” as his supporters liked to say. The congressman seemed suf-
ficiently impressive that he was discreetly mentored and coached by
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Irving Kristol of the American Enterprise Institute, who introduced
Kemp to his vast network of corporate backers. Kristol had high
hopes for Kemp, as suggested in the following 1978 letter: “I had a
very interesting conversation with Laurence Tisch, the head of Loews
Corporation. . . . Larry is a Republican and he was moaning about
the absence of emerging new leaders for the party. . . . I told Larry
he should invite you [Kemp] down [to meet Republican donors] and
he said he was interested in doing so.”” Kristol stated that a sizable
number of corporate “fat cats” would attend the meeting, with the
implication that they could fund Kemp’s future political campaigns.
Shortly after, Kristol wrote a second letter to Kemp: “I spoke to Larry
Tisch this morning and he said you were ‘terrific, ”’¢ suggesting that
the funders were duly impressed with the legislator. With this heavy
corporate backing, Kemp helped normalize libertarian ideas within
the Republican mainstream as he ascended the party hierarchy.

The overarching goal of the New Right was to knit together var-
ious elements of conservatism into a broad alliance. To the extent
that some libertarians remained outside this coalition and operated
independently, they were a unique case. Libertarians aside, the New
Right sought to meld the objectives of corporate conservatives with
those of social conservatives and evangelicals through its strategy of
fusionism. Heritage founder Paul Weyrich strongly promoted this
coalition-building strategy, while Phyllis Schlafly’s organization had
“an extraordinary ability to unite in a coalition” with other conservative
groups.”” The overall approach was distilled by Ronald Reagan in a 1977
speech before the Conservative Political Action Committee: “The time
has come to see if it is possible to present a program of action . . . that
can attract those interested in the so-called ‘social” issues and those
interested in ‘economic’ issues. In short, isn’t it possible to combine
the two major segments of contemporary American conservatism into
one politically effective whole?””®

The eagerness to build broad coalitions—and to do so as a long-
term strategy—accounts for much of the conservatives’ success in this
era, just as much as the massive amounts of money that undergirded
that success. Another factor in their success was the lack of any effective
opposition.
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THE OPPOSITION

The most important source of opposition to the business-led mobili-
zation—at least potentially—was organized labor. In previous periods
of U.S. history, labor unions had been at the forefront of progressive
change. During the 1970s, however, labor was hobbled by exceptionally
feeble leadership, a product of the earlier Red Scare, which denuded
unions of their most talented organizers. The resulting weakness was
especially evident in the American Federation of Labor-Congress of
Industrial Organizations (AFL-CIO), the nation’s largest union, led by
president George Meany and his heir apparent, Lane Kirkland. Under
their direction, the AFL-CIO presented no alternative economic pro-
grams of any consequence and no vision for the future. While the
Mont Pelerin economists, New Right activists, and associated think
tanks were busily advancing concrete programs to weaken unions and
erode worker rights, Meany and his colleagues made surprisingly few
efforts to counter these moves. They adopted a fundamentally reactive
approach, responding to antilabor initiatives in piecemeal fashion.” It
should be noted that there were more progressive unions—notably the
United Auto Workers—which did put forward broadly based programs
of economic reform combined with aggressive efforts to protect worker
rights. There was also a growing coterie of younger workers who loosely
associated with the New Left and advocated radical social changes.®
But these dissenting voices could not compensate for the overwhelm-
ing conservatism that prevailed within the AFL-CIO, which remained
America’s most influential union.

The AFL-CIO leadership failed to stem diminishing union mem-
bership, as a percentage of the total labor force, which had been in
decline since the late 1950s. Insofar as the record shows, the leadership
had little interest in this problem at all. President Meany’s own lack of
interest was dramatically displayed in a 1972 interview with U.S. News
and World Report:

QUESTION: “Why is the total membership [of the union movement] not
growing as fast as the country’s labor force?”

MEANY: “I don’t know, I don’t care. . .. 1 used to worry about the mem-
bership, about the size of the membership. But quite a few years ago,
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I just stopped worrying about it, because to me it doesn’t make any

difference.$!

While there were some significant unionization drives during the 1970s,
especially in the public sector and “pink-collar” jobs typically held by
women, these efforts could not compensate for the general decline,
which worsened over time.*> The dwindling labor clout that resulted
from this state of affairs constrained any possibility for opposing the
agenda of the New Right.

The lassitude of Meany and Kirkland was also evident at the policy
level in their response to the globalization of production. While they
often complained about the effect that globalization was having on U.S.
jobs, they made no serious effort to counter the trend.® In 1975, unions
in several countries sought to establish procedures for transnational
collective bargaining—to advance worker rights on a global scale—but
they received little support from the AFL-CIO, which hampered the
effort. The union “held aloof from the transnational [union] bargain-
ing effort,” according to Nation’s Business.** In interviews, American
trade officials noted the AFL-CIO’s indifference to globalization and
its effects on workers.®

If there was one issue that did energize the AFL-CIO leadership,
it was U.S. foreign policy,* especially their support for anticommu-
nist labor unions around the world, an effort that was spearheaded by
Kirkland and strongly favored by Meany.*” As a result of this Cold War
orientation, union leaders were vociferously supportive of the Vietnam
War while hostile toward opponents of that war. Meany had long viewed
antiwar critics as “victims of communist propaganda”®® And in 1976, the
AFL-CIO played an instrumental role in organizing the Committee on
the Present Danger, which aimed at reinvigorating U.S. militarism after
its failures in Southeast Asia.*

The hawkish foreign policy views of Meany and Kirkland triggered a
rupture between the union on the one hand and the antiwar movement
and the New Left on the other. After the Democratic Party’s nomina-
tion of George McGovern, labor became estranged from a large portion
of mainstream liberalism as well, introducing a basic rift within the
American left, militating against any broad-based progressive front.”
At the 1972 Democratic convention in Miami Beach, Meany lamented
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that “there were no steelworkers, no pipefitters . . . no plumbers.”! The
complaint that the Democratic Party had moved away from the working
class was perfectly valid, but this was a problem that Meany himself had
done much to create.

Let us pause to consider the counterfactual. In a different historical
context, the antiwar movement and the unions might have operated as
allies rather than adversaries. Such an alliance would have raised the
political striking power of both groups. An antiwar-labor coalition also
would have been well placed to advance a range of progressive goals in
both foreign and domestic issue areas, while the connection to organized
labor could have anchored the youthful antiwar activists, giving them a
greater sense of direction and purpose. In the real world of American
politics during the 1970s, however, the AFL-CIO’s enthusiasm for the
Vietnam War blocked any possibility of alliance. The two groups—Iabor
unions and antiwar activists—became the bitterest of enemies, and the
resulting divide would poison left-wing politics for years to come.

Overall, the New Right’s method of drawing together disparate
groups for unified action had no counterpart on the left, which remained
fragmented throughout the decade, a problem that began with the split
between labor and the antiwar movement. Once it became fully estab-
lished, organizational fragmentation became the order of the day. The
fragmentation problem was evident within the antiwar movement itself,
which eschewed national organization. Antiwar activism flowed from
localized peace groups based on college campuses, with only limited
coordination among groups. Lacking structure, the movement proved
incapable of advancing its activism into issue areas beyond the Vietnam
War. Once the U.S. combat role in Vietnam ended in early 1973, along
with the draft, the antiwar movement effectively ceased to exist; it had
no staying power. Writing from Harvard in November 1973, Seymour
Martin Lipset marveled that the once powerful antiwar movement “had
almost disappeared.”**> By the time the Committee on the Present Danger
mobilized to increase military spending and interventionism later in the
decade, it met little opposition.

With the collapse of the antiwar movement, activism fragmented fur-
ther, establishing separate groups—and separate agendas—for women,
gays, Blacks, Chicanos, and Native Americans.” The growing envi-
ronmental movement operated independently from other progressive
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groups for the most part, with a single-issue focus. And within these
groups, there was further fragmentation. In the women’s movement,
for example, there was a schism between the National Organization for
Women and a series of smaller and more radical groups, such as the
Combahee River Collective.”* The environmental movement was split
between advocates of “deep ecology” and more mainstream groups, such
as the Sierra Club, as well as those focused on specific environmental
issues, such as protesters against the nuclear power industry. During
the 1970s, the left seemed to reject the very idea of majoritarian politics
almost as a matter of principle. Most initiatives to form broad coali-
tions foundered on issues of gender and racial identity. Within certain
Protestant groups, for example, there were efforts to form a progres-
sive alternative to the growing Christian right, but such efforts largely
failed due to divisions between African American and white members.*
The women’s movement contributed to the breakup of the New Left,
with female activists establishing their own organizations.”® Indeed, it is
difficult to even speak of the left as a distinct tendency given the organi-
zational fragmentation that played out, though I will continue to use the
word “left” as a convenient shorthand for the collection of social move-
ments from this era.

The most noteworthy characteristic of social movements during the
1970s was the lack of strategic vision or long-term planning or any rec-
ognition that these things were even important.”” While the New Right
and its corporate/evangelical allies were pursuing fusion in their quest
to undermine the class compromise, their opponents on the left were
moving in the opposite direction, dividing themselves into multiple fac-
tions that were unable to present a common front in defense of their
collective interests. If the right was seeking to divide and conquer, then
the left naively played into this strategy. There was also an asymmetry of
political skill, with the best political strategists appearing on the right and
almost none on the left. To be sure, the 1970s produced a new coterie of
left-leaning theorists, who invigorated academic research. Marxist ideas
influenced several fields of study, while in the humanities, deconstruc-
tion and postmodernism were beginning to make their presence felt.
But the left produced no one with the practical skills or strategic vision
of Nixon, Weyrich, or Friedman. These strategists planned out their
moves over extended periods—acting with discipline and focus—but
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their opponents on the left showed little interest in planning or collab-
orating, much less building mass coalitions. And the left’s emphasis on
social issues left the economic realm largely uncontested.

While the new social movements of this era did achieve well-known
successes, including landmark environmental legislation and major
changes in societal attitudes regarding the roles of women and gays,
their distinctive tendency to fragment limited their effectiveness, espe-
cially over the long term. Stated simply, the social movements of the
left were no match for their counterparts among the New Right. In
1980, a New Republic journalist reflected on the success of the Heritage
Foundation in drawing together disparate conservative tendencies and
added, “It would be difficult to form a similar alliance of disparate liberal
interest groups, since cohesion among them does not exist.”*

THE WORKING CLASS

The rising social movements of the left made few efforts to orga-
nize the working class. Indeed, there was some tendency to disparage
working people—especially working-class whites—who were seen as
supporters of Meany’s hidebound labor movement and Nixon’s Silent
Majority. The widely publicized image of hardhat-clad construction
workers attacking peace demonstrators in New York in 1970 served
to underscore the antiworker stereotype.”” Many on the left were
inclined to write off the white proletariat as unreachable and perhaps
not worth reaching. The loss of blue-collar support that resulted from
these biases hobbled the American left through the remainder of the
decade and for many decades to come.

To be sure, this negative image of the proletariat did not always match
the facts. Survey data from the era show that adults of lower educational
levels were more progressive in some respects than the well-educated,
as noted in correspondence by Lipset, who served as coeditor of the
Public Opinion Quarterly. With regard to the Vietnam War, “A majority
of the public felt that intervention in Vietnam was a mistake long before
their [highly educated] betters did” While Lipset acknowledged that the
majority of the public tended to be conservative on “social and noneco-
nomic issues,” they were in fact “more liberal than the better educated
on economic and class-related matter, e.g., government action to reduce
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unemployment, minimum wages, progressive tax policies, old age pen-
sions, [and] measures to increase opportunity for the poor” There was
also a strong inclination to express “hostility to big business.”'®

The unfavorable stereotype of working people persisted nonethe-
less, and it was reflected in popular culture, especially cinema. A partic-
ularly noteworthy film was Joe, which premiered in the summer of 1970
and focused on the fictional white factory worker Joe Curran. We first
meet Joe at the American Bar and Grill, and he is ranting.

Why work? You tell me. Why the fuck work when you can screw,
have babies, and get paid for it. Welfare, they get all that welfare
money. . . . [ sweat my balls off forty hours a week in front of a
fucking furnace. They get as much money as I do, for nothing. . ..
All you gotta do is act Black and the money rolls in. . . . Ah, the
liberals, 42 percent of all liberals are queer. That’s a fact. ... The
white kids, the rich, white kids—the worst. Hippies! Sugar tit all
the way. Cars, the best colleges, vacations, orgies. . . . They're
all going the same God-damned, screw America way! . . . Sex,
drugs, pissing on America, fucking up the music. I'd like to kill

one of them.!!

Joe is shown mispronouncing the word “orgies,” with a hard G,
underscoring the character’s low intelligence. The film ends with Joe
instigating a mass killing of hippies at a commune. When viewed in
retrospect, Joe appears crudely directed and sensationalist; it has not
aged well. At the time, however, the film was widely influential and
positively reviewed.'*>

The image of working-class and rural whites as violent, racist, and
ignorant became commonplace, appearing in such films as Easy Rider,
Billy Jack, Deliverance, Taxi Driver, and Saturday Night Fever. Some
films presented working people in a more sympathetic light, such as
Norma Rae, but they constituted exceptions to an overall trend that was
becoming strongly negative. The popular television program All in the
Family, debuting in 1971, featured Archie Bunker, a blue-collar character
who was probably based on Joe Curran.'® Like Joe, Archie was pre-
sented as inarticulate; his mispronunciations and verbal miscues were
basic sources of humor for the show. In some episodes, Archie was also
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portrayed as kind-hearted—but with an overarching tone of class con-
descension, which came to define All in the Family.

The contrast with earlier periods of political activism is striking.
During the 1930s and 1940s, popular culture celebrated the lives of
working people in the giant murals of San Francisco’s Coit Tower and
Aaron Copeland’s orchestral composition Fanfare for the Common
Man. By the 1970s, the common man was being presented with a tone
of suspicion and even contempt. There was little fanfare.

Progressive organizing campaigns tended to bypass working people.
That was true among both the liberal establishment and the remnants of
the New Left, in which “postmaterialist” ideas became dominant. The
only major exception to this tendency was the Congressional Black Cau-
cus, which systematically sought to build bridges to low-income whites.
But it was a unique exception; most progressive groups of the era tended
to ignore class issues. Environmental activists often spoke of limiting
economic growth, or even doing away with growth altogether—though
without much thought of how such policies would affect employment
levels among workers who depended on growth for their livelihoods.!**
Environmentalists later recognized that a sustainable economy would
require greater growth and more employment to enable a reconfiguring
of infrastructure, but that was not widely appreciated in the 1970s.!%
The image of an antigrowth environmental movement was guaranteed
to alienate working people.

The women’s movement, in contrast, began with an emphasis on
issues relating to working women, especially in its push for govern-
mentally funded childcare in 1971, but that working-class focus quickly
faded.'® By the middle of the decade, mainstream feminism appealed
mostly to an educated, professional constituency, a trend that was
evident in Ms. magazine, cofounded by Gloria Steinem. A survey of
Ms. from the 1970s reveals an emphasis on feminist culture, style, and
sexuality—with a pronounced upscale tone.'”” Analyses of female abor-
tion rights activists found that they were predominantly affluent and
well educated.’® The antiwar movement, too, began with a significant
blue-collar base among disgruntled Vietnam veterans, many of whom
became peace activists.'” But when the movement disappeared after
the 1973 Paris Peace Accords, antiwar veterans were demobilized and
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never remobilized around any new issues. A more imaginative New Left
leadership might have used this base to break into new issue areas, such
as the limited economic opportunities available to veterans and working
people more generally. In addition, the New Left could have made com-
mon cause with reformist elements within the AFL-CIO, against the
lassitude of President Meany, in favor of more robust defense of worker
rights. But such efforts were never undertaken to any significant extent.
Clearly, antiwar activists lacked the tactical flexibility that was one of
the hallmarks of the New Right.

There was a further problem of style. Leftist activists deployed
a vocabulary that was abstract, jargon-ridden, and inaccessible to
working people, in sharp contrast to the populist style of the right.
Progressive causes often showcased elite celebrities, such as Leon-
ard Bernstein, Jane Fonda, and Shirley MacLaine.''’ From academia,
Herbert Marcuse and Charles Reich wrote dismissively of the work-
ing classes, who were viewed as relics of the past.''! While Republi-
cans were enlarging their political base, Democrats and the activist
left were shrinking their own base, casting off working-class support-
ers. There were some dissenting voices, such as the journalist Jack
Newfield, who advocated a populist approach emphasizing protecting
living standards, breaking up monopolies, and activating the prole-
tariat.'”> But these ideas gained little traction in a left culture that was
already committed to an identitarian agenda based on an affluent and
well-educated constituency.

The left was opening itself up to a backlash, which was led by Vice
President Agnew.'"® In a thinly veiled attack on liberals, the vice presi-
dent denounced “snobs who characterize themselves as intellectuals.”***
That set the stage for many further denunciations of alleged elitism
and snobbery, which became a standard rhetorical technique for the
right long after Agnew’s resignation from office."'> Progressives bris-
tled at the resort to demagoguery, especially the cutting accusations of
snobbery, but they missed the key point that such accusations con-
tained a kernel of truth. The image of the liberal snob would prove an
important wedge issue that was immensely advantageous to the right,
while the resulting loss of working-class support became an enduring
handicap for liberals.
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THE ISSUE OF RACE

The most divisive wedge issue of all was race, especially with regard
to the integration of schools. During the 1970s, federal courts ordered
new rounds of school integration, which met fierce resistance from
many whites, underscoring the fact that racism remained a potent
force in American society. One of the most notable flare-ups took place
in Boston, where District Judge Arthur Garrity ordered desegregation
of several public school systems beginning in 1974. Despite its liberal
reputation, Boston was highly segregated''® due to the long-standing
practice of “redlining,” whereby banks refused to grant mortgages to
Black families seeking access to traditionally white neighborhoods.'"”
Segregation was also enforced by local white residents, who angrily
resisted all efforts at integration. Judge Garrity was determined to
remedy this problem through mandatory busing of students across
district lines, sending them to newly integrated schools outside their
own residential areas.

The court order led to an explosion of racialized anger and violence
centered on the white neighborhood of South Boston, whose residents
sought to keep Black children out of local schools. The protests were
led by the politician Louise Day Hicks, who claimed that Black militants
“tyrannize our schools” She added for good measure that white women
“can no longer walk the streets safely,” while the justice system conferred
“special privileges for the Black man and the criminal”'*® The South
Boston protests quickly achieved national prominence. From Alabama,
Governor George Wallace expressed solidarity with the white protest-
ers, as did groups even further to the right, including the American Nazi
Party and the Ku Klux Klan."® From the opposite standpoint, prominent
civil rights leaders spoke out in favor of Garrity’s desegregation order.
Coretta Scott King stated (plausibly enough) that “racism, not busing
[is] the real issue)'?

The Boston controversy included an important economic dimen-
sion: both the white and African American neighborhoods affected by
the desegregation order were among the poorest in the city, with high
rates of unemployment and growing deindustrialization. Desegregation
coincided with a major recession, which no doubt contributed to the
tension. One study of the Boston controversy notes evidence of “a direct
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connection between unemployment and anti-busing activity,” with the
most impoverished white communities showing the greatest resistance
to busing. There were additional grievances: South Boston residents
complained that the court order made no effort to desegregate affluent
communities while focusing on low-income communities. In addition,
protesters criticized Judge Garrity for his perceived elitism and Har-
vard education. To many South Boston residents, Garrity epitomized
the image of the liberal snob, and one critic summed up his court order
as “the Harvard plan for the working-class man”'*" All these features
intensified public anger, especially among whites. Mandatory integra-
tion of Boston schools may well have been the only realistic solution
to entrenched segregation—ijust as it was in the South during the 1950s
and 1960s—but this solution proved extremely contentious.

Conlflicts over busing played out in cities across the country, and
New Right activists sensed yet another opportunity to build support.'*
The Heritage Foundation publicized a proposed constitutional amend-

ment to ban busing,'*

while ALEC organized against busing at the state
level.”** The right was once again playing the populist card, fomenting a
particularly potent wedge issue—racism—with considerable effect.

Evidently, wedge issues were separating poor and working-class
people along the lines of race, gender, religion, sexuality, and lifestyle,
with growing intensity. The main beneficiary of the culture and race
wars that resulted was the New Right and its wealthy backers. The Boston
controversy thus raised a fundamental question of strategy: perhaps
what progressives needed was a new approach to draw working peo-
ple together around common interests, possibly overcoming or at least
attenuating the animosities that were dividing them, working toward a
program of class solidarity. Such an initiative was, in fact, launched—by
the Black community.

THE BLACK CAUCUS PROPOSES FULL EMPLOYMENT

In 1975, the issue of full employment was thrust into public discussion
with the introduction of the Full Employment and Balanced Growth Act,
or Humphrey-Hawkins Act, cosponsored by Senator Hubert Humphrey
and Representative Augustus Hawkins.'” The bill mandated that all citi-
zens had a right to employment as a basic human right, to be guaranteed
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by the federal government. Unemployment was to be abolished by law.
Humphrey’s association with the bill elevated its national profile, but the
real originator was the Congressional Black Caucus, chaired by Haw-
kins, as well leaders within the civil rights movement associated with
the Reverend Jesse Jackson.'?® The Black community was advancing a
clear political objective: they sought to establish common ground with
working-class whites. Rep. Hawkins himself emphasized the politically
unifying character of full employment, which had the potential to draw
in broad segments of the population “regardless of race, creed, color”**

In advocating full employment, the Black Caucus was not ceding
ground on school integration, which remained a basic objective. Rather,
it recognized the need to couple civil rights activism with an overarch-
ing economic program. Certainly, the Humphrey-Hawkins bill would
have benefited African Americans, who suffered from much higher
rates of unemployment than the population at large. At the same time,
the legislation had the potential to benefit a wide range of groups and
gain majority support. But within the Black community, this interracial
approach was controversial. Some Black academics had been advanc-
ing a race-specific tactic of reparation payments as compensation for
a past history of slavery, as well as post-slavery violence and discrim-
ination under the Jim Crow system.'”® The Black Caucus and the civil
rights leadership opted instead for a multiracial agenda. In advocating
Humphrey-Hawkins, Jackson argued that “the struggle for economic
well-being of poor whites and poor Blacks has begun.**

The Humphrey-Hawkins full employment bill is a largely forgot-
ten chapter in U.S. political history, and at the time, the whole idea of
full employment was widely dismissed as impractical. But this negative
judgment is open to question, since it ignores the sensational success
of full employment when it was implemented during World War II,
which not only ended the Great Depression but also achieved some of
the highest rates of productivity growth ever recorded. The idea of full
employment was a central feature of Keynesian economics during the
1930s and 1940s and was advocated by John Maynard Keynes himself
in The General Theory.”® From the standpoint of its supporters, the
Humphrey-Hawkins bill sought to revive the full employment doctrine
of classical Keynesianism, in order to protect living standards amidst
growing economic insecurity and deindustrialization.’*! When viewed
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in retrospect, the bill appears as the only serious effort by the political
left to craft a solution to the crisis of the 1970s. It constituted the sole
attempt to present an authentic working-class program with a multira-
cial, class-based appeal.

The proposed full employment program militated against the eco-
nomic orthodoxy of the period, which was predicated on the assumption
that unemployment was a vital instrument for restraining overconsump-
tion by low-income groups, which in turn helped control inflation. By the
1970s, full employment was viewed as inherently inflationary and there-
fore unacceptable. Critics of Humphrey-Hawkins repeatedly emphasized
the inflationary character of the bill,'*? and its supporters never offered an
adequate response to these criticisms, weakening their public credibility.'*®
In reality, there were solutions to inflation that were compatible with full
employment. Specifically, the federal government could have raised taxes
on the wealthy, as originally proposed by the economist Michal Kalecki
in 1943.1%*
to reduce consumption at the top income brackets rather than among the

If overconsumption was a cause of inflation, one solution was

working classes. Recall from previous chapters that inflation was primar-
ily a problem for the affluent; it had less impact on people with low and
moderate incomes. Statistical studies of inflation show that its main effect
was to redistribute wealth from rich to poor.

The Humphrey-Hawkins program almost certainly would have pro-
duced a major redistribution of income and wealth in favor of the lower
income brackets, through either a Kaleckian program of progressive
taxation or continued inflation. It also seems likely that full employ-
ment would have raised wages and encouraged unionization by creating
a permanently tight labor market, further redistributing resources in
favor of labor. Thus, it should come as no surprise that the Business
Roundtable, the National Association of Manufacturers, and the U.S.
Chamber of Commerce all lobbied against the bill.’** There also was
strong resistance from the mainstream media, as well as the leaders of
both political parties.

The success of Humphrey-Hawkins would have required the forma-
tion of a mass political movement to overcome such formidable oppo-
sition, but that proved impossible given the political fragmentation on
the left that was one of the defining features of the era. The entire logic
of identity politics and postmaterialism worked against the notion of a

Building a Mass Base 105



far-reaching economic program such as the Humphrey-Hawkins Act.
Accordingly, the new social movements of this period—including the
women’s movement and environmentalism—offered only minimal sup-
port, at best.’** Among labor unions, the very conservative AFL-CIO
initially opposed the bill altogether, presumably because of fears that
federally funded employment programs would detract from the all-
important military budget. It eventually did endorse the bill, but only
after the full employment guarantee was substantially weakened.'*”

Beyond the Black Caucus, the only groups that enthusiastically
supported the bill were some second-tier unions, notably the United
Auto Workers and the Machinists Union."*® The Black Caucus and other
supporters made their share of mistakes, holding no mass rallies for
the legislation.'® They underestimated the momentous effort that was
required to gain acceptance for the full employment program. And as
noted, supporters did not adequately address the issue of inflation in
their public presentations.

The Democratic leadership was eager to bury the whole idea of full
employment, which it deemed far too radical, but to do so in a way that
would not risk offending the Black Caucus or the African American com-
munity more generally."* As the bill gradually moved through the legis-
lative process during 1975—78, its contents were watered down, leaving
little of substance. When President Carter finally signed the act into law
in 1978, it merely encouraged the government to seek full employment
rather than making it a legal requirement.'*" The legislation amounted to
a “grab bag of symbolic gestures,” according to the Wall Street Journal,'**
while the Hartford Courant called the legislation a “defanged version” of
the original Humphrey-Hawkins bill.'** In the words of the economist
Herbert Stein, the legislation was “forgotten as soon as enacted”*** With
the failure of Humphrey-Hawkins, the Democratic Party and the activ-
ist left had no economic program of any consequence; they presented
no real solutions to the extended economic crisis. The momentum for
change moved sharply toward the New Right—which clearly did have a
program. And increasingly, it was developing a popular base of its own.

Even after the death of Humphrey-Hawkins, there were still inter-
mittent efforts by Black activists to establish coalitions with poor whites
around the idea of economic reform. A particularly striking case was
the presidential campaign of Jesse Jackson in 1987—-88, which assembled
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significant support among white workers and farmers, as well as Blacks,
as described in the following Rolling Stone interview:

jacksoN: I walked down the streets of Cudahy, Wisconsin, with 6,000
workers. On some porches there were American flags, Confederate
flags, and Jesse Jackson pictures.

QUESTION: What was your gut-level reaction to seeing the Confederate
flag side by side with your picture?

JACKSON: A sense of gratification, a sense of vindication. A sense of
joy. . . . Many people think they’ll find security in the Confederate
flag, or a sense of defiance. But, apart from these symbols, we still
have the most in common at the plant gate theyre closing when
the workers have gotten notice, the most in common at the hospital
where people died because they couldn’t get the yellow card you need
to go upstairs where there’s a bed waiting for the rich to get sick. To
make progress, we have to forgive each other, redeem each other, and
focus on common ground.'*

Evidently, there was potential for interracial coalitions during this period.
If this potential was never fully realized, it represented a failure by the left.

Some of the most influential movements of the 1970s—notably evan-
gelical Christianity and libertarianism—were influenced by well-funded
corporate campaigns, and the cumulative effect of these campaigns was
to create a popular base for the New Right. It is important to empha-
size that these movements did not constitute a pretend form of populism;
this was not mere “Astroturfing” What was emerging was an authentic
mass movement of the right, with millions of enthusiastic supporters. At
the same time, the agendas of these grassroots movements were subtly
molded—behind the scenes—by their corporate paymasters. Through
the doctrine of fusionism, social conservatives were integrated with eco-
nomic conservatives to form an unbeatable coalition. Finally, the success
of these fused conservative movements was facilitated by the weakness
of the American left, which mostly failed to present any credible alterna-
tive or even to work together for common objectives. By the end of the
decade, the energy and initiative had shifted overwhelmingly to the right,
setting the stage for their later victory in the 1980 election.
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CHAPTER FOUR

Selling a New Cold War

Fishmongers sell fish; warmongers sell war.
—SIR RODRIC BRAITHWAITE, UK INTELLIGENCE OFFICIAL

The rightward shift of the 1970s was remarkably broad in scope, affecting
a variety of issue areas. In this chapter, we examine its consequences for
foreign and military policy. The decade began with relatively restrained
foreign policy initiatives, reflecting reduced U.S. willingness to intervene
in overseas conflicts, improved relations with Communist adversaries,
and significantly lowered military spending. This restraint elicited a
backlash, however, which aimed at much greater military assertiveness
combined with heightened arms acquisition. We will see that this back-
lash was led by business interests, especially those in the military sector.

Throughout this chapter, I stress the same political forces that have
been discussed throughout this study—the mobilization of corporate
interest groups, the substantial investment of resources to support their
activities, and the integration of business into a coalition that included
organized labor and religious organizations—and how these mobilized
forces were able to influence the political process. In addition, I show
that by the end of the decade, this conservative mobilization proved
highly successful in effecting basic changes in foreign policy, resulting in
a new and more intense phase of superpower confrontation. This chap-
ter will once again emphasize the central importance of Richard Nixon,
though in a different role from what we have seen previously. In earlier
chapters, we noted that the Nixon White House was instrumental in



orchestrating the rightward shift, including its business support. With
regard to foreign and military policy, however, the shift was orchestrated
largely in opposition to President Nixon’s policies. The rightist forces
that he had done so much to assemble and mobilize turned against the
president in the specific case of foreign and military policy.

And finally, the move toward a militarist policy eventually would
help undermine the class compromise by directing money away from
social programs in favor of weapons production, thus heightening eco-
nomic austerity at the domestic level and reducing living standards for
low-income groups. At the same time, the enrichment of weapons-pro-
ducing companies would benefit the wealthy. Overall, the turn to a more
militant foreign policy contributed significantly to the overall rightward
turn in U.S. politics that took place during the 1970s.

THE VIETNAM SYNDROME

The decade began with a general reduction in U.S. interventionism.
While this policy was implemented by President Richard Nixon and his
chief foreign policy adviser, Henry Kissinger, it was ultimately driven
by public disdain for military stalemate in the Vietnam War, as well as
widespread opposition to the prospect of any more overseas adventures.
The military services were losing credibility due to their lackluster per-
formance in Vietnam combined with disturbing stories of brutal behav-
ior. The notorious 1968 My Lai massacre, where American troops killed
hundreds of Vietnamese women and children—and photographed the
whole affair—stained the military’s reputation.'

A new era of cynicism pervaded mainstream institutions. Newspa-
per reporters no longer accepted official pronouncements about over-
seas activity as willingly as they had in the past; they questioned and
contradicted official sources, often undercutting government disinfor-
mation. This critical attitude first appeared during the late 1960s, espe-
cially after the Tet Offensive in Vietnam, and continued well into the
1970s. Newspaper editors, too, became critical. In 1971, the New York
Times and Washington Post both published excerpts from the secret
Pentagon Papers study of the Vietnam War, which had been illegally
leaked by the military analyst Daniel Ellsberg.? For many, the Pentagon
Papers confirmed that the war had been predicated on official lying all
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along. As Ellsberg stated the matter, “Truman lied from 1950 on, on
the nature and purposes of the French involvement, the colonial recon-
quest of Vietnam that we were financing. . . . Eisenhower lied about the
reasons for and the nature of our involvement with [South Vietnamese
President Ngo Dinh] Diem. . . . Kennedy lied about the type of involve-
ment we were doing there, our own combat involvement. . . . Johnson of
course lied and lied and lied”

The idea that presidents would intentionally lie to the public became
generally accepted,* even if this was a new and startling realization for
many. Allegations of misdeeds by the Central Intelligence Agency were
widely circulated, including agency involvement in overseas coups,
attempted assassinations, propaganda dissemination, and generalized
illegality. These allegations were later confirmed by a 1975 investigation
directed by Senator Frank Church.® Within academia, left-wing per-
spectives began to reshape the study of U.S. diplomacy. Such anti-in-
terventionist scholars as William Appleman Williams, Gabriel Kolko,
and Marilyn Young became highly influential and helped transform aca-
demic understanding of the Cold War, recasting America’s global role in
a far less positive perspective.®

At the cultural level, an attitude of antimilitarism pervaded, espe-
cially among the very young; it was reflected in such popular movies as
Mash, Catch-22, and Slaughterhouse Five, which presented U.S. conduct
in previous wars with a critical light; they were now seen through the
lens of Vietnam. Mainstream political and corporate life was viewed as
merely another form of criminality, an attitude nicely distilled in Francis
Ford Coppola’s Godfather series. Consider the following dialogue from
The Godfather, Part II, in which the rising criminal boss Michael Corle-
one conferred with a highly corrupt Senator Patrick Geary:

SENATOR GEARY: I don'tlike your kind of people. I don’t like to see you
come out to this clean country in oily hair, dressed up in those silk
suits and try to pass yourselves off as decent Americans. . . . [ despise
your masquerade, the dishonest way you pose yourself . . .

MicHAEL CORLEONE: Senator, we're both part of the same hypocrisy.”

At the end of the day, there was little to distinguish between the methods
of the Mafia gangsters, on the one hand, and the supposedly respectable
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senator, on the other. The public’s taste in film tracked widespread sus-
picion about the political system, which was beginning to look quite
dark indeed.

The root cause of this growing cynicism was the faltering war effort
in Vietnam. Polling data from this period registered widespread dissat-
isfaction with the war and high levels of military spending more gen-
erally.® Such attitudes extended beyond college campuses. In 1969, the
Gallup poll found that 52 percent of the public felt the government was
spending “too much” on the military, while only 8 percent felt they were
spending “too little”® In memoirs, Kissinger frankly acknowledged the
public mood: “The passionate critique of the war in Vietnam spread to
an attack on the defense establishment as a whole"° This antiwar milieu
forms the backdrop to foreign policy debates of the 1970s.

THE NIXON DOCTRINE

When Richard Nixon was inaugurated in January 1969, he remained
committed to the basic assumptions of the Cold War and the associated
expectations for U.S. “leadership” in that struggle, while recognizing the
need to accommodate public opinion in favor of reduced militarism.
And members of Congress from both political parties began demanding
withdrawal from Vietnam. The result of these combined pressures was a
full reassessment of U.S. strategy, known as the Nixon Doctrine.

The core feature of this doctrine was to avoid deploying regular
military forces in any new international conflicts and instead to rely on
other countries in protecting U.S. overseas interests.!’ The idea was that
the United States would select allies in key regions, supply them with
arms and military training, and encourage them to act as surrogates
for American power. When direct military intervention was required,
the United States would act through these surrogate forces; any result-
ing combat casualties would not be American citizens. Official pol-
icies could thus evade public condemnation. Another aspect of the
Nixon Doctrine was to emphasize operations by the CIA undertaken
in secret—an especially prized feature for the secrecy-obsessed Nixon
administration.

Based on the doctrine, the administration built up the military
capabilities of allied states across the globe, including Brazil, Japan,
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Pakistan, the Congo/Zaire, and South Africa.” Two particularly critical
allies were Israel and Iran in the volatile Middle East region,"® which
were focal points for the Nixon Doctrine, receiving extensive supplies of
the latest fighter planes and other advanced weapons. Toward the end of
the Nixon presidency, Saudi Arabia would be added to the list of top-tier
allies. While Iran and Saudi Arabia paid for their weapons on a commer-
cial basis, due to prodigious oil exports, the United States subsidized
Israel’s arms acquisitions; these subsidies grew over time, becoming
one of the largest foreign aid programs in history."* With regard to the
Vietnam War, Nixon commenced a policy of “Vietnamizing” the war,
which entailed a gradual draw-down of ground forces combined with
intensified reliance on South Vietnamese soldiers, who would assume
the combat burden on their own.

President Nixon also sought to reduce the tempo of conten-
tion with America’s Communist adversaries, most notably the Soviet
Union, through the strategy of détente, one of the hallmarks of the Nix-
on-Kissinger foreign policy.”* The administration established commer-
cial, cultural, and scientific ties with the Soviets, including plans for a
joint space mission (undertaken in 1975). Détente produced a series of
arms limitation agreements, including the 1972 Strategic Arms Limita-
tion Treaty, which established mutual ceilings on numbers of strategic
nuclear weapons, and the Anti-Ballistic Missile Treaty, which limited
defensive systems.’® Simultaneously, Nixon established de facto U.S.
recognition of the People’s Republic of China, thus reversing decades
of policy that aimed at isolating China. The recognition policy began
with a series of table tennis matches between American and Chinese
teams held in China in 1971, which served as an early confidence-build-
ing measure.”” Then, “ping-pong diplomacy” led to a triumphal visit by
President Nixon to Beijing in 1972, where he met with Chairman Mao
Zedong and other Communist leaders amid considerable fanfare, thus
fundamentally altering the international relations of Asia.'® This new
U.S.-China relationship elicited enthusiasm on both sides. “I voted for
you during your election,” a light-hearted Chairman Mao told Nixon,
adding, “I like rightists”*

At an economic level, the administration loosened controls on sales
of computers and other high-technology products, opening opportu-
nities for U.S. exporters in Communist states. And the United States
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became a major supplier of grain to the USSR. Financing for this East-
West trade was furnished by both private banks and official government
agencies, notably the Export-Import Bank. These commercial opportu-
nities included a political dimension: Such powerful interests as Inter-
national Business Machines, Bank of America, PepsiCo, and Brown
Brothers Harriman & Co. lobbied for continued and improved relations
with the USSR; and they helped create the American Committee on
U.S.-Soviet Relations, which promoted détente to the public. These
efforts were supported by the New York public relations firm Burson-
Marsteller, which cultivated favorable press coverage for the committee.
One government figure observed that U.S. “lending policy to the Soviet
Union has to be closely related to the economic benefits we can get out
of it”?! No doubt this corporate support for détente helped reduce
criticism of the whole endeavor—at least for a time.*

The Nixonian foreign policy contained an important offensive
dimension, sometimes undertaken through covert means. Several of
the operations that resulted—notably the CIA-directed overthrow of
the elected Chilean government of Salvador Allende and support for a
Kurdish insurgency in Irag—entailed considerable violence and desta-
bilization. They were implemented with a tone of moral callousness:
“Covert operations should not be confused with missionary work,’
Kissinger once said with regard to the Iraq operation.”® And there was
regular military action as well. In Vietnam, U.S. troops engaged in
extended combat within South Vietnam, generating tens of thousands
of American deaths* and vastly higher numbers of Vietnamese casual-
ties. While détente produced some relaxation of Cold War tensions, it
certainly did not imply termination of these tensions.

Bear in mind that these offensive actions took place within the con-
text of overall restraint in the overseas use of military force that was the
core of the Nixon Doctrine. Perhaps the most significant feature of the
Nixonian strategy was a considerable reduction in military expenditure,
as a percentage of gross domestic product, to its lowest level of the Cold
War up to that time, as indicated in table 4.1.

The uniformed services were losing their traditional share of the
federal budget, reversing the sustained growth in military spending of
previous periods. The magnitude of the military cut was considerable, in
the view of Paul McCracken, then chairman of the Council of Economic
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TABLE 4.1
U.S. military expenditures, 1968-1978

Spending in millions of U.S. dollars

Year at constant 1973 prices As a percentage of GDP
1968 $103.077 9.3
1969 $98,698 8.7
1970 $89,065 7.9
1971 $82,111 7.1
1972 $82,469 6.6
1973 $78,358 6.0
1974 $77,383 6.1
1975 $75,068 6.0
1976 $71,022 5.4
1977 $73,966 5.3
1978 $71,475 51

Source: Stockholm International Peace Research Institute, SIPRI Yearbook, 1979 (London:
Taylor & Francis, 1979), 35, 37; and SIPRI Yearbook, 1983 (London: Taylor & Francis, 1983), 171.

Advisers: “The economy is making a far more major adjustment away
from reliance on defense spending than people realize” By the end
of Nixon’s first term, the Pentagon was enduring an “Era of Austerity,’
according to Fortune magazine.” While it was Nixon who initiated this
reduction, it was maintained by his successor, President Ford, who con-
tinued moderated levels of military spending.

A MILITARIST BACKLASH

The restrained policies of the Nixon Doctrine soon provoked a backlash,
orchestrated by vested interests that favored a more hawkish policy. The
backlash was led by Senator Henry Jackson, Democrat of Washington
state, or “Scoop” Jackson, as he was universally known. Though Jackson
was never able to achieve his goal of becoming president, lacking the
charisma to win a national election, he nevertheless came to dominate
foreign policy debates during this period; and ultimately, he won those
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debates. In retrospect, it was Jackson’s politics that prevailed, and his
views maintained prominence for many decades to come.

The story of Scoop Jackson is to some degree the story of his home
state as it existed at that time. Washington would eventually develop a
highly diversified economy, and its leading city, Seattle, would become
renowned for its sophisticated lifestyle. But in the 1970s, the state was far
less dynamic. Seattle appeared as “an isolated and insulated backwater”
It was “an Omaha that happened to be situated on the Pacific Coast,” as
one former resident acidly observed.” In those simpler times, aircraft
manufacturing was one of the state’s leading industries, and the Boeing
Corporation (based in Seattle) was a political power center. Senator
Jackson was highly attentive to his Boeing constituents, as one might
expect, and this connection influenced the senator’s long-standing
enthusiasm for the military-industrial complex, of which Boeing was a
crucial component. Indeed, Jackson had long been known as “the Senator
from Boeing,*® as well as strongly promilitary. It seemed natural that
Senator Jackson would lead the crusade for greater military spending.

Another feature of Washington was a strong union presence.
The state was “one of the most powerful bastions of organized labor for
much of the post—World War II era,” according to one study;* and,
this, too influenced Jackson, who was proudly prolabor.*® He was espe-
cially close to the nation’s largest union, the American Federation of
Labor-Congress of Industrial Organizations, the AFL-CIO. This con-
nection reinforced Jackson’s hawkish orientation, since the American
labor movement that had survived the Red Scare of the early Cold War
was fervently anti-Communist and favorable toward military interven-
tion.®" The union leadership expressed greater enthusiasm for fighting
communism overseas than for the apparently boring task of organiz-
ing and defending workers in the United States. Given this context, it
should come as no surprise that the AFL-CIO supported Jackson’s call
for renewed confrontation with the USSR, along with greater spend-
ing on the military. Labor emerged as one of the stalwart interests that
mobilized against détente.

Whether viewed from the standpoint of his personal opinions
or his self-interest, Jackson was strongly inclined to support expand-
ing the military budget. With regard to foreign and military policy, he
stood well to the right of Richard Nixon. Publicly, Nixon administration
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officials displayed respect for Jackson, even as the senator became the
leading congressional critic of détente. In his memoirs, however, Henry
Kissinger stated caustically that Jackson possessed “one of the ablest—
and most ruthless staffs” of any figure in Washington.®> And in pri-
vate, Kissinger called Jackson “a menace” for the senator’s promilitary
extremism.*

Senator Jackson thus emerged as a leader of the backlash against
détente and moderation in the Cold War. Behind him stood a range of
powerful and interconnected interests, of which Boeing was only one
element; all those interests were threatened by the policies of the Nixon
Doctrine and the public disdain for overseas interventionism. The first
aggrieved interest group was the uniformed military itself, which had
to deal with greatly diminished prestige, a circumstance that inevitably
attended military failure in Southeast Asia, as well as reduced access to
personnel, which became especially pressing in 1973, when the draft was
officially abolished.** Another aggrieved group was private-sector arms
producers, whose profit margins were squeezed by the low levels of
federal procurement associated with reduced military expenditure—a
direct result of Nixon’s policy.

American arms producers were also losing ground in overseas
sales. During the 1970s, France became a major arms exporter, and
French equipment—notably the Dassault corporation’s Mirage fighter
plane—offered stiff competition,* especially after the sensational suc-
cess of the jets when they were used by Israeli pilots during the 1967
Six Day War. Clever use of air power had been the key to Israel’s vic-
tory in that war, and its air force was mostly French built, with the
Mirage its leading plane. In light of that, weapons purchasers around
the world often turned to the French for their fighter planes instead
of U.S. suppliers, which were seen as tainted by growing failure in
Vietnam. This move away from American equipment was especially
marked in Latin America, which had long been a special zone of influ-
ence. In 1972, U.S. companies accounted for only 20 percent of Latin
American arms imports, well below previous years.** Armaments man-
ufacturers became increasingly anxious about this newly competitive
environment, which was viewed as a product of U.S. weakness overseas
stemming from the Vietnam fiasco.
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In response to these perceived threats, various elements of the
military-industrial complex intensified their lobbying, aiming to swing
policy back toward unrestrained militarism. The effort was initially
led by the American Security Council (ASC), which had long-standing
ties to weapons companies. Backed by retired generals and admirals,
the ASC had effectively acted as the military-industrial complex’s
representative in Washington, DC.*” In the words of Elbridge Durbrow,
who served as vice chairman of the ASC during this period, “If our
military and industry can’t get together how are we going to defend
our country?” Durbrow added, “The military-industrial complex is
a very healthy thing”*® Wealthy benefactors stepped up their fund-
raising. The ASC increased its contributions from $910,000 in 1972
to $1,650,000 in 1977. Another promilitary lobby, the National Strat-
egy Information Center (NSIC), also saw its funding increase, from
$620,000 in 1971 to $1,100,000 in 1976.*° These lobby groups were
backed by Georgetown University’s on-campus think tank, the Center
for Strategic and International Studies, which enjoyed close ties to the
American Enterprise Institute.*

The promilitary lobbies found ready support in Congress from a
series of hawkish legislators from both parties, led by the redoubtable
Scoop Jackson. While at first these groups emphasized their opposi-
tion to the peace movement and more dovish members of Congress,
such as George McGovern, they increasingly turned against the Nixon
administration as well. It may seem ironic that Nixon—who had always
positioned himself as a man of the right—would eventually be out-
flanked by groups that were even further to his right, but that is in effect
what was happening, especially toward the end of his presidency.

Despite their prodigious funding, military pressure groups were
hobbled by their crude style of presentation, a throwback to an earlier
era. The retired officers and Cold Warriors associated with the ASC
and the NSIC were simply not up to the task of moving public opinion
in the era of Vietnam and the growing antiwar sentiment, especially
given the formidable support in favor of détente.* In time, however,
the older-style lobbyists would be joined by some of the most talented
writers and intellectuals in the country, who would enthusiastically
support the campaign for increased military spending.
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FOREIGN INVESTORS JOIN THE BACKLASH

While the military-industrial complex was the strongest voice against
the Nixon Doctrine and détente, it was joined by a sizable bloc of
multinational corporate interests, including firms not directly associ-
ated with weapons manufacture. By the middle of the 1970s, overseas
investors would gradually come to support the promilitary position.
A broad elite coalition was beginning to form.

Overseas investors had traditionally sought support from the
military and the CIA, which were useful in intimidating and, when nec-
essary, destabilizing regimes that were perceived as unfriendly toward
corporate interests, an overall state of affairs that has been well doc-
umented by researchers.”? In the 1970s, the U.S. military role in pro-
tecting investments was called into question due to its failures in the
Vietnam War, as well as public doubts about projecting military force
that arose in its aftermath. The same was true of the CIA, which also lost
credibility during this period.** At the same time, foreign investments
were rapidly growing as corporations took advantage of high rates of
profitability that existed overseas,* while banks lent considerable sums
to Third World governments.** The problem: these investments were
often situated in unstable regions. Periodic bouts of instability flared
up in Nigeria, South Africa, Saudi Arabia, and South Korea, and these
incidents were major concerns to multinational business executives,
who worried over the security of their capital stock. The 1979 Iranian
Revolution proved especially disruptive to business interests. All this
occurred at a time when U.S. military power was weakening, leaving
overseas investors exposed and vulnerable.

And there were additional worries. Third World economic nation-
alists demanded that foreign corporations pay fees, share technology
with indigenous companies, and restructure their investments in ways
that contributed to local industrialization. There was also a wave of
nationalization of oil and natural resources.* It appeared that the era
when multinational corporations could invest with few restrictions had
come to an end, much to the chagrin of investors.*”

American military weakness was once again seen as the source of
the problem. Executives expressed concern about “Washington risk,’
which included the danger of not receiving adequate federal government
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support.*® These mounting concerns led to criticism of official policy.
In 1979, Business Week ran a special issue dedicated to lamenting “the
decline of U.S. power;” which noted the following:

The U.S. has been buffeted by an unnerving series of shocks that
signal an accelerating erosion of power and influence. . . . “As [
travel the world, there is no question that U.S. prestige is being
openly questioned and challenged,” says Otto Schoeppler, chairman
of Chase Manhattan Ltd. in London. . . . “There is also a parallel
decline in standing and prestige of U.S. companies in international
markets” ... And S. A. Constance, managing director of Manufac-
turers Hanover Ltd in London, goes even further: “The most talked
about subject in the world” is the erosion of American power, “and
nothing could epitomize it more than the spectacle of the Mexican
President lecturing the President of the U.S¥

It appeared that Third World states were no longer awed by U.S. power.

An additional issue for corporate America was energy insecurity. In
1973, the Organization of the Petroleum Exporting Countries (OPEC)
spiked the worldwide price of oil, with damaging effects on the domestic
economy.” The “energy crisis” that resulted from the OPEC price hike—
and the inability of the federal government to alleviate the problem
through military action® —was yet another justification for an interven-
tionist shift in policy. Overall, the idea of a military buildup to protect
U.S. economic interests was becoming popular among American exec-
utives. All these promilitary business figures would soon be bolstered
by the Israel lobby.

THE ISRAEL LOBBY MOVES AGAINST DETENTE

During the 1970s, the American Jewish community developed an intense
identification with the state of Israel. Support for Israel gradually trans-
formed Jewish life at every level, as described by the historian Peter
Novick: “Popular Jewish attitudes underwent a profound ‘Israelization’
The hallmark of the good Jew became the depth of his or her com-
mitment to Israel””* In addition, American Jews gradually cast aside
their traditional antimilitarism as they came to admire and identify
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with the accomplishments of the Israel Defense Forces, especially after
its victory in the 1967 Six Day War. Consistent with this Israelization,
American Jews began to invest considerable time and money in lob-
bying the U.S. government in favor of pro-Israeli policies, conducted
through the American Jewish Committee, American Jewish Congress,
Anti-Defamation League, and, most notably, the America-Israel Pub-
lic Affairs Committee (AIPAC), which grew into a major Washington
powerhouse during this time. AIPAC would serve as a model for other
ethnic lobbies, notably anti-Communist Cubans.*

The pro-Israel lobby soon developed hostility toward the Soviet
Union, a prominent opponent of Israel (the USSR had severed diplomatic
relations in 1967), as well as an arms supplier for Israel’s adversaries.
Vehemently anti-Soviet attitudes began to emanate from the American
Jewish Committee, which was becoming increasingly conservative and
hawkish, openly expressed in the organization’s influential monthly pub-
lication, Commentary, as well as in private reports.>* These anti-Soviet
attitudes hardened during and after the 1973 Yom Kippur War, when
Syrian and Egyptian forces, with Soviet support, unexpectedly attacked
the Israelis.” The pro-Israel lobby was now ready for a full assault against
détente—which was viewed as emboldening the increasingly despised
Soviet Union—and looked to Senator Jackson as their champion.*

As a special point of focus, Senator Jackson began criticizing Soviet
restrictions on the emigration of Jews, many of whom were planning to
settle in Israel. Jackson teamed up with Congressman Charles Vanik of
Ohio to introduce the Jackson-Vanik Amendment, which passed both
houses of Congress and was later signed into law in 1975 by the newly
installed President Ford.”” The amendment required the president to
restrict trade with the Soviet Union—thus undermining one of the main
economic features of détente—until the Soviets lifted Jewish immigra-
tion restrictions. Given the circumstances, it appears likely that the
Jackson-Vanik legislation was intended as a means of damaging détente.

The successful passage of Jackson-Vanik strengthened Jackson’s
already high standing among many Jews and anti-Soviet voters more
generally. At the level of outcome, however, the Jackson-Vanik Amend-
ment resulted in greatly reduced levels of Jewish emigration, as the
Soviets reacted with defiance against what they viewed as an affront
to their sovereignty,®® producing a major setback from a human rights
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standpoint. However, the amendment was highly successful in demon-
izing the idea of détente. It helped solidify the growing unity between
supporters of Israel and Jewish causes, on the one hand, and supporters
of an intensified Cold War and an end to détente, on the other.

A particularly striking development of this period was the advent
of “Christian Zionism” among evangelical Protestants, who, by one
estimate, constituted one-third of the U.S. adult population.” Christian
Zionism was predicated on biblical prophecy that the founding of the
Jewish state anticipated Armageddon and the Second Coming of Jesus
Christ; therefore, the modern-day state of Israel deserved support as a
fulfillment of God’s will. On the Arab-Israeli conflict, the evangelicals
were unequivocal: “God is . . . on the side of the Jews as against the
Arabs,” one of the pro-Zionist ministers affirmed.*®® Jewish organizations
actively sought to mobilize Christian support. In 1978, an AJC docu-
ment noted, “We have been doing exceedingly well in the mobilization
of Christian public opinion in support of Israel”®! The rationale for this
mobilization was clear: Established Jewish groups recognized the limits
of their own influence given their relatively small numbers, constituting
only 3 percent of the total U.S. population at the time. Outside New
York and a handful of other states, Jews held little electoral clout. The
blossoming alliance with evangelicals, however, enabled the Israel lobby
to reach a far larger constituency, thus enhancing its power.®

The emerging Jewish-evangelical alliance had implications for U.S.
foreign policy more generally, apart from the specific issue of Israel. In
time, the Christian groups would advocate strongly militarist and inter-
ventionist positions—acting in concert with their increasingly hawkish
Jewish allies—while once again justifying their stance in theological
terms. According to Rev. Jerry Falwell, a rising evangelical leader, “Jesus
was not a pacifist. He was not a sissy®® Clearly, evangelical Christianity
had joined the campaign for a new Cold War.

THE RISE OF NEOCONSERVATISM

Yet another group that joined the foreign policy backlash were lib-
eral intellectuals, a sizable number of whom began to move rightward
during the early 1970s, thus assuming the term “neoconservative” or
“neocon,” as they are sometimes known. This group included prominent
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academics, public intellectuals, and writers, including Irving Kristol,
Richard Pipes, Edward Teller, Norman Podhoretz, Richard Perle, Paul
Wolfowitz, Eugene Rostow, Jeane Kirkpatrick, Carl Gershman, Daniel
Patrick Moynihan, and Albert Wohlstetter. They worked closely with
long-standing Cold Warriors and military figures, such as Paul Nitze
and Admiral Elmo Zumwalt, whose connections enhanced their impact.
Neoconservative writing was characterized by a fiery anticommunism
and combative style. One of the signature neoconservative stances—
among both Jewish and gentile neocons—was strong support for the
cause of Israel, and their political positions often tracked those of AIPAC
and other pro-Israel lobby groups.®

To the extent that the neocons had a formal organizational struc-
ture, they initially operated through the Coalition for a Democratic
Majority (CDM), a pressure group within the Democratic Party that
sought to move the party in a more conservative direction after the 1972
electoral defeat. The CDM operated with close ties to organized labor
(its principal funders) and the ever-present Senator Jackson.®

Neoconservatives have been widely seen as men and women of
ideas who were concerned with moral principle, a view that is accepted
by even some of their harshest critics.®® However, we must also consider
the element of self-interest in their activities. Some neocons sought to
parlay their public standing into avenues for making money. In 1980,
Perle established himself as a consultant to military contractors after
having worked as a top aide to Senator Jackson. In doing so, he relied
on the very well-connected Nitze, who thoughtfully introduced him to
prospective clients, including the TRW Corporation and Raytheon.*
Later in his career, during the War on Terror, Perle pursued lucrative
ventures in the security and antiterrorism business.®® Wolfowitz became
a consultant to Northrop Grumman and a trustee for Dreyfus Funds,*
while Wohlstetter joined Continental Telephone, where he served as
chairman of the Board of Directors.”” And Kristol (the “godfather of
neoconservatism”) offered his services to a wide range of corporate
interests, discussed at length in his personal papers.”

In time, military contractors and other businesses would bankroll
the neocons’ political agenda and their quest for power, a topic we will
address shortly. The neoconservatives liked to present themselves as
intellectual outsiders who argued fearlessly against the conventional
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wisdom”—even as they became intertwined with the corporate estab-
lishment and the military-industrial complex.

Whatever their motives, the neoconservatives became a highly
important addition to the growing backlash against détente, furnishing
intellectual prestige and national fame. Many of the neocons were gifted
writers and added a measure of literary flair to the overall effort aimed
at moving U.S. policy and public opinion toward renewed intervention-
ism and augmented military spending. And, finally, the neocons infused
their discourse with a tone of morality and moral urgency, which ele-
vated the impact of their arguments.

THE HUMAN RIGHTS AGENDA

My personal hunch is that human rights is our secret weapon.
—DANIEL PATRICK MOYNIHAN"

An important development during the 1970s was the growth of a
grassroots movement for the promotion of human rights, which, in its
American incarnation, was associated with such groups as Amnesty
International, USA, and, later, the Congressional Human Rights Caucus.
This movement was to some extent a reaction against the cynical tone
that had accompanied the Vietnam War and the numerous human
rights violations that attended that war. Revelations of CIA support for
dictatorial regimes, as shown by the Church Committee investigations,
would add further weight to the movement’s credibility.

Ultimately, the human rights agenda was hijacked by the neoconser-
vatives, who turned it into an argument for renewed interventionism. It
must be emphasized, however, that at first, the human rights movement
assumed a strongly anti-interventionist slant predicated on the assump-
tion that past U.S. interventions had often caused abuses. The moral
case for a noninterventionist policy was succinctly stated by Senator
J. William Fulbright in a 1973 speech: “Nonintervention in the internal
affairs of other countries is one of the cardinal rules of international law
and relations” Fulbright emphasized that external interventions were
justified only in rare instances: “Much more often than not, however,
nonintervention is more likely to advance justice than to detract from
it. As we Americans discovered in Vietnam, outsiders are seldom wise
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enough, just enough, or disinterested enough to advance the morality or
welfare of a society not their own””*

An implicit assumption of the early human rights movement was
that American activists had a special obligation to publicize abuses
resulting from past U.S. interventions as a matter of the utmost urgency.
Accordingly, activists cast a spotlight on such allies as South Vietnam,
Iran, the Philippines, South Korea, Greece, and several states in the
southern cone of Latin America, where dictatorial regimes used political
repression, torture, rape, and targeted killings to maintain their grip on
power—often with direct U.S. support. It should be noted that activists
initially paid somewhat less attention to human rights abuses perpe-
trated by America’s adversaries, such as the Soviet Union, which seemed
to constitute a clear form of bias, even a moral double standard.”” On
reflection, this bias appears justifiable given the context: The federal
government had repeatedly helped bring oppressive regimes to power
and then furnished them with military aid; in some instances, U.S. offi-
cials actively assisted dictators in oppressing their own populations
by training their security forces. Human rights activists based in the
United States believed that as American citizens, they had a duty to
correct problems that their own government had helped create, so these
cases should take precedence over equally oppressive regimes—in the
Communist bloc, for example—that the United States had not created
and whose forces the government had not trained.

The activists’ stance was based on solid evidence that American
officials had indeed been complicit in the perpetration of brutality.
Such complicity is dramatically illustrated by the following transcript
taken from a 1974 interview conducted by a U.S. academic with Amir
Abbas Hoveyda, who served as Iranian prime minister during the reign
of the shah:

QUESTION: Mr. Hoveyda, the Shah in an interview in Le Monde a few
days ago indicated that torture was being used in the prisons of
Iran.

HOVEYDA: I don’t believe he said that.

QUESTION: Yes, he said exactly that . . .

HOVEYDA: No, I believe he said that Iran only did what other nations
of the world do.
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QUESTION: He said that other nations tortured psychologically, and
that Iran was now beginning to use this kind of torture as well, imply-
ing that Iran had been practicing physical torture all along. Mr. Prime
Minister, is torture going on in the prisons of Iran?

HOVEYDA: [Weak laugh] You mean like pulling out nails and breaking
fingers . . . that kind of torture? No [laugh] of course not.

QUESTION: What would you say if I told you I know of individuals
personally who had been tortured in Iranian prisons, friends who
had been whipped, beaten, and had their fingernails pulled out.

HOVEYDA: Perhaps. But that is not our business. This is police business.
I have nothing to do with their activities . . .

QUESTION: Well, I find this torture business depressing.

HOVEYDA: [Shouting] Well you taught us how! You trained us! You
Americans and British!”®

Note that the shah’s regime was itself the product of past interven-
tion, notably the 1953 coup that had brought him to power after the
overthrow of a parliamentary system with CIA support. True, Iran was
hardly the only country in the world with human rights abuses, which
also existed in Communist states; but in the latter cases, there was no
evidence of official U.S. complicity, unlike in Iran, where the United
States was deeply complicit.

Overall, the tendency of human rights activists to pay special atten-
tion to abuses by U.S. allies seems entirely defensible when viewed in
retrospect. Nevertheless, the propensity to emphasize these cases and
concomitantly to place less emphasis on abuses by U.S. adversaries—
however justified in principle—left the movement vulnerable to crit-
icism. Neoconservatives did not fail to exploit this vulnerability, and
in the process, they took control of the discussion. They appropriated
the human rights agenda as their own, and in doing so, they acquired a
powerful new argument in favor of resurgent military intervention and
against détente.

THE WEAPONIZATION OF HUMAN RIGHTS

Initially, many neoconservatives viewed the human rights move-
ment negatively, as a source of embarrassment for the cause of U.S.
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interventionism, which the neocons promoted.” By the middle of the
decade, however, they had changed their perspective and began to
actively appropriate human rights rhetoric in articles for Commentary
magazine.”® And from the Senate floor, Scoop Jackson often invoked
human rights when presenting his case for free Jewish emigration.
Among politicians of the era, it was initially Jackson who led the way
on the issue. According to Barbara Keys, “In the first half of the [1976
election] year, Jackson was the only Democratic candidate with what
was seen as a human rights program. When Common Cause prepared
a detailed analysis of six major candidates’ foreign policy positions, in
April 1976, for example, the only one associated with human rights was
Jackson”” At first, the neoconservatives’ adoption of a human rights
stance appears to have been tactical, aimed at improving their public
standing, but over time there is no doubt that they internalized the idea
and came to believe in it as a basic feature of their ideology.

In showcasing their commitment to human rights, the neocon-
servatives naturally emphasized abuses by the Soviet Union and its
allies. They celebrated the heroism of Soviet dissidents, most notably
the exiled writer Aleksandr Solzhenitsyn, who had written about polit-
ical oppression during the Stalinist era and had won the Nobel Prize in
Literature.®® Increasingly, the whole logic of détente was presented as
antithetical to human rights, since it promoted trade and negotiations
with an oppressive state; it amounted to “an ‘accommodation’ with
‘totalitarian communism,” in the view of Moynihan.®’ And neocons
sought to extend their argument. Widespread evidence of mass kill-
ings by the Khmer Rouge in Cambodia, which seized power in 1975,
as well as growing repression in a reunified Vietnam, served to sustain
the neoconservatives’ long-standing conviction that the Vietnam War
had been morally justified all along.®> The war was increasingly pre-
sented as a noble, if unsuccessful, effort to prevent brutality, of a sort
that occurred in any case after the United States withdrew. These facts
were used to argue in favor of greater military spending and willingness
to use force overseas as a means of preventing the rise of new incar-
nations of the Khmer Rouge, which might generate further killings. By
the end of the decade, the neoconservative right had gone a long way
toward transforming the human rights discourse as a new and powerful
justification for militarism.
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Under scrutiny, the neoconservative case for human rights is open
to question, especially with regard to the Vietnam War. If one reads the
Pentagon Papers, it is clear that U.S. intervention after 1954 was the
principal cause of the war, which produced appalling brutality and loss
of human life.** And in Cambodia, it was the secret U.S. bombing cam-
paign after 1970 that destabilized the country and led to the rise of the
Khmer Rouge, as William Shawcross persuasively argued.®

Neocons underestimated the way that military interventions and
wars—even those undertaken with the best of intentions—typically
worsen human rights abuses. Their stance was riddled with inconsisten-
cies. In 1975, U.S.—allied Indonesia invaded East Timor and wiped out a
large percentage of the population—eliciting no condemnation and little
notice from neoconservatives.® They tended to ignore abuses committed
by China, which neocons now viewed as a prospective partner in the
struggle against the Soviet Union and therefore largely immune from
criticism.®® After 1979, neoconservatives extended uncritical support to
extremist Islamist groups in Afghanistan who battled against Soviet forces;
the Islamist guerrillas used vicious methods to achieve their aims—once
again eliciting no comment from the neocons, who backed them.*

Whatever their intellectual merits, neoconservatives effectively
transformed the human rights discourse, moving it away from anti-in-
terventionism—which had been the original idea—in favor of a new
prointerventionist agenda. In the process, they were able to assume
the moral high ground as protectors of the innocent, while Senator
Jackson was able to clean up his image, recasting himself as the quint-
essential human rights candidate, a man of principle. He was no longer
the “Senator from Boeing” Even the stalwart antiwar activist Joan Baez
began to question her previous positions on Vietnam while developing
friendly relations with the neoconservative Max Kampelman.®

Those who challenged the neocons could be dismissed as amoral
cynics, insensitive to human suffering in Communist states—or even as
apologists for communism—and this rhetorical strategy proved effective
as a means of circumscribing debate and silencing opposition. Human
rights did indeed prove to be the neoconservatives’ secret weapon, per-
haps to a greater degree than even Moynihan himself could have foreseen.
Humanitarianism was now enlisted into the overall crusade to generate a
new phase of Cold War conflict and to sell this idea to the public.
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THE COMMITTEE ON THE PRESENT DANGER

In November 1976, the Committee on the Present Danger (CPD) was
officially launched, after months of preparation, “to sound the alarm
to the American public about what they consider dangerous Soviet
policies,” according to the Washington Post.* The Board of Directors
for the new committee comprised a long list of prestigious former gov-
ernment officials, ambassadors, generals, business executives, and elite
academics; they represented a sizable segment of the American estab-
lishment. The committee soon became a prominent player in foreign
policy debates.

The purpose in forming the committee was clear: It was time to
knit together the various groups that sought a rightward move in foreign
policy into a unified organizational structure. While the CPD was created
from the initiative of neoconservative intellectuals led by Eugene Rostow
of Yale Law School, they brought together a diverse group of personal-
ities, including some who had not previously been part of the neocon
network. The formation of the CPD represented a major advance over
previous organizing efforts. Unlike narrowly promilitary groups, such as
the American Security Council, the CPD included top-notch writers and
publicists who were capable of reaching broader audiences. And in con-
trast with the Coalition for a Democratic Majority, which worked within
the Jackson wing of the Democratic Party, the CPD directed appeals to
both parties.” While individuals within the group continued to empha-
size the human rights benefits of invigorated militarism, the main thrust
of CPD’s pronouncements was advancing U.S. security in response to the
perceived menace posed by the Soviet Union.

The committee had excellent connections to the corporate world.
The CPD leadership® included Cochairman David Packard, a founder
of the Hewlett-Packard Corporation; Packard had also served as head of
the Business Council, which comprised “many of the largest corporations
in the nation”** A second cochairman was Henry H. Fowler, a partner
in Goldman Sachs and former Treasury secretary. The CPD’s treasurer
was Charls Walker, a top Washington lobbyist who represented “General
Motors, Gulf Oil, Alcoa, and several major airlines”*® Walker stated that
he would engage directly in the committee’s lobbying efforts and would
“approach this task pretty much as our firm goes about representing

128 Selling a New Cold War



close to 200 business corporations.”® The CPD received support from
a range of corporate interests, corporate-affiliated foundations, and
wealthy individuals. The Scaife interests were especially generous.”

And CPD militarists established close connections with the free
marketeers of the American Enterprise Institute, forging an alliance
with advocates of economic conservatism. The two organizations had
overlapping memberships and shared compatible objectives. In addi-
tion, the militarists established ties to the antifeminist crusader Phyllis
Schlafly, thus building bridges to social conservatism.”® The agenda of
the CPD was integrated into the overarching rightist agenda, linking
both domestic and foreign policy.

Some CPD members worried about accepting donations from military
contractors, since the committee championed positions that would ben-
efit these contractors, raising conflict-of-interest concerns. Its leadership
did not want to be “labeled an arm of the military-industrial complex.”*’
To allay this concern, the CPD officially refused contributions from com-
panies that derived more than 15 percent of their income from military
contracting. Among researchers covering the group, the “15 percent”
restriction was often accepted at face value without dispute. The influential
study by Justin Vaisse, for example, accepts the restriction as authentic.”® In
reality, the 15 percent rule was likely bogus; in private correspondence, one
member of the Board of Directors suspected that “a substantially larger
portion [of CPD funding] actually comes from defense money” than the
organization was willing to admit, and he implied that significant military
funding was being concealed from the public.” The CPD gained additional
support from within the uniformed military, who no doubt appreciated
the group’s demand for increased military spending.'®

Committee members emphasized the dire nature of the security
threats Americans faced, and these threats were emphasized in both
public statements and private correspondence. The Soviets had achieved
military superiority, especially in the area of strategic nuclear weapons,
while the United States had “engaged in a form of unilateral disarma-
ment, in the view of Kampelman.'”? Another CPD member believed
that “The Russians are virtually on a ‘war footing’ 7' In 1979, committee
members promoted the documentary First Strike, which argued that the
USSR could effectively wipe out America’s nuclear deterrent in a sur-
prise attack, possibly forcing a surrender.'®®
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In general, worldwide events were viewed as an onward march of
Soviet power, to America’s detriment. In keeping with this narrative,
the Islamic Revolution in Iran was said to have resulted from Soviet
meddling. Jay Lovestone wrote that as he observed revolutionary
developments in Iran, “I see the meticulous care that has gone into
preparations . . . by Moscow’s best minds,” who were apparently orches-
trating the upheaval.'* Clare Boothe Luce speculated that the Soviets
were seeking a pretext to invade and take over the country, similar
to the way the Nazis used “the burning of the Reichstag” to take over
Germany.'” In retrospect, even friendly accounts of the committee
acknowledge that its claims were often exaggerations at best.'%

Initially, the press treated the CPD as a highly partisan right-wing
organization, but the press attitude gradually softened. According to
one assessment, when the CPD was initially formed, “it was identified
as ‘hawkish, and its members as ‘cold warriors’ or ‘representatives of
the military-industrial (or intellectual) complex! Six months later, the
Committee was described as ‘nonpartisan, a ‘study group, and ‘a group
of nationally prominent individuals, including Democrats, Republicans,
labor leaders, liberals, conservatives!”'%” To be sure, the committee
and its associated lobby groups still encountered opposition, most
notably from business interests who favored détente associated with
the American Committee on East-West Accord. However, by the end
of the decade, the CPD and other antidétente lobby groups were out-
spending their prodétente adversaries by a vast margin.'®

All the lobbying activity began to generate concrete results in terms
of changing public opinion. One survey found that in 1978—79, there was
a growing public perception that the Soviet Union was gaining the upper
hand. Some 66 percent believed that the United States “was falling behind
the Soviet Union in power and influence”'® No doubt Rostow and other
CPD members were gratified by these results. What was really needed was
some sensational event to fundamentally change the climate of opinion.
In 1977, Rostow paraphrased the views of his wife, who worked in the
field of psychotherapy: “So far as the nightmare of war is concerned . . .
it takes Pearl Harbor to wake us up”''® Rostow and his CPD colleagues
were deploying the time-honored strategy of waiting for a crisis to justify
a radical turn in policy. Two years later, the “Pearl Harbor” event would
finally arrive in the form of the Soviet invasion of Afghanistan.
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PRESIDENT FORD JOINS THE BACKLASH

Initially, President Gerald Ford followed the course charted by Nixon,
including détente with the Soviets and reduced levels of military spend-
ing. The architect of the Nixonian policy, Henry Kissinger, stayed on
as secretary of state and national security advisor, ensuring continuity
of policy. Ford and Kissinger acted to deepen détente, holding summit
meetings with Soviet officials in Vladivostok and Helsinki to enhance
the commercial, cultural, and scientific ties between the two super-
powers. They also began laying the groundwork for a new and more
comprehensive treaty on strategic nuclear weapons as a follow up to
the Strategic Arms Limitation Treaty.!’! Then in 1975, President Ford
signed the Biological Weapons Convention, which established a ban on
the production and use of bioweapons for both superpowers.!'> Within
the federal bureaucracy, the CIA’s National Intelligence Estimates (NIE)
affirmed that the Soviets were acting with restraint, consistent with the
overarching goals of détente.'"?

Almost immediately following inauguration, Ford encountered resis-
tance from a series of well-funded interest groups led by neoconserva-
tives who aimed to undermine his polices. A special focus of the neocon
lobbying effort was to influence the CIA’s intelligence reporting.!** These
efforts resulted in what has been termed the “Team B” affair, a key turning
point in the foreign policy of the Ford presidency.

The idea of a Team B began to take shape in 1975, when neocon-
servatives criticized the CIA reports from their perch at the President’s
Foreign Intelligence Advisory Board; this appointed body included
Edward Teller, soon to become a prominent member of the Committee
on the Present Danger. These critics demanded the appointment of a
special group—to be designated Team B—that would be given access to
the same classified information that CIA analysts had used to prepare
the National Intelligence Estimates; and then Team B members would
present their own, alarmist findings. Given the increasing influence of
the antidétente movement within the Republican Party, President Ford
assented to the Team B evaluation, which took place in 1976, during
the final months of the Ford presidency.'”® The team concluded that
the Soviet leadership “regarded nuclear weapons as tools of war whose

proper employment . . . promised victory,” not just deterrence.''®
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There can be little doubt that the whole evaluation process was
designed at the outset to produce a negative judgment on Soviet con-
duct while casting the overall strategic situation in the harshest light.
Team B itself had a heavily neoconservative complexion, including
the Harvard Professor Richard Pipes, who chaired the team, as well as
other hardliners, such as Paul Nitze. The membership was markedly
one-sided, with a pronounced hawkish orientation. Other experts who
might have presented more restrained views—such as George Kennan or
Averell Harriman'’—were not invited to participate. From Brookings,
Raymond Garthoff observed that since Team B’s whole purpose was to
present an ominous view of the strategic situation, “it is not surprising
it came up with more ominous results”!!®

According to Pipes’s own account, the evaluation process over-
whelmed CIA personnel, mostly “young analysts, some of them barely
out of graduate school” who were “intimidated by senior government
officials, general officers, and university professors” One of the agency
analysts had “barely begun his criticism of Team B’s effort . . . when
a member of Team B fired a question that reduced him to a state of
catatonic immobility”!*

Team B members selectively leaked information to the press, under-
scoring the politicized character of the whole exercise.”*® Documentary
information that has become available since the end of the Cold War

21 which neverthe-

disconfirms many of Team B’s principal allegations,
less had a major impact on intelligence reporting through the 1980s. The
main implication of the Team B exercise was this: A growing segment
of the U.S. foreign policy establishment was moving against détente;
disconfirming intelligence would not be allowed to stand in the way of
what was essentially a political decision.

The Team B affair coincided with a generalized foreign policy shift
over the course of the Ford administration. Prominent Republicans,
such as Clare Boothe Luce, were privately counseling the president to
scrap the policy and the word “détente,” both of which were viewed as
unacceptable to the party base.'” The leading proponent of détente
within the administration, Kissinger, was effectively demoted, losing his
role as national security advisor (though he remained as secretary of
state). As the presidential campaign began, in 1976, Ford was challenged
by the much more conservative Ronald Reagan, who almost won the

132 Selling a New Cold War



nomination, before being defeated by the incumbent Ford. And during
the course of the general election, Ford no longer used the word “détente”
at all'® but instead presented the slogan, “peace through strength,” with
its more martial sound."*

In April 1976, Fortune magazine observed that “Détente is in trouble.
For a policy associated with the idea of world peace, it has remarkably few
advocates these days”'* By the time Ford left office in January 1977, the
United States was on track for substantially increased levels of military
spending, combined with a new level of Cold War confrontation. The
viewpoints of the neoconservatives and the CPD would soon become
the official view.

THE VICTORY OF NEOCONSERVATISM

The newly elected President Jimmy Carter initially continued the policy
of accommodation, consistent with the principles of détente. Carter
sought to build on Nixon’s Strategic Arms Limitation Treaty with a new
treaty, SALT IL'*® which proposed further limits on the strategic nuclear
arsenals held by both superpowers. And in 1979, he deepened America’s
engagement with the People’s Republic of China (PRC), establishing full
diplomatic relations for the first time, with exchange of ambassadors.
Carter also terminated U.S. recognition of Taiwan, noting, according to
an official statement, “The Government of the United States of America
acknowledges the Chinese [PRC] position that there is but one China,
and Taiwan is part of China”** There was a strong rhetorical emphasis
on the promotion of human rights (although in practice, the administra-
tion continued to support long-standing allies, such as Shah Mohammad
Reza Pahlavi of Iran, who had a record of repression).'*®

Overall, the Carter administration operated from “the premise
that military policies are less important than economic policies,” as
later noted in Euromoney magazine.”” And the president believed that
U.S.-Soviet conflict was winding down, as he implied in a 1977 speech at
the University of Notre Dame: “We are now free of that inordinate fear
of communism.'* For a brief period, it seemed that that United States
was moving away from its long-standing fixation on the Cold War.

Evidently, Carter had underestimated the forces that were arrayed
against him led by the newly formed Committee on the Present Danger,
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which began a concerted campaign to discredit the president. In an entry
in his presidential diary from August 1977, Carter noted that when he
had conferred with members of the CPD, “it was an unpleasant meeting,
where they insinuated that we were on the verge of catastrophe, infe-
rior to the Soviets, and that I and previous presidents had betrayed the
nation’s interests” In another entry, Carter added that from the Senate,
Scoop Jackson led “the most vitriolic anti-Soviet forces”’®! And these
forces were formidable indeed. By 1979, the CPD and its political allies
were outspending groups that supported détente by a ratio of fifteen to
one, with a massive lobbying and public relations campaign.'*

The neocons adopted an adversarial stance toward the Carter
administration, but they did have one potential point of access: The
national security adviser, Zbigniew Brzezinski, held an instinctive
distrust of communism and the Soviet Union and functioned as the
administration’s in-house hardliner.”®® While the neoconservatives
pressured Carter from outside the administration in favor of a more
militarized policy, Brzezinski lobbied from the inside as well. Over time,
these combined forces began to have an impact on the president, who
had no prior experience in foreign policy.

In January 1979, Carter reversed course and opted for elevated
military expenditure, the first major increase of the decade. The pres-
ident called for a 3 percent (inflation-adjusted) increase in military
spending, to be sustained over several years. This increase was espe-
cially significant given that the overall federal budget emphasized
austerity for major domestic programs; the military was one of the
few areas that was exempted from austerity and saw a raise in funding.
One constituency that benefited from these policies was military
contractors. According to the Washington Post, “Business is booming
for most of the defense contractors of this country and will stay that
way. . . . This is the view from the executive suites of the aerospace
industry as well as from the cubicles of the Commerce Department
where analysts have been going over the sales figures on planes, ships,
missiles, and tanks. . . . ‘Business hasn’t been as good as this since the
late 1950s and early 1960s’ . . . said James W. Beggs, executive vice
president of General Dynamics.”***

Carter commenced a new series of foreign interventions in several
regions of the world, sometimes in league with the PRC.?** America’s
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relationship with China was now taking on the character of a de facto
political alliance directed against the common enemy of both states:
the Soviet Union. In essence, Carter was moving in the confronta-
tional direction advocated by Nitze and other CPD members. He was
acceding to their pressures, or, as the Washington Post described the
situation, “In order to ‘beat’ Paul Nitze, the Carter administration has
had to join him*%¢

President Carter was moving toward a full-fledged return to earlier
Cold War policies based on high military spending and unapologetic
willingness to project force overseas. In the achievement of these objec-
tives, the main problem remained the American public, which was not
yet sold on the idea. The main issue was cost. A January 1979 poll found
that only 34 percent favored elevated military spending.'® A subsequent
poll in June found the public overwhelmingly concerned with domestic
economic problems, notably the high cost of living; only 5 percent listed
“International Problems, Foreign Policy” as a major concern.'*

What was needed was some sensational event to shock the elector-
ate into accepting the idea of rearmament and military assertiveness,
which might assuage public concerns about the financial costs of milita-
rism and lingering memories of the Vietnam fiasco. The required sensa-
tional event arrived in December 1979, when the Soviet Union invaded
Afghanistan. It was widely claimed that Afghanistan was a country of
exceptionally great strategic importance and that the Soviet invasion
was an effort to use that country as a staging area for a planned invasion
of the Persian Gulf region, or possibly the Indian Ocean coastline. In his
January 1980 State of the Union Address, President Carter declared that
the invasion “could pose the most serious threat to the peace since the
Second World War”**

THE INVASION OF AFGHANISTAN

In this chapter, I have argued that President Carter’s policy shift
resulted from lobbying by vested interests who expected to benefit from
increased military spending, while I have downplayed the possibility of
any heightened threat emanating from the Soviet Union. The alleged
“Soviet threat,” I argue, served as a pretext to justify the policy shift.
Some readers may suspect that I overstate my case by ignoring genuinely
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menacing actions undertaken by the USSR during this period. The 1979
invasion of Afghanistan stands out as a particularly striking example of
Soviet aggression, so the argument goes, in addition to numerous other
threatening actions in multiple regions. Perhaps Carter altered his pol-
icy in response to an authentic security threat rather than because of
anything the CPD was doing. It would go beyond the scope of this
book to analyze in detail the Soviet Union’s worldwide interventions.
Instead, I will focus on its most significant intervention, the Afghani-
stan invasion.

Fortunately, we have an exceptionally complete record of documen-
tation on this issue, comprising both U.S. and Soviet materials from
the highest governmental levels. These records clearly show that the
invasion presented no significant threat to the United States and its
allies. Claims to the contrary—which were widespread at the time—
are incorrect. First, Afghanistan did not hold any real importance to
Western security, due to its exceptionally rugged geography, as well as
its lack of modern infrastructure. It was not close to the Persian Gulf.
A 1950 study by the U.S. Joint Chiefs of Staff, for example, stated the
matter succinctly: “Afghanistan is of little or no strategic value to the
United States”'* This view was restated many times by multiple officials
throughout the early Cold War, with only occasional dissents.'*!

Soviet officials, by contrast, did display some interest in Afghani-
stan, since it bordered their country. Accordingly, the Soviet government
established large-scale economic and military aid programs beginning
in 1954. It appears the purpose of this aid was to ensure that the country
would retain its officially neutral position during the Cold War and not
pose a threat to the USSR’s southern frontier.

Declassified U.S. documents present no evidence that the USSR
was seeking to subvert or destabilize Afghanistan. On the contrary, it
appears that the Soviets sought a politically stable Afghanistan, one
that would pose no security danger. A small Afghan Communist Party
elicited only limited interest from Soviet officials."** A 1967 study by
Marshall Goldman concluded, “Soviet aid to Afghanistan has been
immensely successful. . . . Even American officials are hard pressed to
find major flaws”'** In 1973, a correspondent for the Wall Street Journal
asked, “Do the Soviets Covet Afghanistan? If So, It’s Hard to Figure
Why?” Afghanistan appeared as a “vast expanse of desert waste” of no
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real importance, in the view of the reporter.*

During his long career as
a Columbia University political scientist, Brzezinski published exten-
sively on international relations—but a search of his writings reveals no
significant interest in Afghanistan,'* which was viewed as a backwater.
Later claims that Afghanistan was vital to Western security do not hold
up to scrutiny.

In April 1978, the People’s Democratic Party of Afghanistan (PDPA),
the local communists, suddenly seized power in a coup détat, which
had been launched in response to efforts by the Afghan government
to repress the party. The new PDPA-led government announced that
its takeover inaugurated the “Saur Revolution,” designed to transform
Afghan society with a program of land reform, a literacy campaign, and
equality of the sexes. While these reforms may have been laudable in
principle, the implementation was disorganized and chaotic, and the
communist cadres who directed implementation were widely resented.
The result was a mass rebellion against the communists led by a series
of Islamist groups collectively referred to as the Mujahidin.'* In the civil
war that followed, the PDPA received arms and military training from
the Soviet Union, which sought to block a Mujahidin victory. Military
aid led to the December 1979 decision by the Soviets to send their own
forces into Afghanistan, effectively invading the country and then occu-
pying it with a force of one hundred thousand troops.

At the time, it was widely believed that the Soviets had orchestrated
the 1978 communist takeover, laying the groundwork for a later occu-
pation. In fact, information gleaned from Soviet sources since the end
of the Cold War contradict this view, presenting little evidence of direct
Soviet involvement.'” USSR officials had long distrusted the Afghan
communists, whom they regarded as impulsive and politically inept;
they believed that Afghanistan was too underdeveloped to be ready for
socialism. From Moscow, one official stated at the time, “If there is one
country in the developing world we would not want to try scientific
socialism, it is Afghanistan”!*

Once the PDPA was firmly established in power, however, the
Soviets set aside these reservations and furnished military aid to the
new government, but they did so with a measure of caution. Declassi-
fied Soviet records show repeated requests by the Afghan government
that the Soviets should send their own troops as a replacement for
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Afghan forces, who were viewed as ineffective; Soviet officials repeat-
edly refused these requests for troops.'*

High-level documents that have become available since the end of
the Cold War confirm Soviet restraint. At a March 1979 Politburo meet-
ing, Foreign Minister Andrei Gromyko spoke out against the idea of
using regular Soviet forces, expressing the consensus view of the Polit-
buro: “[We must] rule out such a measure as the deployment of our
troops into Afghanistan. The [Afghan] army there is unreliable. Thus,
our army when it arrives in Afghanistan, will be the aggressor. ... What
would we gain? Afghanistan with its present government, with a back-
ward economy, with inconsequential weight in international affairs. On
the other side, we must keep in mind that from a legal point of view too
we would not be justified in sending troops.”**® Thus, Afghanistan, with
its “backward economy” and “inconsequential weight in international
affairs,” was not viewed as a strategic prize. In the available Soviet doc-
uments, there is no mention of using Afghanistan as a springboard for
attacking the Persian Gulf or other regional objectives.

In late 1979, the Soviet perspective began to change, in favor
of invasion. One factor in this changed perspective was the Carter
administration’s decision, in July 1979, to provide nonlethal aid to the
Mujahidin guerrillas,'s' an action that likely increased Soviet paranoia
about American intentions. At the Politburo, Soviet officials feared
that Afghanistan was becoming a “new hotbed of military threat on the
southern borders,’*? a menace to their security. These concerns, com-
bined with long-standing fears about the fragility of the Afghan state
and the PDPA, caused the Politburo to set aside its previous caution
and opt for direct intervention.”® The overall record of evidence sug-
gests the following conclusion: The 1979 Soviet invasion was undertaken
with reluctance, and it presented no serious danger to Western security.
Afghanistan remained the “vast expanse of desert waste”—to use the
Wall Street Journal’s colorful phrasing—that it always had been.

The political turmoil that followed the invasion was nevertheless
advantageous to the Carter administration, enabling full implemen-
tation of the president’s promilitary program. Immediately after the
invasion, he presented what became known as the Carter Doctrine,**
which threatened the Soviet Union with war if it were to engage in
further aggression in the Middle East region. Détente was definitively
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terminated as the president imposed a series of economic sanctions
against the USSR as punishment for the invasion, including an embargo
on the sale of grain, and U.S. athletic teams withdrew from the upcom-
ing 1980 Moscow Olympics. In addition, Carter disowned the SALT II
Treaty, which he had recently negotiated with the Soviets, removing it
from consideration by the Senate.'>®

A U.S. military buildup commenced. President Carter authorized
an elevated level of military spending, which entailed a 5 percent annual
increase, significantly greater than the 3 percent increase that had been
announced the previous year."®® At the president’s direction, the new
Rapid Deployment Joint Task Force was established in the Persian Gulf/
Indian Ocean region, which constituted the first major projection of
direct military power into the area.'’” While administration officials
voiced shock at the Soviet invasion, some also displayed a measure of
satisfaction. In the Christian Science Monitor, an unnamed administra-
tion official stated, “I think the Soviets have done us a big favor” by
invading Afghanistan.””® When National Security Advisor Brzezinski
heard that the Soviets invaded, he exclaimed, “They have taken the
bait!”*** And in his memoirs, Brzezinski once again expressed satisfac-
tion that the Soviets had invaded.'®

Vested interests outside the administration also had reason to be
pleased. “Very good times are indeed around the corner for defense
contractors,” noted a Washington Post article in response to the presi-
dent’s decision to raise military spending.'®" With its traditionally close
ties to the aerospace industry, Air Force Magazine expressed optimism
that the invasion would set U.S. foreign policy “on the road to renewed
credibility” The magazine noted an important historical precedent:
“North Korea’s invasion of the south in 1950 triggered U.S. rearmament,’
with the hopeful implication that the Afghan invasion might trigger
another round of rearmament and heightened military spending. The
editorial concluded that by invading Afghanistan, “The Soviets, once

again, may inadvertently save us from ourselves.”'¢>

The general turn to the right that took place during the 1970s had a
marked impact on foreign policy. The turn began with a large-scale
mobilization led by weapons procurement companies, anticommunist
labor unions, and neoconservative intellectuals, all of whom sought to
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raise military spending and generate intensified confrontation with the
Soviet Union. These militaristic objectives were finally achieved during
the period 1979—1980, at the end of the Carter presidency, producing
a heightened level of Cold War tensions. These changes also enriched
weapons procurement companies (and their stockholders), which had
lobbied for such policies.

At the level of collective action, the rise of militarism enlarged the
overall conservative coalition in the United States. While economic and
social conservatives had initiated the political mobilization, they were
now joined by militarist conservatives, and the combined movement
that resulted would soon transform U.S. politics.
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CHAPTER FIVE

The Rich Go Global

The left has been complaining for years that the rich have
too much power. They ain’t seen nothing yet.
—CHARLES MURRAY, AMERICAN ENTERPRISE INSTITUTE

It has become fashionable to view globalization as an inevitable process,
a natural state of affairs, one that privileges markets while it undercuts
efforts to regulate them.! When working people are harmed, they have
no option but to accept their fate and adapt. Often overlooked is
that globalization was created by intentional actions orchestrated by
economic elites, governmental officials, and academic economists, who
worked in unison to advance a free market agenda, a process that began
in earnest during the Nixon presidency. I argue that there was nothing
inevitable about any of it. Other policies that might have led to different
outcomes, including ones that would have proven more consistent with
the interests of working people, were excluded from consideration, and
such exclusion constituted a political choice, not passive acceptance of
the inevitable. Policy makers thus established a very conservative form
of globalization, which undermined the class compromise while open-
ing new vistas for capital, especially banking.

Another theme of this chapter is the dismantling of New Deal
financial regulations, setting the stage for a conservative global order.
The Nixon administration began the process by deregulating exchange
rates, which established the value of the dollar when measured against
other currencies. And this new policy became the world standard, help-
ing to globalize finance. The deregulation of exchange rates generated



a cascading series of secondary and tertiary effects, moving business
activity away from manufacturing and toward financial speculation.
The deindustrialization that resulted from these developments elim-
inated entire classes of high-paying jobs, dealing a major and largely
irreversible blow to the living standards of working people while fun-
damentally altering the long-term distribution of wealth and power.
The United States gradually changed from an industrial superpower to
a financial superpower.?

A final theme is the international politics of oil, specifically the
massive increases in oil prices orchestrated by the Organization of
the Petroleum Exporting Countries (OPEC). We will see that the U.S.
government and private companies worked closely with oil-producing
states and were complicit in price increases. The oil price spikes that
resulted played key roles in propping up the dollar following the dereg-
ulation of finance, and these events contributed to the intensification
of economic inequality, which defined the era and became an integral
component of globalization. Oil policy played a central role in facilitat-
ing America’s transition to a postindustrial low-wage economy.

In presenting this chapter, I fear some readers will be frightened
by the technical character of international economics, which is often
viewed as the province of experts. Rest assured that I have taken special
effort to discuss the material in an accessible manner. And we should
not imagine that the obscure nature of international economics—as
well as the dense language used to describe it—means that the pub-
lic is unaffected by its workings. On the contrary, we will see that it
constituted a critical policy arena, one that reconfigured the country’s
social structure at every level. The shift in foreign economic policy
during the 1970s was a seminal event in the unraveling of America’s
class compromise.

A REGULATED INTERNATIONAL CAPITALISM

Before proceeding with the deregulation of the international econ-
omy, let us begin with the regulated version, which was forged at the
United Nations Monetary and Economic Conference at Bretton Woods,
New Hampshire, during the summer of 1944, toward the end of World
War II. This agreement formed the basis of international economic
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relations through the early 1970s, when the regulated system was ter-
minated and replaced by a market-based model.? The Bretton Woods
agreement constituted an extension of President Roosevelt’s New Deal,
now to encompass foreign economic policy. We will emphasize several
principal features of the agreement.

First, currency exchange rates were to be controlled by a new
organization, the International Monetary Fund (IMF), which was to
be staffed by professional economists and serve as the locus of a reg-
ulated international economic order. If any country wished to raise or
lower the value of its currency against other currencies by more than
a 1 percent, it would need advance permission from IMF economists.*
The “fixed exchange rate” system, as it was known, anchored the Bretton
Woods agreement. Its objective was to provide public oversight for the
international economy, consonant with the New Deal notion of a regu-
lated capitalism.?

Second, the new system assigned a privileged role to the United
States. Accordingly, the key currency was the dollar, to become the
mainstay of international activity, especially for the trading of goods and
services. In addition, the dollar was to function as the reserve currency
held by central banks across the globe, further cementing its primacy.
The newly created IMF was placed under effective U.S. political control
and located in Washington, DC.

Gold continued to hold a nominal function under the new system.
The dollar was to be fixed at $35 to the ounce of gold, and central banks
of all foreign states were free to exchange any dollars they held for gold.
The linking of the dollar to gold was a polite bow to the defunct gold
standard of an earlier era.® The new international system was very much
a dollar standard, however, with gold playing a secondary role. And the
emerging dollar standard played a central role in the Cold War as an
instrument of U.S. power.

Third, Bretton Woods limited the role of private finance, whose
prestige had been stained by the widespread perception—confirmed
by academic research—that banks had been a significant cause of the
Great Depression.” While bankers were not excluded altogether from
the new system, their influence was circumscribed by public institu-
tions, led by the IMF. And the system of fixed exchange rates (that the
IMF managed) served to limit the role of private traders in determining
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the value of currencies. Within the United States, bankers were addi-
tionally restrained by a cluster of New Deal regulations, notably the
Banking Act of 1933, the “Glass-Steagall Act,” which separated invest-
ment and commercial banking,® and the Federal Reserve’s Regulation Q,
also enacted in 1933, which regulated interest rates.” The banking reg-
ulations of this era were consistent with Keynesian principles, which
presented a somewhat negative view of finance; recall that Keynes had
favored “euthanasia of the rentier” The main focus of economic pol-
icy was to be the manufacture of goods, since manufacturing employed
large labor forces and held the potential for establishing high wages and
mass unionization, consistent with the class compromise.

In the early postwar period, bankers faced limited prospects. Large
corporations were mostly self-financing due to stable growth and high
profit rates, and for the most part, they did not require regular bank
loans.!® The stock market remained in a state of depression long after
the Great Depression officially ended; the Dow Jones Industrial Average
did not return to its pre-Depression levels until 1959.!* In this context, it
seemed that bankers had little to do. A common joke of the era was that
they operated on the “3-6-3” principle: Pay 3 percent interest on depos-
its, lend out to borrowers at 6 percent, and then proceed to the golf
course no later than 3:00 p.m."> Meanwhile, the real economy boomed
through the 1950s and 1960s, raising living standards to unprecedented
levels for virtually all social classes. In short, the early postwar period
proved unfavorable for bankers, given the extensive system of domestic
and international regulations, as well as an unfavorable political envi-
ronment inherited from the Depression.

The controlled system established at Bretton Woods would gradually
break down, however, leading to a deregulated free market system. To
escape domestic regulations, U.S. bankers began migrating overseas in the
late 1950s, where they participated in the growing practice of currency
trading and speculation.” The center of these speculative activities was
the City of London, where the British had deregulated domestic banking
as a means of returning the city to its former glory." British deregulation
led to the formation of what was termed the “Eurocurrency market,” or
Euromarket for short. On the Euromarket, private traders took advan-
tage of lax regulation to speculate against various currencies, in essence
placing bets on the likelihood that their values would change. And U.S.
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traders based in London did not need to worry about Regulation Q or
other New Deal restrictions.

Among speculators of all nationalities, there was a widespread
tendency to attack the U.S. dollar by trading off dollars in favor of
stronger currencies, notably Deutsch marks and Swiss francs, as well
as gold. The dollar was weakening during this period due to American
overspending on the Cold War, which worsened after the 1965 esca-
lation of the Vietnam intervention.” U.S. profligacy had the effect
of spiking global inflation, thus reducing international confidence in
American financial leadership. As a result, Euromarket attacks on the
dollar increased toward the end of the 1960s. U.S. traders who were
based overseas showed no compunctions about attacking their own
country’s currency: “If a foreign exchange trader gets patriotic, he’s an
idiot,” one trader later observed.®

As Euromarket speculation continued to undermine the dollar,"
American companies moved their operations overseas at an accelerating
rate, diversifying their assets as a hedge against the dollar’s continued
instability. And the outward migration affected not only finance but also
manufacturing. In response, the federal government imposed a series
of new regulations as a means of reducing capital flight, most notably
the Interest Equalization Tax (IET) of 1964'® and the Foreign Direct
Investment Program (FDIP) of 1968."° . These regulations were generally
ineffective—being unenforceable beyond U.S. borders—as capital flight
continued unabated.”

The rise of unregulated finance soon produced an echo at the level
of popular culture, with a new genre of writing—the “financial thriller”—
which combined the styling of James Bond spy novels with the addi-
tional feature of private-sector intrigue. The genre was established by
Paul Erdman, a banker-turned-novelist, whose bestseller The Crash of
’79 set the literary standard.?! Despite its sensationalized features, The
Crash of *79 was praised for its accurate portrayal of a newly globalized
financial order—in which private bankers rivaled state officials for influ-
ence and power—that was beginning to emerge. International finance
was indeed becoming untethered from government control.

In responding to these myriad challenges, U.S. officials faced two
possible courses of action: They could update the Bretton Woods
system through enhanced regulation aimed at reining in currency
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speculation and capital flight at a global level—which was a perfectly
feasible option*>—or they could give up on the whole idea of regulation
and move toward laissez-faire. In the end, they opted for laissez-faire,
as we will soon see. A new era of deregulated international finance
emerged, setting the stage for a later deregulation of the domestic
economy as well.

A LOBBY FOR DEREGULATION

In the context of incipient globalization spawned by the Euromarket,
U.S. banks began pushing for an end to regulation. Bankers resented the
new constraints on their overseas activities imposed by the Kennedy
and Johnson administrations—notably the IET and FDIP—and also the
long-standing banking regulations left over from the New Deal. Above
all, they felt that the Bretton Woods system of fixed exchange rates
hindered their currency trading. A major figure during this period was
Walter Wriston, CEO of Citibank, who emerged as the personification
of a newly internationalized financial sector and a public advocate for
the deregulation of exchange rates, as well as for free markets more
generally.” According to the Washington Post, Wriston “battered down
the regulatory walls” and “spoke out for laissez-faire capitalism,” while
the New York Times termed him “the man who freed the banks’*
Wriston’s antiregulation viewpoint was widely shared among his finan-
cial colleagues.”

In arguing for deregulation, the banks were joined by manufactur-
ers, whose activities were also becoming globalized in the form of the
multinational corporation. As multinationals grew, they financed oper-
ations on the Euromarket; multinational managers developed interests
similar to those of the bankers who financed them, and both sectors—
finance and manufacturing—favored reduced regulation.”® Reflecting an
increasingly globalized perspective, the National Association of Manu-
facturers would soon endorse deregulation of global finance.”

A third interest group was a network of conservative economists
associated with the Mont Pélerin Society, most notably Gottfried Haber-
ler, Milton Friedman, George Shultz, and Ludwig von Mises. As we saw
in previous chapters, MPS members were ideologically hostile toward
virtually all forms of government regulation as a point of principle.
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The conservative economists accordingly opposed the fixed exchange
rate system, which constituted a straightforward case of regulation. As
early as 1953, Friedman had argued against fixed rates in his widely read
essay, “The Case for Flexible Exchange Rates.?®

Other Mont Pelerin economists, notably Haberler, advanced simi-
lar arguments® predicated on a strongly ideological worldview. It was
widely believed among MPS economists that unrestrained capital mobil-
ity was a positive force that would discipline individual governments,
dissuading them from pursuing redistributionist policies. And capital
mobility had a political advantage, since it would achieve antiredistri-
butionist objectives in ways that would seem automatic and apolitical
and therefore more acceptable to the public. Market discipline would
appear as an inevitable force of nature. Some members of the group—
most notably von Mises—went so far as to argue that capital mobility
constituted a moral necessity; the right to move capital was a founda-
tional feature of human freedom, apparently on par with such rights as
freedom of speech and religion.*® Recall that the Mont Pelerin econ-
omists were closely connected with business interests, which funded
MPS activities from the time the group was formed in 1947; their busi-
ness backing became much closer over time. These backers included
prominent financial figures—notably Wriston of Citibank, who was
closely connected to Friedman.*

With the election of Richard Nixon in November 1968, Mont Pélerin
academics were well placed to begin implementing their vision for the
future. Shortly after the election, Friedman met with Nixon and urged the
president-elect to “set the dollar free” by abolishing regulations.** For his
part, MPS member Haberler chaired Nixon’s Task Force on U.S. Balance
of Payments Policies which advised the presidential transition team in the
period before inauguration. The resulting task force report contained ideo-
logical language worthy of its MPS imprimatur. It criticized the regulated
system of fixed exchange rates while calling for terminating controls on
capital flight that “undermine our free enterprise system” The report noted,
with a hopeful tone, “Ultimately, there will be a ‘one world of finance!”*
The document implied a deregulated globalized economy. And as Treasury
secretary, MPS member Shultz was destined to play a particularly import-
ant role as a champion of deregulation. The brakes on international finance
that had been imposed during the New Deal would soon be dismantled.
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THE NIXON SHOCK

By most accounts, President Nixon was ill informed about international
economics, lacking training or background in the area.** His main focus
was managing the strategic relationship between the United States and
its communist adversaries through détente, winding down the Vietnam
War, and building up a conservative counterestablishment over the long
term. But above all, Nixon was interested in his own political success,
especially in the upcoming 1972 election campaign. While Nixon sym-
pathized with the laissez-faire ideas of the Mont Peélerin economists,
whom he promoted, the president would not allow ideological consid-
erations to stand in the way of his reelection.®® As a consequence, MPS
economists and their business supporters maneuvered around Nixon’s
obsession with reelection to advance their free market agenda. They
patiently waited for a crisis to justify their position before acting.

The drama began in early 1971, when Nixon resolved to raise the
level of economic growth to improve his public standing ahead of the
1972 election.*® According to one account, the president “bludgeoned Fed
chairman Arthur Burns into cutting interest rates” to generate consumer
spending and growth.”” A strategy of low interest rates soon commenced.
This strategy worked splendidly from the standpoint of Nixon’s reelection
campaign, which he won by historic margins. However, low interest rates
also triggered renewed instability for the dollar, which had come to be
viewed as a less reliable investment. Euromarket traders began attacking
the dollar, while foreign governments exchanged their dollars for gold,
reflecting a loss of confidence in U.S. financial leadership. Even British
officials set aside their traditional fealty to the United States and sought
gold.®® Nixon had clearly exacerbated the dollar’s underlying weakness.
Continued capital flight was an additional concern, as noted in reports
from the Treasury Department.® These problems were compounded by
deterioration in the U.S. merchandise trade balance, producing the first
year-long deficit of the twentieth century.*

Overall, “the situation is ripe for an international monetary crisis . . .
based on the growing conviction that the present status of the dollar is
untenable,” said the Treasury official Robert Solomon in early 1971.*
The hour of crisis had arrived, creating an opening for Friedman and
his Mont Pelerin colleagues, who gradually took control of the situation.
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The person most responsible for addressing the crisis was Treasury
Secretary John Connally,*> who was sympathetic to the deregulatory
agenda of MPS economists, as he later revealed in memoirs.*® The spe-
cific program that Nixon and Connally devised to address the crisis—
termed the “Nixon Shock” by journalists—was announced in a national
address on August 15, 1971.** The main consequence of the shock was
establishing that the dollar would no longer be exchanged for gold, thus
terminating one of the foundational features of the international finan-
cial system, setting it on a path toward full deregulation, consistent
with the MPS’s agenda.

Nixon’s speech also announced a new import “tax;” really a tariff.*
In reality, the import tax proved a temporary measure meant to allay
public anger regarding foreign competition, but it was terminated at
the end of the year.® Several months before the Nixon Shock, David
Rockefeller was quietly reassured that “the President is at bottom a free
trader,”” which was likely true despite the momentary lapse into protec-
tionism. Finally, the president’s economic package unveiled a series of
wage and price controls as a means to subdue inflationary pressures, but
these controls were gradually abandoned.” This package was presented
to the public with demagogic condemnation of “international money
speculators,” but the rhetoric was just for show. We will see that Nix-
on’s policies enriched the hated speculators.

The real centerpiece of the shock—its most enduring feature—was
discarding the link between the dollar and gold, dealing a fatal blow
to the 1944 Bretton Woods agreement and the regulated system it
represented. The “Bretton Woods system has ended,” one official stated
in private several days after Nixon’s speech.”® The stage was set for the
deregulation of exchange rates and, later, for a generalized deregulation
of the whole financial sector. The dollar-gold link had been emblematic
of the 1944 agreement, and now that this emblem had collapsed, the
rest of the agreement would soon collapse, too.

From the private sector, Wriston was gratified by the new policy. In
November 1971, he met with Treasury Secretary Connally and assured
him that, soon, “the dollar is going to be floating”*!'—with its value to
be determined by market forces. In his memoirs, Connally implied that
he had favored floating rates all along.>> The first step had been taken
toward deregulation, in line with the conservative agenda advanced
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by Wriston. The broader business community reacted to Nixon Shock
with elation, while Connally himself became “a hero in business circles;’
according to Fortune magazine.”® When he spoke to a group of exec-
utives in early 1972, David Rockefeller described the speech: “I intro-
duced him [Connally] and there were 120 top business executives, chief
executive officers. And I've never seen such enthusiasm as they had for
him. They gave him three standing ovations, and I've never seen any-
thing like it”** As a long-standing advocate of deregulation, Friedman
was also pleased, and he congratulated Secretary Connally in a private
letter.>> Meanwhile, Wriston began to mobilize his banking colleagues
to support the emerging policy of floating rates.*

Now that the first steps had been taken against Bretton Woods,
the free marketeers moved to settle the matter once and for all. Connally
himself stepped down from the administration in 1972 to resume his
lucrative practice in corporate law and lay the groundwork for a later
presidential run. His replacement as Treasury secretary was George
Shultz, who had been a professor of economics at the University of
Chicago with a clear vision for turning the international economic
order in a conservative direction. The new secretary was, according
to a recent study, “a strong proponent of floating rates, courtesy of
Milton Friedman” This is confirmed by Shultz’s memoirs, where
he acknowledges that the idea of moving toward a floating system
“emerged out of a conversation with Milton Friedman”*® In advancing
this free market agenda, the secretary had to proceed with a measure
of caution, since some European officials were reluctant to abandon
fixed rates altogether. But the diplomatic Shultz “did not have to wait
too long to get what he truly wanted,” which was elimination of the
whole fixed-rate system.>

In March 1973, the fixed exchange rate system definitively ended,
establishing a new global standard.®® Thereafter, exchange rates moved
to a floating system based on trading in private currency markets.®! And
in early 1974, the Treasury Department swept away the capital controls
that had been established by the Kennedy and Johnson administrations—
including the Interest Equalization Tax and Foreign Direct Investment
Program—to “restore Americans’ freedom to invest their money as they
choose”® “Freedom to invest” became a basic theme of this period,
along with an emphasis on market forces to achieve policy objectives.
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The fundamentally laissez-faire logic of the new policy was distilled in
a 1976 document: “The Treasury’s central commitment in international
economic policy is to the implementation of market-oriented policies”
And the Treasury sought “full acceptance of an exchange rate system
in which currencies are given value by market forces”®*—based on the
deregulated system of floating rates.

We will see shortly that deregulation would play a major role in
undermining heavy industry in the United States, as well as the labor
forces who depended on industry for their livelihoods. Financial interests
nevertheless were pleased with the outcome.** Even David Rockefeller—a
relative political moderate®®>—supported the new policy, stating, “It is
very encouraging to note that . . . the United States ended several major
controls over the movement of dollars abroad. Hopefully this will be an
enduring step toward the elimination of all barriers to the free flow of
capital funds across national boundaries. . . . The highest priority must be
given to encouraging unimpeded access to capital globally”* Freed from
regulation, finance was well on its way to becoming a leading sector.

At first glance, it seems easy to conclude that deregulation resulted
from a series of ad hoc decisions and historical accidents rather than any
coherent plan. The historian Daniel Sargent summed up this perspective:
The move toward floating exchange rates “did not mark a self-conscious
choice. . .. The ascent of finance and the retreat of state power was the
work of unintended consequences, not intelligent design”®” This view
is untenable, since it neglects the role of the Mont Pélerin academics,
especially Haberler and Friedman, who painstakingly laid the intellectual
groundwork for deregulation over a period of decades and then worked
to implement that goal. These economists clearly did have a consistent
objective and an intelligent design. And their strategy of deregulation
had a formidable constituency in the private sector, notably in finance
and multinational enterprise.

At the level of impact, the move to floating rates failed to achieve
monetary stability. The literature on international finance is in agree-
ment that “exchange rates have been notoriously volatile since the
switch to floating rates”®® And the correction of the U.S. trade imbalance
also proved temporary; imbalances soon returned with a vengeance,
turning the United States into a net debtor country over an extended
period. Indeed, the increased speculation—which deregulation served
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to unleash—would further undermine the dollar’s viability as the key
currency, thus worsening the problem. The persistent weakness of the
dollar eventually led to the program of austerity and reduced living
standards that unfolded during the Carter presidency.

The failures of the Nixon Shock were frankly acknowledged in
the opening remarks to a 1980 conference sponsored by the American
Enterprise Institute:

One of the main shortcomings of the present system of widespread
floating is said to be excessive volatility of exchange rates . . . which
is said to put inflationary pressures on some countries. . . . [It has
not] prevented, as it was supposed to, the emergence of stubborn
balance of payments disequilibria. . . . It has failed to insulate
countries from external shocks. . . . It did not, contrary to what
has been claimed on its behalf, give national monetary authorities
freedom to pursue independent monetary policies.*

If deregulation of exchange rates was supposed to bring economic
stability,” it was an abject failure.

In addition, the new exchange regime failed to free the market
from state support. Indeed, the new system inaugurated an era of
government-directed bailouts. When speculative ventures went badly
and bankers lost money, their losses were often socialized at taxpayer
expense, on the principle that financial failures produced systemic
risk for the whole economy. Such practices in turn set precedents that
encouraged other banks to engage in risky speculation, confident in the
assumption that federal officials would bail them out, thus presenting
the familiar problem of “moral hazard” This scenario in fact played out
in 1974, when the Franklin National Bank of New York took losses on its
overseas currency trading and faced the prospect of collapse. Because
Franklin was the twentieth largest bank in the country, the Federal
Reserve determined that its demise would be destabilizing. As a result,
the Fed extended an emergency loan to Franklin, bailing it out.”

The Franklin case constituted the first major bank bailout of the
newly globalized era, to be followed by many more in the years to come.
Conservative economists such as Friedman decried public bailouts as
violations of free enterprise principle’”>—even while they advocated
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deregulatory policies that made such bailouts inevitable. Clearly, dereg-
ulation did not mean the federal government would stay out of finance
altogether; rather, it would serve a new role, socializing private losses
through the investment of public funds. The deregulation of finance
would not be cost free.

Whatever its merits in policy terms, deregulation proved advan-
tageous to the financial interests that had long been its principal
advocates. The Euromarket boomed, and according to one informed
account, this period witnessed a “meteoric rise in trading volumes,’
mainly due to “the move to floating exchange rates””® The international
speculators that Nixon had condemned profited handsomely from his
policies while they remained confident of public bailouts when they
sustained excessive losses. Although the burgeoning speculation took
place mainly in London, much of the resulting profits spilled over into
the United States, since major U.S. banks operated on the Euromar-
ket through their foreign branches. By 1979, “The most dynamic ele-
ment [in international finance] has been the US banking system both
at home and in the offshore centres,” according to a report by the Bank
for International Settlements.” It was clear that banking had recov-
ered from its post-Depression timidity. In addition, overseas specula-
tion created political pressures for the deregulation of U.S. domestic
finance, to begin later in the decade, offering further windfalls for the
financial sector.

The move to floating exchange rates was a highly disruptive event
for both the U.S. and the world economy, eroding living standards over
the long term. Floating rates did not improve performance in the real
economy, which remained sluggish throughout the decade.” However,
we will pause our discussion of finance and move to a new topic: the
energy crisis of 1973—74, which produced equally momentous results.
The crisis affected every part of the economy, and it was the trigger-
ing cause of the mid-decade recession, the worst downturn since the
Great Depression.”

THE ENERGY CRISIS

The basic facts of the crisis are well known. World oil prices escalated
relentlessly through the early 1970s, and these price increases were
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led by OPEC, which was composed mostly (though not exclusively)
of Arab- and Moslem-majority states.”” The main triggering event was
the October 1973 Arab-Israeli War, when OPEC implemented a series
of sudden, massive price increases. Initially, Arab states led by Saudi
Arabia used oil as a political weapon designed to punish the United
States with an oil embargo for its support of Israel during the October
war. After several months, however, the anti-Israel initiative evolved
into a generalized effort to raise global oil prices as much as possible,
with the new objective of simply maximizing revenues. These second-
ary price increases attracted much broader participation, including oil
exporters such as Iran, which had no strong interest in the Arab-Israeli
dispute; it simply wanted to make money.” For the United States, the
energy crisis became an all-encompassing obsession of policy makers,
as described in the memoirs of Herbert Stein, who served as chairman of
the Council of Economic Advisers. Stein observed that “we all became
energy experts” during this period. He added, dryly, “An energy expert
was a person who knew that Abu Dhabi was a place and [Muammar]
Gaddafi was a person.””

The energy crisis of the mid-1970s has long been presented as a
fortuitous event, a matter of bad luck from the U.S. standpoint.®
Officials in the Nixon administration sought to cope with the crisis as
well as they could.® To the extent that the crisis was orchestrated, the
orchestration emanated from the OPEC states themselves, not from
the U.S. government. In this section, we will see that this benign inter-
pretation of American policy amounts to a myth. In reality, the Nixon
administration actively encouraged oil price increases, thus establishing
a measure of complicity with the OPEC states. The complicity of the
U.S. government in the crisis constitutes a disturbing topic, given that
the crisis devastated large sectors of the economy. But the official com-
plicity is well established, based on multiple sources of information.

One of the central players in the energy crisis was the government
of Iran, led by Shah Mohammed Reza Pahlavi, who ruled until his
overthrow in 1979; he was a key U.S. ally, backed by both President Nixon
and Secretary of State Henry Kissinger. While the shah played no major
role in orchestrating the initial oil embargo against the United States
of October 1973, he proved a central figure in the second-phase price
increases. Indeed, Iran was a “ringleader” among the states that sought
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higher prices, in the view of William Simon, who became Treasury sec-
retary in 1974.%? In seeking price increases, the shah had been encour-
aged by President Nixon himself. In a 1970 meeting, for example, Nixon
stated to the Iranian Foreign Minister Ardeshir Zahedi, “Tell the Shah
you can push [us] as much as you want [on oil prices],” as Zahedi recalled
in a later interview.® Support for the shah’s oil policy formed a consis-
tent theme throughout the Nixon presidency; this support extended into
the presidency of Gerald Ford.** One dissenter was Treasury Secretary
Simon, who favored pressuring the shah to lower prices. But on this
issue, Simon received little encouragement from Nixon, as noted in the
following conversation from July 1974:

SECRETARY SIMON: Is it possible to put pressure on the Shah [to lower
oil prices]?

PRESIDENT NIXON: You are not going there. . . . He is our best friend.
Any pressure probably would have to come from me.*

Nixon never applied significant pressure on the shah. Simon would
lament, “To my knowledge . . . the US has never indicated to any
member of OPEC that their relations with the US would be affected by
their behavior with respect to oil prices”®® In a 1974 meeting with the
president, Simon stated candidly, “The Shah has us. No one will con-
front him¥

President Nixon effectively blocked efforts to lower prices, which
had emanated from the government of Saudi Arabia in 1974. The Saudis
offered to restrain OPEC price increases and communicated this to
the Nixon administration—which rebuffed the offer. Writing in the
Washington Post, Jack Anderson described the situation: “In secret
messages to Washington, the Saudis offered to block the price rise, if the
Nixon administration would bring pressure on the Shah to hold oil prices
down. They [the Saudis] pleaded that they couldn’t stand alone against
their fellow oil producers. . . . But Nixon and Kissinger did nothing”®® The
lack of U.S. interest in this proposal evidently surprised the Saudi petro-
leum minister, Ahmed Zaki Yamani, who later wrote a delicately worded
letter to Simon: “There are those amongst us [Saudi officials] who think
that the U.S. administration does not really object to an increase in oil
prices. There are even those who think that you encourage it”®
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U.S. support for price increases was widely noted by informed
observers both inside and outside the administration. A contemporary
investigation published in Foreign Policy concluded, “The United States
has encouraged Middle East oil producing states to raise the price of oil
and keep it up” The article was based on interviews with U.S. officials,
including the former ambassador to Saudi Arabia, James Akins, and it
was piquantly subtitled “We Pushed Them*°

At the level of motive, American support for higher oil prices stemmed
from the perception that the shah was a critically important ally, desig-
nated by the Nixon administration as the guardian of Western interests in
the Persian Gulf region. Another factor was the shah’s formidable politi-
cal clout, carefully cultivated over an extended period. From Washing-
ton, the Iranian Embassy curried favor with the U.S. press corps. Iranian
diplomats dispensed tins of top-quality caviar and other expensive gifts
to hundreds of journalists and media executives, which included Barbara
Walters and Joseph Kraft, who in turn produced positive, often fawning,
coverage of the shah and his government.” The Iranians hired as a publi-
cist Marian Javits, the wife of Senator Jacob Javits, who served as a senior
member of the Senate Foreign Relations Committee.”

In addition, the U.S. corporate sector profited from the shah’s pol-
icies, and this further cemented the U.S.-Iranian partnership. Iranian
arms purchases proved a special bonanza for Northrop, Grumman, and
Bell Helicopter, which gained lucrative sales contracts; these benefits
were made possible by the energy crisis, which fueled Iranian imports.”
The major oil companies also benefited from the energy crisis, which
elevated their profits.”* And from Tehran in 1974, U.S. Ambassador
Richard Helms noted with pleasure, “The number of American busi-
nessmen not to mention those of other nations keeps the hotels full to
overflowing and keeps this Embassy hopping to help as best we can. . ..
U.S. business is getting more than its share of the action here, I am glad
to say”®® The partnership was further bolstered by corporate social net-
works, including the influential Rockefeller family, who had long been
friendly with the Pahlavis.”® These connections advanced the cause of
U.S.-Iranian alliance, as well as discreet American support for oil price
augmentations—favored by the Iranians.

The turmoil that resulted from this state of affairs destabilized the
world economy, exacerbating inequalities between oil-exporting and
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oil-importing countries. Non-oil-producing Third World countries were
most severely affected, and they suffered from widespread trade imbal-
ances and financial predicaments, erasing years of social progress in some
cases.” Several countries secured loans on international capital mar-
kets to alleviate distress, producing multiple rounds of debt crises when
countries were unable to repay the loans. In the post—Bretton Woods
era, the IMF developed a new function: to impose and manage auster-
ity programs in countries that were negatively affected by the growing
instability. In time, numerous countries would undergo IMF-directed
“structural adjustment” programs, often conducted in close cooperation
with private finance.”® Even among oil exporters, which were beneficia-
ries of the new economic order, many states wasted their revenues on
arms purchases, prestige projects, and generalized corruption. This was
especially true of Iran, where official misuse of oil funds was a major
factor in the Iranian Revolution of 1979.”°

In the United States, the energy crisis generated nationwide gas
shortages, with long lines at service stations, leading to mass protests
and public anger. The Nixonian policy of supporting the shah’s oil price
hike was costly to the domestic economy, since it lowered living stan-
dards for most people, but Nixon was determined to pursue this policy
and did not waver.

While Nixon and Kissinger focused on their geostrategic maneu-
vering, the problem of foreign debt festered due to a continuing deficit
on America’s trade balance and overspending on worldwide military
adventures.'® The United States was moving into the category of a per-
manent debtor state. Administration officials used the energy crisis as a
means of financing this debt by drawing Middle Eastern “petrodollars”
into U.S. Treasury bonds. Oil and finance would become integrated to
some degree, and both would emerge as leading sectors of a new eco-
nomic order—undergirded by the Saudi monarchy. America’s relation-
ship with Saudi Arabia would also impact the domestic economy by
elevating the financial sector.

SAUDI ARABIA UNDERWRITES THE DOLLAR

In the story of international oil politics, the Kingdom of Saudi Arabia was
a central player as the world’s largest producer, holding huge reserves.
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It also sustained a long-standing association with the United States
beginning with the formation of the Arabian American Oil Company
(ARAMCO) in 1933, led by Standard Oil of California, which forged
a state-to-state bond that endured across multiple presidencies.!®!
Despite this history, the Nixon administration initially experienced
a tense relationship with the Saudi monarchy. A point of contention
was Nixon’s support for Israel, thus colliding with the Saudis’ rejec-
tion of Zionism and the whole idea of a Jewish state in the Middle
East. As a result, Saudi Arabia helped engineer the 1973 oil embargo
against international supporters of Israel, especially the United States.
While Nixon and Kissinger favored high oil prices in general, they
deeply resented the Saudi-led embargo. The Saudi government also
established adversarial relationships with the major oil companies, the
“Seven Sisters,” which dominated the world market; five of these were
American owned.'”

Notwithstanding this rocky start, the Nixon administration even-
tually settled its differences with Saudi Arabia, and, by 1974, the two
governments had established a close alliance, which benefited both
countries. From the U.S. standpoint, the Saudis’ stores of financial
reserves were very attractive, and they would be used to restore con-
fidence in the dollar. The figure most responsible for forging the U.S.-
Saudi collaboration was Treasury Secretary William Simon.

At first glance, Simon’s role may seem surprising, since he was not
a Middle East specialist or even a foreign policy specialist. His back-
ground was in finance; before entering the Nixon administration, he
had worked as a bond trader with Salomon Brothers, rising to become
president of the firm. Simon approached Middle East policy from the
standpoint of an investment banker. He also was an enthusiastic advo-
cate for free markets, widely considered the most ideological member
in the cabinet. At Treasury, he began as a protégé of George Shultz, who
in turn connected Simon with his conservative network in the Mont
Pelerin Society.'®®

The MPS economists were once again playing behind-the-scenes
roles in shaping policy, as they did throughout the 1970s. Shultz later
recalled, “One of the most important things I did for Bill [Simon]
was to introduce him to Milton Friedman,” of whom Simon became
an admirer. In addition, he enjoyed close connections with Citibank’s
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Wriston—on his way to becoming America’s leading financier—who
had recommended Simon’s appointment to the Treasury Department.'*
As Treasury secretary, Simon would prove a worthy understudy to the
trio of Shultz, Friedman, and Wriston, and he would build on their ini-
tial accomplishment of deregulating exchange rates. He went on to play
a key role in financializing the domestic economy and weakening the
industrial base, thus establishing himself as a central figure in overturn-
ing the class compromise.

In July 1974, Simon flew to Jeddah, along the Red Sea coast, and
achieved a far-reaching agreement with Saudi officials entailing their
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purchase of Treasury bonds in large quantities.
the Treasury to establish a surplus on its capital account—made pos-
sible by Saudi money—thus compensating for weak exports and a
deficit on the merchandise trade balance.'® The consequence of this
arrangement was a strengthened dollar. In return for their funds, the
Saudi royal family gained U.S. military and political support, a coveted
goal.'”” The decision to bolster the dollar was no doubt made easier
by the fact that the Saudis’ oil exports were priced mostly in dollars,
and they had a vested interest in protecting its value. As part of the
deal, the Saudi monarchy was expected to set aside its long-standing
hostility toward the administration’s pro-Israel policy, a sacrifice it was
evidently willing to make.'®

At the bureaucratic level, Simon established a close connection
between the Treasury Department and the Saudi Arabian Monetary
Authority.’” While the U.S. pivot toward Saudi Arabia took place during
the end of the Nixon presidency, it carried over to Nixon’s successor,
Gerald Ford. The Jeddah agreement was sufficiently sensitive that the
details were classified for an extended period and have only recently
come to light.

In essence, Simon persuaded the Saudis to underwrite U.S. finan-
cial hegemony. Other OPEC states quickly followed the Saudi lead,'*
and by 1978, the bulk of OPEC surpluses had been invested in Treasury
bonds and other dollar-denominated assets.""' From a U.S. standpoint,
the prospect of Saudi and other OPEC funding was viewed as beneficial.
Shortly after the Jeddah deal was concluded, the investment banker
Robert Roosa noted, “We can pay for [imports] without straining our
balance of payments . . . because more and more of the OPEC money is
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flowing in here’'*? Saudi funds generated additional benefits. The fact
that the world’s leading oil producer was investing in America’s future
signaled to central bankers and private investors around the world that
the United States remained a safe haven for their surplus funds; this
signal would stimulate mass flows of funds into the United States, as
a supplement to the Saudi and OPEC petrodollars, further shoring up
America’s financial position for the long term.!"?

Following the Jeddah agreement, American officials accepted Saudi
Arabia as a strategic partner, as a supplement to Iran, in protecting the
Gulf, and both countries became the “twin pillars” of Western secu-
rity in the region.''* After the shah was overthrown in 1979, U.S. policy
relied to an even greater extent on the Saudis. For its part, the United
States helped modernize the Saudi air force through the sale of fighter
planes and advanced electronic equipment, while Saudi intelligence
was encouraged to intervene throughout the Middle East and Africa,
acting as a proxy for U.S. power. The arrangement clearly satisfied the
Saudi royals’ desire for influence and prestige, made possible by their
growing alliance with the United States."* Over time, they would build
up a formidable lobbying and public relations presence within the
United States, thus ensuring that the U.S.-Saudi alliance would be long
lasting.!'® Any moralistic concerns regarding political repression and
human rights violations in the kingdom were dismissed.'"’

From a commercial standpoint, the U.S. alliance with Saudi Arabia
generated lucrative opportunities for arms merchants, who gained a new
market,""® as well as heavy engineering companies such as the Bechtel
Group, which gained contracts for megaprojects, including the King
Khalid International Airport in Riyadh. These deals were advanced
by high-level political connections. In the Bechtel case, for example, a
senior company executive was George Shultz, who had recently served
as Treasury secretary."” His successor, William Simon, joined Olayan
Investments, “a Liechtenstein-based company belonging to the Olayan
family in Saudi Arabia”'*

When assessing the U.S.-Saudi alliance, we should not overlook
old-fashioned moneymaking as a significant motive, and such private
sector baksheesh forms a long-standing tradition in U.S. diplomacy. But
the most important feature of the alliance remained simple: The Saudis
would prop up the dollar.
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HOW THE SAUDI DEAL FORTIFIED
AMERICAN HEGEMONY

The deal presented major benefits in promoting the United States as
a superpower, even though it produced negative consequences for the
domestic economy and working classes. But first, let us consider the
benefits. Within the Nixon and Ford administrations, the Saudi agree-
ment to purchase Treasury bonds helped resolve dilemmas on how to
retain the dollar as the world’s primary currency at a time when the
United States was gradually becoming a permanent debtor country with
a deficit on its trade balance. Clearly, officials placed a high priority on
remaining the issuer of the top currency, and the 1974 Saudi deal ensured
that these advantages would endure.’ As a result, the U.S. government
influenced every facet of international economic activity. A 1975 report
presented to the elite Bilderberg forum observed that “world monetary
liquidity was determined very largely by the monetary and exchange
policies of the United States, mainly due to “the predominant role of
the U.S. dollar”?* The central importance of the dollar thus contrib-
uted to America’s global clout, especially control over the IMF and the
other international institutions.'?® In addition, the influx of funds asso-
ciated with the Saudi deal helped offset the vast expense of maintaining
hundreds of overseas U.S. bases in allied states, further contributing to—
and prolonging—the American Century.'**

On the negative side of the ledger, the strategy of strengthening
the dollar with Saudi funds undermined the industrial base, along with
industrial work forces. Stated simply, the strong dollar policy artificially
increased the importation of foreign-manufactured products while
reducing exports, thus generating deterioration of the U.S. industrial
sector.'® It is important to emphasize that this policy reflected an inten-
tional choice among various options.

An alternative policy would have been to favor industry, which
was a viable possibility. In 1973, Under-Secretary of State for Economic
Affairs William Casey observed that the United States might solve its
problems through an “export-oriented business strategy, a devalued
dollar, and U.S. government pressure on other countries to open their
markets”'* Continued devaluations would have risked undermining
confidence in the dollar as the world’s currency, but this was not an
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insuperable barrier. From the Council of Economic Advisers, Marina
Whitman advocated simply abandoning the dollar’s key currency status
altogether.’” Even so mainstream a figure as David Rockefeller contem-
plated a new international currency as a replacement for the dollar,'*
possibly based on an expansion of the IMF’s program of special drawing
rights.'” Secretary Simon disregarded these alternatives, as he opted for
a strategy of bolstering the dollar with foreign funds.

From Simon’s standpoint, the influx of petrodollars accomplished
two goals: while enhancing American power, the petrodollar inflow
also supercharged the financial sector in which Simon had worked
throughout his adult life. The inflow enabled the “financial sector to
unleash itself,” in the colorful phrase of one official.'* The strategy of
drawing in foreign capital would play out well into the twenty-first
century, attracting investors from all over the world, who would be
lured into Treasury bonds and private-sector capital markets, further
strengthening the dollar.'

Through multiple presidencies, the Treasury Department facili-
tated this influx of foreign funds, pressuring governments around the
world to deregulate their own financial systems to make more funds
available to finance the U.S. debt."*> As a result of this external funding,
the United States was able to maintain its superpower status long after
the 1974 Jeddah agreement. While American officials clearly appreci-
ated the prestige that was associated with governing a superpower, this
prestige was achieved at high cost to the domestic economy.

HOW GLOBALIZATION UNDERMINED THE NEW DEAL

Hot ladles and steel and men working. Then it was gone.
—RESIDENT OF YOUNGSTOWN, OHIO!#

Over the long term, the trends discussed in this chapter would trans-
form the economy, generating changes that proved fundamental and
irreversible. First, the deregulation of international finance during the
Nixon presidency set a precedent for future rounds of deregulation that
played out over an extended period.'** As one analyst stated the matter,
“The deregulatory ball once pushed developed a momentum of its
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own.'* Deregulation would occur in phases, gradually sweeping away
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the last vestiges of New Deal restrictions, producing a take-off in the
financial sector. The take-off began with the 1971—1973 deregulation of
international exchange rates and the resulting surge of the Euromarket;
this financial surge was enhanced in 1980, when domestic interest rates
were deregulated as well."*® Following this take-off, finance would no
longer exist as a support mechanism for industrial production—as orig-
inally intended by the framers of Bretton Woods—but would emerge as
a leading sector in its own right, accounting for 44 percent of all corpo-
rate profits by 2002.'%’

The ascent of finance came to affect every facet of the domestic
economy. It had an especially pronounced effect on manufacturing,
which also began emphasizing financial activity; vehicle manufacturers,
for example, would often look to their auto loan departments as their
main profit centers.'® At the same time, corporate executives pursued
short-term stock gains for their companies, thus achieving “shareholder
value,” while avoiding long-term investments in capital equipment. The
growth of finance thus played a significant role in promoting deindustri-
alization, a point that is widely recognized in both the academic literature
and the business press.’** According to Forbes magazine, “the financial
industry has pursued short term financial returns over long-term goals
such as technology and product development investments. . . . [These
trends] have played a major role in the decline of manufacturing. . . .
There was more profit in making money from money rather than in
engineered products”*® Stated plainly, the economy became geared
toward financial speculation instead of manufacturing, promoting the
effective dismantling of industry—in short, deindustrialization. The
advent of deindustrialization inaugurated a historic shift. During World
War II, it had been commonplace to extol the “immense potential of
American industry;,’ to quote Charles de Gaulle;'*! by the late 1970s,
however, such ideas had come to seem quaint, as America’s vaunted
industrial base began to disappear. The high-paying jobs associated
with this industrial base also disappeared.

A second aspect of industrial decline was the 1974 agreement with
Saudi Arabia for the recycling of petrodollars, as well as the inflows
of foreign capital that followed the agreement. With access to external
funds, U.S. authorities no longer needed to promote exports to balance
their international accounts. The result was an artificially strong dollar,'*
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which contributed to America’s great power status while accelerating
the decline of industry. According to the Stanford economist Ronald
MacKinnon, the influx of foreign funds “speeds up the pace of deindus-
trialization in the United States. . .. [It aggravates industrial decline] well
beyond that experienced by other mature industrial countries”'** And
the influx of foreign funds that followed from the Saudi deal enhanced
still further the ascendancy of finance within the domestic economy,"*
further intensifying financialization and the resulting industrial decay.

A third trend has been the globalization of manufacturing, which
closely tracked the growth of the Euromarket and the globalization of
finance following the Nixon Shock. As a result, U.S. manufacturing
increasingly migrated overseas, often to low-wage countries that lacked
union protections, minimum wage laws, and social safety nets. Man-
ufactured products from these countries were then exported back to
the United States, contributing still further to deindustrialization.'*
The New York financier Robert Johnson later remarked that “capi-
tal has wings. . . . [It] can deal with twenty labor markets at once and
pick and choose among them. Labor is fixed in one place,” presenting
a systematic disadvantage for labor.'* There also was an important
psychological component to globalization: The mere threat that a com-
pany might move production overseas would often prove sufficient to
frighten workers into accepting reduced pay, benefits, and job security
while undermining unions, a strategy that business interests would use
repeatedly with considerable effect.'*’

And beyond the United States, Mont Peélerin economics spread
around the world with massive private-sector backing, thus establishing
the global model, widely copied in every region, on all continents."*® The
increasingly internationalized economics profession promoted these
laissez-faire trends, giving clear direction to policy makers. Deregula-
tion and fiscal austerity defined the new standards. In addition, MPS
conferences propagated laissez-faire ideas in overtly ideological terms,
especially in Latin America. According to a Guatemalan economist who
attended a 1980 MPS gathering, “The meeting served as an intellectual
weapon which we need to win the ideological war”'*

University of Chicago—trained economists, “los Chicos de Chicago,
helped restructure the Chilean economy into one of the most deregu-
lated in the world during the dictatorship of General Augusto Pinochet,
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thus establishing Chile as a free market beacon, inspiring conservatives
throughout the region.’ In 1979, Margaret Thatcher came to power in
Great Britain with support from a series of business-funded think tanks
(closely linked with counterparts in the United States), inaugurating a
free market transformation while establishing yet another beacon.™™

The phenomenon of deep lobbying was now playing out on a global
scale, fighting the war of ideas with impressive results. The strategy
that had worked so well in advancing free market ideology within the
United States was now being projected outward. By the 1980s, even
such communist states as Yugoslavia, Hungary, and Poland had begun
adopting market mechanisms in line with the new orthodoxy, often
accompanied by austerity and reductions in living standards.'**> These
overall trends were encouraged and to some extent orchestrated by
the U.S. Treasury Department—backed by the prestige of American
hegemony—working in close cooperation with private-sector capital
markets. Indeed, the Columbia University economist Jagdish Bhag-
wati later expressed alarm about the growing power of a “Wall Street-
Treasury Complex,’"** which was coaxing countries to deregulate their
economies, setting them up for later financial crises. And international
organizations, including the International Monetary Fund, advanced
market-based programs among less developed countries, especially
those experiencing economic distress."** This was truly “The Age of
Milton Friedman,’*** as his ideas expanded globally; it was the global-
ization of free market economics.

Contrary to popular misperception, however, the worldwide turn
toward market mechanisms has not been associated with improved
macroeconomic performance in terms of expansion of gross domestic
product.’®® World Bank data in figure 5.1 show declining rates of GDP
growth after 1973—during the period of global deregulation—and
this reduced growth persisted over many decades. The widespread
view that deregulation has coincided with exceptional worldwide
dynamism is a myth. While some countries have benefited during
this period, the average rate of global growth has been unimpressive.
Overall, the Age of Milton Friedman has been one of diminished eco-
nomic performance.

The process of globalization has clearly weakened the capac-
ity of governments to regulate economic activity and ameliorate the
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effects of stagnation, as well as the unemployment that results from
stagnation. Specifically, the use of fiscal policy to raise employment
levels and living standards has been complicated by the problem of
“fiscal leakage,”’® whereby the effect of government spending is dis-
sipated as some of the funds leak out internationally, as a by-product
of globalization. Similarly, the effects of austerity policies undertaken
in other countries leak inward, further frustrating policy makers. And
countries pursuing expansionary, employment-generating policies ran
the risk of having their currencies attacked by Euromarket traders,
undermining their efforts.

In the United States, speculative attacks proved to be major chal-
lenges for President Jimmy Carter, who responded by abandoning his
policy of fiscal stimulus altogether.'*® Indeed, all over the world, states
found it increasingly difficult to implement policies aimed at reducing
unemployment or raising wages, or economic planning more generally.
The new order of financial liberalization constrained policy makers’
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freedom of action and reduced their ability to depart from the free
market consensus—just as the MPS economists had intended.

In addition, international tax havens in the Cayman Islands and else-
where have undermined the ability of countries to tax assets and raise
revenues and thus fund employment-generating domestic programs,
while they have contributed to the growth of great fortunes and the con-
centration of wealth. The origin of such offshore havens can be traced
back to the 1970s, and their growth closely tracked the deregulation of
finance and the ascent of the Euromarket. According to the economist
Susan Strange, the rise of such havens was encouraged by U.S. policy;
their growth “could easily have been checked at any early stage” if policy
makers had been interested in doing so." Policy makers thus chose to
enable the creation of tax havens, just as they chose to enable the global-
ization of finance more generally, which undergirded the tax havens.

The changes in U.S. foreign economic policy that occurred in the early
1970s assumed a character different from that of the issue areas dis-
cussed in the foregoing chapters. Previously, we saw that policy changes
required massive public relations and lobbying efforts designed to rally
elite and mass opinion in favor of a conservative turn. In the case of
foreign economic policy, however, public lobbying proved unnecessary,
given the abstruse nature of the topic. Hardly anyone outside profes-
sional economics circles understood the intricacies of exchange rate
policy or the balance of payments. As a result, a handful of specialists,
led by Milton Friedman and several other economists associated with
the MPS, were able to achieve decisive influence, working behind the
scenes without fanfare. The targets of their efforts were an equally small
number of specialist policy makers, mostly in the Treasury Department.
In advancing their lobbying campaign, MPS economists worked in tan-
dem with financial and other corporate interests who sought to benefit
from deregulation, notably Walter Wriston of Citibank.

Whether the American public realized it or not, the policy changes
that resulted from this lobbying would have a major impact on their
living standards. And at the international level, the rightward turn that
began in U.S. economics departments and think tanks would soon drive
a worldwide transformation of considerable proportions. America’s
right turn had gone global.
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CHAPTER SIX

The Triumph of Laissez-Faire

The standard of living for the average American has to decline.
—PAUL VOLCKER, FEDERAL RESERVE CHAIR

[When] Volcker approached the podium at the American Bankers Assn.
convention, the band broke into strains of “Mr. Wonderful”
—TOM REDBURN, LOS ANGELES TIMES

In the overall story of America’s rightward shift, the conclusive stage
occurred during the presidency of James Earl Carter, the topic of the
current chapter. A key event in his presidency was the 1979 appointment
of Paul Volcker to head the Federal Reserve, a decision that would prove
instrumental in redistributing wealth and income toward the privileged
classes at the expense of the less privileged. Carter also pioneered the use
of deregulation as a means of restraining organized labor, with damaging
effects on working-class living standards. While previous chapters dis-
cussed Carter’s rightward move on foreign policy, this chapter empha-
sizes his simultaneous move on domestic policy. The Carter presidency
marked a decisive historical turning point, when all the accumulated
tensions of the decade came to a head. By the end of his presidency,
business elites finally achieved their objective of ending the New Deal
class compromise, thus restructuring the character of American politics.

JIMMY CARTER, CORPORATE DEMOCRAT

It seems easy to understand why the Democratic establishment accepted
Jimmy Carter as its presidential nominee in 1976, since he appeared
to resolve many of the dilemmas that had long vexed the party. As a



southerner, he offered the possibility of regaining support from white
voters in the former Confederacy, whose party loyalties had been
strained by the civil rights movement. On the other hand, Carter pre-
sented himself as a new type of southern politician, one who was com-
fortable with integration and racial equality.! While serving as governor
of Georgia from 1971 to 1975, he established positive relationships with
the state’s Black leaders, who became some of his most enthusiastic sup-
porters when he ran for president.? Indeed, it was the African American
vote that proved decisive in his later electoral success.

Furthermore, Carter was a born-again Christian who openly used
religious language and taught Sunday School, thus gaining support
from Protestant ministers and socially conservative voters while also
holding moderately progressive views on women’s rights and abortion.
As a graduate of the U.S. Naval Academy, he could reclaim the mantle of
patriotism for the Democrats, and his image as a simple peanut farmer
from a small town projected a halo of populism. It seemed Carter would
renew the New Deal coalition while overcoming the cultural and racial
conflicts that were so debilitating for the Democratic Party and the
country at large. Carter would surely find some middle ground, or
so it seemed.

Carter offered another advantage for Democrats: his excellent busi-
ness connections. These connections were forged during his single
term as governor of Georgia through his chief of staff, Charles Kirbo,?
who had previously served as a senior partner in the Atlanta law
firm of King & Spalding. Kirbo “provided Carter with a crucial link
to Georgia’s key corporate interests,” including the state’s leading
enterprise, the Coca-Cola company, one of King & Spalding’s clients.*
Coca-Cola’s board chairman, J. Paul Austin, actively promoted Carter’s
image both statewide and nationally. Austin used his influence with
Time magazine executives and urged them to showcase Carter’s accom-
plishments.® As a result, Carter’s face appeared on Time’s cover in 1971
in a lead story on southern governors, presenting him for the first time
to a national audience. Carter was emerging as the avatar of a racially
tolerant “new South”

Carter also undertook a series of trips to Europe, Latin America,
and the Middle East aimed at advancing the state of Georgia in interna-
tional commercial circles (and perhaps burnishing his own credentials
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as a future presidential candidate). According to one study, Carter “had
assistance on these junkets from Coca-Cola. . . . With its offices all
over the world and with its resources and expertise, the soft drink firm
resembles a private version of the State Department,” proving useful to
the ambitious governor.

Carter further advanced his standing when, in 1973, he had a dinner
meeting with David Rockefeller, president of Chase Manhattan Bank
and chairman of the Council on Foreign Relations. Rockefeller was in
the process of forming a new international discussion and network-
ing group, the Trilateral Commission, to comprise prestigious figures
in government and the private sector from the United States, Western
Europe, and Japan. The purpose of this new commission was to improve
cooperation among the three international power blocs, which had been
severely frayed by tensions associated with the Vietnam War. Rockefel-
ler was sufficiently impressed with Carter that he invited the governor
to participate in commission meetings,® enabling Carter to establish
amicable relationships with some of the most powerful business figures
in the world. The dinner with Rockefeller and the resulting Trilateral
Commission membership helped elevate Carter from a parochial south-
ern politician to a figure of national and international prominence.

It should come as no surprise that elite interests were solicitous of
Carter, given his firmly procorporate outlook. Records of the Trilateral
Commission from 1973, stored at the Rockefeller Archive Center, pres-
ent these comments: “Governor Carter said that in ten countries he had
recently visited, the personnel of U.S. MNCs [multinational corpora-
tions] were often better informed than the people in the U.S. embassies;
he urged the [Trilateral Commission] to educate public opinion on how
MNCs and governments can cooperate” Carter thus admired MNCs,
and he added, “Ultimately governments should emulate the interlocking
of the international business world”® Both publicly and privately, Carter
presented himself as a probusiness politician.'

Coming from the South, Carter had little interest in labor unions.
One of his closest aides would later observe, “There were no unions
down there [in Georgia] when he was growing up. . . . [Labor unions]
were alien to his background and style of governing. You didn’t govern
when you were Governor of Georgia by worrying about the AFL-
CIO! Though he never developed direct ties to Milton Friedman or
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the Mont Pélerin Society economists in Friedman’s orbit, Carter held
reliably conservative views on economics, many of which were compat-
ible with those of Friedman. Carter was especially keen on deregulating
the economy, the need to “free” the market from governmental control.
This objective was evident even before the presidential inauguration.

Carter’s secretary of agriculture, Robert Bergland, later recalled
his first interview with Carter after the 1976 election, in which the
president-elect emphasized his predilection for deregulation: “[He] was
very strong on letting the marketplace sort things out. . . . A Democrat
could do these things that a Republican couldn’t have done on matters
like deregulation” With regard to the specific area of agriculture policy,
Carter asked Bergland, “Would you be comfortable in getting rid of . . .
a lot of these old 1930s vintage New Deal regulatory authorities[?]” And
Carter opined, “I think we ought to get rid of all we can get rid of’*?
In reality, the Nixon administration had beaten Carter to the punch,
having deregulated agriculture to a considerable degree.”® But these
statements underscore a basic fact: Carter was a true believer in dereg-
ulation. As president, he would become a champion of deregulation,
setting aside New Deal regulatory structures, with reliably detrimental
effects on workers.

Finally, at an ideological level, Carter was very much a conservative,
especially on economic matters. During the 1976 campaign, he “ran to
the right of his Democratic challengers for the Democratic nomina-
tion,” in the view of White House aide Stuart Eizenstat.'* According to
another presidential staffer, “Carter would never use the word liberal in
describing himself . . . [He] thought of himself as being conservative”*®
And in 1978, the president himself acknowledged, “In many cases I feel
more at home with the conservative Democratic and Republican mem-
bers of Congress” than with the liberals, even though “the liberals vote
with me much more often*

In appointments to his presidential cabinet, Carter selected impec-
cably mainstream figures while cementing close ties to the Business
Roundtable, U.S. Chamber of Commerce, National Association of Manu-
facturers, and, of course, the Trilateral Commission."” The commission’s
director, Zbigniew Brzezinski, became Carter’s national security adviser.
The Carter administration appears to have had an especially close rela-
tionship with the Business Roundtable, according to Fortune magazine:
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“The White House’s favorite lobby was the Business Roundtable.
Whenever the President wanted the counsel or the help of business,
says an aide, “They [the Roundtable] were the first group we'd turn to’”*®

Carter also established ties to AT&T, General Electric, and Dupont,
whose executives constituted an informal “corporate brain trust,” to
advise the new president on economic matters."” And the new president
retained his long-standing connections to Coca-Cola executive Austin,
who enjoyed “regular access to the Oval Office;” according to a recent
biography.”® During the first two years of his administration, Carter’s
intimacy with the corporate sector was often noted in the press. An
article in the New York Times stated, “Big business has the ear of Jimmy
Carter, Democrat, to a greater degree than was true of Richard M.
Nixon or Gerald R. Ford, Republicans, and some in the business estab-
lishment . . . say they are getting along better with Mr. Carter than they
did with predecessors.*! It is fair to conclude that the Carter presidency
began as one of the most business friendly in recent history.*

President Carter liked to present himself as a fiscally prudent
technocrat who, in close cooperation with the private sector, would
manage the economy toward greater efficiency. Perhaps, in a different
and more placid era, the president would have been reasonably effec-
tive in this capacity and even popular with the public. The 1970s were
anything but placid, however, and Carter was thrust into the position
of being not merely a conservative president but an austerity presi-
dent, one who presided over a reduction of living standards for average
Americans. And for a large part of the population, austerity would become
a permanent way of life.

THE LAST GASP OF THE NEW DEAL

Despite his conservative bent, Carter was nevertheless a Democrat,
and his party leaned somewhat more to the left on economic matters
than the president himself. And however much Carter disliked unions,
he nevertheless had to make some gestures of support to this key
Democratic constituency. In 1977, sizable portions of the private sector
remained tepidly receptive to the class compromise established by Frank-
lin Roosevelt (although that would soon change). Based on all these
considerations, Carter began his presidency with a burst of reform.
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Given his instinctive conservatism, it remains open to question how
positively he really viewed these reforms, especially in the area of eco-
nomic policy. Whatever his personal reservations, President Carter
began with the appearance of a traditional liberal.

The reform phase of the Carter presidency did achieve some suc-
cesses, especially in environmental policy, with passage of the 1977 Surface
Mining Control and Regulation Act, which regulated “strip mining” and
reduced its environmental damage.” His energy program emphasized the
importance of conservation and the development of renewable energy,
including solar.** He later added solar panels to rooftops of the White
House. In his appointments to the federal judiciary, Carter selected sizable
numbers of African Americans, Hispanics, and women.” In foreign pol-
icy, too, he achieved significant successes, including the Panama Canal
treaty, which terminated U.S. control over the canal zone and improved
America’s image in Latin America; and the Camp David accords between
Israel and Egypt, which ended the long-standing state of war between the
two countries. In 1979, President Carter formally recognized the People’s
Republic of China, going beyond the de facto recognition that had been
established by President Nixon.

The centerpiece of Carter’s economic program was a fiscal stimulus
package, use of government spending to alleviate unemployment. The
country was still recovering from the 1973-1975 recession, the worst
since the Great Depression. Though the economy was officially in recov-
ery mode when Carter assumed office, the rate of unemployment—
7.5 percent in January 1977—remained stubbornly high (see table 6.1).
White House staffers were well aware that high unemployment was
one of the principal factors that had discredited Carter’s predecessor,
Gerald Ford, and enabled his electoral defeat. It should also be noted
that deindustrialization continued to eliminate whole categories of
high-paying jobs, a process that proceeded well into the Carter presi-
dency. In 1977, the Youngstown Sheet and Tube company closed a major
plant in northeast Ohio; this closure eliminated fifty thousand jobs over
the next several years.?

However fiscally conservative President Carter may have been in
principle, he recognized the imperative to raise employment levels.
He signed into law a $20.1 billion stimulus package ($8s.5 billion in
2020 dollars) that aimed to create jobs through federal spending, with
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TABLE 6.1
U.S. unemployment rate, 1975-1982

Month Unemployment rate (%)
May 1975 9.0
November 1976 7.8
January 1977 7.5
May 1977 7.0
December 1978 6.0
July 1979 5.7
December 1979 6.0
August 1980 7.7
November 1980 7.5
July 1981 7.2
November 1982 10.8

Source: U.S. “Unemployment Rate,” by month, from January 1948, FRED Economic Data,
Federal Reserve Bank of St. Louis, accessed November 3, 2023, https://fred.stlouisfed.org/series
/UNRATE. Based on data from U.S. Bureau of Labor Statistics; figures are seasonally adjusted.

a special emphasis on the building of “libraries, municipal buildings,
schools, sewage treatment plants” The May 1977 spending package was
especially “targeted to areas hardest hit by unemployment”*

The effects of the stimulus were modest; the amount of federal
spending was simply too small to have much effect. The unemploy-
ment rate did gradually drop through Carter’s first years in office, finally
reaching a nadir of 5.7 percent in July 1979. But unemployment had been
dropping months before the stimulus began. Unemployment during the
Carter presidency remained well above historical averages for the post—
World War II era. And we will soon see that toward the end of Carter’s
term, unemployment rose again, permanently wiping out whole classes of
blue-color jobs, and they would never return. The very limited nature of
President Carter’s stimulus program reflected his conservative ideology.
The Congressional Black Caucus was advocating full employment as a
permanent government policy, to be guaranteed in law, as embodied in
early versions of the Humphrey-Hawkins bill.*® But Carter rejected the
idea of full employment as going against the need for fiscal restraint.
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When viewed comparatively, Carter’s first-year economic policies
differed little from those of his Republican predecessor, Gerald Ford.
In a later oral history, Ford’s former adviser, Alan Greenspan noted that
Carter’s early policies “were not really very different from those Ford
probably would have followed” had he been reelected.” In a similar vein,
the MIT political scientist Walter Dean Burnham concluded, “Carter’s
essential economic policies were Republican policies”® And the funda-
mentally “Republican” character of Carter’s presidency would become
more pronounced over time.

THE END OF THE NEW DEAL

The policy of stimulus did not last long, as it was challenged by rising
price levels. Inflation had been an entrenched problem since the late
1960s, and it began spiking toward the end of the decade (see table 6.2).
The 1977 stimulus was widely viewed as a contributor to inflation, and
it was accordingly abandoned.

The overall significance of inflation is open to debate. As we
discussed at length in chapter 2, inflation posed a special danger for

TABLE 6.2

Average annual rates of inflation, 1975-1983

Year Annual rate of inflation (%)
1975 9.1
1976 5.7
1977 6.5
1978 7.6
1979 11.3
1980 13.5
1981 10.3
1982 6.1
1983 3.2

Source: U.S. “Inflation, Consumer Prices in the United States,” 1960—present, FRED
Economic Data, Federal Reserve Bank of St. Louis, accessed November 3, 2023,
https://fred.stlouisfed.org/series/FPCPITOTLZGUSA.
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the affluent, since rising prices reduced the value of accumulated
assets, held disproportionately by the highest income earners, a point
acknowledged even by former Nixon’s economic adviser, Herbert Stein.*!
In 1979, Business Week pronounced “the death of equities,” because
“inflation is destroying the stock market”** But contrary to popular
misconception, inflation was somewhat less of a burden for most
working- and middle-class Americans. The main effect of inflation was
to redistribute resources from the wealthy to the less wealthy, according
to a study of inflation during the period 1969—-1976.% Similar results
were produced by a Brookings Institution researcher, as published in a
congressional report.**

Whatever the facts, there was a widespread assumption in the
Carter White House that inflation was the most important economic
challenge and that all other challenges—most notably unemployment—
were secondary.*® The crusade against inflation would evolve into a
national obsession and a basic factor in President Carter’s turn toward
austerity. Anti-inflation also served to justify economic policies that
favored the wealthy.

The president’s January 1978 State of the Union address outlined
“alean and tight” federal budget**—in accord with his new anti-inflation
objective—which presented no significant initiatives aimed at generat-
ing employment, raising incomes, or alleviating poverty.?” An analysis
in the Wall Street Journal observed that “the budget destroys some old
Carter campaign promises” of enhanced social spending and urban
revitalization. The budget was bound to anger “Blacks and big city
mayors.** Significantly, military spending had been exempted from
austerity in the new budget. And in 1979, Carter would initiate sub-
stantial increases in military spending,® effectively diverting money
from domestic social programs.

President Carter was not yet ready to advocate policies that
deliberately depressed employment and living standards as a formal
objective—though that would soon be coming. Carter often claimed
that in introducing budgetary austerity, he had no choice, being con-
strained by circumstances beyond his control, most notably the vex-
ing problem of inflation. The phrase “no alternative” appeared multiple
times in his speeches. In a 1978 speech in Tennessee, for example, the
president declared, “As President, I have no alternative except to bring
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inflation under control,”* with the strong implication that austerity was
a severe but unavoidable solution to inflation.

In reality, however, there were always alternative policies available to
the president. He could have substantially raised taxes for high-income
brackets.* If it was necessary to reduce consumption as a means of
controlling inflation, he could have achieved that through progressive
taxation of those who were most able to afford it. As one economist
stated the matter, “Fighting inflation means squeezing somebody”*
Accordingly, the administration could have squeezed the affluent.
Another option was to restrain inflation through reduced military
spending, thus opting for butter over guns. Yet a third option would
have been to allow prices to continue rising, on the assumption that the
main effect of inflation was to redistribute income, at least somewhat
attenuating the burdens on the less privileged.

These alternative courses of action were never attempted or even
given serious consideration. The fight against inflation would in fact
rely on austerity at the expense of “the average American” Carter liked
to believe that he was forced into a policy of austerity, but this consti-
tuted a political choice, not a necessity. And for most people, the cure of
austerity would prove far worse than the disease of inflation.

Carter’s budgetary conservatism was associated with a much more
generalized shift, initiated in 1978, in all policy areas. This shift was
evident at both the executive and congressional levels. Congress pro-
duced a series of highly regressive tax reforms that raised payroll con-
tributions for Social Security—effectively raising the tax burden on
lower-income groups—while cutting taxes for investors. Despite reser-
vations, Carter signed the legislation into law.** In describing the new
tax cuts, Barron’s was full of praise: “The Revenue Act of 1978 looms as
a fiscal landmark. . . . Investors especially have benefitted tangibly with
a less onerous capital gains level. . . . Corporations also have shared
in the largesse. Besides enjoying a hefty tax cut, they have won more
liberal depreciation rules” Barron’s concluded that the it was “the best
piece of tax legislation to come down the pike in a long while”** The
president dropped the idea of universal health care as too inflationary,
thus reneging on a campaign promise.** He made half-hearted efforts
to create a new consumer protection agency, but this proposal was
defeated in Congress due to strong corporate lobbying spearheaded
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by the Business Roundtable.*® The interests of organized labor were
largely ignored:*” Fortune magazine reported “Seething Impotence in
the Labor Camp,” partly due to a lack of presidential support.*

The president’s relationship with labor worsened in 1979, when he
bailed out the failing Chrysler Corporation with federal loan guarantees;
the bailout was conditioned on extensive layoffs combined with cuts
in pay and benefits for those who remained. The Chrysler austerity
program had a far-reaching impact on the entire automobile industry,
as described by the labor historian Nelson Lichtenstein: “As the com-
pany slashed its payroll and closed many of its older urban factories,
Chrysler employment dropped by 50 percent. Deunionization swept the
auto parts sector while pattern bargaining among the Big Three domes-
tic [auto] producers was broken for a decade’”® These working-class
setbacks might have been counteracted by federal programs aimed at
raising wages and boosting employment levels, as had been proposed
by the Black Caucus in early versions of the Humphrey-Hawkins bill,
but the president firmly rejected this possibility. Austerity would soon
be imposed on every level of the economy.

DEREGULATING AMERICA

I'd love to see the Teamsters to be worse off. I'd love to see the
automobile workers to be worse off.

—ALFRED KAHN, FORMER WHITE HOUSE ADVISER
AND DEREGULATION ADVOCATE>

In 1978, the Carter administration began large-scale deregulation of the
economy, starting with air travel and later extending into other sectors.
The initiative was spearheaded by Alfred Kahn, a Cornell University
economics professor appointed to head the Civil Aeronautics Board
(CAB). The airline industry had been heavily regulated since the estab-
lishment of the CAB in 1938 as part of the overall New Deal regulatory
program.”® The board allocated routes to specific airlines, restricting
access to the aviation market while protecting existing airlines and their
unionized workforces, thus boosting both wages and profits.

At first glance, the CAB seemed an easy target for reform, since it
produced monopoly rents for vested interests while increasing airfares
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and limiting productivity. From the standpoint of market economics, it
looked like a straightforward case for deregulation, one that was sure
to produce long-term benefits for the public*>—although this assump-
tion proved a complete delusion, as we shall see. Deregulation was also
viewed as a simple way to reduce consumer prices in specific sectors,
thus alleviating inflation.*

It appears likely that deregulation also aimed to lower wages in reg-
ulated sectors and more generally as well. This objective was strongly
implied in Kahn’s public statements (including his earlier quote). And
in a speech before a group of securities analysts in New York City, Kahn
stated, “The necessary sharing of resultant benefits between employees
and the providers of capital is somewhat out of proportion today”**—a
delicate way of saying that wages were too high and had to be lowered.
He displayed compassion for corporate executives and the regulatory
challenges they faced. In a letter to one executive, Kahn lamented that
“companies you work for . . . did terribly badly during the entire first
half of this decade, when they were more tightly regulated than ever in
their history”®> At the same time, Kahn emphasized that he was a polit-
ical liberal—“I have all my life strongly believed in unions”**—which no
doubt made it easier to sell antiunion policies to the public. Deregula-
tion proved to be the opening salvo in an extended campaign against the
U.S. working class, setting the stage for the even more intense assault
that would come during the presidency of Ronald Reagan.

The doctrine of deregulation began as a right-wing idea among
Milton Friedman and other Mont Pélerin economists, later popularized
by business-funded think tanks.”” Certainly, Friedman and his colleagues
were delighted by the prospect of removing regulatory structures inher-
ited from the New Deal. Airline deregulation offered an early opportunity
to achieve this objective. By 1978, the idea had gained broad elite support,
including from the American Enterprise Institute®® and the National
Association of Manufacturers (although specific airline companies—
notably Delta and Eastern—remained opposed®). There was a growing
realization that deregulation was good for business, at least for most busi-
nesses. In addition, prominent liberals including Ralph Nader endorsed
the idea, thus climbing aboard the bandwagon.® President Carter himself
had long favored deregulation as a policy objective, and on October 24,
1978, he signed into law the Airline Deregulation Act.®® Consistent with
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the act, the Civil Aeronautics Board was gradually phased out, closing
down altogether in 1985.

In the end, the whole project would prove a failure, at least in terms
of lowering prices. After deregulation was implemented, airlines con-
solidated and then used monopoly power to raise ticket prices. The
consolidation might have been blocked by vigorous antitrust enforce-
ment from the Justice Department and Federal Trade Commission, but
antitrust had gone out of fashion after 1970, based on the increasingly
popular Mont Pelerin doctrine that monopoly was not a serious prob-
lem in a deregulated economy.®? The results were less than stellar. In a
retrospective analysis, the Northwestern University economist Robert
Gordon concluded, “There was no change in the real price of airline
travel in the decades after the 1978 deregulation act”®® On the other
hand, deregulation proved much more effective in depressing wages
in the airline industry, which fell significantly, setting a precedent for
reducing wages across multiple industries.®*

Whatever its actual effects, airline deregulation was celebrated
as a major accomplishment for the Carter administration, winning
bipartisan praise.®® In light of his achievements, Kahn was rewarded
with a new appointment as presidential adviser on wage and price
stability, in effect becoming the leading figure in the administration
dedicated to tackling inflation. And over the longer term, Kahn was
hailed by business-funded think tanks as a hero of deregulation. The
Cato Institute and the Mercatus Center have been especially effusive
in their praise of Kahn.®® The case of airlines generated further rounds
of deregulation, notably in the trucking and rail transport sectors,
which were deregulated in 1980.%” In addition, oil prices were decon-
trolled as a means of achieving energy conservation through market
mechanisms.® The deregulation of trucking had an especially pro-
nounced effect in cutting wages and worsening working conditions.
After deregulation, trucking became the “sweatshops on wheels,
according to one study of the industry.®

Perhaps the most important instance of deregulation was the
Monetary Control Act of 1980, which terminated New Deal restric-
tions on bank lending.” Most notably, the act effectively repealed Reg-
ulation Q, which had capped interest rates since 1933.”* Thereafter,
banks faced no federal restrictions on interest rates, and they raised
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bank service fees for consumers and small businesses. The act also
exempted mortgages from state usury laws, raising rates for new
homeowners, thus increasing the burden of debt.”> It seems fair to
conclude that the Monetary Control Act was “a gift to the banking
community;,” as noted in one study.” The overall result of financial
deregulation was a sustained expansion of credit in the economy. In
time, college students would also become heavily indebted through
a new model of higher education that would be based on debt, while
creating new markets for creditors.”

The Monetary Control Act was long in the making. The Nixon
administration had deregulated finance at the international level, with
the move to floating exchange rates in 1973, and in 1980, President
Carter deregulated finance at the domestic level, thus building on
Nixon’s achievement. The result was a “financialized” U.S. economy,
one that became gradually more and more geared toward speculative
investments in the financial sector instead of long-term improvements
in manufacturing. For investors, deregulation of finance proved highly
advantageous, as it opened up profitable arenas of activity with rela-
tively quick returns; and there was the unstated assumption of a federal
bailout in the event that investments went badly, especially for institu-
tions that were “too big to fail” For America’s working classes, however,
financialization would prove less positive, as it would wipe out whole
classes of industry”® as well as the high-paying jobs that industry had
long provided.

PROPOSITION 13

Let us pause our discussion of the Carter presidency to consider the
larger context. During the late 1970s, both political parties began
moving right on economic policy. For Democrats, there was a tendency
to remain liberal on social issues, such as environmentalism and women’s
rights—which distinguished them from Republicans—while adopting
increasingly conservative stances on economics. Nowhere was this ten-
dency more evident than in California, with the 1974 election of Jerry
Brown as governor. Youthful and telegenic, Governor Brown combined
a quirky, New Age style with an antigovernment rhetoric reminiscent of
the libertarian right. Although he was a Democrat, Brown’s economic
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conservatism was sufficiently authentic that he impressed William F.
Buckley’” as well as Brown’s predecessor, Ronald Reagan. According to
an analysis by the American Conservative, “Governor Brown was much
more of a fiscal conservative than Governor Reagan. . .. In Brown’s first
year in office, Reagan’s director of programs and policies joked that his
old boss ‘thinks Jerry Brown has gone too far to the right!””® Brown
reduced government spending so quickly that he accumulated a massive
surplus in the state budget. Though Brown was proud of this surplus, it
had the unintended effect of fueling one of the largest and most success-
ful anti-tax movements in U.S. history.

The move toward tax cuts began in California during 1977-1978
with the advent of Proposition 13, which proposed a major reduction
in property taxes combined with a state constitutional amendment
requiring a supermajority of two thirds of the legislature to pass any tax
increases; it also proposed restrictions on new taxation by localities.
The tax cut was presented as a reasonable response to conditions of
fiscal surplus created by Governor Brown.

The placing of Proposition 13 on the ballot was directed by Howard
Jarvis and Paul Gann, longtime conservative activists. Their campaign
was backed by small- and medium-size enterprises, especially owners of
apartment buildings and rental properties. The Apartment Association
of Los Angeles County played an instrumental role in supporting and
financing the campaign; Jarvis himself had once worked as executive
director for the group. Local chambers of commerce endorsed it.”” The
proposition was also endorsed by Libertarian Review and the associated
libertarian movement—which was in turn funded by the substantial
resources of the brothers Charles and David Koch, with their oil-based
wealth.® And the ubiquitous Milton Friedman—now at the Hoover
Institution in Palo Alto—argued in favor of the proposition based on
his long-standing hostility toward government taxation.®! It seems likely
that in arguing for Proposition 13, Friedman was reflecting the views of
corporate executives who had long backed his activities.

At the same time, at least some of California’s elite business estab-
lishment was initially cool toward Proposition 13, especially with regard
to the proposed supermajority for approving any future tax increases.
The proposition risked constraining the state’s response to future fiscal
crises, and this was viewed as excessively risky, even destabilizing.
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From San Francisco, the Bank of America publicly opposed the measure.®*
Friedman was incensed by this opposition: “Any business that comes
out against [Proposition 13] is absolutely insane. Business seems to have
this inclination toward self-destruction.”®® Much of the California polit-
ical establishment also opposed the tax cut, including even Governor
Brown, despite his antigovernment rhetoric.®*

When assessing the California antitax movement, one must con-
sider the overarching political atmosphere, which was becoming
hostile toward government programs in general—fueled at least in
part by years of campaigning by business interests, as well as busi-
ness-funded intellectuals at the American Enterprise Institute (AEI),
Heritage Foundation, and Hoover Institution. And Proposition 13
advocates held a decisive advantage: They showcased a program to
raise living standards, thus protecting citizens from growing economic
insecurity—or at least they projected the appearance of doing these
things. Their opponents on the left seemed to have no program at all,
especially after the failure of the Humphrey-Hawkins full employment
bill. For ordinary people, it seemed that only the right had answers.

On June 6, 1978, the proposition passed with support from
63 percent of voters, with high turnout. This decisive victory served
to energize right-wing activists throughout the country.® Whatever
reservations big business initially may have had about Proposition 13
evaporated after its triumphant passage. Barron’s applauded Califor-
nia’s “taxpayer revolt,” which was the “brightest hope for the futures
Antitax legislation was strongly supported by the National Tax Limita-
tion Committee, whose sponsors included current and former execu-
tives of the Ford Motor Company and Chase Manhattan Bank, and such
nationally prominent conservatives as Clare Boothe Luce—associated
with the Time-Life fortune—as well as M. Stanton Evans and General
Albert Wedemeyer.®”

In California, a series of new follow-up tax cuts were proposed as
a “Spirit of 13” campaign in 1979. The president of Chevron Oil helped
coordinate fundraising for the new campaign.®® From Washington,
Congressman Jack Kemp—with long-standing backing from the AEI
and a wide range of business interests®*—proposed substantial tax
cuts at the federal level. Forbes pronounced Kemp’s tax bill a “national
version of Proposition 13”°° Meanwhile, the American Conservative
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Union sought to use the growing tax revolt “to broaden our base and
increase our membership.?! Apparently, conservatives had found a
winning issue.

It is tempting to view these developments as indicators of a basic
change in public opinion in favor of the free market right, but the
evidence for that view is negative. In fact, public opinion polls through
the end of the 1970s showed relatively stable support for government
programs aimed at reducing poverty and economic inequality.”* It
appears that the change in public opinion during this period was con-
fined to the specific issue of tax reduction, which seemed like an easy
way to raise income levels in the short term in an era of weak macroeco-
nomic performance combined with high unemployment,” and when
the Democratic establishment presented no serious alternative programs
to address these concerns.

Whatever the situation with the general public, business was clearly
moving rightward with an accelerating momentum. Increasingly, exec-
utives began turning toward the unbridled free market viewpoints of
the investment banker William Simon, who had previously served as
Treasury secretary. Simon assumed a leadership role among business
conservatives during this period, and his influence was enhanced in
1978 with the publication of his best-selling book, A Time for Truth. It
was a conservative manifesto, advancing a familiar list of complaints:
“The government in the United States had grown too big, too bureau-
cratic, too wasteful, and too expensive; taxes are too high; . .. and unrea-
sonable regulation is stifling productivity”** The book attacked President
Carter in hyperbolic language. With regard to his energy conservation
program, “Carter proposed a strangling economic dictatorship . . .
an ‘energy police state’”*

Despite his lack of nuance, Simon had many powerful admirers, who
helped publicize A Time for Truth. The textile magnate Roger Milliken,
oil prospector Henry Salvatori, and retired Chase Manhattan president
George Champion all financed the book’s promotion,”® while John M.
Olin of the Olin Corporation joined the promotional campaign.”” Frank
Shakespeare of RKO General contacted more than three thousand
Republican activists and urged them to read the book.” The publication
of A Time for Truth helped galvanize the laissez-faire right, especially
within the corporate sector.
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In retrospect, the year 1978 represented an inflection point for U.S.
business.” By the end of the year, many previously moderate voices were
ready to set aside their moderation in favor of a free market revolution.
No matter how conservative President Carter’s actual policies were
becoming—no matter how far he leaned in favor of business—executives
had simply lost confidence in the president’s leadership, especially on
the key issue of inflation. The business press offered withering criticism:
Business Week condemned the President’s “deep-rooted ineptitude;
while Forbes pronounced him to be “almost totally ineffectual”’® The
Wall Street Journal denounced Carter’s policies while urging executives
to cease cooperation with the White House.'"!

The turn in U.S. business during this period was amply demon-
strated by the character of corporate contributions during the run-up to
the November 1978 congressional elections. While business donations
in 1976 had been evenly split between Democrats and Republicans,
these interests moved in a sharply Republican direction only two years
later: By 1978, donations from business-funded political action commit-
tees were going 62 percent to Republican candidates and only 37 percent
to Democrats.'®?

With this asymmetrical funding, right-wingers were in a position
to make significant gains, especially in the Senate, where such lib-
eral incumbents as Dick Clark of Iowa, Floyd Haskell of Colorado,
William Hathaway of Maine, Thomas Mclntyre of New Hampshire,
and Wendell Anderson of Minnesota were defeated for reelection,
reinforcing a conservative trend that was well under way. Given the
political changes in Congress, there would now be less pressure on
President Carter to veer away from the rightward course that he
seemed determined to pursue.'®® And the mass defections of Carter’s
business supporters likely intimidated the president and thus acceler-
ated his policy turn to the right.

A GROWING SENSE OF CRISIS

The year 1979 proved a crisis period for the Carter presidency, as accu-
mulated stresses reached a heightened level of intensity. The issue of
inflation had already become the overriding focus for the administra-
tion, yet this problem was steadily growing worse. The overthrow of
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America’s long-standing ally Shah Mohammad Reza Pahlavi of Iran gen-
erated turmoil throughout the Persian Gulf region and a substantial rise
in worldwide oil prices. The spike in oil prices raised the overall rate of
inflation, which reached double digits for the first time of the Carter
presidency, with a yearly average of 11.3 percent. Inflation was generat-
ing tensions at both the domestic and international levels.

From the City of London, Euromarket traders were again speculating
against the dollar, signaling a loss of confidence in U.S. leadership.'® Trad-
ers disposed of their dollars in favor of stronger and less inflation-prone
currencies. Repeated efforts to control speculation had failed. At one
point, Treasury Secretary Michael Blumenthal publicly reassured finan-
cial markets that the fundamentals of the U.S. economy remained sound,
but with no effect: “The speculators just laughed”'® Another concern
was the Kingdom of Saudi Arabia, whose government was one of the
world’s largest purchasers of U.S. Treasury bonds. The Saudis were con-
sidered a strong point in favor of stabilizing the dollar, but by the late
1970s, they were running out of patience. Saudi officials worried that
inflation was driving down the value of their dollar-denominated assets,
and in private meetings with Treasury personnel, they communicated
growing frustration.'%

Inflation was thus threatening the credibility of the dollar as the
world’s reserve currency and the overall credibility of U.S. power and
prestige. The timing was inauspicious, coming so soon after America’s
defeat in Vietnam and its humiliating departure from Saigon. And now,
at the end of the decade, American power was facing new military chal-
lenges, notably in the Persian Gulf. It seemed that the country’s status
as a superpower was under threat at both the military and economic
levels. Clearly, something drastic had to be done. The record of evi-
dence suggests that in the middle of 1979, President Carter resolved to
engineer a recession—which would prove the worst downturn since
the Great Depression, even worse than the mid-decade recession of
1973—1975. Austerity through recession would reduce inflation at the
domestic level, while the reduced inflation that resulted from austerity
would restore confidence in the dollar at the international level.

The president probably believed that a deepened austerity was the only
option open to him, that he had no alternative, as he stated repeatedly.
But once again, alternative policies could have been pursued: Carter
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could have terminated the dollar’s role as the international reserve cur-
rency, an idea that had been under discussion since the beginning of
the decade in the most mainstream policy circles.'” Within the State
Department, Under Secretary for Economic Affairs Richard Cooper
apparently favored this option.’®® And among professional economists,
there has long been a body of opinion that the advantages of having
the dollar as the international currency have been overestimated.'”
Discarding the dollar’s special international status would have reduced
the pressures in favor of austerity, but Carter evidently rejected that
possibility, opting instead for recession and elevated unemployment.
From the Treasury Department, officials grimly contemplated the
prospects for lowering living standards, immiserating large portions
of the population. They also sought to coordinate U.S. austerity pol-
icies with other governments. According to one Treasury document,
“Countries are going to have to work together . . . to obtain the public
support required for what will be very unpopular policies”'1

In orchestrating these “very unpopular policies,” President Carter
used the Federal Reserve as his chosen instrument. He sought to install
an anti-inflation hawk as head of its Board of Governors, who could
then begin the process of raising unemployment—putting people out of
work. Initially, Carter considered offering the job to David Rockefeller
of Chase Manhattan, given the man’s enormous credibility in financial
circles, but Rockefeller declined. With characteristic understatement,
Rockefeller explained his refusal this way: “As a wealthy Republican with
a well-known name, and a banker to boot, it would have been extremely
difficult for me to make the case for tight monetary policy and sell it to
a skeptical Congress and an angry public”!!!

In the end, Carter appointed Paul Volcker, a Rockefeller protégé.''
Having worked at Chase Manhattan, the Treasury Department, and
the New York Federal Reserve, Volcker, too, enjoyed credibility among
elite financial circles. And being less known to the general public than
Rockefeller was an asset for Volcker.'’* A nominal Democrat, Volcker was
nonetheless highly conservative on economic matters."'* His appoint-
ment offered hope that the president could repair his relationship with
the financial community and quiet its growing chorus of criticism. On
August 6, 1979, Volcker became chair of the Board of Governors of the
Federal Reserve System, opening a new chapter in U.S. economic history.
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President Carter would later seek to distance himself from Volcker’s

actual policies,'’

given their manifest unpopularity, insisting that the
Fed was acting independently. In retrospect, however, it seems likely
that Volcker was doing exactly what the president wanted him to do.
This was confirmed by Carter’s top domestic policy adviser, Stuart
Eizenstat, who later wrote in the Financial Times that Carter “appointed
Mr. Volcker to chair the Fed knowing full well what he planned”*!¢

The appointment signaled a radical change in policy, a change that
was immediately recognized by economists. One recalled, “I remember
sitting in the lounge at the National Bureau of Economic Research that
day [Volcker was appointed] when everyone, both economists friendly
to and opposed to the Carter Administration, understood what had
happened. . . . Carter had finally caved to Wall Street’s demand for an

aggressive attack on inflation without regard for the social costs'"”

“MILTON FRIEDMAN HAS FINALLY WON!”

As Federal Reserve chair, Volcker proceeded to raise interest rates
to extraordinary levels as a means of slowing economic growth and
restraining inflation. The prime rate charged by banks reached over
15 percent in 1980, the highest since 1929.""® The prime would reach
even higher levels in the early months of the Reagan presidency. Federal
Reserve policies reverberated internationally, often stunning world lead-
ers. German Chancellor Helmut Schmidt stated that interest rates were
the highest “since the birth of Christ”'"® The new interest rate policies
had the predictable—and no doubt intended—effect of driving the U.S.
economy into a deep recession, beginning in January 1980 and continu-
ing until November 1982. Unemployment eventually reached a peak of
10.8 percent.

In a technical sense, the 1980-1982 downturn was not one reces-
sion but two. The initial phase extended over the first six months
of 1980, followed by a year of very weak recovery; and then the
second phase began in 1981, which continued for an additional sixteen
months. But these two recessions can more appropriately be viewed as
a singular, integrated event, the classic “double-dip” recession.'®® This
extended recession had the effect of transforming the political econ-
omy. The reduced consumption associated with recession extinguished
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high inflation rates during the mid-1980s while permanently resetting
the distribution of wealth and resources—in an upward direction.'*
The international value of the dollar was finally stabilized, securing
U.S. financial leadership and the prestige associated with it. Volcker
himself would become a hero in elite financial circles, the first true
“celebrity” central banker.'*

For much of the population, however, the results were less positive
due to exceptionally high rates of unemployment and lowered liv-
ing standards. By August 1980, the unemployment rate had reached
7.7 percent,'” with Black unemployment at 14.6 percent.”” And these
figures do not include the large number of workers who faced growing
underemployment through reduced hours and wages.'* The feeling of
hard times among working-class Americans was nicely captured by the
folk singer Bruce Springsteen. In 1980, he sang “The River, a tale of
austerity, with the following lyrics:

I got a job working construction for the Johnstown Company.
But lately there ain’t been much work on account of the economy.
Now, all them things that seemed so important,

Well Mister, they vanished right into the air.'*

In addition, the Fed’s high interest rate policies triggered bankruptcies
among small businesses and family farms, which were highly depen-
dent on credit. A prominent economist once asked Volcker “how he
thought monetary policy worked to crush inflation. His answer sur-
prised me: By causing bankruptcies”’* No one can say that Volcker’s
methods were gentle.

The grain belt of the Midwest was especially hard hit by the Fed’s
policies, producing waves of farm foreclosures that would continue well
into the Reagan presidency, shrinking populations of agricultural areas
and small towns.””® There was also a spike in rates of mental illness
and suicide resulting from harsh economic conditions.’” In response,
dispossessed farmers organized new political groups and militias that
advocated white supremacy, anti-Semitism, and antigovernment violence.
Researchers at the Southern Poverty Law Center and American Jewish
Committee later expressed apprehension as they tracked the rising
extremism that emanated from rural America.'*
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In the story of austerity, it is important to emphasize the central
role of Milton Friedman. Though Friedman once again held no formal
position, his ideas had a deep effect in shaping government policies in
response to inflation. In 1974, at a Washington economic conference,
Friedman had advocated austerity as a cure for rising price levels.”*" At
that early point, few were willing to explicitly favor austerity in pub-
lic, but Friedman had no such compunctions. And the end-of-decade
recession was, in a sense, Friedman’s crowning achievement, since it
was predicated on his theory of monetarism, which emphasized strict
control over the money supply as the key to controlling inflation.

On October 6, 1979, Volcker officially announced that the Fed
would adopt monetarism as its guiding economic principle.’®* After
this announcement, the Fed would no longer focus on setting interest
rates, as it had done in the past, but would instead work to control the
money supply; it would use its regulatory powers to rein in the creation
of money.

With the Fed’s move toward monetarism, Friedman’s own the-
ory became the basis for U.S. economic policy. It was final proof that
Mont Pélerin economics had moved from the margins of respectability
to the very center—during a Democratic administration, no less. The
head of the Boston branch of the Federal Reserve would later exclaim
in a private meeting, “Milton Friedman has finally won!”*** In practice,
however, Friedman’s monetarism never lived up to its billing. Federal
Reserve Board member Nancy Teeters would later state, “It turned out
that the money supply had nothing to do with inflation. . . . We did what
they [the monetarists] suggested and nothing happened”**

The soundness of monetarist theory as a cure for inflation is thus
open to question. But the main contribution of monetarism was not
theoretical; it was political. It enabled the Board of Governors to adopt
a fashionable economic doctrine, which diverted attention away from
the high interest rates and reduced living standards it was orchestrat-
ing. As a result of monetarism, Volcker could disassociate himself from
escalating interest rates—he claimed he was just managing the money
supply—while his policies clearly were raising rates to the highest levels
in recent history, thus immiserating large parts of the population. There
was thus an element of deception in Volcker’s method. And the new doc-
trine offered an additional advantage: Hardly anyone outside specialized
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economic circles understood monetarism, which served to confuse the
public and thus protect the Fed from criticism.

According to former Council of Economic Advisers chair Charles
Schultze, the Fed’s move toward monetarism was “political cover,’
which “allowed them to do what they could never have done”—which
was to deliver high interest rates and the deepest recession since the
1930s. Schultze added, “They could never have done what had to be
done if it looked as if they were the ones raising interest rates” But with
monetarism, “they could just say “Who us? ”** Volcker would still have
his moments of candor,'* as when he stated before Congress that stan-
dards of living for average Americans would drop, but for the most part
deception was the order of the day.

The politics of recession thus amounted to an extended exercise in
evading accountability—in essence, passing the buck. President Carter
could deny any responsibility for high interest rates and their damag-
ing effects, since this was being directed by the Federal Reserve. In a
1980 campaign speech, Carter stated, “The Federal Reserve Bank . . .
is an absolutely independent agency. Under law, the President has no
influence over the decisions made by the Federal Reserve Board"*’
The president was passing the buck to Federal Reserve Chair Paul Vol-
cker, indirectly blaming him for historically high interest rates. For
his part, Volcker implied that he had no control over interest rates,
since the Fed was now managing the money supply in accordance with
Friedman’s doctrine of monetarism, passing the buck to Friedman. In
response, Friedman—who held no public office—complained that the
Fed was not correctly using monetarism,'* thus passing the buck back
to Volcker. Clearly, no one wanted to accept responsibility; no one was
accountable. In retrospect, the person most responsible for the harsh
economic conditions of this period was the man who had appointed
Volcker to the Fed in the first place: the president of the United States,
Jimmy Carter.

THINGS FALL APART

During his last two years in office, Carter made feeble efforts to regain
public support, delivering a series of speeches aimed at creating an
atmosphere of self-sacrifice. In a major address of July 15, 1979, Carter
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admonished Americans to be less concerned with their own material
well-being while criticizing those who “worship self-indulgence and
consumption” and showed excessive interest in “owning things and
consuming things” His main conclusion was clear: “There is simply no
way to avoid sacrifice”'®® Carter was appealing to the public that they
should accept reduced living standards in the interest of the greater
good—but this was hardly a winning message. By 1980, an climate of
gloom had pervaded White House staff, and this is reflected in the
documentary record. One presidential aide lamented that “our whole
approach seems to be to push the country into a recession” He added,
“A recession may be a comforting thought to the same economists who
run those econometric models, but it hardly makes the public stand
up and cheer”*

Evidently, economic policy would not prove President Carter’s
strong suit. On the other hand, the president did benefit from the foreign
policy crises of this period, at least initially. The turmoil of the Iranian
Revolution worked in Carter’s favor, creating a wave of patriotic support
for the president; he was gaining from the “rally round the flag” effect
familiar to political scientists and pollsters. In November 1979, Iranian
crowds stormed the U.S. embassy in Tehran, taking as hostages more
than fifty American citizens. And then in December, the Soviet Union
invaded neighboring Afghanistan, adding to the atmosphere of crisis.
In response to these perceived threats, Carter could present himself as
a resolute leader, defending the national interest. In private, National
Security Adviser Brzezinski took a measure of satisfaction in the Afghan
invasion, since it “represented an opportunity for [Carter] to demon-
strate his genuine toughness,” as he later recounted in his memoirs.!*!
By January 1980, Carter’s approval rating had climbed to 58 percent, the
highest point of his last two years in the White House.'** Time magazine
came out with a flattering image of Carter on its cover, under the title
“Taking Charge”'*

The president’s positive appearance did not last long. In April
1980, Carter launched Operation Eagle Claw, in which Delta Force and
Ranger commandos were airlifted into Iran to rescue the hostages, but
the operation proved a disastrous failure.'** Eight U.S. military person-
nel were killed, and no hostages were rescued. The Eagle Claw fiasco
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ended President Carter’s brief appearance as an effective military leader.
His approval ratings gradually sank back into negative territory as his
presidency unraveled.

During 1979—1980, Carter saw his popularity decline with core
Democratic constituencies that had helped elect him in the first place,
including African Americans, Jews, and feminists.'*> A particularly note-
worthy development was Carter’s loss of support among evangelical
Christians, who had long been some of his strongest backers. Carter’s
relatively liberal views on social issues—especially abortion rights—
proved unacceptable to evangelicals,'* and the New Right sensed an
organizing opportunity. In the summer of 1979, the Virginia preacher
Jerry Falwell and Heritage founder Paul Weyrich worked together to
create the Moral Majority, an umbrella group for Christian conservatives

across the country.!*”

The Moral Majority and its affiliated organiza-
tions held mass rallies and voter registration drives to amplify their
electoral clout.'*®

Falwell’s political endeavors attracted substantial financial support.
According to one account, “Texas oil billionaire Nelson Bunker Hunt had
given millions to the Moral Majority. . . . [Other contributors included]
life insurance moguls Arthur Williams and Art DeMoss, cotton magnate
Bo Adams, and a wealthy Pennsylvania poultry farmer, Don Hershey'*
The beer merchant Joseph Coors also provided funds, while the pres-
ident of the American Security Council (representing weapons manu-
facturers) developed close ties to one of the Moral Majority’s affiliated
groups, the Religious Roundtable.’® And the dense network of New
Right activist groups—heavily interconnected with corporate interests—
lent organizational support to Christian conservatives.

The ideology of the Moral Majority mixed religious fervor, social

conservatism, and free market economics,'>!

consistent with the emerg-
ing Republican doctrine of “fusionism,” which aimed at building broad
ideological coalitions. Christian conservatism had become a major force
in American politics, serving as a bulwark for the Republican Party
during the 1980 election and for many years afterward. The results were
no doubt gratifying for New Right strategists such as Weyrich. For Pres-
ident Carter, however, the loss of evangelical support constituted yet

another nail in the coffin for his faltering election plans.
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ELECTION IN A TIME OF AUSTERITY

When looking back at Carter’s record, it seems surprising that he even
bothered to run for reelection given prevailing conditions. The past
precedents could not have been comforting. The last time a president
ran for reelection in the midst of a serious economic crisis was 1932,
when Herbert Hoover went down to a humiliating defeat. Now, in 1980,
it seemed that Carter would run as a reincarnation of Hoover—though
as a Democrat. The historical irony of the situation was striking.

Even before the general election, Carter faced a challenge for the
Democratic nomination from Senator Edward Kennedy, representing
the party’s liberal wing. He ran with the piquant phrase, “Put a real
Democrat in the White House”'*>—with a clear implication that Carter
was a Republican in disguise. Kennedy pointedly criticized Carter for
cutting social programs, as well as his costly military buildup.'*®* Running
to the left of Carter, Senator Kennedy gained traction among blue-collar
voters in hard-pressed areas, building multiracial coalitions that included
Blacks, Hispanics, and whites. At the campaign’s high point, Kennedy
won the key primary of New York."** Surely, Carter did not want to
become the first sitting president of the twentieth century who failed
to receive endorsement from his own party, and he proceeded to use
all the powers of incumbency and the machinery of the Democratic
Party—which he now controlled—to defeat Kennedy’s insurgency. And
Kennedy made his share of missteps, sometimes appearing unprepared
and inarticulate during interviews.'*® Overall, Kennedy’s campaign con-
stituted the only real pushback against Carter’s austerity policies that
emanated from the political left, but it was too little, too late. At the
Democrats’ August convention in New York’s Madison Square Garden,
Carter was able to secure his party’s nomination to run against the
Republican nominee, Ronald Reagan.

In the course of the general election campaign, Reagan would
hammer away at the austere economic conditions, especially for work-
ing people. His most memorable television advertisement displayed
an unemployed worker walking forlornly through an abandoned fac-
tory, expressing grief at the decline of U.S. industry. At one point,
he asked, “If the Democrats are good for working people, how come
so many people aren’t working?”'*® Reagan also emphasized Carter’s
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alleged failures in foreign policy,'*” while he cultivated Christian con-
servatives and pitched coded racial appeals to white voters, especially
in the South.’”® But overwhelmingly, his campaign focused on the
economy. At the level of personal style, Reagan projected a sunny,
upbeat tone while relentlessly attacking Carter’s record. And the
Carter campaign had no effective response. Presidential aide Eizen-
stat later commented, “We never developed a coherent and positive
strategy against Reagan, except stoking fear against him. ... The Dem-
ocratic strategy was largely negative”'>

In the last presidential debate, on October 28, one week before
the election, Reagan underscored Carter’s failures, especially “unem-
ployment lines” that were so long they could “reach from New York
City to Los Angeles” And perhaps Reagan’s most effective statement
of the debate—and indeed of the whole campaign—was the following:
“Next Tuesday all of you will go to the polls. . . . It might be well if you
would ask yourself: Are you better off than you were four years ago? Is
it easier for you to go and buy things in the stores than it was four years
ago? Is there more or less unemployment in the country than there was
four years ago?”'¢

In the end, Carter lost the election in a landslide, by a margin of
almost 10 percent in the popular vote, prevailing in just six states and the
District of Columbia.’®" Even in Carter’s traditional stronghold of the
South, he won only his home state of Georgia, losing everywhere else. In
addition, Democrats sustained major losses in both houses of Congress,
ceding control of the Senate for the first time since 1954. Carter’s loss
was indeed the worst electoral performance of any incumbent president
since Herbert Hoover.

ASSESSING CARTER AS A HISTORICAL FIGURE

In recounting the presidency of Jimmy Carter, this chapter has pre-
sented an unflattering image. Now, I would like to acknowledge that
Carter has had a more meritorious role after he left the presidency,
achieving numerous accomplishments, including the Nobel Peace Prize
in 2002. As ex-president, Carter has mediated international conflicts
throughout the world, helping reduce the scale of violence. He played
a leading role in international efforts to contain Guinea-worm disease,
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formerly a scourge of the rural populations in Africa and the Middle
East; it is now virtually eradicated, at least partly due to Carter’s efforts.
I suspect that many readers’ perceptions of Carter have been shaped by
his postpresidency accomplishments rather than what he did in office.'**

An especially notable achievement of ex-president Carter is that
he declined to profit financially from his political career, breaking with
the tradition of soft corruption that has been a temptation for many
former presidents, both Democratic and Republican.'®® To gain some
perspective on Carter’s personal integrity, it is worth considering the
postpresidency of Dwight D. Eisenhower, which was marred by conflicts
of interests, as described by a Wall Street Journal reporter:

In 1961 . . . President Eisenhower retired to a 576-acre farm near
Gettysburg, Pennsylvania. The farm, smaller then, had been bought
by General and Mrs. Eisenhower in 1950 for $24,000, but by 1960
it was worth about $1 million. Most of the difference represented
the gifts of Texas oil executives connected to Rockefeller oil interests.
The oilmen acquired surrounding land for Eisenhower under
dummy names, filled it with livestock and big, modern barns, paid
for extensive renovations to the Eisenhower house, and even wrote
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out checks to pay for hired help.

As president, Eisenhower had been deferential toward the Rockefeller
family and the oil sector more generally, and then he benefited from
their gifts. In contrast, Carter chose to live modestly on his federal pen-
sion, without ethically questionable subventions from vested interests.
When viewing Carter’s career in its entirety, one has the image of a
well-intentioned figure.

Despite all these positive qualities, Carter also must be judged on his
presidential record. He played a crucial role in engineering policy shifts
in favor of the wealthy at the expense of the less privileged. In later years,
Carter may well have regretted many of his presidential decisions. In
public statements in 2017, he lamented the “disparity in income,” which
had “harmed decent, hardworking, middle-class people”'®® It appears
ironic that as president, Carter helped generate this disparity, however
much he may have regretted it later. In the class war that defined the
1970s, the rich had won.
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We have seen that America’s march rightward occurred in distinct
phases. The first commenced during the early 1970s, when President
Nixon mobilized business interests to create a right-wing counter-
establishment focused on the American Enterprise Institute and the
Mont Peélerin Society. Then, after Nixon left office, the business com-
munity itself would develop a vast infrastructure of right-wing think
tanks, lobby groups, and educational institutions, thus advancing the
doctrine of laissez-faire. While intellectuals such as Milton Friedman
and Friedrich von Hayek furnished the brains behind this effort, wealthy
interests financed the dissemination of their ideas, thus setting the stage
for a later policy transformation. The Carter presidency constituted
the final phase of this long rightward march when government policy
moved in a free market direction and the ship of state finally turned
decisively.'® While Carter had only a single term as president, his essen-
tially Friedmanite program would be eagerly taken up by his successor,
Ronald Reagan. In the view of popular mythology, it was Reagan who
engineered America’s right turn toward market economics and wealth
concentration, but in reality, Reagan merely expanded on a right-wing
policy agenda that had commenced earlier—during the presidency of
Jimmy Carter.
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Conclusion

There’s class warfare, all right, but it’s my class, the rich class,
that’s making war, and we're winning.
—WARREN BUFFETT

The United States experienced an extended episode of social, economic,
and international crises in the 1970s, which were finally resolved during
the presidency of Jimmy Carter. The end result of these crises was a redis-
tribution of wealth and income favoring the wealthy classes, combined
with renewed use of military power projection overseas. The decade pro-
duced a fundamental shift away from the regulated capitalism associated
with the New Deal toward a new order of laissez-faire.

The main agent generating this shift was elite business interests,
which used their resources to launch a sustained campaign of influence
directed simultaneously at politicians, policy makers, and the general
public. In undertaking this campaign, business executives were able to
achieve a remarkable degree of consensus about the need for a right-
ward turn, thus setting aside disagreements that in the past had strained
their unity and limited their capacity to act as a cohesive social class.

One of the main conclusions of this study is the importance of
human choices in driving outcomes. Thus, such conservative activists
as William Baroody, Paul Weyrich, Phyllis Schlafly, Jerry Falwell, Milton
Friedman, and President Richard Nixon made clever strategic choices,
and such cleverness aided them in achieving their goal of moving the
United States in a rightward direction. Certainly, conservative efforts
were aided by the large quantities of funding they received, generously



provided by corporate executives. But by itself, corporate funding was
not sufficient. In the end, the conservatives’ careful strategizing—and
their willingness to adjust tactics in response to changing circumstances,
their capacity to recognize and correct operational errors—accounts in
no small measure for their success. The decision of corporate conserva-
tives to fund and forge an alliance with evangelical Christians counts as
a special stroke of brilliance, one that broadened their base of support.

Most importantly, conservatives acted on a majoritarian strategy,
termed “fusionism,” which sought to persuade a majority of Americans
to join their side. Their strategy was highly effective in ending the New
Deal and shifting policy in a free market direction. And, as shown in
chapter 5, the American style of free market capitalism soon became
the international standard, transforming policy making at a global level
(with largely negative results in terms of economic performance).

Another finding is the salience of academic researchers who worked
for vested interests while holding faculty appointments at universities.
They used their academic prestige to promote free market and mil-
itarist ideas through such organizations as the Mont Pélerin Society
and Committee on the Present Danger, thus conferring legitimacy to
those ideas. Professors are often viewed as fiercely independent dis-
sidents, hostile toward the corporate establishment—but the reality
is altogether different. One is reminded of the 1979 Bob Dylan song,
“Gotta Serve Somebody”:

Well, it may be the devil, or it may be the Lord.
But you're gonna have to serve somebody.!

Even esteemed scholars will end up serving somebody, often somebody
with a large quantity of money and a political agenda. In our story of
wealth concentration, universities played a central role in advancing the
interests of the rich and powerful at the expense of the working class.
America’s plutocratic turn was further facilitated by the lack of any
significant opposition. The AFL-CIO was more interested in fighting
communism overseas than in organizing workers to oppose the right-
wing agenda in the United States. And the numerous progressive groups
that emerged during this period made no sustained effort to develop
a mass base or work together for common purpose. On the political
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left, there was a tendency to fragment along the lines of gender, race,
and sexual identity; leftists showed little interest in adjusting their
activities in response to past failures. And, critically, no group on the
American left—with the sole exception of the Congressional Black
Caucus—presented a practical program of any consequence to raise
living standards for working people. As we have seen, the Black Caucus
did propose guaranteed full employment in the Humphrey-Hawkins
bill, but it received no significant support from the Democratic estab-
lishment, progressive activists, or the AFL-CIO.> Overall, these groups
could have acted with greater strategic focus and organizational unity,
as the right was doing, but they chose not to.

Finally, I have emphasized the centrality of choices made by public
officials and presidents of the era, most notably Jimmy Carter. As we
have seen, officials had a range of options to deal with economic and
foreign policy challenges of the era. In the end, they chose deregulation,
fiscal austerity, and military buildup while disregarding alternatives.
And in making these choices, officials ensured that the extended crises
of the 1970s were resolved by reducing living standards for America’s
working classes to the benefit of the wealthy. By 1980, U.S. politics had
been transformed. In this conclusion, I will briefly sketch the trajectory
of how this transformation played out over the long term.

FROM CARTER TO REAGAN

On January 20, 1981, Ronald Reagan was inaugurated as America’s
fortieth president, beginning what was widely portrayed as a conser-
vative revolution of dramatic proportions,® offering a sharp contrast
to the supposed centrism of his Democratic predecessor, Carter. This
portrayal is misleading. In reality, there was a broad continuity of
conservative policy from Carter to Reagan, and the two administra-
tions had much in common. Both relied heavily on Federal Reserve
Chair Paul Volcker, who was appointed by Carter in 1979 and stayed
on during the Reagan presidency. President Reagan was sufficiently
impressed that he nominated Volcker to serve a second term, and
Volcker continued in that role until 1987. Through both presidencies,
Volcker orchestrated a policy of austerity as a means of controlling
inflation, producing exceptionally high unemployment rates combined
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with wage compression.? By the end of 1982, unemployment had
reached 10.8 percent,® the highest level since 1940. Both presidents
quietly supported these austerity policies® despite the mass unemploy-
ment that resulted.

The austerity regime directed by Volcker played a major role in
reducing working-class incomes, which never fully recovered. In addi-
tion, Reagan shared Carter’s enthusiasm for cutting government benefits
and social programs, especially for low-income groups.” Another
commonality was tax policy: beginning in 1981, Reagan undertook a
major restructuring of the federal tax system, with massive cuts for
high-income earners.? In doing so, he was building on the tax program
of 1978—signed into law by Carter—which had eased the capital gains
tax, to the advantage of the very wealthy.” Overall, the rightward
changes in domestic policy were the product of both presidents, not
just Reagan.

One of Reagan’s most decisive victories was his 1981 suppression
of a strike by Professional Air Traffic Controllers Organization, the
PATCO union. In response, Reagan took the extraordinary measure of
firing thousands of controllers and replacing them with nonunion per-
sonnel, effectively breaking the strike and the union as well (it was soon
dissolved). The destruction of PATCO has been retrospectively viewed
by historians as a turning point in U.S. labor history, which trans-
formed labor relations. After PATCO’s defeat, companies were far more
willing than before to deal ruthlessly with their labor forces, crushing
strikes with greater intensity than was previously acceptable. Reagan’s
actions helped permanently weaken union power across a wide range of
sectors, dealing yet another blow to the New Deal class compromise.*
The rate of union membership saw a decline after the PATCO defeat,
with the percentage of U.S. employees who were union members dropping
from 19 percent in 1981 to 14 percent in 1991; and then dropping still
further in later years."

The breaking of PATCO was the culmination of a bipartisan cam-
paign against labor begun in earnest under Carter, who had appointed
such antiunion economists as Volcker and Alfred Kahn to key positions.
As we have seen, some of Carter’s most important policies—including
deregulation of trucking, the bailout of the Chrysler Corporation, and
the overall program of austerity—were extremely damaging to the
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interests of labor. Kahn openly acknowledged his antilabor views. And
from his perch at the Federal Reserve, Volcker was pleased by Reagan’s
suppression of the air traffic controllers, as he revealed in a later inter-
view: “The significance [of Reagan’s suppression of PATCO] was that
someone finally took on an aggressive, well-organized union and said
no.”'* Again, we see continuity from Carter to Reagan.

At the level of foreign policy, Reagan continued the military
expansion begun under Carter in 1979, which gradually progressed
into the largest peacetime expansion in history at that time. When
adjusted for inflation (to 2012 dollars), military spending increased
from $359 billion in 1978 to $554 billion in 1986, accounting in that
year for 6.6 percent of the gross domestic product.”® The military
presence in the Persian Gulf/Indian Ocean area, established for the
first time on a large scale under President Carter with the Rapid
Deployment Joint Task Force in 1980, was enhanced under Reagan.
During Reagan’s tenure, the task force evolved into the U.S. Central
Command,** which would eventually become the most important of
the military’s overseas command centers. The military expansion of
this period is often remembered as a Reagan-era buildup, but in reality,
it was a Carter/Reagan buildup, with, once again, continuity from one
president to the next.

With regard to economic impact, increased spending on military
equipment drained money from social programs, thus accelerating the
overall trend of austerity, to the detriment of citizens who depended
on government transfer payments. At the same time, the improved
circumstances for military contractors that resulted from raised spend-
ing presented opportunities for investors, who benefited handsomely,
thus contributing to the concentration of wealth.’> And the new atmo-
sphere of nationalism that attended the more confrontational foreign
policy of this period distracted from the process of wealth concentra-
tion and austerity.

Throughout history, external threats have often been used to forge
social cohesion, especially in times of economic stress. At a fictional
level, this was a major theme of George Orwell’s great novel 1984, in
which continuous wars generated public passivity and compliance
while anathematizing all dissent. And so, during the Carter/Reagan
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period, perceived threats from the Soviet Union helped frighten the
American public into submitting to reduced living standards; they
grimly accepted that such sacrifices were required “in the national
interest” as a patriotic duty.

There were, of course, some obvious differences between the two
presidents. Certainly, Reagan was more conservative on social issues,
such as abortion rights, than Carter had ever been; and he was also less
supportive of civil rights and racial equality. In some instances, Reagan
sought to increase his popularity with white voters by stoking racial
fears: in a 1981 interview, for example, he told the story of a “welfare
queen”—with a strong implication that she was a Black welfare queen—
who profited from government largesse at taxpayer expense.'® In doing
s0, he offered a contrast with his Democratic predecessor, Carter, who
had sought to reduce racial tensions. And Reagan displayed far less
enthusiasm for environmental regulations than his predecessor. While
he made no serious effort to repeal the body of environmental legisla-
tion that was already in place—lacking votes in Congress to make this
possible—there was a concerted effort to reduce enforcement of these
laws, especially by such strongly ideological figures as James Watt,
who served as secretary of the Interior.!”” The array of solar panels
that Carter had installed on the White House roof were pointedly dis-
mantled under Reagan, while the federal budget for renewable energy
development was reduced.’

Reagan’s most visible innovation was to introduce a proudly ideo-
logical style of leadership, a conservative style, delivered with a tone
of certitude. From the American Enterprise Institute, Herbert Stein
explained Reagan’s distinctive stylistic contribution to U.S. politics:
“The new birth of confidence was especially great with the transition
from Carter to Reagan. . .. Carter was exuding uncertainty, ineptitude,
and diffidence. We had come to think that Carter was the national
problem. . . . Reagan on the other hand represented clarity and
self-confidence”” More than any other single factor, it was President
Reagan’s ideological style that created the fable that it was Reagan—
rather than Carter—who had commenced the rightward thrust in fed-
eral policy. Fables aside, it was indeed Carter who commenced this
rightward thrust.

Conclusion 203



IT°’S MORNING AGAIN IN AMERICA

President Reagan proved highly successful in an electoral sense.
Certainly, the president benefited from ending the 1980-1982 double-
dip recession, which was definitively completed by the time he ran for
reelection. The acceleration of federal spending on weapons procure-
ment associated with the overall military buildup, combined with tax
cuts, produced a Keynesian-style growth spurt.” As a result of this
short-term improvement in economic conditions, Reagan was well
positioned for his reelection campaign. In addition, previously high
rates of inflation had been reduced to just 3.2 percent in 1983, its lowest
rate in more than a decade.? Due to declining inflation, the Federal
Reserve reduced interest rates,” effectively putting an end to its aus-
terity policy, accelerating growth still further and raising employment
levels. During the 1984 campaign, Reagan ran on the memorable slogan,
“It’'s morning again in America,” as a metaphor for an upward swing
in the business cycle, and this resonated with voters. The television
advertisement associated with the slogan laid out the case for Reagan’s
reelection in straightforward terms: “Today, more men and women
will go to work than ever before in our country’s history. With interest
rates at about half the record highs of 1980, nearly 2,000 families today
will buy new homes. . . . Why would we ever want to return to where
we were, less than four short years ago?”*

In the end, President Reagan easily beat his Democratic opponent,
Walter Mondale, winning in forty-nine of fifty states while retaining a
Republican majority in the Senate. The immense scale of Reagan’s 1984
victory no doubt enhanced his political stature and hence his ability to
sell the conservative agenda to Congress. Any remaining doubters about
the desirability of the move rightward, whether Republican or Democratic,
could be pushed aside and marginalized. However, we should not overstate
Reagan’s popularity, at least with the general public: his average approval
rating—52.8 percent, according to the Gallup poll—was only one-tenth of
a percentage point above the average for the thirteen presidents who had
served since World War II, from Harry Truman to Donald Trump.*

The notion that the Reagan presidency was exceptionally popular
is a myth. And Reagan’s laissez-faire ideology was not especially pop-
ular either. Public opinion surveys show remarkably stable support for
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New Deal-style social programs based on polls extending from the
1970s into the twenty-first century.” On the other hand, there is no
doubt that laissez-faire became exceptionally popular among corpo-
rate executives, who were always Reagan’s core constituency. One of
the main conclusions of this study is that it was elite business interests,
not the general public, that were the main forces driving the political
changes of this period.

At the level of public policy, the events of late 1970s and early 1980s
heralded a true realignment of U.S. politics toward a new order of free
market economics, wealth inequality, and military power projection,
endorsed to varying degrees by most mainstream politicians of the era.
And this right-wing program would, in turn, evolve into the new center
of American politics based on a recalibration of the whole ideological
spectrum. While Carter began the process of policy realignment, it was
Reagan who succeeded in cementing it as a long-term feature of the
political landscape. Reaganism thus became the new normal.

WINNERS AND LOSERS

In the course of America’s turn toward free market economics during the
Carter and Reagan presidencies, the principal winner was America’s
wealthier classes. The wealthy certainly benefited from reductions in
the rate of inflation—associated with Volcker’s austerity program—
which protected the value of their accumulated assets; their asset
values had previously been declining in real terms due to inflation.?
The stock market once again became a reliable investment, in the
context of the “Reagan bull market,”” after recovering from a long
period of stagnation.*®

In addition, investors faced significantly lowered levels of taxation
due to regressive changes to the federal tax code that began in 1978,
further adding to their income and wealth. Finally, salaries and bonuses
for top corporate executives grew prodigiously, at a rate unrelated to
firm-level productivity,” with no serious efforts by governmental regu-
lators or Congress to rein in this growth. The Justice Department made
few attempts to restrain the formation of monopolies and oligopolies,
which became widespread during the Reagan era and contributed to
the concentration of wealth.* Evidently, the vast sums of money that
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wealthy individuals had invested in political influence campaigns—the
main theme of this book—had been highly effective.

Given these trends, it should come as no surprise that there has been
a dramatic concentration of resources in the United States, as presented
in table C.1. The data tell a straightforward story. During the first phase,
1948-1968, America had only a moderate degree of income inequality;
then, in a second phase, in the 1970s, inequality fell to an even lower
level. Indeed, by 1978, top incomes had fallen to one of the lowest levels
of the post—World War II era (as a percentage of total income). And then,
during the last phase, after 1978, top earners realized remarkable gains:
the richest 1 percent of Americans saw their income proportions more than
double over the next thirty years. Meanwhile, the top o.1 percent—the top
thousandth of the population—almost quadrupled their share, gaining
over 10 percent of aggregate income.

While the wealthy sustained impressive increases, working people
lost ground. The average rate of worker compensation peaked in 1978
and then fell significantly in real terms through the 1980s and 1990s—
despite the decline in inflation. The disinflation of the 1980s appears to

TABLE C.1
U.S. income distribution, 1948—2008, selected sates (as percentage of total

national income)

Received by Received by
Year top 1 percent (%) top 0.1 percent (%)
1948 12.2 4.1
1958 10.2 3.2
1968 11.2 4.0
1978 9.0 2.7
1988 15.5 6.8
1998 19.1 9.0
2008 21.0 10.4

Source: Data from Table S8.2 in “Technical Appendix” for Capital in the 21st Century,
Thomas Piketty, Capital in the 21st Century (Cambridge, MA: Belknap Press of Harvard
University Press, 2014), http://piketty.pse.ens.fr/files/capital21c/en/Piketty2014
FiguresTablesSuppLinks.pdf.
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have had no positive impact on working-class incomes. Workers did not
regain their 1978 level of compensation until 2001, twenty-three years
later; and even after that date, compensation grew more slowly than
during the class compromise of the earlier postwar period.* And signif-
icant subgroups saw even worse outcomes; their living standards were
permanently reduced, with no recovery, even after decades of growth.
Thus, the median full-time, year-round male worker earned $54,000
in 1977 (inflation adjusted); forty years later, in 2017, his average sal-
ary had declined to only $52,000.%> Some segments of the working class
saw such dramatic declines in living standards that their life expectancy
declined as well, in what has been termed “deaths of despair”*

The right turn in economic policy had an especially pronounced
impact on African Americans, especially after 1980. Since that year,
there has been little progress in closing the “racial wage gap” between
Blacks and whites, as described in a 2000 study published in the Amer-
ican Economic Review: “In 1940, Black men’s weekly wages were 48.4
percent of white men’s wages. By 1990, this number had increased to
75 percent—an improvement of 60 percent over five decades, although
the improvement from 1980 to 1990 has been stationary’* In other
words, the period of the class compromise saw considerable advance-
ment in Black incomes and a gradual closing of the racial wage gap—up
to the year 1980, when advancements effectively ended. Later studies
show that during the twenty-first century, the Black-white wage gap has
increased, deepening the racial divide.*

In summary, following the crisis period of the 1970s, America expe-
rienced an extraordinary redistribution of resources, tilted in favor of
the wealthiest at the expense of the lower income groups. And once this
redistribution had been established, there would be no turning back.
In the story of America’s distribution of income and wealth, the late
1970s appears once again as a historical turning point toward a degree of
wealth concentration that was reminiscent of the pre—New Deal period
or, perhaps, the Robber Baron era of the late nineteenth century.

CLASS WARFARE AFTER REAGAN

After 1992, President William Clinton played an important role in
establishing the durability of America’s rightward shift, ensuring that it
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was not an aberration and that it was fully bipartisan. Clinton’s historic
role was parallel to that of Dwight D. Eisenhower in an earlier era: just
as President Eisenhower confirmed the legitimacy of the New Deal,
Clinton confirmed that the New Deal had definitively ended. Thus, it
was President Clinton who restricted government transfer payments
to indigent families, promising to “end welfare as we know it;* in a
major shift away from the Democrats’ traditional support for the social
safety net. And then, Clinton presided over effective repeal of the 1933
Banking Act, the Glass-Steagall Act, breaking with the New Deal system
of bank regulation while invigorating the financial sector.” He was a
strong supporter of the Democratic Leadership Council, which sought
to institutionalize the party’s right turn. In his 1996 State of the Union
address, the president declared that “the era of big government is over.®
So was the New Deal.

One of Clinton’s top economic advisers was Lawrence Summers, an
admirer of Milton Friedman—who had once represented economic think-
ing among the far-right wing of the Republican Party, the Barry Goldwa-
ter wing. Now, it seemed that both parties embraced Goldwater-style
economics. Summers later wrote that “any honest Democrat will admit
that we are now all Friedmanites”® And Summers frankly endorsed the
growth of inequality as a positive development: “One of the reasons that
inequality has probably gone up in our society is that people are being
treated closer to the way they’re supposed to be treated”® The Dem-
ocratic establishment was sufficiently impressed by Summers that he
was promoted to serve as Treasury secretary under Clinton and then as
chairman of President Barack Obama’s National Economic Council. For
his part, Obama declared his policies were so mainstream that “in the
1980s, I would be considered a moderate Republican”* The process of
wealth concentration continued to march forward.

In 2011, the Columbia University economist Joseph Stiglitz observed
that U.S. politics had become government “of the 1 percent, by the 1 percent,
for the 1 percent”® And this was during a Democratic presidency. At
the electoral level, Democrats largely abandoned working-class voters—
their traditional base—and did so openly. In 2016, the Democratic leader
in the Senate, Charles Schumer, declared, “For every blue-collar Democrat
we lose in western Pennsylvania, we will pick up two moderate Repub-
licans in the suburbs in Philadelphia”#
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The party was cultivating a new, more affluent voting base.
Consistent with the values of their upscale base, Democrats developed
an obsession with elite higher education, which is underscored by their
nominations: from 1988 through 2016, every Democratic presidential
nominee held a degree from either Harvard or Yale. But, as Stiglitz
noted, the true base of both parties remains the very highest income
bracket—the top 1 percent.* The Democrats still remain less enthusi-
astic about promoting inequality than their Republican counterparts,*
but the difference is one of degree. Both parties had shifted radically
rightward on economic policy, and that shift proved to be long lasting.
If we date the post—-New Deal realignment from 1980, we would see that
realignment has already endured more than four decades.

One might imagine that such conditions of entrenched inequality
would produce an opening for the political left, working outside the
Democratic establishment. However, progressive groups have been hob-
bled by a jargon-ridden vocabulary, which speaks to the highly educated
but holds little appeal for working people.* The jargony style projects
an image of exclusivity. There is a long-standing tradition that political
communication should be as clear and direct as possible—exemplified
by such models of clarity as George Orwell and Noam Chomsky—but
the American left has turned away from that tradition. As a result of
these limitations, the left has failed to develop a working-class base on
any significant scale. A 2018 survey found that citizens who held the
most left-wing viewpoints (8 percent of the total population) had the
highest incomes and educational levels of any ideological grouping.*
Once again, I emphasize the element of choice: progressive activists
have chosen to use inaccessible language and an exclusionary style,
implicitly accepting the limitations that this language and style place on
their effectiveness.

The political right, in contrast, has been highly effective in building
a working-class base, especially through the manipulation of religion
and “morality” issues, as well as appeals to racism. And they speak in
simple, clear language that is readily accessible to a mass audience—
while advancing policies that favor the highest income groups. The 2016
election of Donald Trump was certainly a startling development, which
may herald a new realignment. Indeed, the economist Thomas Piketty
writes, “In 2016, for the first time in the history of the United States,
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we find that the Democratic Party won more votes among the top
10 percent of U.S. earners than the Republican Party”*® Trump, in con-
trast, presented himself as an antielitist man of the people. And yet,
after the election, President Trump continued the Republican tradi-
tion of favoring the very rich despite his populist pretentions.* In sum,
the most remarkable feature about America’s turn toward Friedmanite
economics is how durable this turn has been.

Could there be a democratic reversal of U.S. plutocracy, of govern-
ment “by the 1 percent”? Reversing this trend would require a popular
movement of vast size, including reinvigoration of labor activism,* with
at least the potential of acquiring majority support. The impediments
to forming such a movement would be formidable, including opposition
by a corporate-funded right wing, as well as racial tensions that have
long divided America’s working class.”’ And to be effective, the move-
ment would need to be more enduring than Senator Bernie Sanders’s
recent presidential campaigns. Despite all the obstacles, popular rebel-
lions have emerged throughout history, often unexpectedly, and there
is nothing in principle to preclude such a rebellion from emerging in
twenty-first century America. Politics always involves choices, includ-
ing personal choices, and the public still retains the option of using its
power of numbers to demand social change.
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