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PREFACE


“Power always thinks it has a great Soul, and vast Views, beyond the Comprehension of the Weak, and that it is doing God’s Service, when it is violating all his Laws.”

—John Adams1
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Mary Russell of The Washington Post called them the “Red Guard of the Revolution.”2

In January of 1975, a giant crop of angry and newly elected Democrats—nicknamed “Watergate Babies”—came to Washington, D.C. They were long-haired, young, aggressive, and progressive, determined to clean up government and stop the war in Vietnam and they flooded into Congress. The raw number of pickups understated the change to the Democratic Party itself. Due to retirements, there were seventy-five new Democrats in the House of Representatives alone, many young, eager, and disdainful of the party hierarchy. More than 40 percent of all Democrats in the House had served for less than six years.3 The white whale of liberals, Richard Nixon, had resigned a few months earlier, but these newcomers hadn’t just campaigned against the Republicans. They were after the Democratic establishment as well. “We were a conquering army,” said George Miller, the twenty-nine-year-old congressman from California. “We came here to take the Bastille.”4

One of the first people this group targeted was an old man from rural Texas, a former tenant cotton farmer named Wright Patman, the head of the House Banking and Currency Committee who had first been elected to Congress in 1928. Antiwar liberals saw that the key to power in the House was through committees, with the flow of legislation controlled by committee chairmen picked based on length of service. Old men—often southern reactionaries—had used this seniority system to do terrible things, such as bottle up civil rights legislation. So existing liberals in office, with votes from the new radicals, demanded that the full Democratic Caucus get a say on who ran what committee.

Ironically, Patman had a lot in common with the incoming class. He was, for instance, the very first Democrat to investigate Watergate. But he was vulnerable to the new liberals he had helped elect. They were young, he was old. They were vehemently opposed to the war in Vietnam, he had voted for it. They were a TV generation, and knew affluence and campus politics. He was rural, southern, without a college degree, and had gone through the crucible of the 1930s. By contrast, as Watergate Baby Paul Tsongas observed, “Our generation did not know the Depression.”

And yet, something else was going on. Liberals were the face of the coup, but bankers were quietly organizing the rebellion from behind the scenes. For forty-five years, Patman had fought concentrated financial power and monopolies, part of a politics that stretched back to the founding of the country. He was the living embodiment of an American tradition, the last populist. And it was a tradition the financiers sought to kill.

The Watergate Babies didn’t understand they were being manipulated. They were antiwar, not anti-bank. Some had even been bankers. “His economic ideas were not in pace with modern concepts,” said liberal congressman Pete Stark. Stark had been elected just two years before, becoming famous by putting a giant peace sign on his bank. Enemies of Patman told the newcomers that to be important, they had to make a mark. Nothing would do that like getting rid of the genial old man. Toby Moffett, another young congressman, bought into this. He called Patman “a terrific fighter,” but, he said, “it seemed time to move on.” Patman’s politics, which focused on financial and monopoly power, was irrelevant.

The Texas delegation rose up in defense of the old man. Barbara Jordan, the star of the impeachment against Nixon and one of the few black women in Congress, supported Patman. His defenders were led by powerful Texas Democrat Jim Wright, who pleaded with the new members not to “depose the one man who has been our most inveterate, most persistent, most consistent and most outspoken foe of monopoly, exorbitant interest rates, and special privileges of all sorts.” In what one young member called the greatest political speech he had ever heard, Wright asked, must we commit “patricide”?5

When it came time for the vote, Patman’s loss was a foregone conclusion. He was crushed. It was indeed, as The Washington Post put it, “a revolution.”

A short time later, Patman died of pneumonia. His body was flown back to Texarkana in a United States Air Force transport plane, and his body taken through the district, stopping at a catfish restaurant in the African American section of town he frequented when he returned to the district. As the hearse passed, his constituents, whom he had called the “plain people,” lined the streets several deep. More than a thousand people packed the church at his funeral.

Jim Wright, later Speaker of the House, eulogized Patman’s life. “He often comforted the afflicted and afflicted the comfortable,” talking of Patman’s fights against big business, banks, and the Klan. “Well done.”6

For two hundred years, Americans had fought concentrated power, relying on leaders like Patman. But now there was no one left to carry on the tradition. The new generation had, unwittingly, committed patricide.

Almost immediately, the liberal-led Congress was confronted with a mess of incomprehensible economic problems. The American economic engine was supposed to produce an endless surfeit of goods, services, and jobs, automatically. But now it was sputtering, with inflation, oil shocks, corporation bankruptcies, deep recession.

Without guidance, the new generation panicked. Rudderless and afraid, they turned to a group of scholars who promised them efficiency, progress, and freedom. All they had to do was undo the chains on concentrated power that men like Patman had spent their lives securing.

And so they did. They released the beast of monopoly upon the land. The revolution was here.



During the most recent financial crisis, in 2009–2010, I was a congressional staffer working for a member of Congress on the Financial Services Committee, what I would learn was Patman’s old stomping grounds. I kept getting calls from constituents in foreclosure, in crisis, and nothing that my government and my party offered could help them, or was designed to help them. In aggregate, from 2008 to 2012, during the crisis, the American middle class lost roughly $6 trillion. The assets of the powerful recovered value quickly, those of the middle class did not. Meanwhile, political leaders rewarded the so-called Too Big to Fail banks with bailout money, and bank executives, far from being punished, would be rewarded with large bonuses.7 All over the world, the story was pretty much the same. Bonuses for bankers, little for the rest of us.

It was in that period that I began to ask myself a question, a question that turned into this book. The question was as follows. Our leaders responded to a financial collapse caused by a concentration of wealth and power by pushing even more wealth and power into the hands of the same people that caused it. Why?

Answering that question—why did our leaders help confiscate the basis of American stability—was surprisingly difficult. Was it purely protecting the rich? That seemed unlikely; there were ways to make sure the rich did well while not undermining everyone else. Was it corruption? I didn’t think so. There were some payoffs, but from what I saw, bribery really did not drive policy. Was it poor strategy or partisanship? I doubted it. There were political fights and recriminations, but both parties came to agree on the need to seize the wealth of the middle class and protect a concentrated financial apparatus. Was it personal immorality? No. Many of our political leaders felt they had a moral obligation to do what they did, that it might be sad, but it was necessary and inevitable. The concentration of wealth and power that I saw, with terrible consequences, occurred largely due to the actions of well-meaning technocrats who did not understand what they were doing.

The more I thought about the question, the more difficult it became to answer. The policy choices around the financial crisis were odd because they were destabilizing. Making sure people owned homes has been a core way to stabilize our society since the 1930s. The original modern housing finance system was designed with political goals in mind. In the words of William Levitt, the founder of the first postwar suburb, “No man who owns his own house and lot can be a Communist. He has too much to do.”8 This was a literal statement. People with a stake in society—a bit of property—do not rebel. People with no stake have nothing to lose. It seemed clear to many of us during the bailouts that the public would turn vehemently against the political establishment for taking their property, their stake in America, and so it has.

After years of research, I came to believe that the answer to the question is ideology, and in particular, turning our back decades ago on an old populist way of organizing our culture. But in 2009, I didn’t know this older tradition had existed. The first hint it was there was when an economist, Jane D’Arista, told me how and why the financial system was blowing up, almost in real time. At the time, no one else, not the bankers or lobbyists or government officials, had any idea what the system they had constructed was doing. But she did, and pointed me to old papers she had written on why the system would blow up.

Her ability to see clearly when everyone else was panicking seemed a bit like magic, so I asked her how she knew all about these problems before anyone else did. D’Arista told me that she learned how the system worked when she was a staffer for a congressman named Wright Patman in the 1970s, a congressman who had helped structure parts of the New Deal. I had never heard of Patman, but D’Arista told me about how he had tried to impeach Andrew Mellon in 1932 and had in turn been overthrown in 1975. A few years later, I read a book by a journalist named Barry Lynn, the founder of what was becoming a new antimonopoly movement. In that book, Lynn wrote about the Robinson-Patman Act, a law written by Patman designed to constrain chain stores in the 1930s. Somehow, one man had been involved in dealing with the giant threats of his day, banks and chain stores, that paralleled the threats of our day, banks and Walmart. And I had no idea who he was. Patman’s role in the twentieth century was the key to answering the question.

To understand what was in the mind of policymakers from 2008 to 2010, I had to see how they learned to think about the world. There was an entirely different set of stories and traditions in the heads of policymakers before the 1970s than there was after the 1970s. And it was these differing approaches to power that explains why we took such dissimilar approaches during the New Deal and the Obama era.

Barack Obama and his generation had learned their politics from the Watergate Babies, a generation born in rebellion against Patman’s populism. Policymakers in 2009 didn’t understand this at the time; few of them had ever heard of Patman, and few were aware of the origins of their own intellectual traditions. They believed, proudly, that they were nonideological and pragmatic. But most of these officials had a visceral reaction toward populism. They wore the armor of Ivy League degrees, believing that being an economist or having some sort of widely respected credential offered them the divine right to rule. Voters might have formal mechanisms of democracy, but real decisions should be made by experts in opaque institutions like the Federal Reserve, the courts, the Congressional Budget Office, the Office of Information and Regulatory Affairs, and so forth.

Toward the end of the Obama administration, a left-wing type of criticism emerged, an argument that the financial crisis and the response to it was all just an inevitable unspooling of capitalism with booms and busts and rampant inequality, a simple fact of life under a free market system. This critique, though appearing to present a radical challenge to the status quo, actually bore the same logic of the officials in charge during the financial crisis. It had an elitism of its own, a naïveté similar to that of the Watergate Baby generation, an unwillingness to think hard about commerce and markets. Inevitabilism, whether oriented around the sin of capitalism or the glory of it, reflects a refusal to entertain free will.

For much of this time, I felt alone, frustrated, angry. The financial crisis of 2008 was not a technocratic problem that happened in the banking system. It was a political crisis that happened everywhere. It was not a result of a few bad actors, it was a broad sweeping restructuring of our culture, the result of forty years of political choices, the same misfiring of institutions that led to the second war in Iraq, and an endless series of gruesome social consequences. The men in suits told us Saddam Hussein had weapons of mass destruction, just as they told us taxpayer-funded bank bonuses were essential to the economy.

Even political leaders I respected did not seem to understand how to make democracy work. But still, I believed that we could have done better. Our political leaders, and we ourselves, can and do make choices. I was not naive, but I looked around and saw tremendous hard-earned wisdom, inculcated in our science, our arts and songs, our bridges, our technology, our medicines, our societies. We didn’t always organize our world around the ideas of highly educated technocrats with bad judgment. We once could do greatness in our politics. So where was a tradition I could honor?

And then I found Wright Patman, and I saw through his eyes.

Going through hearings, archives, letters, he helped teach me about the vitality, the energy, the love, the beauty, the fear of what it means to live in a democracy. I saw the coldness of Andrew Mellon, the vibrancy and error of the Watergate Baby class, the intensity of Citibank leader Walter Wriston, the tragedy and racism of Woodrow Wilson, the narcissism and violence of Teddy Roosevelt, the elitist cunning of Aaron Director, the genius and spirituality of Louis Brandeis. This was the tradition I had missed, a battle that took place over how our banks and corporations would be run, a battle over America and the world. This is the tradition that finally made sense. This is the tradition that, if we had known about it in 2008, would have helped us restore our democracy, or at least given us a shot to do so.

Once I learned of this ideological battle, one that Americans before the 1970s understood, my time in politics began to make sense. Toward the end of the Obama administration, the musical Hamilton, based on a book written by journalist Ron Chernow, offered a capstone to the era of the Watergate Baby generation. The musical celebrated a telling of history in which Alexander Hamilton, the founding father Democrats had traditionally associated with the banker-friendly Republican Party and a self-proclaimed elitist who created Wall Street and distrusted democracy, had somehow become an icon of progressive thinking and national greatness. He had become a left-wing political hero, instead of the traditional enemy of democracy that historians—and members of the Democratic Party—understood him as for two hundred years.

The musical provided something of an answer to my question. In the 1930s, Franklin Delano Roosevelt publicly blamed Wall Street and monopolies for ruining the economy, and used the political power he acquired with that criticism to decentralize and democratize the corporate sector in what became known as the New Deal. But in the Obama era, political party elites from both sides and cultural tastemakers engaged in a moral celebration of Wall Street. Barack Obama said that enjoying Hamilton was the only thing he and Republican Dick Cheney—the former vice president—agreed on. The musical reflected an ideological takeover, not left or right, but a joint attack on populism by the left and the right by people who, for their own reasons, distrusted the messiness and vibrancy of democracy. Those who organized our response to the financial crisis loved Hamilton because it celebrated their moral approval of rule by elite technocrats. And in this love, I saw, in its totality, the grand vision that had led to the crisis, and to the response. The bailouts from 2008 to 2010 were not intended to stop a depression, they were intended to stop a New Deal. And so they did.



Our world looks very different than it did in the mid-1970s, and not just because of technological advances. There’s a sameness to everything. In 1974, we often shopped at a local store. Today we live in a world dominated by chain stores, not just in the U.S., and in many cases with a sameness of experience in most major cities in the world.

Take a look around. You probably have a phone made by one of two companies. You likely bank at one of four giant banks, and fly on one of four big airlines. You connect with friends with either Facebook, WhatsApp, or Instagram, all of which are owned by one company. You get your internet through Comcast or AT&T. Data about your thoughts goes into a database owned by Google, what you buy into Amazon or Walmart, and what you owe into Experian or Equifax. You live in a world structured by concentrated corporate power.

This goes far beyond consumer brands. Our increasingly concentrated and corrupted medical system is literally killing us. As one analyst put it, “due to medical errors and other forms of harmful care, contact with the American health-care system is now the third leading cause of death in the United States.”9 That’s 10 percent of all U.S. deaths.10 This too can be traced, in part, to monopolization. Because of a wave of mergers, 40 percent of hospital stays occur in markets where one entity controls all hospitals, and these hospitals, like all monopolies, no longer have a strong incentive to deliver quality care at a reasonable price.11 Instead, they sometimes over-treat, and kill, their patients.

There’s also the ghastly opioid crisis. In 2017, 130 people in America died every day of overdoses by heroin-like medicines, peddled by doctors paid by pharmaceutical companies based on how much they prescribe.12 The monopolization is grotesque; one of the billionaires who helped create the most important opioid, OxyContin, Richard Sackler, recently received a patent for addiction treatment.13 And the Sackler family name, as of 2019, graced facilities at Harvard and Yale. Even the drug used by police and EMTs to treat overdoses, naloxone, is monopolized by Amphastar Pharmaceuticals, tripling in price since 2012 and stretching the budgets of those tasked with saving the lives of overdose victims.14

Monopolization opens back doors for bad actors to undermine our democracies. Facebook, for instance, accidentally allowed Russian meddling in elections across the West. But that’s just the most high-profile problem. Three voting machine companies, down from eight in 2002—Election Systems & Software (ES&S), Dominion Voting Systems, and Hart InterCivic—control 92 percent of voting machines in the United States, and have a high global market share. Concentration in the industry leads to lower security standards and more easily hackable elections.15

Our chains of production are concentrated and globalized. Virtually all vitamin C production—a key food preservative—is controlled by a cartel in China. Most saline solution, a key medical supply, is made in hurricane-prone Puerto Rico. Hospitals are facing shortages of cancer drugs because of supply chain problems. After Hurricane Sandy, few noticed that the lean “just in time” food supply lines organized by corporate giants like Sysco nearly failed, with some warning New York City was “nine meals from anarchy.”16

We hear blips of this occasionally, tweets from an angry president, or a Democratic politician complaining about airlines. Occasionally someone will mention the financial crisis brought to us by Too Big to Fail banks.

But largely, we are a sullen people, frustrated at unseen forces we cannot describe, squabbling among ourselves. Those of us who demand some sense of control over our economic lives are marginalized as emotional, or racist, or ignorant, whatever stereotype is most useful.

In the meantime, old problems have returned. Wage stagnation and economic inequality is back with a vengeance, as is regional inequality, with a few gilded cities full of capital and opportunity, and vast swaths of impoverished rural areas beset with addiction and depression. Civic leaders, who used to run local stores, churches, small businesses, local law firms, and farms, have been washed away by a wave of Walmarts and Targets and Amazons. This is not just true in America, but globally.

In the commercial realm, more and more of us work for really big companies. Farmers must sell grain, buy seeds, potash, and chemicals, and sell chicken and beef through a small group of giant companies. Every small business is at the beck and call of a credit card and payments cartel. Concentrated power is in every nook and cranny of commerce. Peanut butter. Poultry. Supermarkets. Movie theaters. Vaccines. Drugstores. Advertising.

Increasingly, the systems on which we rely, such as airlines, seem to be falling apart. Software failures knock out thousands of flight schedules at once, and random fees frustrate passengers as much as bad scheduling software frustrates flight attendants and pilots. Prices for health care seem insane and unrelated to anything rational. A massive policy celebrated as bringing us universal health care exists side by side with untold Americans putting up GoFundMe accounts online to beg their fellow citizens for money to buy medicine.

Even the wonders of new technology, like the open internet, have been subverted to allow meddling in elections worldwide and induce ethnic conflict. Somehow, we took the greatest communication platform ever created and used it to manufacture a new generation of Nazis.

Then there’s politics, the specter of disillusionment and demagogues all over the world. It’s a regular part of discourse now to hear fears of autocratic forms of politics, and the potential end of democracy itself. Former secretary of state Madeleine Albright wrote a book titled Fascism: A Warning. Proto-fascist gangs appealing to disillusioned young men, with names like Proud Boys, organize across continents.

There are many arguments for what is at the root cause of our current social dysfunction. Various explanations include the prevalence of racism, automation, the rise of China, inadequate education or training, the spread of the internet, Donald Trump, the collapse of political norms, or globalization. Many of these explanations have merit.

But there’s another much simpler explanation of what is going on. Our systems are operating the way that they were designed to. In the 1970s, we decided as a society that it would be a good idea to allow private financiers and monopolists to organize our world. As a result, what is around us is a matrix of monopolies, controlling our lives and manipulating our communities and our politics. This is not just happenstance. It was created. The constructs shaping our world were formed as ideas, put into law, and now they are our economic and social reality. Our reality is formed not just of monopolized supply chains and brands, but an entire language that precludes us from even noticing, from discussing the concentrated power all around us.

The baby boom generation did not mean to build the world that they did. They wanted a world based on justice and equality, and responded to the problems they saw based on what they knew. They were simply never taught to understand corporate power. There was in essence something of a cultural transmission problem, where lessons going back hundreds of years—lessons Patman carried forward—just didn’t get passed down. In attempting to bring us liberation as they understood it, baby boom leaders accidentally forsook their own liberties.

In many ways, the baby boomers are still organizing our society, controlling much of the wealth and decision-making authority in our political and cultural institutions. Many of the Watergate Babies stayed in Congress for decades. Both the Affordable Care Act and the Dodd-Frank financial reform legislation—the main Democratic response to the bailouts—were written by congressional committees chaired by politicians elected in 1974. Three presidents, Bill Clinton, George W. Bush, and Donald Trump, are old baby boomers, and Barack Obama is a young boomer. But even as newer generations rise, the transmission problem won’t be fixed. Younger generations never learned our earlier tradition either.

And yet, as hopeless as this situation might sound, we have been here before. There have been periods in history fraught with petty tyrants in the commercial realm, regional inequality, slowing wages, and even hints of fascism, and ideological systems justifying all of it as natural law. Previous generations have been able to recover our republic.

We can learn from our forebears, going back hundreds of years, who knew something about concentrated corporate power and tensions with liberty. Learning from our forebears, however, is a strange and difficult undertaking. Just as those who sought racial tolerance in the 1970s accidentally invited the specter of monopoly into our midst, there have been slave owners or people considered paranoid cranks railing about bankers who nonetheless had useful things to say about the problem of liberty and monopoly.

A generation ago, there was a revolution. It was not a left-wing or right-wing revolution. It was a revolution of ideas. That revolution was so powerful and dominant that it stole from us not just our liberties but even the words that helped us describe our world. Words like “liberty” and “markets” and “competition” and “monopoly” and “citizen” have been perverted, taken by technocrats who hide the levers of power from most of us. Popular debates are stuck in the 1970s. We attack or praise capitalism, or socialism, or the free market. All of this misses the point. The fight has always been about whether monopolists run our world, or whether we the people do. That is the fight hidden from us by the revolution of the 1970s. This book is a story of this revolution, why it happened, and just what the revolutionaries were overthrowing.

This book will bring you back through these debates and show you the world as Wright Patman and millions of Americans like him saw it. It will teach you that language. It will help you see our world both in a new way and through the traditions that our ancestors learned through blood, sweat, and struggle. If we relearn the language of antimonopoly, then perhaps, together, we can regain our liberties.




CHAPTER ONE 1912


“I take my stand absolutely, where every progressive ought to take his stand, on the proposition that private monopoly is indefensible and intolerable. And there I will fight my battle. And I know how to fight it.”

—Woodrow Wilson1
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It was August 31, 1910, and men were flocking into the town of Osawatomie from all over Kansas. The state had been drenched in rain, but still, farmers trudged miles through the mud, some riding as far as two hundred miles, all through the night. They were coming to be on time for the speech, to listen, or for those too far away, to get a peek at the energetic man with the squeaky voice and love of self-dramatization.2 Speaking was the figure who once again promised to transform decades of agitation and organizing into a new society, a society that would not be dominated by these new giant corporations, by corruption, by greed.

The speech was set out on soil rich with historical drama. Little more than a decade earlier, in this flat state, populism had flourished, a tradition of farmer politics based on a call for justice against eastern banks, monopolies, and railroads. Five decades before that, Kansas, and Osawatomie, had been the seat of ferment against slavery, the flash point of the Civil War. Attending this speech, for a Kansan, might be the political thrill of a lifetime.

Even Kansans who couldn’t go were excited. As the special train carrying their hero passed through the little towns on the flat Kansas prairies, contingents of men whooped cheers, standing in the downpour just to get “the chance to yell at the train as it flew by,” even as they knew they wouldn’t be able to see their idol. Wherever the train stopped, even as early as 6 a.m., howls went up, demands to see the person inside.

When their hero finally stepped out just to offer a wave to the crowd at the Osawatomie platform, great cheers broke out, jubilation.3 Teddy Roosevelt was, as Mark Twain put it, “the most popular human being that has ever existed in the United States.”4 He was a warrior, against greed and dishonor, and for an America bristling with industrial muscle.

By 1910, Roosevelt had had a deep relationship with the American people for a decade, having been president for nearly two terms. While president, he suppressed a rebellion against American military rule in the Philippines and became the first great conservationist. He formalized America as a key diplomatic power when he won the Nobel Peace Prize in 1906 for settling a war between Russia and Japan. He was the most controversial, bold, brilliant, and beloved man in American politics, a man whose lust for attention and publicity infused the office of the presidency with immense power.

But he did more than build a new model of national leadership. While president, he had done what no political leader in America had yet managed. He had taken on the great trusts, the corporations and railroads, the powerful plutocrat J. P. Morgan. And he had won. “Of all forms of tyranny,” Roosevelt argued, “the least attractive and the most vulgar is the tyranny of mere wealth, the tyranny of plutocracy.”5 The people loved him, and he in turn loved their adulation.

And yet, Teddy Roosevelt had a dark side. A lust for power. A belief in aristocracy, a distrust of, as he put it, “the mob,” and an understanding that the important skill of a leader in a democracy was that of “political manipulation.”6 He venerated war and violence; manhood meant proving oneself in combat. “A Quaker may be quite as undesirable a citizen as is a duelist,” he wrote.7 Roosevelt loathed one of the founders of the country, Thomas Jefferson, because he saw in Jefferson’s statement that his “passion is peace” were the words of an effete weakling pacifist. Above all, there was his need for attention. ”My father,” said Alice Roosevelt Longworth, “always wanted to be the corpse at every funeral, the bride at every wedding and the baby at every christening.”8 Now, Roosevelt would attempt to use his popularity in ways both novel and frightening.

There had always been a great conflict, coursing throughout American history, a fight between monopoly and democracy. The struggle over the control of trade was a political and philosophical debate in America, between two different political systems. There was the system, promoted by Alexander Hamilton, of concentrating power in the hands of an elite, in banks, in monopoly corporations, in a better, more educated sort. And there was the rival system of Thomas Jefferson, who sought to place power through elections in the hands of the farmer, the worker, the small businessman. Roosevelt, in this speech, was to openly take the side of monopoly.

Roosevelt saw himself as a great champion of the people, but he was also, like his hero Hamilton, America’s first treasury secretary and a powerful proponent of plutocracy and monopoly, a believer in the importance of the upper class. And, in spite of his reputation for fighting J. P. Morgan, Roosevelt also had a quiet, if tacit, alliance with the great banker and monopolist, a man these Kansas farmers feared and hated. Despite Roosevelt’s words against plutocracy, Roosevelt had as his main political financier for this 1912 presidential campaign Morgan partner George Perkins, the man who put together the great steel trust U.S. Steel. He was to come as close as any major American presidential candidate ever would to openly fusing the power of the state with the power of big business.9

At Osawatomie, the reason for the event was the dedication of a state park on land where pro-slavery raiders battled abolitionists, led by antislavery martyr John Brown, fifty-four years earlier. Brown had become a symbol for the Union, in its march against the Confederacy, and a world-renowned hero. In 1910, there were seats for five hundred at the new park, but thousands attended, even though the roads were nothing more than impassable tracks in deep black mud. It was “the greatest John Brown celebration this John Brown town ever saw.”10

And Roosevelt was the man leading America to address what he called its third great national crisis. A new force was extending across the land, the “special interests” known as corporations. While president from 1901 to 1909, Roosevelt had struck at these great private powers. But now he pledged to tame them, once and for all. This was a crusade. “We stand at Armageddon,” Roosevelt would later say, “and we battle for the Lord.”11

The time was ripe. A financial collapse, the “Bankers’ Panic of 1907,” induced, as one congressman observed, a “broad national awakening and widespread agitation for relief, especially monetary, economic, and social.”12 Two years later, 259 workers, including young boys, died in the Cherry Mine Disaster. In 1910, twenty-one people died when a bomb went off during a strike at the Los Angeles Times. The Triangle Shirtwaist Fire of 1911 killed hundreds, illustrating the lack of safety provisions and poor treatment of workers.13 Radicalism even invaded the middle class, as grisly train accidents produced hundreds of mangled bodies every year due to bad management of the rail lines.

The barons of industry were unapologetic, almost gleeful. “One human being is killed every hour and one injured every ten minutes,” said W. L. Park, general superintendent of the Union Pacific Railroad. “There is a steady grinding and crunching of human flesh and bone under the juggernaut of modern car wheels. It is the price we pay for progress, for the great industrial conquest of the country.”14 And there was endless corruption, corporate payoffs to politicians, newspapers, and academic experts, city bosses, everyone.

The result was political chaos. Union organizers, like “Big Bill” Haywood, led strikes, increasingly marked by violence. Just three weeks before Roosevelt’s Osawatomie speech, the mayor of New York was shot in the throat by a deranged former city employee.15 Milwaukee elected a socialist mayor in 1910, followed by cities in Montana, New York, and California.16

Ten years earlier, as one magazine writer put it, the attitude of most Americans was one of cynicism and apathy, a “let us alone” sentiment. But now, the country was electrified with excitement and radical ideas.17 In Kansas, Roosevelt was in the midst of a speaking tour, the beginnings of a presidential campaign, and he would carry his crusade into Missouri the following day. In his speeches, and in his coming campaign, Roosevelt would attack both corporations and what he called “mob rule.”

He was battling for control of the conservative Republican Party. And while the people loved Roosevelt, his foes, the “stand-patter” conservatives, did not. William Barnes, the Republican boss of Albany, New York, and the leader of the old guard, responded to the speech with warnings. Be wary of the “hysteria” running “riot throughout the country,” Barnes said. “All thoughtful men” should see a “frightful danger” in Roosevelt’s ascendancy.18

The stakes were high. If reform did not come at the ballot box, it might come, as it had less than fifty years earlier, through civil strife. The rise of industrial power challenged political systems all over the world. The telegraph and railroad broadened knowledge and sped people and goods across the land at breakneck speeds. But they also extended the reach of any financial or political leader, in ways that posed entirely new challenges to existing political institutions. Many countries failed to control this power. The result, in coming years, would be fascism if private actors took over the state, or communism, when groups used the state to take over the private sector. As Roosevelt himself predicted, Russia might soon “experience a red terror which will make the French Revolution pale.”19 Other nations would seek to adapt their democracies to control this power. In 1912, the contours of this world were still inchoate, born but not animate.

In Kansas, Roosevelt gave his philosophy a name: the New Nationalism. This was a call for courage in a great and violent drama. Americans must face the need for reform, even risk “temporary disaster,” he told the farmers, rather than give in to those with swollen fortunes pushing America toward a “sordid and selfish materialism.”20

Celebrating antislavery hero John Brown while discussing the rise of corporations, great wealth, and radicalism made sense to the farmers in the crowd. There were Civil War veterans in the audience, the greatest generation of the era. But alluding to history was more than just a sop to the veterans. Debates over the founding, and the Civil War, regularly framed discussions of justice and corporate power.

“There have been two great crises in our country’s history,” Roosevelt told the crowd. The first was the American Revolution, which was not just a break with the British, but with a whole system of aristocracy, and the construction of a new nation. The resolution of that first crisis sowed the seeds for the second, which came from the rising political power of slaveowners. The founders had constructed a solid national body, with slavery as its deeply immoral flaw.21

The people at Osawatomie knew that the Civil War was not just a war against slavery, but also against a plutocracy of planters, in some ways similar to the men who controlled the great corporations they now faced. By the time of that war, cotton planters had concentrated ownership of land and slaves. In 1860, an oligarchy of eight thousand men ruled over millions of enslaved blacks, and poor whites, in the South.22 The wealthiest men in the country were cotton kings; half the millionaires in 1850 lived in one town in Mississippi.23 Slave cotton was at the center of a global financial and trading system, one stretching from Mississippi to Wall Street to the looms in Manchester across the sea. The greed of the planters at the heart of the system, their need to expand and dominate, caused a political crisis kicked off in Kansas, in which, as Roosevelt put it, “the special interests of cotton and slavery threatened our political integrity.” 24

Roosevelt quoted Abraham Lincoln, noting Lincoln argued that “labor is the superior of capital, and deserves much the higher consideration.” These farmers knew that Lincoln went further than defeating the Slave Power. He passed the National Banking Act, to regulate banks and the money supply; the Homestead Act, to distribute land; and the Morrill Act to found universities in every state.25 His party passed the Telegraph Act of 1866, which encouraged competition in the telegraph industry. The Civil War, to Roosevelt, and to Kansans, was a second American Revolution, not just abolishing slavery, but striking at plutocracy as well.

Now the third crisis, of corporate power, was upon the land. This crisis was, to Roosevelt, “exactly” like the crisis of slavery, only instead of cotton barons this time, he noted it was that “great special business interests too often control and corrupt the men and methods of government for their own profit.” 26

Like slavery, this third crisis was a long time coming. It had its roots in commerce, in progress, in science. The steamship, the telegraph, and the railroad were nothing short of astonishing. No technology had ever allowed humans to move over land faster than a horse, or communicate instantly at a distance. These technologies were matched with equally important legal innovations. Railroad managers created the modern multidivisional corporation and new accounting methods. They even standardized time itself, creating time zones to synchronize scheduling.27

The new railroad corporations expanded radically during the war, eventually settling the West and eliminating all Native American control in the continent. In 1862, Congress passed the Pacific Railway Act to authorize the first transcontinental railroad. From the 1860s onward, the federal government subsidized the growth of railroads with money, land, and military support. The federal land grant to just one railroad, the Union Pacific, was about the size of New Hampshire and New Jersey combined, much of which was occupied by Native Americans. As historian, railroad regulator, and railroad executive Charles Francis Adams put it, “the Pacific railroads have settled the Indian question.”28 Railroads were followed by new giant industrial corporations of the 1880s and 1890s, steel and oil, as well as chartered public utility corporations for telegraph, telephone, gas, water, and electric networks. Behind all of these lay Wall Street, where bankers and lawyers arranged the legal forms and credit arrangements that governed it all.

Industrial barons were a new group of would-be aristocrats, and they innovated many ways of concentrating power and wealth. Key to this concentration of wealth was political corruption. Perhaps the most famous example was the Union Pacific–Crédit Mobilier railroad scandal of the late 1860s. The Speaker of the House, the treasury secretary, the vice president, and a future president were all on the payroll of the railroad. This was what Mark Twain called the Gilded Age.29

In 1860, the Republican Party of Abraham Lincoln had as its ideological grounding a phrase coined by his Treasury Secretary Salmon Chase, “Free Soil, Free Labor, Free Men,” an ode to Jefferson’s argument in favor of “yeoman farmers.” But by the 1890s, the leading Republican Party boss, Mark Hanna, raised, at modern prices, $3 billion for William McKinley’s 1896 presidential campaign, saying, “There are two things that are important in politics. The first is money, and I can’t remember the second.”30

In 1877, mass unrest erupted in Maryland, Pennsylvania, Illinois, and Missouri in response to a series of railroad wage cuts. Striking workers from multiple industries, as well as business owners tired of being under the thumb of railroads, protested as revolutionaries had done years before. Railroad barons put down the protesters. The head of the Pennsylvania Railroad said that strikers should get “a rifle diet for a few days and see how they like that kind of bread.” In Pittsburgh, riots destroyed 39 buildings, 104 locomotives, and 1,245 freight and passenger cars. Dozens were killed.31

Until the 1880s, vast new industrial power was regulated at a state level through restrictive corporate chartering. For instance, state corporate charters did not allow one corporation to buy stock in another. But in 1882, an oil refiner named John D. Rockefeller helped invent a centralizing legal tool to capture industries across state borders. He placed all stock from various oil properties into one legal structure called a “trust.” Known as the Standard Oil Trust, Rockefeller’s oil companies might look independent legally, but the trust’s board of directors set policy for the combined group. With this new legal tool, Rockefeller built the largest and most powerful monopoly of the era.32 In 1887, the whiskey and the sugar trusts formed, with many more on the horizon.

A trust became a legal mechanism to enable and accelerate the concentration of financial power that started with the railroad. Endemic corruption in the industry induced a backlash from working people and businessmen. Distrust of railroads and associated network industries like oil went beyond workers. Virtually the entire commercial order of late-nineteenth-century America was oriented around small and midsized proprietorships, from independent farmers to drugmakers, pharmacists, printers, stationers, booksellers, manufacturers, specialty producers of brand-name foodstuffs, grocers, and distillers. All distrusted railroads. Journalists took the lead in formulating an antimonopoly critique. In 1884, Henry Demarest Lloyd, a leading antimonopolist journalist, wrote, “Monopoly and anti-monopoly, odious as these words have become to the literary ear, represent the two great tendencies of our time: monopoly, the tendency to combination; anti-monopoly, the demand for social control of it.”33

It was not size they feared; the post office was a vast organization, but as it was an open-access network run by a democratic government, it did not pose the same odious threat as private monopolistic institutions. They also did not seek untrammeled competition. Unregulated competition in networked industries like railroads, which had high fixed costs, could be catastrophic. To win business from rival roads, railroad executives might slash prices below what they could reasonably afford, and begin to bleed cash. They would then cut wages and defer maintenance. This so-called “ruinous competition” caused horrific accidents, bankruptcies, and violent strikes. If enough railroads raised too much capital and built too many tracks, price wars would eventually bankrupt railroads en masse and ensure widespread bond defaults. In 1873 and 1893, widespread defaults turned into financial crises and then economic depressions.

The people organized for their rights against these new private centralizing corporations and an unstable political economy. Small business owners and farmers organized cooperatives and professional associations to create standardized production and pricing policies to retain their independence in the midst of centralizing forces.34 Farmers and merchants organized the Granger, Greenback, and other populist movements to demand state regulation over railroads and associated technologies, like grain elevators. In John Brown country, farmers had been angry at corporate power for decades.

By 1887, Congress had established the Interstate Commerce Commission (ICC), the first federal regulatory commission, to oversee the railroads. In 1890, Congress passed the Sherman Antitrust Act, to rein in industrial trusts such as Standard Oil. This law prohibited “monopolization” and “restraints of trade.” Senator John Sherman had intended the law to destroy the trusts, but how to do so was a new and difficult problem for the government. Congress cut much of his original language, and the Sherman Act ended up largely as a statement of principles, with courts and conservative judges able to interpret the meaning of the terms.35

The attempts at reform weren’t enough. The ICC was supposed to bar price discrimination and secret rebates by railroads, but it was defanged by the Supreme Court. And throughout the 1890s, courts used an interpretation of the Sherman Act to rule that price-fixing among competitors tended to be illegal, but mergers were not.36 This inverted the meaning of the antitrust laws and ended up encouraging mergers. This made it illegal for competitors to fix prices as separate entities, but if competitors combined and fixed prices as a single giant corporation, the law offered sanction. This inversion created a central tension in antitrust law that remains to this day. Cartels were often illegal, but monopolies or trusts—including those achieved through massive combination—might not be.

In 1892, another event, the Homestead strike, further highlighted the danger of industrial power. This conflict took place near Pittsburgh, in the rough-and-tumble world of rail, steel, and oil that grew out of the rich coal lands of western Pennsylvania. Strikers, like their rebel forebears, targeted Carnegie Steel, the high-tech corporation of the 1890s.

The strike pitted emerging tycoons against iron and steelworkers. The tycoons were led by a slender, ruthless, Hamilton-admiring coal baron named Henry Clay Frick, who was running Carnegie Steel at the time. Frick hired mercenaries known as the Pinkerton detectives and built walls around the Homestead mill with apertures for guns. In a ferocious battle between guards and strikers, sixteen people died. Frick had more than a hundred strikers arrested, some for murder, and the union ran out of money. Carnegie Steel, with tens of millions of dollars of capitalization, held out until the union was destroyed.37

The next year, one of Frick’s allies, a banker named J. P. Morgan, began consolidating control over the American industrial commons. Morgan had been attempting to solve the problem of “ruinous competition” in the railroad industry for years. In 1885, on his yacht, the Corsair, Morgan settled a price war between two major railroads, the aristocratic Pennsylvania Railroad and the New York Central. The railroad men agreed to stop competing, at least temporarily, and respect their separate spheres of influence.38 Morgan was attempting to settle the same problem that Congress sought to address through public regulation with the ICC in 1887. But voluntary agreements could only go so far.

Morgan, along with a few financial titans, was finally able to seize control of the railroads after the Panic of 1893, a financial crash caused in part by railroad overbuilding. A third of American railroads went bankrupt, fifteen thousand commercial firms failed, and labor violence erupted across the country.39 In the wreckage of the downturn, with railroad and industrial assets lying fallow in bankruptcy, the railroads would be regulated at last. But this regulation would come in the boardroom, not through public agencies. Wall Street never liked competition, but its preference was for bankers to set the rules and govern, rather than the public.

In the downturn, J. P. Morgan, the trusted agent of British investors, stepped forward as the leader of the American political economy.40 When a Morgan banker took control of a bankrupt line, he would “Morganize” it, firing (often corrupt) management, restructuring the debt, buying competitors to eliminate rate wars, and creating a monopoly that could service the new credit arrangements. Morgan became so powerful and so wealthy that—during the Panic of 1907—the government turned to him to organize a mass bailout to stop the run on the financial system.

As Morgan centralized power, farmers continued to suffer at the hands of the railroads and the bankers. These farmers swept from the South and the West into a new political party, the People’s Party, to translate their desire for liberty in an industrial age into a political program. They called themselves populists, and drew upon the ideas of Alexander Hamilton’s great foe Thomas Jefferson, who had disdained “aristocratic corporations.” They sought an active federal government as a means to discipline the centralizing power of national corporations. In 1896, a young Nebraska politician-cum-preacher, William Jennings Bryan, took this program into the Democratic Party as its nominee that year.

Bryan, known as the “Great Commoner,” faced the candidate of J. P. Morgan and the plutocrats, William McKinley. Bryan saw the election as a “struggle between the idle holders of idle capital and the struggling masses who produce the wealth and pay the taxes of the country.” Bryan referenced the founder of the Democratic Party, Thomas Jefferson, and attacked the moneyed aristocracy Jefferson had fought. “The banks,” said Bryan, “should go out of the governing business.”41

Bankers poured money into the McKinley campaign, because McKinley pledged to “preserve the financial honor of the government.” Bryan lost. Bryan tried again in 1900, when the Democratic platform called the giant corporations known as trusts “the most efficient means yet devised for appropriating the fruits of industry to the benefit of the few at the expense of the many, and unless their insatiate greed is checked, all wealth will be aggregated in a few hands and the Republic destroyed.”42 But McKinley triumphed again, this time with a young vice president on the ticket, a former governor of New York. This was Teddy Roosevelt’s entrance into national office.

Morgan continued with his great centralizing project. In a merger wave that ran from 1894 to 1904, Morgan centralized business into modern corporate America, structuring companies such as General Electric and International Harvester. Consolidation followed consolidation. American Tobacco rolled up 250 firms into one. At least seventy-two consolidations led to a situation in which one entity controlled at least 40 percent of an industry, and forty-two consolidations created situations where one entity controlled upward of 70 percent of an industry.43 Many newspapers cheered Morgan, lauding him as a heroic commander of the economy.

In 1901, Morgan had his greatest triumph of financial engineering, the creation of U.S. Steel, which was a final combination of two hundred companies in 127 cities. A Morgan partner noted, upon signing the last paper necessary for the merger, this “signature is the last one necessary to put the Steel industry, on a large scale, into the hands of men who do not know anything about it.”44

In the industrial era, these centralizing forces had escaped control of democracy. The people tried to fight the plutocrats but they had lost. But on September 6, 1901, an assassin named Leon Czolgosz shot President William McKinley on the grounds of the Pan-American Exposition at the Temple of Music in Buffalo, New York. And this brought Teddy Roosevelt to power.

Roosevelt grew up a wealthy, sickly aristocrat at a time when old-money Republicans did not make a career out of politics. Roosevelt broke the mold. In the 1880s, he won election to the New York Assembly in a safe silk stocking Republican seat, and attacked corruption so theatrically that he got the nickname the “cyclone Assemblyman.” His animus toward corruption was paired with disdain for farmer populists, who he felt threatened the natural ruling order.

Roosevelt desired to build a great American empire through combat. “The clamor of the peace faction,” he said in the 1890s before the American war with Spain, “has convinced me that this country needs a war.”45 During that conflict, he led a group of volunteer cowboys, nicknamed the “Rough Riders,” to battle in Cuba. The publicity-seeking worked, and his popularity helped him into the governor’s mansion in New York. Republican bosses then gave him the vice presidency, a symbolic but powerless position.

At first, even after the assassin had pumped two bullets into McKinley’s stomach, it didn’t look like Roosevelt would become president. Doctors told the nation, and Roosevelt, that McKinley was recovering. But he wasn’t. Gangrene had set in, and within a week the nation grieved McKinley’s death. Now, “that madman,” as one Republican Party boss called Roosevelt, was in charge. Roosevelt pledged to maintain “absolutely unbroken, the policy of President McKinley for the peace and prosperity and the honor of our beloved country.”46

His presidency began with an aggressive settlement of a coal strike. For decades, the only authority any American president had seemed to show in addressing labor conflict was to use troops to put down strikers. Roosevelt broke with precedent. Faced with a massive dispute in the mines, Roosevelt publicly mediated a dispute between coal miners and the mine owners. Roosevelt continued his attempt to hold business aristocrats to a code of honor, establishing the Bureau of Corporations to investigate and publicize corporate practices.

Most importantly, he took on J. P. Morgan.

In 1902, Roosevelt filed a lawsuit under the Sherman Antitrust Act, designed to break up Morgan’s Northern Securities railroad company, which had formed the previous year. This company was no mere railroad. The great oligarchs in America, the oilmen and the steel men, the bankers and the railroad barons, had had a bitter fight over control of the northwestern rail territory. The resolution was Northern Securities, a collective agreement to build a giant transportation system of steamships and railroads wrapping from Japan to Chicago, a $400 million empire.47

The oligarchs behind Northern Securities had never had to pay attention to the vagaries of politicians. William Vanderbilt, son of the first tycoon, once explained the attitude of the great centralizers with the unofficial slogan of the railroads, when he said “the public be damned.” But Roosevelt was a different kind of politician. Roosevelt told Morgan no, and he meant it. In 1904, the Supreme Court validated Roosevelt, and broke up the railroad holding company, earning Roosevelt the title “trustbuster.”

But in truth, while Roosevelt did invest the antitrust laws with real power, he generally did not want to break up monopolies. Roosevelt’s hunger for authority, his desire to centralize commercial and political authority, his aristocratic bearing, were inconsistent with decentralizing power. Roosevelt respected Morgan as a fellow aristocrat, more so than rabble farmers. His view was that Morgan had erred, not in the merger, but in presuming to act as the nation’s boss. That job was for the president—Roosevelt. Roosevelt needed a stick to make that clear, and, in this instance, the Sherman Act was that stick.

After the Northern Securities suit, Roosevelt and Morgan reached a secret alliance. Roosevelt came to a “gentleman’s agreement” with Morgan’s U.S. Steel. The company’s president, Elbert Gary, cooperated with Roosevelt’s newly founded agency, the Bureau of Corporations, in return for an acceptance of Gary’s role as the head of the steel industry. Gary hosted what became known as “Gary dinners,” where steel company heads shared pricing information with each other. From then on, Roosevelt would file suits against large corporations, but not those belonging to Morgan.

In 1904, Morgan bundled $150,000 for Roosevelt’s reelection campaign.48 Their alliance tightened. When Roosevelt’s attorney general moved to sue another Morgan enterprise, International Harvester, Roosevelt ordered him to cease. In 1907, during a financial panic, Roosevelt’s administration gave J. P. Morgan tens of millions in government deposits, allowing the financier to choose who would get loans. Roosevelt also secretly promised Morgan that he would not use the Sherman Act to stop U.S. Steel from buying a rival, Tennessee Coal and Iron. In 1906, Roosevelt forced Congress to pass the Hepburn Act, allowing the ICC to finally regulate the railroads at a federal level. The Bureau of Corporations, the Gary dinners, and Roosevelt’s deal with Morgan were part of a broader institutional reshaping of the federal government, an attempt to turn it increasingly into a partner of big business.

After two terms as president, Roosevelt left politics for a year-long safari in Africa, his trip financed by a steel baron. It had seemed to the public that Roosevelt had addressed the problem of the trusts, when in fact Roosevelt had done more to secretly enhance the power of Morgan. But Roosevelt’s successor, conservative William Howard Taft, began antitrust proceedings against Morgan enterprises. Roosevelt’s deal with U.S. Steel was exposed.

The crisis of monopoly, contained under Roosevelt, worsened under Taft. In 1911, the Supreme Court broke up Rockefeller’s Standard Oil into thirty-five separate companies, but in a pyrrhic victory for antimonopolists, the court simultaneously gutted antitrust law. The Sherman Act prohibited all restraints of trade, but the court ruled that the federal government could only halt “unreasonable” restraints of trade.

In the case of Standard Oil, the court ruled that the company’s behavior was “unreasonable,” and the bonds between the various subsidiaries of Standard Oil were dissolved. But judges, the court asserted, would now organize antitrust law. To challenge a monopoly, the government would now have to prove not only that there was a restraint of trade involved, but also that such a restraint was unreasonable. Judges elevated themselves above Congress and the executive branch, deciding what constituted a reasonable versus an unreasonable restraint.

In addition, the court also allowed John D. Rockefeller to keep his stakes garnered from the monopolistic practices. He had gotten away with what Democrats thought was a billion-dollar crime.

William Jennings Bryan cried out, “The Trusts have won.”49

THE ELECTION OF 1912: WILSON VERSUS ROOSEVELT

By 1910, new rhetoric had exploded into American politics. A series of left-wing pro-monopoly thinkers—Herbert Croly, Thorstein Veblen, Walter Lippmann, and Walter Weyl—put together theories on how to address the trusts. These men imported German scholarship of the nineteenth century, which emphasized an inevitability to the progress of events, known as “scientific history.”50

These thinkers viewed the issue in much the same way Roosevelt did during his Kansas speech. Croly, who became Teddy Roosevelt’s key advisor, was also an ardent admirer of Alexander Hamilton, and saw this moment as another founding, a moment of radicalism. Through Roosevelt’s candidacy, Croly would seek to mimic Hamilton and attempt not to break this corporate power, but to co-opt it. Roosevelt wanted to place control of all large corporations in his own hands, and run them on behalf of the muddy Kansas farmers shouting his name. As one prominent academic of the time characterized it, the goal of the centralizer progressives was “concentration, cooperation, and control.”51

Roosevelt and Hamilton were in many ways similar. They both had biases toward aristocracy, toward rule by a better sort. Roosevelt saw the power of the trusts, and sought to centralize their power in public hands, rather than to decentralize it. Similarly, Hamilton believed the American Revolution was the chance not to break from the British empire, but to emulate it.

Hamilton prioritized cooperation between military and financial elites so that the vulnerable colonies would not be easy prey to the Spanish or French empires, or to internal corruption. Roosevelt felt if America mistreated its monopolies, foreign competitors would win, preventing the creation of an American empire. In an era when none but aristocratic societies had ever existed, Hamilton feared self-government. To Hamilton, and many of his allies, democracy was a “disease.”52

Roosevelt excused Hamilton’s disdain for democracy. After all, this was not uncommon for the founding generation who men like Roosevelt revered. Children in colonial America understood the difference between gentlemen and commoners before they learned the difference between right and left.53 If Roosevelt saw a failure in Hamilton, it was not from disrespecting the moral right of the people to rule, but that Hamilton’s party, in spite of containing nearly every man of “talent” and “good sense” in the country, had failed to develop the “ability for political manipulation” to govern in a democracy.54

Roosevelt and Hamilton shared an admiration for centralized corporate power. Corporations existed in Hamilton’s era. Chartered corporations, like the British East India Company, were monopolies licensed by the king to organize trade, such as the tea trade that fomented the Boston Tea Party that kicked off the Revolution.

Hamilton’s goal was to protect the new nation by ensuring that it had the necessary strength to defend itself from external foes and internal insurrection. To do this, he sought to place domestic lords in charge of commerce in the new American state, so that they could mass the necessary men and capital to build a strong industrial base and a powerful military. This idea was similar, though less developed, to what industrial barons of the late nineteenth century believed. Men might vote, but they would be the better sort, ensconced in government-chartered private banks and corporations, who would do the governing. Hamilton even led an attack on a rebellion against the forebears of the farmers at Osawatomie, the rebels in the so-called “Whiskey Rebellion,” who opposed Hamilton’s schemes to concentrate power over farming and industry.55

Hamilton’s centralizing ideas were ultimately defeated by the founder of the Democratic Party, Thomas Jefferson, a man Teddy Roosevelt loathed as weak and incompetent. Jefferson opposed corporate power, seeing in moneyed corporations the return of aristocratic privilege. Jefferson’s writing framed much of the democratic language in use in the election of 1912. Even the name of this new party, then called the Democratic-Republican Party, was an attack on aristocracy. Thomas Jefferson became president, in what he called the “revolution of 1800,” the first peaceful transition of power in America from one elected political party to another. “Sometimes it is said that man cannot be trusted with the government of himself,” Jefferson said in his first inaugural. “Can he then be trusted with the government of others? Or have we found angels, in the form of kings, to govern him?”56

Just over one hundred years later, Croly updated Hamilton’s theories, with scientific experts replacing wealthy merchants as the arbiters of the public good. He argued “huge corporations” induced efficiency and cooperation, and “all civilized societies” should seek such values when possible.57 Roosevelt was to be the Alexander Hamilton of the corporate era, and bring his centralizing theory into the election of 1912.

As a Hamiltonian, Roosevelt believed the problem with the trusts was that they just had to recognize who was boss. Roosevelt needed “complete power to regulate and control all the great industrial concerns engaged in interstate business,” power he would vest in scientific experts, appointed by him. His proposal was to nullify the antitrust laws for monopolies that agreed to obey government orders.58 He attacked the judiciary, which stood athwart his crusade. Unlike Hamilton, Roosevelt loved elections, loved the practice of political manipulation, but like Hamilton, his goal was to place power among the responsible upper class, men who adhered to a moral code of imperial greatness. Roosevelt’s vision terrified his opponents. President William Howard Taft called Roosevelt a “dictator who, once he received a third term, would cling like a leech to the White House and never leave it until death removed him.”59

Roosevelt had used his self-righteous drive to become the youngest president in history. But soon, Roosevelt would face a real opponent as brilliant as he, a man named Woodrow Wilson, who was the Democratic Party nominee. Wilson, unlike anyone Roosevelt had ever had to defeat, saw through the crowd-friendly politician, the attention seeking, to the would-be demagogue underneath. Wilson would block Roosevelt’s great, and frightening, plan, to combine the forces of all corporate monopolies under the control of a powerful, imperial president.

There were two other major presidential candidates running for president in 1912. William Howard Taft carried the mantle of the conservative Republicans. Taft was a “stand-patter” who largely wanted to continue the status quo of corporate dominance, but without embracing monopoly. Eugene Debs, a socialist who saw monopoly as inevitable and efficient, sought not to break up trusts, but to nationalize them.60 But the contest was really between Roosevelt, campaigning under the aegis of the Progressive Party (aka the “Bull Moose” Party), and Wilson, with two very different visions of reform.

Like Roosevelt, Wilson was an intellectual, and a progressive reformer. Though proposing big ideas, he was no hothead, being a former head of Princeton University, and an acquaintance of the titans of business and finance—John D. Rockefeller, Andrew Carnegie, J.P. Morgan—from whom he had once solicited funds as college president. At Princeton, Wilson had been a Democrat, but had criticized both Bryan and Roosevelt as excessively radical.

Wilson had illustrated strong anticorruption progressive instincts, as well as the toxic racism of the Jim Crow era. He had fought a high-profile battle against the exclusive, fraternity-style eating clubs that dominated the campus, and transformed Princeton from a provincial college for the wealthy into a world-class university, while still ensuring that it would remain an all-white institution. Then, as governor, Wilson had proved he was no puppet for big money. He got his start through the political machine, but once in office, Wilson enthralled progressives. He pushed election reform, the direct election of New Jersey senators, and a public utilities commission that could effectively prevent monopolists from getting around pricing rules. Yet Wilson, like Roosevelt, did not intend the American promise to extend to African Americans.61

By 1912, Wilson was thinking big. “All the people are radical,” he said. They wanted “proper control of their own affairs.”62 But Wilson didn’t want government control of monopoly; he feared Roosevelt’s vision, the union of centralized political power married to centralized government power. Wilson sought political liberty for citizens, against the trusts. Just twenty years earlier, Wilson noted, men used to work for themselves. Now, great corporations had become “our masters.” But breaking up monopolies was dangerous. Unregulated competition, as railroads experienced in the 1870s, was disastrous. The great practical question was, what to do? If there was not to be a public master in the form of government control, or a private master in the form of monopoly control, then… what?

Wilson received an answer in a three-hour conversation the August before the election. Louis Brandeis, nicknamed “the people’s lawyer” because of his longtime battles with “corporation lawyers,” had come to the governor’s seaside cottage to discuss what progress, as he put it, was being made “toward industrial freedom.”63 Brandeis had been thinking, for decades, about how to update traditional Jeffersonian democracy for the industrial age. He would show Wilson a practical way to break monopolies, to decentralize power the way Jefferson had. Brandeis had a program, which Wilson would call “The New Freedom.” Brandeis would formalize the populist social sentiment of the late nineteenth century into a rigorous set of legally actionable ideas, becoming a founding figure of twentieth-century Constitutional thinking. America, well into the twentieth century, would be a nation of entrepreneurs because of Brandeis.

Born in the late 1850s like Roosevelt and Wilson, Brandeis had seen the conflict between the old and new worlds throughout his career. He had started as a brilliant corporate lawyer out of Harvard Law, but from the 1890s onward, he led a famous fight against J. P. Morgan’s railroad consolidation, which framed his vision of political economy.

In this fight, Brandeis faced a $200 million Morgan-controlled corporation called the New Haven Railroad, which sought to monopolize all transportation in New England, including railroads, trolleys, steamships, and inner-urban rail lines. It was an ugly fight, with the Morgan men bribing politicians, journalists, and academics to allow the company to buy up its competitors. The company spent lavishly, according to regulators, “in ‘educating public opinion’ ” and in “payoffs to newspaper writers.”64 Roosevelt, as part of his deal with Morgan, had refused to use antitrust law against the company.65

Brandeis beat the Morgan syndicate by proving that the company had been lying about its financial condition. At first, his allegations that this railroad was losing money subjected Brandeis to scorn and ridicule; the company paid a reliable dividend, and legends like William Rockefeller and J. P. Morgan were on the board. How could a simple lawyer question great men with names like that?

But Brandeis was right. The New Haven was grossly mismanaged. It invested little in safety equipment, and its board of directors comprised financiers so busy they paid no attention to the company. Soon, grisly accidents led to dozens of deaths on a regular basis. After one particularly deadly accident in Wallingford, Connecticut, “a disastrous wreck even in the history of that disastrous road,” a reporter tried to ask J. P. Morgan’s son, who inherited the firm from his famous father, what could be done. “Mr. Morgan cannot see you,” said his butler. “He says he can do nothing about it and does not care to be annoyed.”66 By 1912, the press had turned on Morgan and the New Haven. The railroad was, as the Interstate Commerce Commission later called it, “one of the most glaring instances of maladministration revealed in all the history of American railroading.”67

With his exposure of the corruption of the New Haven Railroad, Brandeis fully earned the title “the people’s lawyer.” But this did not make him antibusiness. Brandeis respected business, and saw how market structures that supported farmers and workers, as well as corporate structures like cooperatives, could develop citizens.68 Like Jefferson, Brandeis loved science and gadgets. He helped found the American Fair Trade League, a business association that included specialty producers and retailers in medicine, brand-name foods, printing, electronics, machine tools, and tobacco companies.

Brandeis’s goal was to achieve what he called “industrial liberty.” Trusts, he felt, took away the ability of Americans to have control over their commerce. Economic and financial combinations had become so big that they could not be controlled. Regulation of giants was often futile; even trusts couldn’t control what was happening inside themselves. “Man’s works have outgrown man. Man has remained the same,” Brandeis said.69 He contrasted American politics, where men were free to vote, and American commerce, where they were under the thumb of petty tyrants. These two systems were in conflict, a contrast “between our political liberty and industrial absolutism.”70

Before meeting Brandeis, Wilson had believed that the way to address trusts was to punish the guilty individuals behind them. Brandeis argued that it was the system itself and the legal context, not any specific individual, that created a commercial system oriented toward cheating and monopolization. The solution was not to regulate monopoly or just punish wrongdoers. The government should both break up concentrations of power, and then regulate markets so monopolies didn’t return. He envisioned a system of regulated competition.71

On Labor Day of 1912, Wilson used Brandeis’s framework to attack Roosevelt. “Once the government regulates the monopoly,” Wilson told a rally in Buffalo, “then monopoly will see to it that it regulates the government.”72 Wilson pledged to break up monopolies, and attacked Roosevelt’s plan of putting together a board of experts to govern monopolies. “What I fear,” said the Princeton professor, “is a government of experts.”73

Four days later, in North Dakota, Roosevelt struck back. Antitrust, he argued, had failed, as would Wilson’s “vague, puzzled, and hopeless purpose feebly to continue the present policy.”74 Wilson was a fraud, pretending to attack monopoly while actually just supporting the status quo. One could not undo the trusts, or, as J. P. Morgan put it, “unscramble the eggs in an omelet.” Attempting to do so was nostalgic and foolhardy.

For most of the month of September, the two men offered two different visions to American voters over the shape of corporate America. It was Jefferson versus Hamilton over the nature of liberty, only this time in the industrial era. Two schools battled, both of whom saw themselves as progressive. There were Wilsonian progressives, influenced by rural populists, who thought breaking up concentrations of power would bring forth liberty. And there were those who stood with Teddy Roosevelt, seeking not to smash concentrations of power, but to have progressive experts use the power of trusts and monopolies to deliver a better world. This philosophical split would remain, cascading through the next century.

Wilson won the election, and would work to smash Morgan’s power. Finally, the industrial age would become democratic. Intellectuals, businessmen, politicians, and social reformers rallied to the cause of the new president. The chairman of the Banking and Currency Committee, Arsène Paulin Pujo of Louisiana, began a large-scale investigation of the “money trust,” with a focus on J. P. Morgan, National City Bank, Kuhn Loeb, Kidder Peabody, and First National Bank. Over the next year, Pujo showed how a small group of financiers in New York had come to dominate many of the “great industrial and railroad corporations of the country,” and wielded “despotic” power over the business and commerce of the nation.75

To break the industrial corporations, Wilson would invigorate antitrust. The Wilson Justice Department restructured the New Haven Railroad conglomerate, with the former president of the railroad indicted criminally for monopolization.76 He reorganized America’s communications system by breaking up the “telephone trust,” or AT&T. The phone and telegraph giant spun off its Western Union telegraph subsidiary, and was required to allow independent phone companies to interconnect with its system so all Americans could have access to reasonable phone service.77

To take on the banks and the money trust, Wilson created the Federal Reserve system, a central bank designed to move power over the economy from Wall Street to the people. He passed the first federal aid to farmers, the income tax, the first federal child labor law, the first law mandating an eight-hour workday for industrial workers, and a major tariff revision.78 He would create the Federal Trade Commission, a regulatory body set up both to help structure fair trade rules for small and medium-size businesses and end monopolization. He passed the Clayton Act, to protect labor, stop big mergers, and end the practice of price discrimination.

The goal of Wilson’s New Freedom was to change how Americans saw the world, by equipping them with a public set of institutions to reduce the power of the private government. Private banks would become less important because the Federal Reserve system would now govern the financial system. The ability of trusts to set the terms of trade would now be challenged by the Federal Trade Commission, a public body that would structure markets for the people. The Clayton Act set rules to protect workers and stop predatory pricing by trusts, and lower tariffs that limited the ability of manufacturing monopolies to ward off competition from abroad. This structure would be undergirded by a political coalition of farmers and labor unions, who would form the backbone of the Democratic Party. The ideological revolution of the New Freedom lived inside these new public institutions, and a revamped party of the people.

The elder J. P. Morgan died in March of 1913, just as the new rules he hated were enacted. In January of 1914, Morgan partners resigned from the boards of thirty powerful corporations and a dozen railroads.79 The money trust was being broken apart.

In 1916, Wilson nominated Brandeis to the Supreme Court. Wilson was proposing that the Supreme Court, the most sacred temple of business probity, now have as a member a radical, an activist, an attorney who had dared call into question the structure of the giant corporation. “When Brandeis’s nomination came in,” a Washington correspondent wrote, “the Senate simply gasped.” This maneuver, too, was a fight. Seven former presidents of the American Bar Association, including William Howard Taft, called Brandeis “unfit” for the court. But Wilson’s mastery of the political process conquered the emerging network of big law firms and Wall Street. After a brutal confirmation process, Brandeis took his seat. “I can never live up to my Brandeis appointment,” Wilson said. “There is nobody else who represents the greatest technical ability and professional success with complete devotion to the people’s interest.”80

In 1910, Roosevelt had put forth the idea that America was confronting its third great Constitutional crisis. Wilson agreed with the diagnosis, but not the cure. Wilson would smash monopoly power, not co-opt it. And now, the democratization of industry that Brandeis and so many reformers since the advent of big business had envisioned seemed to be here. The corporation could once again become a means for citizens to cooperate in industry and self-government, using techniques like arbitration boards, credit unions, cooperatives, and worker ownership.

But a new kind of war in Europe interrupted Wilson’s great experiment. In World War I, Americans watched as sclerotic aristocratic political leaders used their industrial power to send millions of people to their graves with poison gas, machine guns, and artillery. Yet the war, though horrific, forced a global debate over liberty, imperialism, and trade. Far from stopping Wilson’s great crusade, perhaps it might be possible to use the war’s ghastliness to stop tyranny everywhere.

With the Great War, the question became, could Wilson match the moment?

Indeed, when Wilson finally took America into the war, he didn’t retract his grand promises, but instead elevated them. He no longer sought to remake America, but the world. The idealism of 1912, the democratic rebellion from the 1890s onward, soared around the globe. In May 1919, from peace talks in France, Wilson cabled Congress and called for a “genuine democratization of industry.”81

America would not just sign a peace treaty, but create a new form of global society, a League of Nations, a global government, to make war itself illegal. Wilson would bring peace and justice, everlasting, everywhere. By 1919, after the crusades of Teddy Roosevelt, the election of Wilson, the battles of Brandeis, and a horrific world war, the stage was set to eject the moneychangers from the temple, not just in America, but in the Old World as well. The people seemed to demand nothing less.




CHAPTER TWO Mellonism


“The poor have occasionally objected to being governed badly. The rich have always objected to being governed at all.”

—G. K. Chesterton1



[image: Image]

Inauguration day, March 4, 1921, was cold and clear. A new president, Warren Harding, stood outside the Capitol in a velvet collar and a dark coat, flanked by approving wealthy men in silk hats. This was their president, their guy. Finally. After twenty years of absurd reform and fights over “progressivism,” first from the odious egomaniac Teddy Roosevelt, and then the catastrophic Woodrow Wilson, the people had come to their senses and returned power to society’s natural rulers.

The theme of the campaign Harding had run to devastating effect was “a return to normalcy,” which he conveyed in his very persona. Harding was not particularly competent, and he knew it. He once described himself as “a man of limited talents from a small town.”2 For his inaugural address, the new president gave a stilted speech illustrative of his commitment to mediocrity. His ruddy complexion was the picture of health, in contrast to the broken man he succeeded.

Eight years earlier, Woodrow Wilson had carried the hopes of a nation. Now he lay prostrate, a figure no longer of dignity but, as one reporter put it, “a living ghost.” A year and a half before his second term ended, Wilson had suffered a stroke, rendering him partially paralyzed and largely bedridden. His voice was reduced to an almost robotic gurgle. He was “a broken, ruined old man, shuffling along, his left arm inert, the fingers drawn up like a claw, the left side of his face sagging frightfully.”3

Harding helped Wilson into an open-topped car for the ceremonial drive to the inauguration at the Capitol. This was the first time Wilson had been in public since his stroke, and the people lined up on Pennsylvania Avenue to watch the now “pathetic picture,” and his successor. Upon arrival, Harding helped Wilson out of the car, and then bounded up the stairs.

Before Edward D. White, the conservative chief justice of the Supreme Court, Harding put his hand on the Bible used in George Washington’s inaugural and swore an oath to protect the Constitution. Later that day, Harding presented his new cabinet to the Senate. The real power of Harding’s administration would lie here. Andrew Mellon, the heir to J. P. Morgan as the ruler of American finance, would take his oath as the secretary of the treasury in the office of Philander Knox, the Pennsylvania senator and former lawyer to the most powerful members of the money trust.

Wilson was put in a wheelchair and wheeled away.4

WILSON’S DOWNFALL

The election of 1912 had held such promise, with Wilson’s pledge to bring forth what he called a New Freedom to liberate Americans from the railroads and the trusts. His White House was, according to Brandeis, “the only time in recent American history when rich men had not had an undue influence with an administration.”5 In his first eighteen months, Wilson passed more legislation than any president in the industrial era. He settled long-standing political questions, like the century-long dispute over whether the United States would have a central bank. America almost had a peaceful economic revolution.

How did it all go so wrong?

It was true that not all parts of Wilson’s New Freedom had gone smoothly. The Federal Reserve, designed to break the money trust, had no clear center of authority, with both its public federal headquarters and its banker-dominated regional branches vying for control. The Federal Trade Commission, with its broad mandate, was hamstrung by bad appointments, men with, according to Brandeis, “no grasp of the real problem.”6 But Wilson’s new institutions would eventually serve as the foundation for what Democrats would later achieve in the 1930s. And on the immediate question—the money trust—they were having a huge effect. In mid-July 1914, the ICC recommended criminal prosecution of the board of directors of the New Haven Railroad. The Morgan men were reeling.

But just two weeks after the ICC’s report on the Morgan-Rockefeller control of the New Haven, war broke out in Europe. Everything but the war became irrelevant. Because when the guns of August 1914 boomed, panic struck. Foreigners dumped American stock to raise money for the war, and the stock market crashed. Bankers huddled at the offices of banker J. P. Morgan; the governors of the New York Stock Exchange shut the stock market down for six months. One hundred thousand Americans were stuck in a now-warring Europe.

And yet the war, while awful for the millions who died, would become a boon for the United States economy. American businesses and farmers profited. The U.S. shipped weapons, food, and raw materials to England and France, and American banks extended credit to their governments. America, at least at first, had commercial, not military, objectives.

But such a delicate attempt to profit off war could only last so long. The German government, unable to buy much from America due to an effective British blockade, saw the U.S. profiting in supplying Germany’s enemies as a significant strategic problem. In response, the Germans engaged in submarine warfare, often against neutral shipping.

Wilson was caught, trying to balance a commitment to neutrality with the profit afforded American farmers and manufacturers by selling war supplies to the Allies. By 1917, unrestricted German submarine warfare drew American ire. A little over a month after the British revealed that Germany had secretly proposed a military alliance with Mexico against the United States, Wilson finally took the country to war.

Wilson understood the stakes. He feared that entering the conflict might cause the loss of every reform he had implemented. War would require cooperation with big business, which might again rule the government. Wilson entered into the morass anyway, ruing to a cabinet member that “neither you nor I will live to see government returned to the people. More than that—Free Speech and the other rights will be endangered. War is autocratic.”7 He was right.

World War I transformed the global order. “It was in World War I,” wrote John Kenneth Galbraith, “that the age-old certainties were lost. Until then aristocrats and capitalists felt secure in their position, and even socialists felt certain in their faith. It was never to be so again.”8 A new utopian communist experiment in Russia drew admirers all over the world, terrifying the old order.

One result was to transform America into an economic and military superpower. American businesses were no longer dependent on European investors for capital. Prior to the war, it was American corporations who borrowed from the Europeans. They were the ones who financed the American railroad system. But during the war, this financial relationship was reversed. France and England bought billions in American supplies, and went deeply into debt. Europeans were now the economic vassals. Culturally, too, America led, in everything from armaments production and high technology to the film industry.

Another result was to unleash ideological chaos, and challenge both aristocracy and democracy. A world of European empires run by monarchs gave way to a world where communism and nascent fascism existed alongside democracies and de-colonizers. The British empire was wracked with independence movements. Within just three years, Portugal, Spain, Italy, Greece, Turkey, Russia, Poland, Czechoslovakia, and Belgium “endured” dictators. A little more than a decade after the war, Austria, Hungary, Germany, and Yugoslavia became dictatorships as well.9

Domestically, a sustained popular and scholarly attack challenged the idea of democracy in America. To organize the war effort, the Wilson administration had centralized power to an astonishing degree, implementing a military draft, a censorship regime, and an unparalleled propaganda effort. The ability to control large swaths of the public through hyper-nationalistic messaging and censorship shook progressives hard. In 1922, Walter Lippmann, who had advised Wilson before the Treaty of Versailles, expressed despair in his book Public Opinion, noting that man was easily manipulated by symbols; in 1925, he published The Phantom Public, concluding democracy was unworkable. This became a common view in magazines and in popular novels. A 1928 U.S. Army Training Manual even concluded that democracy resulted in “demogogism, license, agitation, discontent, anarchy.”10

The loss of faith in democracy penetrated academic institutions. Out of the war came standardized testing, which had been used to screen soldiers, and professionalized public relations, perfected by Wilson’s censorship board, the Committee on Public Information. These helped structure the new field of “political science,” which professionalized within a rapidly growing university system. The social sciences, focusing on knowledge, efficiency, and an aesthetic of scientific objectivity, replaced prewar reform movements oriented around popular democracy. Scholars began focusing on propaganda and the inherent irrational motivations of human beings, as well as emphasizing the racial pseudoscience of eugenics. Antidemocratic and racist ideas were popularized by writers like H. L Mencken, but they represented an increasing consensus of the intelligentsia.11

The postwar decade was, for those who believed in democracy, an era of despair. The autocrats were not only winning, but perhaps, better at governing than the progressives had been. As a Christian Century editorial put it, “The hope of democracy will revive when it learns how to do the things that need to be done as efficiently as autocracy does them.”12

A final result of the war was to unleash monopolists at home, much the way the Civil War had done fifty years earlier. Despite significant government efforts to avoid it, financial and industrial power concentrated once again.13 The war induced so much demand for steel, coal, oil, explosives, aluminum, and credit that big business came out stronger at the end than the beginning. Explosives maker DuPont earned $82 million in profits in 1916, ten times its average earnings before the war. The company paid out large dividends and salaries, and had enough left over to buy 25 percent of General Motors. U.S. Steel earned $272 million in 1916, twelve times its profit from two years earlier. J. P. Morgan earned $30 million in fees and leverage over the economy as the purchasing agent for America’s allies.14

After the war, Wilson went to Paris for months to negotiate the Treaty of Versailles. Wilson aimed to rebuild the European economies, promote stable democracies, and construct a global order based on equality of trade among nations, what would be called the League of Nations. Wilson sought a commitment that all countries, including the United States, would be willing to protect each other from aggression, with differences resolved peacefully. Wilson was committing American power and wealth to stabilizing a world order. Without a means to ensure collective security, he believed, there would be another world war, with weapons that made those of the first Great War seem like toys.

Domestically, two unseen forces were at work undermining Wilson’s peace plan. The first was concentrated capital. In 1919, Andrew Mellon and Henry Clay Frick provided funds for a group of opponents to the treaty known as “irreconcilables,” including a barnstorming tour across the country by isolationist senators. Frick and Mellon believed that America should use its power solely to enhance American financial interests, not to engage in some scheme for world peace.

The two men saw opposition to the treaty as a way to discredit the Democrats and drive them from power. After the Senate voted against the treaty, Wilson decided to go over their heads, to the voters, on a grand national speaking tour of his own in favor of ratification. He would force the Senate to do his bidding. Just a few years later, it might have worked. Brandeis observed, “If Wilson had had the radio, so that he could have reached a larger part of the population, he might have won.”15 But radio would only become popular in the 1920s.

The second unseen force was Wilson’s health.

This created a power vacuum, one made worse by the Federal Reserve, Wilson’s great creation. The Fed badly mishandled the financing of the war and the period of demobilization. The war transformed the Fed and the government into the key global actors in the world of finance. To finance the guns and supplies for the fight, federal debt increased tenfold to $25 billion after the war.16

The war destabilized the American economy. During the war and immediate postwar era, America experienced, according to the Fed, the “greatest expansion of business ever known,” what the central bank called “a period of intense business activity, expansion, speculation, and extravagance, the like of which has never before been seen in this country or in the world.”17 The problem, at first, was inflation, as too much money chased too few goods. In a very complex series of maneuvers, regional Federal Reserve branches essentially engineered a massive inflation to protect commercial bank profits. Demobilization, including the end of credit restrictions, accelerated the boom as people rushed to buy consumer goods.

Inflation created political chaos, which Wilson ignored. “The citizens of the United States want you home to help reduce the high cost of living, which we consider far more important than the League of Nations,” wrote one group of Massachusetts Democrats to Wilson while he was in Europe.18 One of the largest strike waves in history ensued, with five million workers in 3,600 separate actions. In late 1919 and early 1920, inflation was running at 25 percent annually. Companies like GE and U.S. Steel seized this moment to go on the offensive. In the most significant episode, U.S. Steel’s Elbert Gary refused to recognize a labor union, and 365,000 workers went on strike. To contain them, the company used 25,000 private security guards in Pennsylvania alone, with martial law in the steel town of Gary, Indiana. Twenty people died in the strike.19

Coal miners walked off the job, calling for the nationalization of the mines, while businessmen supported the brutal crushing of strikes launched by “long-haired Slavs and unwashed East-Side Jews.”20 In early 1920, despite the White House pleading with the company, U.S. Steel prevailed totally, and talk of industrial democracy in the steel industry ended forever. Race riots, as whites attacked blacks—especially soldiers returning from war—took place across dozens of cities.

Finally, in a dramatic reversal, the Fed stepped in to cut the speculation, radically increasing the cost of borrowing money. In eight months starting in November 1919, the New York Fed raised its discount rate from 4 percent to 7 percent. Said one Treasury official, “If a panic in New York should break out, he would be glad of it.” The economy cracked. In May 1920, commodities prices across the board dropped spectacularly as general prices fell at the fastest rate ever measured. Unemployment went from 4 percent in 1920 to 12 percent in 1921, industrial production dropped by nearly a quarter, and over five hundred banks failed.21 Hyperinflation of the first half of 1920 turned to deflation, as prices in the second half of the year dropped by a severe rate of 15 percent.22 This savaged the Farm Belt in particular; cotton prices fell by 93 percent, as the agricultural producers of Europe were coming back online after the war.23

In this “trying emergency,” as the Fed put it, the central bank’s engineered decline went out of control into a full crash. The banking system, which it had sought to protect, nearly collapsed, with the number of bank failures larger than in any year since 1893.24 Because America had become the key financial actor in the global economy, the period of inflation and deflation, organized by the Fed, went worldwide. So did social instability. Fascism rose in Italy, communism in Russia. In Germany would come Hitler’s attempted coup at a beer hall.

The Republicans used this episode they called “the crime of 1920” to bludgeon the Democrats in the 1920 elections. The boom and bust shattered the electoral coalition of farmers and workers that Wilson had sought to organize as the Democratic Party coalition.25

The agrarian crisis led to a revival of the Ku Klux Klan, as a Wilson official alleged that low commodity prices were due to Wall Street conspiracies. The Klan was reborn in 1916 with a few hundred members. But by the early 1920s, the Klan had four million members, and this time it wasn’t centered in the South but stretched across the country: the mayor of Portland, Oregon, and the mayor of Portland, Maine, were both Klansmen. Texas, Alabama, and Indiana sent Klansmen to the Senate in 1923.

With war had come fears of subversion and a wave of xenophobia. These did not disappear when the troops came home; on the contrary, they often grew worse. Congress passed racist immigration policies. “The dregs of Europe” and elsewhere, cried one politician, had “Orientalized, Europeanized, Africanized, and mongrelized” America.26

Wilson, so energetic at the beginning of his term, could do nothing by the end of his tenure except lie in bed as his administration jailed thousands of innocents, and as the plutocrats swiftly subverted the new order he had imposed just a few years earlier. Wilson’s presidency became, as one observer put it in a best-selling book ten years later, “an era of lawless and disorderly defense of law and order, of unconstitutional defense of the Constitution, of suspicion and civil conflict—in a very literal sense, a reign of terror.”27 So much for the New Freedom.

The Democratic Party’s pro-monopoly conservative wing also returned in force. In 1924, the party nominated as its presidential candidate a powerful corporate lawyer named John W. Davis. By 1928, the party was being run by a DuPont executive, John Jakob Raskob, who in 1929 was peddling a high-risk get-rich-quick scheme for small investors under the slogan “Everybody Ought to Be Rich.” The Democrats fought over the prohibition of alcohol and the KKK, the social issues of the decade, but shied from finance and monopoly.

The people “are docile, and they will not recover from being so for many years,” observed leading progressive Hiram Johnson.28 The country had been aroused by idealism, but now, even Democratic Party leaders had given up on the New Freedom. In this decade, one of cynicism and fear, people turned to those who promised them distraction, or anger, or get-rich-quick prosperity and nothing more.

THREE PRESIDENTS AND THEIR BOSS ANDREW MELLON

The new president was a plodding, corrupt mediocrity picked by rich party bosses. Harding had no use for phrases such as Brandeis’s “industrial liberty,” Wilson’s New Freedom, or Roosevelt’s New Nationalism, or anything with the word “new” in it. The promises in his inaugural address were packaged in ugly, clunky phrases. “Lightened tax burdens.” “The omission of unnecessary interference of Government with business.” “An end to Government experiment.” And above all, “normalcy.” Experimentation and reform were over.29

But at his inauguration, the wealthy backers of the new president clapped at his financier-friendly phrases as if it were poetry. Harding was their dream, a candidate whose very lack of talent had appealed to a nation looking for calm.

The triumph over progressives was total. Harding had restored the old coalition of 1896, winning sixteen million votes to the Democratic nominee’s nine million, 60.3 percent to 34.1 percent. The GOP even penetrated the Confederate South, taking Tennessee, and safe Democratic states such as Arizona and Oklahoma. Not a single Democrat won a Senate or governor seat anywhere outside the South. In 1912, Wilson had started with House and Senate majorities; now the Republicans would have a super-majority of 303–121 in the House, and 70–26 in the Senate.

After his inaugural speech, Harding introduced the man who was to run the Treasury Department, a man who would become far more important than the president who hired him. Andrew Mellon had a quiet demeanor, rail-thin bearing, and beautifully manicured hands. His habit of taking long vacations, his age, his manners, and his soft-spoken shyness might have been mistaken for weakness and frailty in someone else. Mellon may have been born rich, but he was not soft. He was a hard man, a banker, an emperor of money, an owner of several companies later included in the Fortune 500. He would help lead the restoration of rule by private financiers.

President Warren G. Harding formally appointed Mellon under the pretense that a plutocrat like Mellon was so rich he couldn’t be bought.30 The real reason was that a Mellon Bank had lent $1.5 million to Harding’s campaign in 1920. Mellon had become bored with being a mere tycoon. As one of his enemies put it, “Mellon needed a change, and the Grand Old Party needed the cash.”31

Mellon’s appointment was probably illegal. A statute from 1789 prohibits the treasury secretary from engaging in commerce or trade, an absurd expectation for a man with such industrial power.32 The founders had also written a law blocking the treasury secretary from holding bank stocks, another absurdity. Mellon overcame these legal restrictions by pretending to sell his assets to his brother. The rules existed for good reason: a man clothed in public power should not use that power for private ends, though Mellon did exactly that throughout the 1920s. Mellon explained the need to raise tariffs to protect domestic industrial monopolies to Harding even before the election. Harding dutifully mentioned tariffs in his inaugural address.

Mellon left even the other millionaire politicians shocked at the scale of his reach. In one cabinet meeting, the discussion turned to whether the government should shut down a government war plant, or refurbish it with additional investment. Mellon observed he owned a similar plant, which cost $12 million, roughly the same value as the one the government was considering closing. He had the same dilemma, to spend money maintaining an unprofitable but valuable plant. “I scrapped mine,” he said.

In another, someone brought up the Chinese Eastern Railway. The president whispered to his attorney general, “Now we’ve got him. Surely he wasn’t in on this.” Harding asked if Mellon had any interest in the railroad. “Oh yes,” came the casual answer. “We had a million or a million and a half of the bonds.”

“He’s the ubiquitous financier of the universe,” marveled Harding.33

Harding, so healthy at his inauguration, became consumed by corruption scandals, and ended up dying within three years of taking office. Mellon, by contrast, would remain treasury secretary for eleven years, under three presidents. Or, as progressive senator George Norris put it in a common joke of the era, “three presidents served under him.”34 The decade might have started with Warren Harding’s presidential victory, but the political economy of the 1920s would be structured by Andrew Mellon.

MELLON’S MILLIONS

When Harding hired Mellon, he was installing the most powerful private banker in the country into the most powerful public office in the country.

Mellon was the perfect symbol of an administration hoping to return to the pre-1900 era. Mellon’s life and career bridged the conservative robber baron politics of the nineteenth century with increasingly large federal government structures of the twentieth. He was born just before the Civil War to a wealthy, austere father, Thomas Mellon, a judge and real estate developer. His gloomy Pittsburgh mansion was in the tony East End of Pittsburgh, a town so smoggy from pollution that someone described it as “Hell with the lid off.”

Judge Mellon was deeply suspicious of democratic politics and lower classes asserting power. During the Civil War, he held no strong views on slavery, but the imposition of high taxes on the wealthy during the war enraged him. Public schools drew his ire; he believed children would study harder if they had to pay. Labor unrest among lower classes, he believed, needed to be met with violence, and may even “require blood to purify.”35

Judge Mellon imparted this ideology to his son. In the Mellon household, “the air was heavy with the imperative to acquire.” According to one in-law, “they had absolutely no fun.… It was work, work, all the time. The one thing they understood, the end of all their efforts, was money.”36 Judge Mellon insisted that his children learn accounting, at a private school he had set up for them. Judge Mellon also helped launch his son in his career. Judge Mellon was the first lender to a young man on the make, Henry Clay Frick. Frick in turn became a best friend and mentor to Andrew.

Andrew, the smartest of the boys, inherited his father’s empire in his twenties. For most of his life, he had a solitary routine. Rising early, he took the train to work, spent the day at the bank, lunched at a private club, and then brought documents home at night for study, “after a silent supper with his parents.” He read little, enjoyed little music or plays, and did no sports.37 Mellon grew to become neurotic, secretive, and soft-spoken, suspicious of taxes and the press.

Judge Mellon was just a banker, but Andrew Mellon became a mini–J. P. Morgan, from whom he learned investment banking. He would take stakes in promising companies, lend to them, and fit them into the “Mellon system” as buyers or suppliers. He had a cadre of loyal associates to move about his various enterprises, as management consultants would a hundred years later. “Mellon men” were tough, loyal, and competent. Most were Scotch-Irish Presbyterians (no blacks, Jews, or Catholics allowed), and would, if they met Mellon’s standards, become wealthy too. If not, they would be marginalized (“cut their throat” is one description).38 “When I send for a man,” Mellon would say, “I want him to come.”39

Unlike other tycoons, he did not specialize in one area. At one point, five Fortune 500 companies owed their lineage directly to Mellon: Alcoa, Gulf Oil, Mellon Bank, Carborundum, and Koppers. He controlled a network of ninety-nine banks. He had interests in coal, steel, chemicals, oil, sleeping cars, railroads, building construction, utilities, magnesium, and airplanes.

Mellon even commandeered the use of an entire element of earth—aluminum—through his control of the monopoly aluminum producer Alcoa. This power gave him control not just over aluminum, but over sectors of the economy that depended on it, such as the increasingly vital aerospace industry. The technology to create aluminum emerged too late for the first generation of financiers, but Mellon, who learned from the earlier generation, used all their tricks, and then some. No one firm had ever dominated a metal industry as Alcoa had aluminum for so long a period, from the 1890s until the 1940s.40

Beyond commercial control of an element of the earth, and all that went with it, Mellon’s empire was unavoidable for ordinary Americans in myriad other ways. The Mellon system was a set of industrial and financial enterprises that aided each other and had interlocking boards of directors and even personnel. Coal unearthed on Mellon lands would find its way into Mellon steel mills, which would help build Mellon ships to carry Mellon oil, all financed by Mellon banks. Being a part of the Mellon system meant customers, credit, financing, and prosperity, but also control. Being outside of it meant a constant battle with the Mellon interests.

If you lived in Pittsburgh, Milwaukee, or Minnesota, you bought Mellon coal; in Philadelphia or New England, you purchased Mellon coke; in Boston or Brooklyn it was Mellon natural gas. Mellon’s Union Trust bank financed utilities all over the country; his Koppers company with its expertise in gas and coke ovens helped organize them. The combination of Koppers and Alcoa gave Mellon a strategic advantage in controlling much of the private electric utility industry. Koppers and Alcoa, together, dominated utilities in Texas, Kansas, Iowa, Nebraska, Missouri, Illinois, Indiana, Ohio, West Virginia, Wisconsin, Oklahoma, and throughout New England.41

The South was the most exploited region. The “richest deposits of the iron, coal, and limestone that form the basis for the steel industry” in the South were organized by Mellon and his business colleagues. As a result, Birmingham was subordinated to Pittsburgh based on an artificial mechanism for pricing steel. Rich deposits of bauxite, the critical ingredient for aluminum, were concentrated in the South, and they became owned or controlled by Alcoa.42 With Mellon interests came the Frick model of labor relations, which used ethnic divisions to strip workers of power. One of the worst race riots in American history, in East St. Louis in 1917, started outside an aluminum facility, as white workers on strike faced 470 black strikebreakers recruited from the South. The local authorities stood aside as white mobs murdered over two hundred African Americans.43

Mellon held stakes in steel, plate, glass, paint, and iron ore. Mellon men sat directly on the boards of railway lines such as the Northwestern, the Omaha, the Norfolk and Western, and the Pittsburgh & Lake Erie. American Locomotive and Standard Steel Car, which both made cars for railroads, were Mellon companies. Air brakes made by Westinghouse, owned partly by Mellon, stopped these trains. Timber for railroad ties, bridges, and canal locks were built by Mellon-controlled McClintic-Marshall, fired by coal from Mellon’s Pittsburgh Coal Company. Mellon’s industrial empire sold inputs to the automobile industry, from aluminum to nonshatter glass through Pittsburgh Plate Glass.

Mellon was also an important player in the oil industry. To enter it, Mellon had battled the wealthiest man alive, John D. Rockefeller. Oil brought Mellon interests deep into the heart of Texas, and eventually Mexico and Colombia. Mellon became a proprietor of Gulf Oil, the largest oil company outside of Standard Oil.

World War I generated massive demand for not only aluminum and oil, but chemicals to use in warfare—which were made by Mellon companies. Toluol, naphtha, benzoyl, and ammonia, as well as ships made by the Mellons’ New York Shipbuilding Company, and armor made by Bethlehem Steel, sent rivers of cash back to the Mellon empire. By the end of the war, Andrew Mellon was an officer or director of more than sixty companies.

Mellon was also the “financial angel” of the Pennsylvania Republican Party, so powerful that when his ill-considered marriage fell apart in a scandalous split, he had the state legislature pass a law giving judges the right to deny women a trial by jury in divorce cases.44 Local newspapers, afraid or in thrall to the Mellon family, reported little on the matter.

Fifty years of industrial politics, dominated by men of finance, coincided exactly with Andrew Mellon’s adult life. Mellon had known most of the great robber barons. He played a regular card game with Frick, the Carnegie brothers, and George Westinghouse. He sold oil interests to the Rockefellers. And his home base, Pittsburgh, was a center of American industry.

By 1921, the early generation of robber barons—Frick, Carnegie, Westinghouse, Henry Heinz, and Morgan—had died (though Morgan’s son, Jack, was still alive). Mellon had inherited the mantle, the leader of American finance.

KING ANDREW

Mellon never had as much control over the private financial system and industry as the elder Morgan did. However, after his appointment as treasury secretary, Mellon did have one source of power Morgan did not: a large administrative state, and in that difference lay his power. Mellon, more than Morgan, would fuse government and business to make the world safe for monopolists. Throughout the 1920s, Mellon ran the Treasury Department, set tax and government debt policy, and sat as the chairman of the Federal Reserve.

Many of Woodrow Wilson’s achievements offended Mellon, but Wilson’s most rank achievement was the income tax on the wealthy. For the eleven years he was at the Treasury, Mellon sought to reduce that tax any way he could. He pestered Congress to lower the top individual rates, to lower rates for corporations, and to end that most odious of taxes, the one on inheritances. That tax would have blocked Mellon’s father from bequeathing Andrew the beginnings of an empire. Mellon won substantial reductions in the Republican Congress, but a combination of progressive Republicans and southern Democrats blocked him from a full victory.

When he couldn’t win through Congress, he could win through administration, and through his control of the Bureau of Internal Revenue, the forerunner of the Internal Revenue Service. Under Mellon, the Bureau of Internal Revenue changed the way it calculated tax liabilities incurred during World War I. As a result, billions of dollars of refunds, some to Mellon companies, flowed back to corporate America. The bureau was especially malleable in these years, because it had just started collecting income and corporate taxes. In 1916, Americans filed roughly 450,000 income tax returns. By 1921 the number had jumped to eight million. This surge allowed Mellon to decide a host of policy questions around accounting, as corporations demobilized factories and a suite of nationalized industries returned to private ownership. He would even set up a special tax court to interpret and make tax law.45

Virtually every large corporation in the country received large rebates, including forty Mellon-affiliated companies or people. Mellon personally received a $400,000 tax refund, the largest awarded to a single individual. Gulf Oil got $3 million. Mellon even had men from the bureau preparing his own returns. These refunds achieved more than just cash in Mellon’s pocket. William Randolph Hearst, whose newspapers had decried Morgan’s spiderlike control years earlier, received $1.7 million of tax refunds. The Hearst papers were so grateful for Mellon’s financial wizardry that they talked up Mellon for the 1928 Republican nomination.46

Mellon was a savvy bureaucratic infighter. In perhaps his most bitter feud of the era, with Republican senator James Couzens, the wealthiest member of the Senate, Mellon had the Bureau of Internal Revenue investigate Couzens and leak information about his tax returns. Few Democratic senators dared support Couzens because of the structure of the developing system for taxing corporate and personal income. Senators often had to ask the Bureau of Internal Revenue for decisions on technical questions, on behalf of constituents or corporations. As reporter Frank Kent put it, “not one of them knows when he will be forced to go there and ask for more. Almost any question can be decided by the bureau in three or four different ways—all legal. One of these ways saves a man or a firm a lot of money, and the other doesn’t.” Couzens later said, “Give me the control of the Internal Revenue Bureau and I will run the whole darned country.… The Commissioner of the Bureau has the power to perpetuate a political party in power indefinitely.… It is a power that no man should be allowed to exercise in secret.” And yet, Mellon did. There was, Kent wrote, no longer a Democratic or Republican Party, but instead, “a Mellon party and a small non-Mellon party.”47

Mellon could also see to it that his industrial empire flourished in the era through other mechanisms. He blocked antitrust action against Alcoa. The FTC didn’t bother to look into Gulf Oil, or any of Mellon’s other vast holdings. Mellon didn’t just ward off attacks, but negotiated with foreign leaders for oil concessions for his own oil company, both in Colombia and in Kuwait.48 And the great tax reductions he pushed through Congress, which slashed his own tax bill, ended up slashing into the stock market, pushing up the value of the stocks he held.

Mellon could even hold up the entire political system to serve his own interests. In 1930, Democrats attacked the merits of the high protective tariff on aluminum imports, attempting to reduce the duty from five cents to two cents a pound on crude aluminum. The bill narrowly passed the Senate. Suddenly, New York Democratic senator Royal Copeland made a plea to reverse course and go back to the five cents a pound rate; the jobs of ten thousand workers in New York were at stake. If the tariff dropped to two cents a pound, Alcoa would move production to Canada.

Progressive senator George Norris noted that Copeland “frankly admits that it is on account of fear of the power of this corporation to bring distress, poverty, and unemployment to the American toiling masses” that he supported the Mellon monopoly tariff. Copeland replied that the “people of this country are at the mercy of this monster monopoly, no matter what we do.” The higher tariff held.49

This might be unfair, but fairness didn’t matter. Treasury Secretary Mellon told voters that there were immutable economic laws that could not be evaded. “Just as labor cannot be forced to work against its will, so it can be taken for granted that capital will not work unless the return is worth while.”50 Great wealth not only shouldn’t be curtailed through government policy, in fact it couldn’t be.

Mellon promoted his philosophy in a 1924 best-selling book called Taxation: The People’s Business. Anything that taxed the wealthy was full of “menace for the future,” threatening the very stability of society. He went further. “Our civilization,” he wrote, “is based on accumulated capital, and that capital is no less vital to our prosperity than is the extraordinary energy which has built up in this country the greatest material civilization the world has ever seen.”51

The question during the election of 1912 was how to fit industrialization into the democratic system. Wilson, and Brandeis, had argued that the failure to constrain the power of trusts would mean monopolies and financiers would be our “masters.” In the 1920s, this was becoming a reality, as Mellon helped create a new political order, not quite a democracy, not quite corporatism, but a mix.

THE ROARING TWENTIES

In 1925, President Calvin Coolidge coined the slogan of the 1920s, telling assembled newspaper editors that the “business of the American people is business.” The rich were now heroic. “Men with large resources,” he said, “use their power to serve, not themselves and their own families, but the public.”52 The New Republic stamped Coolidge’s theory on Mellon, arguing sarcastically in 1926 “a fortune of that size raises its owner out of the class of private citizens and stamps him willy-nilly as a human public utility.”53

In this decade, Mellon, DuPont, and Morgan were names that meant more than wealth, they referred to an informal system of governance. Inventors and scientists were bringing an unending stream of inventions and improvements to daily life. But it was the financiers, not the inventors, who governed this system, choosing how these inventions were unleashed and ensuring that it would be centralized powerful corporations that controlled them.

Placing power in the hands of business seemed to work. After a brutal recession of the early 1920s, economic growth soared. The unemployment rate for 1925 dropped to 4 percent, on its way to a peacetime century low of 1.9 percent in 1926.54 A giant financial bubble was undergirding economic growth, but it was easy to overlook that in the haze of prosperity and the continued spread of next-generation industrialization technologies.

New technologies made even the old ones prosperous. The automobile industry boomed, energizing basic sectors of the economy—steel, machine tools, petroleum, rubber, roads, and chemicals.55 By 1930, 68 percent of households had electricity, and more than 70 percent of industry was electrified. In 1928, a Ford Model T rolled off the assembly line every ten seconds. In 1920, Americans bought radios for the first time, and Hollywood professionalized into studios.56

Validation for financial leaders embedded itself in the culture, a national pride in great fortunes, the faith in the new nation-spanning sinews of transportation and energy. “Our industrial and financial growth has broken all records in the history of progress,” said one official. America had just twenty-five years prior been looked at with “supercilious disdain,” but was now “the mightiest, strongest, and richest nation of the globe—the balance wheel of the world.” It produced more coal than the entire world had just a quarter century before, twice as much pig iron, and three times as much steel. The combined resources of the banks of Europe and Japan were just one half of the national banks in the United States.57

At first little known, the Republican-dominated press gradually gave Mellon more and more credit for the boom times, especially after the horrific economic experience of 1919–1920. Millions of Americans soon revered him. He was commonly known as the best secretary of the treasury “since Alexander Hamilton.”58 Indeed, it was Mellon who placed Hamilton, America’s original proponent of monopoly, on the $10 bill.

“Never before, here or anywhere else,” wrote The Wall Street Journal, “has a government been so completely fused with business.”59 The Federal Trade Commission, created by Wilson, was in the Mellon years led by W. E. Humphrey, a man who proudly announced it would no longer serve as a “publicity bureau to spread socialist propaganda.”

In 1926, the Supreme Court limited the FTC’s authority to block mergers.60 This decision may not have mattered in any case, as the FTC in the 1920s largely confined itself to bringing businessmen together to set informal codes over their industries. As business consultant Charles Stevenson later told the National Association of Cost Accountants, “practically, under the Harding, Coolidge, and Hoover administrations, industry enjoyed, to all intents and purposes, a moratorium from the Sherman Act, and, through the more or less effective trade associations which were developed in most of our industries, competition was, to a very considerable extent, controlled.”61 The 1920s saw an antitrust regime based on public relations, not enforcement of the law.62

Lax antitrust enforcement induced a giant merger wave. Bethlehem Steel and Republic Steel merged, and Allied Chemical and Dye formed out of five separate chemical companies. Auto giants bought up parts suppliers, with DuPont’s General Motors introducing large-scale consumer credit to foster car buying.

These changes went far beyond heavy industry. Food giants such as National Dairy Products, Standard Brands, and General Foods came to rule the food industry.63 A 1911 Supreme Court decision allowed stores to sell below cost and drive their competitors out of business.64 Retailers with access to capital, known as chain stores, could now destroy those who didn’t. This legal change, plus the spread of the automobile, which let Americans shop around more easily, began replacing local retailers with chains. Chain stores exploded, led by the Great Atlantic & Pacific Tea Company, known as the A&P. In 1914, A&P had $31 million in revenue and fewer than five hundred stores. Ten years later, it had $440 million and fourteen thousand stores.65

Chain stores became part of the increasingly consumer-oriented American experience, growing their share of the grocery market from 4 percent to 19.2 percent from 1921 to 1929.66 The A&P was the largest retailer in the world at that time, a billion-dollar seller by 1930. Safeway, Kroger, Walgreens, and A&P expanded rapidly, both through internal investment and by buying out rivals.

Legal devices for centralizing power multiplied. Holding companies permeated the utility and transportation fields. Banks such as Goldman Sachs and J. P. Morgan began setting up financial holding companies to let financiers borrow money and control enormous utility empires with very little of their own money at risk. The government had allowed banks and investment companies to merge in 1911.67 The big got bigger.

It seemed like an endless sea of prosperity. Just not for everyone.

MELLONISM

“I have just returned from a visit ‘Hell-in-Pennsylvania,’ ” wrote New York Daily News reporter Lowell Limpus, about a strike in coal country. “I have seen horrible things there; things which I almost hesitate to enumerate and describe.” It was a far cry from anything he had ever witnessed. “We saw thousands of women and children literally starving to death. We found hundreds of destitute families living in crudely constructed bare-board shacks. They had been evicted from their homes by the coal companies.”

This was not just a story of desperation, a story of political absolutism within a supposedly free country. “We unearthed a system of despotic tyranny reminiscent of Czar-ridden Siberia at its worst. We found police brutality and industrial slavery.” And referring to the odd set of judicial decisions against unions, such as those banning singing of hymns by miners, he wrote, “We discovered the weirdest flock of injunctions that ever emanated from American temples of justice.”68

In the Roaring Twenties, steelworkers and coal miners in Appalachia faced “coal and iron” police who wielded the power of the state but who were paid by private interests. “Workers born in Tsarist Russia were not surprised to see mounted troopers riding into their very homes,” wrote one observer. “The state troopers were dubbed ‘Cossacks’ by strikers who had felt the impact of mace on skull.” As a Labor Department official later described the coal mines of the 1920s, there was “an order in that industry which is not without its resemblance to the Fascist order.”69

In 1921, a New York Post reporter said it simply: “West Virginia is today in a state of civil war.”70 The war was over the right of miners to form a union. While the financiers could organize together, the miners could not. As one lawyer put it, a miner makes an “individual contract with the agent of the United States Steel Corporation, or with the agent of the Norfolk and Western Railway Company, controlled by the Pennsylvania Railroad Company—in short, he makes this contract with the associated financiers of the Nation.”71

Local mine owners were no more independent of the great financiers than the miners they employed. Large buyers of coal, such as the DuPont-controlled General Motors, threatened to stop buying coal from mine owners who wouldn’t crush unions. Railroads controlled by Morgan or Mellon interests would refuse to ship coal from mine owners who didn’t cooperate. Banks threatened to call in loans. The “Mellon banking interests,” said one mine owner, would “ruin me” if he recognized the union.72 Mellon didn’t just provide symbolism for the era, but was one of the key leaders who could control thousands of companies, and millions of lives. When Wilson and Brandeis and their allies talked of “autocracy” in business, this is what they meant.73

This autocratic machinery, vast and laden with capital, was connected to the White House itself. It was even connected with actual weaponry. In 1928, Mellon’s brother Richard had let slip in a congressional hearing that his management model required machine guns. “You could not run a mine without them,” he said.74

Life in the mines was only the most brutal manifestation of the other market of the Mellon decade, with inequality driven by low wages among workers and farmers. Crop prices were low throughout the decade, and Mellon and the Republicans blocked relief and farm supports. “Farmers have never made money,” said Calvin Coolidge to the Farm Loan Board. “I don’t believe there is much we can do about it.”75 A series of court decisions weakened the ability of workers to strike, and employers across the country sought to eliminate unions. The American Federation of Labor fell from 5 million to 3.6 million members from 1920 to 1923 and continued falling through the decade. Productivity jumped by 30 percent, but wages were up by just 8 percent in the decade. As one foreign visitor to the United States remarked in 1928, “America is an employer’s paradise.”76

There was also stark regional inequality. Most assets, such as 90 percent of money-producing patents and over 90 percent of all dividends and interest payments, were held in the North, starving the South and the West of capital. Of the top 200 corporations, 9 were in the South, 11 in the West, and 180 in the North. Chain stores, insurance companies, banks, railroads, oil companies, industrial outfits—all owned and used the resources and markets of the South and West, and then shipped the profits north.

No region suffered more than the South. Since the end of the Civil War, the South was commonly known as the nation’s chief economic problem. The richest state in the South ranked lower in per capita income than the poorest state outside the region. Farmers, half of whom were tenant farmers, had the smallest farms in the nation. They couldn’t afford crop rotation, so the land eroded. Sixty-one percent of all the land damaged by erosion was in the South, with 22 million acres of fertile soil in South Carolina alone washed away.

The South put its tax burden on the poorest through the sales tax, and “the vigorous opposition of interests outside the region which control much of the South’s wealth” beat back efforts to oppose it.77 Outsiders exploited the natural resources of the region, leaving little for the people themselves. Mellon’s empire extended into the region. He built Gulf Oil off the profits of the legendary Spindletop oil strike in Texas that created the term “gusher.”

Roughly 10 percent of the children in the South worked, accounting for three fourths of all child labor in the entire country. The most productive workers of the region simply left the region. By 1928, 30 percent of households in the South were headed by women past middle age. Fifteen percent of South Carolinians were illiterate, and 1,500 school centers in Mississippi lacked school buildings.78

There was also a perpetual health crisis. Two million people a year were infected by malaria, which cut industrial output by a third; railroads throughout the region listed malaria as a business challenge, and utility companies “had full-time mosquito-fighting crews at work during the year.”79 That same study noted that 1,467 coal miners and 1,232 ore miners died every year from tuberculosis. Prosperity, marbled with poverty.

MELLON AND MUSSOLINI

Far from an anomaly, Mellonism was not just the way of the mining economy. It was increasingly the way of the world. The 1920s began with a sharp turn to reaction and radicalism, with fascist leader Benito Mussolini defeating socialists in Italy, the Soviet Union consolidating power in Russia, and weak democracies retaining power in England and France. In the early 1920s in Germany, the postwar republic withstood a failed coup attempt by young war veteran Adolf Hitler. Hitler was jailed, but even so, the German Weimar Republic allowed a wave of mergers and the re-creation of a corporatist state with centralized commercial power. Within ten years after being jailed, Hitler led the Nazi Party to control of this centralized corporatized state.

In the 1920s, many American business leaders appreciated how Mussolini imposed law and order, seemingly balanced the budget, paid off war debts, and restored the gold standard and Italian credit. They admired his alliance with employers through industrial councils. Most importantly, they liked how he beat back the Bolshevism that seemed to threaten a worldwide revolution after World War I. Mussolini spoke their language, presenting his proposals on borrowing American money as a business proposal. “I am just as much an American in that respect,” he told the U.S. ambassador.80

U.S. Steel chairman Judge Elbert Gary encouraged Americans to “learn something by the movement which has taken place in Italy.” Investment banker Otto Kahn lauded the “courageous, wise, and skillful financial statesmanship” of Mussolini. The president of the U.S. Chamber of Commerce Julian Barnes called the rise of Mussolini “the beginning of a new era in Italy.”81 And the American Legion, a conservative association of war veterans, compared themselves to Italian gangs who had helped defeat socialists in Italy, gangs known as “fascisti.”82 Corporatist progressives, such as Herbert Croly, argued that “the Fascist route has its significant and even promising aspects,” substituting “movement for stagnation, purposive behavior for drifting and visions of a great future for collective pettiness and discouragement.”83

In the late 1920s fascism was not yet, as it later became, defined by the Holocaust, or the other extreme outrages of the Nazi regime. Fascism was centered in Italy, where Mussolini ran an anticommunist government with big business support. Mussolini was happy to take American investments and participate in loan syndications floated by American investment banks. Some of Mussolini’s ideas, like industrial councils where business leaders could exercise direct political power in their own realms, were not that different from the 1920s trade association movement in the U.S. known as “Associationalism,” and had some resemblance to Teddy Roosevelt’s New Nationalism. It was what Brandeis feared when he observed “industrial absolutism,” mastery over people in the commercial sector, tipping into the political realm and fusing business and government. In the 1920s, this fusion of business and government was a worldwide intellectual and political trend. Italy’s version was simply the most extreme.

Pro-Mussolini sentiment came from the top. In a 1924 campaign speech, Mellon lauded Mussolini as an exemplar of laissez-faire economics and a key bulwark against Bolshevism, attacking socialists in Italy. Mellon’s admiration fortified Mussolini in American financial circles.84 Mellon continued the praise. “We have watched, “ said Mellon, “Italy emerge from the chaos of war, straighten out her industrial troubles, cut her expenditures, and put her budget in equilibrium, all under the direction of one strong man with sound ideas and the force to make those ideas effective.” He continued, “We in America appreciate constructive action.”85 Mellon pushed for substantial American aid in rebuilding Italy, noting that the “sound policies under the forceful direction [of] Premier Mussolini have radically reduced governmental expenditures.” Mellon offered fascist Italy the best postwar financial terms available to any nation in Europe.86

In 1926, Mellon even visited Mussolini during Mellon’s summer vacation, traveling through Europe to buy art for his collection. After the meeting, the newspapers ran a photo: Mellon, standing prominently beside Count Volpi, Italy’s finance minister, and Mussolini himself. Next to the thin, lonely, wraithlike symbol of American financial supremacy, Mussolini seemed to smile and strut.

A week later, Mellon gave an interview. He had “gained much information as a result of informal talks” with Mussolini and Volpi. And what did he think of the dictator? “He is one of the most remarkable of men, and his grasp of world affairs is most comprehensive. If he carries out his program, in which the whole world is vitally interested, he will have accomplished a miracle and ensure himself a conspicuous place in history.” Mussolini responded by saying that “I am happy to have earned the flattering commendation of this great American.”87

Mellon found it useful to promote a certain image of Mussolini, and Mussolini needed American capital. But the affinity made sense. Great industrial establishments built under Mussolini in Italy reminded Mellon of America’s own mighty industrial factories, run out of Pittsburgh and New York by similar, harsh men. “Modern capitalists are great captains of industry, great organizers of men, who must have in high degree a sense of their civic, economic responsibility,” said Mussolini in a speech that Mellon kept in his files. They were “men on whom depend the salaries, well-being, and fate of scores of workers.” Mellon was particularly happy with Mussolini’s decision to relax the Italian inheritance tax, but Mellon appreciated Mussolini’s industrial structures as well.88

The two differed in their political rhetoric. Mussolini didn’t have any use for the vote, and Mellon was willing to ask for the support of his countrymen. Mussolini used murder as an instrument of politics, and Mellon did not. But they agreed that assets in a moral society should remain in the hands of a worthy few, those men best equipped to manage them. Mellon believed Mussolini was bringing an economic renaissance to his country, just as Mellon was presiding over prosperity in America.

Mellon even used the fascist example on the campaign trail in 1928 to elect Republicans. In the final week of the election, Mellon gave a radio address to promote Herbert Hoover, the GOP nominee. “Russia is an example of what happens when credit values are destroyed,” he said, attacking the new communist state and linking it with the policy ideas of the Democrats. In the Soviet Union, the standard of living had collapsed, and “large corporations” had “ceased to operate.” By contrast, he said, in Italy “the Bolshevik menace was met and vanquished.” Mussolini had not only rescued “Italy from any possible danger of economic and social collapse,” but had “improved the well-being of the people of the country.” The Italian government, unlike the Soviet one, “operated in accordance with established economic laws.”89

For misery, voters could elect Democrats. For prosperity, they should place their faith in big business leadership. In the boom times of the 1920s, many Americans had become docile, placid, increasingly tolerant of living under big business masters, less and less interested in high ideals.

An insidious form of corporatism was gaining power over not only America’s industrial sinews but the heart of the people. Many leaders attacked the corruption, the machine guns in the mines, the poverty in the South, the links to fascism both implicit and overt, Prohibition, deals with fascists, and the monopolization of essential goods and industries. But many other Americans, intellectuals weaned on the centralization of the war and its aftermath, were losing faith in traditional democratic balances. Nearly a generation had passed since the heyday of populism, and millions of Americans had known only centralized control, by the state during the world war, and by the monopolists since. After decades of antimonopoly crusading by aggressive politicians, pledging to stand up to big money, and failing spectacularly, this was the aftermath. The monopolists were in control.

The last presidential election of the decade was similar to the first one, ending with a smashing Republican victory. Republican nominee Herbert Hoover took forty states, in a third straight GOP landslide. Two days after the election, a reporter asked Mellon if prosperity would continue. “There is no reason why,” he said, “a steady improvement in our standard of living… should not continue indefinitely,” if, he continued, “conservative and well-tried economic principles continue to be followed.”90

Wilson’s ambitions had been great, and almost had matched the moment, as gargantuan as the Great War had been. Almost. But not quite. The Roaring Twenties, a dangerous, desperate time, under the thin sheen of prosperity, was the price of Wilson’s failure.




CHAPTER THREE The Impeachment of the Old Order


“The people of the United States are now confronted with an emergency more serious than war.”

—Louis Brandeis1




“Mr. Mellon has the consolation of knowing that he has violated more laws and that his policies have caused more suicides, undernourished children, and human suffering, and he has illegally acquired more property and done the most damage to the general welfare of the people than any other person on earth without fear of punishment, and with the sanction and approval of three Chief Executives of a civilized nation.”

—Wright Patman2
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It was raining outside, a heavy, soaking rain, matching the gloom in the air. Congressmen crowded the well in the U.S. House of Representatives. There had just been a quorum call, a legislative maneuver designed to get members of Congress into the room, basically the party leadership taking attendance. Congressmen chatted, hanging off the old desks, about baseball, families, elections, the Hoover administration, women. But the economic crisis, the political crisis, was on everyone’s mind.

A man stood and addressed the chamber. “On my own responsibility as a member of this House,” said Congressman Wright Patman, “I impeach Andrew W. Mellon, Secretary of the Treasury of the United States, for high crimes and misdemeanors.”3 With these words, on January 6, 1932, five and a half years after Andrew Mellon’s summer meeting with Mussolini, Patman began the next great campaign to destroy monopoly power in America.

Patman represented Texas’s First Congressional District, Texarkana, one of the poorest areas in the country. The district bordered Oklahoma, Louisiana, and Arkansas, a suffering cotton district, hit by the commodity crash and the general poverty of the South. Though America prospered in the 1920s, the First District did not. The value of agricultural land had fallen throughout the decade. It was a feudal area, with tenant farmers outnumbering landowners. Few farms had telephones, and just one percent of the farms in the district had indoor plumbing. Only seven out of ten school-age children attended school. It was also a radical area where the Farmers’ Alliance, one of the main organizations behind the populist movement, had been strong.4

Patman had been threatening impeachment of Mellon for the past year, but few believed him. Now he spoke for an hour, laying out his case in crisp terms that revealed his training and experience as a county prosecutor. Members of Congress scrambled to understand the charges, and the peculiar process of an impeachment, with “page boys moving like shadows about the chamber, rushing for law and reference books.”5

He unveiled the charges, one by one. He started with an old anticorruption statute prohibiting the secretary of the treasury from being involved with commerce or seagoing vessels. The charges grew more incendiary. Mellon had, as treasury secretary and thus boss of the Bureau of Internal Revenue, given his own companies tax refunds. He held bank stocks while serving as chair of the Federal Reserve. He also owned a massive distillery while enforcing Prohibition, and illegally traded with the Soviet Union. Patman even noted that Mellon had had the Treasury Department launch a magazine dedicated to the use of aluminum in architecture, while controlling the Alcoa aluminum monopoly. The basic accusation was self-dealing; Mellon had been transacting his own business at the Treasury Department, and had retained control, if not formal ownership, in over three hundred corporations engaged in global commerce.6

Most of the accusations against Mellon weren’t new. The charges, and many others, had floated around Mellon since 1921, when Harding first appointed him secretary of the treasury. His brother, Richard King Mellon, had always been his junior partner, a director of almost every company from which Mellon had claimed he had divested. The feigning of disinterest was absurd.

In May of 1929, four progressive senators fulminated that Mellon “control[s] some of the most gigantic financial operations in the world,” that “most of the products of these corporations are protected by our tariff laws, and Mr. Mellon has direct charge of the enforcement of these laws.” He should be disqualified from holding his office, they wrote, because of the law against the treasury secretary having an interest in the business of trade or commerce. “It would perhaps be impossible to find in the United States a single citizen who has a greater interest in the business of trade or commerce.”7 But in the boom days, these arguments hadn’t worked.

The crash revealed the true cost of cynicism and self-dealing. Not only were Patman’s fellow congressmen now ready to take his impeachment charges seriously, senators in a nearby committee room were examining Mellon’s use of his office to extract oil concessions from the Colombian government for an oil syndicate put together by J. P. Morgan and his own company, Gulf Oil. Perhaps more important, outside the Capitol Dome, fifteen thousand unemployed people were demanding action.8 Theirs would not be the last large-scale protest of the economic emergency. Mellon’s political shield, a vibrant prosperous economy, had been shattered.

This time, it was Mellon’s opponents who had an army. This time, Mellon, and the entire apparatus he represented, his entire globe-spanning machinery of business, finance, and politics, was in trouble. The moneychangers system of rule over the economy had failed.

THE GREAT CRASH

The truth was, the foundation of the 1920s economy over which Mellon had presided, and which shielded him politically, was rotten.

The high technology of the 1920s—automobiles, electric utilities, chemicals, airplanes, radio—generated massive wealth. But this wealth wasn’t really paid out to workers in the form of higher wages. Machine guns in the mines, and a legal framework biased against unions, made sure of that. Profits didn’t go to farmers, who were at the mercy of commodities prices in the Midwest and landowning masters in the South. And the Mellon tax cuts took away the last mechanism for democratic forces to structure the political economy; the profits of the decade did not pass into government hands.

By 1928, the top one percent of the population received nearly a quarter of all income.9 This excess income flooded into the stock market, and into speculation. At the same time, the Federal Reserve, created by Wilson to give the public control over banking, was instead controlled by shortsighted private bankers who could not or would not stop speculative bubbles. It was a dangerously unstable system.

Indeed, weakness in the banking system had almost caused a depression in 1920, during the postwar readjustment. The boom of the war turned to bust during the “crime of 1920” the Republicans had used to get elected, similar in some ways to the crash ten years later. Yet, far from seeing the 1920 downturn as a problem, policymakers in some ways welcomed it. Warren Harding pledged “intelligent and courageous deflation” at his GOP acceptance speech. The Federal Reserve had actually engineered the downturn, and even increased interest rates as the economy swooned. The economy was only saved after policymakers relented. The Fed finally lowered interest rates, and the federal government extended loans to farmers and passed emergency legislation to spend money on highways.10 The economy began recovering in 1921, with a Great Depression–like scenario of a total bank collapse avoided not by prudent policies like deposit insurance and regulation, but essentially by luck.

Unfortunately, the lessons of the crash of 1920–1921 went unheeded by those in power. Instead, the “abounding confidence engendered by Coolidge prosperity” created a get-rich-quick fervor.11 Profits began flowing into speculation, land, and the stock market, into “brokers’ loans,” and a thousand different devices to capture industrial power in financial structures, an endless variety of holding companies. The ever-present stock ticker became the symbol of the decade.

In what would become an American tradition, real estate in Florida soon proved an irresistible speculative lure. This was not for any good reason. In 1920, Miami had just thirty thousand people. But prospectors put the word out. S. Davies Warfield, president of the Seaboard Air Line Railway, predicted a million people in Miami within a decade. In 1923 buying in mosquito-infested Florida seemed lunacy, but two years later, according to a book by a best-seller social observer of the time, speculators “were buying anything, anywhere, so long as it was in Florida.” An ad offered luxurious estates near the “fast-growing city of Nettie,” which had the unfortunate problem of not existing.12

Uncontrolled financial exuberance and banker control was familiar to farmer populists, and those from areas with populist traditions. Though no longer a formal political party, the populist tradition was still powerful among politicians from the South, as well as Brandeisian lawyers. These people understood how destabilizing speculative flows could be. In 1925, a Boston judge named George Anderson warned Tennessee Democratic senator Cordell Hull about the financial frenzy. Anderson was a bankruptcy judge, which meant he oversaw what happened after fraudulent schemes came unmasked and creditors came calling. “The amount of money now seeking investment is so great as to be a menace to common honesty, sound principles of finance, and wholesome business development,” he wrote in urging Hull to oppose the Mellon tax cuts. Investment bankers “do not intend to offer unsound or essentially fraudulent securities to their customers.” But they did, without even knowing it.

Anderson got an early preview of the problem, in his bankruptcy court. “Schemers are buying up the common stock of the utility companies,” he wrote, “putting them into a holding company, and offering stocks and bonds grounded merely on thin or non-existent equity. These schemes mean either that the investing public will be robbed, or that the rate payer in the utilities thus controlled will be robbed.” Hull, a prominent opponent of the Republicans, agreed. But Mellon had the votes. There was nothing Hull could do until the get-rich-quick “period of psychology” had passed.13

The Florida bubble popped in the middle of the decade. Several hurricanes hit the Sunshine State, and the Florida fever collapsed into a tangle of lawsuits. But rather than end the national euphoria, the Florida collapse only proved a prelude. Speculative fever shifted to Wall Street. In 1927, in a complex gambit to hold together weak European economies buffeted by unpayable war debts and American tariffs, the Federal Reserve pushed more money into the financial sector. Stocks boomed. The American banking sector began concentrating a good portion of its lending into what were called “brokers’ loans,” lending to speculators to buy stocks at high rates. It was fantastically profitable… as long as stocks went up. In 1928, a memo circulated inside J. P. Morgan, stating the following: “The market is boiling.”14

Meanwhile, financial leaders were piling more and more assets into opaque holding companies, complex financial structures no one could decipher. John Jakob Raskob, the head of the Democratic National Committee, was setting up plans to run a highly leveraged stock market fund to let ordinary people get rich at a price of just $15 a month.

Herbert Hoover won the presidency in a year when the stock market started to swerve. The mythology of Hoover—he had grown up a poor orphan only to become a millionaire business leader and an administrative genius—made him one of the most admired men in the world. In his career, he had run mines, made millions, and then turned to public service. When the war broke out, Hoover organized to get Americans out of Europe. After the war, Hoover organized relief programs that saved millions in Europe.

Hoover seemed to be the best of America. Not a politician, but a successful businessman, a progressive forward-looking leader. He was the Great Engineer, the Great Humanitarian, the Great Idealist, the Great Administrator. And now he was president, with seemingly limitless potential. And yet behind the image, Hoover was deeply conservative, skeptical of federal action, paralyzed by his own brilliance, and a mean-spirited micromanager. It would be hard to find a worse leader for a crisis.

In June and again in December of 1928 the market dropped, but came back, prompted by positive comments from the president. Just before the crash, economist Irving Fisher argued that stocks had reached a “permanently higher plateau.” The Fed gingerly tried to pull back credit from speculators, but the head of the large National City Bank (now Citigroup) offered, over the Fed’s objection, loans to speculators at lower interest rates to buy stocks. The market soared again. Speculators learned their lesson: never be out of the market.15 Yet the underlying economy was sputtering; residential construction was dropping, consumer spending was slowing, and commodities prices kept falling.

On October 2, 1929, brokers’ loans reached $6.8 billion, a new record. The market began to wobble, but bravado continued, with a lead banker saying, “The industrial condition of the United States is absolutely sound and our credit situation is in no way critical.”16 Hoover reassured the public by announcing that Mellon would be staying on as treasury secretary for three more years.17 And then, toward the end of the month, the market cracked. Torrents of selling, with no buyers.

The stock ticker itself was hours behind the actual trading business, so far behind that no one could tell what actual stock prices were. The most prestigious stocks—GM, U.S. Steel, AT&T—were collapsing. The top businessmen in the country—Thomas Lamont of J. P. Morgan, George Baker of First National Bank, and Albert Wiggin of Chase—tried to organize a bankers’ pool to instill confidence. John D. Rockefeller announced he was buying stock. For a few days, the market stabilized, as the men who had ensured prosperity for nearly fifty years seemed to have a plan to save the day. But the credit crunch was too severe. The market collapsed on October 29.

Despite the severity of the crash, the fall in the stock market didn’t thrust the economy into depression immediately. Political leaders had seen booms and busts before, and they didn’t panic. Mellon told the president that the speculators “deserved it.” The economy, he announced, would recover by the spring of 1930 and that “during the coming year the country will make steady progress.”18 This made sense, as that’s how the depression ten years earlier had gone.

Policymakers were intellectually unprepared for what happened next. The president, Mellon, and prominent Democrats had assured the public that all was well. This was a common view; the Harvard Economic Society predicted that a downturn wasn’t a problem; the Fed would step in to “ease the money market” and prevent harm to industry.19 But cracks that had been apparent since 1920 widened. The crash spread from the stock market into the banking system. Banks had lent heavily to stock market speculators and were taking losses. And then in 1931, bank defaults in Europe led to a wave of bank collapses in the U.S.

The problem increasingly became one of deflation, or a collapse in prices and wages. When a bank went bust, that bank would stop lending and deposits would be frozen. This meant credit would contract, and money would be taken out of circulation. People and businesses would in turn have less purchasing power to buy goods and services, and to service their debts. So they would buy less, hire fewer people, pay less in taxes as well as default on loans. Prices and wages would go down. Farmers, having borrowed on the assumption that the corn or cotton they grew would sell at a certain price, would find their crops selling at half or a quarter of what they thought they’d be able to get. As farm mortgage defaults spiked, more banks would in turn go bankrupt. Politicians, in thrall to the notion the government had to balance the budget, would often raise taxes as tax revenue fell, making the problem worse.

As the depression worsened, a group of what were known as “inflationists” began arguing that the government should step in and raise the purchasing power of farmers and workers. Inflationists were drawn from the South and the West, from the populists who had helped pressure Wilson to create the Federal Reserve. Their solution was to have the government get more currency into circulation through government spending so prices would go back up. But having the government print money and interfere deeply in the affairs of private bankers was anathema to the orthodox thinking of the time. Mellon, for instance, blocked federal relief action, because he believed that deflationary periods were natural and helpful moments. When prices were low, prudent financiers were rewarded and could buy up industrial assets cheap.

Mellon’s orthodox thinking dominated. In 1929, the unemployment rate was 3.2 percent. A year later, it rose to 8.7 percent. Still, President Hoover argued the country’s economy was on a sound and prosperous basis. In 1931, unemployment spiraled up to 15.9 percent. By 1932, it hit 24.9 percent. Congress held hearings on the collapse. “The leading industrialists and bankers testified. They hadn’t the foggiest notion,” said one commenter. The transcripts of these hearings “make the finest comic reading.”20 Most key financial leaders still encouraged balanced budgets and sound money, more orthodoxy to meet the crisis, more belt-tightening to meet the economic famine.21 The old order did not know what to do. The depression wasn’t just an industrial or credit shock, but a political crisis.

DESPERATION

By 1932, when Patman filed his impeachment charges, Americans were desperate.

“People are ready to commit suicide because of their inability to get a job and inability to live.… They are blue. They are depressed. They do not know where to turn,” noted the National Catholic Welfare Council. Charities had no more to give in the face of deep hunger. Up to 250,000 people in Philadelphia were facing actual starvation after a relief committee headed by a leading city banker ran out of funds. In Toledo, 60,000 people out of a total population of 300,000 stood in a breadline every day. In Detroit, municipal employees had their salaries cut by 20 percent to pay for relief supplies, which quickly ran out.

A physician named Sidney Goldstein testified before the Senate that men and women in New York who had been out of work and were desperate for relief could not even find the right office in which to apply. The Home and Relief Work Bureau set up by the city had been closed the preceding April, overwhelmed by the need. People were moving into basement tenements that had been condemned twenty-five years before, whose only inhabitants for decades had been rats. Almost eleven million jobless Americans roamed the streets, according to a conservative estimate.

Business too was dying. In New York state, factory payrolls fell 10 percent in just one month, down to 45 percent of what they had been in 1929. Steel production in Pittsburgh was at 15 percent of capacity. Pig farm products were selling at 64.8 percent of 1915 prices, and going down. Cotton was at its lowest price in two hundred years. Building permits were off 73 percent from May 1931 for 215 leading cities in the country. Even the John D. Rockefeller Consolidated Coal Company, named for the richest man in the country, entered receivership.22

“Vagrancy,” a slur for homelessness, became the most common cause of arrest during the 1930s. It was an era of national humiliation. “Brother, Can You Spare a Dime?” was the most popular, and dangerous, song of the early depression. The song was a story of a man, a country, which built skyscrapers to the sky, railroads to race time, fought in the hellish mud, who is now reduced to waiting in lines for bread. “Once I built a railroad, now it’s done, brother, can you spare a dime?” The Republicans tried to have the song banned from the radio.

National Association for the Advancement of Colored People official Roy Wilkins testified that the Communist Party, which had nominated a black man for vice president, was making inroads among blacks. Part of the reason, he said, was blacks were not getting their share of relief. Racism made the problem much worse. Blacks had difficulty getting emergency assistance across the South. In the “good city of New Orleans,” for instance, he noted, “they have ruled that only 33 percent of the relief expenses may go to negroes, no matter what the unemployment among negroes is.”23

Children were competing with rats for food. Thousands were dying of dysentery. Hungry girls as young as thirteen were selling their bodies for loaves of bread. In West Virginia, coal mining families lived under cliffs. Workers in Passaic County, New Jersey, were told “frankly and brutally” that legislators could do nothing about starvation; the workers warned they might try to “solve it in their own way,” meaning rebellion. In the mill areas of the South, local Red Cross chapters were explicitly using the threat of withholding food to force workers to accept wage cuts.24 Union leaders warned Congress that no talk of “Americanism or our Constitution” would stand against empty bellies.

At a municipal and state level, officials acted, but the problem was that the banking system had collapsed, so there was no currency, no credit, and little means of payment local officials could use. Bankers were afraid to lend money to cities; as a labor leader in Philadelphia put it, “The city itself is bogged down financially so badly that the mayor feels constrained to declare in public that no one is starving in order to bolster the courage of the bankers who so reluctantly and slowly take municipal bonds when these are offered.” The situation was catastrophic. “We are running our local governments in Pennsylvania,” he said, “on the principle that it is more important to reelect Mr. Hoover than it is to face the facts about unemployment and starvation.”25

A march of a few hundred communists in Philadelphia ended with bloody beatings. In Dearborn, Michigan, municipal police, outside the giant and famous River Rouge Ford factory, opened fire along with private Ford company police with guns and tear gas, killing four unemployed protesters and wounding dozens more.26 It was starvation or revolt, according to John Edelman of the Pennsylvania Federation of Labor.27

Hoover worked eighteen-hour days but could not shake his deep-seated belief that the crisis was simply one of confidence, not problems in the banking system run by those he felt should rule. Even as reporters he knew were going broke and pleading for help, every evening Hoover sat down to a black-tie dinner and had a complete seven-course meal. Hoover knew this seemed callous, but he feared that not indulging would signal a lack of belief on his part in the imminent return of prosperity. Toward the end of 1930, an apple wholesaler disposed of an apple surplus by selling them on credit to the unemployed, who would resell them for a nickel each, leading briefly to “shivering apple sellers” everywhere. Hoover responded to a question about these men by saying, “Many people have left their job for the more profitable one of selling apples.”28

Reactionaries prepared, not to aid the people, but in fear of them. In 1933, former Republican presidential candidate and current president of Columbia University Nicholas Murray Butler told his freshmen class that totalitarian dictatorships were putting forward “men of far greater intelligence, far stronger character, and far more courage than the system of elections.”29 The military put together a scenario called “Plan White” to put down an internal rebellion, modeling it on German tactics used against communists after World War I.30

Hoover was afraid of the increasing social chaos and the potential for mass rebellion. The government was cutting spending on everything it could to deal with the depression, except Army personnel. Such a cut would “lessen our means of maintaining domestic peace and order.” When Congress sought a 10 percent government-wide cut in pay, the president secretly requested that the Senate exempt soldiers to prevent mutiny in the ranks.31 The Secret Service established new procedures for defending Hoover, as assassination threats reached an all-time high. No person with a package was allowed to approach Hoover.32

A labor leader finally told Congress, “I want to assure you gentlemen that if the Congress of the United States and this administration does not do something to meet this situation adequately, next winter it will not be a cry to save the hungry but it will be a cry to save the government.”33

THE LAST POPULIST IN HIS FIRST CRUSADE

Into this moment stepped Wright Patman. This thirty-nine-year-old radical had an owlish face, an accountant’s glasses, and a scrupulously polite demeanor. Yet in picking a fight with Mellon, he put into the crosshairs the entire old order of finance-friendly politics that had organized American politics during most of the years since the 1870s. This conflict would set the stage for a forty-six-year career in Congress working to constrain the money lords.

His influence in the Democratic Party was profound. Much of mid-century banking law bears his stamp, and he used his perch to launch investigations against banks, foundations, and corrupt government agencies. Sam Ealy Johnson, Lyndon Johnson’s father, told LBJ that when he went to Washington, D.C., as a congressman, if he was ever unsure of how to vote on a bill, he should follow Patman’s lead, as Patman was for the people.

Born in 1893 to a cotton-farming father in a hardscrabble area of Texas, Patman was always fascinated with politics. As a high schooler, his hobby was reading the Congressional Record, and he would do so even while plowing fields. “It will stack up like cordwood if you don’t use it right,” he said. “But you can use it right, and you’ll get an education out of it.”34 While a teenager, he was imbibing the monetary debates of the early 1900s, the years of Teddy Roosevelt fighting his first major antitrust case with J. P. Morgan over Northern Securities, the monetary collapse of 1907 leading to the founding of the Federal Reserve, and the third presidential campaign of William Jennings Bryan.

Patman never attended college. Ever studious, he put himself through Cumberland Law School in Tennessee by paying with bales of cotton. He served in the military during the war, was elected to the Texas House of Representatives in 1920, and then appointed to be a district attorney in 1924.

Patman was a self-described “proud Hillbilly” and righteous Baptist. Throughout his life, his unyielding focus on the immorality of extreme wealth led to mockery. Patman had enemies, and they feared him. They charged him with being “Wild as a March Hare,” a “funny money man,” and a vain and obsessive publicity hound. He genially pushed forward regardless of his critics. “The man who keeps a stiff back and a stiff moral code can defeat the forces of evil,” he would tell people throughout his life.35 He always remembered the high interest rates charged by bankers that had kept his father and his community impoverished. Sam Rayburn, his good friend, would much later gently mock Patman by saying that “if he got shipwrecked on a lonely island with Liz Taylor, Liz in the nude, he’d say, ‘Ms. Taylor, do you know the workings of the Federal Reserve Board?’ ”36 In the Texas state legislature, he exposed that the wealthy did not pay much in taxes, and he supported free high schools (though he himself had paid tuition).37 As a local prosecutor, he went after powerful local interests. In his campaign for Congress, he pledged to be “against monopolies, trusts, branch banking, and discriminatory freight rates.”38 This was not a simple political ascension, but an overthrow of the local establishment candidate. Patman defeated a popular rival within the Democratic Party in a primary to win his seat, out-organizing and out-working a much more established member.

The northeast corner of Texas, bordering Oklahoma, Arkansas, and Louisiana, oil-drenched, cotton-growing, rural—that was his home. Patman’s district was peopled by those who had come from the Deep South, Mississippi, Alabama, Georgia, Arkansas, and Louisiana.39 It was radical territory, the seat of the farmer revolts of the 1890s. In 1914, in Oklahoma, “the Socialist Party candidate for governor, Fred W. Holt, received over 20 percent of the vote statewide. In Marshall and Roger Mills counties, where the Socialist Party was strongest, Holt captured 41 and 35 percent of the vote, respectively.” These counties were not far from Patman’s Texas district.40

Patman was not a socialist, but he came from the same soil and the same economic circumstances of rural poverty as the Oklahoma socialists. He was a populist antimonopolist, and he believed that eastern bankers, centered in New York City, were colonial in their approach to farmers, small businesses, and even industrial enterprises. The disparity in wealth among regions came from what he argued was “the unholy operation of monopolistic interest of the North in a most thorough sapping of the commercial and industrial strength of the South and West.… In the broad sense, the North is the American money mart that is fed by the monetary streams of trade and commerce originating in the South and the West.”41

This area was seething with not just regional resentment of the North but racial resentment based on the establishment of Jim Crow in the 1890s. Patman’s complex racial politics reflected this dynamic. In the 1920s, he joined Sam Johnson in attempting to roll back the power of the Ku Klux Klan, and had to carry a pistol to protect himself from death threats. Patman treated black constituents on economic matters as he did white constituents, and pushed for economic opportunities regardless of race. He also helped put the first black governor of the Federal Reserve in office in the 1960s.42 Throughout his career, he was challenged by arch-segregationists in primaries.

Yet Patman’s key local political booster in 1928 was James “Cyclone” Davis, a People’s Party organizer in the 1890s who became a KKK member in the 1920s. And Patman was a supporter of segregation in the 1950s and 1960s and signed the Southern Manifesto in opposition to civil rights legislation because, he argued late in his career, he would have lost his seat had he not supported it. He was no racial demagogue, and his focus was economic equality regardless of race. But neither was he willing to challenge his white constituents on their racism and lose his political office. It was a cynical deal his constituents, white and black, understood. After blacks got the right to vote, they tended to vote for Patman.43

Patman took his seat in the U.S. House of Representatives for the first time in 1929. Though much of America was prosperous, in Texarkana there was already a deep recession born of low commodity prices. In the 1920s, even as the rest of the country prospered, his district’s population fell from 271,472 to 255,452, and the value of land and buildings fell by $93 million (versus $103 million for the entirety of Texas).44

Most freshmen members of Congress are quiet, seeking to gain favor with their more senior colleagues. Not Patman. “He is of that fearless sort that believes in getting what he goes after,” wrote the Calhoun County News. “He went to Congress in 1928 and since his election has kept himself in a conspicuous light because of his lack of deference for hide-bound rules and regulations pertaining to the assembled Congress.”45 Patman was persistent, dogged, and, while polite, he didn’t let up, even on small matters. He sought a seat on the House Banking Committee, but was blocked by his own delegation, angry that he had dethroned a fellow Democrat in a primary. He received minor committee assignments, including the Committee on the District of Columbia and the Committee on Coinage, Weights, and Measures.

From the moment he entered the House, Patman began his crusade against the banking interest, against monopoly, and for the “plain people.” At one hearing, on real estate licensing in the District of Columbia, he proceeded to press a far more senior member, Clarence McLeod, showing that McLeod’s bill, framed as a consumer protection measure, would in fact aid the local real estate industry in fixing prices.46

His first congressional crusade was against a cottonseed oil conspiracy organized by Swift & Co., Armour & Co., and Procter & Gamble that was depriving farmers in his district of income.47 Cottonseed grown in his district was used to create cooking oil, but he argued food processors were monopolizing the trade and pushing down the price paid to farmers. Patman accused the FTC of working to organize the cottonseed processing monopoly in the first place. He laid out the case to the FTC and the Department of Justice but was unable to persuade the Hoover administration to act.

Yet within his arguments one can see how he connected the power of monopolists in an individual market with the functioning of the economy at large. “Some manufacturers are grumbling about not being able to sell their goods in the South,” he said. “Why? It is because the purchasing power of the southern farmer has gone down $50,000,000 to $100,000,000; it went down that much last fall, and it was due to one thing. That is the organization and the existence of an unlawful trust.”48 To Patman, monopolies weren’t just harmful to individuals or companies deprived of unfair opportunities to participate in a real and open market—their extractive ways wreaked destruction throughout the whole economy. A corporate monopoly, a chain store, and a powerful banker were organized around the same goal, stripping the purchasing power from the small businessman and farmer.

Patman targeted the Federal Trade Commission, the commission created by Wilson that had failed to enforce fair trade in the marketplace. “Representative Wright Patman, Dem, Texas, has attacked the Federal Trade Commission,” wrote The Pittsburgh Press, “for alleged lack of speed in conducting its inquiries and declared this delay made the investigations doubtful value from a legislative viewpoint. Patman pointed to the power trust, chain store, and cotton seed inquiries.”49

But Patman had eyed a much bigger target. “The day he took his oath of office,” said a colleague, “he took after Andy Mellon.”50 Patman attacked Mellon’s ownership of Alcoa by pressuring the government to act against the company’s aluminum monopoly. Three years later, at a hearing attacking Mellon, Patman explained that “there was a complaint filed before the FTC, in which it was alleged that the Aluminum Co. of America owned 95 percent of the aluminum industry of the country, and that they were setting prices and compelling small dealers to refrain from using any products that might be manufactured in the other 5 percent of the industry, and otherwise violating the antitrust laws. And the FTC did nothing about it for years and years and it was not until after I got after them, about three years ago, that the FTC concluded to do anything; and then, when they took the matter up, it exonerated the Aluminum Co. of America, without any written opinion being handed to the press; and I have not been able to get any written opinion from them. The matter was just dismissed.”51

As the downturn worsened, Patman would give speeches on the floor attacking Mellon, and the entire philosophy of the Republican Party. “We can no longer depend upon prosperity coming from the billionaire class,” he would say. “It fails to percolate through on down to the masses.”52 In Mellon, Patman saw the personification of the old money trust. Prices of the crops farmers grew and sold had dropped dramatically. This meant that a debt burden grew heavier over time, even if the number of dollars owed stayed the same, because the amount of, say, wheat necessary to earn the same number of dollars had gone up. “Deflation cheats the man who is in debt just as much as undue inflation cheats the creditor,” Patman told his fellow congressmen. If these financiers like Mellon continued to use falling prices to distort the purchasing power of the farmer, the worker, and the businessman, “this country faces,” Patman said in a floor speech, “some sort of revolution.”53

Patman fixed on Mellon as his great villain. Mellon had made a fatal political error that would only become apparent in the 1930s; he had fought an accelerated pension payment for the millions of veterans who had fought in the world war. These men would become Patman’s allies. In 1929, Patman introduced an aggressive piece of legislation, a bill that would establish how the American political system would respond to the Great Depression: the Bonus Bill. This bill was not important legislation in 1929, but four years later the context of veteran politics, like everything else, had changed radically.

After the Great War, no one knew how veteran politics would play out. But smart politicians knew that veterans would be one of the major forces in America for at least a generation. Nearly a quarter of the adult male population between the ages of eighteen and thirty-one in the United States served in the military during World War I, half of them abroad in the American Expeditionary Forces.54 In this “War to End All Wars,” 116,516 Americans died, and millions came home to jobs that had disappeared or that had been occupied by other men while they were away at war. The number of dead was fifty times higher than the number in the Spanish-American War, which had happened just fifteen years earlier. This war experience shaped the culture, ideas, and lifestyle of a generation.

At first, those who risked life and limb were treated the same as those who risked property. The 1914 War Risk Insurance Act protected the property of corporations running American ships to Europe. When millions of American soldiers were sent to Europe, they were given “war-risk” life insurance. The insurance assumed that a soldier who lived through the war without injury needed no pension, because he was able-bodied, was paid for his service in the war, and could get a job.55 Such a veteran would be the equivalent of a ship that had undertaken a dangerous mission and come through unscathed. One’s labor and the property of a corporation were thus considered equivalent, a point of tension that would become the focal point for political conflict for decades.

After the war, property, it seemed, was more important than veterans. In 1919, Congress passed the Dent Act, authorizing the secretary of war to give more money to corporations that had become military contractors.56 This bonus for corporations enraged veterans, who had been systematically underpaid for their service. Many Americans had volunteered for service and gone abroad at the pay of a dollar a day. Those who remained at home saw their pay double or triple, while many of those who served came back to joblessness.

A veterans lobby began agitating for redress, to pay in one payment the difference between what a soldier would have earned as a civilian and what he earned as a soldier. The key group was the American Legion, an organization formed for world war veterans by wealthy Americans who sought to ensure that veteran politics would not be tempted by the communism to which they had been exposed in Europe. Ogden Mills, Mellon’s subordinate, was one of the founders and financiers of the group.57 These men, known in the organization as “the kingmakers,” made sure the American Legion had ample funds, and it became the largest veterans group. It did have a smaller competitor, the Veterans of Foreign Wars, composed of working-class veterans.

In the 1920s, most veterans sought roughly a thousand dollars apiece to make up the pay differential during the war. Both parties opposed the payment of what they called the adjusted compensation certificate, but what became known as a soldier’s “bonus.” Wilson’s secretary of the treasury, David Houston, said that floating a bond issue of the size required would result in “disaster,” and Mellon picked up this mantle and ghost-wrote several presidential vetoes of the Bonus payment.58 Harding even came to the Senate to lobby against the Bonus.59 The National Industrial Conference Board, an industrial organization composed of big banks and corporations, published a special pamphlet in 1923 opposing the payment; even Thomas Edison argued the nation could not afford it.60 In 1924, Mellon placed the Bonus in opposition to his tax cuts; the country could not have both. Should fourteen million taxpayers get a tax cut, or four million selfish veterans a bonus?

Big business opposition to payment of the soldier’s Bonus enraged veterans. After all, war was good for business. Major General Smedley Butler, an iconoclastic military celebrity, wrote a book titled War Is a Racket in which he pointed out that war delivered high corporate profits. He reported, for instance, that war contractors sold twenty million mosquito nets, and not one made it to France for use. A billion dollars was spent on airplane engines that “never left the ground.” The war cost $52 billion, he wrote, while total profits from the war were $16 billion. Losses to possible profits, he noted, were structured to be limited by contract, but “there is nothing in this scheme, apparently, that says not more than 12 per cent of a regiment shall be wounded in battle, or that not more than 7 per cent in a division shall be killed.” The government, he noted, “cannot be bothered with such trifling matters.”61

It was not just big business, however, that opposed the payment of a soldier’s Bonus. Progressives like Senator William Borah opposed the payment. “A nation whose citizenship has been drugged and debauched by subsidies and gratuities and bonuses,” he said, “has taken the road over which no nation has ever yet been able to effect a successful retreat.”62 The New Republic and The Nation considered the notion of a payment for veterans a corrupt special interest bribe.

In the 1920s, opposition to a bonus did not suggest callousness toward veterans. President Harding, when lobbying the Senate, listed the already extensive benefits, the compensation and insurance claims offered to over 800,000 veterans costing a half a billion dollars, as well as “vocational training and rehabilitation for disabled soldiers, which cost $65 million annually.”63 Veterans already got a substantial amount from the government, more than any other class of citizens. When Herbert Hoover took office, 18 percent of the federal budget was dedicated to veterans, and Hoover himself created the cabinet-level Department of Veterans Affairs.64

To buttress their fiscal, moral, and political arguments, business leaders also evoked racial hatred. In 1920, the U.S. Chamber of Commerce argued that if the Bonus were paid out, “the half million Negroes in the South, who probably would receive $500 or $600 each, would immediately quit work until the money was spent.” This was, according to the African American newspaper the Cleveland Advocate, “an insult to the race, and a most reprehensible injustice to the white world war veteran.”65

In an era of prosperity, President Harding had no trouble defeating the Bonus. He died in 1923, and Calvin Coolidge became president. In 1924, parades and petitions by veterans again caused Congress to take up the legislation. Coolidge angered veterans, including veterans serving in Congress that might otherwise be opposed to the bill, by arguing that those who sought money for service were not patriotic. Congress passed a bonus over Coolidge’s veto.

But there was a hitch. Veterans would get their payment, but they would be paid with a classic budgetary gimmick. Congress authorized special certificates for veterans, redeemable in 1945. Because of this long period, and the number of veterans dying young, it became known as “The Tombstone Bonus.”66

This was a manageable problem in the 1920s, a time of prosperity. But veteran politics changed with the depression. When Wright Patman was elected, in 1928, few noticed the man who called himself a “Missionary Baptist,” as he was a Democrat in a Congress run by Republicans.67 Few noticed the Bonus Bill when Patman introduced it in May of 1929. The premise of the bill was simple. It would have the government print money and grant veterans of the war an accelerated pension payment for their service in the war. They could redeem their bonus, immediately, just like any bank could trade an asset for cash at the Federal Reserve. But why would anyone notice such a bill in 1929? Unemployment was at 3.5 percent, and the stock market was still on its way up.

But as the jobless lines lengthened, Patman’s bill began looking more enticing. It would provide ready cash in a country starving for lack of it. “We should not start putting out money at the top with the hope that the money will percolate down to the needy and the poor,” Patman argued, “but we should start at the bottom.” To do this, he argued, Congress had to “carry out the constitutional mandate” to print money. His bill would place that money in the hands of veterans, from every corner of the country, every region, and of “every class, race, and creed.”68 Money in the hands of the “plain people,” as Patman called them, would cure the endless deflation of the depression. Patman’s Bonus Bill hadn’t changed, but the country had.

The argument began working. Patman encouraged Democrats to use the Bonus as an election issue, which helped the Democrats take Congress after the midterm election of 1930.69 He organized an internal House caucus of members supporting the Bonus Bill. The war was increasingly seen as a cynical endeavor, and a new generation of politicians, media entrepreneurs, and organizers began seeing political opportunity. Veterans had been aligned with Republicans. Now veterans were increasingly aligned, not just with Democrats, but with populist Democrats.

The Bonus Bill even became a focal point for intellectual combat over the nature of money. Patman became a leader of a group of members—southerners mostly, and including Fred Vinson, who later served as treasury secretary under Harry Truman and then as Supreme Court chief justice. They sought to combat falling prices by having the federal government print money and distribute it until prices started going up again. Inflationists wanted to put money in the hands of the plain people—the farmers in bankruptcy, the girls prostituting themselves for food, the homeless. Inflation during a depression would restore 1929 prices. Farmers had borrowed in 1929 prices; shouldn’t they be able to sell their commodities at 1929 prices so they could service those debts?

At the start of the congressional session in 1931, Patman reintroduced his bill, which would have required a $2.2 billion payout. But forty-seven other bonus-related proposals—twenty-eight from Democrats, eighteen from Republicans, and one from a Farm-Labor member—were also introduced. A thousand VFW members marched in January in front of the Capitol to deliver petitions for the Patman bill, and 124 members of Congress accepted them. The American Legion National Executive Committee recommended supporting payment, angering its financial backers. Hoover persuaded the membership at the next convention to reverse the decision. Mellon argued that if the Bonus passed, “we can expect a business depression and a period of acute human suffering the like of which this country has never known.”70 Veterans began dropping out of the American Legion, and joining the more aggressive VFW.

Patman had found his army, and his villain. In 1931, Patman started telling people that he was going to impeach Mellon. “I really have the goods on Uncle Andy,” he wrote constituents. “I really believe we will ‘get his scalp.’ ”71 He began his investigation by combing old hearings, reading old Mellon company investor documents, and pestering agencies for information about Mellon. He went to the chief of the Navy and asked about lubricating oil sales by Gulf Oil, got reports from the Legislative Reference Service on the federal government’s use of aluminum, and read hearings from the Select Committee to Investigate the Destruction of Government Bonds on how the Treasury handled government debt in the 1920s.

Patman also went to the Hoover administration directly. He asked Secretary of State Henry Stimson, and the Library of Congress, for information about Mellon’s chemical company Koppers and its $200 million contract with the Soviet Union. Congress’s research department sent him a list of Mellon’s companies that was twenty-six pages long. He read investigations and speeches from senators in the 1920s, on Mellon’s administration of the antidumping act of 1921 in a complex scheme to help Soviet producers sell manganese—an input into steel—to his own steel interests at a lower cost than domestic producers. From the Joint Committee on Revenue Taxation, he asked for information on tax refunds from the five biggest Mellon companies.72 He badgered the FTC about their suit on Alcoa and collusion among oil giants that included Mellon’s Gulf Oil.

Tips began to pour in, many from small businessmen and veterans, but some from disaffected enemies of Mellon. A hotelier in Iowa argued the Treasury was maintaining an office in his hotel to market Alcoa’s aluminum. A Mr. Jalonick of the Republic Insurance Company of Texas wrote to tell Patman that the post office was forcing employees to buy gas not from local gas stations but Gulf Oil gas stations.73 A New Jersey businessman detailed the links between “Uncle Andy,” J. P. Morgan, and the way they organized a Pullman rail car monopoly. A former tax auditor, Douglas Van Horne, wrote Patman to tell him he had found that Eastern Oregon Light and Power hadn’t paid its full income taxes. The company tried to bribe him to keep quiet, but he wouldn’t accept the bribe. Upon returning to his headquarters, he was fired. Van Horne found out later that the company was 51 percent owned by Andrew Mellon, and he blamed Mellon for his firing. He also noted that Mellon was his second cousin.74 A former New York Times reporter, J. A. Truesdell, relayed a story of corruption among bank regulators to favor Mellon. The Office of the Comptroller of the Currency used its power to injure Mellon’s competitors in nonbanking businesses. The OCC barred non-Mellon banks from supporting a rival oil company to Mellon’s, but allowed Mellon banks to buy the company’s stocks and bonds. The company was eventually merged out of existence.75

And he got tips on Mellon as secretary of the treasury making a deal with the Colombian president Enrique Olaya. Colombia was in financial trouble and needed American loans to balance its budget. Patman heard Mellon offered to exchange a set of American loans for an oil-rich concession in Colombia for Mellon’s Gulf Oil and an oil consortium led by the firm J. P. Morgan.76 A Colombian socialist and labor organizer, Carlos Melguizo, wrote Patman, noting that the president of Colombia had attended a party in Washington, where Mellon as treasury secretary offered the deal. Patman wrote Secretary of State Henry Stimson and demanded answers.77 Mellon denied the story, saying that, though he had met with Olaya, he had never mentioned the Barco concession.

As the case against Mellon solidified, fellow members of Congress lent Patman support, if fearfully. Influential Missouri congressman Clarence Cannon offered “every possible service to you in the matter,” but asked his name be kept out of any public discussions.78 Then-congressman and eventual New York mayor Fiorello La Guardia joined Patman, and the two began plotting. Constituents, both in his own district and nationally, were behind him. Said one voter, “We have just got Al Capone. Now let’s get some of the others.”79

Through this campaign, Patman and his allies were learning how power in government and banking worked. His investigation of Mellon led him to see how the government administered taxes, organized its debt, managed the money supply, enforced trade relationships and foreign affairs, regulated banks, and related to monopolies. New Deal policies on progressive taxation, securities regulation, and antitrust would be debated, in germ form, in this investigation. Patman attacked the FTC during the investigation. He told the Texas attorney general, James Allred, that he had managed to cut the FTC’s budget by $300,000, and that eventually ”we will finally abolish that useless Commission altogether.”80 By the mid-1930s, the threat from Congress to abolish the commission forced the FTC to reorganize into a much closer version of what Brandeis had envisioned originally.

As Patman’s investigation picked up steam, the Veterans of Foreign Wars began a publicity campaign for the Bonus. It sent out twenty-three million “ballots” asking veterans to “vote” on whether they supported the Bonus. Roughly a quarter of a million said yes, around five hundred said no. Patman and VFW commander James Van Zandt started a national speaking tour. In January, Patman and Van Zandt went on NBC. Patman made the case for the Bonus, while Van Zandt conducted the organization’s induction ceremony’s oath over the radio. Twenty-one thousand new members joined, a 15 percent boost in membership overnight.81

The Bonus Bill was a flashpoint of political controversy, and Patman encouraged Democratic House candidates to use it in their campaigns to get votes. Famous veterans, like Joseph Angelo, testified on behalf of the bill. Angelo had in World War I saved the life of military icon George Patton by dragging a wounded Patton to safety under machine gun fire. Mellon, meanwhile, admitted in 1931 that he had sabotaged the ability of the government to pay out the Bonus. He had paid down $3 billion of the national debt prematurely, so there wouldn’t be any cash for the veterans.82 Democrats nearly captured control of the House of Representatives in 1930, and would continue to gain. They eventually won the majority later that year after winning a special election held to replace a Republican member from Texas who died.

In December 1931, communists launched a “hunger march” in D.C., in an attempt to incite violence from the authorities so as to generate sympathy. D.C. police chief Pelham Glassford, who had been a young general in the war, met them with soup, not guns, trying to defuse the situation instead of creating martyrs.83 The marchers were less communist than they were hungry; they ate. Later that month, Philadelphia’s John Alferi, a veteran, told Glassford he would bring a group of veterans to march in D.C. There were fewer than fifty marchers, but it was the first rumblings of something bigger.

Father James Cox of Pittsburgh worried about the communist-inspired marches. So he held his own march. On January 6, 1932, Cox brought ten thousand men to Washington to demand jobs. “Our president is still trying to give money to the bankers, but none to the people,” he said. “If I had my way, it would go to the people, who need it badly. There is plenty of money in this country, but try and get it. I do think that our mission to Washington will have its effect. The government sent Al Capone to jail for cheating it out of $100,000, yet John D. Rockefeller is giving $4,000,000 to his son to escape the inheritance tax.”84

And that is the day that Patman stood, and offered his impeachment resolution against Mellon.85 His charges against Mellon were that Mellon had willfully broken the law as treasury secretary to benefit his own business empire. It was not unusual for a member to seek attention, but normally such attempts failed. But Patman was persuasive. When he finished speaking, “House members were stunned, as if having just heard that some great man had died.”86 The resolution was sent to the Judiciary Committee, where Patman’s ally La Guardia would sit.

The Republicans waged a counterattack. During Patman’s investigation of the Mellon empire, the FBI, the White House, and the Treasury Department would send security officers to break into Patman’s congressional office and destroy papers relating to the investigation. After the impeachment, his phone was tapped and “his offices were ransacked; Capitol police were ordered to patrol the hallways outside his office.” Mellon defenders throughout the press portrayed Patman in cartoons as a fool and inept, and editorials criticized him for wasting time and “Mellon-baiting” and scapegoating someone for an economic downturn no one could have prevented.87

A week after Patman’s initial statement, the Judiciary Committee began hearings.88 Many members of Congress agreed with Patman quietly, but would not take on the power of Mellon. Why throw away their careers, as Patman had obviously just done? “It has been said that it is hard to convict a million dollars in the criminal courts,” said Patman. “It can also be said that it will be hard to impeach a billion dollars.”89

But in the Judiciary Committee—the closest forum to a trial the Democrats could muster without control of the executive branch—Patman drew blood. Mellon was forced to admit that when he had sold his bank stocks to gain eligibility for the Treasury position, he had sold the stock to his brother.90 Mellon was represented by a former solicitor for the Bureau of Internal Revenue, and a high-powered Pittsburgh attorney. But they were no match for the populist from Cumberland Law School, who had been obsessed with Mellon for years.

Mellon claimed that he had terminated all connection with his businesses “as completely as if I had died.” This statement was a lie.91 Mellon’s lawyer argued that Mellon had little to do with Alcoa, aside from his family relationship with his brother and former partner Richard, a key official in the company. But in 1924, there had been a merger between Alcoa and a company with substantial hydropower assets in Canada, which both aided Alcoa in producing more aluminum and blocked the entrance of a potential competitor. The head of Alcoa had brought Mellon into the negotiations because of his prestige as a financier and the treasury secretary.92 The negotiations took place in a private railroad car. Mellon’s lawyer admitted that Mellon had been in the private car with all of the key negotiators. But, he said, Mellon looked out the window the whole time and didn’t take part or pay attention to any conversations.93 Suddenly, impeachment seemed plausible.

At the same time as the impeachment hearing, on the other side of the Capitol, California Republican senator Hiram Johnson picked up on the Barco concession scandal. Johnson spent two hours cross-examining Victor Schoepperle, National City’s vice president responsible for Latin America loans, the man in charge of loans made to Colombia after the government had granted the oil concession to Mellon’s Gulf Oil. Schoepperle denied it. “I don’t give a damn about the Barco concession,” Schoepperle said. Two hours later, after lunch, Schoepperle mysteriously changed his story. It turned out the State Department had encouraged the bank to make the loan, mentioning the concession as a key reason.94 Two days later, Johnson put into the record information Patman had gotten from Colombia, including a newspaper interview where Olaya relayed a conversation with Mellon about the country’s fiscal crisis. Mellon, Olaya said, told him to “settle your pending questions on petroleum” and implied loans might be forthcoming.95

The explosive news about the Barco concession and the impeachment hearings destroyed Mellon’s reputation and finally spurred the administration into action to address the economic downturn. Three days after the end of the Judiciary Committee hearing, Hoover established the Reconstruction Finance Corporation, a government bank that could lend to failing railroads and banks. The public interpreted this as a corporate bailout. Comedian Will Rogers mocked Hoover, noting “you can’t get a room in Washington.… Every hotel is jammed to the doors with bankers from all over America to get their ‘hand out’ from the Reconstruction Finance Corporation.” The bankers, it seemed to Rogers, had “the honor of being the first group to go on the ‘dole’ in America.”96

On February 4, 1932, less than a month after Patman filed his articles of impeachment, Mellon resigned. Hoover appointed him ambassador to England, where he would attempt to work out loans accrued during the war. Patman called this a presidential pardon. As he “goes to England with his bag of gold that has been wrenched from his innocent victims in America,” said Patman, “our people may enjoy a sigh of relief and turn their thoughts to rebuilding our Nation for the benefit of the plain people—the ones who build our country in time of peace and who save our country in time of war.”97

As Mellon’s reputation sank, Patman became a national figure. “Patman may congratulate himself that his campaign which he and his committee have waged has brought a satisfactory result,” wrote newspapers as far as Maine, like The Saco News. “He has driven his man from his office, even driven him out of the country.”98 Voters wrote in from all over the country, one man writing, “England is too close get him sent to China.”99

The fight wasn’t over. While Mellon had gone, the Hoover administration would not relent on the Bonus Bill. Over 2.5 million veterans signed a petition for the Bonus. A policy impasse developed until mid-March, when a Portland, Oregon, veteran named Walter Waters suggested a veterans march to D.C. Hoover doubled down on his opposition, blaming the “agitation of the bonus” for the down economy.100 The House Ways and Means Committee shelved a version of Patman’s bill, and on May 11, 250 veterans unfurled a banner reading “Portland Bonus March—On to Washington” and caught an empty boxcar to D.C. If the bank lobbyists were going to make demands from their government, the veterans would as well. In late May, the first marchers entered the city. The police chief Pelham Glassford described them as “a bedraggled group of seventy-five or one hundred men marching cheerily along, singing and waving at the passing traffic.” As they passed him, one protester handed him a leaflet titled “Don’t Let the Bankers Fool You.”101

Over the next few months, thousands of veterans would follow. The march riveted the nation, not just the demands but even the way that marchers would get to the capital. In every town, on every rail line, it was a conflict between the railroad employees to help the Bonus Marchers, and the management, which tried to kick them off the cars. Said one marcher, “The conductor’d want to find out how many guys were in the yard, so he would know how many empty boxcars to put onto the train. Of course, the railroad companies didn’t know this, but these conductors, out of their sympathy, would put two or three empty boxcars in the train, so these bonus marchers could crawl into them and ride comfortable into Washington. Even the railroad detectives were very generous.”102

From May until July, these Bonus Marchers, or the “Bonus Expeditionary Force” (BEF) as they called themselves, camped out throughout Washington, D.C., in unoccupied federal buildings, and in tents in Anacostia Flats. Dwight Eisenhower, then just a major, observed that “the veterans were ragged, ill-fed, and felt themselves badly abused.”103 Police nervously patrolled the camps, which became the biggest shantytown in the land of what were increasingly known as “Hoovervilles.” Hoover thought them ex-convicts and communists, not veterans.

A quarter of them, in Jim Crow America, were black, but there was no discrimination in the camps.104 Black and white joined together in hunger, though white newspapers avoided reporting the multiracial nature of the protest.

Throughout that congressional session, they marched and lobbied; their camps became a local tourist attraction. In June, the Bonus Bill passed the House, but it failed in the Senate. On July 28, Washington police tried to force veterans to evacuate unoccupied buildings; two veterans died and eight policemen were injured. A spokesman from the White House blamed it on those who were “entirely of the communist element.”105 President Hoover, determined that the government should not be “coerced by mob rule,” ordered General Douglas MacArthur, then Army chief of staff, to drive the veterans from the city.106 Troops from the Third Cavalry, led down Pennsylvania Avenue by George Patton himself, wielded naked sabers, followed by a machine gun detachment, bayonet-equipped infantrymen, and six tanks tearing up the street’s asphalt.

At first the veterans waved at the soldiers, believing it a parade of active-duty troops saluting war veterans. Soldiers charged, led by Patton and on the orders of Chief of Staff MacArthur, in full formal uniform with boots polished to a glass shine. The soldiers didn’t distinguish between spectator and protester. A tear gas canister landed at the foot of a United States senator.107 The soldiers burned the shacks of the marchers so they couldn’t return.108 Before MacArthur fought in the Pacific and Patton waged tank warfare in Europe against Nazis, they rooted out defenseless American veterans in D.C.

Until Hoover drove them out of the city, the Bonus Marchers’ claim had been controversial, a case of special pleading. But when Hoover set the Army on the marchers, that dynamic changed. La Guardia wired an angry message to Hoover: “Soup is cheaper than tear gas bombs.”109 These “ragged and hungry people have as much right to petition Congress as those who arrive in Washington on special trains,” said Patman. “Has the president adopted the policy of using the Army to drive lobbyists from Washington?” he asked. “The people are going to get the truth one of these days and when they do, there will be some changes in our economic system.” The Bonus Army, and his Bonus Bill, would show that the power to control money could be, and should be, placed in the hands of the people. “The issuance of money by private interests and the abuse of Government credit,” Patman said, “has become the world’s greatest racket.”110

This moment was a climax of the old order. It colored politics for decades, including ensuring that these protests wouldn’t be repeated after World War II with educational, housing, and medical subsidies for veterans.

The depression led to an overwhelming victory for Franklin Delano Roosevelt in 1932. But at this moment, Roosevelt was not the leader of the opposition to Herbert Hoover, and he did not structure the populist anger against Herbert Hoover and Wall Street. He was not the nation’s leader when the Bonus Marchers were setting up camp in the southeast corner of Washington, D.C. He was the governor of New York, something of a political cipher angling for the Democratic nomination.

In the dance of politics, a dance between the great mass of ordinary citizens, righteous activists, and opinion leaders organizing protest movements, and practical politicians taking advantage of this energy to build power and a new system of political economy, it was not Roosevelt, but Patman, a young Democrat from rural Texas, who stepped into the void.

This march, and Patman’s crusade, set the stage for Roosevelt, who would become president. Patman would never become a New Deal insider; he continued to prod Roosevelt and his advisors, publicly pushing, teaching, inspiring and annoying not just Roosevelt, but every president, until the 1970s. He played a role in organizing the New Deal, ensuring that the voice of the “little guy” would be heard, respected, even feared.

Even after Roosevelt was elected, he did not support the Bonus Bill. The first piece of legislation Roosevelt passed, the Economy Act, cut services to veterans. In response, veterans set up a second protest, in May of 1933. Eleanor Roosevelt greeted the protesters with hot coffee, and the administration arranged for jobs for 25,000 of them in the Civilian Conservation Corps. One veteran commented, “Hoover sent the army, Roosevelt sent his wife.”

But Patman didn’t relent. Bankers set up shadow political groups, such as the National Economy League, to attack proponents of the Bonus. Patman responded by accusing the group of using anonymous donors as the KKK used the “hood and the sheet,” and called these groups “hooded” and “outlaw” organizations. “Some of the members of that group,” he claimed, “only believe in law and order when they can make the law and give the order.”111

Democrats picked up more seats in the midterms of 1934. Patman released two books on the Bonus, including one titled Bankerteering, Bonuseering, Melloneering. He also forced a vote in the House on the Bonus. And, said one observer, “when the battle shifted from the South to the North wing of the Capitol, the bonus generalissimo from the Lone Star State marched over and commandeered a rear desk in the Senate as his ‘field headquarters.’ ” Patman buttonholed senators, working with Louisiana senator Huey Long to get around Roosevelt’s opposition. In January, both chambers of Congress passed the bill. The president vetoed it, delivering a message to Congress on fiscal responsibility. On January 27, there was enough support for the bill that Congress overrode Roosevelt’s veto. The bill became law.112

Billions of dollars would now be handed out to veterans. None of the downsides warned of by opponents came true. There was no economic collapse. In 2013, an economist analyzed the effect of the Bonus Bill, using data gathered by the American Legion on what veterans spent the money on. They bought cars and houses, and the Bonus added “2.5 to 3 percentage points to 1936 GDP growth.”113 That year, the U.S. economy grew by 13 percent, the biggest peacetime expansion in history. Roosevelt won a smashing reelection victory on the back of this growth, and Democrats took seventy-six Senate seats for their biggest majority of all time.

There were many protest movements during the depression, but the Bonus Marchers and their legislative leaders represented the forces of democracy removing the power of monopoly, Andrew Mellon, from government. They had fought to support a country. It was now time for that country to fight for them. That the democratic forces had a substantial role to play in structuring the financial system in 1932 seemed a radical proposition. The Bonus Army took the flag, took patriotism, and essentially said otherwise. Monopolists and financiers would no longer rule America.

Indeed, Martin Luther King Jr., in his final protest campaign in 1968, cited the Bonus Army as a model for his struggle for economic rights. It had, he said, an impact of “earthquake proportions.”114 These marchers, and Patman, projected a long, but now mostly forgotten, shadow over America. It is forgotten because those who wrote the history of this period focus on the personality of Franklin Delano Roosevelt. They are not wrong to do so. FDR and the establishment he formed organized the New Deal. But Patman was not a White House insider; he was not trusted by the New Dealers. Patman was an agitator. And in 1932, that is what democracy needed.

Patman brought forward what the farmers of the 1890s demanded of their society, a democracy with an egalitarian system of free enterprise, where small business had the same shot as Andrew Mellon to compete. He stood up to Mellon. He stood for the plain people, and the veterans. And in doing so, he destroyed the legitimacy of the plutocrats that dominated America.




CHAPTER FOUR Populists Take Power


“Mellon was a ruthless hard man. I would not want to be at his mercy. His code was a hard code which left no place for weak men. To let live was not in his code as to others.”

—Robert Jackson1
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Brandeis had crafted an ideology of industrial liberty, meant to free the farmer, the worker, and the businessman from the banker and the monopolist. Patman and the Bonus Army had then used that ideology to eject Mellon from office, shocking the political establishment. But to restore democracy required far more. Not only Mellon, but the entire old order, had to be exposed and toppled. The antimonopolists would have to take power within the Democratic Party, defeat Herbert Hoover, and then wield power, all while ignoring the lure of powerful financiers whispering in their ears.

It would fall in 1932 to Franklin Delano Roosevelt, known as FDR, the governor of New York and a distant relative of Teddy, to carry the antimonopoly crusade forward. But he didn’t side with Teddy; Franklin learned his politics under Wilson’s New Freedom. He had been an upstate New York politician, served under Wilson as assistant secretary of the navy during the Great War, and then was the vice presidential candidate in the fruitless 1920 Democratic campaign to succeed the Wilson administration. The great event in his personal life was the loss of the use of his legs from polio, occurring in the early 1920s after he had become a national political figure. When he finally reentered politics, he hid his handicap with metal braces and help from reporters, and captured the New York governor’s seat in 1928. It was a shocking upset, a Democrat winning an election in a big state during the Hoover landslide.

Roosevelt had been an enemy of Mellon for years. In the 1920s, when Mellon was at the height of his popularity, FDR attacked Mellon’s political funding of the Republicans, saying, “Calvin Coolidge would like to have God on his side, but he must have Andrew Mellon.” Mellon was “a master mind” of the “malefactors of great wealth” who didn’t see a problem in using millions to corrupt politics, only “in… getting caught at it.”

Roosevelt also attacked Alcoa. “Mr. Mellon’s aluminum trust,” he said, “which every housewife in the country unduly enriches, is but one of the tariff-created monopolies sold for political and monetary support.” And he criticized Mellon’s management of European war debts, saying Mellon operated as a “tight-lipped, steely-eyed, tight-fisted ‘financial wizard’ who thinks only in dollars and cents and whose answer to a discouraged and bewildered borrower is ‘Well, you hired the money, didn’t you?’ ”2

When he became the governor of New York, Roosevelt tangled with the power barons, a practical training in how to constrain monopoly. He attacked both the House of Morgan, which was financing and controlling much of the new electric utility industry, and Mellon, who used his control of Alcoa and financial muscle to share in the spoils. Alcoa and Morgan bankers together had tried to control the hydroelectric resources of the St. Lawrence River in New York.

In 1929, Roosevelt ordered an investigation into a merger of a series of upstate power utilities spanning the area from Buffalo to the Hudson Valley and Niagara Falls. Many of the smaller electrical utilities in New York had fallen, Roosevelt told New Yorkers, under the control of a small group of oligarchs composed of both Alcoa and a Morgan cartel.3 The Morgan, DuPont, and Mellon interests, along with General Electric, combined forces to control power in New York state.4

Roosevelt had to pay constant attention to voters, because New York had two-year terms for governor. He made the main theme of his 1930 gubernatorial reelection campaign the issue of public utilities and electric power.5 In 1930, after seeing the consolidation of power in New York, he sought aggressive regulation to reduce the “unfair rates” charged to small householders and small businesses. He told the people of New York that electricity companies were, he argued, public utilities, and not “merely a general private business on the same footing with, let us say, a department store or a steel mill or an automobile factory.”

Like Wilson, Roosevelt attacked the corruption of experts. There was, he said, a “deliberate and definite attempt on the part of some of the power companies’ publicity agents to make the average citizen think that the electrical industry is so vast and so complicated that nobody but highly trained experts in the employ of the private companies can possibly carry it on.”6

By 1932, as the Great Depression turned the country against Hoover and Mellon, Roosevelt became the most popular Democrat in the country. He had shown his political mettle by winning the governor’s office in a heavily Republican year in 1928. But he also had something to say about the depression. “Not since the dark days” of the Civil War, he said, “have the people faced problems as grave, situations as difficult, suffering as severe.” He attacked banks, the concentration of wealth and power, and argued that policymakers should implement new rules to restrain financial power immediately. “The public has burned its fingers in the flame of wild speculation and has learned to fear the fire. While it still fears the fire is the time for us to act.”7

Despite Roosevelt’s popularity in the South and the West, the presidential campaign was not an easy fight. Despite moments of concern, many Democrats assumed they would win the upcoming election. As publisher Clark Howell put it, Democrats would win if the party did not “make a fool of itself.”8 But this did not mean the money trust would lose.

An unseen force, the “heavy financial contributors to Democratic campaigns, who usually keep in the background and hold no party or official position,” sought to undermine Roosevelt.9 A Nebraska congressman and former assistant to William Jennings Bryan accused international bankers and the “power trust” of electric utility men of attempting to defeat Roosevelt, though “nine of ten men in nine of ten States are for Roosevelt.”10

As they had been since Wilson’s collapse, in 1932 Democrats remained split between populist voters who hated monopolies and establishment insiders who supported it. It was a battle of people versus money.

At first, the pro-monopoly forces had control. After Democrats won seats in the midterm election of 1930, seven key Democratic leaders pledged cooperation with Herbert Hoover. The signers of the pledge included James Cox, John Davis, and Al Smith, former Democratic nominees for president in the 1920s. John Nance Garner, leader of House Democrats; Joseph Robinson, leader of Senate Democrats; as well as John Jakob Raskob and Jouett Shouse, the executive heads of the Democratic National Committee, also signed on. “No rash policies,” they said, would be part of the Democratic program. Democrats could be trusted to protect industrial interests.

The bankers and utility men who funded the party wanted Democrats to continue this strategy in 1932. They encouraged leading candidates to run on social issues, specifically whether to repeal the unpopular ban on liquor, or Prohibition. The liquor question split the country along ethnic lines, but didn’t offend business interests. The DuPont and Rockefeller interests supported repeal; legal liquor taxes could serve as a way to reduce taxes on the wealthy. As one newspaper reader put it, “sound, intelligent men claim that if prohibition were repealed, at once the wheels of business would start purring immediately.”11

Populists understood what was happening. One of Patman’s allies, the former governor of Oklahoma, Charles N. Haskell, told Democrats that financiers “are grasping upon prohibition as an issue to excite and bring about election results which monopoly desires.”12 Cordell Hull, the key intellectual opponent of Mellon’s tax cuts and tariffs in the 1920s, called any focus on “extraneous issues like prohibition” a form of “sham fighting.” Like Patman, Hull had attended the one-year Cumberland Law program rather than an elite school. The populist and cerebral Tennessee senator had foreseen the attempt to subvert the Democratic Party agenda with an undue focus on Prohibition. “Basically,” he wrote, “I wanted the Democratic fight in 1932 to be waged on economic issues.”13

The field was thick with Democratic aspirants, with many acceptable to the anti-Roosevelt moneymen. There was Albert Ritchie, governor of Maryland, adored by throngs, who attacked government involvement in the economy as no different than the “Communism, socialism, sovietism, Hitlerism, black shirts, red shirts, and all the other new theories and isms running amuck in Europe.”14 He sought enlightened leadership by industry. We should rely “less on politics, less on laws, and less on government.” Andrew Mellon couldn’t have said it any better.15

There was General Electric chairman Owen Young; corporate lawyer and former Wilson secretary of war Newton Baker; right-wing John Nance Garner of Texas, known as “Cactus Jack” Garner (supporter of a regressive sales tax to balance the budget); segregationist Virginia political leader Harry Byrd; and Oklahoma governor William “Alfalfa Bill” Murray, a power-hungry reactionary who, faced with a drought, once announced crops would grow best if planted when the moon was right and ran against the “Three C’s”—Corporations, Carpetbaggers, and Coons.”16

But the real front-runner challenging FDR was Al Smith, the former governor of New York and the Democratic presidential candidate in 1928. Smith was a self-taught child of urban machine politics, an Irish “Bowery mick” born within a few blocks of many of the worst parts of the Lower East Side of Manhattan. He had grown up poor, and become a reformer, implementing wage and hour restrictions, building state parks, and improving education in New York.

In many ways, Smith trod the same political path that Teddy Roosevelt had in 1912, seeking to unite progressive social reforms like better labor conditions with overall support for big business. While governor of New York, Smith began taking money from wealthy patrons, including thousands of shares of the Pennsylvania Railroad and hundreds of thousands of dollars in cash.17 Smith ended up on the payroll of John Jakob Raskob, a millionaire who was part of the DuPont faction that had, along with the Morgans, the Mellons, and the Rockefellers, what FDR later called an informal “economic government of the United States.”18 Smith repaid Raskob for his support by making him the leader of his presidential run in 1928, and then appointing him to run the Democratic National Committee to set up the 1932 campaign. Not only did Smith support monopoly power, he had been corrupted by it.

Raskob knew Roosevelt was popular, so he had to win in the back rooms, rather than among voters. Raskob made a power grab, calling for a DNC meeting at the Mayflower Hotel in D.C. on March 5, 1931, the day after Congress adjourned.19 At the meeting, Raskob expected to force through a motion committing the Democrats to repealing Prohibition. This would focus the election on the social question of liquor rather than the depression. He also sought to end the party’s traditional support for antitrust laws.20 Ideally, Raskob would want to see Smith be the party nominee, but he would approve any candidate that was not Roosevelt. Democratic National Committee members deeply respected Raskob because he had bankrolled the party for years; now the big-business forces in the Democratic Party were ready to leverage this respect to set the party agenda.

But Hull was ready to parry the attack. For years before Raskob struck, Hull had been meeting with almost every Democratic National Committee member who came to Washington. He lobbied for his perspective. He wrote letters. He gave speeches. He made public statements.

On March 3, two days before Raskob’s DNC meeting, Hull received a surprise call from Roosevelt, whom he knew only vaguely. Roosevelt wanted to work together, and the New York governor had been able to peel away some of Raskob’s support.21 Hull realized that, despite his money, Raskob was politically weak and could be beaten.

Hull’s pitch to committee members was not just electoral, but a warning of fascism globally that he saw in both Mellonism and abroad. The Democratic Party, he said, had a broader moral mandate in a world sinking into chaos. He pointed to the “condition of autocracy that is springing up in South America and throughout Europe, and even in the Orient,” a great worldwide ideological conflict between “despotism and democracies.” It was up to the Democratic Party to create “a revival” of the “civilized nations of the world, back to a keener realization of what government really means.”22 The Democratic Party, Hull believed, had to stand against corporatism and fascism.

When Raskob unveiled his plan, he met a chorus of boos. The sergeant-at-arms had to intervene so one senator could finish a speech, and the meeting nearly ended in a riot. Joseph Robinson, the Democratic leader in the Senate and the vice presidential candidate in 1928, blamed Raskob. “Someone has said that Herbert Hoover has given more assistance to the Democratic Party during the two years of his Administration than any other agency,” he asserted. “And now I fear our beloved chairman has paid him back by giving similar aid to the Republican Party. The only way the Republican Party can hope for victory is to rely on the lack of leadership in the Democratic Party.” Cries of “yes, yes” were heard throughout the hall.23 Roosevelt became the front-runner for the nomination.

Hull’s concerns over the rise of fascism were increasingly common. Six days after the DNC meeting, George Norris, a Republican progressive from Nebraska, said at a convention that the preservation of “our civilization” demanded that the “power of wealth be curbed.” Robert Scripps of the Scripps-Howard papers argued for a “much more wide distribution of wealth,” and noted “the alternative is the goose step, one way or another, and Lenin or Mussolini makes mighty little difference.”24 Roosevelt was gaining supporters among Republican progressives, for the same reason Hull was now fighting for him.

Meanwhile, Hoover and the Republicans expressed political exhaustion. At their convention in mid-June, the Republicans adopted a platform endorsing Hoover’s actions to stem the depression. Reporter H. L. Mencken wrote, “I have seen many conventions but this one is the worst. It is both the stupidest and the most dishonest.”25

Two weeks later, the Democrats filled the hotels and convention hall of Chicago for their own convention. The presidential candidate was going to be picked by delegates. In 1932, voters had relatively little say; there weren’t modern primary elections. Instead, delegates chosen through byzantine processes came to a national convention to debate the best choice. Delegates were free to change their minds, and sometimes deadlocks occurred. In 1924, for instance, it took over one hundred ballots before Democrats picked a nominee.

This convention was something of a youth wave; the Democrats were younger, more stylish, and more fun than the Republicans. A majority of delegates, though not the required two thirds, supported Roosevelt. The anti-Roosevelt forces believed they could block his nomination for several votes, which would cause the convention to turn to a compromise nominee, probably Newton Baker, who had been a cabinet member under Wilson.

The three candidates with large numbers of pledged delegates were Roosevelt, Smith, and the conservative Democratic Speaker of the House, John Nance Garner. Garner had won California because of the large number of Texas transplants in the state, and because of the support of publishing magnate and Democratic power broker William Randolph Hearst. Garner arrived first, coming out for repeal of Prohibition, pledging a one third cut in government spending, and saying that the nation’s greatest threat was “the constantly increasing tendency towards socialism and communism.” Raskob arrived next, claiming Prohibition to be the key economic and social question, to which Hull responded by saying that it would be “a damnable outrage bordering on treason” if the Democrats didn’t engage in some “serious thought or mention of the unprecedented panic.” Smith came to town the next day in a blue suit and a white straw hat, jauntily saying, “I am here to get myself nominated.”

The anti-Roosevelt forces split. Despite Roosevelt’s majority hold on delegates, there was no consensus for a nominee. He had majority support, but also bitter enmity from opponents. Roosevelt’s forces simply couldn’t detach enough delegates from any other candidates to get to the required two thirds.

On the third day, an all-night session resulted in another deadlock, with the convention adjourning at 9:15 a.m. so delegates could rest. The atmosphere was deeply unpleasant. It was hot, and rowdy political operatives had left behind mounds of rotting trash in the arena. Cleaning crews had to use seventy-five gallons of disinfectant on the floor. Without a deal soon, Democrats might turn to Baker out of fatigue.26

In a last-ditch effort for the Roosevelt forces, one of Roosevelt’s biggest donors, an Irish American business leader named Joseph P. Kennedy, called Hearst, and asked him to get Garner to throw his delegates to Roosevelt. Kennedy warned Hearst that the convention would turn to Baker or Smith, both anathema to the publishing magnate. Hearst was an isolationist, and the conservative internationalist Baker was his least favorite pick. At this point, Hoover weighed in for Roosevelt, thinking that Roosevelt would be his weakest possible opponent. Hoover contacted MGM boss Louis B. Mayer and had him work on behalf of Roosevelt; it would be Roosevelt or Baker, he said.27 Hearst also relented, and he and Garner threw the nomination to Roosevelt.

Roosevelt centered his acceptance speech on growing political instability. As he spoke, he noted the desire for radicalism, and with autocracy rising throughout the globe, the subtext was clear. Americans had not succumbed to this worldwide madness, and he complimented the public on the “orderly and hopeful spirit” that prevented “disorderly manifestations that too often attend upon” times of depression. But, he warned, to fail to act “is not only to betray their hopes but to misunderstand their patience.” Meeting the threat of radicalism with “reaction,” rather than a “workable program of reconstruction,” meant American political and business leaders were inviting disaster.28

A little less than four weeks after Roosevelt accepted the Democratic nomination, Herbert Hoover and the U.S. Army had the Bonus Marchers violently evicted from Washington. The next morning, Roosevelt spread out newspapers of the account and pointed at the pictures of burning shacks and fleeing protesters. Hoover’s actions were not just inhumane, but politically damaging. Movie theaters would show footage of the camps being burned down, horrifying voters all over the country. Roosevelt never again doubted he would win the election.29

Garner encouraged Roosevelt to remain quiet, and just win the election by default.30 But Roosevelt loved campaigning, and more than that, he believed in campaigning, in telling stories to the American voter and conveying his ideas. Roosevelt had been a Wilsonian who looked up to Brandeis. Like Wilson, his goal was not just to win an election, but to defeat the oligarchy in control of the United States that had destabilized politics globally. He sought, as he put it in a speech in Salt Lake City, to find a corrective in the “present unhappy tendency to look for dictators.”31

Roosevelt’s campaign was building a constituency for the laws Congress would pass. More importantly, he was publicly naming the enemy, financiers who had concentrated private power. Roosevelt went on a speaking tour to criticize these domestic oligarchs, and their methods of concentration. He saw these men and this centralization as a rival governing system. “We find two-thirds of American industry concentrated in a few hundred corporations,” he said, “and actually managed by not more than five human individuals.” Power was concentrated, which was the opposite of the individualism that Hoover promised. “I believe that the individual should have full liberty of action to make the most of himself,” Roosevelt said, “but I do not believe that in the name of that sacred word a few powerful interests should be permitted to make industrial cannon-fodder of the lives of half the population of the United States.”32

Senator Hiram Johnson attacked Hoover’s philosophy as “the divine right of big business and of the international bankers and of great corporations to maintain operate and conduct our government.” James Cox warned of radicalism and a loss of faith in American democracy, and blamed it on the Republican system put in place by big business. Betting houses were taking odds of 5:1 or 6:1 against Hoover. Clothing stores advertised “landslide” sales on furniture and coats.33

Roosevelt won 57.4 percent of the vote, to Hoover’s 39.7 percent, and became the first Democrat since the Civil War to win the presidential election with a majority of the popular vote.

THE WINTER OF DESPAIR

And yet, in a holdover from the days of horseback, the election was held in November, but the inauguration would be in March. This was a long period with confused authority. In those four months, a long winter between November and March, Herbert Hoover would still be president. And in this time, the old order, declining rapidly, would collapse. The banking system, the heart of the system, would simply stop functioning. This banking crisis seized up the arteries of commerce the day before the inauguration. All eyes would be on the new, vigorous president-elect.

This lame-duck period was terrifying, a giant sustained banking panic to cap the Hoover administration’s record of mismanagement. When Hoover was elected, the nation had twenty-four thousand banks. By 1933, it had dropped to fourteen thousand. Every bank failure was a nightmare to the affected depositor. One’s life savings might disappear, or your employer might lose the money meant to go to your wages. Businesses had to hold large sums of cash.34

Rumors of banking weakness would draw mobs of panicked savers, seeking to withdraw their savings before the bank ran out of cash. Bank runs could cause otherwise healthy banks to fail. And even healthy banks might try to call in loans early out of fear, which could cause otherwise healthy borrowers to default. Panic fed on itself and accelerated the deflationary spiral.

The bank failures that crashed the country into the Great Depression started in late 1930; in December, the wave began hitting New York City. A large bank called the Bank of the United States closed, locking up the savings of more than 400,000 people. A brief pause, and then another wave of failures in 1931 and early 1932. Even the Anti-Saloon League, the force behind Prohibition, was on the verge of collapse, and not just because Prohibition was unpopular. The group held its deposits in the Bank of Westerville, which had failed.35

In areas with no banking system, cash became king. Crime and theft were no longer simple hazards, but a threat to survival. Entire communities had no cash, nothing with which to transact, no means to procure much at all. Banks continued to fail, in greater and greater numbers as loans soured. Between 1929 and 1933, over 9,000 banks failed, with $7 billion of deposits frozen.36

The banking collapse accelerated. In early 1933, the banking system in Michigan, the heart of the automobile industry, froze up. The state closed down its banking system; nearly all other states would follow. A scrip movement spread across the country, with cities from Urbana to Philadelphia printing their own currency, and merchants having to decide whether to accept it. Local stores usually did while chain stores did not. In Los Angeles, during the bank closures, armed police guarded stores laden with cash.37

In late January, the governor of Iowa asked for a halt on all foreclosures.38 In Storm Lake, Iowa, farmers stopped a lawyer about to conduct a foreclosure with the persuasive argument that they might hang him if he went through with it. In Pleasanton, Kansas, someone discovered the corpse of a man who had succeeded in foreclosing on a farm. As historian Arthur Schlesinger Jr. wrote, “In one bankruptcy proceeding after another, friends of the debtor, using unspoken intimidation to cut off other bids, bought back the property for a few cents and restored it to its owner.”39

Americans had voted for new leadership, but these four months were governed by the feckless Hoover. The old order still had no answers. Hoover refused to act. The bankers had fled their positions of responsibility, but in this lame-duck period, no one was in charge. Americans hungered for new leadership, for an end to the fear. In early December, the Tammany administration in New York yielded to the bankers yet again, and cut the pay of city employees. A week later, railroads demanded a 10 percent cut in pay.40

Abroad, the situation was much worse. Just a few days after the U.S. election, eight people were killed in a gun battle between police and socialists in Switzerland.41 Britain was begging the American government for debt forgiveness, with a heavy payment hanging over the broken country in the summer. Just a few weeks later, President Paul von Hindenburg of Germany offered Adolf Hitler the chance to form a cabinet in Germany, as long as Hitler adhered to certain conditions. Hitler refused.42 As Roosevelt came closer to his goal of the presidency, Hitler would come closer to his goal of dictatorship.

The big business world was in its own moment of panic. The $160 million Paramount-Publix movie studio and distribution company collapsed. Albert Wiggin, the cynical head of Chase National Bank, retired. Chase, known as the Rockefeller bank because of the large stake that the Standard Oil interests owned in it, was taken over by a reformer named Winthrop Aldrich. Aldrich would divest Chase’s securities affiliate, in a prelude to the Glass-Steagall Act breaking up the rest of the banking industry.43

The utilities, whose financial model had collapsed in an orgy of corruption, adopted a code of conduct. They got rid of their old trade association, the National Electric Light Association, and replaced it with the Edison Electric Institute. Americans still respected Thomas Edison, even if they didn’t respect the men who profited from his light bulb. One of the leading utility magnates, Samuel Insull, was on the run from American authorities. The Greek court had refused the American extradition request, and the State Department canceled his passport. Insull would turn to England for asylum.

American intellectuals and businessmen began embracing increasingly autocratic ideas. A movement called “technocracy” became a fad; technocrats sought to replace elected politicians with engineers and scientists who could plan without the need to respond to voters. Liberty magazine published an essay, “Does America Need a Dictator?” written by Wilson advisor Colonel Edward House. Unless economic circumstances improved, House wrote, “we are almost certain to have trouble.” House wrote that “there is to be found considerable sentiment favorable to a Mussolini sort of dictatorship in conservative circles in America.” And this, he argued, might be the optimistic scenario, with the alternative being Russia in 1917.44 On the first day of 1933, the President’s Research Committee on Social Trends, assembled by Hoover and financed by Rockefeller, came out with the dour prediction that without national planning, there could be no assurance against a violent revolution.45

Roosevelt told advisor Rexford Tugwell that “there was latent… not far below the surface of our disrupted society, an impulse among a good many ‘strong’ men, men used to having their way, mostly industrialists who directed affairs without being questioned, a feeling that democracy had run its course and that the totalitarians had grasped the necessities of the time. People wanted strong leadership; they were sick of uncertainty, anxious for security, and willing to trade liberty for it.”46

Roosevelt told Tugwell he was picking up “talk of this kind,” as “it had been passing around in clubs and business gatherings for some time as the depression ran on and as disorder threatened.” Americans would be willing to turn to dictatorship if they found a military demagogue to follow. It was happening in German and Italy as legislatures in those countries “were even now voting themselves out of office.” One man who could bring this about in the U.S., a man “endowed with charm, tradition, and majestic appearance” was, Roosevelt told Tugwell, Douglas MacArthur. The “Nazi-minded among American leaders recalled with approval” how MacArthur had dispersed “with tanks and tear gas” the “unemployed veterans,” during the Bonus Army episode, in what became known as “the Battle of Anacostia Flats.”47

Three days before the inauguration, California, Alabama, Oklahoma, and Louisiana closed their banks; Mississippi restricted withdrawals. The next day, eight states in the West did the same. Then came New York state, closing its banks for two days. This precipitated the closure of the New York Stock Exchange. In April, the Minnesota Farmer-Labor governor threatened martial law and seizure of property if the legislature did nothing to provide help to the people.

All the while, Roosevelt was preparing for the presidency. During the transition, Hoover and Roosevelt had a complex and embittering series of passive-aggressive encounters. The two men had been somewhat friendly in 1920, though Hoover never respected Roosevelt. The campaign soured their relationship, which continued to deteriorate during the lame-duck session. By 1932, Hoover thought of Roosevelt as a cripple who was not up to the job of the presidency, and who represented the forces of Bolshevism. Roosevelt found Hoover priggish, condescending, brittle, and stubborn.

Hoover continually tried to entice Roosevelt into repudiating his campaign promises—to abandon, as Hoover wrote a senator, “ninety percent of the so-called new deal.”48 Roosevelt refused, telling Hoover that he would not change his policy ideas in return for cooperation from Hoover. Despite his crushing loss, Hoover still did not take Roosevelt seriously, and was planning to run against him in 1936. Hoover taunted Roosevelt publicly and privately, and blamed Roosevelt for the banking crisis. It was uncertainty from Roosevelt’s radical proposals, Hoover said, that was panicking business leaders and causing the final collapse of the banking system. Roosevelt pronounced one of Hoover’s letters “cheeky.” By inauguration day, the two men were barely on speaking terms.49

Roosevelt sensed the hunger of the country. Two weeks after the election, two thousand people in Washington, D.C., greeted his arriving train at Union Station. Two days later, at Warm Springs in Georgia, 1,500 people showed up to cheer. This was FDR’s country, for now.

Roosevelt put together his cabinet, assuring a Democratic colleague that it would be a “radical” cabinet, that “there will be no one in it who knows the way to 23 Wall Street” (the address of J. P. Morgan) and “no one who is linked in any way with the power trust or with the international bankers.” He said he would inflate the currency. In February, Roosevelt picked populist Cordell Hull for the most prestigious slot, secretary of state. He chose Frances Perkins, the first female cabinet member, to be secretary of labor, against the wishes of AFL president William Green. Harold Ickes, a progressive Republican, would run the Interior Department. Henry Wallace, later to become a dreaded inflationist, would head the Agriculture Department.

William Woodin, a businessman and friend of Roosevelt, would take the reins at the Treasury. The Republicans mocked Roosevelt for being unable to bring in the big brains of the party, the heavies. “Where are Young, Baruch, Smith, and Baker?” they jeered, mocking FDR for failing to attract what they perceived as the most prominent corporate leaders on the Democratic side of the aisle (Owen Young, Bernard Baruch, Al Smith, and Newton Baker). Republican operatives were of course missing the point.

Just after the 1932 election, powerful Morgan banker Thomas Lamont offered ideas to policymakers. He sought to expand bailout powers, and to enable banks to expand their business by opening branches. Lamont too was disappointed. By January, “Washington observers began to note that liberals making the pilgrimage” to Roosevelt “returned more cheerful than conservatives.”50

For much of the rest of 1933 and well into 1934, rather than dictating policy, as they had long been accustomed to do, Wall Street bankers instead were exposed to their own winter of despair. They found themselves called before an increasingly unfriendly Congress.

A POPULIST PECORA

For Wall Street and the banking industry, the winter of despair was terrifying, and not just because of the bank runs. What framed the winter for the bankers, and paralleled the bitter and public back-and-forth between Hoover and Roosevelt, was the most far-reaching public investigation of the financial sector ever undertaken, originating from the United States Senate.

The investigation started in 1932, when Hoover encouraged the Senate Banking Committee to investigate the banking sector. But under the Republicans, in thrall to Hoover, it had been ineffective. Two general counsels had been fired, another quit.

Pressure was building for a real inquiry. Over the previous four years, Americans, and the increasingly populist Congress, had become hungry for credible information on what was happening. Populists in particular were embittered by the lack of any real oversight over the collapse, frustrated by the ineffectiveness of the existing government agencies that had been set up by Brandeis and Wilson, but subverted by Mellon and Hoover. Samuel Untermyer, who had conducted the Pujo hearings in 1912–1913, demanded a new investigation of the money trust.

For years, the Federal Trade Commission had been looking into the byzantine structure of the utility industry, composed of a complex network of holding companies, most of which collapsed. Wright Patman found the agency so ineffective that in early February he tried to defund it. The investigation, he said, “has cost this Government more than a million dollars… a good prosecuting attorney,” he said, “could have gone before a grand jury and disclosed that information in less than 30 days.”51 Democratic members of Congress applauded.

Brandeis, sitting on the Supreme Court, had his book, Other People’s Money, reissued as an inexpensive paperback; it became popular among incoming members of the new liberal Congress. Populists in Congress angrily claimed that institutions meant to address the depression, such as the bailout fund Hoover created called the Reconstruction Finance Corporation, were only helping politically connected Republican bankers.52 They wanted answers.

In January of 1933, the outgoing Republican chairman of the Senate Banking Committee hired a pugnacious lawyer, an Italian American named Ferdinand Pecora, as the new general counsel for the committee’s inquiry. A progressive Republican with working-class roots, Pecora had been an effective prosecutor of small-time financial crooks. As the banking collapse accelerated and Democrats took over the committee, Pecora began looking into the key organizers of the financial system. He was so effective that the investigation eventually became known as the “Pecora Commission.”

Pecora’s goal was simple—to assign blame for the crisis to the men who caused the crisis. There was immense pride, a haughtiness among aristocratic American financiers. New York Stock Exchange president Richard Whitney said the stock exchange was a “perfect institution,” and that America had been “built by speculation.”53 During much of the first part of the depression, the public still believed banks were, as Pecora put it, “captained by men of unimpeachable integrity, possessing almost mythical business genius and foresight.”54 But Pecora was not intimidated by Wall Street bankers, the aristocrats of American commerce, who could with an arched eyebrow cut off credit to large companies in distress, or even nations in distress. He sought to strip away their veil of respectability, and instead treat them as a seasoned prosecutor would address common crooks.

In January, new hearings began with the spectacular story of Ivar Kreuger, the match monopolist who raised $760 million over fourteen years through American banking syndicates, stole much of it, and then committed suicide.55 The hearings then exposed the Insull empire, the complex set of holding companies allowing famed entrepreneur turned fugitive Samuel Insull to control much of the American electric utility field with borrowed money.56

But the key hearings would start in late February. Eleven days before the inauguration of Roosevelt, Pecora would begin his evisceration of the business practices, and leadership, of the giant commercial bank National City (the basis of today’s Citibank), which he called “the superbank.”

Forceful, persuasive, and self-confident, National City’s president, Charles Mitchell, took the stand in front of the Senate Banking Committee. The fifty-five-year old Mitchell presided over one of the largest banks in the world, a bank so big it had global operations and over eleven thousand miles of “private wire” between its various offices.57 By 1929, National City wasn’t just one of the largest American commercial banks, but also one of the biggest investment houses, issuing $20 billion of securities over the previous decade to a public that had believed in its gold-plated reputation.

Pecora showed, as the banking system collapsed, that National City had ceased to be a bank to service the payment needs of the nation. Using its banking arm, it captured control of the savings of American workers and businessmen. National City had used its gilded reputation to trick people into buying stocks and bonds that it issued and in which it had an interest. One “shorn lamb,” Edgar Brown of Pottsville, Pennsylvania, testified to the Senate that he lost his fortune of $225,000 through National City’s scams. He had run a chain of theaters, but after contracting tuberculosis, he sold his business interests and left to California while entrusting the money to National City. He asked that they put his money into bonds and safe investments. Nevertheless, his City broker instead used Brown’s savings to buy Peruvian bonds, Anaconda copper, and even the stock of National City itself. National City had interests in all of these. Brown ended up in poverty.

National City, rather than operating as a bank entrusted with the care of the nation’s money, was an unseemly marketing organization, using the savings of the American worker and businessman to purchase unreliable securities its own assembly line generated. In 1924, National City floated $15 million of bonds for the Cuban Dominican Sugar Company, even though the Cuban sugar industry had fallen apart just a few years before. It did the same with $32 million of bonds for the Chilean nitrate industry. The company made “only an honest mistake” when it offered $90 million of Peruvian bonds in 1927 and 1928, even when told by its own overseas manager that the Peruvian government wasn’t a credible borrower. National City customers often ended up with these worthless bonds in their portfolios.

And Mitchell himself was revealed to be deeply unethical, no better morally than a common petty crook. He profited handsomely in 1927, 1928, and 1929, with an aggregate bonus of $3.5 million. He also avoided income taxes in 1929 by selling stock at a loss to his wife, then buying it back for an artificial loss. The day after these were revealed, progressive Montana senator Burton Wheeler gave a speech on the floor of the Senate demanding that Mitchell be treated as a tax avoider, just like Al Capone.58 The Department of Justice began an inquiry.59

The National City hearings lasted just nine days, but as Pecora put it, “in those nine days a whole era of American financial life passed away.” Roosevelt was busy putting together his cabinet, but he saw the benefit of having an ally attacking financiers on the front page of the newspaper every day. Pecora was giving the incoming Roosevelt administration power and momentum. Roosevelt encouraged Democrats on the Senate Banking Committee to continue the hearings. Even after Roosevelt was inaugurated, Pecora didn’t stop. He exposed that sacred institution, the center of Wall Street, the firm of J. P. Morgan. “The problems raised by such an institution go far beyond banking regulation in any narrow sense,” said Pecora. “It might be a formidable rival to government itself.”60

Pecora’s crusade met resistance. As he penetrated deeper into Wall Street, Carter Glass, the conservative senator considered the preeminent financial authority in the Democratic Party, tried to close down the investigation. Glass voted to keep information secret.61 He protested requests by Pecora that he perceived as outside the scope of the inquiry. Glass and Pecora bickered during one cross-examination, with the banker being questioned allowing a half smile to crack his lips as he watched the disarray of his opponents.62 Roosevelt intervened multiple times, asking that the committee widen its investigation.

The House of Morgan was so famous everyone knew its address: 23 Wall Street. But its tricks were no different than anyone else’s: holding companies, insider trading, tax loss avoidance strategies, and organizing the control of corporate assets with large amounts of borrowing.

The deposits of much of corporate America sat on J. P. Morgan’s books, ready for use at any time. The bank, as newspapers reported, touched virtually every American.63 Its power extended everywhere from asphalt beds in the Caribbean island of Trinidad to copper mines in the Arctic Circle, to U.S. and Mexican railroads, mail order goods, farm implements, steel, oil, and automobiles. Morgan men controlled companies like General Motors, AT&T, Standard Brands, the United Company, U.S. Steel, General Electric, Montgomery Ward, ITT, Johns-Manville, and American Radiator.

Like National City’s Mitchell, J. P. Morgan Jr. himself, son of the deceased J. P. Morgan, hadn’t paid taxes in years. Neither had Thomas Lamont, and many other Morgan partners. Nonpayment of taxes generated rage and mockery. In West Virginia, a legislator offered a bitterly sarcastic “expression of sympathy” to the wealthy Morgan, “because he has not enough money to pay his income tax.” The West Virginia House of Delegates passed it unanimously.64

Pecora also uncovered the extensive system of bribery by which the Morgan firm paid off political, military, and financial elites through the stock market, a system known as the “preferred list.” The preferred list was a list of people from whom the company sought to keep in their graces, and to whom it would offer below-cost stock that could be resold immediately at a profit. This trick hid bribery in the swirling eddies of financial markets.

George Whitney (brother of Richard) defended the preferred list, saying it wasn’t a gift. After all, these men took the risk in buying a stock. Pecora produced a letter from Raskob, in which Raskob expressed thanks for being included on the list, and offered a hope he could “reciprocate” in the future.65 The Senate Banking Committee voted 7–4 to make J. P. Morgan’s preferred list public (with the rumor that Pecora threatened to resign if they refused).66 The list of names was explosive. It included the establishment in both parties. Democratic Party chair John Raskob, Democratic presidential candidate John Davis, Democratic financier Bernard Baruch, and Democratic presidential hopefuls Owen Young and Newton Baker were on the list, as was former Wilson cabinet member and now senator William Gibbs McAdoo. So too was ex-President Calvin Coolidge, Supreme Court Justice Owen J. Roberts, prominent Republican officials, and Mellon family members.

World War I legend General John Pershing, and celebrity Charles Lindbergh were on the list. Silas Strawn, ex-president of the U.S. Chamber of Commerce and the American Bar Association. The heads of National City Bank, Chase National Bank, First National Bank, the New York Stock Exchange, General Electric, U.S. Steel, Standard Oil of New Jersey, Postal Telegraph, AT&T, ITT, MetLife, Electric Bond and Share.

This was the network of men running the country, from the giant corporations like Standard Oil of New Jersey to the private bank J. P. Morgan to judges, party leaders, a major general, even a president and a Supreme Court justice. These men were bound by financial relationships, in which the borders of business, banks, and personal accounts were murky.

Pecora also found that, at the height of the stock market boom in 1929, large corporations were lending tens of billions of dollars in “call loans” to encourage speculation.67 Standard Oil of New Jersey alone lent an aggregate of $17 billion in twenty thousand separate loans; the oil company was making so much cash it had nowhere else to invest it other than the stock market. The head of the company, naturally, was also on J. P. Morgan’s preferred list.

The old order was being named. Pecora brought this network, this private government, out of the shadows, issued subpoenas, revealed their plots publicly, and embarrassed them. He smashed their credibility, allowing not only the space for policymakers to act, but prompting immediate changes within the institutions themselves. Top bankers resigned and reformers took over. Boards fell apart. Once in power, Roosevelt ordered investigations and prosecutions.

As the investigation went on, Congress debated reform of the stock market, utilities law, the tax code, and holding companies. In 1933, Congress passed the Securities Act, which made lying about stocks and bonds on offer illegal. This was passed unanimously by the House and with only quiet grumbling by the now discredited bankers.

The investigation would last until 1934, when Congress set up a regulatory agency, the Securities and Exchange Commission (SEC), to police the practices Pecora had uncovered, and Roosevelt named Pecora to the SEC. “Never before in the history of the United States,” said Pecora, “had so much wealth and power been required to render a public accounting.”68

THE FIRST HUNDRED DAYS

Two days after Pecora finished his hearings on National City, President Franklin Delano Roosevelt swore the oath of office. The timing of the hearings to coincide with the inauguration was intentional. Financiers who once whispered calming words in the ears of a new president and a new Congress were terrified and embarrassed, squabbling among themselves.

The new president went on the rhetorical attack immediately. “Practices of the unscrupulous money changers stand indicted in the court of public opinion, rejected by the hearts and minds of men,” Roosevelt said in his inaugural address. “The money changers have fled from their high seats in the temple of our civilization.”69

The banking system Pecora had been investigating was frozen. Hotels in D.C. the day of the inauguration were refusing to take checks from out-of-state banks. Governors had closed the banks in the financial strongholds of Chicago and New York, meaning financial markets were closed as well. Americans waited, afraid, hopeful, anxious. As Hitler took power in Germany, Americans had more local concerns. What would happen to their local bank? Their local savings accounts? The value of the dollar itself?

Roosevelt’s first act was to declare a bank holiday, to shut the system down, and in effect end the gold standard. Roosevelt called Congress into an emergency session, and a banking bill passed that allowed the Reconstruction Finance Corporation to inject money into large and small banks, and restructure them. Roosevelt then spoke to the nation through the radio, to explain what he was doing, in what became known as a “fireside chat.”

“Some of our bankers had shown themselves either incompetent or dishonest in their handling of the people’s funds,” he said, leading to a loss of confidence in the banking system as a whole. The government’s job was to “straighten out this situation and do it as quickly as possible. And the job is being performed.” The government would reopen the banks gradually, he explained. Any bank that opened, he told the public, was sound, backed by the government and new authority the government had to offer enough currency to honor all deposits. Federal examiners would keep insolvent banks closed, and work out with depositors a way to minimize losses.

Roosevelt asked for confidence. This fireside chat wasn’t the first time Americans had heard how the balm of confidence could fix their problems; Hoover had said that as well. But Roosevelt had acted, with new authority, and acknowledged the dishonesty of the bankers. The day the banks began reopening, Americans rushed to the banks. But they did not withdraw money; they deposited cash they had stuffed in their mattresses. They believed. The stock market had its greatest gain in history, up 15 percent in one day.70

The president’s immediate success in restoring the banking system empowered the Democrats to organize the New Deal. In the first hundred days of the new administration, Congress and the president passed fifteen key pieces of legislation. This legislation included measures to end the gold standard, cut expenditures, regulate the stock market, build out public power to compete with the private utilities through the Tennessee Valley Authority, guarantee bank deposits, put Americans to work through the Civilian Conservation Corps, and offer relief in the agricultural sector.

In these first hundred days, Pecora, Roosevelt, and populists in Congress exposed that the political economy of Wall Street and big business was a top-down concentrated system of corruption and lawlessness. The public responded by rejecting the old order with protests. For instance, banker Charles Dawes had won the Nobel Peace Prize in 1925 and served as vice president under Calvin Coolidge. He had been a financial and political icon, but in this new era, his reputation had turned to mud. His Chicago bank had received a $90 million bailout from the government, yet he was refusing to lend money to the city of Chicago so that the city could meet payroll. A month after FDR’s inauguration, five thousand teachers with armbands, unpaid for months, stormed banks in Chicago, yelling “We want Dawes,” demanding an audience. Dawes came out to speak with the teachers, before testily snapping “to hell with troublemakers.”71

Americans were angry at Wall Street.

The election, and the months after the inauguration, also inspired hope and self-confidence. “The first days of the Roosevelt Administration charged the air with the snap and the zigzag of electricity,” said Brooklyn congressman Emanuel Celler. “What before had been black or white sprang alive with color. The messages to Congress, the legislation; even the reports on the legislation took on the briskness of authority.”72 White House advisor Rexford Tugwell remarked in June of 1933 that it was not through violence, but at the ballot box that the people brought about “a revolution accomplished in a particularly American way.”73

But it was only a beginning. The war over the “economic government of the United States,” and the actual government of the United States, would be fought not just at the ballot box, not just through protests, not just in the court of public opinion. It would take more than just a series of elections, and a new president, and a hundred days, to take apart a system underpinning politics, the business world, and Wall Street for the bulk of the previous fifty years.

FALL OF THE HOUSE OF MELLON

Almost immediately, Roosevelt signaled he would hold the bankers accountable. Roosevelt asked the new attorney general, Homer Cummings, to “vigorously prosecute any violations of the law” that emerged from the investigations. Administration officials told The New York Times that “if the people become convinced that the big violations are to be punished it will be helpful in restoring confidence.”74

Just a few weeks after taking office, his Department of Justice indicted National City’s Charles Mitchell for tax evasion. Mitchell was known as the best bond salesman in the country, “Sunshine Charlie,” whose salary was more than $1 million in 1928 and 1929, whom the press lauded as “brilliant,” “dynamic,” and eagerly sought his comments on current events. He had been brought low by Pecora, exposed as a charlatan who admitted he had avoided taxes and cheated his own customers. As two Citibank officials later wrote, “If Mitchell were convicted, then all banks would stand guilty.”75

Mitchell was acquitted of criminal charges in June, because he persuaded the jury that he had acted on advice of counsel. The administration chose to continue the case with a civil charge. Mitchell was eventually fined over $1 million for tax fraud in a case that ended up at the Supreme Court.76

Mitchell wasn’t the only “bankster” on the hook. Samuel Insull was eventually prosecuted, and though acquitted, he died penniless and in disgrace. Richard Whitney was later jailed for embezzlement. And as the investigations wore on, the new administration and state attorneys general cracked down. The nephew of robber baron Edward Harriman, J. W. Harriman, was indicted for bank fraud. He tried to escape the charge by faking his own death and stabbing himself in the chest while out on bail.77

In the hothouse environment of the Pecora hearings, which placed blame for the banking freeze at the feet of the great banking houses, Mellon was finally vulnerable. In January 1933, “confidential information was filed with the Bureau of Internal Revenue by an official long in the service” who gave a tip that Mellon was evading taxes.78 The Republican appointee running the tax bureau, refusing to take a position, passed the case on to his successor. The Department of Justice began an investigation in April.79

In June, as the first hundred days of the New Deal concluded, progressives in the Senate began encouraging Pecora to probe the House of Mellon, including Andrew, his brother Richard, and the “mighty corporations” they controlled, just as he had the House of Morgan. The Department of Justice and individual senators looked into the Mellons’ income tax returns.80

After Mitchell’s acquittal, Cummings reorganized the Department of Justice to create a specialized tax division, and declared a war on tax avoidance. In March 10, 1934, Cummings offered four simultaneous criminal complaints against powerful political figures for tax fraud: James Walker, a corrupt former mayor of New York City; the House of Morgan’s Thomas Lamont; and Thomas Sidio, a law partner of former Democratic presidential hopeful Newton Baker. But the fourth, and most important target, was Andrew Mellon.81 To underscore the point, Cummings, who had represented a company in a private antitrust suit against Alcoa, also said there would be an inquiry into Alcoa.82

The day of the public announcement, Mellon, already angry at the Roosevelt administration over the implementation of New Deal banking laws, pronounced the accusation and the proceedings “impertinent, scandalous, and improper.”83 The basis of the criminal case was similar to that of Mitchell. Mellon had fraudulently claimed that he lost money selling stock, as a way to avoid paying income tax. He hadn’t sold the stock, but had placed it with family members or with companies he controlled, selling stock to himself, in essence, so he could pretend not to have income.

As with Mitchell’s case, Mellon was acquitted at first. He never even got to trial, as the grand jury convened in Mellon’s hometown of Pittsburgh, which was still friendly to “Uncle Andy.” The entire case was presented and dismissed in just five hours. Mellon declared victory, pronouncing the decision “proof of the good sense and fairness of the American people.” Mellon’s friends and allies were elated; Henry Stimson was “greatly gratified” that the appalling miscarriage of justice had been averted, and Herbert Hoover said he found “tremendous satisfaction in the result.” Some Democrats agreed. Walter Lippmann accused Roosevelt of a “low and inept political maneuver,” and pronounced it inconceivable that a man with a multimillion-dollar income would bother to cheat the government. This was “one of those stunts that politicians stoop to every now and then.”84

Mellon was right to take the matter personally. His entire edifice of monopoly control was falling apart. Industries were being liberated from financial overlords. New laws broke apart Mellon banks, forced Mellon companies to disclose financial details, raised inheritance taxes, and closed tax loopholes.85 That same year, the airline industry, in which Mellon was invested, was subjected to investigation for corruption. Airline holding companies were dissolved, breaking apart the airline manufacturers from the airlines themselves, and reorganizing mail contracts that had allowed larger airlines to take over independent airlines with government subsidies. Among companies hit by the cancellation of mail contracts was the Pittsburgh Aviation Company, the last company that Mellon and his brother had put together.86

In debates in Congress over New Deal policy, members of Congress would use Mellon as a rhetorical punching bag and a chief example of plutocracy.87

Mellon’s victory over his criminal complaint was short-lived. The Department of Justice had to drop out, but the Bureau of Internal Revenue, the tax department, could act. And the ultimate boss of the Bureau of Internal Revenue was Henry Morgenthau Jr., a close friend of Roosevelt and one who believed that tax fraud by the very wealthy was a direct threat to democracy. In late March, the Bureau of Internal Revenue sent Mellon a letter demanding $1.3 million in back taxes, along with a 50 percent penalty fee. Mellon hit back. Not only did he refuse to pay, but he claimed his taxes had been miscalculated, and demanded a refund. The bureau upped its demand to $3 million. Mellon decided to appeal to the Board of Tax Appeals to hear the case, a board he had set up in 1924 to allow taxpayers to dispute unjust claims.88 Mellon would put the Roosevelt administration on trial.

Because of the failure of the criminal indictment, the administration was vulnerable to the charge of political vindictiveness. “Many enemies of the President are interested in maintaining” the system, wrote Robert Jackson, the man to represent the Roosevelt administration in the eventual case. This made the case, Jackson noted, “one of importance to the entire administration.”89 It became essential to win some sort of payment of back taxes. Yet it would be a tough, high-profile case. Mellon was a ruthless and savvy old man, with access to the most expensive tax attorneys. His finances were endlessly complex, and the tax laws seemed vague, especially as they applied in an unusual economic situation like the depression. In the trial, there would be forty-seven witnesses, roughly ten thousand pages of testimony, and 847 exhibits in evidence.90

Robert Jackson, a tall and husky forty-three-year-old with a smile that “crinkles his eyes” was the man to prepare the case for the government. Before coming to D.C. to work on the New Deal, Jackson had a thriving law practice as a small-town lawyer in western New York. Jackson was brilliant, and like Patman, a throwback to an earlier era; he had attended but not graduated from Albany Law School, earning his entrance to the bar by apprenticing to a practicing attorney. Despite his lack of formal credentials, he was an exceptional attorney. His courtroom gestures, “timed with the precision of an acrobat,” contrasted with his leisurely style and his dry wit.91 While shy and cautious in politics, Jackson was an aggressive trial lawyer.

The charges centered on Mellon using his control of banks and corporations to lie about his income. But the most spectacular charge was that Mellon had been claiming tax deductions for the money he spent on his art collection, perhaps the most valuable group of classic European paintings in the world.

In 1931, Mellon, while secretary of the treasury, claimed only $1.93 million in taxable income. While he had made $10.89 million that year, he claimed he had suffered investment losses of $7.28 million. The government disallowed most of the losses, determining that Mellon’s income had been understated by $5 million due to a miscalculation on the gains of the sale of one of his companies. Jackson felt Mellon had contempt for paying taxes. Mellon’s initial return, Jackson said, did not even name the stocks upon “which the losses had been suffered.”92

Jackson alleged the losses were faked, that Mellon had not sold shares of two companies, but had only pretended to sell the shares at artificially low prices to his own family members, or to trusts and holding companies that he controlled. Jackson also sought to show that Mellon understated his income; a large steel company Mellon owned, McClintic-Marshall, had been bought that year by Bethlehem Steel, using a complicated series of dividend transactions upon which Mellon hadn’t paid taxes.

From the beginning, the trial was difficult for Jackson. “When we came here nobody took the Government’s case seriously,” he told Treasury official Herman Oliphant. “The press was either hostile or openly skeptical.”93 The earlier failed criminal indictment hurt, but more than that, the administration was putting a $200 million fortune on trial, and the perception of political motivation was strong. Moreover, the Board of Tax Appeals had been set up by Mellon himself, in 1924, in a system of corporate tax enforcement largely designed under Mellon at the Treasury. In 1934, the Board of Tax Appeals had fourteen members appointed by Mellon, and just two by the new administration.94 The man presiding over the hearings, Ernest H. Van Fossan, was an Ohio Republican.95 One of the few Democrats on the board, Charles Trammell, “mysteriously resigned” toward the end of the trial to represent the DuPont family before the very Board of Tax Appeals on which he had recently sat.96

The board often seemed to act as Mellon partisans, refusing to allow anything more than narrow subpoenas of business records by Jackson’s team while allowing subpoenas for the Treasury and attorney general’s office with broad direction, hindering the efforts of the prosecution. Mellon’s lawyer even attempted to subpoena the confidential reports of Jackson’s investigators.97 The lack of ability to get records, in a case involving complex and extremely boring questions of nested trusts and corporate shells, would have been a challenge for any legal team.

Jackson also faced a skilled opponent, Frank Hogan, later the president of the American Bar Association. Hogan had cleared oil tycoon Edward Doheny in a major Harding-era political corruption scandal known as “Teapot Dome,” receiving a reported $1 million fee. He had, as his proponents noted, “the burning zeal of a defender” and “the delicacy of a poet.” A lover of Byron and Shakespeare, he took frequent long trips to Europe, and carried a copy of Hamlet in his pocket. He was brilliant, elitist, and sarcastic; he liked to joke that “an ideal client is a very rich man, easily scared.”98

Most of the corporate records needed by Jackson to prove his case were held by Mellon companies, and there had not been much precedent in going after these kinds of large-scale corporate tax evaders. The income tax had only been imposed in 1913, and for much of that time, Mellon had been the one organizing the enforcement machinery.

Mellon also had substantial influence, and in some cases, control over the press. He was obsessed with his own image and reputation, even having to be talked down from a libel lawsuit against the author of a critical book.99 Mellon made personal requests for better coverage.100 Many newspaper publishers were Republican, and most would endorse Roosevelt’s opponent in 1936. Beyond that, Mellon had influence over advertising revenue. Mellon made requests to his fellow Pittsburgh corporate executives, such as those who ran Heinz, on their advertising choices, and newspapermen knew it.101

The trial was awash in interest from the beginning. Charles Schwab, the chairman of Bethlehem Steel; Eugene Grace, the president of Bethlehem Steel; and James Farrell, the former president of U.S. Steel, all testified on behalf of Mellon, and to help answer a series of technical questions on how much Mellon profited from the sale of one of his companies.102 Jackson’s team worked the press, who had initially been hostile, but “at the end of our week of waiting, the boys on the press had gotten acquainted with us.” While reporters still thought there was nothing to the case, they were willing to treat the government’s side fairly.103

Hogan, despite his myriad advantages, was overconfident, and frittered away some of the goodwill the press had toward Mellon’s side. He dubbed Jackson a “country lawyer,” an unsophisticate, which ended up endearing Jackson to the press. At one point, Jackson asked Hogan if he was going to ask a technical set of questions on tax law toward a witness, and Hogan made fun of him for being unfamiliar with the intricacies of tax law. A moment later, a technical piece of a tax return in turn confused Hogan. “Do you want to borrow a tax attorney?” asked Jackson. Hogan reddened.104

The main strategy of the Mellon legal team was to portray the dispute as a technical difference in the interpretation of tax laws, pursued only because of political vindictiveness. Roosevelt sought to punish an innocent old man who wanted to donate his fortune to charity. Mellon was a loving family man carrying on the honorable tradition of the Mellon name, a builder of key industries, and a patriotic citizen who only came to public office, reluctantly, because he was asked by the president-elect in 1921 to serve his country.105

Hogan spoke of Mellon’s charitable donations, donations to educational foreign exchange programs, medical research, and relief for the unemployed.106 For such a generous man, wasn’t it more likely that technical questions involving confusing matters of cost bases were just good faith disagreement? And then Hogan announced that Mellon would be donating his personal collection to the public in a museum. “It has been the plan of Mr. Mellon… to establish in the capital of the nation a Great Temple of Art,” said Hogan. There is no reason why, he continued, “Washington should not overtake, if indeed not surpass, Paris, and London, as an art center,” though humbly noting that “perhaps no one dreams of ever surpassing Rome, and Florence, in that respect.” Not only had Mellon been planning this museum for years, asserted Hogan, but the museum would not even have his name attached to it. What humility! What magnificence! What vision! The defendant was “a persecuted man who was on the verge of giving America its greatest art institute.”107

With his opening statement, Hogan had been aiming for favorable publicity for Mellon, and he got it. The front page of The New York Times contained the headline “Mellon Planned Gift of $19,000,000 in Art to Nation” on February 19, with portrayals of the stunning works, such as a triptych of The Crucifixion by Perugino, Raphael’s Alba Madonna, and Adoration of the Magi by Botticelli. All had been purchased by Mellon from the Soviet government from the czar’s Hermitage collection.108 The government responded to Hogan by showing that Mellon’s transactions had no economic rationale except for tax avoidance, that they were meant to deceive, and that they were “carefully planned and skillfully executed.”109

Within just a few days, Hogan’s case fell apart. Mellon’s financial secretary, Howard Johnson, revealed on the stand that Mellon was betting against stocks in 1931 as secretary of the treasury. More damning, Mellon employed a former Bureau of Internal Revenue employee, D. D. Sheppard, as a tax attorney, and Sheppard, though not a government employee, had an office in the Treasury building with “ready access to Mr. Mellon’s office as long as the latter was Secretary.”110 Mellon had requested a memo from the Bureau on tax avoidance by the wealthy. The commissioner who wrote the memo then recommended Sheppard to Mellon as a bright young Bureau official who could help Mellon with his income taxes, and Mellon used several of the strategies recommended in the memo.111 Mellon had not even signed his 1931 tax return, an embarrassing if petty revelation.

Johnson also revealed that Mellon had given millions in stock to charity and his children, but Mellon himself was receiving dividends from the stock and retaining control of the companies. He also revealed that Mellon was always in control of his employees, running his businesses regardless of government position.112 Mellon’s arguments that he had set aside his management of his financial empire so he could serve dispassionately in public service seemed like obvious, and increasingly ridiculous, lies.

Jackson was privately jubilant over the prospects for the case. His team was not only working to perfect their argument, but trying to “give the newspaper boys a sensation a day.”113 This approach annoyed Hogan so much that he said to the press, “I regret that Mr. Jackson still finds it impossible to refrain from trying this case in the newspapers.”114 But the approach was working, and Hogan knew it.

Hogan’s initial strategy to get favorable coverage for Mellon’s art donations backfired. “It is now a joke around here that every time we bring out a bad point, Hogan brings out a picture,” Jackson told his superiors. “I think their supply of art is about gone.” The opening day had been rough, but since then, it had gone the government’s way. To improve his odds in the trial, Jackson joked, Mellon “may give away another art gallery.”115

On February 26, Jackson still had Johnson on the stand. He tried to show that Mellon had access to J. P. Morgan’s infamous preferred list, and could use it as a means of bribery and favoritism toward his own favored few. The presiding member of the Board of Tax Appeals stopped Jackson from revealing the extent of the dealings, as it was not relevant to the tax trial. But it garnered headlines nonetheless, linking Mellon with the Pecora hearings and the House of Morgan.116

In April, Mellon testified, with Jackson letting him speak with few questions or interruptions. Mellon spoke fluently, and in doing so, made several key points for the prosecution. He admitted he had made no commitment to build an art gallery anywhere, and the paintings for which he had taken tax deductions were hanging on his wall.117 This testimony was consistent with evidence Jackson had produced. Hogan attempted to show that Mellon was planning a museum by revealing that the 1935 insurance policy on the paintings was written in the name of Andrew Mellon’s charitable trust. A member of Jackson’s legal team asked for prior-year policies, which were only written in Andrew Mellon’s name, and did not mention the trust.118

As truck drivers and auto workers went on strike, and as big businessmen with the U.S. Chamber of Commerce ripped the New Deal, the Board of Tax Appeals—set up by Mellon—took sides as well. The government asked for internal confidential documents relating to the McClintic-Marshall merger with Bethlehem Steel; Hogan responded by calling the government lawyer who made the request a “contemptible libeler,” and the Board agreed with Hogan, calling the documents of “little use” and suggesting the request was “ill-tempered.” Jackson, offended at the insult to his team’s professional integrity, offered his resignation, but Morgenthau sent a telegram rejecting his resignation and asking Jackson to continue the case with “no abatement in vigor.”119

As the trial dragged on, it became clear that Mellon was trying to refight the 1932 election, to prove to the whole country that the New Deal was madness. Mellon assailed “tactics pursued by high Government circles,” accusing Secretary Morgenthau of using the trial to attack an important political opponent. Morgenthau publicly said the trial was about finding the “simple truth” and “common business honesty,” infuriating Hogan and Mellon.120

Mellon thought the request from Morgenthau to vigorously pursue the case revealed how the trial was simply born of political vindictiveness and nothing more. Hogan portrayed the government as engaged in “personalities of the pettiest sort.” Jackson responded by noting that while “it is Mr. Mellon’s creed that $200,000,000 can do no wrong, our offense consists in doubting it.”121

This trial, as with Charles Mitchell, was about principle, not just money. Mellon could afford $3 million in tax payments, and the government didn’t need the money. It was true that many tax trials would hinge on precedents set during this one, as many wealthy men would avail themselves of Mellon’s methods had he escaped penalty.122 John Jakob Raskob and Pierre du Pont would both be put on trial in 1937.123

But this trial was also political. It was a proxy war between the barons of industry and a new political system that populists had been trying to organize. It was, as Morgenthau put it, democracy on trial. Jackson felt the trial, and its attendant publicity, were key to undermining the undemocratic habits of the “old order, which many of the enemies of the President are interested in maintaining.”124 The revelations of how Mellon had done business as treasury secretary prompted revulsion, and reform.125

In May, the case venue was moved to Washington, D.C., and the trial wrapped by June. More New Dealers were put on the Board of Tax Appeals, and more briefs were filed in 1936.126 In the meantime, Mellon sailed to Europe, continued to buy art, and participated in politics. Jackson became more prominent, speaking out against inequality and for the Roosevelt reelection campaign. He went to Europe, including Germany, to investigate the Kreuger safety match monopoly, where he saw up close the growing power of the Nazi state. This experience influenced Jackson’s increasingly vocal political advocacy, and his writings against fascism and its relationship to the concentration of wealth and power.127

In the 1936 election, Andrew Mellon responded to his tax trial by attempting to defeat Roosevelt politically. He gave $20,000 to the Republican Party, with Richard K. Mellon giving another $20,000. The entire old order fought back against the various insults of the New Deal. The DuPont family donated $144,430 and J. P. Morgan kicked in $50,000.128 Much larger sums went to the Liberty League, an independent group opposed to the New Deal. Meanwhile, the Mellon family, and the Mellon name, became a useful political prop for Democratic political officials.129 The trial, with its charges and countercharges, paralleled the vicious political fighting, through the courts, within businesses, and for the hearts of voters.

On the eve of the 1936 election, Roosevelt gave a famous speech at Madison Square Garden. The mandate of 1932, he told the voters, was “a restoration of American democracy.” He continued, “I should like to have it said of my first Administration that in it the forces of selfishness and of lust for power met their match. I should like to have it said of my second Administration that in it these forces met their master.”130

The crushing victory for Roosevelt, and the overwhelming number of Democrats in the House and Senate, made the Republican Party irrelevant. Finally, business leaders acknowledged defeat. After the election, the National Association of Manufacturers had a conference at the Waldorf-Astoria, broadcast over NBC radio, to discuss the social responsibilities of business. E. T. Weir, chairman of the National Steel Corporation, called for a redistribution of wealth. Colby Chester, the chairman of General Foods, called for business to “stand four-square against monopoly.” The New York Times headlined it “Industry Gives Up Fight on New Deal.” Leaders of most major corporations, including DuPont and Mellon companies like Gulf Oil, were in the room. The titans of industry, disingenuous or no, shell-shocked by the election or no, had heard the anger of the American people.131

In the aftermath of the election, Mellon publicly and prominently offered his art and money in the construction of a new museum, to be titled the National Gallery. He and Roosevelt exchanged public letters, with Roosevelt pronouncing himself “happy” at Mellon’s offer.132 This exchange shocked and annoyed Jackson, who noted that it would in all likelihood give the Board of Tax Appeals the impression that Mellon had the informal sanction of the administration.133 Wright Patman too was angry, exchanging letters with Fiorello La Guardia, by now the mayor of New York City. La Guardia encouraged him to let the matter go, which Patman did.134 Roosevelt would not turn down this gift of priceless art.

Jackson’s fear was partially realized. The board did dismiss the fraud charge. But importantly, it also required the payment of back taxes. Eight members, all but one who had been appointed by Mellon, voted to require a payment of half a million dollars. Seven others dissented, accusing the board of unfairly aiding Mellon.135 Andrew Mellon died in August 1937, and the Mellon estate settled related tax charges on favorable terms to the government to avoid more publicity.136 But Mellon had been forced to pay something, a concession there had been wrongdoing instead of political prosecution. Jackson, Patman, and La Guardia all believed that the verdict had not been harsh enough, that the museum donation by Mellon had been the real settlement.

The Revenue Act of 1937 closed loopholes used, as Roosevelt put it to Congress, in “clever little schemes” of certain large taxpayers peddled by “lawyers of high standing at the Bar.”137 The Interstate Commerce Commission opened an investigation of Mellon Railroads in connection with Pittsburgh Coal, one of the main companies at issue in the trial (and one of the largest coal producers in the world).138 The Department of Justice filed antitrust charges against Mellon’s Gulf Oil, seventeen other major oil companies, forty-six individuals, and three trade publications for fixing gasoline prices. It was the largest oil case since Standard Oil had been broken up. And at Mellon’s Alcoa, Alcoa executives were forced to negotiate with newly formed unions, which had power over pay, job security, health and safety, discipline, and even output.139

Andrew Mellon was never jailed, but he would be the last of the great robber barons. His son, Paul, would have the aristocratic life of a wealthy gentleman of leisure and a patron of the arts, but would run no corporate empire. The Mellon family kept their money, but not their power. Not even a life of leisure was safe from democratic forces. Andrew’s nephew, Richard, had to contend with a strike by the farmhands at the farm where he relaxed with his foxhunts. True to the family tradition, Richard shut down the farm rather than giving in. Meanwhile, there was a sit-down strike in the potato cellar of Mellon ally Charles Schwab’s summer estate.140 Even foxhunting and potato cellars on summer estates were no longer safe for plutocrats.

In 1937, Congress ratified Roosevelt’s acceptance of Mellon’s gift, chartering a museum to be on the National Mall between the White House and the Capitol, the site of monuments and symbols of national unity. The museum opened in 1941. The National Gallery became, for a time, the largest marble structure in the world. The dedication by Roosevelt was a jovial affair. Roosevelt nicknamed the National Gallery “Bob’s Museum,” after Robert Jackson.141 Decades later, in taxi rides to the Federal Reserve, Patman would point to the National Gallery and say to accompanying staff, “That’s Uncle Andy’s mausoleum, and I helped build that.”142




CHAPTER FIVE Trustbusters Against Hitler


“History proves that dictatorships do not grow out of strong and successful governments, but out of weak and helpless ones.”

—Franklin Delano Roosevelt, 19381




“Bear in mind that it was the steel monopoly, in conjunction with other combinations, which finally placed Hitler on the throne.”

—William Borah2




“There never was a monopoly as tight and as agile as Alcoa.”

—Arthur Goldschmidt3



[image: Image]

Robert Jackson was afraid. It was early 1935, and he had been looking into Andrew Mellon’s taxes for months. He had to investigate the interlinked corporate structures of the Mellon system and the Pittsburgh economy, but what he was finding went way beyond the tax avoidance covered in the case. In a memo, he offered to the treasury secretary a picture showing the scope of Mellon’s power. What Mellon had done to cement this power was so audacious that it may be of interest, Jackson noted, “to the President.”

“Pittsburgh, so far as defense in war time, and basic heavy industry in peace time,” Jackson told his superiors, “is the heart of America.” The area, with its strategic placement in coal country and with three rivers—the Allegheny, the Monongahela, and the Ohio—all running nearby, had been a center of American industry for a hundred years. The industrial productive capacity of this region determined America’s prosperity in peacetime, and even more importantly, whether America could build enough weaponry to equip and defend itself during a world war. And Mellon was in charge of it.

“The effect of the depression,” Jackson reported, had reduced the dollar value of Mellon’s properties. But relatively speaking, the proportion of what he owned in “America’s heart,” and his “relative control of its credit and industry,” had increased. Even more than he had before, Mellon controlled “the wages and living standards” of the people of western Pennsylvania.4 Jackson found out Mellon had cemented this control during the banking crisis, using his treasury secretary position not to arrest the crisis, but to take advantage of it.

In September of 1931, banks all over the country were shutting their doors because they were either insolvent or caught without enough cash on hand for panicked depositors. One troubled bank was the 121-year-old Bank of Pittsburgh, a bank nearly as old as the city itself and one of the key non-Mellon banks. Its $46,921,065 of deposits were now frozen.5

For years Andrew Mellon had tried to gain control of the bank. In 1931, when it closed its doors, the bank was solvent, with over $53 million of assets to cover its $47 million of deposits. The closing was voluntary, and done to ward off a panic. The banking community in Pittsburgh wanted to save the bank, since bank runs are contagious. Moreover, the Bank of Pittsburgh was a banker’s bank; it held only five thousand deposits, but many were large deposits from other banks.6 If it closed its doors, other banks would as well. Even President Hoover was encouraging a private rescue of the bank.

Even Richard Mellon wanted to save the Bank of Pittsburgh. But not Andrew, who demanded majority voting shares in the Bank of Pittsburgh in return for participating in the rescue. The directors refused, assuming they would have other options to avoid insolvency besides Mellon’s ruthless offer.

They would not. The next day, on September 21, 1931, the Bank of England went off the gold standard, inducing a much broader financial panic. Stock exchanges in London, Berlin, Vienna, Brussels, Oslo, Stockholm, Amsterdam, Johannesburg, and Calcutta closed.7 “It is believed,” Jackson told both Morgenthau and the president, that “A. W. Mellon knew England’s plan at that time.”

The squeeze on the Pittsburgh banking system was on, and Mellon had prepared his banks to take advantage by loading them with funds. Meanwhile, many non-Mellon banks began failing. Highland Bank and the Franklin Savings and Trust Company shut their doors, as did the Pittsburgh-American Bank and Trust, and the Merchant Savings and Trust Company.

This was the national banking crisis, now localized in Pittsburgh.8 Only this time, the man profiting was the treasury secretary, who was supposed to be looking out not for his own banking interests, of which he had pretended to disclaim ownership, but the public at large. Instead, Mellon sought to use confidential information acquired via his position as a government official to capture either the Bank of Pittsburgh, or by keeping it shut, its business. He was gaining not just more profit, but power and control.

This banking consolidation into the hands of the House of Mellon, as Jackson noted, had other consequences. Non-Mellon companies who had kept their deposits in non-Mellon banks couldn’t access their money. Failures of business enterprises led to the “acquisition of many properties by the Mellon interest which had advantages in access to credit.” The proportion of Pittsburgh industry “under the Mellon thumb… has vastly increased.”9

Ruthless behavior by a banker didn’t surprise Jackson. What was surprising was the seamless linking of public and private power; in this case that it was “the Secretary of the Treasury, with access to accurate, current, and confidential information from banks and industry” that “was the guiding hand.”10

Later that year, Jackson went to Germany to investigate a safety match cartel. He saw the Nazi storm troopers and the Hitler surveillance state up close.11 Germany had once again created an air force, and Hitler’s aggression was becoming more and more obvious. Meanwhile, Mellon, out of office and on trial, still had a choke hold over a vital region necessary to building a modern military, a choke hold stronger than he had held in the 1920s. If America attempted to build an arsenal of democracy, Mellon could stand in the way.

“Today there is only one force in the world big enough to cope with the Mellons in Pittsburgh,” Jackson wrote. “That is the Federal government and I sometimes doubt whether it, bound by a myriad of technicalities and limitations, can effectively… restore economic freedom.” Jackson was not alone. Inside the Department of Justice, debates raged over the right way to handle monopoly power. Attorney General Cummings peered at Germany’s cartelized industrial structure, and its now fascist government, with apprehension.12

One of Jackson’s fears was that financial control of the American industrial heartland meant that production of key materials, like aluminum, would be held back to suit the needs of financiers rather than national defense. He also feared that the financiers would dominate America. “Modern European history,” Jackson said, “teaches us that free enterprise cannot exist alongside of monopolies and cartels.” He noted “there is no practical way on earth to regulate the economic oligarchy of autocratic, self-constituted and self-perpetuating groups,” which were a “menace” to political as well as economic freedom. Democracy could not stand against “interlocking directors, interlocking bankers, and interlocking lawyers,” with power to hire and fire thousands, to dictate to business suppliers, and to donate campaign cash.13

From the early years of the New Deal into World War II, populist leaders would use antimonopoly policy not only to address what Brandeis called industrial absolutism, but as a means to return control of national security to the people.

THE ROOSEVELT RECESSION

New Dealers feared corporatism at home, and fascism abroad. Cordell Hull had pointed out that the forces of autocracy were rising globally as early as 1932, during the bitter debate over who would capture the Democratic nomination. Hull believed, as Wilson and Brandeis had about Teddy Roosevelt’s vision of “regulated monopoly,” that the fusion of corporate and state power was a fundamental threat to democracy. If government attempted to oversee instead of break up monopolies, soon Americans would find monopolies overseeing the state. This was why Hull fought to nominate Roosevelt years earlier.

But the nominating contest didn’t end the ideological conflict. Roosevelt didn’t reject the planners, but incorporated them into his administration, side by side with the antimonopolists. Until the late 1930s, Roosevelt was torn between “the Theodore Roosevelt theory of regulated business and the Wilsonian-Brandeis theory of free competition and retention of the smaller units.”14 Once again, the progressive world split, between corporatists who sought to deliver a better world by working with monopolies, and those who thought the path to a better world lay in breaking them up.

This was apparent in the early part of the New Deal; even as the administration and Congress waged a Brandeis-influenced attack on Wall Street with new securities laws, the planners sought, unsuccessfully, to centralize industrial power. In 1933, Congress passed the National Industrial Recovery Act, a bill putting together a central group of experts in a body called the National Recovery Administration to run the corporate state in a partnership between government and industry. The bill emerged from an obsession with planning by both big business, including the U.S. Chamber of Commerce, and progressive corporatists, such as Adolf Berle and Rexford Tugwell.

Brandeis believed that fair trade rules for smaller businesses, such as loose coalitions, protections of smaller brands, and sharing of certain kinds of production information, would allow them to compete with larger industrial concerns. Cooperation among the small would allow fair competition amongst everyone. Corporatists, by contrast, took the rhetoric of fair trade and cooperation, but used it to allow larger capitalists to monopolize and price-fix.15 Within the National Industrial Recovery Act, however, government regulators, often deferring to industry trade associations, wrote “codes” for every industry, to determine pricing, output, and wages.

The National Recovery Administration’s regulations were a disaster, with price-fixing inducing high consumer prices and unworkable instructions for many businesses. Separate codes, for instance, dealt with hauling coal, sand, and gravel, all of which were handled by the same company. One of the original drafters of the law retracted his support, musing that the law was “fascistic.”16 In 1935, the law was finally struck down by the Supreme Court. “This is the end of this business of centralization,” Justice Brandeis told an aide to Roosevelt. “And I want you to go back and tell the President that we’re not going to let this government centralize everything.”17

In 1937–1938, the New Deal again began to falter. Roosevelt, after a smashing reelection, decided to once again return to orthodoxy, and balance the budget, throwing the economy into a downturn. The so-called “Roosevelt Recession” began. FDR expressed fear of gains fascists would make both abroad and inside the United States if he failed to halt the slump.18 For a brief time, in the face of this recession, FDR was afraid, listless, without a program to combat the slump. He received conflicting advice. Statist liberal Adolf Berle attempted to bring together industrialists, such as Owen Young of GE and Thomas Lamont of J. P. Morgan, along with labor leader John Lewis, to persuade FDR to work out a “grand truce” between government and big business. This arrangement would result in a planned economy of cartels, similar to failed experiments earlier in the decade.19 Once again, the debate between the corporatist planners and the antimonopolists flared.

Fascist gains abroad heavily weighed on New Dealers. Fears of another war, and foreign fascist gains, were long-standing. Fiorello La Guardia, in a 1931 congressional speech, noted how American financial policy of impoverishing Europe was helping the thuggish Hitler gain power. American troops would, he predicted, return to Europe.20 By 1935, Hitler’s rearmament program was obvious, in open violation of the Treasury of Versailles. Nazi storm troopers paraded around German cities, saying, “Today Germany belongs to us; tomorrow the whole world!” Hitler was eyeing territories to the east and the south as new “colonies” for Germany.21

In 1937, Bernard Baruch, the man in charge of industrial production during World War I for Wilson, returned from abroad concerned. The whole world is a “tinderbox,” he said.22 The Nazi military was sleek and modern, France’s and England’s capabilities were a joke. American air specialist Charles Lindbergh reported in the fall of 1938 that German planes were so much better than those of Russia, England, and France that Germany could destroy any structure it chose in France.23 In the Pacific, the extremist militarists running Japan were “vigorously invading China.”24

In late 1937, several New Deal officials, including Jackson, began speaking out publicly. The recession had opened the door for a loose coalition of conservative Democrats and Republicans to, as Jackson put it, “destroy the work of this administration.” New Dealers seemed to be retreating. Jackson’s speeches were aggressive, and he proudly noted, “Instead of asking what they can do to the New Deal, ‘big business’ is now asking what the New Deal is going to do to them.”25 For five years, New Dealers had attempted to reduce the danger to democracy from big business, and Jackson wasn’t going to give up on that fight.

Harold Ickes, the secretary of the interior, was even more explicit than Jackson. In late December, Ickes denounced big business’s latest attack on the New Deal, saying that “if the American people yield to this bluff, then the America that is to be will be a big-business fascist America, an enslaved America.”26 All of this rhetoric was in preparation for a message that Roosevelt would be giving on monopoly, which Jackson had suggested to Roosevelt a few months earlier.27

In April of 1938, Roosevelt made this clear in a fireside chat over the radio. “Democracy has disappeared in several other great nations,” he said. “Not because the people of those nations disliked democracy, but because they had grown tired of unemployment and insecurity, of seeing their children hungry while they sat helpless in the face of government confusion and government weakness through lack of leadership in government. Finally, in desperation, they chose to sacrifice liberty in the hope of getting something to eat.”28 The government had to act.

Later that month, Roosevelt sent a message to Congress on monopolies, linking the external and internal fascist threats. “Unhappy events abroad have retaught us two simple truths about the liberty of a democratic people,” he argued. He continued, “The first truth is that the liberty of a democracy is not safe if the people tolerate the growth of private power to a point where it becomes stronger than their democratic state itself. That, in its essence, is fascism—ownership of government by an individual, by a group, or by any other controlling private power.”29

Roosevelt’s message was no mere rhetoric flourish. Hitler was using corporate law and trading power to undermine Western democracies. In 1938, Nazi Germany threatened the tax haven of Liechtenstein, which had no army. There was no rationale behind this threat, except that Liechtenstein held the charters of many holding companies that, according to one senator, “[controlled] the commerce and industry of the Northern Hemisphere.” These were not just European concerns. “Some corporations, the principal sphere of activity of which is in the United States, were created by the government of diminutive Liechtenstein.”30

Hitler also began dominating, even before his physical invasions, the trading flows of Europe. In the Munich Agreement of 1938, the British traded away Czechoslovakia to Hitler in return for a promise of peace. Negotiations of a different Munich-style agreement were underway in the industrial sphere. The next year, British industries pledged cooperation with German cartels, with French industrialists working to collaborate as well.31 In these cartel agreements, non-German companies would cut their output, while German companies would not. German companies used patent agreements to manipulate American companies, like Standard Oil, over vital materials like synthetic rubber.32

It was apparent to antimonopolists that the fascists in Europe were doing this work in America as well. “The distinction between bombing a vital plant out of existence from an airplane and preventing that plant from coming into existence in the first place, is largely a difference in the amount of noise involved,” said one assistant U.S. attorney general to the Indiana State Bar Association in 1941.33 Hitler was using industrial power and cartel arrangements to make unwitting allies of American monopolists, as he had done with British and French cartels. Such was the fascist threat.

A WAR OF PRODUCTION

The coming war would be a war won not just on the battlefield, but by production. And the lesson of World War I, for Americans, was a frightening one.

Despite two and a half years of warning, the U.S. entered the First World War unprepared. By 1918, the American field army numbered five million men but still relied on British and French allies for artillery and other equipment. “The country which had invented the airplane,” wrote one New Deal defense official, “had been unable to put a single fighting plane of its own manufacture into combat.”34 America started late, and tried to “bait” its manufacturers into expanding plants with lucrative contracts. American soldiers had to use British and French weapons.

The America of the late 1930s was now in the same situation. On the eve of Germany’s invasion of Poland in 1939, 85 percent of U.S. factory machinery dated from the 1920s or earlier. Some predated the Civil War.35 Hitler had used new technologies, such as the dive-bomber, to wage a new kind of war, “Blitzkrieg,” or “lightning war.” Unlike the slow and bloody trench warfare of World War I, Blitzkrieg combined air and mechanized forces to overwhelm the enemy with speed, requiring a powerful air force. After the invasion of Poland, Americans didn’t necessarily want to intervene in Europe, but preparedness and support for military spending began to increase. Roosevelt asked for larger Army and Navy budgets. But to build that larger Army and Navy, massive supplies of steel, aluminum, copper, and every other material would be necessary. The control of the monopolists, who wanted to restrict supplies of these metals, would have to be broken.

The war against Hitler would require conflict within each country almost as much as it did between countries. Would democracies survive this challenge? Or would Hitler, who was a symbol of angry rebellion against the failure of democracies to tame their worst impulses, succeed?

These were the stakes when Hull organized for Roosevelt in 1932, when Jackson put Mellon on trial for tax fraud, and when New Deal foundered on the rock of a recession in 1937–1938. War was coming. It wasn’t always obvious how it would come, or when, or who would bring it. But for years, decades, even, farsighted people saw a new war on the horizon, one that centered on different visions of how to run industrial power—based on top-down control or broad freedom.36

DESTROYING THE ECONOMIC ROYALISTS

Mellon’s tax trial would end in 1937 with the creation of the National Gallery and some back payments. But this would not be enough, not nearly enough. Andrew Mellon was a cold and ruthless banker, but it was the system over which he lorded, not him personally, that was dangerous. “Mellon is but a fading symbol of an age and system,” Jackson believed. “But Mellonism goes on.”37

What Roosevelt called in 1932 the “unofficial… economic Government of the United States” had to be dismantled, and replaced with democratic means of wielding power.38 The system that Morgan and Mellon put together did not just wield power over government; it was a government in and of itself.

This government of the monopolists had two separate layers of power. There were individual monopolies. Alcoa, for instance, was not only an aluminum producer, but the regulator of the aluminum trade itself. It controlled pricing, output, wages, and the buying of key inputs, such as electric power. As Morgan, and then Mellon, took a set of businesses and turned them into monopolies, power passed from the engineers, workers, and communities who created, invented, and produced, to financiers, salesmen, and lawyers who controlled, restrained, and manipulated.

The second layer was how these monopolies related to one another. An individual monopoly controlled just a single branch of trade. It became a political system when its power, the power of one boss, was combined with other monopolies, the power of many bosses. And this system, of big business bosses monopolizing the key channels of trade and commerce, still lived on Wall Street. Wall Street was where financiers moved resources around through lending or borrowing money, and combined or split up companies. This is why Morgan, and then Mellon, sat arrayed in the clothing of finance, because finance was the tool by which they exercised political power.

The task for the White House and the populists in Congress was to take this private government apart, and construct a democratic one. That meant breaking up the industrial monopolies that ruled specific industries, and replacing rule by banker with competitive regulated markets, with protections for workers and producers. It meant recapturing the ability to print money and control the economy. It meant breaking apart and replacing Wall Street with public channels of financing, so that corporations were free from financial masters. This did not mean undermining business, but liberating it from monopoly and financial power.

In 1938, renowned British economist John Maynard Keynes wrote a private letter to Roosevelt about how to handle business leaders, saying, “You could do anything you liked with them if you would treat them (even the big ones), not as wolves or tigers, but as domestic animals by nature, even though they have been badly brought up and not trained as you would wish.”39 Roosevelt would seek to domesticate big business.

Robert Jackson would again lead the way. Jackson had been a favorite of Roosevelt since the Mellon tax trial. He had done stints at the Securities and Exchange Commission, the Department of Justice, and the Bureau of Internal Revenue, and defended New Deal programs to a hostile Supreme Court. He was FDR’s legal ace. As he had shown with his high-stakes Mellon trial, Jackson loved litigating, he was good at it, and he could take on some of the tougher and more complex cases.

In 1937, FDR assigned Jackson the task of reviving a moribund corner of the government, the Department of Justice’s Antitrust Division, which the corporatist planners of the New Deal had effectively shut down for years. With limited resources, Jackson decided to focus only on the “most flagrant cases” of monopolization in the country, and the one in which the “greatest public interest is involved.”40

On April 23, 1937, the government filed suit, seeking dissolution of the Aluminum Company of America. Andrew Mellon and his children were all named individual defendants. When Homer Cummings presented the case to the president, he said, “You might get another art gallery out of it.”41

THE ALCOA DANGER

“Aluminum is Mellon’s metal,” blared The Milwaukee Journal on the front page in 1937, explaining to its readers why the Department of Justice was launching an antitrust suit against the Aluminum Corporation of America.42 “Of the 93 chemical elements that compose the earth, 92 are the common property of all mankind. The remaining element—aluminum—which may be as vital to the future of civilization as gold, lead, or iron, is in the hands of one man, Andrew W. Mellon.”

In the age of aviation, aluminum was a strategically important metal. Lighter than steel, it is durable and never rusts, making it ideal for airplanes. It has two key inputs. The first is the clay bauxite, which is the best source for alumina, the substance from which the metal is drawn. At the time, known high-quality bauxite deposits existed mostly in British and Dutch Guiana, in Alabama, and in a small corner of Arkansas. The second input is electricity. Processing aluminum required enormous quantities of electricity, so making aluminum meant being near cheap water power.43

World War II would require enormous quantities of most raw materials, from steel to chrome to tungsten to petroleum to cotton. The government needed not just machine guns and tanks, but the machine tool parts to manufacture those machine guns and tanks.44 The government would acquire and finance almost everything, because private industry just didn’t have the money to do it. The Metals Reserve Corporation, a government company, for instance, bought five million carats of diamonds as a strategic stockpile.45 But in terms of pure military necessity, aluminum—controlled by Alcoa—was at the top.46

In no other industrial field was there one supplier. Steel, oil, coal, sugar, packaged foods—all had multiple producers, even if those producers tacitly or overtly colluded. Alcoa was unique. It had 100 percent of the market. Mellon had made sure of it, from the beginning.

Aluminum is difficult to produce. Today it is cheap and disposable, used to wrap sandwiches and cigarettes. But in the 1800s, it was twice as valuable as gold. Though aluminum is 8 percent of the earth’s crust, the smelting process for commercializing its production was not discovered until the 1880s. In the mid-nineteenth century, aluminum was more fashionable than gold or silver, and more expensive.47 Napoleon III once reserved utensils made from aluminum at a formal dinner party for the best guests, with gold and silver utensils for his less important dinner companions.48

The potential for this metal was widely understood, but no one had managed to craft a cheap production method. In the early 1880s, a professor at Oberlin College told his students how to get rich. Find a way to commercialize the tantalizing metal aluminum, which was strong, lightweight, and versatile. Twenty-two-year-old student Charles Hall said, “I’m going for that metal.” Hall tinkered endlessly, and eventually created a small aluminum company with some Pittsburgh steel men.49 Mellon put $25,000 into the venture, in return for roughly 40 percent of what would eventually become Alcoa.

The new company sought to capture the market. It acquired patents, bought up raw inputs, domestic and then worldwide, of the bauxite deposit sources suitable for commercial production. It used political influence to gain access to hydropower sources that could deliver the electricity it needed, such as generation facilities near Niagara Falls. Alcoa even sought to corner the market in reusable aluminum scrap metal. A friendly senator established a tariff to protect domestic markets.50

And Mellon used finance to block competition. In the 1910s, a French businessman tried to start a competitor to Alcoa, but couldn’t get the money to do so. He “made the rounds of Wall Street—J. P. Morgan, GE, Lee, Higginson, First National—and even appealed to International Nickel and Henry Ford. All declined.” Eventually he was forced to turn to Mellon’s Union Trust, the financial guardian of the industry. Alcoa picked up the assets of the French company cheap.51

Alcoa was profitable, but not an industrial giant until the First World War. And then its profits exploded. “Ninety percent of its production,” wrote one journalist, “was dedicated to aid the efforts of the civilized nations to annihilate each other.” Alcoa aluminum was used in the wings of the 1918 Curtiss Jenny aircraft, in gas tanks, seat backs, and other frame parts for aircraft, and canteens, field mess kits, and dog tags for the U.S. military. A major source of demand was aluminum powder to be mixed with ammonium nitrate for explosives.52

The Wilson administration forced Alcoa to modernize. Germany had better aluminum technology, and the random tinkering within the company wasn’t sufficient to catch up. The government stepped in. The Navy and the National Bureau of Standards both made aluminum alloy breakthroughs to rival German technology and forced the company to set up a professional research lab.53 The company also went global. By the end of the war, Alcoa was importing bauxite from South America.54

After the war, Alcoa moved to protect its market power. Mellon protected Alcoa’s domestic market from foreign competition by encouraging Harding to raise tariffs. The company returned to prioritizing control above production; faced with a shortage of production, in the mid-1920s the company even imported raw aluminum from Europe and sold it under the Alcoa name.55 It became a global powerhouse, buying European aluminum producers and technology. Through its Canadian affiliate, Alcoa participated in a global aluminum cartel to divide up markets by nation.

In the 1920s, Alcoa prospered, seen as a high-tech darling powered by Mellon’s monopoly money. As a Mellon critic put it, “To the future belonged Mellon-metal; aluminum planes, ships, railway cars, automobiles will speed through air, water, or along earth’s crust.”56 Mellon pistons were in every automobile in America, “Mellon wings” in every plane, and “Mellon sheet” covered “every streamlined train.” Housewives that used Mellon utensils and developers who used aluminum fixtures or decorations had to pay the Mellon aluminum toll. “Radios, refrigerators, building beams, paints, furniture, machine gun bullets, and war helmets” were all made with “Mellon’s metal.”57

Alcoa was a giant operation, and the executives were proud of the hundreds of millions of pounds of metal they produced, and the technical and business processes they had developed to do so. In October of 1933, the chairman of the company, Arthur Davis, led a cheerleading session to build corporate morale. Davis asked questions of a roomful of Alcoa executives. “Do we own that company?” he asked, and a chorus of executives would respond, “Yes!” He asked how much virgin aluminum his company controlled, and the chorused response was “100 percent!”58 Their monopoly, in their minds, was clearly a deserved monopoly, a flexible and benevolent monopoly that existed because the company was innovative and efficient, that it used its monopoly profits on behalf of social good.

In the 1930s, Alcoa was so powerful that it could raise the price of aluminum ingots from 19 cents to 20 cents a pound, with no economic rationale. The cost of pots, pans, airplanes, radios, trains, bullets, and refrigerators went up. Senators joked, when the U.S. went off the gold standard, that the country should adopt the aluminum standard. Without competition, the only check on the power of Alcoa to change the price of aluminum was the “despair of industrialists like Henry Ford” who would use nickel or steel or another substitute, or as The Milwaukee Journal put it, “some other one of the 92 free elements which are mankind’s common property.”59

It took four years before the Roosevelt administration brought a case. This is not because the administration didn’t notice the problem of the Alcoa monopoly. Key figures understood the danger. Alcoa was a part of Patman’s impeachment campaign. Cordell Hull saw Mellon’s control of the tariff policy, which protected Alcoa, as an international danger. Roosevelt had fought with Alcoa in New York state, and Jackson had seen Alcoa’s power through work with New York utilities and in the Mellon tax trial.60 The attorney general, Homer Cummings, had in private practice represented a company in an antitrust lawsuit with Alcoa. But the government was weak. Cummings believed FBI agents and DOJ investigators were patsies for the company.61 He even wanted the investigation called off, to allow aggressive private lawsuits to continue unbothered.

The reason it took so long to bring a suit was policy. The National Industrial Recovery Act, written by the Bull Moose planners early in the New Deal, was the law Roosevelt initially used to organize big business. The act suspended the antitrust laws, and in their place created an agency called the National Recovery Administration to write codes organizing pricing, production, wage guidelines, and standards for most industries.

Throughout this first part of the New Deal, Alcoa’s monopoly would remain untouched. It would be codes written by the National Industrial Recovery Administration in collaboration with the company that would structure the aluminum industry.

In 1935, the Supreme Court unanimously struck down the increasingly unpopular National Industrial Recovery Act. Roosevelt got rid of the corporatist planners, and put authority over the industrial sector in the hands of the antimonopolists. In 1937, Jackson, by now one of Roosevelt’s favorite lawyers, was sent to restore the antitrust division.

THE ALCOA CASE

In April of 1937, Robert Jackson brought the suit in what was often called “the largest proceeding in the history of Anglo-American law.”62 Alcoa, argued the government, was a domestic monopolist in the production of the basic metal. The government also argued the company dominated every part of the global aluminum business, alleging Alcoa ran an international conspiracy to control a vital trade, “one of the most complete and far-reaching monopolies which has ever developed in a major industry of this country.”63

Prosecutors accused the company of monopolizing bauxite supplies, alumina, virgin aluminum production, hard alloys, extruded and structural shapes, wire, cable, bars, rods, aluminum pistons, and tubing, as well as controlling the aluminum castings, foil, bronze powder, and cooking utensil industries. Alcoa had restrictive contracts for hydroelectric power, to block potential competitors. The government provided evidence that the company owned subsidiaries in Canada and throughout Europe, for which it was willing to pay above-market value to sustain its monopoly. The conspiracy was global; what Alcoa didn’t own or couldn’t co-opt, it threatened to drive out of business with below-market prices for its own products.64

No one was fooled that this was an ordinary antitrust suit. Alcoa was Mellon’s company, and the suit a continued battle between the New Dealers and the old order. The attack on the Alcoa monopoly, like the tax suit against Mellon, was front-page news. Newspaper cartoons linked the antitrust suit to the Mellon gift of the National Gallery.65

Jackson felt the sting of Alcoa’s political power. Before the filing, Jackson and Cummings met with Alcoa chairman Davis to inform him they were going to attempt to break up his company. After the meeting, the price of aluminum mysteriously began dropping. When the suit was filed, an Alcoa-friendly member of Congress filed a resolution calling for an investigation of the Department of Justice attorneys. The allegation was that these were crooked cops, using their antitrust suit to make money in speculation.

House Democratic majority leader Sam Rayburn called Jackson to ask what he should do with the resolution. Jackson suggested Rayburn have Congress investigate not only Department of Justice officials, but Alcoa company officials. According to SEC sources, Alcoa executives had unloaded blocks of shares prior to the suit being made public. After Rayburn made his suggestion to expand the investigation, the proposal for an investigation was buried.66

That was just the first of many political hurdles for antitrust enforcers. Alcoa’s influence reached into the military establishment and the nascent air force, as well as into elite academic institutions like Harvard Business School. After the case was filed, a secretary in a planning office in the Army offered a tip to the Department of Justice. She was sympathetic to Roosevelt, and had heard chatter from the Army officers she worked for about a plan to conceal and destroy military records relating to Alcoa.

Alcoa and the Army had a long working relationship. In 1920, the War Department created the Army Industrial College (AIC), so that its officers could learn the industrial arts necessary for economic mobilization. Many also received business degrees from Harvard Business School, in a joint program between the business school and the War Department.67

The secretary told the DOJ investigator, Walter Rice, that one of her bosses, an Army colonel, was trying to destroy a report on Alcoa’s capacity to “furnish aluminum for war needs” because the report had implications about the company’s monopoly power. Rice learned the colonel had taken a two-year course at Harvard Business School and done a study with the company’s help. The report contained data about the company’s capacity to produce aluminum during the war, its plant capacity, and its bauxite deposits, all of which would be useful during the case. The document was, according to one Army officer, “so hot” that “the contents of the report would convict the Aluminum Company of the pending monopoly charges.”

Alcoa-friendly officers in the planning division sought to hide the records. One colonel got rid of the report by mailing it back to the company under the “innocuous” pretense he wanted the company to update it with new information “whenever necessary at your earliest convenience.” That very day, he handed the report back to an Alcoa representative.

When Rice began asking questions about the report, the officers feigned ignorance. After Rice left, the secretary told him that one of the officers had contacted Harvard Business School and asked for all remaining copies to be destroyed.

The military officers and Rice played a cat-and-mouse game over copies of the report, until the attorney general simply asked the secretary of war for any remaining copies. With the conflict at the cabinet level, the secretary of war said no, the report had been returned to Alcoa for updating and he had to protect the company’s confidential information. Unwilling to name their informant and show that the Army officers had deliberately destroyed evidence, the DOJ couldn’t move the military.68

And there was another force, much more important to the prosecutors than the military, that stood in the way of the suit. Judges.

In the 1930s, American judges were by and large old men who didn’t like the New Deal, labor unions, liberal young lawyers, or the president. When the Roosevelt administration entered office in 1933, three quarters of the federal judiciary were conservative Republicans; the average lower court judge was sixty years old and had gone to law school in the McKinley administration.69 In the summer of 1935, “more than 100 district court judges held Acts of Congress unconstitutional; federal courts issued more than 1,600 injunctions blocking enforcement of New Deal laws.”70

Judges believed in a Constitutional system known as “Lochnerism,” in which it was simply unconstitutional for the state to write laws protecting workers or otherwise interfering with private business. The name Lochner comes from the 1905 Supreme Court case Lochner v. State of New York, in which the court struck down a New York state law saying bakers couldn’t be forced to work more than sixty hours a week. The New Deal restructuring of political economy didn’t fit in this Constitutional framework. The courts were so conservative, and so willing to strike down New Deal legislation, that the president proposed restructuring the Supreme Court. Finally, the Supreme Court caved, and began to validate most New Deal laws as Constitutional.

In Alcoa’s case, the problem wasn’t just the conservative nature of the judiciary, but judicial corruption. Just six days after the suit was filed, District Judge Robert Gibson, from Mellon’s hometown of Pittsburgh, claimed jurisdiction over the case even though it had been filed in New York. He argued that an old 1912 complaint and consent decree with Alcoa and the current case were “substantially identical,” and so the case must be held in his courtroom. Gibson then barred Jackson, Cummings, and all other government attorneys from proceeding with the suit.

The Department of Justice appealed Gibson’s injunction. The old case had been minor, and twenty-five years old. Just one of the sixty-three defendants in 1937 had been involved. The aluminum industry was different, and Jackson sought to dissolve the company. And not coincidentally, Gibson had been appointed in the 1920s, upon the recommendation of Mellon himself.71

Roosevelt attacked the decision, saying that this was an example of “reform” being delayed by an out-of-control judiciary. Homer Cummings then recommended legislation to the president blocking judges from being able to issue restraining orders or injunctions in antitrust suits.72

The move also sparked uproar in Congress. Wright Patman spoke with House Judiciary Committee chairman Hatton Sumners, who demanded to know if there was anything “crooked” involved in the judge’s decision.73 There was. An Alcoa lawyer was married to Gibson’s niece, Gibson’s daughter was employed by Mellon’s Koppers company, and his son was with the law firm employed by another Mellon concern, the Pittsburgh Coal Company.74 The judge’s nephew-in-law, who worked at a law firm employed by Alcoa, had even paid traveling expenses for the clerk to serve subpoenas in Washington on each Department of Justice official, with the goal of preventing further action by the government.75

Sumners began musing impeachment proceedings against Gibson, with several members of his committee incensed at the judge.76 He had introduced a resolution authorizing an investigation of the judiciary, but wanted the Gibson matter kept quiet until it was adopted because, as he put it, “those people have long arms” in Congress.77 Even so, the House passed a different bill Sumners authorized, to create a way to remove a district judge without having to go through a cumbersome impeachment trial. It would allow a panel of three judges to remove a lower court judge for simply not engaging in “good behavior,” as opposed to the much higher standard required for an impeachment.78

Sumners later appointed a subcommittee to look into Gibson, as multiple members of his committee were “highly incensed” and considering issuing a subpoena to have the judge testify. Seven months later, the Supreme Court defused the situation by setting aside Gibson’s decision. In June of 1938, the trial began. It would become the longest antitrust trial up to that point. It would take four years to complete and comprise some 58,000 pages of testimony. Jackson was promoted to the number two slot in the Department of Justice, the solicitor general position, and hired in his stead an iconoclastic Yale professor from Wyoming named Thurman Arnold, who took over the case.

The antitrust case was difficult for two reasons. First, the DOJ was pursuing a novel legal theory, that mere possession of a monopoly was illegal. Since the passage of the Sherman Act, it had not been clear whether being a monopoly was illegal. In 1920, the Supreme Court struck down a suit against U.S. Steel on the grounds that size itself was no offense. It was abusive behavior, not the holding of a monopoly, that courts had held as illegal. The second difficulty was that Alcoa withheld documents. The company believed the threat was existential, that competition in aluminum would destroy the industry, and Alcoa’s general counsel was not about to help the DOJ do that.79

The division did have advantages. Cordell Hull’s State Department worked with the Department of Justice to investigate Alcoa’s role throughout Europe.80 And the president, members of the cabinet like Ickes, and New Deal officials working on power resources provided strong support. And by the time the case was resolved, the courts would look very different. But in 1938, the judiciary continued to stand in the way of antimonopolists. Judge Francis Caffey, a conservative appointed to his position by Herbert Hoover at the height of the stock market in 1929, presided over the case.

Alcoa’s lawyers didn’t dispute the company’s monopoly. They simply argued that being a monopoly wasn’t illegal, and that the company was a socially beneficial, rather than predatory, monopoly. There was value, they pointed out, in having just one entity focused on a process of continuous innovation around a vital strategic metal. Ex-military engineers agreed, testifying on the importance of this fount of metallurgic knowledge. One former naval liaison and MIT aerospace professor claimed that Alcoa’s R&D had done what otherwise would have been impossible, creating alloys that aided the U.S. airline industry.81 It was hard for the government to rebut this claim with its own experts as nearly everyone with expertise in aluminum worked for Alcoa.82

Arthur Davis’s description of Alcoa’s technology impressed Caffey, and he didn’t like New Deal lawyers.83 After more than three years, at the beginning of October 1941, he finally ruled on the antitrust suit. Over nine days, he read his opinion from the bench, dismissing every single claim by the government. Caffey attacked the government’s witnesses, referring to their “bias” and “wishful thinking,” while praising Davis, who according to the judge began his career as “a laborer… not infrequently forced to whistle for his pay” but who had with wisdom built “Alcoa [into] what it is today.” The company, Judge Caffey noted, had a “great number” of “competitors as well as customers who have completely exculpated Alcoa from blame and have praised its fairness as well as its helpfulness in the aluminum industry.” Caffey, like Alcoa men themselves, believed that the company deserved its monopoly.84

Arnold, now in charge of the division, appealed the decision, and took the battle to Congress and the press, noting Alcoa’s monopolistic behavior. Alcoa’s counsel responded to Congress that Arnold was “destroying the morale of this country and of key men in defense production.”85 Secretary of War Henry Stimson echoed this critique, aggravated by Arnold’s posture while a mobilization was on. But after America entered the war, Alcoa began losing credibility. Davis had promised that Alcoa could easily meet any aluminum needs for the war. As soon became apparent, it could not. And Arnold would publicly wrap Alcoa in the Nazi flag as punishment.

THE BREAKING OF THE BANKERS

Big business leaders organized to defeat FDR in the 1936 reelection. “If I find any of my executives voting again for Roosevelt, I’m going to fire them,” one of them said. They “are just too stupid to be of any use to me.”86 Some went further. At the 1935 conference of the American Bankers Association, Utah banker and eventual ABA president Orval Adams urged his colleagues to destroy the New Deal. “Since the [Federal government] cannot spend without using the bankable funds of the nation, it is up to us to declare an embargo,” he said. This would happen if the banks refused to buy government bonds.

“We must decline to make further purchases,” he exhorted. “We must declare that we will not finance further spending by the government until a genuine, honest, and sincere effort is made by the Federal government to restore a balanced budget.… The Bankers of America should resume negotiations with the Federal Government only under a régime of rigid economy, a balanced budget, and a sane tax program.”87

The economy was in better shape in 1935 than it had been in 1933, but as Adams fretted about a balanced budget, more than ten million Americans were still unemployed. It wasn’t Jackson, but a different reformer, who stood up to rebut Adams. This man was no young New Dealer, eager to try new theories of social planning. This was a hard-bitten millionaire banker from Utah named Marriner Eccles. Government spending and the hated Roosevelt, said Eccles, had saved capitalism. In the same period Jackson began attacking Alcoa and industrial monopolies, a new group of economists, led by Eccles, restructured how the business cycle itself flowed. Eccles asserted that it was the sovereign right of government to print money, to run deficits, to organize whether the economy would boom or ebb. There would be no more talk of natural boom and bust cycles due to greed and fear, or needless deflation. If there was a lack of money in the economy, the government could provide more of it.88

Eccles had come to this theory by an unusual path. He had inherited from his father a banking empire in Utah. He ran it well, and became even richer. But in the early 1930s, after stopping several severe bank runs, he began to rethink his orthodox views of finance and spending. In the transition period between Hoover and Roosevelt, Senator Pat Harrison invited representatives of industry, agriculture, and labor to present their views on how to cure the depression. Harrison invited two hundred men, but only forty-seven appeared. Sixty presented their views in writing, as they were afraid to be away from their businesses in the midst of a liquidity crisis.89

The solutions were mostly orthodox, similar to what Al Smith and John Jakob Raskob would have offered. Balanced budgets. More efficiency in government. Charity. Both the head of the Chamber of Commerce, Henry Harriman, and the head of the American Federation of Labor recommended Roosevelt slash federal spending sharply.

Eccles alone broke from the crowd of somber business and labor leaders, and endorsed the kind of thinking that had previously only been put forward by inflationists and populists. He declared, “I am a capitalist.” He then offered a different way to think about money and government, one much more in sync with Patman and populists in Congress who wanted to circulate cash throughout the economy with the Bonus Bill.90 Balanced budgets were foolish, he said; the federal government needed to create and distribute money across the land.

“We shall either adopt a plan which will meet this situation under capitalism,” Marriner Eccles told the Senate, “or a plan will be adopted of us which will operate without capitalism.”91 Where Mellon dithered in the face of the crisis, the iconoclastic Eccles would govern. His economic blasphemy went further; he sought federal aid to states, deposit insurance, government action to stop foreclosures and create a mortgage market, farm supports, and cancellation of inter-Allied debts. All of these became policy, and ultimately, laid the basis for the New Deal. Before John Maynard Keynes would formalize the economics of deficit spending, Eccles recommended it as policy.

The White House eventually noticed this millionaire banker advocating for radical solutions, and hired him as a deputy in the Treasury Department. Eccles then persuaded FDR to restructure the Federal Reserve, taking control from the private bankers in New York and centralizing control in the hands of democratically elected officials in Washington. In the Banking Act of 1935, FDR had restructured the Fed to make that happen. This law had moved power from privately owned Fed branches to the presidentially appointed board in Washington, D.C. It transformed the Federal Reserve into a public entity, ensconcing power over the economy in the hands of a publicly run central bank. Roosevelt appointed Eccles as chairman of the Fed, to take the position Andrew Mellon had held for eleven years.

Two years later, in the 1937 “Roosevelt Recession” induced by lower net government spending, Eccles was prepared. The recession sparked a debate between planners and antimonopolists. But a third group, led by Eccles and aligned with the antimonopolists, joined the fight. Eccles believed the recession was caused by insufficient government spending, and he pressed FDR to reverse his position on budget balancing and spend once again.

Eccles took sides in the debate over the political power of big business. Like Jackson, Eccles had antimonopolist sympathies. He just saw the problem from the perspective of a central banker. Monopolies could interfere with the broader economy and the price system itself, leading to the pooling up of risk and the lack of sufficient production. Before the recession, Eccles had warned speculation was being caused by “monopolistic practices” leading to price hikes. He was telling Roosevelt that steelmakers were raising prices far more quickly than they were raising wages, and this led to unused resources in terms of both unemployment and inflation. When the speculative bubble about which he warned popped and the economy slid rapidly, he fell in with antimonopolists. Pointing to the steel industry, he said that “those industries that have maintained prices and curtailed output should seek the restoration of profits through increased rather than restricted output.”92

Eccles also questioned the political judgment of the planners. The attempt to conciliate big business bore “no fruit either in dollar terms or in goodwill.” Indeed, “big business is utilizing the opportunity to drive for repeal and inaction.” The old order had to be defeated. “The greatest threat to democracy today,” he told FDR, “lies in the growing conviction that it cannot work.” Only by bold “democratic leadership” to make the system function “can the growing threat of Fascism be overcome.”93 Eccles wanted Roosevelt to go on a government spending binge, to have big government counteract the slump in spending from the private sector.

Though Roosevelt inflated the currency in the early part of the New Deal, he also had instincts toward fiscal conservativism, and had generally bought into the need to balance the budget. But in 1937, Roosevelt accepted Eccles’s arguments. Eccles persuaded Roosevelt to jump-start spending with government support for the Federal Housing Administration. This would expand fixed rate mortgages and induce a pick-up in the residential construction industry. He also pushed for investment in low cost housing, a national health program, and a revitalization of railroads.

During the war, the Fed was there to print as much money as the government would need, rendering banker threats powerless. Under Eccles, the Fed was not independent of politics, but subject to the policy choices of the elected president. During the war, the federal government ran budget deficits as high as 26 percent of GDP, but the Fed offered as much money as needed, at low fixed interest rates set by the Fed. Eccles oversaw the most successful experiment in central banking history, bringing unemployment down to one percent, financing World War II, and rebuilding the banking system and the savings of the middle class. This war would be a New Deal war; it would be financed not by tycoons such as Mellon, but by the public.

Every part of the economy began growing again, save Wall Street. In 1940, Wall Street had 200,000 fewer workers than it had before the crash. Trading volumes were anemic, and there was more vacant office space in and around Wall Street in 1939 than at the beginning of the decade. In 1935, financiers were still openly and angrily flouting the idea that democratic forces could constrain private bankers. By 1940, J. P. Morgan Jr. sold his seat on the New York Stock Exchange for $40,000, a seat that had been selling eleven years earlier at $625,000. There was no Morgan sitting in the stock market for the first time since 1871.94

A DEMOCRATIC GOVERNMENT REPLACES THE BANKERS

In the summer of 1939, an official from a French aluminum company, Philippe Levelle, visited an American business executive, Richard Reynolds, in Virginia. Reynolds was president of Reynolds Metals, which bought aluminum from Alcoa and fabricated it into aluminum foil.

Reynolds had heard that the Germans were buying large amounts of bauxite from France. He wondered if this was being used for armaments. Levelle wasn’t worried, and said that the Germans were short of brass and were using aluminum for window frames and door knobs. Germany had become the largest aluminum producer in the world by 1938. Within a few months, as Reynolds put it, “French bauxite was being returned to France in the shape of German planes.”95

When the war started, Germany seemed unstoppable. Poland’s army collapsed immediately in 1939. In April of 1940, Germany conquered Denmark and Norway, and in early May, Hitler’s forces invaded France. Americans had expected a long stalemate similar to the First World War, and the ample time that would afford America to ramp up if necessary. France had a powerful military and was considered one of the most important major military powers in the world. But faced with Germany’s awesome new weapons, wielded through Blitzkreig tactics, France surrendered within six weeks.

England stood alone. The Germans began bombing Britain from the air. Even so, the defense buildup in the U.S. was agonizingly slow. When France surrendered, the Army Air Corps had 2,755 planes, and most of these were old or used for training purposes.96 Hitler was receiving more material from French factories he had taken over than Britain was receiving from the United States. “Prime Minister Churchill said of the Royal Air Force that never in history did so many owe so much to so few,” wrote investigative journalist I. F. Stone. “It might be said of us,” wrote Stone, about American monopolies, “that never did a people do so little with so much.”97 Churchill was talking about the Battle of Britain, where a few RAF pilots saved England from the German air force’s constant bombing barrages over London. Stone was comparing this courage to Alcoa, and its habit of withholding desperately needed aluminum production—for planes and other war-related industrial parts—to preserve the price of the metal.

To Stone, American financial masters were colluding with the fascist powers. And there was proof, in the cartel deals that Standard Oil of New Jersey and Alcoa, among others, had with German chemical and metal companies.

In May of 1940, Roosevelt, with what looked to be an absurdly fantastical goal, sought to direct America’s industrial might in building every kind of weapon imaginable, as well as inventing new ones, and churning out the foodstuffs, metals, medicines, and raw materials necessary to equip a ten-million-person army. He publicly said that the nation would need to build fifty thousand planes a year, which was equivalent to the total number the military had bought between 1909 and 1940.98 To build much of this, especially an air force, it would need aluminum.

Shortly after Roosevelt called for fifty thousand planes a year, Reynolds went to see Arthur Davis of Alcoa. To Reynolds, Davis seemed as complacent about America’s aluminum supply as Levelle had been about French needs. Germany would soon be able to make much more aluminum than the U.S., noted Reynolds. Perhaps Davis should ask the government to finance the buildup of capacity, to match the billion-pound-a-year capacity of the Nazis. Davis, who felt it a burden to accept funds from the government, said Reynolds was “unnecessarily alarmed.” There would be no shortage.99

Davis’s prediction proved laughable. In November of 1940, the Northrop Aircraft Company cut hours by 20 percent due to a metal shortage. By May 1941, work on bombers by one of the more promising American aerospace companies, Boeing, had ceased because of inadequate aluminum supplies.100 Congress reacted angrily. Senator Joseph O’Mahoney attacked Alcoa for delaying the manufacture of warplanes by “keeping supplies down in order to keep prices up,” while adding that the chemical, iron and steel, metal, electric, and shipping cartels had “all played their part in the growth of Hitler’s power.” Whether the ongoing antitrust suit was decided for or against Alcoa, he said, “it is clear that the manufacture of American airplanes needed to fill our own and British orders has been seriously delayed because parts manufacturers have been unable to get a sufficient amount of aluminum to fill their orders.”101

In August of 1940, after a conversation with and encouragement from Alabama senator Lister Hill, Reynolds decided to enter the aluminum manufacturing business himself and compete with Alcoa, if the government would lend him the money to do so. Fortunately for Reynolds, a low-key antimonopolist in government named Clifford Durr had realized that the American government would have to become the major banker in the war. Durr was a corporate lawyer from a wealthy family in Montgomery, Alabama; he moved to Washington, D.C., in the early 1930s on the recommendation of his brother-in-law, Hugo Black. Durr took a job rescuing banks and railroads at the Reconstruction Finance Corporation, the bailout fund created by Herbert Hoover that Roosevelt repurposed to finance various parts of the New Deal.

In the 1930s, Durr became concerned over the Nazi threat to liberal values. “Our immediate problem,” he believed, “was one of productive capacity for military supplies—particularly airplanes.” America didn’t have much of an air force. Roosevelt’s goal of fifty thousand planes a year was 100 times what the industry had produced in the late 1930s. The U.S. hit that target by 1942, and doubled it by 1944.102

Durr saw that the government would have to finance an armaments buildup, and lobbied Congress to charter a large public bank to lend money to build factories. It was controversial. One congressman asserted that a bill to let the RFC deploy private capital “would grant such broad powers to the executive branch of the Government as to make it possible to establish a Fascist state in the United States.” Arthur Krock of The New York Times said the bill was “totalitarian” and “an alarming measure.”103 The head of the Investment Bankers Association declared that “government financing for private capital was ‘a short cut to national socialism.’ ” Yet Durr succeeded in getting Congress to charter what would be called the Defense Plant Corporation and to begin the rapid buildup of the U.S. armaments industry.104

Over the course of the war, the Defense Plant Corporation financed the construction of roughly a third of the new facilities needed to fight the Axis powers, with the Army and Navy supplying much of the rest. It would be a war financed by government bankers, not private financiers.105 Because of the power this financing brought, antimonopolists ensured that government owned the plants it financed, and hired businesses leaders and engineers to run them. After the war, the government could then use its disposal of plants to create less concentrated markets.

In 1940, Reynolds would be the beneficiary of this strategy. Alcoa was still obstinate, refusing to take government money to expand facilities unless the company also received tax advantages, even as the country desperately needed aluminum. Meanwhile, Reynolds mortgaged his own assets, and received a $15.8 million loan from the government to begin producing aluminum.

Alcoa, which sold Reynolds aluminum ingots for the company to fabricate, sought to punish him by cutting his supply.106 It was too late, because Reynolds was now itself making aluminum. Alcoa had competition in the manufacturing of aluminum for the first time since the 1880s. Reynolds would be followed by Henry Kaiser, another New Deal businessman who sought to build commercial entities within the democratic system that antimonopolists had set up.

Meanwhile, the antitrust suit against Alcoa was still going on. In January of 1942, Alcoa’s lawyers attacked antitrust chief Thurman Arnold for destroying the morale of the key men in production. In March, at a House Military Affairs Subcommittee hearing, Thurman Arnold took his revenge. He told congressmen that there was Nazi influence over American industry, but that he had the situation in hand. “We had an industry dominated by cartels before the war,” he said, cartels that worked with Nazi companies. “Indictments must go out to make that sort of thing hazardous.”107

Arnold was an excellent lawyer but an even better press hound. He noted that none of these companies lacked patriotism; it just so happened that their behavior helped the Nazis. “It is obvious that this kind of practice on an extended scale throughout industry has been one of the causes why we are short of basic materials,” he would say.108 Men were dying and prices were going up. But don’t worry, the companies meant well.

Senator Harry Truman, a Brandeis disciple, used the word “treason” to hit the Rockefeller concern.109 Standard Oil of New Jersey couldn’t jump fast enough. Professing innocence about a deal with Nazi dye maker I. G. Farben to withhold production of synthetic rubber, Standard Oil paid a fine and released its patents for all to use. Across the economy, American firms rushed to break the cartel agreements they had with German firms.

Arnold, in this particular hearing, let slip the name of one pernicious outfit. Arnold told the congressmen that Alcoa had been withholding the production of aluminum metal, thus preventing the development of an American air force. Senator Robert La Follette Jr. later attacked the company as a Nazi collaborator, accusing it of having “intimate and dangerous ties” with the Nazis.110

Antitrust enforcement would wax and wane during the war, depending on the military’s ability to block the DOJ Antitrust Division. But regardless of the division’s power, congressional investigations played a key role in preventing industrialists from withholding production. Senator Harry Truman, Senator Homer Bone, and Senator Harley Kilgore all ran committees during the war investigating cartels and war profiteering. Attorneys for the Department of Justice and the Federal Trade Commission later told Congress that these senators were critical to the war effort.111

Eventually, the military blocked the Antitrust Division from prosecuting more suits; they could bring suits, but had to suspend them until the war was over. So the division started attacking international cartel arrangements. The DOJ went after optical goods (Bausch & Lomb’s tie-up with the German Zeiss corporation), tungsten-carbide (GE and Krupp), electric lamps (GE and AEG in Germany), electric light glass bulbs (Corning Glass and Phillips), potash and nitrogen (DuPont and Allied Chemical), chemicals and pharmaceuticals (Sterling Chemical and I. G. Farben, Schering Corporation and the Schering Corporation of Berlin), dye stuffs and photographic supplies (General Aniline and I. G. Farben), synthetic rubber, toluol (used to make TNT), and magnesium (Aluminum Corporation of America, Dow Chemical and I. G. Farben).112

Cabinet members, Department of Justice lawyers, and midlevel procurement officials battled to ensure that the war would not repeat the mistake of the First World War in creating a new class of “mushroom millionaires” and monopolists. The Army, Navy, Defense Plant Corporation, and the Department of Justice structured markets. And when stymied, the congressional committees served as places where the fear of bad press could intimidate monopolists.

A NEW DEMOCRACY

Antimonopolists had sought to change business culture, and by the late 1930s they had done so. The “Old Dealers” in business had dominated labor, resisted government, ignored consumers, and acted ruthlessly toward small business. But they had lost. New leaders in step with new democratic norms took over America’s industries. The old plutocrats had become as irrelevant as Herbert Hoover.113

Meanwhile, Arnold’s campaign extended far beyond Alcoa and had shifted American business culture at large. As Congress publicly exposed how monopolies acted in the economy, Arnold didn’t even have to prosecute cases. A lawyer for U.S. Steel, who later became an antitrust enforcement official, recalled that businessmen would line up outside of Arnold’s office; “they come in and say, ‘Show us a consent decree and we’ll sign it.’ ”114

Arnold spent five years in office. In that time, he brought a little fewer than half of all antitrust cases that had been brought in the first fifty-three years of the Sherman Act. He overhauled the automobile, motion picture, dairy, housing, construction, tire, newsprint, steel, potash, sulfur, retail, fertilizer, tobacco, shoe, and parts of agricultural industries. Just a year after he took the job, he had 1,375 complaints in 213 cases in 40 different industries. There were 185 investigations ongoing, and just launching an investigation dropped prices by 18–33 percent.115 Arnold was so aggressive that Roosevelt ordered him at one point to drop an indictment against prominent railroad shareholder Averell Harriman for price-fixing. “We can’t indict our ambassador to Great Britain,” said Roosevelt.116

In March 1945, Alcoa lost its antitrust suit on appeal in federal court, and it was forced to license its patents on a royalty-free basis to competitors. Alcoa was so important, and had had so many investigations for so long, that four Supreme Court justices—now including Justice Robert Jackson—had recused themselves. Congress created a special lower court to hear the case. Judge Learned Hand wrote the decision, setting aside Caffey’s dismissal of the case, and held that Alcoa’s monopoly power itself, and not any intent to misuse its power in anticompetitive ways, was the crux of the matter. In doing so, the Alcoa decision settled an important debate in antitrust law. Being an industrial monopoly was now illegal.117

Alcoa was never split apart. By the time of the decision, the government had created competition through financing and military purchases that resulted in the emergence of Reynolds and Kaiser as aluminum powers. Roosevelt had instructed his administration to use its ownership of plants to ensure that Alcoa wouldn’t dominate the industry after the war.118 And Alcoa was forced to share its patents, its industrial know-how, and supplies of bauxite with these new competitors, thus preventing the company from reconcentrating power in the industry.

The government restructured the market by selling off competitive aluminum plants. In the disposal of the government plants to industry, Surplus Property Administrator Stuart Symington worked with Joseph O’Mahoney and the DOJ Antitrust Division to combat Alcoa’s attempt to recapture its “benevolent monopoly.” Instead, aluminum plant ownership was dispersed, leading to a more competitive market structure.119

This occurred in industries far beyond aluminum. By the end of the war, the government “held title to 90 percent or more of the synthetic rubber, aircraft, and magnesium industries, owned 55 percent of the nation’s aluminum capacity and the bulk of the nation’s machine tools, and had significant ownership in a variety of other industries.”120 In restructuring production, the government restructured the economy.121

The government financed a new generation of entrepreneurs in fields like aluminum and aerospace. These business leaders wanted to, in the words of one executive, “get busy and build airplanes.”122 It set up competitive public finance against Wall Street directly as a competitor in bond sales, so that the Federal Reserve would control swings in the economy. And it served as a banker and buyer to finance factories to produce materials, such as aluminum and synthetic rubber. Overseeing this restructuring was an aggressive Congress.

And people remembered the change, and knew it. In April of 1937, after the smashing election of 1936, the Supreme Court handed down a decision that ten steelworkers from the Jones and Laughlin Company steelworks in Aliquippa, Pennsylvania, had been improperly dismissed because they were union members. Aliquippa mills, nicknamed “Little Siberia,” were horrific in terms of working conditions. When the court ruled, a steelworker echoed Roosevelt: “I say good, now Aliquippa becomes part of the United States.”123 After the passage of the Wagner Act in 1935, the government and strikers unionized some of the most powerful firms in the economy, the “Big Boys.” This included not just Alcoa but Carnegie-Illinois, Inland Steel, Republic Steel, Swift, Standard Oil, Shell Oil, Western Union, Consolidated Edison, Montgomery Ward, Consolidated Aircraft, Douglas Aircraft, Goodyear, the Associated Press, Chevrolet, Ford, Remington Rand, and United Fruit.124

By the time of Truman’s ascension to the presidency after Roosevelt’s death in 1945, a different American order was dawning. Large and innovative aerospace companies, along with their communications and electronics suppliers, emerged in this period. These were firms such as Hughes, McDonnell-Douglas, Rockwell, Grumman, General Dynamics, United Technologies, TRW, Litton, and Lear Siegler.125 These companies created new industries and a new industrial geography of America, helping to build out the electronics and airplane industry that would undergird American prosperity. A scientific establishment emerged, free from control by monopolists, linked to the military and academic worlds.

And there was the memory, the deep memory, of how monopoly and fascists were intertwined. In 1944, a Senate subcommittee reported that “Germany under the Nazi set-up built up a great series of industrial monopolies in steel, rubber, coal and other materials. The monopolies soon got control of Germany, brought Hitler to power and forced virtually the whole world into war.”126 Roosevelt, in 1944, wrote to Secretary of State Cordell Hull that destruction of Nazi armies had to be followed by the “eradication of these cartel weapons of economic warfare.”127 In October of 1945, Dwight Eisenhower was publicly advocating smashing the German I. G. Farben monopoly as essential to preventing a recurrence of the Nazi war machine.128

THE POSTWAR ORDER

New Dealers took their domestic system of controls on financial power global. A trading system based on eroding barriers to trade, both formal tariffs and private cartels, came to fruition as both a means to spread democracy among allies and a mechanism to block the expansion of Soviet influence. U.S. policymakers, stung by the failure of Wilson after the First World War, sought to bind the Europeans together into one economic unit, so as to block a resurgence of nationalism. They helped the Europeans, and the Japanese, break up the cartels that had led to the war.129

In the postwar era, antitrust lawyers trained by Arnold joined a State Department in Cordell Hull’s shadow. They went abroad, and engaged in campaigns to break up monopolistic German and Japanese industrial structures. The United Nations, the International Monetary Fund, and reciprocal trade agreements were designed to restrain the commercial institutions behind toxic nationalism, notably international cartels and monopolies. Senator La Follette, in 1944, demanded an end to the cartel-based control of world trade, which “will condemn millions of people to an unconscionably low standard of living.… The domestic monopoly is a menace to free enterprise and the economic welfare of the nation. An international monopoly… is a breeder of wars.”130

Attorney General Francis Biddle noted, in a prelude to the reconstruction of Europe, “We have good reason to dread the reconstruction in Europe, after this war, of a strong centralized economic empire run on totalitarian lines.” It would be the policy of the American government to oppose cartelization and what Biddle noted would follow, totalitarianism.131 Said one State Department official just a few years later, “it is, therefore, an important part of U.S. economic foreign policy to press for the elimination of cartel arrangements which block the expansion of multilateral, competitive, international trade.”132

The massive investments by the government, the entrepreneurship of men like Reynolds, combined with Arnold’s work, and Truman’s oversight smashed big business’s control over the U.S. defense industrial base. There were other, remarkable benefits in the creation of this new industrial system. The Defense Plant Corporation could now direct investment into the South, which had been neglected since the Civil War.133

The military sought to have new war plants moved out of any concentrated geographic area. Some would be placed in the Deep South, because, as wartime planner and later famous economist John Kenneth Galbraith argued in 1940, there were large groups of unemployed poor blacks and whites, and putting plants there would raise the region out of poverty.134 As Mississippi congressman Frank Smith put it, “Willingly and knowingly or not, the South is finally entering the mainstream of American life.” Patman himself had a steel factory put in his Texas district.

Alcoa prospered in the aftermath of the war, though it did so under younger leadership, with a unionized workforce, and with much less political power. Competition spurred expansion, as well as innovation and new product development, like monumental architecture and aerospace alloys. The company’s research budget tripled, and it expanded its efforts to work with newer commercial metals such as magnesium, beryllium, gallium, and titanium.135

Workers too benefited from the massive demand for their labor, and from the variety of choices they had in employment as well as increased organizing rights. In 1940, Jackson ruled that any defense contractor violating the Wagner Act in contravention to the rights of labor might be prohibited from getting government contracts. Congress and defense officials pushed back and forced Jackson to walk back the ruling, but the wave of unionization was unstoppable.136

Many black Americans and Hispanics found better jobs, with blacks seeing the beginnings of the rate of income growth double that of whites, a trend that lasted for thirty years. In 1940, poverty in America was endemic; nearly a third of homes had no running water or indoor toilets. Many lacked bathtubs, and 60 percent had no central heating. The war, and the postwar economy, lifted huge numbers out of poverty and offered a better life than millions had ever had.137

World War I had allowed a whole class of “mushroom millionaire” war profiteers to exploit shortages of materials and contracting opportunities. In World War II, New Dealers made sure that this experience wouldn’t be repeated. Instead, the mobilization of society for war not only helped defeat the Axis powers, but vastly enlarged the American middle class and set the stage for postwar global prosperity.




CHAPTER SIX A Democracy of Small Businesses


“Now we do not ask paternalistic privilege for the farmer, but we do demand that the hand of privilege shall be taken out of the farmers’ pockets and off the farmers’ throats.”

—Claude Bowers, keynote speaker at the 1928 Democratic convention1



[image: Image]

The New Deal did not just restructure industrial power, but also reorganized two fundamental economic units over which Americans had fought since the founding: farming and shopkeeping. America had always been a nation of merchants and farmers, and a wide dispersal of property had been fundamental to the American political system and its political debates. Americans understood concentrated land ownership and control over commerce as an aristocratic system, turning citizens into dependents, and thus eroding democracy. Liberty meant being free from domination, by autocrats of both politics and trade. The rise of big business, and the collapse of the economy in the 1930s, was a new challenge to this self-conception.

New Dealers and their opponents saw the debate over industrialization in terms of updating the founding principles of the nation—between what they perceived of as Hamilton the Wall Street aristocrat and Jefferson the founder of the American democratic tradition. “The issues,” said Roosevelt’s favorite historian, Claude Bowers, at the Democratic convention of 1928, “are as fundamental as they were when Jefferson and Hamilton crossed swords more than a century ago.”2 Just as Mellon Republicans put Alexander Hamilton on the $10 bill in the 1920s, it was during the New Deal that Democrats constructed the Jefferson Memorial.

The project to restructure an individual yeomanry had two parts. First, New Dealers attacked the most desperate part of the depressed economy in 1933 by ensuring that land, the basic unit of American power, remained widely dispersed. These efforts were a speeding up and widening of earlier attempts to protect small capital and independent farmers. They had their roots with Jefferson, who argued family farmers were the “cultivators of the earth” and “the most valuable citizens” in the republic. By the 1930s, it was not just farmers, but grocers, pharmacists, small manufacturers, and industrial workers who formed this yeomanry. It was in land and farming that New Deal populists like Roosevelt and Patman first focused attention.

The New Dealers also drew upon the Civil War, the last great moment of national crisis. During that war, northern armies did not just enforce emancipation of slaves. The Union freed poor southern whites from plutocracy through broad dispersion of land. With the Homestead Act of 1862 and the Southern Homestead Act of 1866, the Union handed out small plots of land to hundreds of thousands of white farmers, roughly 10 percent of all the land in the U.S.3 Ugly racism played its part; with the Dawes Act in 1887, the U.S. government seized tens of millions of acres of Native American land and transferred it to homesteaders.4 The Homestead Act and emancipation were together the most radical redistributionist policy in American history. A quarter of all U.S. adults alive in 2000 were descendants of Homestead recipients.5 The Homestead Act was the New Deal of that era, a bounty and economic independence awarded to citizens (with the definition of citizen hewing to white supremacy).

By the 1880s, that bounty was under assault from plutocrats. Railroads, banks, and trusts controlled farm implements and the sale of crops and livestock, and had begun rolling up the land once again and turning Americans into tenant farmers on large estates. In response to this attack on their political independence, farmers organized into Greenbacker and populist antimonopoly movements. They blocked discrimination by railroads for carrying crops and farming commodities. They worked with merchants on antimonopoly laws and supported the third-party movement of the People’s Party to restructure credit arrangements.

By 1912, this populist thinking—designed to protect the Civil War–era deal of broad land ownership for citizens—was embedded in the Democratic Party. Louis Brandeis lauded “the courage, the energy and the resourcefulness of small men” in farming, retail, and technology.6 The protection of the family farm as a modern Democratic agenda item was in parallel to industrial democracy and the independent businessman and shopkeeper.

Wilson shared this vision of a political economy of small land holders. In the 1910s, the Wilson administration investigated the concentrated meatpacking industry, the small group of men who had used refrigerated railroad cars to consolidate power over hog farmers and cattlemen through their control of large slaughterhouses. This led, in 1921, to the passage of the Packers and Stockyards Act, which gradually eroded the power of the packers.

It also included the democratization of credit. Money, along with land, labor, and seeds or fertilizer, is the key input into farming. Credit to farmers had been controlled by eastern bankers. Wilson sought to loosen this with federal aid in the form of federal land banks and cheaper mortgages. There was the Federal Reserve, designed to smooth out fluctuations in the money supply due to seasonal needs of farmers.

But during World War I, farmers had put large amounts of land into production to feed the armies during the war, and had borrowed to do so. In the 1920s, commodities prices collapsed. Price drops led to farmers producing even more, to make up for the shortfall in revenue, which led to even lower prices. It was similar to the ruinous competition among railroads as rival roads cut prices against each other, except railroads could collaborate to raise prices since there were so few of them, while millions of farmers couldn’t coordinate and began going into bankruptcy en masse.

At the depths of the depression, with crop prices having fallen far below what it took to buy the inputs and pay back the loans needed to grow crops, the prospect of consolidating land into giant corporate farms reemerged. Farmers sought to protect their independence by asking the government to regulate the overproduction of crops. “We do not want a mass-production, corporate agriculture,” said Patman in arguing for regulating credit to farmers to preserve family farms.

Two of the first key proposals by the new Congress and Roosevelt targeted this problem. One was a law allowing farmers to refinance farm mortgages at lower rates of interest, helping to reduce payments to banks and cut foreclosures. This kept farmers on the land.

The second was called the Agricultural Adjustment Act, passed as part of the first hundred days of the FDR administration. This addressed the problem of purchasing power for farmers. Prices for farm goods—wheat, cotton, corn, hogs, rice, tobacco, milk—had fallen much further than those for industrial products.7 This made it much harder for farmers to buy things from the rest of the economy, and harder to repay loans borrowed earlier when prices were higher. Using this new law, the secretary of agriculture imposed processing taxes on basic farm commodities and paid that money to farmers who agreed to cut overproduction. This system—known as “domestic allotment” or “supply management”—not only helped preserve family farming, but was also a way to protect topsoil and the farming environment.8

New Deal rhetoric of liberty, like Jefferson’s, retained deep inequities. Land and property ownership in the South was concentrated among whites. Even into the 1940s, just one out of eight blacks owned their own land; most blacks worked as sharecroppers.9 Orienting aid to farmers solely through those who owned land retained the structural racism of the American order, often driving black sharecroppers off their land.10 FDR argued this was “political expediency.”11 Roosevelt’s New Deal was a political coalition incorporating both African Americans and southern racist political machines based on a shared economic agenda of regional equity, but diverging on the rights of black Americans within those regions.12 In the southern farming regions hit by crop price declines, this tension grew particularly difficult to manage. The idealized yeoman farmer as citizen largely, though not entirely, excluded black Americans and women.

Still, by the middle of the century, across the countryside, the American farm continued to be independent and family-owned, while a few national enterprises provided the farmer with advanced machinery and scientifically advanced crops and fertilizers. On America’s main streets, independent, locally owned businesses dominated, while a smattering of chain stores served regional markets. The Jeffersonian ideal was restored; albeit refitted for the industrial era, and rooted in a segregated, though equalizing, culture.

But farming was only part of the new yeomanry. In many respects, the fight to protect the shopkeeper proved one of the most difficult of the period. The chain store had long served Wall Street financiers as one of their most effective tools for capturing control not only over buyers but also over producers. The fight took place in every state and town from coast to coast. But for many observers, the central story was the twenty-five-year conflict between the populists and the most powerful chain store America had faced since the East India Company: the Great Atlantic & Pacific Tea Company, or the A&P.

The battle came to a head soon after the end of the war.

On December 1, 1949, Americans all over the country picked up their local newspaper to find the following announcement from the A&P supermarket chain: “Don’t Let Anybody Fool You! These Things Will Happen if the Anti-Trust Lawyers Have Their Way.” It was a brutal multimillion-dollar public relations campaign, masterminded by a savvy lobbyist working for the A&P.

“Your Food Will Cost More.” “Others Will Be Hurt.” A threat to the “welfare and standard of living” of ordinary Americans. Other ads confronted Americans. “Isn’t America a Wonderful Country!” blared one, with notes from A&P competitors asking the government to back off the suit. “Here in America we have learned to live together in friendship.”13

The target of these advertisements was the Truman administration’s antitrust suit against the A&P. The public relations campaign was meant to scare the government into settling, by ginning up anger among consumers toward the Department of Justice. But it didn’t work. The president during this suit, Harry Truman, had been a farmer and an independent businessman. He understood the dangers of chain stores and monopolies.

Truman spent his career advocating for small business, both as a small businessman who had lost his clothing store in the vicious recession after the First World War, and then as a senator who uprooted corruption in the defense industry during the Second. He was friendly with Brandeis, who served as his mentor; the two bonded over their shared obsession with railroad corruption. In the Senate, he helped author the bill creating the Civil Aeronautics Board, which regulated airlines. The committee Senator Truman led on war profiteering exposed the links between some of the most powerful companies in the world and the Nazi empire. As president, Truman would not be intimidated by a large chain store’s campaign against his administration.

In the middle of the twentieth century, A&P sat atop the corporate kingdom, second in size only to General Motors. The company was, as a reporter put it in 2010, “Walmart before Walmart,” as well known “as McDonald’s or Google is today.” And like McDonald’s and Google, it too paid the maestros of Madison Avenue to depict it as neighborly, benign, and a symbol of American prosperity. John Updike wrote a short story in 1961 titled simply “A&P,” and a popular love song was published by Alexander Mueller and Company that ended with the line, “Sweetheart, can you picture where our home will be? Just around the corner from an A&P.”14

In the 1940s, A&P had over 4,500 stores across the country. There was the A&P radio hour and the company’s multimillion-circulation Woman’s Day magazine. A&P had the best-selling coffee brand in the world, selling four million pounds of beans a week. The chain alone accounted for 15 percent of all coffee imports from South America.

A&P kept prices low by buying in bulk. Where it could not bludgeon suppliers, it produced its own private-label brands. A&P had a massive wholesaling division—the Atlantic Commission Company—to buy fruits and vegetables from farmers. This division did not just service A&P stores, but served A&P’s competitors. It owned dozens of industrial bakeries, six canneries in Alaska, and its Quaker Maid division made catsup, candy, pasta, evaporated milk, jams, preserves, cereal, baked beans, and peanut butter. One high-level executive’s entire job was sourcing sugar.15 A&P’s own branded products sat conspicuously next to those of its suppliers. The company spread the supermarket format, and bought and shipped so much it could even dictate lower shipping prices to the railroads.16

And now it was under attack by the Truman Antitrust Division. This suit was the culmination of a decades-long fight against the behemoth. “I would rather have thieves and gangsters than chain stores in Louisiana,” said populist Louisiana senator Huey Long, an ally of Wright Patman in the 1930s. It wasn’t just populists; “If a man undertakes to go into the grocery business, there is hovering above him the shadow of the Great A&P,” said rabid anticommunist and segregationist Martin Dies of Texas. These politicians were responding to complaints from wholesalers, jobbers, retailers, and workers, but also from shoppers. In 1937, Americans, while many shopped for some of their groceries at a chain, also sought restrictions on chains to protect their community stores.17

At the turn of the century, A&P was still a small operation, with 198 stores doing $5.6 million in sales.18 A&P wasn’t the only chain. Kroger, Safeway, and Woolworth’s would eventually become major players. There were also mail order companies, like Sears and Montgomery Ward, who later moved into retail. But A&P would become the biggest. By 1904, it had added coffee, spices, canned milk, soup, soap, and packaged products to its stores, and had essentially become a grocer. The company hired salesmen to take market shares from peddlers, the traditional traders who sold such supplies door-to-door. Competitors in the grocery business noticed, with “Stealing from the Grocer” blaring from The American Grocer publication, chortling over the arrest of an A&P salesman in Armstrong, Iowa, for violating a town ordinance against peddling.19 Still, A&P, though an ostentatious medium-size chain, was no behemoth.

But in 1911, the Supreme Court engaged in a series of conservative rulings. One was Dr. Miles Medical Co. v. John D. Park & Sons Co. The court found that a maker of branded patent medicines had to let retailers set the price of the product, even if the retailer sold it below cost and it undermined the brand value. Preventing price-cutting among discounters had been a common practice since the rise of mass production and retailing in the nineteenth century. Effectively, the Supreme Court crippled the traditional mechanism with which businesses had protected themselves and consumers.20

Dr. Miles made medicine, and pricing schedules were common in the medical industry. They were common among the makers of many specialty goods. Ingersoll, a company that made watches, could, say, require end retailers, no matter the size, not to sell an Ingersoll watch for less than a dollar. Retailers could sell other watches at other prices, but were prohibited from discounting Ingersoll watches below the minimum price Ingersoll set.

No one was required to sell their products with this kind of arrangement with retailers and distributors, but many did. In the twentieth century, Sunbeam, Champion Spark Plug, General Electric, Samsonite, Corning Glass, Hart Schaffner & Marx, Parker Pen, Eli Lilly, Bissell, and others used resale price maintenance as a means of concentrating on quality, and on building out sound networks of independent distributors and retailers who knew their product lines and could service and support them.21 Independent pharmacists, small liquor sellers, small businesses, and newspapers all supported these laws.

More importantly, fair trade practices helped block the ability of concentrated capital to monopolize and dominate retailing and manufacturing by a) predatory pricing aimed to drive rivals out of business, and b) manipulation of pricing that interfered with the ability of producers to control their own businesses. The court, however, found that letting small producers set a price of his or her own product violated the Sherman Act.

Populists and small businessmen viewed the court’s decision as radical and dangerous. Justice Oliver Wendell Holmes issued a stinging dissent, writing, “I cannot believe that in the long run the public will profit by this course, permitting knaves to cut reasonable prices for mere ulterior purposes of their own.”22 Brandeis, meanwhile, warned that “Americans should be under no illusions as to the value or effect of price-cutting. It has been the most potent weapon of monopoly—a means of killing the small rival to which the great trusts have resorted most frequently.”

After the Dr. Miles decision, chains could specifically pick well-known branded goods to discount at a loss to drive competitors out of business, and then use their purchasing volume to demand lower prices, and thus lower quality, from the maker. The court had removed power from the small producer, and placed power in the hands of the financial middlemen who controlled the chain stores.

The year after the Dr. Miles decision, John Hartford, a co-owner of A&P, built the first low-cost store format. He believed the huge A&P storefront, with its ornate front, delivery wagons, offers of credit to customers, and elaborate system of prizes for frequent shopping were inefficient. His family scoffed. Nevertheless, in the fall of 1912, he presented them with a plan for the “economy” grocery store format.

This store would have no frills, just low prices. It had no telephone for orders, and not even a sign; just a storefront piled high with groceries that operated on a pure cash basis. He piloted one around the corner from one of A&P’s larger operations in Jersey City. Within six months, the high-price store went out of business. A&P rolled out the “economy” grocery store format nationwide, ushering in the modern era of food retailing.23

A&P’s growth exploded, aided by a large infusion of capital from Wall Street. From 1907 to 1914, the company’s revenue jumped from $15 million to $31.3 million. By 1914, there were 100 stores in Boston alone. In 1915, A&P had just under two thousand stores. Just a year later, the company’s revenue hit $76.4 million. In 1920, it surpassed Sears as the biggest retailer in the country, at $235 million in sales.24 But efficiency was not the only source of A&P’s explosive success. Much of the business operation was based on power.

Increasingly, the corporation was able to exploit a “buying monopoly” (or in economic literature “monopsony”). Because A&P controlled so much of America’s food market, it was able to demand that food suppliers give the company better prices, which it could then use to further undercut rivals. It also forced suppliers to pay kickbacks to stock their products. These bribes took the form of “advertising allowances,” or payments by manufacturers for A&P to advertise its products. The chain would then use this special pricing advantage to underprice its retail competitors, and acquire yet more power to extract concessions from suppliers.

The business model of A&P was based on both widely spreading innovative formats, like the economy store and then the supermarket, and using threats, bribery, and extortion to destroy competition and control suppliers.25 In 1915, A&P was first declared a monopoly by a judge, when Cream of Wheat refused to sell to the company and its thousand stores after A&P demanded to be able to sell the cereal at a lower cost than rivals.26 It would encounter legal trouble around misuse of its power for forty more years.

The Hartford family, unlike the Carnegie or Rockefeller or Morgan families, kept a low profile. They did not go to fancy summer holiday spots.27 The company did not issue public stock, to avoid being an objective of the speculative fervor of that decade. A&P is typically not ranked as an all-time powerhouse in big business, and its monopolistic power is understated. Moreover, A&P’s monopoly wasn’t oriented toward charging consumers high prices, as electric utilities were, but the opposite. It charged, as the East India Company had, low prices. It used its power to bully farmers, workers, and suppliers.

But in Mellon’s decade, the company began dominating American food retailing. In the 1910s and 1920s, mass-buying monopolies were growing quickly, using the freedom allowed by permissive pricing laws and anti-union open shop rules to bully farmers, manufacturers, small retailers, and workers. By 1925, A&P had 14,000 stores and $440 million in sales.28 A&P began a manufacturing arm and started a bakery division so it could have its own branded products. The company didn’t just limit aggressive tactics to suppliers and farmers. In the early 1920s, the company began scuffling with organized labor; in 1923, A&P hired private detectives to beat up strikers in Newark, with the police arresting one of the company’s security guards. John Hartford blamed the union.29

Socialists and statist planners saw the growth of chains as a sign of progress. Walter Lippmann, in his influential 1914 book Drift and Mastery, wrote of the “dingy little butcher-shops, little businesses with the family living in the back room, the odor of cooking to greet you as you enter the door, fly-specks on the goods—walk through any city and marvel at the anarchy of retail business. Well, the large department store, organized markets, the chain of stores, the mail order business, are changing the situation radically for the purchaser.”30 And a new consumer movement, born in the 1920s, had less allegiance to small businesses. In 1926, The New Republic called for both the elimination of small bakers and antitrust policy, preferring instead “enforcing complete monopoly with price control… or by public or consumer ownership.”31 Independent merchants, workers, farmers, and manufacturers were less favorable to chain stores.

The growth of chain stores generated a political backlash. States began to pass state laws legalizing fair trade practices. Fair trade laws allowed manufacturers to set the price at which retailers had to sell their products. These protected producers of goods from the chain store’s ability to pick out popular items and discount them to drive competitors out of business. New Jersey led the way in 1916.

In 1928, A&P became the first retail store with $1 billion in sales. North Carolina, South Carolina, and Georgia levied chain store taxes, which were challenged in court. The FTC launched an investigation.

But the depression accelerated the popular movement against chain stores. The collapse in commodities prices in 1930 served to offer even more power to A&P’s buying hulk. By the summer, John Hartford announced the company had cut prices by an average of 6 percent.32 In the 1920s, such an announcement would have incurred eagerness to shop; now it stoked fear among helpless producers. The company’s power over pricing of basic goods served as a potent symbol of the depression, as symbolic in many communities as Rockefeller, Mellon, and Morgan.

In the 1930s, politicians aimed special antimonopoly laws and taxes at A&P, pressured by smaller stores and distributors. During the first part of the depression, the National Industrial Recovery Act incorporated fair pricing rules into the retailing sector. When the Supreme Court struck down the law in 1935, the discounters began price cuts yet again.

Meanwhile, the FTC found that large chain stores threatened manufacturers to secure kickbacks unavailable to smaller stores.33 Small retailers and wholesalers turned to Patman for help, because of his fame in the impeachment fight against Mellon. Congress and Patman responded, with the House authorizing Patman to lead a special select committee to investigate the American Retail Federation, the lobbying arm of the chain store movement. This investigation uncovered the use of “killing prices” designed by chain stores to destroy independent stores when they opened.34 Patman argued A&P was a dictatorship of the grocery business in America.

In 1936, in what was called the “March of the Little Men” in Washington, D.C., 1,500 small businessmen came to the capital, lobbying President Roosevelt to support an anti-predatory-pricing law.35 Congress passed a criminal and civil statute, called the Robinson-Patman Act, nicknamed the “anti-A&P Act.”The law barred the use of discriminatory pricing to gain monopoly power. “The expressed purpose of the Act is to protect the independent merchant,” Patman wrote, “and the manufacturer from whom he buys.”36 The law essentially outlawed the whole kickback system that chain stores and supermarkets had been using to extract special bulk discounts in the form of advertising allowances from producers.

Small merchants and politicians designed this pricing law not to protect the slothful or inefficient, but simply to ensure that the playing field was level. An individual shopkeeper still had to do a good job of stocking the shelves, of keeping the store clean, and of providing courteous service, lest some better-run independent down the street drive him out of business. Chain stores used price cuts, the lure of discounts to create powerful buying monopolies, a Wall Street–powered winner-take-all monopolization. Legislators sought to distinguish between the accomplishments of A&P in terms of building a better food distribution system, and the brute use of coercion to run rivals out of business. Better distribution would force independent retailers to improve their service (which they did through, among other means, forming cooperatives to gain bulk-purchasing efficiencies), but policymakers sought to discourage the use of market power to destroy competition.

The year after Robinson-Patman passed, the FTC brought a suit against A&P for violations of the law. The chain store founders understood the threat. A&P refused to comply, and attempted unsuccessfully to have the law thrown out as unconstitutional.

As it turned out, despite the claims of A&P and chain store proponents, the investigation revealed that it was mostly the corporation’s raw market power, and not better stores or smarter practices, that gave the chain its advantage. Between 1935 and 1937, manufacturers complied with the law, and stopped paying advertising kickbacks to A&P. This decision cost $4.5 million, a quarter of the firm’s annual profit.37 From the time the Robinson-Patman Act was introduced in Congress in 1935 until the end of 1937, grocery chain stocks collapsed by 58 percent, even as the broader stock market went up by about 8 percent. Before Robinson-Patman, A&P always had profit margins of at least 2 percent of sales. Afterward, it would never have profits of more than 2 percent of sales.38

It didn’t stop at Robinson-Patman. Another set of laws legalized fair trade laws allowing producers to set prices for their own products. In 1937, Congress passed the Miller-Tydings Act, which partially reversed the Dr. Miles decision by letting states legalize fair trade contracts within their own borders. Most states eventually passed fair trade laws.

These laws were politically potent, particularly in the South, which had far less wealth than the rest of the country, and whose residents perceived chain stores as controlled by non-local interests. In 1934, populist Democrat James Allred had won the Texas governorship on a platform of chain store taxes.39 Between 1933 and 1935, fifteen states imposed chain store taxes. In just one year, in 1937, Georgia, Montana, South Dakota, and Tennessee adopted them. That was the year Texas congressman and eventual House Speaker Sam Rayburn convinced Roosevelt to support Miller-Tydings, the federal act legalizing state fair trade laws.

During the depression, the new policy architecture helped rebuild small grocers, who could now compete based on quality and service. Over the course of the 1930s, smaller retailers began gaining back market share, with grocery stores taking 44.1 percent of sales in 1933 and 36.7 percent in 1939.40 The number of family-owned retail stores increased from 1.4 million to 1.6 million from 1929 to 1939, and independent grocers kept roughly two thirds of the market throughout the decade.41 A&P still competed, but based on its effectiveness as a grocer. Chain stores and independent retailers were in a stable coexistence.

By 1951, forty-five of forty-eight states had fair trade laws. Thousands of dealers and retailers found protection in the fair trade laws, “involving billions of dollars of goods covering a wide variety of products, such as liquor, drugs, proprietaries, food, cosmetics, and consumer durables.”42 In 1951, once again the Supreme Court attacked fair trade practices. It ruled that producers, who had been able to control minimum prices for their products, could only do so against sellers who contractually agreed. A retailer who didn’t sign a contract with the producer could break fair trade prices. Once again, Congress overrode the court with a law called the McGuire Act.43

Still, Robinson-Patman and fair trade laws hadn’t satisfied the opponents of chain stores. In 1940, Patman overreached, asserting on NBC radio, “We, the American people, want no part of monopolistic dictatorship in either our American government or in our American business.… Think of Hitler. Think of Stalin. Think of Mussolini. Let’s keep Hitler’s methods of government and business in Europe.”44

States continued to pass chain store taxes, and Patman introduced a chain store tax bill in Congress, H.R. 1, with rates so high that it was nicknamed the “death sentence bill.”45 If the bill had been in effect in 1938, A&P would have had to pay $472 million in taxes on profits of $9 million. For A&P, the chain tax bill was an existential crisis. It had to be stopped.46

In 1936, the company, along with a host of other chain stores, funded a trade association to attack chain store taxes. Chain stores set up educational tours for housewives and had store managers join local civic groups to show they were involved in their communities. The next year, the company hired Carl Byoir, a wealthy public relations expert and lobbyist who had relationships with political leaders in both parties, including Hoover and Roosevelt. Byoir was ruthless, having worked in the early 1930s for the German tourist ministry to promote visits to Nazi Germany, but also hosting successful fundraisers for Roosevelt’s Warm Springs charity.47

Byoir contacted hundreds of consumer, farm, and labor groups; editors of farm magazines and small-town newspapers; economics professors; and union leaders. Liberally sprinkling A&P money, Byoir welded together a potent political coalition. In the spring of 1938, A&P began aggressively funding consumer groups. Byoir persuaded the American Farm Bureau Federation and the National Grange to support A&P’s case, noting that the chain had helped them sell surplus produce.

Byoir used fake front groups secretly financed with A&P money, such as the National Drainage, Levee, and Irrigation Association, and Business Property Owners Inc., to lobby against the bill. He created the National Consumers Tax Commission, and financed a staff of seventy-two to create discussion groups on women’s issues, framed as supporting “average American housewives” who wanted to be involved in civic affairs. The Emergency Tax Council of New Jersey was another false front group. Ultimately Byoir used $1.6 million of fees and expenses paid by A&P to fight chain store laws, often by setting up groups that pretended to have mass membership, but were controlled by the company.48

A&P also used political kickbacks to promote its ends. Federal investigators argued that A&P rewarded a milk producer with orders for milk in return for help fighting a specific bill.49 Chain stores dangled jobs in front of James Farley, a key Roosevelt advisor, and John Hartford lent $200,000 to Elliott Roosevelt, the president’s son, for a radio venture.50

By 1938, the corporation was so desperate that it cut a deal with organized labor, after years of viciously opposing the unionization of its stores and warehouses. Just four years earlier, A&P and organized labor were mortal enemies. In 1934, labor struck at A&P shops in Cleveland. The chain was unpopular there because it had, unlike local stores, refused to accept local scrip during the depths of the depression. In October, Teamsters stopped hauling goods for the chain, and labor began picketing.

Instead of negotiating with the union, John Hartford decided to greet the unrest with full-page ads announcing it was, sadly, closing its business after fifty years in the city. A&P closed all 293 of its Cleveland stores and laid off 2,200 workers. Hartford, angry at the mayor of the city and the unions, said that this would “make a lot of these people do some real thinking.”51 Only after an all-night negotiating session called by Roosevelt himself did Hartford agree to reopen the stores, but A&P did not recognize the unions who called the strike. A&P had, as the Amalgamated Meat Cutters put it, a “bitter anti-union policy.”52

But in 1938, Hartford needed labor allies to fight the chain store tax. “I’m a union man myself at heart,” John Hartford said in a convenient turnaround. “Whatever labor got, it had to get with a gun.”53 After Byoir’s political deal with labor, A&P and five unions signed contracts covering employees in Washington and Chicago, spreading from there. “The past few weeks has witnessed one of the largest increases in membership in the Association that has been experienced for some time,” the Retail Clerks International Advocate proclaimed.54 The company had all its printing done in union shops, and placed chain-friendly articles in labor bulletins (with a secret $80,000 payoff to a labor public relations specialist).

The quid pro quo? That the American Federation of Labor defend the now unionized chain. And indeed, representatives from the Amalgamated Meat Cutters and the Retail Clerks Association now praised chain stores. One union representative attacked the “unsanitary and uninviting” small stores. Consumer groups like the American Home Economics Association and the American Association of University Women, and farmers groups like the National Council of Farmer Cooperatives, joined sides with A&P, as did left-wing agriculture secretary Henry Wallace.

In 1942, the Department of Justice brought a criminal antitrust suit against A&P in Texas; the judge was hostile to the government, so the DOJ refiled it in Illinois in 1944. In the trial, which began in 1945, the Department of Justice showed that the company cut prices below cost in areas with competition to drive out competitors, and made that money up with higher prices in stores in noncompetitive areas. In 1939, the company decided to gain shares in New England and the Atlantic division, marking up prices in its other five divisions. Meanwhile, Byoir’s deceptive publicity campaigns and his direction of the company’s policy led him to be named as a defendant in the antitrust suit. Byoir and the A&P were found guilty.55 In 1949, the company faced another Department of Justice suit in which the antitrust division attempted to break up the retailing company into seven parts and force it to spin off its distribution and manufacturing arms.

In the 1930s, A&P nearly destroyed itself by bullying farmers, workers, and local communities. But by engaging not just in a public relations and legal campaign but forgoing its power to extract bribes and then incorporating a whole set of new stakeholders in its organizational structure, the company blunted the anti-chain-store movement sufficiently to save itself.

Because of this, the company was able to portray the suit as an attack, an attempt to break up this jewel of corporate America, this machine of distribution and commerce. The company used iconic imagery; one ad featured a photo of the Empire State Building with the caption “It’s Far Too Big. It Ought to be Seven Buildings.”56 In Henry Luce’s Time magazine, A&P leader John Hartford extolled bigness, saying, “I don’t know any grocer or anybody else who wants to stay small.” The whole country was growing, “our cities, schools, labor unions, everything.”57 Luce’s other magazine, Fortune, published an article titled “The Great A&P Muddle.” The article asserted there was a “disturbing lack of competence on the part of a government agency to do its job.” Arthur Krock of The New York Times criticized the confusing antimonopoly Robinson-Patman law.58

But A&P had a formidable political coalition to protect its remnants. The nation’s labor leaders deluged the Truman administration, voicing opposition to the antitrust suit. Butchers, meat cutters, clerks, warehousemen, truck drivers, all sent telegrams of support to the company’s headquarters.59 By the end of the decade, two-thirds of voters had heard of the A&P case.60

Still, it was an expensive argument to make. In 1949, the company spent $5 million just on advertisements criticizing the government’s suit, one-seventh its annual profits. Seven hundred-plus newspapers and commentators took the side of the company, perhaps not coincidentally because of A&P’s large advertising budget.61

The suit was in many ways anticlimactic. The company had already been forced to allow other stakeholders to share power, from organized labor to farmers to manufacturers to smaller competitors who could now bring private suits under Robinson-Patman. Before it was reined in, A&P, like the Mellon empire, was a frightening force. But the structure of bribery that dominated food distribution had been dismantled.

A&P had been tamed, so Americans were no longer afraid. Over the course of the New Deal, A&P’s power had been submerged, in a truce with the workers, food processors, farmers, small retailers, and suppliers it had previously bullied. A&P had become an aging boxer who had lost his punch.

Though the company won the public relations battle, it lost the lawsuit and agreed to end its practice of bullying suppliers and dismantle its large middleman fruit and vegetable wholesale operation. The suit was also a test case; two other chains, Kroger and Safeway, were indicted for similar practices. A&P’s dominance, and the dominance of the old guard in distribution, would pass.

Into the 1960s, with such antitrust suits as United States v. Von’s Grocery, the Antitrust Division still viewed increases of chain store power as a threat to democracy and an independent citizenry. The independent businessperson and small businesses would have a place in the postwar era.




CHAPTER SEVEN The New Deal Constitution


“The realm of science and its application to technology is expanding at a startling pace, and its limits are beyond calculation. The advances of the future can be made to serve the common welfare by affording opportunities for initiative and enterprise. Or they can contribute increasingly to the growth of private monopoly.”

—Leon Keyserling, Council of Economic Advisors Vice Chair under President Harry Truman1
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“Mr. President, my name is Mrs. Mary Lanuti.” It was 1956, and the first Republican president in twenty years, Dwight Eisenhower, was taking questions on CBS from women voters just before the upcoming election. Eisenhower could be confident in his reelection. The American economy was doing well and he was a beloved political leader. But voters were nervous. The scars of the Great Depression ran deep.

Lanuti was from a small mining community. “We are very, very prosperous, and due to your Administration, Mr. President, we feel very secure; we think it’s a very good, sound government,” Mrs. Lanuti said. But she had a concern. “My husband is affiliated with the union; he’s a laborer, and there is talk going around about a depression. That’s what I would like to know, Mr. President: Is there any truth in that?”2

“All of the economic factors,” responded Eisenhower, “point towards a continuation of good times…” But, he went on to assure her, that if there were signs of a recession or depression, he would not act like the last Republican president, Herbert Hoover. “Everything the Government can do, every single force and influence it has to bring to bear, will be brought in timely fashion and not after any such catastrophe occurs.” This Republican president then praised Social Security and unemployment insurance. Even twenty years later, memories of Hoover and Mellon were political poison.

The next question came from a beauty shop owner from Cleveland. “I come in contact with a lot of… women… who have small businesses,” she said. “Some… say that the wealth in this country wants to do away with small business. Can you give me your thoughts on this subject?”

Eisenhower answered by talking about trustbusting. In 1955, “we instituted 54 suits for antitrust action to keep these big businesses from getting in such a dominant position that they can squeeze out the little fellow,” he said. “Now it is true, we want many of the things that big business give us,” like cars and TVs. But, he said, “we do try to keep those people from getting that influence over our economy that can override the little fellow no matter what the size of his business or what type it is.”3

These questions, and Eisenhower’s answers, sound canned, like propaganda. But after more than twenty years of monopoly busting and populist programs, Americans did believe in their government. In 1958, 73 percent of Americans trusted the federal government most or some of the time, most thought government was run for the benefit of all instead of a few big interests, and less than a quarter of the public thought government officials were crooked. In 1952, 63 percent of Americans thought that public officials cared what they thought and 68 percent believed they had a say in government.4

The war generated massive broad-based income growth, but the postwar years were even better. From 1940 to 1970, economic growth was strong. Income growth increased faster for the bottom fifth of the country than the wealthy, and for blacks much faster than whites.5 In 1945, more than 40 percent of the country still lived below the poverty line. By 1970, this numbered a little over 10 percent. A third of American workers were unionized, getting access to homeownership, paid vacations, health care insurance, pensions, and holidays. Blue-collar workers had discretionary income they could spend, and by 1970, there were as many private cars as families in America. It was an age of prosperity.6

Eisenhower was telling the truth about his administration, and his Antitrust Division. In 1959, the Eisenhower administration brought more suits than had been brought since the days of the New Deal, suing auto giants and TV producers, and many of the other giants of American business, including RCA and AT&T.7

The American political system had changed. The question put forward in the 1880s, when the great centralizing force of the railroads and the financiers first emerged, was what to do about the robber barons. It was asked again in 1912, when Wilson sought to organize industrial democracy, but failed.

Finally, after the second great war of the century, democracy had taken hold in the commercial sphere. Business leaders, workers, politicians, citizens, judges, and lawyers had created a much more equal society and business world, with far less monopoly power, and free from private financiers and from what Franklin Delano Roosevelt had called an informal group amounting to an economic government of the United States.8 By the 1950s antimonopoly policy was integrated into the governing fabric of society.

No longer would American society produce super-wealthy men and women. There were still a few families, such as the Mellons, the Rockefellers, and the DuPonts, but that would be it. As Walter Lippmann put it about John D. Rockefeller, “Before he started his enterprises, it was not possible to make so much money; before he died, it had become the settled policy of this country that no man would be permitted to make so much money. He lived long enough to see the methods by which such a fortune can be accumulated, outlawed by public opinion, forbidden by statute, and prevented by the tax laws.”9 Paul Mellon could ride his horses, and the Rockefeller children could be diplomats and bankers, but there would not be another Andrew Mellon, J. P. Morgan, or John D. Rockefeller.

And the culture of business was different. Keynes had told Roosevelt that business leaders were not tigers or wolves, but “domestic animals” badly brought up. By the 1950s, they had been trained. The Great Depression and a world war had reorganized every facet of American society. Whereas the old order had protected monopolistic enterprises controlled by Wall Street, the new one emphasized good jobs, high-technology production, and political liberty. It was as close as America, and the West, would come to Brandeis’s vision of industrial democracy.

THE NEW DEAL IN BANKING

The two pieces of the Morgan-Mellon government system had been Wall Street, which exerted power over corporate America, and individual corporate monopolies, which ruled specific markets. By the postwar era, New Dealers had cleaned up the broken balance sheets of the American banking system, while also obliterating the centralized power of Wall Street finance. In the 1930s, Roosevelt and Congress put in place a set of controls on the banking system, and these controls held throughout the war.

New Dealers would not allow a repeat of the experience of the First World War, when bankers used the need for centralized mobilization to take control over the economy, and then used the chaos of demobilization to gain political power. During this second great war, New Dealers ensured the banking business was simple and boring. Banks took in deposits, and then turned around and lent those deposits to the government by buying bonds. New Dealers strengthened the separation between banking and industry, which had been a feature of the American system since the Civil War, with a powerful regulatory and legal apparatus.

Savings bond drives diverted income away from purchases of consumer goods, and toward goods needed by the military, while new rules by the Fed killed consumer borrowing. There were mandatory and voluntary credit controls that limited both mortgage lending and certain types of business loans. Government told bankers who they could lend to and what they could pay for deposits. Loans to defense contractors had priority. Sometimes the government stepped in directly to finance entire industries, as it did when it funded the new aluminum plants of Kaiser and Reynolds that helped break the Mellon aluminum monopoly.

With budget deficits of roughly 30 percent of GDP, there were plenty of bonds to sell.10 By 1946, 57 percent of all financial assets were government securities.11 If there were banks that had fragile balance sheets in 1941, those balance sheets had been cleaned up by 1946.

Even after the war, the government for a period retained control over minor credit choices to prevent a repeat of the chaos that happened after World War I. In 1946, for instance, the Fed imposed restrictions on borrowing to buy fridges, dishwashers, stoves, and washing machines, while reducing regulations on borrowing for automobile batteries and tires. Americans could borrow to repair their cars so they could get to work, but not for home improvements.12 The Fed had a detailed understanding of how to make sure that credit flowed according to both social priorities laid out by Congress and to avoid production bottlenecks that caused inflation.

This period of central management in the wartime and postwar period was brief. By the late 1940s, banking was regulated far more assertively than any time in American history. The war had changed the culture of finance.13 “Banks offer an opportunity to an educated, personable, but uncourageous young man for a pleasant, interesting, dignified life,” wrote a Chicago banker in 1950.14 Depression-scarred Americans wouldn’t allow bankers anywhere near power, preferring their bankers inoffensive, white, male, Protestant, and dull. A would-be striver went to work for GM or DuPont for a high salary, not National City.15

The idiot son of a local elite was stashed at the local bank. As one businessman put it, when encountering a Yale grad at a bank, one needed to speak “very slowly.” Banking was, as a later CEO of Citibank, put it, “kind of a nice club.”16 One old banker, asked of the most important innovation in finance, responded “air-conditioning.”

Audits were routine, and if a bank officer cashed a bad check, the loss was often taken out of his salary.17 The conservatism of the bankers was evident in whom they hired. Jews and Catholics couldn’t hope to get a job, while blacks worked only as porters. College-educated women could get secretarial work. Divorce was grounds for termination. An image of almost reactionary probity was important to senior bankers who a generation earlier had seen their institutions wrecked by sales, promotion, greed, and fraud.

Talk of efficiency or creativity was discouraged. Any sign of intelligence in the banking business meant that the men displaying the unfortunate trait might be tempted to larceny. Even into the 1960s, National City officials were still finding bad debts that Charles Mitchell had hidden in various overseas branches decades earlier. And even if there were such men seeking to enter the money game, no one was hiring. From 1929 to 1950, the New York Stock Exchange hired a total of eight floor traders. There was an entire “missing generation” in banking and Wall Street, multiple decades where few entered the profession. The power to create money, the power to dominate commerce and eventually politics, was submerged in the simple, carefully governed routines of third-rate dunces, old men, and the children of the well-to-do.18

“The Money Trust has disappeared, and Wall Street is a symbol only to students and those with long memories,” wrote Harvard antitrust economist Carl Kaysen in 1954. Corporations no longer needed Wall Street, because every large business, Kaysen wrote, “is its own banker.”19 Big companies could use their own profits to invest in more factories or output. Wall Street had in many ways been reduced to a utility, with financiers as supplicants to businesses, attempting to get their deposits and borrowing business. The flow of power between businesses and banks had been reversed; bankers sometimes sat on the boards of industrial firms, but more often industrialists were on the boards of banks.20

The machinery to assemble and concentrate industrial power had fallen into disrepair. Organizing mergers was difficult. There were of course restrictive antitrust rules, and not only those from the turn of the century. The Celler-Kefauver Act of 1950 barred anticompetitive mergers, and the Supreme Court interpreted it strictly. Between 1948 and 1952, industrial corporations devoted almost all their investment dollars to building new factories and buying new equipment, spending less than 3 percent of the total on acquiring other corporations.21

Beyond explicit legal barriers, the financial industry powering mergers in corporate America had been shattered. Prior to the 1930s, mergers had been handled within large financial institutions combining investment banks with lending facilities. Commercial banking and investment banking had been separated in the 1930s. And banks were more decentralized, so pulling together large sums of money was harder. Just finding the relevant bankers who could put together a syndicated loan was no longer as easy as lunching at a private club in New York, Pittsburgh, or Chicago.

The legal chops for acquisitions had disappeared. Acquirers needed lawyers to prepare the papers and the legal strategies to get around potential legal or regulatory problems. Barriers were different in every industry; a railroad company couldn’t, say, buy an airline, and the Supreme Court was casting suspicious glances throughout American commerce. But lawyers who had gotten their training within a New Deal legal and court system dominated antitrust and regulatory law, so the legal establishment was less inclined to offer creative pro-merger strategies.

The stock market was also less centralized. The set of 1930s reforms that centered on the creation of the Securities and Exchange Commission had aimed mainly to promote and protect the interests of the small investor. And by the 1950s they had worked remarkably well, and corporate stocks were now in the hands of a large number of small investors who rarely sold. Getting the permission of the stockholders took more work. It was hard to buy the stock in small lots without driving up the price in an era without significant institutional block trading of shares.

Within the corporate world, industries were fragmented, so a merger attempt could call down a more unified opposition of ordinarily antagonistic suppliers or customers. And managers in the era had been focused on organizing production, not organizing acquisitions. It was possible for creative and driven individuals to overcome these problems, and some did, but it wasn’t common.22

As the founding theorist of central banking, Walter Bagehot, once put it, “Money will not manage itself.”23 Someone is always in charge. In the postwar era, public officials structured markets, and private banks operated within those markets. Finance was run out of Washington, D.C., and state capitals. Democratic forces, through Congress and regulatory institutions, didn’t raise rates to slow the economy, they simply told private financial institutions where they could operate, or built public financial channels to do it. They had a complex set of spigots of credit they could turn off and on, and did so.

Banks became essentially public utilities, unconcerned even with profit. Public control of finance in the U.S. by the 1940s was organized consistent with the scale of the collapse in the 1930s. Banks were also tightly restricted from branching or seeking any financing for loans aside from gathering deposits wherever they happened to be located, becoming dependent on the wealth of their local communities.24

Government became a key player in structuring financial markets in ways that distributed power, and supported independent business, family farms, and home owning. The government structured the Federal Reserve, the Federal Deposit Insurance Corporation, Federal Home Loan Bank System, the Federal Housing Administration, and Fannie Mae to insure and regulate bank accounts, oversee the stability of the system, and ensure a steady flow of credit into the housing sector. The Reconstruction Finance Corporation, and then the Small Business Administration, pushed credit into the small business sector, disaster relief, bankrupt railroads, rural electrification, military mobilization, and municipalities.

The centerpiece of the entire system was a powerful regulation, one that blocked both speculation with hot money by banks, and forced decentralization in banking, moving lending decisions from New York and Chicago back to thousands of local bankers across the country. In the Banking Act of 1933, Congress sought to stop the ability of New York banks to centralize power over the flow of credit, which these banks—led by Morgan—used to lend in a reckless orgy of speculation that brought down the entire financial system. The law authorized the Federal Reserve to control flows of deposits within the banking system, which the Fed did with a rule it issued called Regulation Q.25

The law blocked banks from paying interest on checking deposits, and Regulation Q imposed a cap on what banks could pay for savings deposits. Broadly, it stopped banks from competing with each other to acquire bank deposits, or from acquiring “bought money” (also known as “hot money”). Bank deposits are the rocket fuel for lending and credit. They are what Brandeis called “the quick capital” of the country. Since the Civil War, banks in New York City and Chicago—known as “money center banks”—had bought up deposits from all over the nation and lent them to speculative endeavors.

Control of this flow of money had allowed J. P. Morgan and the money trust to dominate corporate America. There were tens of thousands of banks in the 1920s, but unregulated deposits ended up centralizing power over finance into the hands of a few. Credit in farm areas dried up, instead flowing into an already frothy unregulated stock market.

Regulation Q was a response to the way that the stock market crash reverberated through the banking system and then into the economy. The more you could pay for hot money, the more loans you could make. Regulation Q inverted the power dynamic. Now money center banks couldn’t buy deposits from small country and regional banks, so they needed to gather deposits from local areas and from corporate customers. Bankers had to beg from corporations, instead of being able to tell corporations what to do.

Regulation Q was also designed to impose a set of speed bumps to both deter speculation and prevent financial shocks from imperiling activity in the real economy. The Fed regulated deposits, the basic input into credit. This regulation stopped the bidding war for hot money that had destabilized the economy. It also decentralized financial power; now that money center banks couldn’t bid for deposits, local banks simply held on to money and made loans in local areas as the war induced factories and payrolls to spring up in the Southwest, South, and West Coast.26 Regulation Q also made it easy for the government to move economic activity from or toward housing, consumer goods, business lending, speculation, military procurement, or anything else. It became the “balance wheel” of the banking system.27

Millions had placed their incomes into war bonds instead of chasing scarce wartime consumer goods. In 1945, a tremendous amount of financial spending power had accumulated in the hands of workers and returning soldiers. A large national debt was not, as Mellon believed, destructive. It was a safe storehouse for financial wealth. After the war, rather than a feared return to depression, savings accounts around the country helped people to start businesses and buy homes, cars, and every conceivable new consumer product.

THE NEW DEAL IN INDUSTRY

This new financial system also freed the American businessperson from the banker. Corporations could finance their own expansion and build valuable assets like research divisions. They were safe from bankers attempting to buy the company through the stock market and seize the assets. Large businesses would be organized by a range of stakeholders, from their CEOs to workers to smaller suppliers and innovative competitors to the national defense sector.

American industry had three tiers. In network industries, where monopolies were sometimes unavoidable, like electricity, telephone, railroad, and airline service, government regulation prevented concentrations of power. They were sometimes kept relatively small; electric utilities, because of the memory of men like Insull revealed by the Pecora hearings, couldn’t cross state lines to do business. Sometimes the government placed these technologies in the hands of the community through rural cooperatives for electricity.

Airlines, trucks, and railroads—which had network properties but were not fully monopolistic—were regulated to ensure universal service and reasonable rates. The government prevented AT&T from expanding outside of the telephone space. It also forced the company’s internal know-how, including technical knowledge and patents, to be licensed for use by smaller firms.28

For industrial corporations requiring the use of science and technology in scale production, the government aimed to ensure that at least three or four firms competed to make the same basic industrial products. Alcoa could stay big, but it couldn’t remain a monopoly. By 1956, Alcoa made 43 percent of primary virgin aluminum, Kaiser had 27 percent, Reynolds had 26 percent, and Anaconda had 4 percent. Production was eight times larger than 1940. Eventually there were seven aluminum companies in the North American market.29

In areas of the economy that did not require substantial amounts of capital, fair trade rules and farm price supports retained family-owned and decentralized production. This included areas of the economy such as retailing, banking, farming, pharmacies, small-scale manufacturing, printing, and restaurants. The campaign to dismantle A&P had long-lasting effects. Chain stores were constrained; the A&P case cast a long shadow.30 For instance, in 1966 the Supreme Court blocked a merger between two grocery chains that had just 7.5 percent of the Los Angeles market.

Branch banking restrictions and credit unions kept credit in the hands of local communities. The government also lent money to small business directly. Local farms were protected with localized control over livestock and grain markets, and with a complex set of financial structures to protect farmers from wild swings in commodities prices.31 In the automobile industry, local dealers meant communities had some power over distant Detroit-headquartered goliaths. America became, once again, a nation of tradespeople. In this newly decentralized economy, an astonishing 49.7 percent of returning veterans from World War II eventually started businesses.32

Finally, the government took responsibility for pulling the country out of downturns, instead of letting recessions and depressions run their course. Farm supports, as well as government backing of suburban construction and the mortgage market, allowed the Federal Reserve to expand or withdraw credit to housing, becoming the “transmission belt” from the banking sector to the construction industry and underlying commercial activity.33 No longer would a downturn drag on and allow the roll-up of land or industrial assets into the hands of plutocrats.

This new political arrangement was tested early after the war. In 1948, the president told Congress that “a sharp break in grain prices spread concern throughout the economy.”34 A speculative boom had broken, and the market collapsed. But this did not crush the economy.35 The banking system stayed strong, and farm price support programs stopped this collapse from impoverishing farmers or spilling over into the rest of the economy.

The boom and bust cycle had tended to concentrate power in the hands of the powerful. Social Security payments, unemployment insurance, farm subsidies, and a strong Federal Reserve stopped this dynamic. The government even held stocks of metals, to ensure that companies like Alcoa could continue operating at capacity in downturns and that commodities prices would not swing the way they had before the 1930s.36

A NEW POLITICAL CULTURE

When World War II ended, Americans feared that the country would revert back to a depression, or that the chaos in the aftermath of the First World War would happen again. New Dealers were determined to make sure neither occurred. Wright Patman authored and helped pass the Employment Act of 1946, a bill setting up the machinery to make it the government’s role to maximize employment, production, and purchasing power, and “to foster and promote free and competitive enterprise and the general welfare.”

At the core of this vision lay two new responsibilities for the government. First, the government would use competition policy to make sure no financial or corporate entity became too powerful or dominated unchecked in any critical market. Two, it would use its central banking, taxing, and government spending power to make sure that everyone could have a job.

The Truman administration and later the Eisenhower administration saw these goals—full employment and regulated competition—as compatible and mutually reinforcing. Competition could provide a flexible system where prices could rise and fall consistent with changing conditions and changing movements of cost, price, and production.

This bill set up new public administrative machinery. It established a White House Council of Economic Advisors (CEA) to advise the president on the economy as a whole, providing an advisory council that could counter the traditional bank-friendly role that the treasury secretary had played as presidential advisor. It also established a Joint Economic Committee (JEC) in Congress, where members of the House and Senate could have a forum to deliberate broad economic strategy. Congress now had an official place to think about the future of the economy.

The bitter conflicts of the 1930s, between the Mellon system and New Dealers, had also trained a generation of policymakers. The first president of the postwar order, Harry Truman, remembered the robber barons and hated both monopoly power and corruption.

“I was a member of the committee that investigated the utility scandal and recommended the holding company death sentence,” he told the Missouri House and Senate as a senator. “It was my duty to sit day after day and listen to railroad woes and to learn how so-called great bankers, financiers, and rail management had ruined great transportation systems.”37 Every monopoly, he believed, had a “smug, public-be-damned attitude,” which needed to be corrected with government action. During the war, he expressed excitement at breaking the Alcoa control over aluminum through government financing of the development of magnesium as a substitute, noting that “our shortage will be solved and a cutthroat monopoly broken up.”38

Truman associated corruption with financial power. “To me, morality in government means more than a mere absence of wrongdoing,” he told Democrats in 1952. “It means a government that is fair to all. I think it is just as immoral for the Congress to enact special tax favors into law as it is for a tax official to connive in a crooked tax return. It is just as immoral to use the lawmaking power of the Government to enrich the few at the expense of the many, as it is to steal money from the public treasury.” This was a direct strike at Mellon. “All of us know, of course, about the scandals and corruption of the Republican officeholders in the 1920s,” he continued. “But to my mind the Veterans’ Administration scandals, in those days, and the Teapot Dome steal, were no worse—no more immoral—than the tax laws of Andrew Mellon.… Legislation that favored the greed of monopoly and the trickery of Wall Street was a form of corruption that did the country four times as much harm as Teapot Dome ever did.”39

In 1949, Truman wrote Congressman Emanuel Celler, who had convened a special congressional subcommittee to study monopoly power, pledging his full support. “Since the end of the war, other matters, both foreign and domestic, have at times appeared to overshadow the monopoly problem, or at least have been the subject of greater public pre-occupation,” Truman wrote. “But it is my conviction that year in and year out, there is no more serious problem affecting our country and its free institutions than the distortions and abuses of our economic system which result when unenlightened free enterprise turns to monopoly.”40 This wasn’t just rhetoric; FTC and DOJ staff members routinely attended planning meetings for Celler’s subcommittee.41

Wright Patman and Emanuel Celler in the House, and Estes Kefauver in the Senate, reinforced the ethics of this new Constitutional system with a constant barrage of oversight hearings, reports, and speeches. Through the Small Business Committee, Patman investigated concentration in banking and interlocking directorates. Celler debated the CEO of DuPont over his groundbreaking anti-merger law, passed in 1950, the Celler-Kefauver Act, which Eisenhower used to stop the Bethlehem Steel merger with Youngstown Steel (with positive economic effects).42

Antitrust enforcers and public officials thought of themselves as instruments of democratic power. Many had been influenced by Thurman Arnold, and fought in World War II. They learned a will to power, a respect for commercial systems, and skepticism toward bankers and would-be robber barons. They were backed up by members of Congress like Patman, who argued that “the way to defeat crooks is not to join them but to fight them relentlessly, to fight them without mercy or quarter.”43

Truman’s antitrust chief, Graham Morison, launched key suits against IBM and AT&T, both of which were essential to the formation of the electronics and computer industries. When he brought the AT&T suit, he had to fight against the Defense Department, which sought to have the government drop the case over national security concerns.44 Morison then launched an investigation of the politically powerful Radio Corporation of America (RCA). Into the next administration there was sufficient integrity in the division that important suits moved forward without him. And Senator Estes Kefauver watched the entire process, with the implicit threat of oversight.45

Eisenhower, like Truman, had small-town roots; his father had owned a general store in Kansas. After World War II, Eisenhower made sure that the occupying authorities in Germany took apart the German goliath I. G. Farben.46 Despite being friendly with many of the most powerful leaders in big business, Eisenhower would pursue a strong antimonopoly political framework when president.

The Eisenhower administration had an antitrust attorney named Robert Bicks, a rock-ribbed conservative who sought to assertively enforce the law. Bicks believed, as Eisenhower did, that if businessmen had done something wrong, they should be prosecuted. Bicks sued General Motors even though three of its executives served in Eisenhower’s cabinet. He filed suits against General Electric, Westinghouse, RCA, Allied Chemical, U.S. Steel, and DuPont, even as the DuPont family gave $248,423 to Eisenhower in 1956. He went after Kennecott Copper, Bethlehem Steel, Firestone Rubber, Alcoa, and National Steel. Harvey Firestone was a good friend of Eisenhower’s, former Eisenhower secretary of the treasury George Humphrey was the chairman of National Steel, and the Mellon family had given the GOP $106,000 in 1952.

When Eisenhower nominated Bicks to take over the Antitrust Division, it became clear how much opposition Bicks had generated. The opposition came from arch-segregationist Democratic senator “Big Jim” Eastland, who chaired the Judiciary Committee. Bicks had tried to prevent a beer merger between Pabst Blue Ribbon and Blatz. Eastland wanted it to go through, and tried to prevent the Senate from confirming Bicks as revenge.47

New Deal antitrust culture, built by Jackson and Arnold, and nurtured by Truman and Eisenhower, was so entrenched that in the late 1960s, Attorney General Ramsey Clark complained to Lyndon Johnson that he and his Antitrust Division head, Donald Turner, couldn’t control his Antitrust Division, that they were a bunch of “wild horses.”48 Senators, high-level officials, and businessmen lobbied Morison, but the system was solid enough to withstand political meddling.

The private antitrust bar expanded dramatically. Private antitrust suits exploded. Individual lawyers could bring suits on behalf of competitors and suppliers and not rely on the government. In the first half-century of the Sherman Act, there were just 175 private antitrust suits, and plaintiffs rarely won. Over two thousand suits were filed in the 1950s.49

There was more competition, and increasing competition, in the economy at large. In 1940, there were 3,906 American corporations per million individuals. That number jumped to 4,367 in 1950, to 6,211 in 1960, and 7,936 by 1968.50

The most influential organization for business in Washington was no longer the hard-line U.S. Chamber of Commerce, but the Committee for Economic Development, a moderate group that sought to accommodate business to the New Deal and had supported the Employment Act of 1946. In 1946, the head of the U.S. Chamber of Commerce even said, “Labor unions are woven into our economic pattern of American life, and collective bargaining is a part of the democratic process. I say recognize this fact not only with our lips but with our hearts.”51

The corporate CEO was still a powerful and influential actor both within the corporation and in the wider society. But his boss was no longer the investment banker. He had to look out for a mix of stakeholders: organized labor, antitrust enforcers, national security officials, regulators, shareholders, congressional leaders, suppliers, and customers. There was competition, but attempts to merge or collude with competitors could be met with a swift antitrust suit.

A WORKER DEMOCRACY

In the 1930s and 1940s, America became a much more equal society, and into the 1960s, wage gains spread evenly across income brackets. Workers also participated in this new industrial structure. “The all-powerful tyrannic employer is all but gone,” wrote David Lilienthal, a New Dealer celebrating the postwar economy of the 1950s. The Frick system, with workers enduring long hours, unsafe conditions, and no unions, was of concern to “only historians.” Gone, he continued, were the “abuses of company stores, child labor, and ‘yellow dog contracts.’ ” Though he was overstating the point, and ignoring the plight of millions of blacks in a segregated society, as well as poor Appalachian whites, Lilienthal wasn’t wrong that most Americans had seen tremendous gains.52

By the 1950s, Americans were able to reminisce about the bad old days. Coal miners told stories of what it was like before the New Deal. They talked of dragging out dead co-workers, of poor safety and ventilation. But another detail stuck out, of not being paid in dollars but in company scrip. One miner said, “We saved $20 in the office. They laid us off two weeks till we traded that $20 in the store. We had to trade it out in the store, or we didn’t get to work no more. It was a company store. What we made, we had to go next evening and trade it off. If we didn’t, they’d lay us off. They didn’t let you draw no money at all. It was scrip.”

That was in 1932. By the 1950s, “it was a lot different. They had the union there and we worked just seven hours and fifteen minutes. We didn’t work as hard as when the Depression was on.… We made some good money, me and my dad, both.” And when there were strikes, the police were on the side of the miners, confiscating the guns that the company had bought for its private police force.53

And on the farms? “I wanted to be at my parents’ house when electricity came. It was in 1940. We’d all go around flipping the switch, to make sure it hadn’t come on yet. We didn’t want to miss it. When they finally came on, the lights just barely glowed. I remember my mother smiling. When they came on full, tears started to run down her cheeks. After a while, she said: ‘Oh, if we only had it when you children were growing up.’ We had lots of illness. Anyone who’s never been in a family without electricity—with illness—can’t imagine the difference.”54

The shifts in the American order were unimaginably big for those who lived through them. Malaria and polio were vanquished, and antibiotics revolutionized treatment of infection. The South industrialized and broke free of its reliance on northern capital. A Supreme Court stacked with New Deal appointees from Roosevelt (including Robert Jackson) began to strike down the heart of Jim Crow. Clifford Durr, after various roles in government, wound up as the lawyer for Rosa Parks.

In his second inaugural address, Roosevelt had noted, “I see one-third of a nation ill-housed, ill-clad, ill-nourished. But it is not in despair that I paint you that picture. I paint it for you in hope—because the nation, seeing and understanding the injustice in it, proposes to paint it out.”55 And paint it out this new political order did. In 1940, 35 percent of Americans did not have flush toilets, including over 80 percent of residents in Mississippi and more than 70 percent of people in North Dakota. By 1970, nearly all Americans did.Less than half of households had washing machines or refrigerators in 1940. By 1970, more than 90 percent did.56

Harry Truman tried, and failed, to achieve universal health care. But health care coverage expanded through an employer-sponsored model. From 1950 to 1965, the percentage of Americans with surgical coverage jumped from 36 percent to 72 percent. Historian Alan Derickson said around this time, “Health insecurity became the exception rather than the rule.”57

As millions of soldiers came home from World War II, policymakers prepared the largest set of benefits for Americans since the Homestead Act in the form of the GI Bill. This was a direct result of Wright Patman’s work in the 1930s, the Bonus Army, and the memory of what one congressman called the “stark tragedy of Anacostia Flats” and the bayonets and tear gas. “The long hard fight of the veterans of World War I for decent treatment,” said Congressman Chet Holifield, “has formed the foundation of this piece of veterans’ legislation.” These included low interest loans for farms, homes, and businesses, access to college and vocational training, and unemployment insurance. Veterans used these eagerly, with 49 percent taking advantage of the educational opportunities. By 1947 half of college students were veterans. Millions got loans and education, and these benefits helped spur the suburbanization of the country through home mortgages.58

Along with this material prosperity came increasing political liberalization. The New Deal framework allowed social movements to chip away at the inequities of race, gender, and sexual orientation. This started as early as 1932, when improved economic circumstances were far more compelling than what Hoover had to offer. African American voters began to move into the Democratic Party in 1932, flooding into the party by 1936.59 While the early New Deal model loosened white supremacist control of American culture, this was not the explicit goal. Political leaders from the 1930s to the 1960s oversaw a massive improvement in race relations and economic rights over the KKK-infused 1920s, what one historian called a “second Reconstruction.”60

New Deal government programs of the 1930s usually did not remediate racial inequality, nor did they end the fascist structure of the Jim Crow South. But for decades after 1940, wage gains for blacks were far higher than wage gains for whites. And the New Deal fight against monopoly did protect black-owned businesses throughout the country that were organizing platforms for racial equality.61

The New Deal not only elevated the economic rights of all Americans but created a platform by which people without access to political and social rights could petition for them. The civil rights movement used as key organizing platforms independent black-owned funeral parlors and grocers across the South. In the 1970s, gay rights leader Harvey Milk used his camera store as a political organizing base, a store protected as it was by the Robinson-Patman Act and fair trade laws. The civil rights, gay rights, and women’s rights movements were built on top of the New Deal.

THE ADVANCES OF THE FUTURE

In the 1950s, there was another wave of innovation born of wartime technologies. The railroad era had given birth to the first generation of robber barons, and every significant technological wave had opened up an opportunity for financiers to capture control of markets. The television and the computer could have as easily been captured as well.

But in the 1930s, Roosevelt, the New Deal Congress, and enforcers embarked on an aggressive set of attempts to decentralize the American communications apparatus. The Federal Communications Commission (FCC), set up in 1934 to oversee the telephone trust AT&T, as well as radio, wire, and eventually television, was a key actor in these fights. In the 1940s, the FCC and the Department of Justice’s Antitrust Division split up RCA, which owned two national broadcasters, the National Broadcasting Company (NBC) and the Blue Network. The Blue Network was spun off, and renamed the American Broadcasting Company (ABC). The FCC and DOJ also blocked these national broadcasters from controlling local radio affiliates.62

The Antitrust Division also broke up the Hollywood boss system, whereby five large studios and three small ones controlled distribution of movies through ownership or coercive deals with theaters. Taking apart this system allowed independent filmmakers and artists to create and sell their work, and broke the ability of movie moguls to control the careers of actors. New Dealers sought to ensure that communications technology, whether in film, TV, radio, or over the phone, would not be controlled by a monopolistic or coercive business model.

Then in 1952, Graham Morison, the head of the Truman Antitrust Division, set out to democratize access to the technologies themselves, in ways that would allow the people themselves to determine the technological future of the nation. He did so through a suit against IBM. The company was the most important name in technology. It produced, serviced, and rented the tabular punch card business machines that powered the analytical capabilities of most large organizations, including much of the military apparatus. This rudimentary data processing had become indispensable to logistics. During the war, at Bletchley Park, where Alan Turing would help break the German codes, two million punch cards were used per week.

In World War II, a series of scientists and engineers worked out the basic architecture and model for a fully electronic computer, which threatened to make IBM’s business obsolete. One of the first functional digital computers was known as the Electronic Numerical Integrator and Computer, or ENIAC, and was being constructed during the war. The men who invented it, J. Presper Eckert and John W. Mauchly, signed a contract with the U.S. Census Bureau in 1946 to replace the bureau’s millions of tabular punch cards with their new device. Savvy strategists understood IBM’s punch card business would eventually be replaced by the electronic computer.

Thomas Watson Sr. was not ignorant of these technological advances. He just didn’t think that electronic computers were a good business. Watson believed IBM’s business lay with its legacy punch card tabulators; electronic computers were unreliable and would not be profitable.

His son, however, saw the future. In 1952, Thomas Watson Jr. was ready to take over the company. He realized that electronic computers would require a strategic transformation in the business. But Thomas Watson Sr. dominated the company, his big personality infusing it, making dissenting viewpoints, even from his son, difficult.

Morison, however, had no problems telling Watson Sr. to invest in the future rather than hold on to the past with monopolistic tactics. Morison was filing a lawsuit against IBM for attempting to control the tabular punch card industry. The company had been sued already for doing this, in 1936. “You have suppressed competition,” said Morison, proceeding to list the various anticompetitive tactics IBM used to retain control over the punch card business. Morison even said he was being lenient. “IBM really deserves a criminal suit, but I’ve only filed a civil suit against your company.”63

But he also said something with which the younger Watson agreed. “I believe, Mr. Watson, that in time, if you would go in right now and accept the decree, don’t litigate, this will save your company. The technology of electronics, which is fast emerging, from all I can gather from the Bureau of Standards, and it is going to pass you by and you will be an antiquated company in the major business of your company.”

Watson Sr. did not want to accept this reality, and in another era he would not have had to do so. He was a remarkable and remarkably cynical political operator. He had, for instance, found a way to sell punch card machines to both Nazi Germany and the United States during the war. He had put his political influence to work on Morison. Watson had had friends of Morison call and plead IBM’s case, lobbying, as Morison recalled, with lines like, “Don’t bring this suit against IBM. Mr. Watson is an aged man, it will kill him.” Pat McCarran, a Nevada senator, threatened to have Morison’s “hide” if he didn’t drop the suit. But Morison pressed on. Watson had been a “robber baron,” in Morison’s words, “violating the antitrust laws and getting away with it for years.”64

Morison wasn’t just a courageous public servant. He was also pursuing administration policy. Truman’s chief economic advisor, Leon Keyserling, encouraged Truman to consider the relationship of monopoly and technology. “The realm of science and its application to technology is expanding at a startling pace,” he wrote. “And its limits are beyond calculation. The advances of the future can be made to serve the common welfare by affording opportunities for initiative and enterprise. Or they can contribute increasingly to the growth of private monopoly.”65 Morison would ensure that the electronic century would serve the common welfare.

IBM fought the suit for years, but it also moved into the electronic computer industry. This growth was spurred by the suit, but also by the market in analytical machines. IBM, under the leadership of Thomas Watson’s son, made the IBM 650, the “Model T” of computers, in the middle of the twentieth century, and led the computer business. The company ramped up hiring engineers, and helped invent some of the early computer programming languages.

Years later, after IBM led the industry, Thomas Watson Jr. saw Morison at a Roper Conference. His father had died, and he was now head of IBM. “I’ve never forgotten what you told my father,” he said. “I know you did it gently, and he, of course, was emotionally upset, but you are absolutely right. And as his son, I couldn’t say it, but we were going to be passed by and just the pressure of this decree, because he dominated the company, was the only thing that saved us.”66

Antitrust was a key fulcrum of policy. But there were others. Through government contracts, the Truman administration pushed IBM toward creating a computer business, while also forcing openness in the entire electronics industry. IBM built the SAGE Air Defense system in conjunction with the Massachusetts Institute of Technology, and did work for Los Alamos Laboratories of the Atomic Energy Commission and the National Security Agency.

This Eisenhower administration continued this policy. The Antitrust Division pushed to have knowledge developed inside the big corporation shared broadly, by forcing IBM to license its patents. AT&T and RCA encountered similar suits as part of government policy “to open up the electronics field.” AT&T’s Bell Labs invented the transistor. Because of the antitrust suit, however, the company had to allow anyone to use its knowledge, and a whole set of companies emerged to build electronic transistors. These three suits opened up the data processing, consumer electronics, and telecommunications fields to both American and foreign competitors, and shaped the evolution of the computer.

Herbert Brownell, the attorney general in the Eisenhower administration, continued Morison’s crusade. He called 1955 “the antitrust year.”67 And upon announcing the final settlement with IBM in 1956, he announced the underlying policy goal. “The recent developments of the revolutionary electronic machines” meant that antitrust action to open up the electronics business would “have far-reaching effects upon major segments of the business world.”68 In 1967, a threat of yet another antitrust suit against IBM spurred the company to unbundle its software business, leading to the creation of the modern software industry.

The new technologies of the postwar electronics era would not be controlled by robber barons. Astonishing technologies, from mainframe computers to networking, microprocessors, printing, computer memory systems, telecommunications equipment, audio and video equipment, copying technologies, and even the building blocks of the internet in the 1960s came forth in the “electronic century.” Middle-level antitrust enforcers, trained in the New Deal tradition, served as what the great business historian Alfred Chandler called the “gods” of creation to bring forth the global information revolution.




CHAPTER EIGHT Corporatists Strike Back


“To have failed to solve the problem of producing goods would have been to continue man in his oldest and most grievous misfortune. But to fail to see that we have solved it, and to fail to proceed thence to the next tasks, would be fully as tragic.”

—John Kenneth Galbraith1




“I don’t even believe students are dangerous or that all professors are subversive. Eggheads of the world, arise—you have nothing to lose but your yolks.”

—Adlai Stevenson, 19562
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In 1944, Wright Patman faced a rocky reelection. He had two opponents, both backed by big money. Abe Mays, a former legislator and Atlanta merchant, was merciless about the congressman’s career. Patman, said Mays, was corrupt. He had gone to Washington and didn’t spend time in the district. He was a “handler of the yes-man bill” creating wartime price limits, and a “trained seal… for the bureaucrats.”3 And he was helping the communists “learn how to control the United States.” Yet another candidate, Harold Beck, accused Patman of being insufficiently violent in protecting “states’ rights,” which was code for racial segregation. Oil money was pouring in against Patman, and his allies.4

It didn’t work. There was a war on, a war America was winning, in which it was fighting alongside the Soviet Union. The people of Texarkana loved Wright Patman; he was handily reelected. The attack on Patman was the start of a newly assertive vitriolic right-wing movement, organized by plutocrats. This movement would flower into the second “Red Scare” in the late 1940s, eventually whipped into hysteria by FBI director J. Edgar Hoover, turning into unhinged anticommunist attacks by Wisconsin senator Joseph McCarthy in the early 1950s.

At the end of World War I, reactionaries had grabbed control of the American political order. Now, after World War II, they were trying to do it again.

Patman’s foe in 1944 was no longer Mellon, the plutocrat from the Northeast who had along with Frick destroyed Wilson’s New Freedom after World War I. The paranoid right-wing organizers of the Red Scare came mostly from a new set of plutocrats who lived in Patman’s home state of Texas.

These men were called the “Big Rich,” a small set of ultraconservative oil tycoons, grown wealthy, ironically, from the war and from New Deal policies of the 1930s.5 In 1944, they created the Texas Regulars, an anti-labor, anti-government, anti-Roosevelt group. The Regulars were Democrats, but on the far right of the American political spectrum, calling explicitly for the “restoration of the supremacy of the white race” and seeking, along with national conservative groups, to pass a Constitutional amendment essentially overturning the federal income tax. Aside from the 1944 challenge to Patman, the Regulars also ran lavishly funded unsuccessful campaigns against Sam Rayburn and Lyndon Johnson. They tried, and failed, to keep Texas’s electoral votes from going to Roosevelt. “All they do,” said Rayburn, “is hate.”6

In 1944, these new plutocrats failed. But an environment for a campaign of fear was ripening. In 1945, Americans celebrated victory over Japan. The celebration was short-lived, because of the fear induced by the reality of atomic weapons. Later that year, over a quarter of Americans came to believe the world would be destroyed in a series of atomic explosions. In early 1946, once-ally Joseph Stalin seemed to confirm this fear with a pugilistic speech about the superiority of the Soviet system, as the Red Army remained in Eastern Europe while the American Army mostly came home, leaving Western Europe seemingly defenseless.7 Domestically, inflation and the largest wave of strikes in American history broke out.

An anticommunist campaign of fear enveloped the nation. In 1946, a young California conservative named Richard Nixon won a seat in Congress by calling his opponent’s voting record “more Socialistic and Communistic than Democratic.” The head of the Republican National Committee said voters faced a choice “between Communism and Americanism,” as the Democrats were intent on “sovietizing” the country.8 Nixon not only won his seat in Congress that year, but Republicans won control of the U.S. House of Representatives for the first time since 1930. Fear worked. Fear of communism. Fear of strikes. Fear of anticommunist witch hunts. And in the late 1940s, the A&P fought its battles, and as the postwar intellectual order coalesced, the FBI, wealthy Texas conservatives, and their allies in Congress helped organize a wave of terror throughout American culture. One designed in no small part to grease the return of the monopolists.

Anticommunist crusades swept through American culture, organized by FBI director J. Edgar Hoover and promoted by Senator Joseph McCarthy (both on the payroll of the Texas oil barons). More than a fifth of American jobholders had to go through a security or loyalty program.9

The House Un-American Activities Committee scoured academia and Hollywood, not just for foreign agents, but those sympathetic toward organized labor and the New Deal. Antimonopolists found themselves targets. Clifford Durr, who had set up the Defense Plant Corporation to build the arsenal of democracy against the Nazis, breaking Mellon’s aluminum empire in the process, had gone on to become an official with the FCC. Durr resigned his position in government rather than submit to loyalty oaths.10 Many who had been sympathetic to communism in the late 1930s, so-called “parlor pinks,” and those actively in the campaign against racial segregation, were swept up into a cultural dragnet.

Patman tried to ward off the anticommunist hysteria with a good attack. Just before the 1946 election, he told a radio host, “the same Fascism that was fabricated in Italy and finished in Germany is now being peddled in America.” He named prominent Republican media tycoons and lobbyists, and said they would “attack, defame and destroy, and especially destroy labor and fool the farmers,” using fear of communism as a weapon.11

The next year, the Library of Congress produced a book at Patman’s request, titled Fascism in Action, a look at the economy, culture, government, and labor relations of fascist countries. The book warned that fascism could happen in America, that it was rooted in ancient ideas and institutions of privilege. But by 1947, the environment was so hostile that Patman had to engage in a fight on the House floor just to have his book published.12 Meanwhile, the Library of Congress, at the behest of a faction of right-wing members, had the year before published a similar book, Communism in Action. Congress printed hundreds of thousands of copies, at government expense.13

The Red Scare was particularly brutal for academics. One important target was Robert Oppenheimer, the liberal who spearheaded the development of the atomic bomb, who had his security clearance stripped. The newly professionalizing field of economics, increasingly ensconced in the academies and using anti-plutocratic Keynesian economic theories, was vulnerable to the anticommunist charges. In 1951, oil heir William F. Buckley published a best-seller, God and Man at Yale, which attacked Keynesian ideas as illustrative of liberal moral laxity and communistic leanings.

Conservatives sent letters to the trustees of universities that used the first textbook on Keynesian economics, destroying the career of its author, a Canadian student of Keynes, Lorie Tarshis. Tarshis’s book was well written and had sold well initially. In it, Tarshis bluntly discussed the relationship between democracy and the economy.14 His approach to Keynesian ideas about the role of government opened him up to attack, and sales fell off as the conservative attack intensified. Economists such as Paul Samuelson got the message. Samuelson wrote a foundational textbook on economics in 1948, marketed as incorporating Keynesian insights. But in it he avoided the more controversial arguments by Keynes, such as observations about the perils introduced by instability on Wall Street. Samuelson was aware of the “virulence of the attack on Tarshis,” so he prepared his text “carefully and lawyer like.”15

But the two differed on more than just Keynesian assumptions about investment. Samuelson, unlike Tarshis, tried to avoid talking plainly about power. In Tarshis’s textbook, Tarshis singled out aluminum as a monopolistic industry and included a chapter on the need to fight monopoly. Samuelson, however, differed subtly. In his discussion of monopoly, he argued that, though Americans might prefer small-scale competitors over large monopolistic corporations, in reality they had little choice but to devise “ways to improve the social and economic performance of large corporate aggregates.”16

In time, the Red Scare impacted the nature of the economic debate. Economists retreated into mathematized technical jargon to disguise political leanings. The impact of the turn away from plain, popularly accessible language on political economy and toward passive-sounding depictions of social and economic structures would play out over decades; in 1951, The American Economic Review “contained a mathematical expression without an empirical use” on just 2 percent of its pages. In 1981, nearly half of the pages in the journal did.17

When antimonopolists did speak out, they faced an assertive backlash. In 1949, Congressman Emanuel Celler held hearings on monopoly power to prepare to pass his anti-merger bill. “From the opening day,” he wrote, “I was the subject of cartoons and editorials, copy for columnists, and for feature article writers. Celler was destroying the American heritage. Celler was going to chop down all big business into tiny segments and scatter the pieces. Celler was tinkering with the economic machinery and throwing a monkey wrench in the works.”18 Celler could and did stand against this backlash, and his bill, one of the most important antitrust bills of the twentieth century, passed. But economists largely did not stand against the red-baiting tide.

Three things were happening simultaneously. First, Brandeisian antimonopolism was being fully embraced by the Eisenhower administration, normalizing the institutional thinking and practices perfected by the New Dealers. At the same time, a wing of the Republicans was using anticommunism against exposed Democrats. They couldn’t really train their firepower on the Eisenhower White House, so they targeted the left.

But there was another, and in some ways more subversive, attack hidden in the hysteria. In the midst of this wave of fear, a group of former New Dealers and corporate leaders responded to anticommunist attacks by beginning to develop the basis for taking down populism. The red-baiting and paranoid corporate right had gone after their enemies. At the same time, and much more quietly, the corporate left, those who had lost the battle during the New Deal to Brandeis over central planning and monopoly, found the Red Scare equally convenient to do the same thing.

There was, in other words, a complex double assault on Brandeis–ian populism, from both the paranoid red-baiting corporate right, and from the corporate left, who began to frame their reformist corporatist thinking as “the vital center.”

THE CORPORATIST COMEBACK

In 1941, at age eighty-four, Louis Brandeis died of a heart attack. He had remained active until the end of his life, helping Patman with chain store legislation after his retirement from the court. But he left no clear intellectual heir. His legacy would be carried on by practical politicians, small business leaders, trained regulators, law professors, and populists who supported FDR on most issues, but split with him by opposing chain stores and supporting the Veterans Bonus.

The anticommunist environment of the 1940s and early 1950s threw the New Deal coalition into disarray. No longer could administration officials taking on big business count on being protected by FDR or Congress. A corporate lawyer and Roosevelt advisor, Adolf Berle, along with a social circle of New Dealers, took advantage of this moment to centralize control over liberalism.19 Berle was part of the Americans for Democratic Action, a group that sought to eject communists and assertive leftists from the Democratic Party. ADA members, and Berle in particular, built strong alliances with progressive big business leaders.

Coming out of the war was a powerful network of corporate executives who were happy to work with this new corporatist left. Many big business executives had developed personal relationships with corporatist liberals in the administration, coming to see a shared interest with the nascent anti-populist liberal elite in structuring a postwar order. They were willing, in some cases even eager, to accept a strong reformist state, but in return wanted to work with progressive planners who didn’t mind entrenching corporate power, versus populists, who sought to diminish it.20

Moderate business leaders coalesced around the Committee for Economic Development, rather than the more reactionary U.S. Chamber of Commerce. Berle’s intellectual partner from the early New Deal era, Gardiner Means, served as economist for the CED. Joining this project in constructing a new American liberalism was Henry Luce, whose burgeoning publishing empire included Fortune and Time, and who had framed this period as “The American Century.” The corporate left in academia, progressive big business leaders, and the Luce empire would restructure what it meant to be a liberal.

Berle was deeply elitist, and brought his elitism into his thinking about corporate power. He was one of Roosevelt’s original “Brain Trust” advisors, the group that lost power after the fiasco of the National Industrial Recovery Act. Berle was also a foe of Brandeis, and believed large businesses were more efficient, and that pushing for small-scale enterprise was hopelessly backward. In 1912, Berle was so aligned with big business that he had supported William Howard Taft.21

By the 1930s, Berle had become part of the Republican progressive faction that had come into the Democratic Party, supportive of state control over monopolies. A brilliant student graduating from high school at thirteen, Berle came from moralistic Calvinist stock, building a successful practice as a corporate lawyer in the 1920s. In 1932, Berle and Means wrote The Modern Corporation and Private Property, which became one of the most cited legal texts on corporate law of all time.

Berle was deeply anti-populist, a Bull Moose progressive planner. Throughout the New Deal, Berle was relentless in his attempt to soften Roosevelt’s approach to big business. In the 1938 recession, he attempted to organize a “grand truce” between J. P. Morgan, General Electric, and the CIO labor union. His populist opponents were never far; The Milwaukee Journal called this attempt “fascist.”22

Berle was also deeply ideological, with a dream of becoming the “American Karl Marx.” And he transformed the meaning of the word “liberal” into something meaning top-down elitist planning, subtly recrafting the New Deal into something it hadn’t been.

“Liberalism” had been a word Roosevelt used to organize his political movement. In 1932, a reporter asked Roosevelt to describe his political philosophy. Roosevelt called himself “a liberal.” This did not mean, as classical liberalism had meant in much of the previous era, protecting the rights of industrial barons using the rhetoric of self-sufficiency. It meant moral leadership, the willingness to address a civilizational crisis by updating the machinery of governance. A liberal, Roosevelt said, broke from the past, but not too quickly to provoke violence.23

After the war, Berle would again redefine the term “liberal,” slowly changing it to mean a form of soft corporatism. He did this by using the Red Scare to centralize power over postwar policy development into a small network of planners and Ivy League intellectuals, what conservatives derisively called “eggheads.” Over the next twenty-five years, liberalism would come to mean a gentle form of elitism. And since Roosevelt had called himself a liberal, this became what Democratics increasingly believed the New Deal had been.

After the war, Berle based his intellectual work out of the Twentieth Century Fund, a New York–based think tank respected by progressives for its studies on stock market regulation and Social Security. The fund adopted a quasi-scientific approach to social questions, appointing a mix of experts to study specific issues. It explicitly based its strategy around intermingling corporate and government officials with academics, much in the way Brookings had done in Washington.24

With Berle as chairman, the Twentieth Century Fund sought to assert intellectual leadership over liberalism. It developed relationships with nascent television stations, as well as newspapers, large corporations, civil society institutes, and political officials. Everything from the problem of inflation to tariffs to technological progress to urban planning to economic foreign policy was covered by its network of scholars, labor allies, and business leaders. The results of the think tank’s studies were blasted out over the air, and written about in newspapers, magazines, and among columnists.

The environment was conducive to new kinds of thinking, and not just because of the atomic bomb. After the war, the depression, contrary to expectations, did not return, both because fragile balance sheets had been cleaned up by wartime finance, and because policymakers ensured it would not with new policy tools. Instead there was seemingly endless bounty; Americans were rich and getting richer.25

While this new generation of business leaders found planning and government spending eminently reasonable, and even accommodated unions, antimonopolism was a different matter. After the war, Truman almost immediately decided to allow the resurrection of antitrust suits that had been suspended during the conflict.26 In 1948, Truman won reelection, partially on the strength of his campaign against monopoly.27

Several other events alarmed business leaders. In 1950, Emanuel Celler passed the landmark anti-merger Celler-Kefauver Act, and ran a special subcommittee investigating monopoly practices. Then in 1953, the Eisenhower administration made clear it intended to continue with aggressive enforcement. The Truman and Eisenhower continuation of assertive antitrust enforcement was, to some business leaders, like A&P, an existential threat.

For this generation of enforcers, the final great antitrust battle against A&P was a crucial learning experience. While the Department of Justice and the Federal Trade Commission restructured the company, A&P’s sophisticated attacks on the antitrust laws took their toll. Two-thirds of Americans supported the chain over the government.28

A&P wasn’t the only company seeking to reorganize how Americans understood big business. The Truman administration attempted to sever DuPont’s control of General Motors, in one of the most ambitious antitrust suits of the era. DuPont embarked on a public relations campaign, even going so far as to have its president, Crawford Greenewalt, debate Celler in Reader’s Digest.29 General Motors spent $50,000 on survey research just to find out what Americans thought of big business.30 AT&T fought against its antitrust suit with arguments about national security, noting its capable stewardship of the nation’s atomic arsenal.31 Toward the end of the decade, a Bell publicist also began a long-term campaign to reshape the study of academic history.32

During the Red Scare, this fierce reaction against antitrust enforcement had an effect. Both corporate leaders and corporatist planners were able to push aside traditional liberal antimonopoly thinking. In the 1940s, the Twentieth Century Fund commissioned a series of studies expressing the conventional wisdom of liberal antimonopolism, overseen by the well-respected New Deal official James Landis. There were reports on cartels in 1946 and 1948, and a volume on monopolies published in 1951.33 The study on monopoly power received enormous pushback from General Electric and Westinghouse. “This was the only study in the Fund’s history,” said a confidential internal memo by a fund official, “in which all our releases, review summary, etc., were gone over by a lawyer.” The next study on monopoly should, it said, portray “a business firm as hero, hampered by public misunderstanding and stupid, inflexible laws” because “that kind of story would be welcomed in business circles and publications with open arms.”34 When the next study came out, it endorsed certain forms of monopolies. The author of the study soon became the chief economist of the Federal Trade Commission.35

Growing numbers of intellectuals embraced bigness and monopoly, circling in and out of the various networks of academia, foundations, corporations, and Luce’s media empire. A wave of books made the case that the new prosperity was a function of cooperation among big labor, big business, and big government. These books were written by intellectuals on the left, like C. Wright Mills, nascent big business progressives like Peter Drucker, former New Dealer turned investment banker David Lilienthal, famous historian Richard Hofstadter, and popular economist John Kenneth Galbraith.36

While there was much disagreement among these writers, the common theme was a general approval of bigness and central planning. And what unified these thinkers with big business progressives was their disdain for the attack on A&P, a case that represented an attack on their whole model of political economy. These men respected expert planning, not small-town yeoman citizenry. These writers looked at the world the way A&P executives did; Americans, in their view, were not citizens, but consumers.

David Lilienthal, who had once been a Brandeis disciple and run the Tennessee Valley Authority under Roosevelt, turned vehemently against the Jeffersonian ideal of yeoman citizenry. The centralization of power by chain stores like A&P, he said, represented “the most spectacular change in the face of everyday American life.” Lilienthal argued that “bigness… served the consumer’s interest,” not only improving food quality and hygiene, but even helping Americans achieve “democratic aspirations.”37

The anticapitalist Mills, who popularized the term “New Left” to describe the emerging young counterculture generation, mocked labor leaders for failing to fight for the nationalization of industry. He lauded “more efficient and cheaper” chain stores and approvingly quoted a New Deal agricultural economist turned Kraft Foods executive demanding we simply accept them due to the “ineptitude of the average person.” Mills reserved special venom for small businessmen, such as those who ran groceries and small stores competing with A&P. These were the “lumpen-bourgeoisie,” petty, aggressive, repressed, patriarchal, and dull.38 Mills denounced the idea that small businesspeople, or anyone, understood their own self-interest, believing such an assumption to be a “fetish of democracy.”39 Americans were consumers, and should get used to it.

The most important scholars in this movement to transform the American from a citizen to a consumer were historian Richard Hofstadter and economist John Kenneth Galbraith. Both men were part of this postwar corporatist network, hired as consultants and promoted by Berle’s Twentieth Century Fund.40 Both were spectacular writers, using popular prose that overwhelmed millions of readers with beauty, originality, and wit. They would create a new language to displace the antimonopolist tradition.

Hofstadter would shape a new vision of history, while Galbraith would create a popularized version of technocracy on the left. They would win prizes and accolades, and shape the minds of Americans, who, now living in a world free of robber barons, were soon told, gently, and over and over, that robber barons had never really existed. They would—in time—displace Brandeis’s creed.

RICHARD HOFSTADTER: CONSENSUS HISTORY AND STATUS ANXIETY

When Republican presidential candidate Dwight D. Eisenhower defeated the more cerebral Democratic candidate Adlai Stevenson in 1952, the thirty-six-year-old historian Richard Hofstadter panicked. Hofstadter agreed with Stevenson, that the election of Eisenhower was a replacement of “the New Dealers by the car dealers.” A rising star in the elite liberal firmament, Hofstadter believed he was witnessing an “apocalypse for intellectuals in public life.”41

For Hofstadter, Harry Truman had been bad enough. Truman was no intellectual. He was a populist from Missouri and had not graduated from college; for Hofstadter, Truman’s “impassioned rhetoric, with its occasional thrusts at ‘Wall Street,’ seemed passé and rather embarrassing.”42

By contrast, the Democratic nominee in 1952 and 1956, Adlai Stevenson, was a beloved intellectual who surrounded himself with Ivy League men. Stevenson stood up to the anticommunists, but not the plutocrats; in between presidential runs, he defended the powerful communications company RCA against Eisenhower’s Antitrust Division.43 Stevenson opposed public funding for housing, union power, “socialized medicine,” civil rights for blacks, agricultural stabilization policies, and deficit spending.44 But Stevenson was eloquent and beautifully spoken, and earned Hofstadter’s ardent support.

The Red Scare had terrified Hofstadter; Eisenhower’s victory even more so. So he did what he could to fight back, combining his skills as a historian and polemicist. He began to study right-wing extremism, and created a social language to root it in American history. He used new tools, tools developed by sociologists, iconoclasts such as Thorstein Veblen and Sigmund Freud, especially Freudian arguments about “status anxiety.” He began to imply, though not state outright, that conservative politics was a mental disease, a condition called the “Authoritarian Personality.”45 Angry and increasingly elitist liberals, in thrall to the pull of corporatism, loved it.

Richard Hofstadter would go on to be one of the most important historians of the middle of the twentieth century, inventing new techniques through which to study history, and rewriting the American tradition with a series of beautifully sculpted books and essays. One, The Paranoid Style in American Politics, is resurrected every election cycle to explain fringe and extreme attacks. Another of his essays, “What Happened to the Antitrust Movement,” was perhaps the most influential work written on monopoly politics since Brandeis’s Other People’s Money. Hofstadter was, as one scholar put it, “the historian of the [postwar] generation.”46

And fear would be his touchstone. Like many of the planners who later aligned with big business, Hofstadter grounded his intellectual foundation in the crucible of the depression, leading him to join the Communist Party and become a “parlor pink,” a lightly committed hobbyist in radical politics rather than a hard-core organizer. He didn’t last long in the party, feeling that intellectual freedom was not a value embedded in autocratic communism. He turned elitist, coming to believe there was no place for intellectuals among the working class. In 1940, he confided to a friend that he feared striking American autoworkers were more likely to adopt fascism than socialism. Were those workers to gain power, he believed they would target intellectuals like himself.

During World War II, Hofstadter lived in Washington, D.C., teaching at the University of Maryland. He became friendly with a group of left-wing scholars who lunched together and bonded over what Hofstadter’s biographer called “the group’s common hostility for Roosevelt, the war, capitalism, and southerners.”47 Unlike most men of his age and in his era, Hofstadter sought to avoid service in World War II, a decision that nagged at his conscience. He had appealed to the draft board, arguing that teaching soldiers made him an essential civilian employee. He later claimed allergies and digestive trouble, but confessed to his son that that he wouldn’t have had the courage for war.48

While in person Hofstadter could be engaging and friendly, his charm masked a fear that his half-Jewish heritage would inhibit his career.49 This was not an unreasonable concern; his ascension in the immediate postwar generation of scholars was precisely when Jewish academics such as Paul Samuelson and Milton Friedman struggled to get tenure at top universities.

Hofstadter soon wrote a series of powerful books. In 1948, with The American Political Tradition and the Men Who Made It, he developed a new historical narrative that reinforced what the postwar big business progressives were organizing. Hofstadter argued that these traditions were not ideological but cultural, founded upon the nefarious force of Anglo-Saxon puritanism of the Midwest and southern “heartland.” Historians had traditionally seen mass movements of the Midwest and South, such as the farmers’ revolts of the nineteenth century, as populist; Hofstadter recast them as oppressive cultural reactions to modernization. He contrasted Anglo-Saxonism with polyglot, tolerant, and forward-looking immigrant cultures of eastern cities.50

This narrative would come to be called “consensus history,” and with it, Hofstadter began the process of erasing the key intellectual and political struggle of the New Deal and the entire Jeffersonian tradition. Consensus history rested on two assumptions about the American past. The first was, according to Hofstadter, an “absence of deep, persistent, and consistent class conflict” throughout American history. The second was that nearly all Americans of any political importance shared “common, bourgeois, entrepreneurial assumptions” about the value of capitalism.51 In Hofstadter’s telling, as one contemporary critic noted, Americans had no real ideological disagreements over political economy.52 Hofstadter did not like capitalism, which he associated with the small businessman and farmer. He liked bigness; it was the scientist and technocrat who was the hero, the bringer of the future.

This narrative, however, created a problem. It was impossible to ignore the many mass movements and American figures who stood outside such a consensus, such as the populists of the nineteenth century or independent retailers opposed to A&P’s power. Hofstadter solved this problem by recasting such factions not as ideological rivals to concentrated capital, but as groups of nostalgia-driven Anglo-Saxon white men irrationally adhering to an “American mythology,” seeking to return to a time when their racial group was the most important part of the social order and struggling with modernity and cosmopolitanism.

In Hofstadter’s hands, Thomas Jefferson’s rhetoric about agrarian democracy and against monopolies and financial power became utterly cynical, hypocritical, and backward-looking. Hofstadter pronounced nineteenth-century populists as “equally cynical in design” for attempting to regulate railroad power and for passing the Sherman Antitrust Act. The populists of the 1890s were not so much against monopolies, he implied in his next book, The Age of Reform, as they were nascent fascists.53 It was a book written for frightened elitist liberals in the McCarthy era, and in 1956 Hofstadter won the Pulitzer Prize for history.

Hofstadter even scorned Roosevelt, calling him identical to Hoover in everything but temperament. Both, after all, believed in an Anglo-Saxon form of capitalism. “When Hoover bumbled that it was necessary only to restore confidence, the nation laughed bitterly,” Hofstadter argued. “When Roosevelt said: ‘The only thing we have to fear is fear itself,’ essentially the same threadbare half-true idea, the nation was thrilled. Hoover had lacked motion; Roosevelt lacked direction.”54

Several contemporary historians considered Hofstadter’s writing “highly manipulative,” and his work was not based in actual historical primary source evidence.55 Nevertheless, with his succinct writing style, his placement within powerful Democratic networks, and keen sense of what kinds of ideas could sell, his work would prove to become essential to dampening the American intellectual suspicion toward concentrated financial power.

Hofstadter’s development of consensus history paralleled the overall move that postwar planners and companies like A&P were attempting to organize, a consensus among big business, big labor, and big government. It was perhaps not surprising then that Hofstadter was hired as a consultant not only to examine business ideology by the Twentieth Century Fund, but also by the Fund for the Republic (a spin-off the Ford Foundation), to examine extremist groups on the right and left.56

In time, Hofstadter’s work would help to all but erase the American historical tradition—tracing to the Revolution itself—that held that the great ideological conflict was between democracy and monopoly. “Americans may not have quarreled over profound ideological matters,” he wrote early in his career, “as these are formulated in the history of political thought, but they quarreled consistently enough over issues that had real pith and moment.” Pith and moment was a beautiful phrase, but what Hofstadter meant was that there were no conflicts in America in political economy, only social anxiety. It was too scary for Hofstadter to concede that democratic movements were anything but a rabid mob.57

JOHN KENNETH GALBRAITH: THE POLITICS OF AFFLUENCE

Thanks to Louis Brandeis, and Senator John Sherman before him, Democrats had found a way to structure commerce around the concept of industrial liberty. Whether farmers, manufacturers, shopkeepers, or workers, this kind of competition policy centered on engineering maximum liberty for the producer as opposed to the financier or monopolist.

In 1958, a new concept replaced industrial liberty: affluence. That year, John Kenneth Galbraith, already one of the most famous economists in America, published the best-selling book The Affluent Society, plucking the word “affluence” from the realm of the esoteric and turning it into a household phrase. For millions of Americans, Galbraith helped explain the exceptional increases in wealth they had experienced since the dark days of the depression. He explained it not as a triumph of policy, but as an inevitability of the munificent monopolies around them.

Galbraith’s writing had immense charm and style, both simple to understand and seeming to let the reader into a world of power and secrets. He created, for instance, the phrase “the conventional wisdom,” a subversive way of characterizing commonly held opinions. He pandered to his readers, naming the large group of young college-educated Americans as part of what he called “the New Class,” and telling them they were the most essential people in society.

Galbraith’s argument was simple: America was rich. Modern institutions, meaning big government, big business, and big labor, had evolved to produce more and more over time, using the fabulous technology that came from the corporate research labs and new universities. Yet, politics was still rooted in questions of scarcity, poverty, and class conflict. “These—productivity, inequality and insecurity—were the ancient preoccupations of economics,” he wrote. No longer.58

Not only had the large corporation and modern technology solved the problem of production, but the structure of big corporations, big labor unions, and big government had emerged to distribute wealth relatively equally among workers and executives. Old ideas, such as antimonopolism, what Galbraith dubbed “the conventional wisdom,” dominated political debates. The key, he almost whispered to his readers, as if discussing a kindly but doddering old man sitting across the room, was that these old ideas did not matter. The wealthy of the 1950s were neither powerful nor important. Wall Street was irrelevant. The state was firmly in control of the ship, guiding a course toward ever sunnier climes.

Both political parties embraced the concept of affluence. John F. Kennedy in a 1962 speech at Yale said, “What is at stake in our economic decisions today is not some grand warfare of rival ideologies… but the practical management of a modern economy.”59 Nixon’s view in his first inaugural in 1969 was indistinguishable: “We have learned at last to manage a modern economy to assure its continued growth.”60 By 1970, economist Juanita Kreps, later commerce secretary under Jimmy Carter, testified that productivity and computerization should in a few years allow Americans to retire by age thirty-eight.61

Galbraith became the voice for 1950s liberal consensus politics, and helped end liberal suspicion of concentrated financial power. In 1952, he simply sliced the great fights of Wilson, and Brandeis, and Patman, and Pecora, and all the other antimonopolists right out of the history books. Instead, he mocked Brandeis’s “somewhat tenuous belief in a ‘money trust,’ ” and praised corporate monopolies. “There must be some element of monopoly in an industry,” he wrote, “if it is to be progressive.”62

Galbraith’s progressive politics, including his lifelong alliance with big business, were forged in the 1930s, magnified during World War II, and solidified by the Red Scare. Galbraith, as ambitious as he was talented, understood that the Red Scare was not merely a threat to free expression, but to his own career. He understood the vitriol of right-wing conservatives earlier than most, tangling with Congress in the 1930s and 1940s.

Before the war, Galbraith, by training an agricultural economist, worked in the Agriculture Department, and saw liberal allies purged by southern conservatives over an attempt to distribute farm supports to black sharecroppers.63 Galbraith later went to Harvard, and then traveled to England to learn from John Maynard Keynes. At Harvard, he became a believer in corporate planning, working with Henry Dennison, a liberal businessman who would be involved in the business-planning group the Committee for Economic Development, as well as the Twentieth Century Fund.

His first significant position was to run one of the key planning institutions during the war, the Office of Price Administration (OPA), under famous New Deal liberal Leon Henderson. This was a high-profile and important role for which Galbraith became famous. “From the spring of 1941, I controlled all prices in the United States,” he said. “You could lower a price without my permission, but you couldn’t raise a price without my permission or that of my staff.”64

Galbraith’s job was to fight inflation, a difficult task in a wartime economy straining to produce consumer and military goods at maximum volume. The OPA under Galbraith put in place a structure for restraining price increases of farm products and canned foods, but one that was especially confusing to farmers and small stores.

This experience reinforced his belief in command-and-control statism and the virtues of concentration. It was far easier to work with chain stores such as A&P to fix prices. Galbraith wanted to standardize product quality and fix prices, instead of allowing independent brands and pricing. This put him in direct conflict with thousands of independent retailers and manufacturers who sought to make and sell what they wanted. He came to believe America’s economic system was composed of big, powerful, and efficient corporate enterprises willing to work with government, and smaller reactionary ones run by men who had decided to, as he put it, “self-exploit.”65 And since Galbraith had organized wartime price controls, he felt confident that a top-down, centrally planned system delivered a progressive social order.

While he was at OPA, conservatives in Congress began attacking the entire OPA as having “Communistic” leanings, singling out Galbraith for special scorn (an irony, as the U.S. was then allied with the Soviet Union). Much of the problem stemmed from industry carping by the smaller businessmen who bucked Galbraith’s diktats. The head of the National Retail Dry Goods Association accused Galbraith, somewhat accurately, of trying to “change the business structure of the nation under the guise of war necessity.”66 And their criticisms were not without foundation. Their fear that the OPA was discriminating in favor of big chain stores was rooted in hard experience. In World War I, war mobilization had been used to enlarge the power of monopolies, because it was simply easier for a government board to deal with a smaller number of larger players. Patman himself, who headed a special committee on small business and otherwise supported the OPA, caught on fast, expressing frustration that OPA was favoring a “relatively few larger distributors to the detriment of the rank and file of retailers and wholesalers.”67

But it wasn’t only small retailers who targeted Galbraith. His imperious manner incurred the wrath of everyone from pig farmers to large food processors.68 When Henderson was forced out of the OPA, it was only a matter of time for Galbraith. He resigned. Patman, who actively supported price controls and the administration, and who would later count Galbraith among his favorite economists, commented, “It certainly won’t hurt OPA to have [Galbraith] resign. There is a general feeling that he has been OPA’s fly in the ointment and I am sure his action will be constructive rather than damaging.”69 Galbraith’s resignation brought him fame as a liberal martyr.

Galbraith is rightfully viewed as a hero, in many respects. After the war he found himself as a fact-finder in a dispute within the military, over whether the large strategic bombing campaigns by the British and American air forces in Germany had succeeded. He found, through captured documents and interviews with Nazi officials, that they had not. German war-making production had increased throughout the war; Galbraith estimated that only 5 percent of the damage inflicted had been done by the U.S. Army Air Force.70 Because of these experiences, Galbraith had the confidence to stand up against nascent Cold War militarism, and later became an early opponent of the war in Vietnam, which endeared him to the emerging New Left.

To avoid a repeat of his experience being fired from the OPA, Galbraith insulated himself, at least partially, in networks of fellow elites, including Berle’s. For several years, he had a key role as an organizer of the progressive big business alliance. Galbraith worked for Republican media magnate Henry Luce at the business publication Fortune, where he convinced business leaders to accept a business-friendly form of Keynesian economics.

Galbraith also, to help protect his own career and those of key allies from McCarthyite attacks, helped form Americans for Democratic Action, Berle’s anticommunist group full of ex–New Dealers, union leaders, and many allies from the OPA, drawing in the progressive anticommunist left. In 1952, he followed the path of many of the egghead liberals, from general apathy and disdain toward the uneducated Truman, to campaign advisor for Adlai Stevenson. In 1953, he was hired along with Hofstadter by the Twentieth Century Fund to study monopoly in the American economy. He would eventually join the think tank’s board.71

Returning to Harvard from Fortune, Galbraith ran into more difficulties with the McCarthyism of the business world. Business leaders on the board of the Harvard Corporation opposed his bid for tenure. They pointed to his Keynesian outlook and the bombing survey as evidence of radicalism. Finally, in the name of academic freedom, the conservative president of Harvard, James Conant, threatened to resign if Galbraith wasn’t appointed. His appointment went through.72

Galbraith benefited from the new direction of economics. The newly professionalizing field of economists stopped writing for a mass audience. Galbraith seized the opportunity to write for the public. While economists increasingly hid their political ideas inside of formulas under the pretense that they were physicists and thus doing science impenetrable to the layman, Galbraith wrote best-sellers in plain English with clear and playfully sardonic passages about power.

Galbraith’s first best-seller, published in 1952, was called American Capitalism. It became a big hit, ultimately selling 400,000 copies. His next book, 1955’s The Great Crash 1929, doubled that number. Just three years after that, The Affluent Society sold over a million copies.

Galbraith’s fame and pugnacity buttressed his liberal bona fides. What Galbraith said, mattered. In the 1950s, he testified before the Senate on a run-up in the stock market, warning of another possible crash. As he spoke, the market lost the then-substantial sum of $7 billion of value. The New York Times put him on the front page the next day, and some readers associated Galbraith with the drop itself.73

A conservative Republican Indiana senator named Homer Capehart took advantage of this event to resurrect the charge that Galbraith was a communist because of some remarks Galbraith had once given at Notre Dame. J. Edgar Hoover called for the FBI’s file on Galbraith, but found that there was nothing suspicious. “Investigation favorable except conceited, egotistical and snobbish,” came the report.74

Galbraith, unlike most liberals who were afraid of attacks from the right, responded with verve and flair. Instead of cowering, he mocked Capehart, noting that he had delivered the speech in Indiana, and that Capehart’s accusation was impugning Catholics of his own state. The senator retreated. Nevertheless, the high-profile conflicts, over OPA, his liberal corporatist economic outlook, the bombing survey, and his Harvard tenure, hardened in Galbraith a disdain not only for Cold War militarism, but for small businessmen.

Galbraith’s corporatist outlook began to endear him to big business executives. In 1954, he had a series of private correspondences with an executive at the former Mellon-aligned company Bethlehem Steel on merger policy. Bethlehem Steel had tried to buy Youngstown Steel, a transaction the government successfully challenged in its first use of the new Celler-Kefauver law against anticompetitive mergers. Galbraith told Bethlehem Steel executives that they had been too soft in fighting the government. They should have claimed that the merger would have given the company sufficient size to challenge the largest steel producer, U.S. Steel. “The end product of an argument fully developed along these lines would have been extremely serious for the Government,” he wrote, foreshadowing arguments later made in the 1980s by the Ronald Reagan administration.75

Despite left-wing leanings, Galbraith downplayed the idea of class conflict, or even conflict within the political economy in general. As he put it in a paid speech to a group of bankers in 1958, trying to assess blame for monetary problems “is futile and more than a trifle childish.”76

By the 1960s, Galbraith was, as Princeton historian Sean Wilentz put it years later, “the most renowned and, arguably, most influential liberal economist in the United States during the decades after the Second World War.”77 He advised JFK in office, and then was appointed by JFK to serve—briefly—as ambassador to India. He became—compared to any other economist of his time—ludicrously famous, a television talk show star and a New York Times contributor, a “skier, wit, and bon vivant.”78 Businessmen at the heights of power, at companies like IBM and DuPont, sought his autograph and paid him lavishly to speak at company events, even as he served as an inspiration for the economic theories of the radical New Left.79

Almost every college student from the 1950s to the 1970s read him. There was even a brief public flurry of excitement over a possible Galbraith presidential campaign in 1968. In 1974, Galbraith was put on a list of “Too much of a good thing department” by trend journalists, along with Levi’s, Coca-Cola, Johnny Cash, Szechuan cooking, and the Mafia.80

But what Galbraith was really known for was his ability to frame political ideas, to create language itself. In 1952, with his best-seller American Capitalism, Galbraith replaced the Jeffersonian tradition of using antimonopoly law and policy to decentralize commercial and political institutions with a concept on the virtues of bigness that he called “countervailing power.”

He defined countervailing power as the process by which concentrated private economic power would naturally and organically generate a counterbalancing force. A steel company might grow very large, but this wouldn’t matter. Eventually, its employees would unionize, balancing out the power of the company with the power of a union. A big maker of cereal might be able to set prices because of its size and power. Soon, however, it would find that a large chain store had emerged to bargain those prices back down.

Dismissing long decades of political struggle by workers and antimonopolists, Galbraith posited that countervailing power was an inevitable and automatic process that happened concurrently with industrial concentration. “The long trend toward concentration of industrial enterprise in the hands of a relatively few firms,” he wrote, “has brought into existence not only strong sellers,” but strong buyers.81

Part of the germination of countervailing power came from Galbraith’s disdain for the fight against A&P. The power of large cereal makers to control prices led to the creation of large chain stores, which then could bargain with cereal makers for better prices, on behalf of the consumer. Echoing A&P’s own PR campaign at the height of the FTC’s antitrust case, Galbraith mocked the government for charging the company with the “crime” of “too vigorous bargaining… on the consumer’s behalf.” The case against the company was a “serious embarrassment to friends of the antitrust laws. No explanation, however elaborate, could quite conceal the fact that the effect of antitrust enforcement, in this case, was to the disadvantage of the public.”82

Galbraith extended this theme across the entire economy. Countervailing power left no room for agency, but was a story of inevitability. Big buyers generated strong sellers, and big business created big labor as a balance. This process was automatic, and “as a common rule, we can rely on countervailing power to appear as a curb on economic power.”

Bigness was modern and progressive, with smart new technology. Smallness was dingy and reactionary. As Galbraith put it, the giant corporation was not an independent merchant writ large, but a new type of institution that could wield increasingly complex capital-intensive technology. A&P was not a corner grocer, but something newer, bigger, a friend of the consumer, a scourge of powerful food suppliers like canning companies.83

Galbraith would assert the virtues of bigness his whole life. “Half a century ago,” he argued in 1938, “the ambitious workman might reasonably hope to be able in time to set up in business for himself, but today even the white collar man has little prospect of ever becoming an independent enterprise.”84 He continued this argument into American Capitalism and then The Affluent Society in the late 1950s.

The American reality of 1958, with strong unions, a strong and democratic government, and industrial corporations run by patriotic, even somewhat selfless men, was natural, right, and a permanent state of things. At least in terms of productivity, it was according to Galbraith an unchanging utopian end state.

In the 1960s, the idea of affluence began to dominate American politics. “No other economic text found such immediate response,” wrote Peter Drucker about The Affluent Society, which encouraged more and more government spending.85 Massive expenditures during the Lyndon Johnson administration to both fight overseas in Vietnam and address poverty at home was a function of affluence. The War on Poverty was a program rooted in Galbraithian views, in some sense a direct outgrowth of his 1958 book.

And even as politicians took up his ideas, Galbraith’s own analysis became ever more deterministic in nature, with ever less room for the politicians. By 1967, Galbraith was openly disdaining the idea that democratic deliberation had anything to do with commerce. “It is part of the vanity of modern man that he can decide the character of his economic system.” Technology and organization meant that “much of what happens is inevitable and the same… on all societies.”86 The Cold War was foolish, as the Soviet Union’s large bureaucracy and the modern Western corporation were increasingly similar.

Man’s “area of decision is, in fact, exceedingly small.”87

THE TRIUMPH OF THE EGGHEADS

Hofstadter and Galbraith together created a new language and new frame of analysis designed to eliminate the antimonopoly tradition in American politics. A new villain, the grubby racist small businessman, had replaced the money trust. The antimonopolists, far from noble, were just motivated by status anxiety. Countervailing power, operating automatically, addressed any ills from concentrated corporations, which brought modernity, wealth, and technological progress. The real political questions for liberals centered on how to promote art and beauty, end racial bigotry, stop environmental pollution, and promote peace. Corporate power nowhere on the list.

This death blow came together in a 1964 essay by Hofstadter, or what one scholar called “an obituary” for antimonopolism, titled “What Happened to the Antitrust Movement? Notes on the Evolution of an American Creed.”88

With consensus history, Hofstadter had taken a bastardized clinical frame to airbrush the ideological importance of mass movements out of American history. He diagnosed groups as disparate as abolitionists, nativists, Greenbackers and populists, the popular left-wing press during World War I, white supremacists, and black Muslims as essentially suffering from mental disorders.89 And in an era increasingly characterized by the politics of affluence, Hofstadter and his ilk framed those with ideological goals outside that of consensus historians as mentally ill cranks.

“What Happened to the Antitrust Movement?” was the intellectual culmination of the progressive big business alliances formed in the late 1930s, and would come to shape the attitude of two generations of American legal scholars. Antitrust, he wrote, “is one of the faded passions of American reforms.” The essay then set out to explain why this was so, and why it was a sign of progress. Hofstadter first mocked the liberal historians who, in a “kind of mythological history” were “entirely misleading” about the history of corporate concentration. The attempt to constrain bigness, far from important, was laughable. Antitrust “as an ideology and a movement of reform, always contrasted so sharply with its actual achievements in controlling business that it tempted our powers of satire.”

The essay was riddled with contradictions. Roosevelt’s antimonopoly message in 1938, and Thurman Arnold were to be ridiculed, Hofstadter wrote, their actions born of “desperation” and “regarded as substantial failures.” And yet, Hofstadter continued, without missing a beat, “managers of the large corporations do their business with one eye constantly cast over their shoulders at the Antitrust Division.” Nothing was mentioned about the antifascist arguments of Roosevelt, let alone Patman’s notions of how A&P represented fascism in the American retail realm. The essay mentioned fascism only once, ascribing the fascist movement to small independent retailers seeking fair trade laws to compete with chain stores.

A key animus behind antitrust, Hofstadter argued, was not the desire to protect democracy, or promote a more open and innovative economy. It was, he wrote, the traditional Anglo-Saxon belief that competition formed “character,” a view due to the “Protestant background of our economic thinking.” In the late nineteenth century, it was steel and oil barons who venerated Herbert Spencer, the infamous preacher of the “Social Darwinism” interpretation of competition, in which the rich win out because they are smarter and stronger. Yet now Hofstadter linked the antimonopolists to this model of thinking. Hofstadter, in short, entirely flipped the arc of American history. Populist farmers seeking to regulate railroads were the ancestors of the proto-fascist McCarthy-era right-wing cranks. The monopolists were now the protectors of democracy.

Hofstadter then told Americans why they should venerate big business. His main argument was simple—that all the material progress of the last seventy-five years was the result of bigness and top-down control. “The steepest rise in mass standards of living has occurred during the period in which the economy has been dominated by the big corporation,” he argued. “Whatever else may be said against bigness, the conception of monopolistic industry as a kind of gigantic, swelling leech on the body of an increasingly deprived and impoverished society has largely disappeared.”

Big business, in popular surveys, was now a good employer, it kept prices down, and it had little influence on government.90 Like Galbraith, Hofstadter made his arguments without bothering to acknowledge a single one of the myriad legal changes over the previous forty years to how corporations were governed, both externally and internally. Instead, borrowing from Galbraith’s concept of countervailing power, he argued that big government and big labor had simply offset the sway of big business, automatically.

As Bull Moose progressives had done, Hofstadter strove to focus his liberal audience on “large corporations, with their programs of research,” with being “technologically progressive.” Small business, by contrast, in seeking fair trade laws or ending abusive practices through the Robinson-Patman Act to block the power of chain stores, were just attempting to protect old and obsolete methods and means.

Hofstadter also restructured what politics meant, removing corporate power as a central public concern and emphasizing “other issues”—like “foreign policy, urban development, civil rights, education”—as core social challenges. The moral danger to America, he said, came not from big business but from a callous lack of a social safety net. He blamed the failure to “render certain humane, healing, humanly productive and restorative social services” on, what else? “The ethos of competition.” Galbraith had named the politics of affluence, Hofstadter provided its historical narrative.

Perhaps most important for the emerging politics of antimonopoly, Hofstadter borrowed liberally from a new and emerging school of corporatists on the right, approvingly citing the work of economists from the University of Chicago, G. Warren Nutter and George J. Stigler, who had expressed skepticism on the importance of monopoly power. And he heartily embraced a future darling of neoliberals, the Austrian economist Joseph Schumpeter, who in 1942 published one of the greatest paeans to big business in his book Capitalism, Socialism and Democracy. Wrote Hofstadter, “that gale of creative destruction about which Joseph Schumpeter wrote so eloquently, when he described the progressive character of capitalist technology, has driven both the liberal and the conservative ideologies before it.”

Since the turn of the century, New Nationalists had sought to build an alliance between monopolists and big government in favor of a politics of command and control, where political arguments would be solely about distribution and consumerism. But they had never been able to fully win the hearts of liberals, because the Brandeis-influenced populists who believed in democracy and industrial liberty had stood in the way.

Men trained in Brandeis’s thinking still ran policy in government agencies, the courts, and law schools, and would remain in control for the next generation. In no small part, this was driven by the older generation’s still-potent fear of domestic fascism. As late as 1961, Kennedy’s Antitrust head reminded the public that the “cartels of Western Europe led directly to the corporate fascist states of Mussolini and Hitler, that represented extremes in concentration of power.”91 Populists with long memories remained in powerful positions in Congress.

But now, a new language existed to shape liberalism. Whether through Hofstadter’s consensus history or Galbraith’s resurrection of Bull Moose–style technocratic governance, politics was no longer an avenue for structuring society but rather more a means of ratifying what technologically driven organizations already saw as an optimal governing arrangement.

From the 1880s until the 1930s, the “trust problem” was an obsession among economists, lawyers, and historians. Most believed, whatever the cause of concentration, in the “prevailing view that large size carried with it market power and potential for abuse.” Under the influence of Galbraith and Hofstadter, that flood of work stopped. As one scholar noted in the 1980s, the postwar years saw “only a handful of pieces” emerge from the Ivory Tower, and most of those “mark a noticeable shift away from the problem that most agitated earlier scholars: monopoly power.”92

The politics of affluence and consensus history deeply shaped many of the key postwar social movements that touched on political economy, such as consumer rights and environmentalism. They also, over the course of the next generation, entirely changed how liberals viewed the world, and themselves within it.

Liberals lost touch with the politics of commerce. They believed Hofstadter’s arguments that America was free from ideological conflict over political economy, and Galbraith’s arguments that the great questions over production and Wall Street had been solved.

In the 1970s, when the great postwar economy began to sputter, when banks broke free from their New Deal constraints, when the railroads collapsed, and credit and speculation spun out of control, they had no framework to understand, or even to see, the monopolists and financiers who were slowly reemerging and taking control of the big banks and giant corporations they so deeply trusted. Consensus history and affluence would leave American liberals confused, cynical, and helpless. Liberals, and even business leaders, would turn to the only people who had been thinking about the morality of corporate power and the politics of production. They turned to the men who would resurrect Mellonism.

But that would be in a few years. America in the postwar era was rich. Unfortunately, it was increasingly also blind.




CHAPTER NINE The Free Market Study Project


“I am not as discouraged as people think I should be. I think our general attitude should be that of the Bolsheviks after 1905.”

—Robert Bork, after Barry Goldwater’s loss in the 1964 presidential election1
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The counterrevolution was quiet at first. In 1946, a group of men came together to form the Free Market Study, centered at the University of Chicago. They did not agree on what was needed, or the path forward. Four in particular would come to lead the project. These four did not agree on the role of the state, or the problem of monopoly and corporate power. But all believed the world was heading toward leftist totalitarianism.2

The man who pulled the project together was an Austrian economist, Friedrich Hayek. He was visiting Chicago to build a global network of thinkers. In the 1930s, the University of Chicago was one of the few places where conservative intellectuals could feel a bit less isolated. Economists Frank Knight, Jacob Viner, and Henry Simons were a small group of economists in the U.S. academy who rejected the New Deal, and still believed in governing according to classical nineteenth-century liberal principles. The university was an institutionally flexible place, where people at the law school and the economics department collaborated.

Simons and some of his colleagues watched in fear of the New Deal, as unions grew, government ballooned, and leftists imposed authoritarian wartime price controls and regulations. But this older generation of conservatives, while opposed to central planning, had an egalitarian streak, opposing private monopolies as fiercely as labor unions. Simons was no fan of the New Deal, but neither did he appreciate Herbert Hoover’s governance.

When Hayek visited this conservative intellectual community, it was the left that was ascendant. In 1944, Wright Patman might have faced a rabid right wing, and the Republicans might take back Congress in 1946, but workers nearly took control of General Motors, and virtually shut down the steel industry. There were strikes, bad ones, among electrical, packing house, and telegraph workers.3 It was the greatest wave of labor unrest in U.S. history.

Leftism was also ascendant globally. England elected a left-wing Labour government, which socialized swaths of industry. In Europe, the winter of 1947 induced famine, coal shortages, and impassable roads, along with threats of communism.4 Conservatives in England were petrified; the Anglo-American tradition of protecting property rights was in jeopardy.5

Hayek had expected this chaos. During World War II, Hayek had written a book, The Road to Serfdom, in which he had diagnosed the cause of mass social dysfunction as too much central direction of economic activity, or collectivism, which inherently led to totalitarianism. He traced this back to nineteenth-century intellectual debates; bad ideas, he believed, were at the core of the autocracies of the twentieth century.

The totalitarianism Hayek feared had most afflicted the Soviet Union and Nazi Germany, but it was also apparent among the left-wing Keynesian planners of the liberal democracies. Victory over the Nazis was only a first step, he believed. Now came the harder part, uprooting the central planning impulse in the democracies as well. Hayek wanted a thorough study of political economy to find out where power in the economy lay, and this was his goal with the Free Market Study, which could best be situated at Chicago.

Hayek’s struggle was global. In 1947, he invited conservatives from Sweden, Germany, France, and all over Europe to meet American conservative intellectuals in the town of Mont Pèlerin, Switzerland.6 These were largely isolated men, surrounded by leftism. So meeting together created an instant bond, in the knowledge that each member was not alone.7

The international group called itself the Mont Pelerin Society, and began meeting every year. The Mont Pelerin Society, and the Free Market Study, were part of the same movement to restore nineteenth-century liberalism, which came to be known as “neoliberalism.”8 But it was not born in plutocracy; the German variant of this line of thinking, known as ordoliberalism and inspired by Simons, came from men like Hayek who were dissidents against Nazi ideology, who saw in an aggressive decentralization of both state and monopoly power a means of protecting themselves against the return of fascism.9

By 1946, Hayek had become largely irrelevant in the economics world, having lost influence to Keynesians.10 Keynes was no socialist (and even praised The Road to Serfdom), but Keynes had died, and now the central-plan-oriented John Kenneth Galbraith was emerging as one of the more widely published famous economic thinkers.

Hayek’s specialty was the then-obscure field of the economics of information. His insight was on the purpose of pricing. A market-based price system carried information from large numbers of buyers and sellers to one another. No central planning agency, or private monopoly, Hayek realized, could replicate such coordination, because no one had all of the information contained in the heads of millions of free-acting agents. Thus did Hayek link individual freedom, free will, and economic coordination through markets.

In The Road to Serfdom, Hayek moved away from economics and toward philosophy, arguing, like Brandeis, that human beings were imperfect, that too much power in too few hands—either by the state or by monopoly—would lead to autocracy. His vision likely drew upon Brandeis, as Brandeis’s views circulated in a key French salon attended by Hayek in the 1930s.11 The Road to Serfdom opened with a quote from Franklin Delano Roosevelt’s 1938 speech against monopolies.

Though mainstream economists didn’t care about Hayek’s views, he and Simons began collaborating on the possibility of putting together the Free Market Study. Both men were fiercely anticorporate, seeing private corporate power as an equally dangerous form of central planning as state socialism. Simons favored strict, almost puritanical restrictions on banking, and even nationalizing the train system and utilities.

But Hayek and Simons would not shape the ultimate path of the project. Two other men would do that. In 1945, Hayek toured the United States to promote The Road to Serfdom. Right-wing American businessmen loved the Austrian, who seemed to rail against the New Deal. In Detroit, Hayek met the key moneyman behind what would become the Free Market Study, the Missouri businessman and Baptist Harold Luhnow, who ran a foundation called the Volker Fund.

Luhnow had inherited large sums from his wealthy progressive uncle in Kansas City, and had become something of a megalomaniac. He used his money to organize a fighting force against communism, liberalism, corruption, Keynesian economics, and godlessness.

In the 1930s, while facing the local Kansas City political machine, Luhnow had become a fierce anti-leftist, falling in with a network of anti–New Deal business groups focused on “good government” technocracy. From the 1940s to the 1960s, the Volker Fund spent about a million dollars a year supporting right-wing books, speaking tours, and causes, of both libertarians and the nascent religious right.12

Over the course of several decades, Luhnow morphed into a strange figure. He eventually began telling subordinates he had “unique but unspecified spiritual power” to secretly influence world leaders.13 He helped finance the Red Scare in the 1950s, sponsoring William F. Buckley’s attacks on Keynesian economics—or the use of government deficits to manage economic downturns as illustrative of a socialistic threat in America.

In 1945, when Luhnow saw Hayek speak against central planning, he grew enthralled by the Austrian. He decided he wanted an American version of The Road to Serfdom, dumbed down and simplified. Hayek convinced Luhnow to fund the Free Market Study as a substitute. To run it, Hayek and Simons recruited a third economist, Aaron Director, who had been one of Simons’s disciples. Luhnow agreed to fund Director’s salary as a professor for five years, an unusual arrangement at the University of Chicago.

Director would be the last piece of the puzzle, the key to making the Free Market Study work. Director is an obscure figure who wrote little and left little of a written record. But he, through his students and converts, would play the key role in rebuilding Mellonism.

Director was a Russian-born Jew who immigrated to the United States in 1913 as a boy, settling in Portland, Oregon. He did well in school, but Portland in his youth was a deeply reactionary, xenophobic, and racist town, one of the more important centers of the KKK and anticommunist post–World War I hysteria. Growing up Jewish and an immigrant in an atmosphere of enforced conformity was not easy; Director encountered anti-Semitic slurs and was kept out of social circles due to racial exclusion and overly zealous patriotism.

In 1921, Director attended Yale, where, again resentful of the wealthy Anglo-Saxon exclusionary culture, he came under the influence of Thorstein Veblen and H. L. Mencken. Both Veblen and Mencken were radical and elitist; Mencken did not believe humanity had the free will and intelligence to make democracy work. Director came to see the world this way as well; in a satirical newspaper he anonymously published at Yale called The Saturday Evening Pest, he and his friends used mockery and elitism, writing “the definition of the United States shall eternally be H. L. Mencken surrounded by 112,000,000 morons” and calling for “an aristocracy of the mentally alert and curious” to lead the way forward.14

Director joined the socialist-leaning IWW union in the Pacific Northwest, and continued developing his sense of self as an elite and heroic educator. In 1927, he married these instincts to conservative politics, heading to the economics department at the University of Chicago, finding a political home on the right for his radical ambitions. In many ways, Director’s path mirrored that of the historian Richard Hofstadter, with Hofstadter becoming a corporatist on the left, and Director becoming one on the right.15

Director deeply respected Hayek and Simons. With their support, and Luhnow’s money, Director would turn Chicago into a center of political power.

At first, the Free Market Study, Director, Simons, and Hayek were unified around the older conservative antimonopoly tradition of classical liberalism.16 But in 1946, Simons committed suicide. This did not destroy the project, and probably spurred it along; Luhnow’s close advisors had been skeptical of Simons’s antimonopoly streak, and Director, though a conservative antimonopolist, was far more ideologically malleable.

In 1950, Luhnow threatened to “eject Director from his leadership role in the Free Market Study” because Director still retained tenets of Simons’s philosophy.17 Director eventually jettisoned Simons’s antimonopoly views, and in 1953, Luhnow funded a new study, called the Antitrust Project, to restructure the antitrust laws. It was in this period, in the late 1940s to the early 1950s, that Director broke from a classic conservative ethos, fusing conservative rhetoric with the radical elitism of Veblen and Mencken. The Chicago School transformed into a vehicle to rebuild Mellonism and corporate power.

Director soon began making the argument that private monopolies could only emerge and exert power due to government action. Private corporate monopolies would, for Director, cease being a problem. Director’s organizing strategy was a two-step process. First, he would relentlessly recruit both scholars and willing funders of them. Second, he would have these scholars use the same Mencken-like frame as Director had at The Saturday Evening Pest at Yale, mocking key targets as ignorant elitists. As one Chicago Schooler put it, the strategy was “to ridicule the Supreme Court’s treatment of antitrust as well as of other forms of government interference with the market.”18

The money and the marketing worked. Director began gaining converts. Two initial recruits were part of the older Chicago conservative tradition. Milton Friedman and George Stigler had been part of the anti–New Deal school of conservative antimonopolists at the University of Chicago in the 1930s. In 1946, Friedman and Stigler made their first foray into aggressive public-policy advocacy on the Volker payroll, in a pamphlet blaming rent control for the immediate postwar housing shortage. Still, Friedman and Stigler, as classical liberals, were antimonopolists, as nearly all were in those days. Stigler even testified before Emanuel Celler’s antimonopoly subcommittee on the need to break up the steel industry.

Director easily pulled them into the neoliberal orbit. Friedman was a brilliant marketer and statistician; like Director, Friedman was Jewish (and Director’s brother-in-law); his career had been held back due to anti-Semitism. In the early 1950s, Director persuaded Friedman of the irrelevance of private monopoly power, and Friedman began seeing in the nascent neoliberal framework an opportunity for self-promotion. In the late 1950s, Director convinced Stigler. From then on, Aaron Director would serve as ideological enforcer for the Chicago School, Milton Friedman would be the key rhetorician of this new philosophy, and George Stigler the economic visionary.19

Director had a remarkable ability to inspire and convert thinkers into conservative preachers of neoliberal doctrine. “A lot of us who took the antitrust course or the economics course underwent what can only be called a religious conversion,” said one convert, Robert Bork, of Director’s converts. “It changed our view of the entire world.”20 Bork had been a Pittsburgh socialist. After studying with Director, he turned into a conservative. He specialized in antitrust law, becoming the most important antitrust lawyer of the postwar era. Joked a Nobel Prize–winning economist heavily involved in the project named Ronald Coase, “I regarded my role as that of Saint Paul to Aaron Director’s Christ. He got the doctrine going, and what I had to do was bring it to the gentiles.”21

The Free Market Study was exciting, tantalizing, and a challenge to stultifying liberal orthodoxy. At first it was housed in the Chess Room of the Quadrangle Club, a historic faculty room with thick leather chairs at the University of Chicago. In a few years, it would spread to the main floor of the law school, with excited young scholars stuffed together in cubicles, talking, arguing, shouting, “stirring” over a lot of “coffee and some beer,” both damaging and repairing egos.22

A sense of victimization, infused from the beginning, unified the members of the project. They saw themselves as radicals up against an all-powerful establishment of liberals. “The phrase Chicago Economics was often uttered with the same contempt that commonly characterized unsavory ethnic and religious epithets,” wrote Chicago Schooler Henry Manne.23

This aggrieved posture served to make their ideas sound tantalizing and risky in later decades, even after they had conquered the world. It was, rhetorically, identical to Galbraith’s use of the term “conventional wisdom” to distance himself from responsibility, even as he was at the center of power. This resentful anti-establishment pose would always color the movement these men built, later syncing well with the politicians who grew up in the anti-establishment culture of the 1960s.

Luhnow’s money was enormously well spent; the Volker Fund would finance five different Nobel Prize winners in economics. Director’s students were also impressive, and not just Bork. Henry Manne would reorganize how politicians understood Wall Street’s relationship with the corporation, Ward Bowman would undermine the idea of corporate concentration as a political problem, and John McGee would reorganize American pricing law.

Still, as exciting as the project might be in 1946, returning to a pre–New Deal world seemed impossible. To reconstruct the system over which Andrew Mellon reigned required an architecture with three components.

The first component was the ability to rule an entire market through a specific corporate monopoly, or shared control of a market through a small set of corporations (which was known as an oligopoly rather than a monopoly). Each monopolistic company would be a mini-government, governing the prices, quality, labor, and supply chain of an industrial product or service, such as aluminum, oil, steel, ships, and magnesium. But during the New Deal, robust antitrust enforcement kept concentration and monopolization at bay.

Each company had in turn been controlled by one of a small number of oligarchs or banks, such as the House of Morgan, DuPont, Rockefeller, or Mellon himself. This was done through the second component, the connective power that turned each monopoly into a networked whole, with mechanisms to discipline wayward corporate structures. This was Wall Street, with tools such as holding companies, interlocking directorates, stock watering, debt issuance, and various forms of financial instruments. Wall Street, however, was deeply constrained by financial rules.

The third piece was the rhetorical machinery, a set of intellectual concepts and political institutions that would protect financial empires from democratic influence. Money would be necessary, money to develop and sell this ideology, not only to fund new academic departments, but to buy politicians and lawyers, to influence voters and newspapers, to set up institutions to persuade judges and professors. Even more critical was rhetoric to explain the world in ways that would organize citizens to seek not freedom from capital, but freedom for capital. But this was difficult to imagine, as New Dealers seemed to rule the centers of cultural capital, the newspapers and academic institutions.

It was their task to imagine it nonetheless. They saw themselves as up against the world, and they were going to conquer it. The Free Market Study, and then the Antitrust Project, would serve as the intellectual testing ground for the set of ideas that would eventually burst out of the academy and generate a political and financial revolution. “The Antitrust Project,” said Yale Law professor George Priest, “was, perhaps, the most successful research program in the history of legal scholarship.”24

UNDER SIEGE BY LIBERALS

And yet, the counterrevolutionaries found their struggle against leftism agonizingly slow.

No one upset Chicago Schoolers like the luminous and hated John Kenneth Galbraith, who continued to become more famous and important. Galbraith’s Keynesian planners had been effortlessly defeating Chicago conservatives for years. During the war, George Stigler encountered Galbraith at the Office of Price Administration, surrounded by his New Deal leftist allies. Stigler called Galbraith a “fox in the henhouse,” and retreated to academia to get away from the man.25

In 1953, Galbraith promoted his notion of countervailing power, the quasi-Marxist notion that bigness in one area of the economy automatically generated bigness in other areas to tame it. He refused to work within the methodological constraints of economics and popularized the concept through his best-selling work American Capitalism. At the American Economic Association conference, they debated; Stigler was one of five different economists who sought to “clobber” Galbraith. He failed. As one economist observed, “it soon became hard to find a business or sociological piece of writing that did not make use of Galbraith’s idea.”26

The Chicago School lived in Galbraith’s shadow. In the 1950s, Republicans, despite defeating Democrat Adlai Stevenson, expressed concern that their “egghead” intellectuals were not as luminous as those of the Democrats, like Galbraith. In 1958, Galbraith’s The Affluent Society, which preached central planning and public spending to promote art and education, was a best-seller. It was immediately embedded into the intellectual fabric of young intellectuals within both parties. George Stigler expressed despair, exclaiming it was “shocking that more Americans have read ‘The Affluent Society’ than ‘The Wealth of Nations.’ ”27 Galbraith responded, “Professor Stigler’s sorrow may be not that so many read Galbraith and so few read Smith but that hardly anyone reads Stigler at all.” It was a brutal, and brutally effective, putdown.28

It was no better for Director’s younger students. After his time at Chicago, Bork had trouble getting a job. “We consider your qualifications to be of the highest and placed you in the top echelon of the men we have interviewed,” wrote the personnel committee of the prestigious law firm Covington & Burling.29 But they hired someone else.

Eventually Bork caught on at another law firm, Kirkland & Ellis, where he worked for seven years. But it was not a fun experience. Practicing corporate law brought him, as he later put it in advising a young lawyer, “thoughts of despair and the rope.”30 Bork tried to get a teaching job, but, as he wrote in 1961, the job market was “frustrating.”31 Bork was rejected by Northwestern law school the next year, with a somewhat insulting note that they had hired “a young man who has only been out of Law School two or three years.”32 Bork was reduced to writing the “monopoly” entry for the Encyclopaedia Britannica.33

But it wasn’t just the legal academic establishment, and Galbraith, that stood athwart the plans and careers of the Chicago Schoolers. The New Deal had been accepted, internalized everywhere. In 1954, the Republican president, Dwight Eisenhower, consigned to irrelevance those few “Texas oil millionaires” and the “occasional politician or business man” who wanted to eliminate the New Deal era of reforms. “Their number is negligible and they are stupid,” he said.34

Chicago Schoolers sought to do what they could do within the constraints of economics, which was to build their own forums for publication away from the cloistered liberal establishment. In 1958, Director started The Journal of Law and Economics, with money from the Volker Fund, and then the Eli Lilly fortune.35

The liberal establishment, and the business world, paid little heed. Chicago Schoolers held to their immediate postwar paranoia, believing that the New Deal regulatory and antitrust apparatus was leading the West to a left-wing totalitarianism. But leaders, even those whom Chicago Schoolers thought should know better, barely noticed. “Even the business community,” wrote Bork and Bowman, “appears to understand neither the nature nor the immediacy of the threat.”36 Big businessmen saw Chicago scholars as a bit like a crazy old relative, to be cared for and shown respect, but only in private.37

The Committee for Economic Development, the dominant business trade association of the 1950s, came out with a report, “Soviet Progress Versus American Enterprise,” in 1958 predicting that the USSR would overtake America. “When I really feel gloomy, I think that five years from now they will be obviously superior to us in every area,” said the author of the study, Professor Jerome Wiesner.

This was the age of Sputnik, when the Soviets sent a satellite into space first, with the Red Army menacing Western Europe, and with John F. Kennedy about to mock Nixon over a presumed “missile gap” that played on fears of American inferiority. “When I am optimistic, I feel it will take ten,” concluded Wiesner.38

Director answered the charge. In the second issue of the journal, Warren Nutter, a Director student, questioned this commonly held view that the Soviet Union system was superior. It didn’t matter. A decade later, though the Soviet Union had not overtaken the United States, Newsweek listed which books were being read by famous businessmen. The list included not only Keynes, but Karl Marx’s Capital.39 Arjay Miller, the president of the Ford Motor Company, encouraged his colleagues to read Keynes’s General Theory of Employment, Interest, and Money.

And it would get worse, or at least seem worse. Democratic president Lyndon Johnson, he of the “Great Society” welfare state, would not be succeeded by the liberal Hubert Humphrey, but by the conservative foe of the eastern establishment, Richard Nixon. Nixon installed a corporate lawyer named Richard McLaren to run the Antitrust Division, and McLaren, continuing with the Eisenhower model, wielded antitrust authority aggressively and assertively. Then Nixon imposed price controls on virtually every good, service, and wage in the economy, earning the grudging admiration of none other than the devil himself: John Kenneth Galbraith.

Nixon, though conservative, would not deviate from the New Deal status quo on political economy. “We’re all Keynesians now,” he said. The New Deal consensus was part of how business leaders organized their politics. The main lobbyist for Sears Roebuck, John Wheeler, pursued “corporate statesmanship,” seeking to strengthen his company’s political posture by supporting consumer protection legislation. The Republican majority whip, Senator Ted Stevens, attacked Nixon’s FTC for being weak, saying he hoped enforcers would get more aggressive, and that “some of these big business people will complain to us you are going too far.”40

But even as Chicago School scholars expressed common frustration and revulsion at the world around them, as they discussed their common crusade, they were succeeding, burrowing into the consciousness of the American business world and important young leaders. And as lonely as they felt, they knew of the progress they were making.

By the early 1960s, this nascent conservative movement would finally have the basic ideas in place to overturn much of the New Deal. By the 1970s, they would have the institutions to promote those ideas.

THE MAKING OF THE NEW MELLONISM

The Chicago School oriented themselves around two different stylistic choices. The first was to use the language of Jeffersonian democracy, framed around attacks on monopolies and the promotion of individual liberty. They appropriated this language through Hayek.41 In the 1950s, this rhetoric was willingly ceded by younger members of the Democratic establishment, as Galbraith-dominated liberal intellectuals increasingly began orienting around command-and-control elitism and disdain for commerce.

What Director constructed was a highly sophisticated rhetorical movement. Like Hofstadter, Director realized the key to subverting populism was to alter language itself. Actual competition might be, as Director student McGee put it, “a false God,” but co-opting the rhetoric of liberty was essential in persuading Americans who had been raised on populist suspicion of centralized power.42

Hayek, as had Jefferson and Brandeis, saw potential danger among all concentrations of power, from unions to corporations to government agencies. Director used Hayek’s language, but removed corporate power from the list of potential threats to liberty. To someone unaware of the meaning behind the rhetoric, this new Director-altered language made it sound like Chicago Schoolers opposed monopolies and collusive arrangements, and that it fit squarely within a conservative tradition. But Director was creating an elaborate rhetorical trap. Monopolies and collusive arrangements had been understood as emerging from the corporate sphere. Chicago Schoolers, led by Director, used monopolies to refer to things like public schools and labor unions. Director was, as Hofstadter had on the left, making corporate monopolists the protectors of liberty.

As important as the Jeffersonian political rhetoric was, the Chicago School also relied on the apolitical language of science. George Stigler, Ronald Coase, and Robert Bork saw enormous rhetorical power in the scientific aesthetic and would use language oriented almost entirely around technocratic economics. They named their school of thought the law and economics movement.

The history of the movement would be told and constantly retold as one where Director and associated scholars had penetrating scientific insights, insights rejected by the dirty and unscientifically minded world. As George Priest, another Chicago Schooler, argued, Director was uninterested in changing the law; in fact he was no more interested in the law than “in, say, molecular biology.” Court opinions provided nothing but data to disinterested scientists; “the law served the Project as a subject of ridicule,” but nothing more.43 “I use the word ‘science’ deliberately,” wrote Bork, in one of his many lambastings of prosecutors and courts.44

The idea of a scientific consensus was a key rhetorical weapon, used to exclude those who disagreed with the underlying political assumptions. The problem was, to make this argument, Chicago Schoolers had to pretend that economic analysis was new, so they could claim they had discovered it. But it wasn’t new.

Antimonopolists were also deeply interested in economics and science, from Louis Brandeis’s emphasis on empiricism to commonly accepted theories by scholars like Joe Bain that showed a link between concentration in an industry and high profits.45 Wright Patman had helped write the initial legislation creating the National Science Foundation.46 But Brandeis and Patman understood that political economy was about power structures. While Brandeis believed in science, he did not believe in overly applying technocratic tools to political decisions. Corporations and markets were engineered, and they could be structured to promote a free and self-governing people capable of making intelligent decisions about politics. But they could also become mechanisms of oppression. The forum for such discussions was that of law and politics, where human beings could use their liberties and free will to come together and make such decisions.

The law and economics movement of the Chicago School was metaphysical, designed to replace law with science in the form of economics, with measurements of efficiency. Director had a deterministic view of human nature, ironically like Galbraith’s, in which free will was superseded by the scientific unspooling of market developments; he imparted this vision to the Chicago School.

Director’s group finessed the earlier embrace of empiricism by populists. They argued that, yes, there may have been some economics prior to the appearance of the Chicago School. But such work was either methodologically suspect, or incomplete. “Prior to the late 1950s, the science of economics was not adequate to the task of forming a comprehensive new interdisciplinary field with law,” wrote Henry Manne. “There were few important works of ‘applied economics’ largely because many of the tools needed to do convincing analysis had not yet been invented.”47

The advance of Chicago School policies would be couched in scientific terms, as economic expertise, as incorporating science and fancy terms such as “price theory” into legal rhetoric. This replacement of the democratic structuring of power by pseudoscience was evident from the beginning. In the first issue of The Journal of Law and Economics, one author proved logically that democratic systems shouldn’t address private monopolies while another author proved there was a method to determine the scientifically correct size of a firm.48

This seeming embrace of science, and the discarding of those disagreed to the dustbin of the superstitious and emotional (or “populistic” as Bork once put it), was a means of winning arguments. Bork later said the use of a key one of these pseudoscientific tools—price theory—was “a powerful form of rhetoric.”49

With this new science, the Enlightenment tradition was wiped out in bold strokes. George Stigler discussed Adam Smith’s theories, and James Madison’s ideas, and then concluded that only since 1958, coincidentally the year of his arrival at the University of Chicago, “has a general theory of the behavior of governments begun to appear. Three scholars, Anthony Downs, James Buchanan, and Gordon Tullock, began the task of constructing such a theory.”50

The Chicago School was a reconstruction of the thinking of the nineteenth century, when opposition to concentrations of capital seemed as foolish as opposing the creation of clouds or the flowing of rivers.

Director had an unerring sense of how to use this scientific rhetoric, and ridicule, to persuade elite liberals, and undermine a forceful application of public power to private monopolies. Warren Nutter, for instance, was a student of Director, and his doctoral dissertation, The Extent of Enterprise Monopoly in the United States, 1899–1939, argued that monopoly power had not increased during that period, eroding concern over the problem of concentration.51 Hofstadter approvingly cited Nutter in his pivotal 1964 essay, “What Happened to the Antitrust Movement?”

Director had his student John McGee rewrite the history of America’s greatest monopolist, John D. Rockefeller of Standard Oil. McGee would purportedly prove that Standard Oil, contrary to nearly all scholarship and common understanding, had not engaged in predatory behavior. McGee claimed he looked at the trial record, and found no evidence of predatory pricing, or cutting prices in certain markets to drive rivals out of business. Later scholars examined McGee’s claim, and found it false.52 But liberals, and then courts, and then the Supreme Court, accepted McGee’s narrative, and overturned key precedents on monopoly rules around predatory pricing.

Yet another seminal work, this one by Harold Demsetz, proved that corporate concentration didn’t matter. Large firms were more profitable than small ones not because they had market power, as antimonopolists assumed, but because their size was evidence of superior efficiency and good management.53 Once again, this conclusion was highly disputed, but it helped lead to a wholesale change in perception and practice of antitrust.

Behind the rhetoric of science was an attack on democracy. Considerations of equity, democracy, and social stability became, as Bork put it, “vague, squishy, and dangerous,” a “reckless and primitive egalitarianism.”54 In 1947, at Mont Pèlerin, James Buchanan, founder of public choice theory and one of the Chicago School’s later Nobel Prize winners, referred to the need to ensure that wealthier citizens must not be forced to shoulder a disproportionate tax burden. Freedom, particularly economic, required “the removal of certain decisions from majority-vote determination.”55 He and Gordon Tullock later used a scientific veneer in The Calculus of Consent to argue a one-person, one-vote system was inefficient.56

Voting no longer represented part of the process of self-government—it became a chance for voters to maximize their welfare by bargaining with public officials to effect wealth transfers using politics rather than free markets. And those public officials, be they elected leaders, antitrust enforcers, regulators, or anyone else, had little interest in leadership, but were reflecting the will of the bargaining coalitions who had brought them to office and could enhance their power.

Director and his colleagues had a fundamentally nihilistic view of human nature, and introduced into political economics a language flowing from this conception. All humans sought to maximize their individual well-being. Legal systems should be modeled not on squishy notions such as justice, fairness, equity, or social stability, but on scientific measurements of individual welfare. In this brutal framework, those who succeeded were simply the most talented (a foreshadowing of the later fetishizing of meritocracy). Perhaps this reality might be sad, perhaps it might be unfair, but it was truth, and thus, scientific.

The key policy choices of the Chicago School flowed from this view of humans as inherently selfish and atomistic. In the 1960s, George Stigler began developing a new theory of why most public regulations to constrain corporate power were problematic, and in 1971 he popularized it with the notion of “regulatory capture.” The meaning of regulatory capture was the phenomenon of public officials attempting to operate in the public interest by writing rules, but instead serving to enhance the power and wealth of the industry they were hired to regulate. What good was regulation at all, since regulators were just as self-interested as anyone else and would inevitably take bribes or do the bidding of the powerful. Similarly, rent controls protected low-income tenants from landlords. In the Chicago School’s capable hands, this became “rent seeking,” a selfish way for politicians to maximize their own power to gain votes from special interests, aka poor people. Rent seeking and regulatory capture were ways of denigrating the ability of democratic states to protect citizens.

Sometimes, old language, such as “free trade,” would be redefined to airbrush out concentrations of power that were inconvenient to acknowledge, such as the need for national security and sovereignty. Neither could be measured by Chicago School economists, so they were defined out of existence in Milton Friedman’s new version of free trade. Cordell Hull’s carefully crafted trading regime, which sought to preserve low tariffs, restrict cartels, and prevent sovereign powers from seizing American industrial might through predatory pricing tactics, was tossed. The Chicago School version of free trade would be a new global utopian world, without concern for private monopoly power or national sovereignty.

Director assembled an entirely new discourse for politics. He understood that business leaders, though sympathetic to their social vision, were in an intellectual trap, caught in the powerful vise of liberal rhetoric. He knew that for business leaders, social respectability came with liberal sensibilities, requiring them to make comments about social responsibility, statesmanship, respect for democracy, and unions. So the Chicago School had to allow business leaders to have both social respectability and reassert their right to rule. Achieving their social vision would require reorienting language itself.

The key figure to break down the liberal legal establishment’s adherence to the religion of antitrust was Bork, one of Director’s first converts. In time there would be tens of thousands more, including some of the country’s most important liberals, and eventually the entire Supreme Court.57

But Bork would be the tip of the spear.

BORK AND GOLDWATER

In the 1950s, Robert Bork seemed destined for a frustrating if well-paid life as a corporate lawyer. But in 1962, he caught a lucky break, and was hired to be a law professor at the perceived liberal bastion of Yale. A fellow conservative from the University of Chicago, Ward Bowman, hired at Yale because the economics department had thought Bowman an antimonopolist, managed to get Bork onto the faculty.58

The hiring of Bork at Yale was a big deal for the Chicago network, and Bork would serve as a key piece in Director’s empire building. Immediately, Bork plunged into controversy, and over the next four years turned himself and the Chicago School first from fringe academics to the respectable opposition, and then, the government in waiting. It was one of the most successful persuasion jobs in American history, a triumph of sheer rhetoric and persistence.

Bork used his brilliance, charm, and politeness to cultivate three important constituencies. The first was the corporate legal fraternity, with whom he had close ties from his seven-year run at Kirkland & Ellis. His academic work, with his platform at the liberal Yale Law School, buttressed his background and professional relationships. In 1963, he gave a speech to the New York City Bar attacking criminal sentences for price-fixing, just a few years after GE and Westinghouse executives had gone to jail for colluding on prices of electrical equipment. Bork, rather than bow to the liberal orthodoxy against antitrust violations, pronounced these sentences “unjust and an emotional overreaction.”59 This kind of attack was helpful to the corporate world, since it would remove the threat that the Department of Justice had to force settlements upon clients with the fear of jail time.

For his performance, Bork received accolades from the corporate legal establishment. The legendary Howard Ellis of his former firm showered him with praise. “Thank you so much for your paper defending the ‘Malefactors of Great Wealth,’ ” Ellis wrote.60 Corporate titan Taggart Whipple at Davis Polk, who had represented Standard Oil of New Jersey before the Truman Committee during World War II (as well as arguing against Thurgood Marshall in Brown v. Board of Education), expressed his appreciation for noting the absurdity of government action.61

Bork’s relationships with the corporate legal world were essential. He kept his former firm in the loop with his work, both promoting the interests of their clients through his academic work and pulling in favors from them at the same time. He then asked his former firm to help him join the influential American Bar Association Antitrust Section. This self-appointed ABA Antitrust Section was a key forum for inserting ideas into the antitrust establishment. Kirkland’s Hammond Chaffetz was the chair of the section, and offered Bork entrée to this citadel of liberal power. Federal Trade Commission chairman Paul Rand Dixon and Department of Justice Antitrust chief Lee Loevinger were members of the section.62 Bork would begin building relationships within the institutions.

Aside from the legal fraternity, Bork wooed corporate leaders themselves. He would often ask corporate counsels for their legal briefs, as a way of both studying the arguments he could then popularize and establishing relationships. He did this with Procter & Gamble on its merger with Clorox, and with Reynolds Metals.63 Eventually, he would work with Alcoa, to attempt to discredit the decision in 1945 calling the company a monopoly and therefore guilty of Sherman Act violations.64

In late 1963, Bork and Bowman authored an article for Fortune. The article appeared at the right cultural moment. With “The Crisis in Antitrust,” Bork and Bowman created a rhetorical structure that Bork would use for the rest of his life, the notion of a contradiction in the antitrust laws.

Antitrust was incoherent, they argued. The law sought to promote competition. Yet, it also sought to protect small businesses, thus preventing competition for those small enterprises against larger and more efficient rivals. Antitrust law was also subversive, gnawing away at the foundations of America. It reinforced “populistic” and “anti-free market strains in American thought,” and had large, dangerous, and hidden costs.65

After decades of uniform pro-antitrust sentiment, such a clear articulation of potential problems in the law had a ready audience. Nineteen sixty-three was a key period for the Chicago School; the year before, Milton Friedman published his series of lectures that had been financed by the Volker Fund, under the title Capitalism and Freedom, which would eventually become a best-seller.

“The Crisis in Antitrust” was a big hit. “It is one of the best antitrust articles I have ever read,” wrote one corporate lawyer. “You have launched a frontal assault on the fallacious ‘new economics’ which the ‘pseudo liberals’ have been using as a vehicle for their anti-competitive doctrines.… The asinine doctrines that are being spawned by the F.T.C. in Robinson-Patman cases in the name of ‘free competition’ need to be blasted to hell.”66

The power of the argument extended Bork’s influence beyond the legal fraternity. Think tanks and schools of management asked for reprints.67 The New York City Bar invited Bork to discuss the question, “Is Antitrust Anti-competitive? A Hard Look at the Philosophy and Propriety of our Federal Antitrust Laws.” Congressman Emanuel Celler attacked him on the House floor.68 A seminar at the University of Rochester for executives offered Bork a lucrative speaking opportunity on mergers.69 And he was asked to help direct money from the General Electric Foundation to fellow academics.70 Businessmen were beginning to get interested.

The third constituency group was what put Bork into the political world, his cultivation of southern elites and the presidential campaign of Republican Barry Goldwater. And this came not through any arguments about antitrust, but one about the relationship between property and race. In August of 1963, Bork published a piece in The New Republic titled “Civil Rights—A Challenge.” In this article, he made the case against Title II of the Civil Rights Act, the public accommodations part of the bill, which prohibited racial discrimination in privately owned hotels and restaurants.

This part of the bill was, he argued, “legislation by which the morals of the majority are self-righteously imposed upon a minority.” This attack on property rights, he argued, is “likely to be subversive of free institutions.” Bork used the scientific style that he had adopted to sell Mellonism. Proponents of the bill, however well-meaning, were not considering the “cost in freedom that must be paid for such legislation.” The Civil Rights Act would force businessmen to “deal with and serve persons with whom they do not wish to associate.”71 And that, Bork felt, was wrong.

Though Bork saw a “justifiable abhorrence of racial discrimination” as the motivation behind advocates for the law, his argument appealed to segregationists in the South. Bork argued that owning a public-facing business meant that the owner had no obligations to the public, and could discriminate at will. In 1963, in America, this argument was an endorsement of Jim Crow and a terror-filled South. But by putting the argument in the scientifically sounding welfare utilitarian framework of the Chicago School, Bork evaded having to address the fear and humiliation of what it was like to be black in America without using overtly racist rhetoric.

Nevertheless, Bork in this article aimed at nothing less than using his deep knowledge of antimonopoly law to deprive the civil rights movement of a powerful tool, the ability to use the law to block economic discrimination. This tradition of nondiscrimination by race or economic power suffused the civil rights movement and the New Deal. It was known as “common carriage,” from when carriages and public accommodations facilities like inns were required to serve all comers. This was an Anglo-American tradition that stretched back hundreds of years.

When New Dealers passed the Civil Aeronautics Act of 1938 to regulate the nascent airline industry, the laws prohibited racial segregation on airplanes.72 In 1960, Thurgood Marshall litigated a case seeking the desegregation of a restaurant in a bus terminal, successfully arguing that such a restaurant was part of the interstate bus system, and thus, a common carrier subject to nondiscrimination principles. Martin Luther King drew direct analogies from the Sherman Act when desegregating lunch counters.73 In opposing the Civil Rights Act, Bork was standing all at once against the New Deal, the movement for racial equality, and the long tradition of common carriage law.

The backlash to this article was, at first, brutal, and marked the only time early in his career that Bork found himself the target of liberal outrage. It was a mark of Hofstadter’s profound influence over liberals that when Bork put forth no less ideologically aggressive pronouncements about the need to unleash corporate power, it seemed like a conservative but polite technical disagreement. But Bork’s attacks on the Civil Rights Act brought him into an explicit alliance with unapologetic racists, and put him at odds with liberals during the focal point of public debate over what justice meant in 1963. The controversy embarrassed Bork, with some of the most pointed reactions coming from Bork’s own world of the legal fraternity.

One note from a New York lawyer summed up the feeling from the liberal legal world, noting that Bork overlooked a “recent costly experience the world had to undergo with people who built a plan of world conquest around a theory of a master race and policies of racial discrimination.” The “vile poison” of “racial discrimination” should not be “spewed forth with impunity under the mantle of freedom.”74

Bork was upset, and felt he might have made a political misstep. “I badly need some readers who might agree with me,” he wrote to Howard Krane, a friend at Kirkland & Ellis. “Your own silence leads me to believe that either you haven’t read it, you don’t agree with it, or you don’t like—and in any of those contingencies, to hell with you.”75 But singed as he might feel, Bork’s article gave him credibility with another important opponent of the Civil Rights Act: Barry Goldwater, the Republican nominee for president.

Goldwater was the political analog to the Chicago School intellectuals. His was a radical takeover of the Republican Party, the rejection of milquetoast compromise, and the bold assertion of a different vision, a rejection of the philosophy peddled by every major president since FDR. Eisenhower had been a Republican New Dealer, but Goldwater brought a different value system to the American public, the first time that laissez-faire Mellon-style arguments had been presented to the public since 1932. Goldwater asserted vehemently that he favored freedom and liberty, and used a hard-core anticommunist and anti-collectivist set of arguments.

Milton Friedman became an aggressive promoter of Goldwater, and saw the candidate as representing the first triumph of a new conservative ideological movement, with organizers such as Clifton White attempting to wrest power within the party from the moderate Republicans that had put Eisenhower in office.76 This shift was not only ideological but also geographic; Goldwater was from Arizona, the Southwest, whereas Republicans such as Mellon, Morgan, and Rockefeller had often come from the Midwest or Northeast. The South and West had been industrializing rapidly because of New Deal policies, bringing in a new generation of white-collar managers to the region. The Sunbelt, not the Industrial Belt, was becoming the base of the GOP and modern conservatism.

Even if the Goldwater campaign failed to line up public support from big business, a quieter, more radical part of the business world was paying close attention to the new language Goldwater was using, and the policies he was promoting. This effort was organized by a policy entrepreneur named William Baroody, at an institution called the American Enterprise Institute (AEI). Founded in 1938 by businessmen to oppose the New Deal, in the early 1960s, AEI was one of the few right-wing think tanks in Washington, D.C. AEI received funds from Allen-Bradley, Ford, General Motors, General Electric, Socony Mobil, U.S. Steel, Procter & Gamble, Armstrong Cork, Youngstown Sheet & Tube, and from the Eli Lilly fortune.77 But it was not influential, considered on the fringe of policymaking.

Within the Goldwater campaign, Baroody ran policy, and brought in the Chicago network. Milton Friedman and Yale Brozen joined, and Warren Nutter even became the campaign’s director of issue analysis.78 Baroody brought in Bork specifically to work against the Civil Rights Act. Bork dove right in, writing a seventy-five-page legal analysis of the Civil Rights Act to back up the arguments against the law by another Goldwater lawyer, William Rehnquist.79

Goldwater was so reviled by the legal establishment that at first, Bork denied publicly being an advisor.80 But Goldwater relied on Bork’s analysis for his opposition to the Civil Rights Act, and gave Bork influence on policy and the candidate’s speeches.81 Bork had sought to enter Republican politics for years, but he was looking for the right conservative candidate. Eventually he realized Goldwater was his man.82

Despite initial embarrassment, Bork organized for Goldwater, coming up with lists of potential academics who might sign on as advisors. This list included most of the Chicago School network, as well as a Harvard law school faculty member named Phillip Areeda, who would become critical to the project a decade later.83

Goldwater lost the election, badly. But Goldwater’s defeat validated the Chicago network, including Bork. As one South Carolina banker put it, “For us to have a Goldwater man at Yale is indeed encouraging.”84

Goldwater wrote Bork after the campaign, saying, “I assure you that a hard-rock core of twenty-seven million people in this country will be looked at and respected by the opposition and we’ve at least made a start.”85 Twenty-seven million people was not enough to win a presidential election, but it was a huge audience. Bork understood how important he had become, and how the Chicago School ideology had advanced, telling a law firm friend, “I am not as discouraged as people think I should be. I think our general attitude should be that of the Bolsheviks after 1905.”86

These three constituency groups—the corporate legal fraternity, business elites, and the new conservative grassroots—provided critical institutional power for the projection of this renewed style of Mellonism. Bork and the Chicago School network were becoming the credible opposition, the ones to stand outside the affluent society and question its workings. In 1964, George Stigler became the president of the American Economic Association. Milton Friedman asked Bork to speak to the AEA the next year, even though Bork was not an economist.87 Three years later, the president of the AEA was Milton Friedman.

Big business finally came calling, through the nascent network of conservative business-funded think tanks being set up to reorient politics and through traditional business forums. In 1964, toward the end of the Goldwater campaign, AEI asked Bork to join as an antitrust policy advisor to help guide the think tank on where policy research might be useful.88 Within a month, Bork was receiving funding from AEI to rewrite the history of antitrust. He chose to do a historical study, in theory to determine what Congress meant when it passed various antitrust statutes, starting with the Sherman Act in 1890. The correct rational way to do antitrust, he said, would “grow naturally out of this study.”89

Over the course of the next year, AEI kept offering Bork money, as much as he needed to finish the study. The result was the germ of the book that, beginning a decade later, would entirely change how Washington elites understood—and enforced—America’s antimonopoly laws. In the study, Bork contended, supposedly from a close reading of the legislative history, that just about everyone who had ever looked at the antitrust laws before him had misunderstood them. The “intent of Congress underlying the Sherman Act has been misrepresented by some authors,” Bork argued, “and all authors seem to have missed the full implications of what was said in the debates leading up to the act.”90

Bork argued that when Congress first passed the law in 1890, its sole intent was to promote what he now called “consumer welfare,” which he defined as meaning solely efficient production.91 Congress intended the Sherman Act, Bork went on, not as a means of protecting democracy, or markets, or the rights of citizens to produce and exchange free from interference by a monopolist. The only thing antitrust was meant to do was get consumers more stuff.

Bork’s study of the legislative intent of the antitrust laws was, like John McGee’s revisionist view of Standard Oil, a fiction. But in October 1966, the Chicago Law and Economics Journal published Bork’s argument.

Bork’s argument began to pay off almost immediately. On March 14 of that year he was invited to respond to Donald Turner, the Antitrust chief at the Department of Justice, in front of the National Industrial Conference Board, to discuss “Antitrust Issues in Today’s Economy” at the Waldorf-Astoria in New York. In attendance were the most powerful executives in American business, including executives from U.S. Steel, Bechtel, B. F. Goodrich, Kimberly-Clark, Standard Oil of New Jersey, GM, and General Electric.92 Bork’s conservative ideas had not won, but this gathering was not the fringe. His views were now mainstream, heard in the Waldorf-Astoria by the most powerful businessmen in the land and debated by the nation’s top antitrust cop. And his friendly relationship with Turner would soon ripen.

Bork assailed the recent Supreme Court’s decisions in support of strong antitrust enforcement. “The court has come very close in its actions,” he said, “if not in its words to the position that anything is illegal if the Government says it is.”93 A little less than three weeks later, the government argued a famous case against a grocery store merger, known as Von’s Grocery. The Supreme Court ruled once again for the government, but a justice, Potter Stewart, wrote a dissent, saying “The sole consistency that I can find is that, in litigation under §7, the Government always wins.”94

And the Court listened, with Justice Harlan citing Bork in the case requiring Procter & Gamble to divest itself of Clorox.95 Bork and the Chicago Schoolers were on their way to capturing the heart of the corporate world and the legal establishment.

Corporate leaders began to warm to the new ideas. Alcoa VP and general counsel William Unverzagt pronounced himself “in substantial agreement with you in your philosophy of antitrust and thus am quite anxious to be of assistance to you.” Unverzagt noted that he was in “a select circle of people who have read the entire trial record in the Roosevelt Administration’s antitrust case against Alcoa,” as Unverzagt had been a young lawyer indexing the transcript during the trial.96 Bork wasn’t just rethinking antitrust; he was double-checking it with Mellon lawyers.

That year, General Electric executives became much more serious about working with the Chicago School, inviting Bork to a corporate meeting to help “academicians… get a little better understanding of the operating procedures and problems of one large diversified firm as an aid in developing research problems.”

GE gave Bork and Bowman a grant with specific instructions on research topics. When Bork pushed back on the explicitness of the instructions, a GE representative noted that the money was of course to “underwrite any phase” of their “research efforts as you deem best.” This was important to GE. “Our top executives,” said GE consultant Donald Watson, “are very much interested in promoting research into this particular area.” The financing of Bork was the beginning of a broader campaign by corporate America to grow the law and economics movement. Union Carbide, Chase Manhattan, ITT, GM, U.S. Steel, and Pfizer soon showed interest in the burgeoning movement.97 So did top media executives in the business press; Louis Banks, the managing editor of Fortune, worked with Bork to promote his ideas, financing and cheering on Bork’s articles and discussing “our continuing campaign to get people thinking afresh on antitrust policy.”98

This corporate funding and business support paid off. The law and economics program at Chicago created a Government-Business Relations program, financed by the General Electric Foundation. By 1975, the dean of the law school, Norval Morris, was offering lavish praise to GE for its funding, noting that the school’s law and economics program had both “great scholarly strength and substantial impact in practice.”99 This funding allowed Chicago scholars to continue to take down and ridicule opponents. One of these Chicago scholars, the Director-influenced John Peterman, attacked a key Supreme Court decision on corporate concentration. Peterman wrote a 1975 paper titled “The Brown Shoe Case” to continue the crusade.100

The Chicago School was ascendant, and in antitrust, Bork, though he was at Yale, was the legal star. The Department of Justice Antitrust Division began asking for his articles, and in 1966 the liberal senator Philip Hart requested his help on the intersection between antitrust and foreign trade. Bork and Donald Turner became closer. Turner asked for his recommendation on personnel appointments, and in return offered help to Bork.101 Philip Elman, an elitist Federal Trade commissioner who would later leak damaging information about the FTC to Ralph Nader, began a friendly correspondence with Bork. Elman found Bork students “a lively, critical bunch. More power to you!”102

Bork’s students were also beginning to spread out, continuing his crusade on their own. His students, in the private bar and in regulatory agencies, carried on his mission, as he had carried Aaron Director’s. By the late 1960s, Bork detected that the ideological mettle of the antitrust bar was “weakening.”103

THE CAPTURE OF THE LIBERALS

The Chicago network saw as key foes John Kenneth Galbraith and the planner left. But what Galbraith had done to liberalism actually helped pave the way for the acceptance of this radical conservative movement. Galbraith and Chicago School thinkers loathed each other, but their philosophies synced well. Behind Galbraith’s frame of affluence was an elitism he drew from Thorstein Veblen, and that same elitism from the same source animated Director’s project.

This broad philosophical alignment reflected a shared approval of concentration of capital and the deployment of that capital by a technical elite. Stigler and Demsetz argued that economies of scale were understated in the economic literature. Galbraith agreed, noting “that there must be some element of monopoly in an industry if it is to be progressive.”104 They disagreed vehemently on who should be in control of American political economy, but, quietly, agreed that control should be in the hands of the few.

They also had a similar view of the history of capitalism. George Stigler called it “churlish” to argue that J. P. Morgan’s $62 million fee for the creation of U.S. Steel was excessive.105 Galbraith found such sums tacky and did a TV special insulting the boorish manners of the robber barons, but by and large agreed that fears of an earlier money trust were overblown.”106

Galbraith also shared the Chicago School’s appreciation for the power and usefulness of creating an entirely new system of language, if one’s goal was to steer people’s attention away from great concentrations of private corporate power. The following sentence could have been written by any author at the Chicago School: “It is part of the vanity of modern man that he can decide the character of his economic system.”107 But it was written by Galbraith. Both the corporatists on the right, and the corporatists on the left, believed that history, in some sense, unspooled according to knowable scientific rules. Chicago Schoolers hated Galbraith, but he had kicked open the door through which they would enter.

In the late 1960s, Bork began the process of working on the person who would become his most important convert: Donald Turner, the liberal economist and lawyer in charge of Johnson’s Antitrust Division. Turner was the most influential lawyer in the liberal firmament, a key carrier of the argument that the market power of big companies was dangerous. He had argued since the 1950s that, effectively, corporate size should be restricted, and America’s corporate apparatus was too concentrated. Policymakers, he argued, should pursue a radical plan of decentralization. Should he change his mind, much of the liberal legal establishment would follow.

As it proved, Turner was an easy mark. Although charming, Turner was also complacent, intellectually arrogant and indecisive, interested more in efficiency than questions of political power. Turner did not necessarily believe the antitrust laws were the way to decentralize corporate America, even if he thought that would be good policy. Turner was both an economist and a lawyer, and thus became the first economist to ever have significant policymaking power at the Department of Justice. He was thus easily seduced by the premise of science as law. He was also good friends and a collaborator with Harvard professor Phillip Areeda, who had been a conservative Republican on Bork’s list of potential Goldwater supporters in 1964.

Staff attorneys in the division disliked their new boss. Turner had imposed a bureaucracy of young and bright lawyers to review all subpoenas and briefs under the guise of “rationalizing antitrust.” Line attorneys came to detest Turner’s technocrats, who they called, variously, “the Gold Coast,” the “Harvard-Stanford axis,” and “a tribe of pencil-pushers.” Turner would shelve cases without telling the staff attorney, and settle cases with defense attorneys, in private, without the trial attorney for the case present. And he was a procrastinator, brilliantly examining all sides of an issue without making a decision. Attorney General Ramsey Clark, Turner’s boss, summed up his tenure with the line, “I would not select a professor to run the Antitrust Division.”108

Turner was quite comfortable with corporate power, and rumors were that LBJ had appointed him to the DOJ as a favor to corporate America.109 His behavior didn’t dissuade critics. Even as he ran the Antitrust Division, Turner was accepting favors from large corporations. In 1966, just after dropping an antitrust suit against big brewer Anheuser-Busch, Turner took a trip to St. Louis to see the baseball All-Star game, flying on the Anheuser-Busch private plane.

When an Eisenhower official, FCC chair John Doerfer, was a guest on the Storer yacht while tasked with regulating the Storer broadcasting empire, Eisenhower demanded his resignation.110 LBJ didn’t like Turner, referring to him dismissively as a “Harvard professor,” an ineffective and dishonest egghead. But he wouldn’t fire him.111 Turner’s former law partner, Lloyd Cutler, represented General Motors, the largest company in the world, and would drop by the DOJ to argue that Turner should drop the antitrust case against the company for monopolizing the locomotive market.112 Turner was going easy on GM, refusing to act on a draft complaint at the Department of Justice to break up the company. The wreckage of the company’s anti-competitive behavior would only become clear after Turner had left office, with the bankruptcy in the 1970s of railroads GM had injured.113

In 1966, Turner came under rhetorical assault from one of the most powerful and well-connected muckrakers in D.C., Drew Pearson. Pearson was an antimonopolist, and thought that Turner was far too comfortable with corporate power.114 Pearson reported a scandal surrounding Turner. A former law partner of Turner hired conservative economist and Bork writing partner Ward Bowman to write a secret memo meant to influence Turner on General Motors.115 Pearson also accused Turner of “sitting on” a case involving the control over the biggest liquid petroleum pipeline in the world, running from Texas to New Jersey and jointly owned by the largest oil companies in the country.116

Pearson lambasted Turner for letting it be known that “he will bring no more criminal prosecutions and that he will let business plead nolo contendere (no contest) if it is caught redhanded.” This was, as Pearson noted, “exactly what business has been asking Santa Claus for but never really expected to get.”117 The antitrust division, Pearson said, was becoming the “deadest division in Justice.”118

Almost simultaneously Turner found himself attacked, mocked even, from the corporatist left, most damagingly by Galbraith, who pronounced the antitrust laws a charade and a joke. In 1967, Galbraith came out with The New Industrial State, a book considered so important the Senate held a debate between Turner and Galbraith over the merit of the antitrust laws.

In the hearing, Galbraith made fun of Turner, noting that if he were serious about addressing concentration, he would break up the biggest companies in the country, like IBM and General Motors.119 It was a rhetorical masterstroke worthy of Milton Friedman and Robert Bork. Thurman Arnold, the great trustbuster and one of Turner’s key influences, tried to buck up Turner’s spirit by mocking Galbraith, saying, “he apparently thinks he has a set of abstract documents which is going to cure everything. It just shows that no economist should be permitted to practice unless he has a law degree.”120

Attacked by populist muckraker Pearson for being passive, mocked by the corporate left-winger Galbraith for being aggressive, Turner didn’t know what to do.121 The Wall Street Journal soon called the lack of antitrust urgency an “antitrust slowdown,” and Congressional critics attacked Turner.122 The Journal revealed that there was a suit to break up General Motors sitting fallow at the Justice Department, one that would have undone some of the three hundred acquisitions by GM going back to the turn of the century.123 Turner had the department “scrambling” to issue a statement. “The matter is indeed sitting in the Antitrust Division because of some very difficult issues,” he said.124 Turner never filed the suit.

Turner responded by retreating into technocratic solutions. In 1968, he wrote formal merger guidelines to give instructions to industry, angering the populist trustbusting staff in the division.125 Enforcers saw these guidelines as a retreat from recent Supreme Court decisions that had created precedent for much stricter merger prohibitions.

He turned to friends in the academy for support, such as law professor Alexander Bickel, who authored a piece in The New Republic defending Turner and arguing his critics didn’t understand that the law didn’t assert that “big is bad.”126 Bork also penned supporting letters to Turner, who appreciated it while under political attack.127 By the end of the Johnson administration, Turner was saying that Bork, aside from being “one of the five or six leading figures in the field of antitrust law and antitrust policy” was a “personal friend.” He talked with him on various issues, and “valued these discussions very highly.”128

Despite the progress Chicago Schoolers were making, and Turner’s frustrations, the New Deal consensus was still solid, and Bork, though respected, was still a dissenting voice. In the final year of the Johnson administration, LBJ advisors considered a broad restructuring of industry, in the form of a task force that the Johnson administration put together to deal with corporate concentration. This task force was led by Chicago Law School dean Phil Neal, and its conclusion became known as the Neal Report. The report recommended a law called the Concentrated Industries Act to address the problem of big business, interlocking directorates, and the rising conglomerate movement. Robert Bork was a member of the task force, as well as the only dissenter. The Johnson administration shelved the report, perhaps until his second term, which would never come. Still, spurred by Attorney General Ramsey Clark, on the last business day of the Johnson administration (and after Turner had left his position), the Department of Justice filed a major antitrust suit against one of the most powerful companies in the world, IBM.

His time in the LBJ administration would be the high point of Turner’s belief in economic structuralism. Later that year, Thurman Arnold, the trustbuster and mentor to so many liberals, including Turner, died, leaving a void in the liberal trustbusting pantheon.

Soon after Nixon took office, he appointed a rejoinder to the Neal Commission, this one led by George Stigler. Stigler attacked the idea of doing anything on conglomerate mergers. The Stigler report, like the Neal Report, came to nothing. But Nixon did appoint four Supreme Court justices who joined Potter Stewart to create a Bork-friendly majority on the court. In 1975, Gerald Ford appointed John Paul Stevens to the court. Stevens had co-taught a course with Aaron Director in what Stevens called the most important intellectual experience of his life.129 In the mid-1970s, the high court began striking down precedents that had made it easy to block mergers.

Under Nixon, Bork, who once had been told he would never get a job at the Department of Justice, became solicitor general, one of the most important legal positions in the government.130 But by this point, Bork had done most of the key intellectual work on antitrust economics. In the mid-1970s, he captured his prize when, under the “chastening” influence of the Chicago School’s Donald Turner, he reversed himself on the problem of concentration, having become “significantly more skeptical about the benefits of aggressive judicial intervention.”131

Turner and Areeda were then hired by IBM and set to work.132 They wrote a key academic journal article encouraging courts to loosen rules against the use of below-cost pricing designed to drive competitors out of business, a traditionally illegal practice known as “predatory pricing.” According to a colleague of Turner’s, the two men wrote the paper to make it impossible for courts to ever rule against an incident of predatory pricing.133 This change in court interpretation aided their client IBM, which had been found guilty of engaging in predatory pricing in a parallel private suit that mirrored the government’s case. Influencing the IBM case was, as a colleague put it, “almost certainly” their intent.134

In their paper on predatory pricing, Turner and Areeda cited McGee’s earlier work on Standard Oil, published in 1958, in the first edition of the University of Chicago’s Journal of Law and Economics. Aaron Director had trained Robert Bork, who seduced Donald Turner. Director trained Ward Bowman, the lobbyist-economist for GM. And Director trained McGee, who wrote the initial attack on predatory pricing in 1958. Now, all these pieces came together; Aaron Director had won.

Then in 1978, Turner and Areeda published what became the most cited set of books on antitrust of all time, Antitrust Law: An Analysis of Antitrust Principles and Their Application, more often known as the Areeda-Turner Treatise.135 Since Turner was an LBJ Democrat, no one understood the books to be in any way linked to Robert Bork’s work, or the Chicago School project more widely.

But Aaron Director couldn’t have planned it any better. The Chicago School counterrevolution was ready to regear American society. All it would take would be a crisis to open the door.




CHAPTER TEN The Rebirth of Wall Street


“Last year the level of merger activity reached an all-time high, even surpassing the previous peak of 1929. Most of the acquisitions have been of the conglomerate variety.”

—Senator Philip Hart1



[image: Image]

In 1946, as scholars at the University of Chicago began restructuring the intellectual edifice of Mellonism, a young twenty-six-year-old veteran named Walter Wriston set out with equally assertive ambitions. While not immediately clear where to direct his boldness, Wriston eventually took upon himself the task of rebuilding the power of Wall Street. He did this from the sleepy remnant of the bank that from the days of J. P. Morgan until those of Mellon had dominated Wall Street, but had been disgraced during the Pecora hearings. When Wriston started his work, the bank’s name was National City. Its nickname then—which harkens back to its original name at its 1812 founding—is now its official name, Citibank.2

Rebuilding the power of Wall Street was not Wriston’s original plan. He didn’t even really want to be a banker. Like millions of World War II veterans, he was just looking for something interesting to do. “I came in looking for a job so I could eat,” he recalled later, noting how he pledged to leave after a year if the work was as boring as he feared it would be. Lean, tall, and nervously energetic, Wriston entered a staid, boring institution that did what it did because that’s how it had always been done.

And banking did not seem to be a place to do interesting things. When Wriston arrived, Citibank was still recovering from the embarrassment of Charles Mitchell and the Pecora hearings, twelve years before. The bank hadn’t hired for nearly twenty years, since the great crash.3 Most older employees were lifers, deeply cautious, or newly arrived veterans like Wriston.

The glamorous roles at the bank were essentially selling banking services to the big companies. This kind of job wasn’t for Wriston. Wriston was sharp-elbowed and argumentative, not considered “pretty enough” to cater to the corporate men in charge of the large deposits Citibank eagerly sought.4 He spent his first few years as a bank branch inspector, in the guts of the bank, doing audits of branches and learning about loans that had gone sour.

He got his first big taste of risk-taking around 1950, when he was moved out of the bank’s backwater operations area and eventually assigned the account of an aggressive and wild Greek businessman, Aristotle Onassis. Onassis saw the postwar boom in shipping, and was buying every tanker he could find to handle the burgeoning oil trade, profiting enormously from the demand.

The only limit on Onassis’s business expansion was financing. The cautious bankers with whom he worked would only lend to him based on the value of the ship he sought to buy, severely restricting how quickly he could grow. In Wriston, Onassis finally had a banker as aggressive as he was a businessman.

Wriston and Onassis worked not only to borrow money for Onassis’s fleet, but to generate a new model of financing for the postwar era. Instead of lending against the replacement value of a ship, Wriston would lend against the cash flow value of what that ship could earn by being leased out to oil companies. Wriston had come up with a way to make lending seem less risky, and Onassis was able to buy more and larger ships by borrowing more money.

The new lending model was a subtle but transformative shift in the politics of banking and business, from caretaking to profit maximizing. Lending against the replacement value meant that businesses would focus on making sure that they took care of their property, and on the quality of their ships and factories. Lending against cash flow, however, meant that businesses would focus on maximizing cash-generating activities, like tax avoidance. A ship was not valuable because it was well-maintained, but because it could quickly generate more cash.

What’s more, Onassis built ships offshore for half the price of American ships, and would domicile them in tax havens like Liberia and Panama. “You wouldn’t have to be a brilliant person to make money in a business where you never paid taxes,” said one lawyer who worked with Wriston.5 By using this new model of financing, Wriston and Onassis helped undermine the American-flag tanker fleet.

Eventually, Wriston’s model of lending would be used in everything from Boeing airplanes, supertankers and shipping, petroleum industry assets, and eventually Manhattan skyscrapers.6 Wriston’s new financing model could push businesses to make bolder decisions that often did pay off, but it also began the process of focusing business leaders on short-term horizons.

In his dealings with Onassis, Wriston began revealing an aggression absent from the banking business since the crash. Wriston, despite telling others that he went to work in the bank so he could eat, had grown up in a powerful, ambitious family. He was an old-line aristocrat whose father had deep links to the State Department. Both he and his father bemoaned Franklin Delano Roosevelt’s interventionist New Deal. Wriston would carry this loathing of centralized government power throughout his life. Onassis offered him a million dollars a year; Wriston turned him down, preferring to gain power within Citibank. He was not just after money, but power.

In 1953, Citibank shifted its internal structure to focus on specific industry sectors. As the bank was the leading financier for transportation, “anything that flew, floated, or rolled” anywhere in the country and often overseas would now be financed by a small group of men, including Wriston.7

One of the companies Wriston handled was United Parcel Service. In 1953, UPS sought to resume its air service, seeking financing from Citibank. But the loan to UPS was simply too big for the bank to take on itself. So Citibank organized a syndicate of banks, each of whom would lend part of the money. This was, again, a subtle shift in the politics of banking, because interstate banking restrictions—implemented to block the reemergence of J. P. Morgan–like power—had largely kept lending restrained within geographic markets. With the UPS loan, Citibank loosened interstate banking restrictions, ever so slightly.8

In 1955, Wriston completed one of the most important merger deals of the decade, a complex $42 million takeover of a big shipping line, the Waterman Steamship Corporation, by an aggressive trucking magnate named Malcolm McLean. The stock market was so sleepy and companies were so cautious that Waterman had more cash on hand than the entire value of its stock. National City lent McLean the entire purchase price of Waterman, meaning McLean had to put almost no money of his own down to gain control of the corporation.9

Upon its acquisition, Waterman paid out a special $25 million dividend, covering much of the loan with the margin of safety the conservative company had stashed away. McLean was an innovative manager, and later introduced important innovations in shipping containers, but the Waterman deal was the beginnings of the reconversion of the corporation, from a legal institution chartered to build a product or run a service for profit, to a financial asset meant solely to generate cash for its investors. McClean had bought a corporation by borrowing against that corporation’s own assets.

In 1959, Wriston became head of the bank’s international division, where he gained an understanding of what an unregulated banking order could look like. He oversaw branches in countries that didn’t have strict banking rules and where Citibank could even underwrite securities. He also oversaw the trading of foreign currencies, the return of a bank to speculative endeavors.

In Europe, something new and interesting was going on. Europeans were lending and borrowing from one another, but in dollars, and with American banking regulators absent. This credit market soon acquired a name: the Eurodollar market. By 1959, Europeans began lending these “euro-dollars” back to American companies, once again outside the regulated banking system. “American corporations that are long on prospects but short of cash,” wrote Albert Kraus, a New York Times reporter, “are turning increasingly to foreign sources of funds to augment bank credit hard to find in the United States.”10 This new foreign market of dollar-based banking would contribute to something that would come to be known as “deregulation.”

Banking was still sleepy, but Wriston was noticing, and increasingly forcing, interesting changes, becoming more influential within Citibank as he did so. An aggressive young man in his position was placed well to take advantage of a new political context. In the early 1950s, there were signs of a loosening New Deal regime. The Fed had been subservient to Roosevelt and then Truman, setting interest rates at what the president chose. The central bank was responsive to elected officials. But in 1951, after a baroque series of political conflicts, the Federal Reserve broke from President Truman’s control, with its board making decisions without taking orders from the White House. Senator Joseph O’Mahoney and Wright Patman opposed this change, but did not have the ability to reverse it.11

President Eisenhower, though no extreme conservative, was friendlier to bankers than Truman. By 1956, he was asserting it would be inappropriate for a president to publicy criticize Federal Reserve policies, arguing the Fed should not be “responsible to the political head of the state.” A more conservative regime, in which private bankers had more influence, would run the Fed.12 Eisenhower was not Herbert Hoover, and most of the Glass-Steagall regime remained, but it was a small and significant return of power to financiers.13

Eisenhower also thought bankers, and not the government, should set interest rates.14 Bankers tend to like higher interest rates because the interest rate is the price of money, which is what they sell.15 Higher interest rates mean higher profits for bankers. Patman, by contrast, thought high interest rates were immoral. Since everything required money to be built, increasing the cost of money increases costs of borrowing to businesses, municipalities, utilities like water, gas, telephone, and electricity, as well as government borrowing. Taxpayers, businesses, and citizens get hurt, to the benefit of bankers.16

It wasn’t just Patman who sought low interest rates. Low rates had been a goal of Democratic Party policy since the 1800s. At one point, Truman attacked the Fed for increasing the cost of money, saying in an era of communist fears that higher rates “is exactly what Mr. Stalin wants.”17

To fight higher rates, Patman organized within Democrats in the House. In 1955, he attempted to create a new money trust probe similar to that done in the House with the aid of Brandeis and Wilson. Patman’s goal was to restructure the banking system and lower interest rates for borrowers. Eisenhower opposed Patman’s resolution, and the House voted against him 214-178, with a coalition of Republicans and southern Democrats defeating the probe.

Rates headed higher, and in the fall of 1956, Congressmen were “flooded with protests from state and local governments” who could no longer afford to finance the building of schools, roads, hospitals and other facilities, as well as farmers, small businessmen, and home builders, all of whom were angry with the administration’s “tight-money policies.” Patman reintroduced his resolution in early 1957. Eisenhower cut off Patman with an announcement in the State of the Union for his own money probe, run by his more bank-friendly allies, like corporate liberals at the Committee for Economic Development. “We’re in awful shape when we put our financial studies in the hands of Patman,” Eisenhower privately told aides. “Makes me shudder.”

Patman, backed even by powerful allies like House Speaker Sam Rayburn, once again lost the vote, but created constant pressure on policymakers for lower rates. “The administration worked harder to defeat the Patman resolution,” said Rayburn deputy and Democratic whip Carl Albert, “than any other legislation proposed during this session of Congress—it feared a Congressional probe into its manipulations of interest rates and government borrowings.” Patman never stopped his crusade against high interest rates, creating a steering committee of fellow Congressmen to oppose increases in interest rates by the Federal Reserve, clashing not just with Eisenhower, but with his successors LBJ and Nixon in the process.18 Drew Pearson wrote that “Patman… is as homey as an old shoe,” but with high interest rates, “he becomes passionate and indignant.” Pearson sympathized with Patman’s view that “high rates were threatening the American economy, preventing home building, indirectly causing racial unrest in Cleveland, Detroit, and Watts because of poor housing.”19

More political cracks appeared. Set free from their wartime constraints, and then from the constraints imposed by White House control over the Fed, bankers tried to seize more power. In the 1950s, several banks attempted to escape from restrictions on where they could gather deposits by creating bank holding companies. This legal structure allowed a bank to form a parent company, and that parent company would purchase a series of banks, or even nonbank businesses. For years, antimonopolists and the Fed had recommended this loophole be closed. These “multi-bank holding companies” could expand outside a bank’s home area to get deposits, and even buy nonbanking companies.20

In 1956, Congress responded by passing the Bank Holding Company Act, a bill to, as one lawyer put it, close the “key routes to a national banking empire.”21 This bill strengthened the prohibition against banks engaging directly in nonbanking businesses. It also restricted interstate banking by bank holding companies. Memories of fascism colored the debate. Patman ally Sam Rayburn gave a speech to independent bankers in which he walked them through the logic that financial concentration led to industrial concentration which led to fascism. “Policies and important credit decisions are made hundreds or thousands of miles from many of the branches,” he said. “This inevitably tends toward concentration in all lines, cartels, the stifling of new enterprises, and stagnation. When forced to choose between such monopoly and some ism, countries invariably have chosen the ism.”22

In 1957, a powerful Democratic senator on the banking committee named Willis Robertson proposed a 250-plus-page banking reform bill that he told colleagues was a set of technical fixes. The bill was not just a set of modest technical shifts, but would have revamped the banking system, eliminating usury laws and virtually immunizing banks from antitrust scrutiny. It sailed through the Senate, but Patman bogged down the bill in the House Banking Committee. He told Rayburn, an ally in the low interest rate caucus, that it was not just a technical bill, but “a big bankers bill that will destroy the Democratic Party.” The bill died.23

Politically, the 1950s were a stalemate, with bankers attempting to regain their political power, and New Dealers holding the line. The American economy was doing well. Credit was expanding. The Fed began looking the other way when banks would break rules, so it was a good moment for an aggressive younger banker like Wriston to learn his trade.

CREATING THE SHADOW BANKING SYSTEM

In 1961, the forty-three-year-old John F. Kennedy, a new youthful symbol of American power, became president. Kennedy had with him a set of liberal technocratic economic advisors. These men believed they knew just which knobs in government—taxes, spending, interest rates—to twist to make sure the economy hummed along and everyone had a job. These men airbrushed power out of their analysis; their highly mathematized models of the economy even excluded banks.24

Kennedy’s advisors thought class conflict and robber barons were history. One popular idea at the time was called “convergence theory,” by economist Simon Kuznets. This theory rested on the assumption that economic equality just happened naturally as the economy produced more. It was a technocratic theory to match John Kenneth Galbraith’s arguments about affluence.

This generation of economist aimed to depoliticize banking, which is how Wriston wanted it. Six months after Kennedy’s inauguration, Wriston took another step up, becoming an executive vice president of the bank, and in the line of succession for the leadership. Wriston was a conservative, but he liked John F. Kennedy, and thought his freshness was “a pick-me-up for the country.”25 Kennedy pledged to get the country moving again. In his own way, Wriston wanted to get banking moving again. Wriston also liked one of Kennedy’s key banking regulators, James Saxon at the Office of the Comptroller of the Currency (OCC), an obscure but powerful regulatory agency with a mandate over national banks. Saxon saw Citibank as his client, and he fought as hard as Wriston to strip New Deal rules constraining the banking sector.

Just weeks after Kennedy’s inauguration, Wriston announced what looked to most outsiders as a small, technical product for corporate treasurers. It was called the negotiable certificate of deposit, or the CD. Though seemingly abstruse, the CD, as the OCC put it years later, “revolutionized the world of finance,” providing a way for banks to get deposits that had heretofore been restricted from them.26

The CD solved an existential dilemma for Citibank. By the late 1950s, the bank was shrinking, shackled by regulation, unable to get enough deposits to conduct its banking business. It had lost tremendous market share in finance to other institutions. Between 1945 and 1960, the assets of life insurance companies tripled, savings and loan banks increased by nine times, and pension funds went up fifteen-fold. Commercial banks, in contrast, increased by just 60 percent. Even worse, a major source of their deposits was evaporating. Big corporations had, until the late 1950s, kept pools of cash on deposit with New York banks such as Citibank and Chase. But as interest rates increased, corporate treasurers began to engage in “cash management,” finding alternatives to keeping deposits on hand.27 The Marshall Plan, and expanding European markets, created demand for banking services to facilitate trade. But without deposits, New York banks couldn’t service the demand. “Money center” banks, as they were known, were in danger of becoming irrelevant.

The key problem for Citibank was Regulation Q. This rule made big banks like Citibank just like every other bank, able to gather deposits from its own local area. It could not access all the cash being earned by a vibrant middle class. Citibank simply wasn’t allowed to pay for deposits, so people and corporations put their cash in local banks, or alternatives such as Treasury bills. “We looked at the data,” Wriston said, “and it turned out that demand deposits in New York City had not grown for ten years. You didn’t have to be a rocket scientist to know we were going to go out of business.”28 Citibank was not in danger of going out of business, but it was in danger of becoming far less important, a regulatory design choice made because New Dealers wanted it that way.

At first, New York money center banks tried to grow their deposit base through mergers. In early 1955, one of the largest and most storied banks in American history, the Bank of Manhattan Company, merged with Chase Bank to form the second-largest bank in the country (the largest being Citibank). In an oddly structured merger, Chase ended up surrendering its bank charter and operating under the 1799 Manhattan bank charter secured by Aaron Burr to challenge Alexander Hamilton’s banking monopoly.

Aggressive consumer-focused banks, stuffed with deposits from an increasingly wealthy middle class, were now merging with staid big-business-oriented ones to solve the deposit shortage. Chemical Bank and Trust absorbed the Corn Exchange Bank Trust Company, while Manufacturer’s Trust acquired the Brooklyn Trust Company. New York City banks began lobbying to loosen state rules against expanding outside of the five boroughs, hoping to capture fat consumer deposits in the growing suburbs.29

Wriston’s National City followed the Chase Manhattan purchase with a merger of its own, with First National.30 But this marriage wouldn’t be nearly enough. Limiting deposit growth to what New Yorkers decided to hold in their bank accounts couldn’t hope to fulfill a global bank’s ambitions.31

In 1961, Wriston and a former Federal Reserve official turned Citibank executive named John Exter found a solution. They noticed that European banks were issuing bondlike instruments known as certificates of deposit. These CDs paid an interest rate. Wriston and Exter realized that, if structured correctly, a CD could basically act like a high-interest deposit account, and help Citibank blow through Regulation Q. Citibank could begin attracting deposits from big corporations again (and eventually it would offer CDs to middle-class individuals).

The key was to make the CD act like a deposit account. The CD had to become “negotiable,” meaning sellable in a secondary market, just like Treasury bills that were bought and sold every day. In front of the scenes, the depositor would put money into a Citibank CD, which seemed like a savings account. Behind the scenes, Citibank was actually trading on behalf of the depositor. To deposit money, a corporation could go to Citibank or a secondary market and buy a Citibank CD; to withdraw it, they could sell their CD to someone else who wanted it.32 A negotiable CD would then function like a deposit yielding a higher rate of interest.

But there was a catch. To buy and sell CDs, there had to be a financial market for CDs. And there wasn’t one. And there was no one interested in taking the risk to create such a market. In every financial market with lots of buyers and sellers, someone always has to stand in the middle, to make sure the trading is orderly, to set rules, and to make sure buyers and sellers follow them. This was often done by independent trading firms. These firms were a bit like a financial warehouse, temporarily holding bonds that someone might want to buy or taking in bonds that someone wants to sell, managing financial inventory.

Citibank couldn’t create a market for CDs itself, because that was against laws set up by New Dealers that blocked commercial banks from trading. And no one would create a market in CDs without an incentive to do so. After all, to create a market, you have to have access to money. You have to be able to buy the inventory in the first place, and you have to be able to buy and sell financial instruments all the time. It can also be a risky business; if the market drops, you can be left holding an inventory of financial instruments that are worth less than you paid.

Wriston and Exter asked Herbert Repp, the chairman of Discount Corporation, one of the most important Treasury bill dealers in the country, to create a market for CDs. Repp agreed, under one condition. He wanted a $10 million loan, which was both a violation of Citibank’s policy of not lending to unsecured brokers and a violation of conflict of interest provisions in New Deal regulations.33 Wriston said yes anyway.

This transaction was a way to avoid New Deal laws and rules designed to stop hot money from corrupting the banking system. But in the new and more permissive environment, the Fed, while not pleased, condoned it. The Fed was concerned about money center banks losing deposits. Salomon Brothers and First Boston Corporation then announced they would also make a market in CDs. Wriston bet that by the time the Fed decided to act, the CD would be too important for the Fed to kill it off.34

“The new instrument,” according to Fortune, “took the banking community by storm.” Cash flooded into the big banks, with $5.8 billion of CDs outstanding by the end of 1962, $18 billion by August 1966, and $90 billion by 1974.35 There was now no limit on what money center banks could lend, because they were no longer tethered to a local deposit base. Barron’s observed that “these certificates gained such widespread acceptance that their rates became the money market’s most keenly watched indicator, more so even than the traditional bellwether, Treasury bill yields.”36 As they had been able to in the 1920s, banks could now buy money anywhere in the world.

The CD was considered a tremendous financial innovation, but it was really just a clever way of getting around New Deal constraints. More such “innovations” occurred later in the decade. But all of these were variants of the negotiable CD, a way of creating a redeemable deposit-like instrument that was not regulated, as regulators looked the other way.

Large banks could now buy deposits again, and take much bigger risks.37 “The tremendous inflow of money into commercial banks was a form of energy,” said a banking consultant. Banks began “breaking or bending” traditional barriers, entering high-margin businesses such as credit cards, leasing, and mortgage services.38 As banks gained power, the ability for public controls over finance, and the plain people to access money, began to decline.

Citibank transformed from a regional bank dependent on regional and corporate relationships to one that exported money globally. Attempts to restrict lending by raising interest rates, or changing reserve requirements, no longer worked on the banks. If there was loan demand, the big banks could now find a way to meet it.39

The CD opened the spigots for the Kennedy boom, spurring a stock market frenzy. It allowed the big banks to speculate again, offering them the ability to get around the strict regulated banking system, and build up a new unregulated parallel banking system just for the powerful. As Wriston, enabled by timid regulators, gradually broke the highly compartmentalized financial order of the New Deal, a new system began springing up, a parallel banking world, side by side with the old regulated one. Like two people fighting over control of the steering wheel of a car, private financiers in their largely unregulated money markets began grappling for power with public regulators. The result was an increasingly unstable financial system.

In 1967, Wriston became the president of Citibank, one of the most influential men in American business. As he grew more powerful, Wriston grew more aggressive about fighting government regulation. “There was something emotional about his drive,” said Albert Wojnilower, one of the few Wall Street economists who saw the dangers in what Citibank was doing. “I felt Wriston wanted simply to dismantle the financial system as we knew it.”40

Under his leadership, Citibank officials would constantly try to think of creative ways to get around regulations. At one point, Wriston mused on whether Citibank could buy a foreign country and write its own rules in its own domicile.41 This idea was ridiculous, because Citibank depended on the American government, through the Federal Reserve and the Federal Deposit Insurance Corporation, for its very ability to exist. Still, such musings spoke to the lengths to which Wriston wanted to go. Wriston would encourage a sense of lawlessness among his subordinates, telling them, “Clerks follow the rules. You guys are hired to break the rules.”42

By the 1970s, Wriston would eventually become friends with Milton Friedman, and draw inspiration from the network of Chicago scholars.43 Wriston became the key organizer of finance, law, and industry of his time, much in the vein of J. P. Morgan or Andrew Mellon, only without the massive personal financial holdings. Wriston was, as another bank chairman put it years later, ”the acknowledged leader of our generation of bankers.”44 Unlike his predecessors, Wriston was no cultural conservative; he fought to bring women, Jews, and Catholics into Citibank, saying talent has “no passport, gender, color, or anything else.”45

By the time Wriston became head of Citibank, bank credit was expanding much faster than the economy. The long boom of the 1960s was fueled by the funds being pumped into the banking system.46 In 1961, commercial banks had started offering CDs only in large denominations of over $100,000; by the mid-1960s, they were offering CDs in $1,000 lots that ordinary people could afford.

But just as money center banks had been losing funds in the 1950s to other institutions, now they began to take funds that had been going to finance housing, small business lending, and government spending for the war in Vietnam. A host of factors—including an economic boom and spending on the war—were already straining demand for the nation’s savings. But this early deregulation allowed and even forced banks to compete for this limited pool, pushing up interest rates much further and faster. The Kennedy business expansion fed on itself, as high interest rates caused companies to borrow and spend before interest rates went even higher. A class speculative boom developed, with private financiers increasingly dominating the economic boom.

Commercial banks were taking more deposits that had been going to savings and loan associations, and mortgage lending from S&Ls was dropping. S&Ls made long-term mortgage loans, and their portfolios turned over slowly. They could not compete in a high-interest world with sudden changes in rates. A housing shortage was developing. The compartments that had kept specialized credit institutions separate by making sure they had separate pools of deposits and different lending markets broke down. In May of 1966, Wright Patman attempted to pass a law banning the negotiable certificate of deposit.

The S&Ls and small bankers both worried as their financing fuel dried up. The head of the American Bankers Association warned that “unrealistic generous rates paid on CDs threaten to siphon funds out of smaller banks, and therefore, disrupt the flow of credit in many of the communities of the country.”47 Norman Strunk of the United States Savings and Loan League warned of another 1929-type situation, with a battle over hot money among banks.48

Regulators realized the massive growth in hot money had become a threat to the economy and the banking system.49 As one Federal Reserve official noted, hot money from CDs was the “most vulnerable” type of bank funding because corporations and holders of CDs were likely to respond quickly to small changes in interest rates.

CDs were technically regulated under Regulation Q. The Federal Reserve, however, began to worry that if it tried to stop banks from offering these high-interest deposits, it would cause a sort of bank run in this parallel financial system. Depositors in CDs would flee the banks and banks would stop lending, causing a credit crunch. As Wriston had foreseen, by the time the Fed tried to step in, the CD had become so entrenched in the gears of the credit system that regulating it might cause significant damage.

Every time the interest rate of CDs came close to the limit set by Regulation Q, the Federal Reserve would avoid a conflict with money center banks by raising the rate ceiling. The standoff grew more intense.50 The Fed was supposed to be in control of the financial system. In the 1950s, bankers would recoil in terror at an arched eyebrow from a Federal Reserve official. By the 1960s, the Fed was increasingly being held hostage.

The situation came to a head in 1966, when Patman’s fears over high interest rates and dwindling central bank power were realized. In the first eight months of the year, both business and government borrowed heavily. Corporations raised $13 billion from selling securities, an increase of 25 percent from the previous year. They also borrowed from banks to prepay taxes, which the government required to finance the Vietnam War. In August, usually a light month, the government, corporations, and states and cities borrowed an especially large amount. Interest rates jumped.

The interest rate hit the rate ceiling of Regulation Q. This time the Fed decided it would not allow banks to continue to raise deposit rates in CD accounts. This caused a bank run in the new parallel banking system. Corporations withdrew their CD deposits from banks, so banks had to curtail their lending. Lending to all but the most secure customers stopped. Bank CEOs began to beg corporate customers not to let their certificates of deposit run off.

The credit crunch in the financial system moved quickly into the real economy. People looking to borrow money for a home, even with good credit, couldn’t find it. Cities had a harder time borrowing money, as interest costs increased and bankers unloaded their holdings of municipal bonds. Business lending collapsed. Regulators and members of Congress panicked. Representative Thomas Rees of Los Angeles sought to crack down on CDs; “over-investment in CDs,” he said, meant that “new mortgage money is very hard to find.”51 Responding to Americans’ fears over drying-up credit, Lyndon Johnson appeared on television and said, “I pledge to the American people that I will do everything in the President’s power to lower interest rates and to ease money in this country.”52 The banking system had come to depend on the hot money Wriston had unleashed.

Finally, the Fed acted. On September 1, 1966, its twelve branches sent identical “fist-in-glove” letters inviting banks to the discount window where they could borrow from the government. The panic subsided. Still, business investment collapsed, dropping at an annual rate of 26 percent in the fourth quarter of 1966 and the second quarter of 1967.53 It didn’t look like a recession, because increased spending on the war in Vietnam picked up the slack. But Americans were experiencing a confusing economic period, with high inflation and interest rates, layoffs, credit crunches, and a recession in some parts of the economy, but a boom in the military sector.54

The old boom-and-bust cycle of the robber barons had returned, but with a twist. During boom times, the private financiers would steer money into speculation and away from public priorities such as housing. But when the bust came, private bankers would turn the wheel over to public officials. Instead of nineteenth-century bank failures, because of the regulated banking sector, there would now be twentieth-century bank bailouts.

A few months after the Fed acted, as California continued to suffer from the overhang of a mortgage crisis, conservative Republican Ronald Reagan crushed Pat Brown in the state’s gubernatorial race.55 Democrats all over the country were routed. The election was, in part, a “backlash” election against the Great Society and the civil rights movement. But progressive Republicans won as well. Edward Brooke, the first African American in the Senate since Reconstruction, took the Senate seat in Massachusetts as a Republican. Political economy as much as race was on the ballot, which is why Democrats lost to both right-wing and progressive Republicans.

Soon the economy veered into a new boom. And for the first time since the 1920s, the stock market played a central role.

THE GO-GO YEARS OF THE STOCK MARKET

In the 1920s, the New York Stock Exchange was in many senses a private club, aristocratic, based on insider ties. J. P. Morgan’s preferred list showed that profits came to those who were well-connected. Disgraced during the 1930s, the New York Stock Exchange managed to return to cultural relevance because it was democratized by the New Dealers.

The Securities and Exchange Commission, created in 1934, enforced rules ensuring that all investors, from the smallest to the biggest, had equal access to information about the companies they were investing in. There were a host of new rules, like margin requirements, making it harder to borrow for speculative purposes. The Investment Company Act of 1940 regulated investment trusts, which were pools of money managed by professionals, to prevent the looting of the small investor.

As banks returned to vigor in the placid 1950s economy, so did the stock market. Stocks had done well in the 1950s, but most Americans ignored the opportunity. This reticence was both a cultural hangover from the depression, and because it was logistically hard to put money into stocks.

By 1958, there were tremors of a new model of financial entrepreneurship. A debonair, Chinese-born, twenty-nine-year-old named Gerald Tsai Jr. started the Fidelity Capital Fund, which was a product known as a mutual fund, a mass market means to invest in stocks similar to the pools of the 1920s. Mutual funds had existed for decades, but since the crash had been mostly unimportant. The Investment Company Act barred the pyramiding of investment pools that had allowed financiers to use a small bit of capital to wield large sums of investment money. In 1940, there was roughly $450 million in mutual funds, a paltry sum. The gradually increasing market and increasing ease of investment drew notice. By the end of the 1950s, Americans held $13 billion in mutual funds.

Within a month of Kennedy’s inauguration, the stock market was on fire. It had increased by 15 percent from its October lows. The “Kennedy boom” continued. By mid-April, a week after the Bay of Pigs, it was up 25 percent.56 For much of the rest of the decade, with expanding bank credit and higher spending on the Vietnam War, the stock market exploded. And there were now mass market means to participate and send some of that rich American savings into stocks. The amount of money in such funds doubled from 1963 to 1968.57

Fidelity began a marketing campaign to make investing sexy, as John Raskob had done in 1929. Tsai was a reporter’s dream, wearing “elegant French cuffs,” posing for photographs for reporters, and manicuring his hands while pandering to the orientalist instincts of reporters who described him as “inscrutable.” “Gerald Tsai Jr.,” wrote Newsweek, “radiates total cool.”58 And Tsai’s celebrity status rose because his gunslinging style generated much larger returns than even the buoyant market would normally generate. In 1962, Tsai’s fund gained 68 percent in just three months, and in 1965 it jumped 50 percent. This was not investing as prudent conservative bankers saw it; it was gambling. But in a bull market, Tsai looked less like a lucky opportunist, and more like an investment genius.

The gunslinger model of mutual fund performance investing began changing the American relationship with money. Savings and investing started becoming personal finance. Instead of holding stocks for decades, mutual funds would seek performance, selling stocks and bonds as necessary to do so. In 1966, Tsai set out on his own. He sought $25 million. Excited investors clamored to get in, and he raised ten times as much. It was a democratic form of fund; eventually he attracted over 200,000 shareholders. Tsai was the first celebrity fund manager, riding the wave of speculation induced by exploding bank credit.59

The rise of mutual funds was not the only institutional shift. Specialized brokerage services, like trading in large blocks of shares, popped up. And banks took advantage of the rising stock market of the 1950s and then 1960s to build out their own trust departments, which managed the portfolios in trust for wealth investors. In 1967, bank trust departments owned at least 5 percent of hundreds of the biggest industrial corporations. Bank trust departments were held in check, at least somewhat, by studies done by congressional committees controlled by Wright Patman.60

Much of this was fueled by the bank credit Wriston had unleashed. The credit crunch of 1966, which could have cratered the economy and the stock market, instead proved only a momentary pause. Government spending and Federal Reserve support of the banking system meant that panic didn’t turn to caution. Not long after the crunch, both bankers and speculators once again began gambling.

Toward the end of the decade, the roaring market got a name. It was called the “Go-Go” stock market, named perhaps after a lively and free form of dancing, often in cabarets or clubs.61

In many respects, the 1960s stock market boom was different than that of the 1920s, or previous financial periods of euphoria. It was more democratic. More people took part. But it also marked the beginning of a new degree of concentration of power and control. The rise of mutual funds and bank trust departments enabled a small number of people to control billions of dollars of financial instruments. By the late 1960s, a serious merger industry had developed as a result of the growth of mutual funds and bank trust departments, or what one business professor at the time called a “concentration of financial securities among relatively few people.” These institutional developments made it possible for, he said, “a small group of men working together to readily amass the huge amounts of money and establish the new issuances of securities” necessary to take over corporations.62

Once again a financier could, over a lunch with the right men in New York, locate most of the shares needed to buy a company. And that’s what started happening.

THE CONGLOMERATE CRAZE AND THE RECONSTRUCTION OF THE MONEY TRUST

In the second weekend of February 1969, New York City hotel bars were full of bored bankers. The brutal Sunday blizzard across the Northeast—fifteen inches of snow in the city alone—had closed the airports, clogged the roads, and delayed commuter rails.63 Hundreds of bankers from all over the country, in town for the annual American Bankers Association trust conference, were trapped. There was nothing to do but talk, and the only subject anyone wanted to talk about was the hostile takeover attempt of Chemical Bank by a conglomerate raider, Saul Steinberg.

The takeover attempt was not normal. Ridiculous, perhaps. Frightening, maybe. Unusual, certainly. The third great merger wave in twentieth-century America had been going on since 1965, with 4,400 corporations disappearing in 1968 alone.64 But a takeover such as this one? First there was the corporate raider himself, Saul Steinberg. He was twenty-nine and Jewish. Commercial banking just didn’t have very many Jews, especially at the top levels.65 While there were some Jews in investment banks, it was unthinkable for a man like Steinberg to buy such a revered commercial institution.

Steinberg’s company, Leasco, was just eight years old, and had been tiny until the year before. Steinberg buying Chemical would be a minnow swallowing a whale. And Steinberg wasn’t just trying to buy any old bank. He was going after an icon of America, Chemical Bank New York Trust Company. On this Sunday in early February of 1969, when bankers were chattering with snowdrifts outside in the New York City streets, Chemical held $9 billion in assets, and was the sixth-largest commercial bank in the country. Chemical had been a leader in American banking since before the Civil War. It was one of the largest single capital pools in the nation.

The directors included a DuPont, the chairman of AT&T, the president of IBM, the finance chair of U.S. Steel, and the former president of the New York Stock Exchange.66 The chairman of the bank was William Renchard, a handsome sixty-one-year-old Princeton graduate from Trenton with iron-gray hair. Renchard had middle-class roots, but he had climbed up the social respectability ladder to the top. He had spent nearly his whole life at Chemical, since the depression, even.

Steinberg, ironically, was also in New York for a corporate event, but he wasn’t a banker, so he wasn’t invited to any of their parties. He was from Brooklyn, the son of a maker of rubber products. The takeover attempt seemed absurd.

Steinberg’s business, started in 1961, was computer leasing, which meant he bought expensive computers and then rented them out. It wasn’t much of a business, being what one economist called “an accounting gimmick.” But in a sense, that was the point. Steinberg used accounting assumptions to make his company look like a highly profitable and fast-growing “tech” company. In 1965, Leasco raised $750,000 by going public, and by the late 1960s Steinberg’s company was a hot stock traded on the New York Stock Exchange. Steinberg might not have had much of a business. But investors thought he did.

Steinberg began to use his stock to buy companies with real assets. He hired a management consultant and tasked him with finding companies to take over. Gerald Tsai would gamble in stocks. Steinberg began to gamble with entire companies. Steinberg would no longer just buy computers and use them as financial vehicles; he would now do so for entire corporations. In doing so, he was riding the hot new “conglomerate” trend of the decade, a repurposed pre–New Deal financial strategy.

In the 1920s, shaky “financial pyramids,” known as investment trusts or holding companies, and built with little cash and huge amounts of borrowed money, took advantage of the investing public’s desire to be a part of the bull market. These rickety structures accelerated the swings of the stock market, both driving the euphoria of 1928 and 1929 and the collapse from 1929 to 1933.

In the 1960s, men like Steinberg re-created this investment trust model, similarly built on borrowed money. But he and his ilk called them conglomerates. The conglomerate craze would be a sustained financier-led attack on the New Deal.67

Conglomerates weren’t exactly new. These corporate structures had been around since the early days of the modern industrial era. A conglomerate is simply a holding company or corporation that operates in multiple different industries, usually owning individual divisions that could stand apart as separate businesses on their own. Early conglomerates were initially focused on a suite of related activities, like GE and electrical systems in the 1900s or branded food conglomerates of the 1920s.

But in the early 1960s a new type of conglomerate emerged, although this time these corporations were shaped by strict antitrust laws. In this instance, cash-rich corporations like RCA and LTV invested in entirely unrelated lines of business—Hertz or Wilson Sporting Goods, say—the argument being that an excellent executive team could manage any line of business well. One of the highest-flying conglomerates at the time, LTV, bought business lines in missiles, electronics, electrical cable, sporting goods, meat and food processing, and pharmaceuticals. As long as the stock market went up, this arrangement looked great.

At the center of this trend were the large banks. Chase Manhattan used its newfound power to organize its own pet conglomerates. Gulf and Western was one. Chase gave the fast-growing conglomerate an unsecured loan of $84 million to buy New Jersey Zinc. In return, Gulf and Western pressed all its subsidiaries to do business with Chase, and shared information about upcoming takeovers with the bank (which could use that information in its trust department). Chase was using its financial power to run swaths of businesses, through its business alliance with Gulf and Western.68

Power, as one analyst put it, was shifting “from the managers to the financial interests.” Wall Street loved the new firms, though as one banker noted, whether one conglomerate “for example, can really run the best meatpacking business and the best steel business remains to be seen.”69 In reality, conglomerates were financial vehicles taking advantage of lax accounting and tax rules in a rising stock market.

These conglomerates were shaped by strict antitrust laws. There were strict restrictions on market shares in any one market, and strict limits on acquiring suppliers or customers in the same industrial supply chain. So one response by financiers was to buy totally unrelated lines of business so as to avoid scrutiny by antitrust agencies. The main point of the mergers was not to monopolize, but to create deal flow and profits for bankers, and to justify higher salaries and bonuses for executives, who now in theory had bigger portfolios of responsibilities.

By the late 1960s Steinberg was riding this new wave of conglomeration. As long as the stock market went up, this looked great. “No creation of the U.S. economy reflects the vigor, imagination, and sheer brass of the 1960s more than the conglomerate corporations,” blared BusinessWeek. “Wheeling and dealing with panache and merging with seeming haste all over the lot, they have shattered the cautious business clichés that have prevailed since the Depression. In so doing, they have mushroomed suddenly into some of the nation’s largest industrial empires.”70 The actual business model underlying these business arrangements was the same as that of John Raskob or any other speculator. They were borrowing money to buy assets when the stock market was going up. Conglomerates were just doing it with entire companies. Sometimes conglomerates would, rather than borrow money, issue strange combinations of debt and stock, nicknamed “corporate underwear,” “funny money,” “Chinese money,” and use it to buy real businesses. As BusinessWeek put it, “They have a remarkable facility for creating profits seemingly out of thin air.”

The conglomerate accounting illusion and a booming stock market were Steinberg’s tools. He would use Leasco’s high-flying stock, or its borrowing capacity, to buy actual assets earning income, and then use that income to justify his company’s stock price. The business press and policymakers noted this chicanery, but it went unnoticed elsewhere. The month Lyndon Johnson decided not to run for reelection over the tumult over the Vietnam War, Steinberg’s Leasco began a takeover attempt of the $350 million giant Reliance Insurance Company, which was a conservatively managed fire-and-casualty insurance company that had too much capital on hand to back its policies.71

For the country, the spring of 1968 was traumatic; the country mourned the assassinations of Martin Luther King and Robert Kennedy. But Steinberg was busy buying Reliance stock. By August, he had won the company, and Steinberg was worth $50 million at age twenty-nine. Steinberg bought a twenty-nine-room South Shore estate on Long Island, with two saunas, Picassos and Kandinskys, and a tennis court, and bragged about it constantly. Steinberg was the leading edge of a new post-depression generation on Wall Street, one that didn’t know not to show open greed.

In the process, he inspired a generation of other young men. Steinberg had used his overvalued stock to buy real assets, and he became the conglomerate king. Leasco became one of the best-performing stocks through 1968, jumping in value fifty-four times in five years. If Steinberg could do it, so could almost anyone.

The conglomerate wave was the training ground for an entire generation who would build a new Wall Street. A young Arthur Levitt, who became SEC chair under Bill Clinton, and a young Sandy Weill, who finally broke down Glass-Steagall in 1999 as the CEO of Citigroup, both helped spur this movement along. Their small brokerage authored a key report encouraging conglomerate takeovers of insurance companies to grab a steady stream of cash for investing purposes. In 1967, their report landed on Steinberg’s desk. (In this period, another young investor named Warren Buffett used a small holding company called Berkshire Hathaway to purchase an insurance company, with which he would seed an empire with investment capital.)

For the first time since the 1920s, a merger industry was developing, with large firms beginning to hire staff concerned with acquisitions. The stock market was changing, with institutional brokerages developing the ability to buy and sell large blocks of shares to accommodate large institutional investors and the new merger business. Management consultants, lawyers, and accountants began learning how to offer technical advice on mergers and acquisitions, and even to promote them. A magazine titled Mergers & Acquisitions launched.72

The takeover of Reliance wasn’t enough for Steinberg. He wanted more, and set his sights on Chemical Bank. Reliance was part of Chemical’s insurance portfolio, and they held a good chunk of the bank’s stock; in November of 1968, while the nation fixated on the dramatic presidential contest among Richard Nixon, Hubert Humphrey, and segregationist George Wallace, Reliance began buying more.73 In early 1969, bank chairman William Renchard got word the takeover attempt was on.

At the Plaza in snowy February, Chemical was hosting its reception for bankers at the ABA conference. Mostly they thought Steinberg was ridiculous. “Don’t joke,” Renchard warned them. “If this is successful, the next target may be you.” The high-flying upstart conglomerate Resorts International had just considered buying venerable American corporation Pan Am. Goodrich Tire and Rubber was a potential target for Northwest Industries. Takeover targets weren’t just mom-and-pop operations; this new breed of moneymen was targeting American royalty.

Renchard had his own weapons, and he wasn’t about to let a man like Steinberg run such an illustrious board, or command the power of a money center bank. On February 5, Renchard struck. Mysteriously, from February 6 to February 28, 1969, Leasco’s stock fell from $140 to $99. Large round blocks of stock were sold virtually every day, sold by operators of the newest and hottest mutual funds.74 No one could prove it (though Wright Patman asked), but it looked like a classic “bear raid,” or the now-illegal manipulation of a stock common on Wall Street from the 1860s to 1920s.75

Soon, Steinberg began feeling pressure not just from his falling stock price but from his creditors. Donald Graham, the chairman of Continental Illinois Bank and Trust and the lead bank on Leasco’s $131.5 million revolving credit line, told him on February 7, 1969, that an acquisition of Chemical Bank would be bad for banking.76 First Boston, Kuhn Loeb, and Hornblower & Weeks began organizing Chemical stockholders and proxy firms to get pledges to vote against any merger, Selvage and Lee was to conduct public relations, and Joe Flom of Skadden, Arps was preparing Chemical’s legal defense.77 New York governor Nelson Rockefeller, brother of Chase Manhattan’s David Rockefeller, swung into action, as did the Nixon administration and the Senate Banking Committee chairman.

Chemical lobbied for anti-takeover legislation to be introduced in both New York state and in the United States Congress.78 Nixon’s Department of Justice sent Leasco a letter asking for information on the merger and whether it violated the Clayton Act. All the while, Leasco’s stock was dropping. Steinberg received angry calls from bankers and businessmen, attacking him for considering buying Chemical. “I always knew there was an Establishment,” he said. “I just used to think I was part of it.”

When Steinberg traveled to Washington to talk to Federal Reserve officials and Banking Committee senators about his proposed takeover, he realized he was done. He found unanimous opposition. Steinberg recalled one conversation in which Senator John Sparkman, chair of the Banking Committee, told him, “A couple of weeks ago I had a fellow in here complaining that somebody moved in and took over his bank and then fired him. Now, we can’t have things like that.” He then called to his secretary, “Where’s that bill the lawyer for Chemical Bank sent in? I want to show it to Mr. Steinberg.”79 The next day, Steinberg met with Chemical’s management team, including Renchard, and said he was no longer interested in buying the bank.

Steinberg lost. But the amount of firepower it took to defeat this nobody Steinberg—the Federal Reserve, the Senate, the Nixon administration, the governor of New York, the assembled aristocracy of banking and their archrivals the Wall Street investment banks—was shocking. And Steinberg still might have won had he persevered.

The possibility that Steinberg’s attempt could have succeeded was a lesson to the men who had beaten back the merger. Soon, banks themselves sought to turn into conglomerates, led, as always, by Wriston.

But in this swinging decade, with the centralization of power in the hands of the new money lords, there would be a wrinkle. His name was Congressman Wright Patman.




CHAPTER ELEVEN Wriston Versus Patman


“Patman must have been frightened by a banker while a fetus.”

—An anonymous enemy of Wright Patman1
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In 1963, Wright Patman achieved a lifelong goal, ascending to the chairmanship of the House Committee on Banking and Currency.

Patman took over from a mild Kentucky Democrat, Brent Spence, who for years had kept Patman from wielding significant power over banking legislation. Power in Congress flows largely to the majority party, which operationalizes that power by choosing the chairman of each legislative committee. Beyond simple party affiliation and majority status, chairmanships had usually been determined by seniority, or length of service on that committee. Spence had entered Congress after Patman, but Patman’s high-profile fights with Mellon and his refusal to knuckle under to FDR and drop the Bonus Bill made him enemies, and those enemies kept him off the Banking Committee until 1938. Patman would sometimes ask Spence how he was feeling and Spence would respond, “Wright, you have an undue interest in the state of my health.”2 Patman’s populist posture kept him from leading the committee he had dreamed of running for twenty years.

When Patman took the chairman’s gavel, he knew what he wanted to do. Like Brandeis, Patman believed that the power of bankers was based on the public’s perception of banking as complex and mysterious. He intended to break this power by teaching the public how banks actually operated. By this point, Patman had grown heavy around the waist. His hair had thinned. He had the same gentle air, and the same sturdy yet polite ways of exhibiting his dislike of Wall Street. His endlessly loyal staff of banking radicals was used to being worked to the ground by Patman, who got to work by 6 a.m. And he still had that secret weapon that few in Congress or in business could tolerate: Patman was not afraid to lose.

The Patman Banking Committee produced reports explaining the workings of financiers who had grown less powerful if not less greedy than during Andrew Mellon’s time. He hired a staff of experts, investigators, and economists to churn out reports. There was Paul Nelson, the staff director and a PhD in economics from Columbia; Jake Lewis, a tall, lanky writer who knew the corridors of Washington; Benet Gellman, a former White House staffer and an expert in banking laws; Jane D’Arista, the first female researcher and economist hired by the committee; and Curtis Prins, a hard-nosed, foul-mouthed investigator who would travel around the country sniffing out financial scams.

Before Patman took over, the committee was largely passive, reacting to demands by industry and the Federal Reserve. Patman revamped the committee, using his staff to seize the legislative initiative from the bank lobby and the executive branch bureaucracy. He produced original research and reports, some of which turned out to be foundational in terms of the understanding of the banking industry in the era. Under the previous chairman, the committee spent just $200,000 per year.3 Within a few years, it was spending $1.695 million. Patman’s staff published over thirty independent research reports on Federal Reserve policy, federal financial policy, and banking. In his first year, the committee published reports on the scope of bank holding company ownership, the extent of chain banking, commercial bank reporting practices to stockholders, and bank regulations. He was, as even his opponents admitted, “a remarkable teacher.”4

The expertise of Patman’s committee frustrated the banking lobby. In 1964, Patman issued a primer on money, and distributed 200,000 copies of his speech, “The ABCs of Money,” many to schoolteachers. The American Bankers Association responded with its own pamphlet, handing it out to its eighteen thousand banker members.5 Patman also went into the guts of academia, seeking to understand and examine how money and banking were being taught in universities by doing Congressional studies of textbooks.6

As chair, Patman didn’t hesitate to make enemies. He investigated bank control over the stock market through their trust departments, and called for a “full-scale, top-to-bottom, A-to-Z investigation of the entire banking lobby.”7 He angered colleagues by attacking corruption in Congress, which was rampant. As Drew Pearson reported, freshmen members were “approached within hours of their arrival in Washington and offered quick and immediate loan service,” with banks telling members, “Just write a check, we will honor it.” Committee members were offered bank stock for free and given directorships on local bank boards. Representative Henry Gonzalez, an ally of Patman, told a journalist what it was like to become a member of the committee. Upon joining, a local San Antonio banker praised his business acumen, and said, “we would like you to be chairman of the board” of a new bank.8

Despite his official control over the flow of legislation, Patman’s power over the committee was always tenuous. During Patman’s tenure as chair, the committee usually had many more Democrats than Republicans. For instance, in the 92nd Congress, there were thirty-seven members of the committee, roughly fifteen Republicans and twenty-two Democrats. But many of the Democrats were people whom the staff called “Ivy League liberals,” ranking well on civil liberties and on scorecards for groups such as the Americans for Democratic Action, but voting in committee to further the interests of commercial banks.

Thomas “Lud” Ashley, an Ohio Democrat who later became a bank lobbyist, was the prototypical example. “These guys come to Congress in their thirties as promising attorneys and businessmen with high ideals and great enthusiasm,” said one observer. “But after six or seven years they find themselves approaching middle age with decent incomes but no real security, while their former law partners back home are secure and prosperous.”9 Patman’s archenemy Congressman Wilbur Mills filled committee slots for all committees, and stacked the Banking Committee with members who would vote against Patman. Patman had to outwit or outlast his opponents.10

Patman play-acted the fuzzy-headed simpleton. But his willingness to draw out hearings and use complex legislative tactics to foil bank-friendly legislation was highly effective and enraged his opponents. The general press ignored banking, and the financial press scorned Patman. But he took advantage of the fact that fear of concentrated banking power and the new developments in the financial space was widespread, especially among the old guard.

By the late 1960s, few liberal intellectuals were paying attention to finance and the conglomerate trend, but Patman and older political leaders like Emanuel Celler—who held hearings on Steinberg and Chemical Bank—kept up the pressure. So did the new Nixon administration, with Attorney General John Mitchell and his assistant attorney general for antitrust, Richard McLaren, expressing “deep concern over the current merger movement.” Mitchell went so far as to tell the Georgia Bar Association in 1969 that the “future vitality of our free economy may be in danger.”11 There were ten separate investigations into the conglomerate trend.12 Nixon feared conglomerates could allow bankers to breach the traditional line between commerce and finance.

ROUND ONE: THE BANK MERGER FIGHT

In the early 1960s, Patman intuitively understood that something was wrong with the financial system. Wall Street was beginning to recentralize as bankers quietly weakened New Deal–era controls. When he became chair, he started to hit back by attempting to address a simple problem: too many bank mergers.

The bank merger problem had been long-lasting, and reflected a split over merger authority between bank regulators and the Department of Justice Antitrust Division. Kennedy’s chief bank regulator at the Office of the Comptroller of the Currency, James Saxon, was a strong proponent of bank mergers. From 1960 to 1966, bank regulators approved 1,001 out of 1,035 merger requests, rejecting only 34, despite the Department of Justice finding antitrust problems in over half of the proposed mergers.13

Finally, in 1961, the DOJ had had enough. In United States v. Philadelphia National Bank, the DOJ sought to block a bank merger, interfering in what bank regulators thought was their area. The DOJ declared a host of mergers, including several concentrated banking powers in major cities, illegal. The antitrust division even sought to undo an already completed large 1961 merger between Manufacturers Trust and Central Hanover.14

The bank lobby immediately acted and Patman called them out. “When [the DOJ] stepped on the toes of the nation’s fourth largest bank,” said Patman, “the roar from Wall Street was heard in every Congressional district.”15 The Senate Banking Committee chairman introduced a bill to remove bank mergers from the antitrust laws, and to legalize these six mergers retroactively. The American Bankers Association and twenty-nine state bank associations supported it. The bill went through the Senate with just a few senators, including William Proxmire, Philip Hart, and Robert F. Kennedy, trying to retain anti-trust agency jurisdiction over the banks.16 It looked like a smooth passage, an uncontroversial reversion to bank regulator control of the banking system.

That is, until Patman spoke. “If you exempt banks from anti-trust,” he said, “you might as well also shoot the policeman on the corner.” The bill had to go through his committee, so at first, he refused to hold hearings.17 Then his committee members demanded he act, so he spent more than a month, stretching through August and September of 1965, doing so. He brought in Robert Kennedy and independent businessmen and bankers to testify against the bill, eliciting a wide range of opinion for a bill that had until this time been without opposition.18

The banking industry was split on the merger trend. Smaller bankers were unhappy with the concentration of power. The Independent Bankers Association expressed “great alarm.” Patman himself genially used apocalyptic rhetoric. “My great fear,” he said, “is that for the control of such vast power for the benefit of our competitive, free enterprise economy, democratic government may prove inadequate, with the result that it will be superseded by a collectivist form of government, Socialist or Fascist in character.”19 The hearings led to the revelation that a special antitrust subcommittee of the American Bar Association had been pressured by bank law firms to water down a report on bank mergers.

The bank lobby acted through Thomas “Lud” Ashley. Ashley introduced legislation to strip merger authority over banks from the Department of Justice.

Over the course of several months, Patman used his chairman’s prerogative to delay action, facing off with an increasingly bitter Ashley. “The banks have spent more money on these bills than any other banking legislation in the history of Congress,” noted Patman.20 It got so heated and ugly that in October 1965, Ashley convened a rump session of the committee with the lights off in the Banking Committee room while Patman was at the hospital attending to his wife. This act was an unprecedented breach of congressional procedure and decorum, all to retroactively legalize the $5.6 billion merger between Manufacturers Trust Company and the Central Hanover Bank.

But a committee staffer walked in during the meeting and alerted a Patman ally, who stopped the proceedings. Ashley’s arrangement of a rump session of the committee left Capitol Hill watchers agog. Nothing like it had ever been seen in Congress. Patman denounced the illegal session, but financial writers, as usual, mocked Patman, writing it up as a “pint-sized melodrama.” The furor and the controversy caused the fight to drag on for months, until the Johnson administration brokered a compromise.

Bankers thought they had gotten the better of Patman. But Patman had outsmarted the bank lobby by outworking them. With a twinkle in his eye, Patman told a colleague, “It’s true the bankers control a majority of the committee members, but I still control the staff. And my staff has included some language in the merger bill that will give the bankers fits. But they will not figure that out until after the bill is being enforced.”21

And it was true. The Supreme Court found that, under the just-passed law, the Bank Merger Act of 1966, bank mergers still remained under the jurisdiction of the Department of Justice. Bankers thought that the bill would restrict bank merger challenges, but because of Patman’s language, it had the opposite effect.22

But the bank merger fight proved to be merely a warm-up for the fight over Walter Wriston’s plan to have Citibank turn into a conglomerate, and do away with Glass-Steagall once and for all.

ROUND TWO: THE ONE-BANK HOLDING COMPANY FIGHT

In the late 1960s, bankers, jealous of Saul Steinberg and other high-fliers, sought to create conglomerates, so their corporations could enter any industry they chose. And they had discovered a loophole in the law to make this wish come true. While the Bank Holding Company Act of 1956 placed restrictions on any holding company that owned multiple banks, it allowed a holding company to own a single bank. In theory, this meant banks could create a holding company parent, and then that parent could buy insurance companies, travel agencies, computer companies, and so forth.

This loophole was known, but it was theoretical because no large bank dared to use it. The month before protesters and police clashed at the Chicago Democratic National Convention in 1968, Walter Wriston’s Citibank announced it would become a bank holding company. By December, over fifty banks followed. “Commercial banks,” wrote BusinessWeek, “looked strangely exciting this week as they began to try out the role of the freewheeling conglomerate.”23 Chemical Bank, which would shortly rally its fellow banks to fight off becoming part of Saul Steinberg’s conglomerate, now formed its own holding company, Chemical New York Corporation.

A bank could now, through its holding company, own any business it chose, and use its control over credit to give that business a competitive advantage. The new bank strategy struck at the heart of Glass-Steagall, as well as the even longer-standing separation of banking and commerce. An anonymous banker made this clear in The New York Times, writing “We’re spending our time worrying about the problems of the 1930s. This is wrong. Times have changed.”24

Wriston’s move sparked the second war between Patman and the big money center banks. Senator William Proxmire, the Federal Reserve, and the Nixon Treasury and Justice Departments were all heavily involved, building on suspicion of conglomerates that had emerged throughout the decade.

Emanuel Celler’s Antitrust Subcommittee wrote a staff report on corporate power, showing how often board members of giant banks sat on boards of giant industrial corporations.25 Willard Mueller, a former Patman staffer turned head economist at the FTC, developed new antitrust theories to address financial concentration in unrelated markets. Nixon Treasury Secretary David M. Kennedy said that unless the line between banking and commerce was strictly enforced, America would be “dominated by some fifty to seventy-five huge centers of economic and financial power, each of which would consist of a corporate conglomerate controlling a large bank… controlling a large nonfinancial conglomerate.”26

The general counsel of the FTC, who had been the head of the Antitrust and Cartels Division in postwar Japan when Americans restructured the Japanese economy, warned that conglomerate mergers were creating something similar to the situation in prewar Japan, with informal coalitions of corporations known as zaibatsu, centered around a large bank but encompassing every other part of the economy.27

But the stampede toward the single-bank holding company structure generated special concern in Washington. This time it wasn’t just banks attempting to get bigger by merging with other banks. Nixon’s assistant attorney general for antitrust, Richard McLaren, observed that the nation’s largest banks had formed one-bank holding companies. Their goal was to become “unregulated, financial, commercial, industrial power centers.” Not only did it pose “serious antitrust questions,” but it was against the “traditional American policy of keeping banking separate from other business activities.”28

On January 20, 1969, the day Nixon was inaugurated as president, Citibank sought to obliterate Glass-Steagall with a bid through its holding company for the large insurance company Chubb Corporation. Wriston sought to combine Citibank’s power over lending and borrowing with the large portfolio controlled by Chubb’s property and casualty insurance. It was the classic empire-building move, based on the use of other people’s money to build the empire.29

Patman proposed blocking single-bank holding companies from owning nonbank businesses. As usual, he held long and extensive hearings.30 At first, most large banks refused to send anyone to testify, hoping the furor would go away and funny moneyman Patman wouldn’t be able to generate sufficient power to force a law. But they were wrong.31 They did face opposition. Patman used his hearings, which took place over seventeen days and produced 1,600 pages of testimony, to organize the opposition to the large bankers. Data processing executives, travel agents, courier services, insurance companies, and even smaller banks testified to support Patman’s approach, and that of his Senate ally William Proxmire.32

Milton Shapp, a Pennsylvania entrepreneur running for governor, told members of the Banking Committee about pressure put on him by banks to buy alternative services when he needed financing. An Indianapolis travel agent, Othmar Grueninger, talked about how bank-owned travel agencies were driving independent agencies out of business because of their unparalleled access to data about who traveled and who was creditworthy. “Any time I deposited checks from my customers,” he said, “I was providing the banks with the names of my best clients.”33

There were even splits within the banking lobby. The American Bankers Association had members who supported strict regulation of bank holding companies, and large banks that did not. In 1968, the large banks broke from the ABA and formed an association named the Association of Corporate Owners of One Bank. This association would be their vehicle to fight, both within the ABA and Congress.34 They also went on a public relations campaign to leak stories favorable to the banks and to attack Patman. George Moore, the chair of Citibank, lobbied The New York Times, The Wall Street Journal, and The Washington Post, while asking not to be identified, but was revealed by American Banker magazine.35

The large bankers worked through their usual allies on the committee, the Republican minority, and a rump faction of Democrats. On June 24, chairman Patman convened the House Banking Committee to begin marking up a bill.

Republican congressman William Stanton obediently worked with Patman’s Democratic opponents on a bill incorporating all of the demands of the American Bankers Association, the large banks, and the conglomerates. The top Republican on the committee, William Widnall, used an unusual parliamentary trick to cut short debate. He put forward Stanton’s bill as a “second substitute” for Patman’s legislation, which would mean that no more votes could be taken on any part of the legislation. The committee had to vote to replace the entire bill with the bank-friendly Stanton version, before the committee could even debate any particular section. On June 26, the committee backed the Stanton banker bill 20–15. Executives at the ABA, based in New York City, and bank lobbyists all over D.C., celebrated this humiliation of Patman.36

The Stanton bill passed to the floor of the House to be scheduled for floor debate, which most assumed wouldn’t matter. Months passed. And then, there was a stunning reversal. First, Patman passed to Drew Pearson’s successor, Jack Anderson, the story of the sordid nature of the Stanton bill. Then, lobbyists for insurance and travel agencies, data processors, and industry groups mobilized. Insurance agents, afraid of being undercut if big banks were able to enter their business, were so effective and aggressive that Stanton himself said he had received more telegrams on the legislation than on anything else he had ever worked on.

Patman’s staff worked with friendly Republicans, handing them key amendments for which they could take credit. On the floor of the House, Patman and his staff put back everything from his original bill.37 By the time the rout finished, only three lines remained of the Stanton legislation that passed out of the committee. This reversal stunned the bank lobbyists, who were not paying attention. The American Bankers Association didn’t learn what happened until the next day. The banks faced a humiliation far greater than what Patman had suffered in his committee.38

Bankers turned to the Senate, and their ally Alabama’s John Sparkman.39 But before the Senate could act, the conglomerate boom came to a sharp end. The stock market crashed, with conglomerates such as LTV and Leasco down 80 to 90 percent. Over a hundred Wall Street brokerage firms were revealed to be insolvent. A massive train system, Penn Central, that had been turned into a conglomerate, went bankrupt. In the midst of this gathering storm, on July 7, 1970, the Senate Banking Committee took up its version of Patman’s bank holding company legislation.40

The bank lobbyists and the lobbyists for conglomerates went to work on much more favorable terrain. Senator Sparkman had the legislation written in private.41 Sparkman was a sophisticate, a somewhat paternalistic man who sought more money for housing for the middle class, but also, as an analyst put it, a man with “an irrepressible faith in the essential goodness of the man of means.”42 And a committee full of similarly inclined men joined him. Stalwart liberals such as Ed Muskie, Ernest “Fritz” Hollings, and Walter Mondale, in this age of affluence, were consumer rights advocates, but mostly inattentive to issues of corporate and banking power.

The markup of the bill in committee was done in “executive session.” This meant essentially that the votes were secret and the members could have their positions kept from the public.43 This approach—highly common in that era—granted enormous power to the chair of the committee, who could then cut deals and present a finished product to the entire House or Senate. Mini-fiefdoms in Congress were common.44

These fiefdoms didn’t always benefit powerful interests, but they could. In this case, they did. The legislative print introduced by Sparkman was favorable to the banks and conglomerates. It allowed for grandfathering in of existing privileges, weakened the Fed’s authority to regulate, and let banks continue to buy into any industry they wished. The Senate committee markup culminated in the passage of what became known as the Green Stamp Amendment, so named because it was done at the behest of a conglomerate known for offering customers reward cards in the form of green stamps. It was also known as the “conglomerate exemption” amendment.

Senator William Proxmire, one of the few opponents of the bank lobby, said he had “never witnessed a more intensive lobbying campaign on behalf of a special interest amendment.” Lobbyists “for the conglomerate amendment,” he said, “were practically falling over one another in an effort to get it into the bill.”45 The amendment would have exempted 900 of the existing 1,116 bank holding companies from any additional rules. In committee, the amendment was adopted. Nearly all bank holding companies were exempted from any restrictions.46

On the floor of the Senate, the coalition assembled by Patman attempted the same trick they had accomplished in the House, under the leadership of Proxmire. But Proxmire proved to be less adept at legislative maneuvering than Patman. Proxmire attempted to strip out the worst part of the bill, the Green Stamp Amendment. In committee, bank advocates outnumbered him, but on the floor, where the full Senate voted, he had the votes.

Sparkman and conservative Wallace Bennett from Utah, however, outfoxed Proxmire. They persuaded Senate leaders to schedule the vote for a time when twenty-nine senators were absent.47 Then, at the last minute, three populist midwestern senators who had pledged to vote against the conglomerate exemption amendment, including George McGovern, provided the margin for the 37–34 vote in favor of the bankers. The reason, it turns out, was that the National Farmers Union, a powerful liberal farm group, had made some bad pension investments and gotten into debt with a Denver bank, which was then acquired by a conglomerate in 1968. The bank then collected its favor from the NFU; the NFU asked the three liberal senators to change their votes.48

The Senate thus produced a bill supported by much of the banking and conglomerate lobby, one opposed by Patman, the Nixon administration, and the business coalition worried about unfair competition from banks and conglomerates. Nonetheless, it passed the Senate by a vote of 77–1, with only Proxmire registering disapproval.49 The final legislative package would come down to a meeting between the House and the Senate, where Patman and Sparkman would face off to iron out the differences between the final legislation in the House and the Senate. Seven House members and four senators would be in the conference. The ABA mobilized, with a special Action Letter sent out; dozens of local bankers were dispatched to talk to conference committee members, in person if possible, on the phone if not.50

Patman and his staff were again relentless. Patman’s staff, led by Benet Gellman, negotiated with Sparkman’s staff lead, Hugh Smith. Patman’s staff volunteered to write the agenda, to which Smith acceded. So the debate was structured by Patman; members of Congress and senators on the committee were presented with tradeoffs that framed exemptions as dangerous and embarrassing loopholes.51

Then, the Patman forces attacked the Green Stamp Amendment. The Senate had attached to their bill a noncontroversial provision to coin 150 million commemorative Eisenhower dollars with 40 percent silver content. A major contractor for the silver jacketing material for the coins was a company owned by a contributor to New Jersey senator Harrison Williams, a sponsor of the Green Stamp Amendment. Patman staffers informed the contractor that the commemorative coin provision would be stripped if the Green Stamp Amendment stayed in the bill. On the first day of the conference, Williams pulled his support for the amendment, and it was dropped. It was an ugly deal to get rid of a dangerous banking amendment, in return for a few million in profit to the backer of a senator.52

The negotiations were, according to American Banker magazine, among “the most contentious ever held on banking legislation.” Bennett at one point berated Patman for making the “same old speech” against bankers, and accused Patman of planting hostile stories about him in the press (which his staffers were likely doing, with Patman’s tacit approval). As Patman tried to respond, Bennett angrily told Patman to shut up. It wasn’t supposed to be this hard to pass a bill supported by the banking lobby. All during the negotiations, more than a dozen lobbyists waited, in what seemed like a vigil, in the hall outside the conference room. They were depending on the Senate conferees to save their conglomerates.53

Banks continued their part of the fight by doing more favors for congressmen. In 1969, when the prime rate was 8.5 percent (meaning most borrowers paid much more than that), one Washington, D.C., bank was lending money to over a hundred congressmen at a little over 6 percent. Banks tried to donate hundreds of thousands of dollars just before the election through their political action committee, BANKPAC, which backfired in what one member called a “combination of arrogance and stupidity” that was “straight out of the days of the robber barons.”54 Citibank, whose head lobbyist, John Yingling, was considered the most effective in Washington, was more suave. He worked The New York Times for favorable coverage.55 Even the Nixon Antitrust Division got involved—on Patman’s side this time—with the head of policy planning for the Department of Justice attacking the “special interest” Green Stamp conglomerate exemption amendment.56

Ultimately, Patman’s side offered what seemed to be a concession to end the conference committee. The original Patman bill had listed lines of business that banks could not enter; Patman dropped this in committee, and instead delegated the authority to regulate bank holding companies to the Federal Reserve.57 It seemed like a reasonable compromise to the bankers, as the Fed was already their regulator. But once again, Patman proved victorious. The Fed kicked eighty-nine conglomerates out of the banking business in the next two years. The rush of banks into the one-bank holding company structure had been “sidetracked.”58

Patman felt satisfied with the basic aims of the legislation. His counsel, Benet Gellman, was ebullient. “We accomplished almost everything,” he gloated. “We got the one-bank holding companies covered, which was the main thing.” Walter Wriston had sought to use the one-bank holding company as a way around regulatory constraints and let Citi do things like get into mutual funds and to buy Chubb Insurance, but the Fed wouldn’t allow either. The Fed also blocked entrance by one-bank holding companies into other key parts of the insurance business, land development, and management consulting. Gellman crowed, “There were no major exceptions, either, in the final bill, and everybody who formed a holding company after June 30, 1968, had to divest and the Federal Reserve began its case by case review after the bill was passed.”59

The Bank Holding Company Act Amendments of 1970 was one of the most important antimonopoly laws of the twentieth century, stopping the banking industry and conglomerates from breaking down the traditional barrier between commerce and banking. Just before the law passed, four of the largest New York City banks were negotiating to buy major insurance companies through holding companies.60 The bill stopped these mergers. It would not be until 1998, when libertarian Federal Reserve chairman Alan Greenspan would use the power granted by the compromise between Patman and Sparkman not to keep finance segmented, but to let a giant insurance and brokerage company, Travelers Group, merge with Citibank.

While a massive legislative achievement for Patman, the bill didn’t carry the public force that the banking reforms had in the 1930s. Walter Wriston was no Charles Mitchell, the disgraced head of National City whose frauds were still being discovered tucked away in foreign branches of the bank as late as the 1960s.61 Wriston didn’t appear as a robber baron, but a cosmopolitan executive who believed in racial tolerance, liked rock ’n’ roll, and wanted to be a responsible business leader in a technologically advanced society. Citibank, as he told governors and local politicians, didn’t pollute, and it went without mention that the bank didn’t send soldiers to Vietnam.62 So while Wriston lost this battle, unlike Mitchell, he didn’t lose his public reputation and influence. He could return to the political arena to once again fight to loosen rules on bankers.

And so Patman didn’t get popular credit for constraining banking power, because there was not a broad sense that this power was necessary to constrain. And it would not be the only work that would go unacknowledged. During this same period, Patman forced through a piece of legislation called the Bank Secrecy Act, a core law to block money laundering and the evasion of tax and margin requirements.63 He slipped the Fair Credit Reporting Act, a bill to regulate credit reporting, into a conference committee because his own committee wouldn’t pass it. He took on Wilbur Mills, the most powerful member of the House, who ran the secretive Ways and Means Committee on taxation, blocking the standard unanimous passage of a special tax loophole for an individual company.64

But fear of robber barons or monopolists was not meaningful to a younger generation. In 1972, New York congressman and antimonopolist Emanuel Celler, who had been in the House for forty-nine years, was defeated in a Democratic primary by a young attorney named Elizabeth Holtzman, who ran against him as a feminist based on Celler’s opposition to the Equal Rights Amendment. It would prove a harbinger.

Financial power was beginning to slam into the real economy. In 1970, it would soon ruin the railroad system, turning much of America’s transportation infrastructure in the Northeast into one of the biggest corporate frauds of the century. Penn Central would set up the debates of the 1970s about an increasingly crisis-prone and destructive economic order. Patman would play his role, and would have one more victory. But the financiers were gaining power, and there were no political or intellectual reinforcements behind him.




CHAPTER TWELVE Penn Central


“Rumor has it that a red carpet was chosen for the House Banking Committee’s hearing chamber to hide the blood spilled during chairman Wright Patman’s frequent jousts with the nation’s money lords.”

—Lester Salamon, The Money Committees1
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On June 20, 1970, Paul Volcker, a tall man with a low voice, headed to Capitol Hill on a mission. It was a Saturday, and he was going to an office where people worked on weekends, that of Banking Committee chairman Wright Patman. Volcker, an undersecretary of the treasury for Nixon, wasn’t there to talk about the heated debate over bank holding companies. He was overseeing a $200 million emergency loan to the nation’s biggest transportation network and seventh-largest company, the Penn Central railroad.

Penn Central was one of the oldest and grandest companies in America, with roots going back to the 1840s. Banks considered it an honor to lend to the company. Nevertheless, five Penn Central executives were on their way to the same office for the same reason. The Penn Central executives were gathering to beg for their company’s life. Volcker, and the Penn Central executives, knew Patman was unlikely to approve a transfer of government money. But they had nowhere else to turn.2 If Penn Central went down, the whole banking system, and a number of weak large corporations, might go down as well.

The collapse had taken years, decades even. First, the economy had changed; trains now competed with trucks and airplanes, in addition to the fact that industry—as well as the need to ship industrial goods—had moved away from the Northeast. Second, regulators hadn’t kept pace, forcing railroad companies to run empty passenger trains on certain routes when commuters were taking cars. Third, union contracts often forced the railroads to pay workers who didn’t work.3 Most importantly, railroad managers themselves began stripping their companies of value, trading stocks on inside information, rewarding themselves with lavish pay, and engaging in empire building through unworkable mergers. Finally, the CEO of Penn Central tried to turn the train company into a conglomerate, to gamble his way out of insolvency. The Penn Central collapse involved deception by accountants, lies to regulators, customers, and passengers, and the sell-off and demolition of one of the most beautiful train stations in the world, all to keep the fraud going for as long as possible. And Wall Street had been knee-deep every step of the way. Walter Wriston at National City was Penn Central’s banker.

The corporation had fouled up its giant train system by engaging in a classic railroad robber baron technique: paying dividends instead of maintaining the track and rolling stock. Its executives had also rediscovered old ways to ruin a balance sheet. Penn Central had borrowed at high interest rates to buy land, buildings, pipelines, and even that longtime signal of American financial greed and idiocy, Florida real estate. Everything the corporation owned was mortgaged, and no one would lend Penn Central another dime. Now, bleeding cash, the company went begging for a bailout from the government. But the last-ditch strategy had a flaw, one common in the banking world of the 1960s and 1970s. Penn Central and its bankers had to go through Patman.

This moment revealed what Patman had feared, that the New Deal was rotting away under the influence of big business, big bankers, and high interest rates. For years, Walter Wriston had been working to let loose the demons of unregulated finance. These demons were now free. They could be ignored as long as the problem was an esoteric one of interest rates and amendments on bank holding companies, as long as a stock market boom enthralled the bankers to sustain ever-expanding credit. But unregulated finance had now smashed into something real, America’s train system, and broke it. In this moment, Patman had a choice. He could assent to a bailout of a mismanaged train system and its bankers. Or he could say no, and risk a financial crash.

A DYING RAILROAD BUSINESS

The Penn Central problem was more than an inconvenience, considering its importance in the American transportation system. Every weekday the company transported 300,000 rail passengers on 1,280 trains, comprising 65 percent of rail passengers living east of the Mississippi and 35 percent of all rail travelers nationwide. Commuters in New York City made 175,000 trips a day, 15,000 in Boston, and 13,675 daily between New York City and Washington, D.C. It had 20,570 miles of track through sixteen states and two provinces in Canada. Without the company, the northeastern United States “would be paralyzed.”4 And this traffic did not include its freight business, which carried the coal and steel that made up the industrial sinews of the region.

In terms of its place in the financial and business structure of the nation, Penn Central was perhaps more important. It was the largest real estate company in the country. It had 100,000 creditors, 118,000 stockholders, and had paid a dividend for over one hundred years. It employed 95,453 people belonging to twenty-three different unions, with an aggregate annual payroll of more than a billion dollars. As a financial holding company, it owned pipelines, trucks, barges, water companies, coal mines, factories, hotels, amusement parks (Six Flags Over Texas and Six Flags Over Georgia), part of the New York Rangers and the New York Knicks, real estate in Florida, the eighth-largest crude oil producer in the nation, and California warehouses. In New York City, the company held land on top of which sat Grand Central Terminal, the Pan Am Building, the Yale Club, the Union Carbide Building, the Chemical Bank New York Trust Building, Pennsylvania Station, the Graybar Building, the Vanderbilt Building, the Vanderbilt Concourse Building, the Bankers Trust Building, and buildings on Lexington Avenue, Madison Avenue, and Park Avenue.5

For years, Americans had noticed that something was wrong with the trains. In New York City, the trains were always late. Or hot. Or cold. “Filthy” was a common complaint from commuters. “Absolutely disgusting.”6 One day in 1969, thousands of commuters in New York had to find alternative routes home at the height of rush hour because all electrical train service had been canceled. Police had to quell a near riot. Prosperous commuters picketed the company when it sought to raise fares. One advertising executive said that he was picketing because “the running time of the trains has not changed since 1899” and he was tired of being late. “I have an 1899 schedule to prove it.”7

Passengers blamed executives who—even while speculating in roller coasters—had not spent enough to maintain its equipment, or buy new equipment, for decades. Management, in turn, blamed regulators for keeping fares too low, subsidizing competitors in the trucking industry, and preventing them from dropping unprofitable routes. At one point, an irate neighbor called the chairman of the railroad, Stuart Saunders, about the local passenger service, which was late yet again. Saunders responded by offering to give away the company’s passenger service commuter rail, as it was a massively unprofitable cash drain.8

To be sure, the railroad business was not an easy one. The Interstate Commerce Commission (ICC) favored shippers in its rate making. World War II was a briefly and incredibly profitable moment for the rail system, because war production pushed shipping to its maximum. But the heavy wartime demand also exhausted much of the equipment, and the executives were loath to pay for maintenance and upkeep in the less profitable years after the war.

Railroads lost market shares in freight to trucking, and passenger revenue between 1951 and 1957 among Northeast railroads tumbled.9 Textile mills moved to the South, as did newer industrial plants, hurting demand for Penn Central’s freight services, which were centered in the Northeast and Midwest.10 Yet the ICC, pressured by Congress, forced railroads to maintain service to all parts of the country, and regulated the companies in much the same way they did in the 1920s, when they enjoyed quasi-monopolies over transportation. By the early 1960s the government had begun to guarantee loans to much of the industry.11

All of this was true enough, but not the whole story. The executives at Penn Central had contempt for their own business. Despite living close to a commuter stop, the corporation’s CEO refused to ride the train to work, instead taking a limousine. His central ambition, he said one night, was to put passenger and freight revenue into real estate investments “instead of putting it in the fucking railroad.”12 The men who ran the Pennsylvania Railroad lived in the same neighborhoods, attended church together, and had gone to the same colleges. The man who served as president of Penn Central in the 1960s got his career break when he was noticed by senior management for his prowess on the company baseball team.13

When these clubby executives complained about regulators bleeding the corporation of cash, it didn’t square with the perks they awarded themselves, like the costly, temperature-controlled palatial private train car used by the president of Penn Central, Alfred Perlman.14 It didn’t square with a continually increasing dividend, which impressed fellow Philadelphia society members who were holders of the stock. And it didn’t square with obvious bad management, such as managers regularly losing track of boxcars and equipment. In late 1968, for instance, Penn Central lost one hundred cars in a coal train for ten days outside of Syracuse because of misplaced paperwork.15 In another instance, hundreds of boxcars were stolen from Penn Central, repainted, and then rented back to the corporation.16

Even those who did focus on the railroad business remained stuck in the nineteenth-century military culture.17 Much of the newer business, like shipping merchandise, food, appliances, and textiles, tended to go with trucking, while railroad men concentrated on what they knew, which was shipping coal and steel.

The sheer arrogance of Penn Central’s executives—indeed, their almost barbarian disregard for their corporation’s role in society—all but forced the public to reject the corporation’s claims. Saunders enraged New Yorkers when he tore down the grand landmark of that city, the “Greco-Roman temple to railroading,” Pennsylvania Station, to sell development rights for an ugly, boxy set of office buildings and the Madison Square Garden sports arena. Passengers, rather than striding from their trains into the iron-and-glass arches of a cathedral of transportation, scuttled out into an overcrowded rat warren.18

All of these failures carried a larger symbolic meaning. Americans loved their railroads, the blue-coated man in brass buttons shouting “All ah-board,” names of famous routes like the Manhattan Limited from New York to Chicago, the Wabash Cannon Ball in the Midwest, and the Super Chief out to California. The sight of the black, powerful locomotives chugging through a curve was enough to make a man weep.19 And yet, in 1970, when Paul Volcker paid his visit to Wright Patman, the system had been stripped to the point of collapse.

FROM A RAILROAD TO A CONGLOMERATE

Penn Central was created out of two railroads in the Northeast, the Pennsylvania and the New York Central. These two companies first started discussing a potential merger in 1957. In 1962, the two announced the deal, the largest railroad merger in American history up to that time, and one that would allow the two companies to close down duplicate facilities and consolidate traffic.20 It seemed like a good idea at the time, but in retrospect it was more like two drunks trying to stay standing up by leaning on each other.

At first, the railroad men, and the public, believed that the merger would be a great success. And for a while it looked like it was. By 1968, the stocks of the railroads had quadrupled.21

But problems cropped up. The rationale for the merger was to shutter facilities and services no longer needed. But Saunders was a glad-hander, not a railroad operations person, and the company was riven by factional disputes at the top. Saunders and the entire management team, not paying attention to the railroad itself, mishandled the merger process. The federal regulator, the Interstate Commerce Commission, held 128 days of public sessions in 18 cities, with 461 witnesses, 290 prepared statements, and 347 exhibits, filling 40,000 pages. The entire merger process took eleven years.22

Every state and many cities had jurisdiction over its area of the merger, so each could extract concessions. New Jersey, for example, agreed to support the merger if the railroad promised not to cut service, even though cutting service was the point of the merger.23 Railway unions threatened a “catastrophic” strike unless they got a written guarantee their jobs would be preserved. All seventeen unions got job security, for life. To get the merger approved, Saunders even agreed to hire back one thousand employees who handled mail, though the Postal Service had moved its mail contracts to planes and trucks.

By the time the deal went through, the ICC had actually forced the new Penn Central to buy more than it originally intended, as they required the corporation to take over the money-losing New Haven Railroad for $140 million.24 Saunders should have said no, and so should have the company’s bankers. But he had made promises to Wall Street.

The Penn Central would become arguably one of the most poorly run private train systems in the industrialized world. “It was just a goddamned operating mess,” said one veteran of the industry. As a yardmaster at Selkirk put it: “They’d get a car for Harrisburg, which wasn’t on the old Central, and they’d say, ‘Where the hell is Harrisburg? I know where Pittsburgh is. Shit! I’ll send it to Pittsburgh.’ ” Complaints of dirty restrooms and unheated coaches shot up, and trains were constantly late. It was also the most expensive, spending 66 cents of every dollar on labor costs, compared to 58 cents by its railroad competitors.25

By the late 1960s, it became clear that the merger would not deliver on its operational promises. Inflation and high interest rates were beginning to rattle the economy. Patman believed high interest rates wrecked industry, and they were tearing through the railroad. By the end of the decade, the corporation was losing roughly half a million dollars a day.26

The flip side of this newfangled financial environment was that the CEO and CFO of the corporation had far more freedom to focus on financial manipulations, and on nonrailroad lines of business. One result was that executives from the Pennsylvania refused to put money into operations or maintenance, seeing any cash going into actual railroading as a diversion from potential profit. A second result was the plan to turn the Penn Central into a conglomerate. The banks gushed over this strategy. In the era of a euphoria induced by the stock boom, investors saw more danger in being left out of the loan syndication than in underwriting risk.

David Bevan, the CFO, organized this conglomerate effort, which in total used $144 million to buy nonrailroad businesses. Penn Central used borrowed money to buy real estate investment businesses such as Great Southwest Corporation, Arvida Corporation, and Macco Corporation, and pipeline business Buckeye Pipeline. Interest on this money cost a total of $51 million.27 The company launched, through a holding company, an airline named Executive Jet (with George Wallace’s vice presidential candidate, Curtis LeMay, on the board), losing $21 million and incurring the second-largest Civil Aeronautics Board fine in history for attempting to start an airline illegally.28

All the borrowing led to corruption at an almost comically petty scale. Bevan organized a group of Penn Central executives and their friends who would pool their money into a mutual fund, named PenPhil, and engage in insider trading. Chemical Bank lent PenPhil $1.8 million on preferential terms, because of Bevan’s ability to move Penn Central business into any bank he chose. The fund would then buy stocks just before Penn Central did, leading to guaranteed returns. PenPhil bought stock in Tropical Gas, Kaneb Pipeline, National Homes Corporation, and the Arvida-held Boca Raton Hotel and Club.

To get the money to organize all of this, Bevan took advantage of the new financial world Wriston had created. Penn Central borrowed in the newest and most exotic financial markets, the “commercial paper” market and the “Eurodollar market,” which only existed because of the more permissive environment Patman had been battling. When the old regulated sources of funds were tapped out, Bevan pushed the limits of the new system. Penn Central was the first large-scale example of “financialization,” or the turning of a company from a producer of goods or services into one that viewed all its activities through the lens of Wall Street.29

At first, this maneuvering seemed to work. The merger and conglomerate strategies looked profitable, because of Bevan’s imaginative accounting schemes. Bevan masked losses on the railroad with nonrailroad income. He engaged in tricks like buying up older bonds of Penn Central selling at a discount because they offered low interest rates. He then recorded a profit for the difference between the cost of each bond and the higher face value of the older but equally costly obligation. “His imaginative accounting,” said an official, “is adding millions of dollars annually to our reported income.” The corporation’s accountant, Peat Warwick, blessed these fraudulent schemes because it was being paid off with consulting contracts, and Penn Central failed to disclose problems in its investor reports. In 1968, the railroad was secretly losing $400,000 a day.30

As the conglomerate craze cratered, so did Penn Central. By the end, Bevan and Saunders were borrowing against any fixed asset owned by the railroad. And they knew this was illegal. Bevan convinced the board to buy liability insurance to protect high-ranking executives and directors in the event they were personally sued. Until 1968, Pennsylvania corporations were prohibited from paying the full premium on officers’ liability insurance, but a Penn Central lawyer successfully lobbied the state legislature to change the law.31

In 1968, Penn Central was still an investment darling. But the political context was shifting. In 1969, Saul Steinberg lost not only Chemical Bank but also what he called his “$24 million mistake,” an ill-fated bid for British publishing giant Pergamon Press.32 The conglomerate game was up. Leasco stock hit $7 that summer, down from $57. James Ling had resigned from the once mighty LTV, the merger-mad pace-setter of conglomerates of the 1960s. Most conglomerates, high-fliers who had terrified and titillated corporate America with an acquisition streak unparalleled since the 1920s, were down 80–90 percent. By 1969, Bevan was selling his stock in the railroad, as were fifteen other executives.

By May of 1969, Penn Central was paying $260,000 a day in interest payments. By November, the corporation confirmed it would miss its dividend, which had not happened since 1848. An act of God pushed the railroad over. The winter of 1969–1970 was the worst in decades. Freight didn’t move for days, causing the railroad to burn through cash. Penn Central was desperate. On the last day of 1969, Bevan borrowed $59 million of Swiss francs through a subsidiary established in Curaçao.33

The end came in the spring of 1970, when a bond issue by Penn Central failed to sell. Up until the middle of March, Bevan had been able to distract bankers by hiding debt offerings in the complexity of Penn Central’s corporate structure, using accounting tricks to show better financial results when there was a dangerous cash bleed. Finally, a senior attorney for Penn Central’s prestigious law firm, Sullivan & Cromwell, balked, and wouldn’t approve the bond offering.

There was a run on the corporation’s commercial paper, and vendors were no longer accepting its checks. Panic selling of the stock ensued, with the powerful Standard & Poor’s ratings agency that analyzed corporate securities on behalf of investors downgrading the bonds of the railroads. Bank trust departments, presumably with access to advanced knowledge of the railroad’s deteriorating condition, sold stock ahead of the panic. Goldman Sachs, one of the key investment banks for Penn Central, liquidated its position in commercial paper. Penn Central’s loss for the year would be a staggering $431 million.

Every piece of property, every real estate parcel it owned—and it owned a lot—was mortgaged. The commercial paper market had dried up. In May, Saunders approached David Kennedy, Nixon’s treasury secretary and the former head of Penn Central creditor Continental Illinois Bank, and asked for emergency assistance. Kennedy and Nixon’s transportation secretary, John Volpe, began putting together rescue plans.34

At this point, the bankers stepped in. Walter Wriston called Volpe, and together they had Bevan and Saunders fired. Paul Gorman, a former high-level AT&T executive, was tapped to head the corporation. Multiple board members resigned, citing conflicts of interest in either the railroad’s shipping business or borrowing habits. Directors, regulators, and the public were all about to find out the extent of the fraud. No banker in his right mind would lend the company another nickel. The only thing standing between bankruptcy, and potentially catastrophic consequences for U.S. financial markets, was the prospect of a government bailout.

THE BAILOUT FIASCO

The railroad was in trouble, but it still had immense political resources. Penn Central’s power extended into the Nixon White House. Eisenhower budget director and later Nixon campaign finance chief and commerce secretary Maurice Stans owned $570,000 of stock in a company controlled by Penn Central, and Nixon’s closest friend at his old law firm was on retainer to the company. When the Department of Transportation needed to deal with the details of the Penn Central’s business, it found it nearly impossible to find lawyers and accountants who did not have relationships with the company. It was “like a gigantic octopus, its tentacles reaching into hundreds of board rooms, affecting universities, touching virtually every major bank in the nation, influencing government.”35 The railroad had relationships with Attorney General John Mitchell and Treasury Secretary David Kennedy. The company nearly, but not entirely, controlled the Pennsylvania congressional delegation.

And increasingly, policymakers within Congress and the executive branch agreed that as unseemly as it might look, a bailout was the only choice for this vital piece of the nation’s transportation and financial infrastructure. Penn Central was too big to fail. To speed the process, the Nixon administration tried to act without Congress, expecting to get retroactive permission from the legislative body. Volpe sought to persuade the deputy secretary of defense, David Packard, to use a law Patman had worked on decades before, the Defense Production Act, to guarantee a consortium of bank loans to the railroad.36 Under this law, the Pentagon could guarantee loans to any operation necessary for national defense.

The Vietnam War was on, and a forty-six-year-old assistant attorney general of the Office of Legal Counsel, William Rehnquist, offered a legal interpretation stretching the law to cover a Penn Central bailout.37 This interpretation of the law angered southern legislators, who supported Nixon on funding the unpopular Vietnam War, and did not want that money to go to eastern bankers.38

Patman, who was among the southern legislators who voted to fund the war, began asking questions, and administration officials got nervous. No one wanted to take responsibility for going around Congress. Nixon’s attorney general, John Mitchell, had worked with the railroad as a private lawyer, so he recused himself. Packard had the Navy, musing on granting the money to the railroad, ask the Federal Reserve about the likelihood of being repaid. Fed examiners initially said they expected no problems, since the eminently respectable Citibank was the railroad’s lead creditor. But after the examiners peered at Penn Central’s books, the Fed told the Navy that Citibank had no idea what it was doing.39

The decision about whether to use the law in this controversial manner was elevated to the president. Nixon, however, was distracted, having just ordered an invasion of Cambodia, which he considered an exemplary American armed forces operation, unrivaled since MacArthur’s amphibious landing at Inchon in Korea decades before. He was angry the stock market wasn’t responding by going up.40 Nixon wouldn’t authorize a bailout without Congressional approval, and that meant getting approval from Patman.

Penn Central was led by very powerful, well-connected men. But their political allies, their close friends, in the bright harsh glare of the public spotlight, wouldn’t help. So Penn Central executives had no choice but to deal with Wright Patman, whose position on the Banking Committee meant he had jurisdiction over the problem that Saturday in June, when Paul Volcker was heading to Congress.

Gorman wore a lovely suit, as did the other board members. Volcker, their contact within the administration, showed up in what he happened to be wearing that Saturday morning: dirty gardening clothes. Chairman Patman looked like an owl, with his cherubic face, glasses, and cheerfully polite disdain for the men who had come to beg.

The problem, as all knew, was deadly serious. Penn Central was vital to the nation’s financial and commercial arteries, and the company simply had no cash and no hope of getting any more cash unless the government stepped in. The assembled political leaders had known for some time that the previous team of executives had looted the corporation. But until this moment, none knew how badly.

They also did not know what it would mean for other companies that relied on commercial paper if Penn Central defaulted. The corporation’s bankruptcy could set off a chain reaction of other bankruptcies as frightened banks pulled credit lines, and as corporations that had been lending to each other through an unregulated $40 billion commercial paper market froze up. This was the curse of hot money, promulgated since the early 1960s and Citibank’s invention of the CD (and then Eurodollar deposits, and commercial paper). Corporations exposed in this way included Pan Am, Chrysler, and large numbers of rickety Wall Street brokerage firms—and who knows how many banks? A severe credit crunch could be the result, worse than the one in 1966, perhaps another 1929.41

Patman and his staff of young liberals had been tangling with the WASP business elite for nearly a decade, but this time was different. While 1966, with the drying up of lending to homeowners and cities, was worrisome, it was not terrifying. But this was. New Deal regulations were supposed to prevent such possible meltdowns. Financiers weren’t supposed to be able to mismanage and loot corporations to such an outrageous extent, let alone endanger the entire economy. But the banking system had somehow started to morph back into its old, dangerous form. Conglomerates, mutual funds, computerization—the financiers had broken out of their box. The old regulations hadn’t disappeared; most Americans and businesses existed within a heavily regulated banking system, but a new unregulated system, in parallel, was growing up, and it was now a threat not just to America’s railroad system, but to the nation as a whole.

Patman didn’t panic. Just two years earlier, Patman’s staff had investigated interlocking directors among major corporations and banks. The railroad, or at least its predecessor, loomed in this study. Patman found that the Pennsylvania Railroad had seventeen interlocking directorships with major banking institutions.42 In April of 1970, a new review of the situation showed fourteen such relationships involving eleven board members with twelve commercial banks. Seventeen of the largest stockholders were commercial banks, “through their trust departments for the benefit of others.”43 “The operations of the Penn-Central conglomerate and the heavy involvement of the banking community,” Patman argued, “is strikingly similar to the tragic holding company scandals of the 1930s.”44

By now Patman had been in office for forty years, and he well remembered Andrew Mellon’s chicanery. In his first campaign for Congress in 1928, Patman had run “against monopolies, trusts, branch banking and excessive and discriminative freight rates,” and opposed the “money barons of the East.”45 The Penn Central was an example of the white-shoe money lords he hated, so prestigious that banks considered it an honor to lend their railroad money. The corporation even had a Mellon on its board, Richard King Mellon. Patman was not about to change now. Railroads were, in his view, as incompetent in 1970 as they had been in Brandeis’s day.

Patman met with the executive leadership of the railroad for an hour and forty-five minutes. Gorman was not a railroad man by background and was still finding out the extent of the corporation’s financial problems. He was frustrated, but he just couldn’t get Patman to agree to the bailout. Volker tried to lobby Patman, to no avail. “Paul,” he said, “you are wasting your time. It ain’t gonna happen.”46 The answer was no. As Patman explained later, his reasoning for rejecting help was simple. “Why not small business, why not housing?” he asked. “Why pick out a big, rich corporation and help it with taxpayer’s money?” There was no good answer.47

Gorman, and the rest of the Penn Central executives, were angry. They had expected to get their way. Gorman was so coddled he wasn’t even carrying money. He had to borrow change from a Patman staffer to call the headquarters in Philadelphia to let them know they had been turned down.48 The Penn Central would not get its bailout. The next day, on June 21, 1970, the Penn Central released an anodyne press release, saying the company would be filing for bankruptcy under Section 77 of the U.S. Bankruptcy Code. It was front-page news, with railroad officials later blaming high interest rates and the recession. The corporation asked 94,000 workers to stay on the job, and pledged to continue passenger service as the court began its restructuring.

The crisis didn’t end but immediately shifted from the railroad to its creditor banks, as well as corporations that were in similar dire circumstances after having used the same exotic borrowing techniques as Penn Central. All of these institutions were now in trouble. The corporation’s bankruptcy filing caused its over 100,000 creditors, including every major Wall Street bank, to lunge for safety in the commercial paper market, the first economy-wide liquidity crisis since 1933. Even the banks, because of the bank holding company loophole Patman was trying to block, financed themselves with commercial paper.49

Banks and big corporations weren’t insolvent, but they had been relying on an unregulated financial system, and there was now panic, similar to the bank runs of the 1930s, only this time the run was on exotically named instruments such as commercial paper. Arthur Burns, the head of the Federal Reserve, acted, as he had in 1966. The Fed let it be known to all banks that it would not look askance should any bank need to borrow from the Fed to replace any borrowing needs from large companies that had been filled by commercial paper. The Fed kept its discount window open over the following weekend, and in doing so, prevented a credit crunch. There was a pullback in lending, but there was no domino effect, and no depression.

Bankers and business executives were furious with Patman. Didn’t he realize how close he had pushed corporate America into insolvency? But those who Patman called the “plain people,” the large undefined mass of citizens who rode the trains, supported him. Piles of correspondence lauded Patman for standing up to greedy bankers and railroad executives who ran “filthy” trains that were constantly late.

“I could have kissed you”… “Imagine a struggling railroad that owns billions in real estate”… “Keep pounding on this great conspiracy of money lenders”… “The Penn-Central affair stinks to the high heavens. All the administration wants to do is bail out the bank”… “Thank God for Congress!” The letters came from scholars and businesspeople, retirees and workers, Democrats and Republicans, even small bankers. The vice president of the National Federation of Independent Business congratulated Patman, saying, “You have never been more important to the future.”50

Some complained about their retirement savings being savaged by greedy executives. Others groused that they couldn’t get loans, while big corporations could. Workers for Penn Central wrote in supportively, noting mismanagement of the corporation. Some stated, in letters written to Patman in all caps, that foreign conspirators were ripping off America. All were horrified at the greed, the bad leadership, and the corrupt nexus between Wall Street and politics. And all were grateful to Patman.

Liberal intellectuals such as Hofstadter and Galbraith had argued that people no longer cared about monopolies, or the “so-called money trust.” But they were wrong. Americans from across the spectrum did care. Anger at Wall Street, while submerged in the cultural debates of the 1960s, had not gone away. It was always there, bubbling.




CHAPTER THIRTEEN The Collapse of the New Deal Consensus


“A lot of thinkers in the ivy-covered towers led the growing consumer advocates down the primrose path of specious thought.”

—Congressman J. J. Pickle, 19751
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The failure of the Penn Central surprised people who shouldn’t have been surprised, like officials from the railroad’s regulator, the Interstate Commerce Commission. The credibility of the ICC was shattered. It had overseen the catastrophic merger and the disastrous conglomerate strategy. It had not recognized the danger of new financial instruments, and had not stopped Penn Central from lying to investors. The ICC had even helped the corporation evade scrutiny from other government regulators.2 “The record of the ICC,” said one congressional report, “is a shocking chronicle of bureaucratic disregard for the protection of the public.”3

But Congress blamed high-level bankers and corporate officers as much as, if not more, than the ICC. “Powerful people in the Administration and in the business and banking community… are hurt,” said Patman staffer Jake Lewis. “What we have now is a rare emergency situation which has all kinds of possible ramifications—both good and bad.”4 Patman’s Banking Committee investigators conducted wide-ranging interviews and combed the corporate archives of the railroad and its banks. Toward the end of 1970, Patman began rolling out reports.

Some were simply embarrassing, like the exposé of insider trading by the PenPhil club and a blow-by-blow of the Executive Jet subsidiary (including nude photographs of stewardesses, free airline trips for a buxom blonde known as “Miss Hurst Golden Shifter” for her appearances at auto shows, and a Miami employee of the airline who procured attractive young women to accompany executives on trips to Europe and then tried to blackmail corporate leaders). Others revealed more systemic problems in corporate America, showcasing the failure of the conglomerate strategy, and insider trading among banks that had been lending to Penn Central while trading its stock.5

Aside from Patman’s Banking Committee, the Securities Exchange Commission and an additional Congressional oversight committee run by West Virginia congressman Harley O. Staggers also conducted investigations, as did the new bankruptcy trustees of the Penn Central. Reporters and academics wrote books, including The Wreck of the Penn Central, No Way to Run a Railroad, and The Fallen Colossus.

And the episode crystallized a feeling that had existed since the mid-1960s that something was wrong with the American economy. Reliable industrial systems themselves were breaking down. In 1965, New York’s Con Edison electric utility experienced a grueling twelve-hour blackout, snarling subways and commuter trains, diverting planes and panicking citizens. Executives at General Motors spent their time fighting laws mandating seat belts and antipollution measures, even as they lost market shares to Toyota and Mercedes, vehicles made by former enemies Japan and Germany.

The economy was out of kilter in other ways. Real wages for manufacturing workers started falling in the mid-1960s, as did labor productivity.6 Bank of America mailed millions of unsolicited credit cards across America, part of a dizzying array of new and confusing financial choices in what would eventually be called “personal finance.” Imports flooded in from Western Europe, Japan, and Taiwan, as America ran its first postwar trade deficit in 1971. In 1968, third-party presidential candidate George Wallace ran on a segregationist platform. But his angry bromides against bankers resonated not just in the South, but also, in a replay of the 1920s spread of the KKK, in the North as well, with workers facing stagnating wages, import competition, and layoffs.

The stock market had its own crisis in 1970 as the conglomerate stocks cratered. The brokers who had conducted much of the trading activity turned out to be insolvent, and required bailouts of their own. In that ill-tempered spring, the New York Stock Exchange chair Bernard Lasker met with Nixon about the financial chaos, letting him know the country was “five minutes till midnight of another 1929.” In the 1960s, the mutual fund boom had spread stock ownership. By the time of the crash in 1970, thirty million households unhappily held stock. Before he met with Nixon, Lasker visited the vice president, whose secretary pleaded with him to restore the value of her fund.7

The economy recovered quickly after the Penn Central collapse. But something subtle had changed. The Federal Reserve had allowed bankers to recentralize credit risk, remaking corporate America and creating dangerous fragility in finance. And then when this newly fragile system nearly collapsed in 1966 and again in 1970, the Fed bailed out the credit instruments it had allowed to become systemically important. Any unregulated instrument or bank, if it became critical enough, was now effectively guaranteed.

One consequence of this shift in behavior by the Fed was a change in the politics of who could access money, and how they could access it. There was now one financial system for normal people, which was heavily regulated in the lending and borrowing one could undertake. There was another for big banks and corporations, who could operate in an unregulated land of exotic financial instruments, all backed by the Fed in the event of a crash.

Another consequence was a change in the boom-and-bust cycle. Recessions in the 1970s would be accompanied with something no one had ever experienced in a downturn: inflation. The Fed was now simply too afraid to cut off borrowing channels in a crisis in the unregulated system, so it would bail out bankers after each crunch. Bankers became much less cautious and much more willing to lend money, even when times were bad. In addition, the government ran large budget deficits in every recession, which immediately countered the fall in private spending. The combination of government spending and the willingness of private bankers to lend money to big businesses even in downturns flooded the economy with money, leading to accelerating bouts of inflation.8

In 1973, as part of the Yom Kippur War against Israel, Arab countries banded together to embargo oil against Israel’s Western allies, and eventually simply raised the cost of petroleum. Oil quadrupled in price, generating inflation and moving $60 billion of surplus dollars mostly from oil-importing countries to those in the Middle East.9 Middle Eastern leaders then reinvested much of this money into the now-unregulated financial system, making it even easier for big corporations and banks to borrow for speculative purposes.10

This new speculation, beginning shortly after the Fed contained the Penn Central fall-out and supercharged by petrodollars, ended just as Penn Central had. With a crash. In 1973, one of the largest developers of apartments in the country, the Kassuba Corporation, failed, as did a series of new institutions designed to get around banking regulations, such as real estate investment trusts. From 1972 to 1974, the stock market lost nearly half its value. The failure of the nation’s twentieth-largest bank, Franklin National, in 1974 nearly caused a crisis in the banking system. Franklin National had borrowed enormous amounts in the unregulated Eurodollar markets and lost money on speculation and fraud. When the bank’s problems went public, there was a run similar to that on Penn Central.11

The Penn Central collapse had been merely a prelude to the psychological shock Americans now experienced. Cheap gas and an endless real estate boom were hallmarks of the thirty years of postwar American dominance and prosperity; both ended in 1973–1974. There were shortages of gasoline, electricity, and even onions, and rumors of insufficient stockpiles of everything from mustard to vegetable oil to cat food. In November of 1973, The Tonight Show host Johnny Carson made a joke about a toilet paper shortage, prompting a run on toilet paper as Americans rushed to buy every roll they could find.12

With the crash of Franklin National, the Fed stepped in once again, to make sure anyone who lent to Franklin National was fine. “The entire financial world,” Arthur Burns, the chairman of the Federal Reserve Board, said after the bailout, “can breathe more easily, not only in this country but abroad.”13 The Fed was beginning to stand behind anyone whose losses were so big they could crater the system. Or as first put in a 1975 hearing on bank reform by Ralph Nader, “Too Big to Fail.”14

For much of 1974 and 1975, Penn Central–like failures seemed almost commonplace.15 Electric utility Consolidated Edison had to sell assets to New York state to stay solvent, and iconic airline Pan Am struggled to service its debts.16 In 1975, New York City itself, the icon of American capitalism, went through a financial crisis in the high-interest-rate environment, and nearly went bankrupt (prompting the famous Daily News headline—“Ford to City: Drop Dead”—after Ford rejected a federal bailout for the city). Like Penn Central, the problem was both secular—economic activity had moved out of the city—and financial—interest rates were too high. The city placed its budget under the control of an independent board run by bankers to cut social spending and labor costs, and, at the behest of among others Ford’s chief of staff Dick Cheney, begin charging tuition at the city university system that had been tuition-free since 1847.

The Penn Central crisis, as two journalists put it at the time, reached “far beyond railroads, challenging deep-rooted and basic assumptions of American corporate life.” It caused “the nation and its business and political leaders to take a fresh look” at “the condition of American capitalism.”17 As Americans struggled in the 1970s to find answers to destructive new financial trends, a debate erupted about how to address the collapse of New Deal financial and industrial arrangements.

Part of this debate involved resurrecting old ideas. There was, for instance, a mini-boomlet on behalf of Teddy Roosevelt Bull Moose–style planning, beginning in the late 1960s and cresting into the next decade. In an article in New York magazine titled “Richard Nixon and the Great Socialist Revival,” John Kenneth Galbraith archly lauded Nixon for socializing Penn Central with a proposed bailout, and praised similar bailouts of Lockheed and the New York Stock Exchange. These were the precursors, he argued, of a large-scale nationalization of industry, a planned economy to take the place of a competitive one.18 Galbraith had broached the notion in his 1967 book The New Industrial State.19 He dubbed his solution a “New Socialism,” unveiled in his 1973 best-seller, Economics and the Public Purpose.

The president seemed to go in all directions at once. At times, he could be like a New Dealer. In the fall of 1972, Nixon approved moving forward on LBJ’s antitrust suit against IBM, asserting that he should get “credit for attacking business.” Nixon also sought to protect local retailers by defending pricing laws. “This is an old-fashioned attitude,” he told his antitrust chief, “but I would rather deal with an entrepreneur than a pipsqueak manager of a big store.” Nixon could also be downright populist, reflecting less his own early career as a lawyer on Wall Street and more his father’s failure as an impoverished farmer and then grocer. “Supermarkets may sell Wheaties at a cent less, but I just don’t think we want a nation of supermarkets.” And of the conglomerates and Wall Street, he told Richard McLaren that policy concentrating economic power reflected “the selfish interests of the top people.”20

Sometimes, however, Nixon went along with the nascent Chicago School. In 1971, a commission he appointed recommended deregulation of the entire banking system (opposed, of course, by Patman). He also appointed George Stigler to run a commission on antitrust laws, which Stigler promptly used to attack the administration’s own assertive use of antimonopoly rules against conglomerate mergers.21

The president could even be a planner. Nixon had as a young attorney during the war been one of many seeking to control prices at the Office of Price Administration, under Galbraith. As interest rates continued to increase along with inflation, Nixon announced a plan to resurrect the OPA. With the unveiling of the “New Economic Policy” in August of 1971, Nixon assembled a board to oversee all wages and prices in the country, calling for intrusive price controls. Even Galbraith applauded. “I am sensitive about giving Mr. Nixon credit for anything,” he said. But “we should be grateful” to Nixon for good policy.22

Nixon’s price controls did temporarily control inflation, and as the economy recovered he was reelected in a landslide. But when Nixon lifted price controls, inflation shot back up. In truth, Nixon had no clear philosophy, or interest, in economic policy, and neither did key administration political leaders such as Henry Kissinger, who believed thinking about production beneath him. The debate over Penn Central and the increasingly obvious crisis of capitalism would have to be led by others. How this debate ended would mark a forking of the path for the American, and global, political economy. “The questions raised,” Patman said, “are extremely serious not only for the current Penn-Central case, but for the entire U.S. economy.”23

There would be three groups in the debate. Populists like Patman and allies like Michigan senator Philip Hart would propose one path, to decentralize American political economy once again. Chicago School intellectuals, meanwhile, would argue for a world without public constraints on private capital. But now a third group would participate in these debates, the consumer rights movement, influenced by Galbraith and elite postwar liberals, and organized by Galbraith’s friend Ralph Nader.24

THE POPULIST PATH

Populist political leaders, as they had during the 1930s in the last great era of ideological ferment, attacked bigness. “Under the umbrella of the economic talk, all we are trying to figure out is why our economy is in—and this is a harsh word—such a mess.” So said trustbusting senator Philip Hart, in 1973, to open his hearings on the Industrial Reorganization Act.25 Hart argued, in his bill, that bigness “contributed to unemployment, inflation, inefficiency, the under utilization of economic capacity and the decline of exports.”26 It made monetary and fiscal policy unworkable and forced the government to exert direct control over major sections of the economy.

Big business should be smaller. Hart and his allies looked beyond Nixon, tracing the increasing chaos and instability to the big corporation. “The economic strength of these large corporations, both foreign and American, is immense,” said Hart’s colleague, Senator Abraham Ribicoff of Connecticut. “They control huge financial resources and shift capital, technology, and management skills across borders, sometimes contrary to the interest of the nations in which they operate.”27

Hart’s answer was simple. His bill, the Industrial Reorganization Act, aimed to implement the Neal Commission’s recommendations of breaking up most large corporations in the U.S. legislation to “responsibly restructure industry,” Hart wrote in the bill’s preamble, which was necessary not only to preserve a market economy but “a democratic society.” Hart’s bill was seen as anything but radical. It was based on the work of mainstream antitrust economists, and was supported even by the conservative chairman of the Federal Reserve, Arthur Burns.

The first witness was a former Patman staffer, Willard Mueller, who had been the head economist at the FTC for much of the 1960s. “America,” he said, “is at one of those unique turning points in history when, by action or inaction, we must decide which road we shall travel to achieve our national objective.” The Industrial Reorganization Act was the right road, he said.

Hart held six days of hearings. And as part of these hearings, his staff investigated large institutions, like IBM and AT&T. Hart saw the suit against IBM as analogous to that against Standard Oil or Alcoa, with the computer giant—as Rockefeller’s giant had in 1911—monopolizing the most technologically advanced and important piece of American industry. And AT&T was the definition of a big and slothful monopoly.

Hart, heading back and forth between votes on the Senate floor, argued with witnesses, debated big ideas, and held forth on the large problems bedeviling the collapsing New Deal framework. The next year, the Department of Justice filed suit to break up the telephone giant, using some of the material Hart’s staff gathered during the hearing. With continual congressional pressure, the Antitrust Division would wage war with IBM and AT&T for the rest of the decade.

Hart was savvy, but also old. “All of us remember the action after World War II in disposing of aluminum plants to Kaiser and Reynolds, RFC loans, and guaranteed government purchases for a limited period of time,” he said, as witnesses nodded their heads. But there was an increasingly evident age gap. Hart remembered the fights, but younger liberals did not. The fight against Alcoa in the 1930s and 1940s, with the titanic clashes of the Mellon system in the shadow of the Nazis, seemed ever less relevant in the days of Cold War rivalry with the Soviet Union and cheap Japanese imports.28

As Hart sought to rescue the industrial system, Patman worked to plug the gaps in the law that financiers had been exploiting to build their conglomerates. His staff produced a report both to address the banking debates of the 1960s and rebut Nixon’s emerging attempt to loosen financial rules. The increasingly lax regulatory framework and concentrated financial apparatus was undermining a stable economy. As Patman’s report noted, it caused “frequent, almost predictably periodic inflationary booms and recessions that have beset the Nation’s economy,” damaging “both the financial institutions themselves and the people who depend on them.”

Patman aimed to restore the regulated banking system, and public controls over the allocation of credit. He sought to break off bank trust departments from banks; reform the Fed and make the central bank an arm of the Treasury Department, as it had effectively been under Eccles; eliminate conflicts of interest through interlocking directors; change how foundations, bank holding companies, and pension funds operated; and guarantee that states, cities, and people trying to buy homes could borrow money.29

Hart’s Industrial Reorganization Act and Patman’s reform ideas to restructure the financial system were a path to reduce the new 1960s-style concentrations of economic power. But while in 1933, Pecora and Roosevelt had helped solidify an intellectual consensus in favor of restricting financial and corporate power, there were no such leaders to help out in 1973. “We will find a series of witnesses with Ph.D.’s in economics,” said Hart, “disagreeing among themselves.” But their ideas would be shelved; Hart’s bill would never get a vote.

THE PATH OF BIG BUSINESS

Hart’s hearing was also a moment when the ascending Chicago School and the old New Deal antimonopolists met. By 1973, the Chicago School had made enormous progress in wooing the corporate world. These scholars had been attempting to persuade big business leaders for over a decade that they should reject their accommodations to New Deal regulations and labor unions, or they would face oblivion. Penn Central and Nixon’s price controls showed oblivion wasn’t far away.

In 1972, John Harper, the CEO of Alcoa, Henry Ford II of Ford, and Fred Borch of General Electric combined three older corporate networking groups into a trade association called the Business Roundtable. The Business Roundtable was an organization not of corporate lobbyists, but corporate CEOs themselves, reflecting a new dedication to politics by corporate leaders. It drew from the most powerful men in business, like Reginald Jones of General Electric, Thomas Murphy of General Motors, Walter Wriston of Citibank, and Irving Shapiro of DuPont.30

As DuPont’s Shapiro put it, politics had become increasingly intrusive into business, so he would respond by taking business into politics. The big business lobby radicalized and professionalized across the board, turning from primrose New Deal corporate “statesmanship” to aggressive advocacy. After the embarrassing loss over bank holding companies, the American Bankers Association moved its headquarters from New York to Washington.31 Lewis Powell, later a Nixon Supreme Court pick, authored a memo for the U.S. Chamber of Commerce, now known as the “Powell Memo,” making the explicit case for big business to seize the organs of cultural and legal power through aggressive public advocacy, litigation in the courts, and a campaign to reorient the ideology of academic institutions.

This organizing happened just as the Chicago School was making inroads among business leaders. In 1962, George Stigler first made his arguments that banking, trucking, railroads, electric utilities, and airlines should no longer be subjected to public regulations. This seemed a bit like madness when he first proposed it; companies had structured their business models around such rules. But after Penn Central’s collapse, Nixon’s brief experiment with price controls in 1972, and the first hints of “stagflation,” the prospect of less regulation became much more widely attractive.

So did the fight against antitrust, a moderate level of which had been accepted by the business community. One of the key strategic priorities of the Business Roundtable was to stop the de-concentration initiative that came from the Neal Report. The Roundtable fought against the Federal Trade Commission’s collection of detailed statistics on the revenues of the 250 largest companies in the country. A Chicago School–trained FTC chairman named James Miller killed it in the 1980s.32

The rapidly organizing big business community mobilized against Hart’s bill. The U.S. Chamber of Commerce, the traditional lobbying group for large businesses, had its chief economist, Carl H. Madden, testify against the de-concentration initiative. Chicago School scholars were the front line in the assault. In his testimony, Madden cited Robert Bork, Yale Brozen, and George Stigler. Harold Demsetz, having written a paper justifying the virtues of big business in 1973, testified against the bill directly, as did Henry Manne. The populist Mueller scoffed at them, arguing anyone who had any sense and studied the matter saw the obvious link between size and market power.33

The next year, in 1974, Exxon, IBM, Mobil Oil, and Xerox, each of which was targeted by an FTC or DOJ suit, cemented an alliance with Chicago scholars. These corporations sponsored a Columbia Law School convening known as the Airlie House conference on industrial organization, on the grounds of an old plantation in the Virginia countryside.34

At Airlie House, Chicago School scholars and antimonopolist economists held a series of debates. John McGee, who in a 1958 paper had “proved” Standard Oil was not predatory, attacked the Bureau of Economics director, F. M. Scherer, on the question of the minimum efficient size of firms. Yale Brozen, who had “proved” concentrated industries didn’t show high profit rates, went at H. Michael Mann, an ex–Bureau of Economics director, on barriers to entry. Harold Demsetz went at the correlation of high profits and concentration, “proving” that large firms had higher profits because of efficiency, not market power.35 The debates were published in a book, Industrial Concentration: The New Learning.36

The Chicago Schoolers didn’t win the substantive argument against antimonopolist economists. Despite the language of science, little of what the Chicago School economists put forward was ever rooted in empirical proof. But they gained a marketing coup in the use of the term “The New Learning,” which persuaded much of the political world that there was no longer a consensus, or need, for strong antitrust enforcement.

THE NEW POLITICS AND THE NADER ATTACK ON THE FTC

The final group in the debate was the leaders of a rising generation of baby boomers influenced by the countercultural form of politics, young, numerous, self-righteous, dubbed “The New Left.” Much of the political energy in the 1960s was oriented around race relations, environmentalism, and the war in Vietnam, often organized on the college campuses the leaders of this generation attended. “We are people of this generation,” wrote Tom Hayden in what became a famous manifesto, the Port Huron Statement, “bred in at least modest comfort, housed now in universities, looking uncomfortably to the world we inherit.”37 These were the children of affluence.

In the 1960s, it was hard to go into a college dormitory at the time without seeing a copy of a Galbraith book. Many young leaders were inspired by John F. Kennedy’s message of government service as an honorable calling. Many of these college graduates revered the seeming brilliance of the liberal intelligentsia, attracted to egghead technocracy.

The war in Vietnam shaped the children of affluence in two ways. It disillusioned them toward the leaders who had inherited the political economy legacy of the New Deal, like LBJ. It was hard to imagine labor unions, liberal political leaders, and Democratic Party machine hacks as illustrative of some grand experiment in industrial liberty, when they were part of the political coalition behind sending them to fight an immoral war in Vietnam. They saw socialists like Galbraith, who was a critic of the war, as far more in tune with their generational needs. Second, it created solidarity among the affluent and split them from the working class. Higher education was their province, and attending college or graduate school, until 1971, exempted one from military service. White-collar youth opposed the war while young, working-class people fought it.

In the presidential election of 1968, the Democratic Party’s nominating contest served as the forum for a great debate on the future of the country. Robert Kennedy attempted to win the primary with a “black-blue” coalition, of poor blacks and working-class whites. Kennedy had been one of the few senators opposing bank deregulation when Patman was fighting his lonely battles. Kennedy’s approach was to unite the old New Deal policies of protecting independent farmers, retailers, and workers with newer political goals of promoting equal social rights for African Americans and opposing the war in Vietnam. But he was murdered by an assassin in California. Democrats nominated LBJ’s vice president, and Vietnam War supporter, Hubert Humphrey. Like Kennedy, Humphrey embraced the New Deal philosophy; indeed Humphrey was a legendary liberal populist and antimonopolist who had ushered in the era of civil rights for the Democrats in 1948. The war in Vietnam weakened Humphrey, and George Wallace’s racist third-party candidacy cost Humphrey the election by attracting angry white workers nationwide.

After Nixon won, Democrats put together the Commission on Party Structure and Delegate Selection, also known as the McGovern-Fraser Commission, which sought to heal the party’s wounds. An influential Democratic strategist, Fred Dutton, took control of the process. Dutton, who had managed Robert Kennedy’s campaign, blamed unions and white working-class voters for the party’s problems. In the commission, Dutton actually sought to eject the white working class from the Democratic Party, which in true Galbraithian form he saw as “a major redoubt of traditional Americanism and of the anti-negro, anti-youth vote.” The workers, he argued, were now “the principal group arrayed against the forces of change.”38 So he designed a party process that would reduce the power of organized labor in picking the Democratic nominee.

Dutton was the perfect specimen of the emerging corporate liberal. He had helped conceive of Earth Day when working for John F. Kennedy, but would later become an oil lobbyist. In his view, the future would be a Democratic coalition of African Americans, feminists, and affluent college-educated whites, many of whom would work for giant, technologically sophisticated, progressive corporations. Dutton’s strategy was a break from the basic class-conscious Democratic coalition of independent farmers, shopkeepers, and unionized workers that Franklin Delano Roosevelt had structured in the 1930s. For Dutton, this new Democratic Party coalition, born in affluence, had moved beyond material needs. The “balance of political power,” he argued, had shifted “from the economic to the psychological to a certain extent—from the stomach and pocketbook to the psyche, and perhaps sooner or later even to the soul.” To Dutton, the small businessman and blue-collar worker represented the past.39

In 1972, George McGovern won the Democratic nomination through the process that Dutton designed, with the coalition Dutton envisioned. It was an utter disaster for Democrats. McGovern, detached from the working class, was simply not very interested in economic questions, seeking to run on the moral question of the war in Vietnam. Nixon had partially defused the political potency of the war in Vietnam by pulling out some troops. On the economic side, Nixon imposed price controls to hold back inflation. Americans trusted Nixon to do a better job on the economy, and voted for Nixon overwhelmingly.40 Nevertheless the 1972 presidential contest, as well as campus politics and the antiwar, civil rights, and environmental movements, were the training grounds for a host of New Left politicians.

As the ideological debate kicked off by the Penn Central collapse occurred within the corporate and financial sector, for young people it was increasingly the Vietnam War that shaped what it meant to be a liberal or a conservative. To the extent that corporate power mattered, it was through the consumer rights movement, led by Nader.

Nader was one of the great heroes to emerge from the 1960s, operating in some ways as Brandeis had, as a crusading public interest lawyer. In 1964, Nader had launched the consumer movement by revealing malfeasance in corporate America with his book on General Motors, Unsafe at Any Speed. His book, and GM’s clumsy attempt to blackmail him, began turning the social energy of the decade to consumer rights. “Suddenly, if you were having difficulties in the marketplace,” said one consumer rights leader, “and by no means just with automobiles, you were no longer just a schlemiel who couldn’t make it in the world—you suddenly were in the best company of all—your two hundred million fellow Americans who were all now willing to admit that they were in the same boat. It was that perception, articulated and presented to us first by Nader, that made possible the massive bursting forth of energy that became the consumer movement of the 1970s.”41

Car companies did not care if their customers died in accidents. Soda makers refused to put warning labels on bottles that would explode at random. A common story was that a maker of infant cribs, who, upon being told by the Department of Health, Education, and Welfare that his cribs were strangling babies, replied, “So what?” Hundreds of thousands were drawn to the notion that businessmen were hostile to consumers, charging higher prices for substandard products. Activist groups mushroomed, and in just a few years, consumer rights departments popped up in states and counties all over the country.42

Advocacy for consumer rights was not new, having existed at the turn of the twentieth century and been encoded in such bills as the Pure Food and Drug Act of 1906. Consumer advocates sought to protect shoppers from poor-quality products. Some, however, had much more profound aims, seeing consumer consciousness as a mechanism to reorient American political philosophy toward socialism. Fifty years before Nader, social planners Walter Lippmann, Herbert Croly, and Walter Weyl sought to create a form of consumer-dominated politics in service of Teddy Roosevelt’s Bull Moose pro-monopoly movement. This vision stripped the citizen of any role in the production process and situated the citizen as simply a consumer of goods and services. Consumerism left behind important institutions—like Consumers Union—to protect the American shopper from price gouging and unsafe products, but American political philosophy remained oriented around the role of the citizen as a producer.

The aims of Nader’s new movement, like those of Lippmann and Croly, were broader than price and safety. Consumer rights were a function of the politics of affluence. Organizers sought products that were made to be ecologically sound, coming as many of them had from environment groups, like Friends of the Earth, the League of Conservation Voters, and Zero Population Growth. And they were utopianists. When asked by an AT&T official about its end goal, one veteran of the movement replied, “What I see is that one day instead of the United Auto Workers sitting across the table from the auto makers every few years to negotiate a new contract, there will be three people at the table. The one who will speak first will be the representative of the national organization of consumers, and he will say something like this: ‘The democratically selected representatives of the American car-buying public have met in their annual conference, and they have agreed on behalf of their constituents that the people of America are willing in this next year to pay seventy-five dollars more per car. Now you gentlemen may decide among yourselves how you wish to divide that up.’ ”43

The leader of this movement, throughout the 1960s and 1970s, was Nader. Nader was in many ways a populist, expressing skepticism toward big business, big government, and big labor. He would quote Brandeis on a generalized fear of bigness. Nader was close with Brandeis disciple Patman, working with Patman to oppose bailouts and supporting and advocating for the breakup of large firms such as General Motors.44 But unlike Brandeis, who had represented small firms and had experience in business, Nader’s career was not rooted in promoting fair commerce and protecting the citizen producer. Brandeis believed citizens needed control of production and commerce, so they could have the autonomy necessary to be citizens and protect their communities. Nader did not particularly care who had control of commerce as long as the consumer was protected.45 “People first had to get it that corporations were rapacious and government corrupt,” he said in 1975. The goal was to “replace corporations, break them up,” so they could be “owned by workers or better yet consumers.” In truth, Nader had not thought carefully about who would control commerce.46

Nader came to disdain rules that would enable small businesses to engage in fair trade, such as the Robinson-Patman Act or anti-chain-store pricing rules. Like the New Left, he seemed to oppose politics itself as dirty. Only a cadre of public interest lawyers, he believed, could look out for the interest of consumers in the face of a rapacious and corrupt governing and business elite. Nader’s strategy was to take leverage of the liberal judiciary created by the New Dealers to bring business to heel.

This new form of politics, idealistic and ignorant, slammed into the antimonopoly policy world in 1968. That year, Nader had seven student volunteers, dubbed by the press “Nader’s Raiders,” do a four-month investigation of the Federal Trade Commission and produce a report. Commissioner Philip Elman, who was a friend of Bork and an opponent of the Robinson-Patman law, offered help. He set up the Nader researchers in a room in his office at the FTC, and “just gave them all the dirt I had.”47

For years, powerful corporate lawyers had attacked the Federal Trade Commission, reserving special venom for the Robinson-Patman Act, which the commission enforced. What opponents of Robinson-Patman missed was the delicate institutional balance the law provided. Because of the law, the FTC had strong grassroots political support from thousands of small businesses who knew they were protected from chain stores by the commission. The chairman of the Small Business Committee, a Tennessee congressman named Joe Evins, who held the purse strings for the commission, made sure that the agency was funded if it enforced the act.48 “I think it compares favorably with the Magna Carta or the Sherman Act,” FTC chairman Paul Rand Dixon, a populist southerner, said of Robinson-Patman.49

But Nader missed the political balance provided by small business, influenced as he was by Galbraithian liberals and the anti-institutional and elitist biases of the 1960s counterculture New Politics. The report framed the FTC as incompetent and a fount of illegal political fundraising.50 His investigators portrayed Dixon as a purely political operative, biased against Ivy League graduates and in favor of the southern populist “ruling clique” of the commission.51

The new consumer rights movement simply didn’t see value in the FTC’s role in organizing fair trade by and for independent small businesses, which the report called derisively “the ‘noble savages’ of the business community.”52 While it was “true that historically the Act has given the FTC a recognized constituency, the small businessman,” the report argued, “this in itself has misdirected the Commission away from the man who is to benefit most from competition and a free enterprise system—the consumer.”53 Fair trade laws were, according to Nader ally Michael Pertschuk, a “disreputable remnant of recession-inspired price fixing.”54 Or as the key author of the report put it, “The maximization of consumer welfare was our talisman.”55

Shortly after the Nader report on the FTC, the powerful American Bar Association leveraged Nader’s work, and set up an independent commission to restructure the FTC.56 In the 1960s, the FTC had helped win a series of important merger cases that made it hard for big companies to buy competitors. It had also prosecuted the Robinson-Patman Act on behalf of small businesses. The ABA and the Nader report created the opportunity for Nixon officials to usher in a period of “dramatic organizational change” at the FTC. Elite-trained lawyers and economists became much more important, small-town concerns less so.57 In 1963, the FTC issued 215 complaints and 252 orders on Robinson-Patman violations; by 1972, the number of complaints dropped to one and the number of orders to four.58 As one Texas congressman put it, “The unknowing, unwitting coalescing of big business and consumer advocates resulted in the silent repeal of Robinson-Patman.”59

To Nader, and increasingly younger political leaders alienated from the political economy of the New Deal over the Vietnam War, protecting citizen sovereignty in the form of local retailers seemed like protecting special interests at the expense of consumers. This priority came to be reflected in more than just the consumer rights area. The Chicago School began to influence the intellectual organs of the New Left. The hot new magazine for the younger liberal policy elite of the 1970s was Washington Monthly, founded by Charlie Peters, a Roosevelt admirer who sought to renew and restore liberalism. Washington Monthly would be, as it advertised, “the liberal magazine that questions liberal orthodoxy.” But this questioning often meant, in reality, repealing the New Deal. One ad for the Monthly bragged, “Our case against social security was made two years before Harper’s.”60

Washington Monthly asserted, as Nader had, that government bureaucracy was overwhelmingly smug. So too were unions. Teachers in white-collar unions were resisting accountability for performance, corporate managers were overpaid, American companies were less competitive internationally, and Democrats were afraid of risk and obsessed with status. Washington was broken. “Yesterday, Penn Central. Today, Pan Am. Tomorrow? The American system is in trouble and we all know it,” Peters wrote. He wanted, in some undefined manner, to tear it down. The ship was sinking and it was time to try “crazy, impossible” ideas.61

Hart- and Patman-style populists focused foremost on political economic structures; they saw corporate power, Wall Street, and financial corruption as foundational problems leading to not only inflation and high interest rates but an antidemocratic concentration of power. The newer generation diagnosed the crisis as generational, cultural, a lack of youthful vigor within American institutions. Taylor Branch, in Washington Monthly, wrote in 1970 an article titled “We’re All Working for the Penn Central” on how dispiriting it was to work not at a giant railroad conglomerate but in a government bureaucracy.

The upstarts viewed Penn Central as a symbol of a generalized stagnation, a moral curse, rather than a practical problem that could be addressed by reducing the size of business and constraining concentrations of power. “We’ve grown fat and sloppy,” Peters argued. “General Motors and the Post Office each have over 700,000 employees. One turns out lemons. The other loses packages.… The old organizations—public or private—simply aren’t doing the job.” In the 1970s, his writers were trying to find something new, something different, something interesting to address the congealed and increasingly ossified society. But oriented by the politics of affluence rather than the memory of Mellon, they ignored antimonopolist elders and did not fully understand the danger of concentrated financial power.

Gradually an antigovernment and anti-union trend emerged within the liberal intelligentsia. Milton Friedman authored his attack on Roosevelt’s Social Security program in Washington Monthly, as the liberal magazine became a regular host to Chicago School–influenced economists. Galbraith, in his 1973 book, Economics and the Public Purpose, accepted Stigler’s contention of “regulatory capture.” Corporate managers, he argued, though sometimes authoritarian, were also increasingly and naturally progressive, and far more competent than the regulators who had allowed the Penn Central collapse.62

Chicago School arguments took off not just among the Business Roundtable, but within the consumer rights world, which saw rules like Regulation Q, fair trade rules, and restrictions on airline behavior as “cartel regulations.”63 “Throughout the land,” Nader said, “people are repulsed by arrogant and unresponsive bureaucracies serving no useful public purpose, and they are looking at this Congress to get on with the national house cleaning job that is needed.”64

The Chicago School law and economics movement also penetrated liberal thinking through Democratic technocrats in academia, like the deregulation-promoting liberal Alfred Kahn, who flourished in an era where political economy was being depoliticized. Kahn taught legions of young liberal lawyers, and influenced thousands more with his classic 1970 textbook The Economics of Regulation.65 The Penn Central collapse had seemed to crush the legitimacy of regulators. Rather than stand up for the smart use of state power to regulate the behavior and size of private enterprise, the left-leaning Galbraith helped the Chicago School deliver a death blow to Brandeis’s ideal of regulated competition.

Brandeis had put together a theory whereby American politics attacked bigness in industry and protected citizens by preserving fair markets. Only by preserving fairness in commerce, he believed, could democracy survive. This idea had lasted, in its twentieth-century form, from the election of 1912 into the 1970s. But Galbraith and Robert Bork had prepared tools to tear it apart. And Nader was the unwitting mass marketer who was teaching a young generation to join them.




CHAPTER FOURTEEN Watergate Babies


“In general the liberal democratic position is to harmonize the interests of large corporations and big government, to tinker and ‘improve’ what they perceive to be a basically sound machine. Essentially their argument is for a gradual, continued concentration of industry and government. From this ideological viewpoint a person such as Patman, whether in fact old or ineffectual, seems an absurd anomaly, to be swept aside in the year of the ‘revolution.’ ”

—Alexander Cockburn and James Ridgeway, The Village Voice, 19751
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In January 1975, a seventy-eight-year-old Pennsylvania congressman from Philadelphia named William A. Barrett was working in the chamber of the U.S. House of Representatives. Barrett was busy, and had to get some documents back to his desk. He flagged down one of the hundreds of roving young pages in Congress, and handed him some documents. “Here,” he said, barely looking up from his work. “Take these papers to my office.”2

“Go fuck yourself!” replied the young man. “Take them yourself!”

Barrett had just met Thomas J. Downey of Long Island, the youngest member of the new class of congressmen elected in the wake of the Watergate scandal. The youth movement of the 1960s had slammed into Washington, D.C.

Nicknamed the Watergate Babies, the newly elected officials were young, idealistic, fierce, and aggressive, disgusted by Nixon and the Vietnam War. But they weren’t just in the capital to attack Nixon, or his successor, Gerald Ford. They were here to end business as usual. They were going after the whole establishment, Democrats and all. Downey’s colleague George Miller, a twenty-nine-year-old new member from California, later recalled the anger of the young members. They had, he said, “a million grievances.”3

This class of Democrats was not like those who had arrived in 1932, 1934, 1936, 1958, or 1964. “We were the children of Vietnam, not World War II,” explained Timothy E. Wirth, an incoming member from Colorado.4 The new members understood modern messaging technologies; McGovern had built a massive direct mail list, and as Wirth put it, “We were products of television, not of print.” Mainly from upper-middle-class suburbs and often Republican-leaning districts, they had learned their politics on college campuses, angry about government overreach and spying, veterans of the bitter battles of the 1968 and 1972 primaries. “We were young. We looked weird,” said a new member named Toby Moffett, just thirty years of age and a community activist in Connecticut. “I can’t even believe we got elected!”

They flooded into the House, the Senate, governor’s mansions, and state legislatures. The raw numbers of pickups understated the change to the Democratic Party. Due to retirements, there were seventy-five new Democrats in Congress, many young, eager, and disdainful of the party hierarchy. More than 40 percent of the entire Democratic Caucus had served for less than four years.5 There would be another large class of Democrats in 1976. This surge was a launching pad for a political generation: a twenty-eight-year-old law professor and Washington Monthly reader named Bill Clinton had nearly pulled off what had been imagined as an impossible upset for a congressional seat in Arkansas.

It was a process-driven class that believed in Nader’s form of anti-politics. Many opposed party labels. New Hampshire freshman Norman D’Amours never once asked Georgia governor Jimmy Carter, when Carter was stumping for him, to mention the Democratic Party.6 Bob Edgar was a thirty-one-year-old Methodist minister who began his campaign by going to the phone book to look up “Democratic” to find the local party headquarters.7 “Virginal assholes” was what one old strategist called the wave of young Democrats.8

The new Democrats entered a fractured Democratic Party and swung the balance of power to the liberals. Until 1974, the liberal faction in the House had been held down not by the Republican opposition but by their own party. For decades, it had been committee chairmen, largely from the conservative South, who controlled the House, from the flow of legislation, to budgets, parking spots, floor debates, even committee seating. “The winds of change have arrived in the House of Representatives,” said California congressman Phillip Burton. New York congresswoman Bella Abzug, an antiwar feminist and one of the first members of Congress to call for Nixon’s impeachment, rejoiced at the arrival of the newcomers, exclaiming, “The reinforcements have arrived.” There were so many Democrats that it was inconceivable to imagine the Republicans as a serious problem. Nixon was gone, Ford was weak. The problem was now the old guard inside the Democratic Party.

Wright Patman was also excited. These were the Watergate Babies, the men and women that his campaign against the Nixon White House had helped elect. When no one in the party would dare stick their neck out about Watergate, before Nixon’s reelection in 1972, Patman had used his Banking Committee staff to investigate the break-in. He had wound up on Nixon’s enemies list in the process. The Speaker of the House, Carl Albert, thought Patman’s investigation had started the president’s downward spiral, forcing Nixon to live, as Albert put it, “in constant torture” from the moment the committee began looking into the matter.9

Patman, as usual, had faced opposition from not only Republicans but Democrats on his own committee. On a critical vote on October 3, 1972, Patman had tried to get subpoena power to compel the Nixon administration to turn over documents and produce witnesses to answer questions posed by his investigators. But he lost the vote; the GOP stayed unified, while six Democrats on his own committee voted to turn Patman down.10

Having lost the ability to investigate, Patman turned his files over to Senator Sam Ervin, who later broke open the scandal. Patman’s investigation, while unsuccessful in the short term, framed all subsequent investigations of Watergate, and the president’s later downfall. Patman had been proven right, and President Nixon had fallen. But there were signals that Patman wasn’t picking up about his own waning influence. The new energetic liberals were not taking direction from Patman.

The Democratic newcomers were angry. It was a moment for ideological realignment, not just because of Nixon’s corruption but the high interest rates and the recession, the conglomerate mania turned to dust, the collapse of Penn Central and the bailouts. It was time for a new class of Democrats to fix the world. Patman had worked with some of the youngsters, like Bill and Hillary Clinton, two organizers in Texas for George McGovern in 1972. “It isn’t just the Democrats that will be elected, but the kind of Democrats,” Wright Patman said. “They’ll come in here mad as biting sows.”11

Patman was right about one thing. The new Democrats were mad.

THE “RED GUARD OF THE REVOLUTION”

The week of the 1974 midterm elections, the great villain himself, Richard Nixon, lay in a hospital in critical condition, mute, with pneumonia-related complications after emergency surgery to treat a blood clot. Nixon was perhaps in better shape than his party. After the elections, just 18 percent of voters identified themselves with the GOP, and two thirds of voters, when asked to think of something positive about the party, couldn’t name anything.12 The Capitol Hill Club, the informal social club of congressional Republicans, was under threat of foreclosure, and prominent Republicans at a group called the Committee on Conservative Alternatives began researching the requirements to set up a third party.13

Yet the elections did not suggest a rousing endorsement of the Democrats. While just 15 percent of voters thought that Republicans would do a better job addressing corruption, and 35 percent believed Democrats would do so, 43 percent of voters believed neither party would.14 Turnout was the lowest it had been in three decades.15

Nixon’s resignation in August of 1974, and his later pardon, colored the election, but these events happened in the midst of financial turmoil, just as a mild recession was turning into a severe downturn. The oil embargo contributed to a rise in food prices of 2.3 percent in October 1974 alone, a shockingly high increase for a recessionary environment.16 On Election Day, 80 percent of voters cited the economy or inflation as the main issue.17

Americans did not have faith in their political leaders, or the ability for the election to lead to change. “Why should I go down to the polling place and help them weave a rope for my own noose?” asked one California voter.18 Americans were pessimistic on the economy, that great postwar engine of wealth, around which both parties had framed their political concept of affluence. “I don’t think these people in Washington get it,” said one Detroit housewife. “We can see that inflation is serious, because we have to make hard decisions in our daily household budgets.”19

There weren’t obvious answers, at least not among the politicians who had grown up on Hofstadter’s consensus history. “I don’t really know what to do about inflation, and [my opponent] doesn’t either,” an unnamed candidate in the Midwest said the month before the election. “So we both haul out our clichés and hope we’ll get the best of it.” It was all process talk, “personal integrity,” no program.20 But the lure of the politics of affluence was strong. The week of the election, Oregon Republican senator Mark Hatfield proposed that wealthy nations eat less, and send the surplus to poor nations.21

The week after the midterm election, bad economic news showered the nation. Industrial output continued its decline; and the Ford administration finally acknowledged a recession was on.22 Inflation was running at over 10 percent a year, but not because the economy was overheating. There was a recession, with record unemployment, paired with the price hikes. The price of sugar jumped, and auto sales were worse than expected. New York state was running out of money, and borrowing costs for New York City were spiking.23 Economic growth shrank sharply in the first quarter of 1975, and unemployment would hit nearly 9 percent by May.

In the face of this moral, economic, and political meltdown, neither party had a clear leader or clear philosophy. “No one can effectively lead or even work in the Republican Party today, because no one can possibly say what it stands for,” said National Review publisher William Rusher.24 In March, at a Republican leadership conference, President Gerald Ford and California governor Ronald Reagan debated the future of the Republicans, without a clear resolution.25

The Democrats seemed a bit better. They knew what they were not. “Much of what the government has tried to do over the past 15 years has failed,” said Michael Dukakis, the new Massachusetts governor. “We’re not a bunch of little Hubert Humphreys,” quipped Gary Hart, a newly elected senator who had run the presidential campaign of George McGovern in 1972. At a Democratic issues conference in 1975, keynote speaker Alvin Toffler, author of the best-seller Future Shock, told attendees to “throw out all the old New Deal claptrap.” Some called the new House members the “Red Guard of the Revolution,” seeking to tear down the old.

But while these new members were liberal and antiwar, few had been schooled in political economics and none remembered the depression. “The kinds of things that would motivate, say, [House Speaker] Tip O’Neill were not part of our experience.” said Paul Tsongas, elected that year in Massachusetts even as he irritated the local party apparatus.26 “The populism of the 1930s doesn’t really apply to the 1970s,” said Pete Stark, elected in 1972. Stark had gained acclaim by putting a neon peace sign atop the skyscraper that housed his bank.27 The influence of the consumer rights movement was significant; Toby Moffett had been a Nader’s Raider, running a consumer and environmental advocacy group in Connecticut before his election.28

Yet the new members were, as one advocate put it, “scared shitless about the economy in their district.”29 Despite Democrats holding an overwhelming majority in the new House of Representatives, there was no stated approach to the problems of corruption and economic stagnation. “I’m not entirely sure what my political philosophy is,” said new Michigan congressman James Blanchard.30 These new Democrats had no answers, no vision of political economy. They just knew that the economy was doing badly, and they were frightened.

A new generation was entering politics, one that had, since the 1950s, been taught an entirely different story about the nature of political economy, and America, than had the generations before. Gone was the conflict between Jefferson and Hamilton over monopoly and banking, gone was the class conflict and the robber barons, gone even was Brandeis, replaced by vapid discussions about the power of television and the microchip. “We were products of computer politics, not courthouse politics,” said Wirth years later.31 Gary Hart, the star of the class of 1974, dismissed those who “clung to the Roosevelt model long after it had ceased to relate to reality.”32

Hubert Humphrey reflected on this McGovern generation without the optimism of Patman. “If you were old,” he said, “you had to be gotten rid of. If you were new and different, that was good. If you had done something, if you had experience, you were unacceptable.”33

The eighty-year-old leader of the AFL-CIO, George Meany, was deeply embittered by the massive Democratic wave. He snapped at a reporter, “Who said I was optimistic? Do I look optimistic? I’m disillusioned.”34

ORGANIZING A REVOLUTION

A few days after the election, months before the new members of Congress would be sworn in, two young members of Congress began setting the stage for a revolution. Wirth and New York’s Edward W. Pattison headed to Washington, D.C., sharing the anger of the voters and determined to do something even before they were sworn in as congressmen. Their agenda was, in essence, to matter.

It was a cold day when they arrived. Wirth and Pattison went to see the Speaker of the House, Oklahoma Democrat Carl Albert. Albert was weak, seeking to please all sides of his fractious party. Wirth remembers, in that first meeting, Albert rocking back and forth in a comically huge chair, the Speaker’s feet not quite hitting the ground. As the chair moved back and forth, the Speaker’s pant leg would pull up, showing a great expanse of white long underwear. Back and forth. After the fights over Nixon, the assassinations of Bobby Kennedy and Martin Luther King, the McGovern defeat, the riots, the chaos, to talk to this old man in charge of the Democrats was, Wirth later said, “surreal.”

Albert sent them to see an assistant who seemed to Wirth to be nice but stuck in the nineteenth century. This divide wouldn’t do, the rift between new members in touch with an alienated America and the old guard. Wirth, Pattison, and a third member, Gladys Spellman, set up an office for the class of 1974 as an organizing base. “Out of nowhere, we just did it,” said Wirth.35

Wirth, Patterson, and Spellman had help and mentorship from members with experience, including Congressman Richard Ottinger, an anti-Patman member of the Banking Committee. And it was here where it became clear that what Wirth and his allies really opposed was not Patman’s age, but Patman’s populism. Ottinger had worked with Thomas “Lud” Ashley in 1965 to pass the bill legalizing the Manufacturers Trust Company merger in the dark with Patman at the hospital. And now Ottinger was mentoring the Watergate Babies, and helping them define their political strategy.36 Wirth, Pattison, and Spellman organized a number of speakers, most notably David Broder, the relentlessly centrist Pulitzer Prize–winning columnist for The Washington Post who was the “single most powerful and respected political journalist in Washington.”37

Broder spent many of his columns lamenting the intellectual vacuousness of both parties and encouraging Democrats to reorient their views on political economy. To a proposal for a new New Deal, he jeered, “If there are many Americans in this jaded age who can believe in the New-New Deal, then, logically, the Tooth Fairy is a cinch to be elected President.”38 He held up an anti–New Deal Democratic advisor, Ted Van Dyk, and urged Democrats to expend “political energy as great as that which went into the creation of the New Deal-Fair Deal-New Frontier-Great Society” to slash government radically.39

The first target of the Watergate Babies was the way that committee chairmen were chosen. While congressional process was not a big issue in the 1974 campaign and seemed tangential to core policy questions, thinking about congressional process was a natural fit for incoming politicians who had run without much of a program. The year before, in Economics and the Public Purpose, Galbraith had called for an end to the seniority system. His suggestions included open votes, the establishment of a budget committee to do planning, and doing away with the seniority system that allowed committee leaders to exclude “younger men” from power who were more in touch with public views on how to distribute resources.40 Broder and Galbraith both pushed a kind of politics opposed to class conflict and focused on process questions, which synced well with the new class. At a postelection dinner, five new Democratic members were “drooling all over” John Gardner, the chairman of the process reform group Common Cause.41

The older liberal members who tutored the newcomers also emphasized the importance of congressional process reforms. Watergate Babies weren’t a majority, but they entered as a large bargaining bloc into a split Democratic Party. Liberals from the North, the Midwest, and the West had been organized since the late 1950s into a faction called the Democratic Study Group. The DSG had cemented around a commitment to liberalism and racial equality, but had mushroomed into a full shadow party, with vote-counting operations, legislative analysis, and political campaign advice. DSG members picked fights within the Democratic Party, defeating conservatives who had been using complex procedural techniques to bottle up civil rights legislation.42

The DSG had a number of leaders, with a key force being San Francisco representative Phil Burton. Since the 1950s, the goal of the DSG had been to overthrow the seniority system and allow for a stronger Congress to rein in both segregation and the Cold War. Burton had used complex parliamentary tactics to have a full House vote in 1973, ending war funding for Vietnam.43 The first day the new Congress was in session, Burton achieved a long-term goal, terminating the House Un-American Activities Committee.

In December, Burton was elected—with the votes of nearly every freshman—to be the chair of the entire Democratic Caucus.44 At the first caucus meeting, this group joined together to demonstrate their power by firing the official doorkeeper of the House of Representatives, William “Fishbait” Miller, an incompetent crony of a Mississippi Dixiecrat, who was paid a lavish salary of $40,000 a year, and who controlled 340 patronage positions. The intraparty war was on.45

The liberals were on the march, aided by circumstance as much as anything. One of the key figures holding the seniority system together had been the most powerful chairman, Wilbur “Mr. Tax” Mills of the Ways and Means Committee. Ways and Means not only handled all tax legislation, and health care programs such as Medicare, but it also allocated committee assignments. Few dared challenge Mills on anything. But Mills had a serious problem: he was an alcoholic, and his addiction was out of control.

Just before the election, in October, Mills was caught drunk driving in D.C. In the car with him was Fanne Foxe, a dancer nicknamed the “Argentine Firecracker,” who jumped into the Tidal Basin to try to escape the police.46 Despite widespread reporting of the incident, Arkansas voters reelected Mills. Foxe used the publicity to attract attention for a strip show in Boston. Political reporters showed up. To their shock, Mills jumped onstage to join the show. He held a press conference, seemingly drunk, from her dressing room.47 Mills was stripped of his power, the Ways and Means Committee enlarged to dilute the influence of the existing membership, and then Mills resigned from Congress in December and joined Alcoholics Anonymous. The threat of retaliation from Mills was gone.

Committee chairs would now be decided by a vote of every Democrat in the House, instead of just picking the most senior member of the committee. The Watergate Babies took advantage. They invited every sitting committee chair to answer questions from the new members. Ostensibly, every chairman was elected by their colleagues, but it was a pro forma process. “If you were senior enough,” Wirth said, “you got elected, and that was it.” The Watergate Babies changed this system. “Why don’t we question these guys, and see what they’re like, and see if we ought to vote for them or not?” Wirth asked. The Watergate Babies class sent out invitations to sitting chairman to come and talk to the group; the chairmen refused. Wirth said the group responded by saying, “Well that’s fine, we’ll vote against every one of you.”48

THE KILLING OF WRIGHT PATMAN

In January 1975, the new Democratic Caucus met to make decisions about getting rid of committee chairs. The old bulls began cutting deals, offering favors to new members to win their votes. Wayne Hays of Ohio, nicknamed the “meanest man in Congress,” was the chairman of the Administration Committee. Hays kept a mistress on staff for $14,000 a year, and allowed members to take cash from their office supply budget so he could retain his power. The New York Times called him “a disgrace to Ohio, the Democratic Party, and the House of Representatives.”49 Members of the class of 1974 pledged to vote against Hays, but he was one of the most powerful members of the House, because his committee dispensed critical favors to members, like the location of their parking space. Hays launched a lobbying campaign, offering perks and a pay hike for members of Congress. He kept his chairmanship.50

Two reactionary members lost their positions. Armed Services chairman Edward Hebert attacked the freshmen as “boys and girls,” and refused to allow amendments against the war in Vietnam to come up for a vote. A vote of 152–133 turned him out. The conservative Agriculture chairman, W. R. Poage, who voted against the Democratic Party more than he voted with it, went down by 144–141.

The fight over Patman, however, was different. The attack on Patman didn’t come from the freshmen or the DSG, but from the leadership and from the liberal establishment. Patman had used his control over staff to investigate concentrated financial power. This attack on finance angered many fellow Democratic members who were often given honoraria—speaking fees and cash payments—by local banks, or were added to their lavishly compensated boards of directors. These long fights had left scars, and pro-bank liberals took advantage of the naïveté of the freshmen.

One of the demands from the freshmen was to open up committees to sunlight. Pro-bank liberal Democrats on the Banking Committee told the Watergate Babies that Patman ran the committee autocratically.51 Yet in 1966, it had been the pro-bank liberals on Patman’s committee who had attempted to scuttle a subpoena into large banking institutions. After noticing newsmen in the committee room, Ashley sought a secret vote to withdraw the subpoena. “I don’t know of any rule requiring a closed session,” replied Patman. “The public has a right to know what we do here. I want the press to attend.”52 Embarrassed, opponents of the subpoena withdrew their request.

For years, pro-bank liberals had cooperated with southern reactionary Democrats and Republicans to try to gut Patman’s authority, stripping him of subpoena power and attempting to fire his staff.53 Patman and his staffers fought back, with publicity. Patman ally Drew Pearson exposed liberals on the Banking Committee, especially Ashley.

Ashley, Pearson wrote, was a “man about town,” along with his “pals” at the American Bankers Association. He had become “the darling of the big bankers,” so bent on getting Patman that he had been able to get “all 14 Republican committee members in his pocket,” as well as several Democrats, to block Patman from controlling the organization of his own committee.

Then, Pearson plunged in the knife, and twisted. He wrote that after Ashley arrived in Washington, “one of the first things he did was to throw out his wife, who was put in the position of telephoning the Congressman’s friends to ask for help.”54 Ashley blamed Patman for the embarrassing column. It wasn’t just Ashley and Ottinger; Patman regularly lost votes within the committee, as he had over bank holding company fights in 1970, and over the Watergate subpoena in 1972.

The constant battles with bankers, and with his own party members, had cost Patman support among Democratic leaders. When populist and Patman ally Sam Rayburn was Speaker, this didn’t matter. But now it did. Patman assumed his long record as a populist Democrat who fought Nixon and the big bankers would be more than enough to win support among the new members. It did the opposite.

When Patman’s enemies on the committee saw the opportunity presented by the Watergate Baby incoming class, they mobilized. They told the youngsters that Patman wasn’t up to the job, and pointed to the bank holding company bill, and how Patman had written much of the legislation on the floor instead of through his committee. Rather than this episode being illustrative of the corruption of House Banking Committee Democrats and the power of the bank lobby, it was framed to the newcomers as Patman being unable to control his committee.

Few of the Watergate Babies knew anything about banking, or corporate concentration, and fewer of them cared. Economic concentration questions were not important; what mattered was Vietnam, government bureaucracy, the seniority system, and civil liberties. And to the extent members of the new class thought about political economy, they were likely to have been deeply influenced by Galbraith. “[Patman’s] economic ideas were not in pace with modern concepts,” said Pete Stark. Just hearing from older members that Patman was old and out of touch was enough. Older pro-bank liberals were also showering attention on the incoming members. “We didn’t know a lot about what was going on,” said one member of the new class. “We were well-manipulated by the older guys.”55

This anti-Patman sentiment was buttressed by Common Cause and Americans for Democratic Action (the group Berle and Galbraith had helped form). Common Cause had supplied a report on transgressions by committee chairs, with their main targets southern conservatives who abused their committee positions for personal gain or opposed core Democratic goals civil rights legislation. But one was Wright Patman, who was placed on the list because of rumors from liberal members on the committee that he was out of touch and violating committee rules. “He’s a pathetic old man,” said one lobbyist for Americans for Democratic Action.56

Every committee chair had to be renominated by the Democratic Steering and Policy Committee, and then put to the full Democratic Caucus for a vote. Nearly every committee chair was renominated by Steering and Policy, which was heavily influenced by the Speaker, Carl Albert, not the new members. But Patman was turned out by a vote of 11–13.

When the full caucus convened, Patman tried to get his chairmanship back. But Ottinger, Reuss, Common Cause, and Ashley had already made the case among the young Watergate Baby class that Patman was a bad chairman. No one seemed to be able to explain exactly why he couldn’t or shouldn’t continue leading the committee. “You can’t have an 81-year-old chairman,” said one young member. “He was an old, old gentleman,” said Joan Claybrook of the consumer watchdog group Public Citizen. “Not senile, but not in command. He had done his thing. He had had his day.”57

Moffett warmly praised the old man to reporters, but when pressed, admitted he organized against him. Ed Koch, a member of the Banking Committee who would become the mayor of New York City, said “philosophically I agree with Patman, but I voted against him because he was a bad chairman. I am philosophically opposed to Wayne Hays, but I voted for him because he was a good chairman.” Another anonymous member said, “Patman couldn’t sell pussy on a troop train.”58

The young freshmen “revolutionaries” seemed to want to get rid of Patman, but without articulating why. Spellman, a newcomer from Maryland, said that “it broke my heart to vote against Mr. Patman,” though in fact she had lobbied against him. “He was my father’s hero. But our decision was based not on heart but on logic. Mr. Patman is 81 and that’s a time when minds begin to wander.” When asked about Patman’s long-standing fights against the concentration of power in big corporations and banks, she said, “To be real honest, I don’t know. I haven’t had a chance to study that.”59

Barbara Jordan, the renowned representative from Texas, and the first black woman from the South to serve in Congress, spoke eloquently in Patman’s defense.60 One of the few populist Watergate Babies, California’s Henry Waxman broke with his class and supported Patman. “I was taken aback that so many liberal friends were against him,” he later commented.61 Missouri congresswoman Leonor Sullivan said Patman was “the most liberal chairman in this House, most courageous in public interest.” One member compared him to King Lear, and Texas congressman Jim Wright talked about Patman bravely opposing the Ku Klux Klan in Texas in the 1920s. But even though Patman had been the first Democrat to investigate Watergate, his colleagues crushed him 152–117, a far worse showing than any of the other deposed chairmen.

Ralph Nader was irate. “The bank lobbies would take anyone as long as it isn’t Patman,” he said, noting that liberals had turned against a “bastion of progressivism and courage that is Wright Patman.” Congressman Charlie Wilson, a fellow Texan, commented, “the irony is that the most liberal Democratic Caucus in history has done something that will cause great celebration in the First National Bank in Dallas.”62

Killing Patman was one of the few actions for which the Watergate Babies received praise. Broder, in a widely circulated column titled “The Good News of a Troubled Capital,” called the moves of the new caucus to fire veteran leaders “an act of extraordinary political and legislative responsibility.… A liberal like Wright Patman was not spared just because most in the caucus share his distaste for high interest rates. The vagaries of his leadership had become an embarrassment to his party—and his railing against the banks could not save him.”63 Broder did not mention that he had spoken with the Watergate Babies to help organize their thinking at their first meeting.

Patman’s goal had been to become chairman of the Banking Committee, to fight the bankers. He’d done that, and for decades he’d held the New Deal financial system together with savvy political maneuvering and vigor. But in 1975, with the help of dozens of fresh “reformer” members of Congress, the bankers got him. The genial and weak Henry Reuss, who had liberal sympathies and an air of academic detachment (as well as stock in a Buffalo bank called Niagara Shares), took over the committee. A week later, the bank-friendly members of the committee completed their takeover, and ousted Leonor Sullivan—a Missouri populist, the only woman on the Banking Committee, and the author of the Fair Credit Reporting Act, from her position as the subcommittee chair. “A revolution has occurred,” noted The Washington Post.64

And a revolution had occurred. The Watergate Babies were angry. Patman had been right about that. But they were angry at people like him. Patman’s removal from his committee chairmanship was devastating. He lost the institutional power and voice he had worked so hard to achieve. A year later, he was planning to retire from Congress when, on February of 1976, he was taken to Bethesda Naval Medical Center, ill with influenza. The flu turned into streptococcal pneumonia. Diabetic and eighty-two years of age, he died on March 7.

A United States Air Force transport plane flew Patman’s body to Texarkana from Bethesda. Local papers covered every aspect of the funeral, including the batch of carnations sent by President Gerald Ford. A thousand people attended the funeral, with over five hundred more outside. One witness noted that “as the funeral procession made its way from the church to the cemetery,” constituents who had elected and reelected him twenty-four times stood “reverently, some with their hands over their hearts in tribute to their departed friend and Member of Congress.”65

Jim Wright, who was to become Speaker of the House, gave a commemoration that even Republicans praised. Patman “early in life began a lifelong love affair with the plain and simple, unpretentious average men and women of this land who sensed with some unerring instinct that here was a man whom they could trust.” Indeed, when the plane touched down bearing Patman’s body, his close friends insisted the hearse tour the African American section of town. Patman would have wanted to stop one last time at the Quonset hut “where he had always gone for beer and catfish on trips home and, more important, so that he could pay his respects to all of his constituents. The gesture was returned in kind: the streets were lined several deep.”66

Jake Lewis, his close aide, later commented on Patman’s sense of optimism that “the last breath he drew out at Bethesda he must have been thinking, what will I do tomorrow.” And Leonor Sullivan, one of his closest allies in Congress, eulogized him by noting that “the American people—small business, the wage earner, the average-income family, the veteran, the poor, and the unprivileged—were the beneficiaries of his prodigious efforts. And so, I might add, were all businessmen who sincerely believe in competitive enterprise.”67

But while the memory of Patman would endure, his policies would not. “The whole financial structure should be made more competitive and less segmented,” said the new chairman, Henry Reuss, as he laid out the new committee agenda, with a nod to the fashionable new trend toward deregulation. He did want to direct the Fed to move more lending to “socially desirable” purposes like housing, rather than corporate takeovers and speculation.68 But his attempt to do so was smashed thoroughly by the banking lobby, and unlike Patman, Reuss gave up.

In February 1978, Reuss did something Patman would never have done. He declared a truce. In a speech to the American Bankers Association, Reuss told the three hundred assembled members, “As bankers and Congressmen, let’s forget our differences and concentrate on our opportunities.” Reuss followed up his speech with a private session in March with bank executives at the posh International Club in D.C. “Reuss just got tired of fighting the lobby, which was getting him nowhere, and decided to be a statesman,” said an observer.69




CHAPTER FIFTEEN The Liberal Crack-Up


“I suggest that a philosopher of many years ago pointed out this phenomenon, and said that there is something about the intellectual mind that induces it to focus on the obscure at the expense of the obvious. And this is why I am glad that no one has ever accused me of being intellectual.”

—Thomas Rothwell, small business lobbyist, 19751
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Within a few months of the 1974 election, the Watergate Babies, along with the older liberals who had mentored them, had removed Patman and reorganized Congress. Now it was time to restructure the rules for who could do business in America.

In late March of 1975, during the beginning months of the new Congress, a successful businessman sat before the House Judiciary Subcommittee on Monopolies, chaired by liberal New Jersey powerhouse Peter Rodino, who had presided over Nixon’s impeachment. This businessman’s name was Curtis Bruner, and his company, Classic Chemicals, produced Classic Car Wax, a high-quality, well-known product sold all over the country. Bruner was there to tell Congress not to repeal the fair trade law (called Millard-Tydings) that allowed makers of branded products and independent retailers to block unfair practices by chain stores.

Bruner told the assembled congressmen how he built his business. In 1965, when Bruner began trying to sell his high-quality car wax, most of the large chains wouldn’t even talk to him, preferring to sell cheap wax in a market dominated by DuPont and three other giants. Smaller retailers wouldn’t stock it either, because they feared being undercut by discounters. Then Bruner discovered fair trade contracts.

When he began promising small stores that his high-quality car wax would be sold at the same price in small stores and discount stores, small stores stocked the item and told customers about it. Bruner’s product became popular, and discount stores began stocking it. Bruner could now break into what had been a monopolistic market in car wax, by competing on quality, not just price. It was the same basic story that retailers and producers of branded goods had been telling for a hundred years, the same story that motivated Brandeis to call predatory discounting “the competition that kills.”

Bruner was telling the members of Congress that the laws against predatory pricing were working. Discount chains, supermarkets, and large department stores existed side by side with independently owned retailers with good service and local roots. But if the fair trade laws disappeared, he said, the country would be “dominated by big businesses.” He was not asking for protection from big business. He was telling Congress how he would react if forced to compete in a country dominated by big businesses. “I intend to be one of them,” he said.2

Bruner was joined in his critique by small business lobbyist Edward Wimmer, a former Patman ally, who added his own warning in a letter to the committee. “Lenin,” Wimmer argued, “said that small business was the only real obstacle in the path of Communism in the U.S. and that it would be removed.”3

Most of the new members barely noticed the warnings. The men testifying were old, the laws were old, and it was out with the old. They would soon pass the Consumer Goods Pricing Act of 1975, which invalidated state-level fair trade laws.

The movement to repeal the laws had started before the new Congress convened. In 1974, prepping for the incoming class of Watergate Babies, the legislative director of the Consumer Federation of America said repeal of the fair trade laws is “one of the things we will work hardest on.” Public Citizen, a new consumer rights group started in 1971 by Ralph Nader, announced a “great deal of interest” in the law’s repeal. In November, a Senate staffer told the press that one of the first items on the agenda was hearings on repealing the fair trade laws.4

Republicans joined these consumer groups. Ford’s Council on Wage and Price Stability, established to fight inflation, had years earlier recommended their repeal as part of the broad attack on price hikes.5 Ford’s attorney general said that repealing those laws could “make a swift and meaningful impact on our inflationary problems.” Meanwhile, major business groups were silent, with the U.S. Chamber of Commerce and the National Retail Merchants Association taking no position either way.6 Druggists, marketers, independent retailers, and newspapers protested the potential repeal bitterly; even Robert Bork argued in favor of the right of companies to set their own prices. But as one liberal congressman put it, laws protecting small stores from unfair trade practices are bad because they simply don’t “help the consumer.”7

And when the new Congress convened, so did the movement toward repealing these laws. “This simple repealing legislation may be the most effective single action the Congress can take to combat inflation in certain areas of the economy,” announced Rodino.8 Liberals Ted Kennedy and George McGovern joined in. Only the hoary old Hubert Humphrey, who had been a local pharmacist before entering politics, supported fair trade.9

Fear of chain stores had become a quaint, nostalgic, black-and-white picture of the Great Depression, as relevant as soup lines. Senator Edward Brooke, a liberal Republican from Massachusetts, sponsored the fair trade repeal law in the Senate.

On the surface, the repeal of fair trade laws was driven by a fear of inflation. By the end of 1974, prices were increasing at roughly 12 percent a year. This was due to a series of disruptions, from spending on the war in Vietnam to an increasingly unregulated credit boom, culminating in an oil embargo and a spike in prices for fuel. But nothing happens overnight in politics. Inflation fell throughout 1975, collapsing to 6 percent by the beginning of 1976.10 The overthrow of fair trade, which had been won with so much struggle fifty years earlier, was the culmination of a consistent push by Wall Street and the left to remove the citizen from having control over production. Courts had already been striking down fair trade laws for decades (with Congress responding immediately to restore them); in the 1970s, the number of Robinson-Patman cases brought by the FTC declined rapidly.11

In many respects, the entire edifice of twentieth-century antimonopolism stood on the foundation of fair trade and other laws designed to keep the capitalist—and the trading companies they controlled—from interfering in the process of pricing a good. Brandeis had warned in 1913 of the shortsightedness of consumerism. “Far-seeing organized capital secures,” he wrote, “the cooperation of the short-sighted unorganized consumer to his own undoing. Thoughtless or weak, he yields to the temptation of trifling immediate gain; and selling his birthright for a mess of pottage, becomes himself an instrument of monopoly.”12

Similarly the command-and-control left had understood almost as long the ways in which pricing—and the concept of the consumer—allowed for consolidation of power. Walter Lippmann, struggling with his own lack of faith in democratic self-government, argued that America’s best hope lay in the ability of big corporations to devise “administrative methods by which the great resources of the country can be operated on some thought-out plan.”13

Big business representatives had been attacking fair trade laws and the Robinson-Patman Act since the laws were passed.

The laws aimed at two different price harms. The first was predation, where a corporation like Standard Oil or A&P could use discounting to drive competitors out of business. The second was price discrimination, where a railroad or corporation could charge different prices to favor bigger companies that did their bidding. Both predation and price discrimination helped companies with access to capital, which meant that these tactics placed control over commerce in the hands of the money trust of Wall Street. The antimonopoly laws were designed to block both harms, and thus, restrict Wall Street.

But predatory practices and price discrimination can lower prices for consumers, at least on a temporary basis. Naive new consumer rights groups and political leaders, in thrall to command-and-control philosophies of political economy, were easily persuaded by the legal establishment that fair trade laws were simply protectionist rackets designed to help special interests.14 The new liberals eagerly took apart the system of laws designed to protect the little guy. “These are the people that wouldn’t think of committing discrimination in a sociological context and that would horrify them,” said a small business advocate, “but in an economic context, it becomes the thing to do.”15

Though most members didn’t know it, the Democratic Congress of 1975 had just taken the single biggest step toward the destruction of the independent business enterprise—and the small producer and small retailer—in the history of America. With the passage of the Consumer Goods Pricing Act, the nation’s small retailers could no longer protect themselves against well-capitalized chain stores, and producers no longer had the ability to control what middlemen did with their products.

WALMART POLITICS

The congressional attack on fair trade opened up opportunity for a new retail emperor, a man living in Bentonville, Arkansas, on the western edge of the Ozarks mountain range. The Ozarks were a poor area, splitting Arkansas, Oklahoma, Missouri, and Kansas. These states, plus Mississippi, Louisiana, Tennessee, and Texas, would become the base of what the man called his company—Walmart. Sam Walton was an eager and aggressive retailer who had been evading fair trade laws since the 1950s. Like Andrew Mellon, Walton was a ruthless competitor. As a child, he had traveled throughout Missouri with his father, a debt collector foreclosing on defaulting farmers during the Great Depression.16 It trained him for a life of hard work and brutal competition.

In the 1950s, when Walton began learning how to retail, many poor farmers were leaving the land for jobs in the new poultry farms, clothing factories, or resorts that brought Chicago retirees south. People in the region needed to stretch every penny, a perfect launching pad for Walton’s discounting empire.17 It is where the kind of folks Patman called the “plain people” lived; the Robinson of Robinson-Patman had been an Arkansas senator. There were also thousands of independent stores in the South protected by the fair trade and Robinson-Patman laws, many of them just shacks near dirt roads. Here Walton sought his fortune. In 1962, the same year K-Mart and Target launched, he opened his first real Walmart discount store in Rogers, Arkansas. The irony was Walton could pay a small amount of money for a lease on a store and succeed because of the system that populists put in place to protect independent shopkeepers.

Walton had an innovative strategy, a flair for theatrics, and a willingness to work harder than anyone else in the business. His weapon was price, a belief that selling the goods that people need a little bit cheaper would draw crowds of eager shoppers. Walton was willing to buy directly from manufacturers and get around middlemen, and had an obsessive zeal for controlling costs.18 It was a great business because Walton enforced a ruthless efficiency in his stores, but Walmart was a moderate-sized regional retailer with no buying power across the economy at large. The Consumer Goods Pricing Act of 1975 set the corporation free.

In 1976, Walmart sent a thank-you note, of a sort, to consumers. In advertisements blaring “Spring fabric prices to suit your budget,” the chain noted, in small type, that “the repeal of fair trade laws nationally made it possible for Walmart to discount all patterns.”19

This legal shift reshaped American commerce; over the next thirty years, it allowed capitalists to use chains to kill small retailers focused on service. It concentrated power in the hands of much larger discounters, and ultimately manufacturers who could match scale with the new goliaths. From 1970 to 1979, Walmart went from $44 million in annual sales to $1.2 billion. By 1985, Sam Walton, now a billionaire, was the richest man in America.20 By 1993, Walmart achieved an average of over $1 billion in sales every week.21

But in 1975 in Congress, few thought much about the likely consequences of taking apart America’s fair trade laws. The new members were from the suburbs in the Northeast, not the Ozarks; they looked down on southerners and people in rural areas. And the rights of producers, of small business or small banks or credit unions, did not matter next to the need to hold down prices for the consumer.

The Senate did not bother to find small business groups to testify, though “a couple submitted statements expressing fear that there would be vicious price-cutting without fair trade.”22 The hearings were so sloppy that data about aspirin was used in the Senate hearing, despite aspirin not even being a fair trade product.23

This philosophical shift to consumer consciousness was across the board, not just on fair trade laws in retail. The consumer movement sought to get rid of rules restricting banks and those restricting chain stores. As one Consumers Union representative told the Senate Banking Committee, “In many ways, Regulation Q ceilings, like fair trade laws, are anti-competitive, anti-consumer vestiges of the Depression and have long outlived any usefulness they may once have had.”24 The consumer movement dismissed both the New Deal achievement of constraining Wall Street, and the populist achievement of restraining mass-buying monopolies. Citibank and Walmart seemed to offer better deals to consumers, and that was more important to these advocates than restraining corporate power.

With the loss of Patman, there were few Democrats left who were able to understand the nature of the political power of the retailer and trading company. White southern retailers and pharmacists had been independent of concentrated power since the 1930s. To them, the New Deal meant fair trade laws that protected their livelihood from the chain store “menace.” White independent merchants often supported the Democratic Party even when disagreeing on racial segregation, unions, or other policies. Black merchants and independent farmers were protected in part by these laws. As a political by-product, many ended up serving as a class who had the money, experience, property, and ambition to support civil rights activists in innumerable practical ways.25

Ultimately, the embrace by the Democrats of discounting—for the sake of the “consumer”—helped to remake the political structure of both parties. As this civic leadership class that had been buttressed by fair trade and similar laws fell apart, so did the Democratic organizing base in the South. Walmart spread, first in the rural South, and then into the Midwest, the Rocky Mountains, and Rust Belt cities, paralleling the Republican conquest of the same territory.26 The Republicans became rooted in a far more right-wing base in the South, and the Democrats began moving away from their long support for the small businessperson and small farmer.

The 94th Congress did deliver one final populist piece of legislation, passing the Hart-Scott-Rodino Antitrust Improvements Act, a long-sought reform to require companies to notify the government upon seeking a merger.27 This was part of new, more assertive antimonopoly rhetoric, but this rhetoric was increasingly focused on keeping consumer prices low. Watergate Babies thought the antimonopolist posture was to help discount chain stores subvert local businesses. They viewed Americans as consumers, not citizens.

THE LAST HURRAH FOR ANTITRUST

On January 17, 1969, the last business day of Lyndon Johnson’s administration, Attorney General Ramsey Clark charged IBM with monopolization of the general-purpose digital computer market.28

The DOJ complaint was, as one lawyer put it to Congress, “equal in significance to the Standard Oil case of 1911.”29 Standard Oil was the high-tech story of the 1880s, IBM the high-tech leader of the 1960s. The company had 74 percent of the market for general-purpose digital computers, selling $2.3 billion in 1967. Its closest competitor had 5 percent, or $156 million.30

In the late 1960s, IBM was one of the most powerful companies on the planet, commandeering the market for computation, the very brain of corporate America and the military. It terrified competitors with its tactics. IBM offered its products in a bundle, with software, hardware, and services at one price, to prevent other companies from being able to compete in any part of the industry. IBM would also slash prices below cost anywhere there might be competition, and often preannounced products, later known as “vaporware,” simply to scare customers away from buying untested computing products from rivals. It dominated computing, printing, memory, peripherals, and software, keeping its suppliers on a tight leash.

Unbeknownst to any of the participants, the creation of the personal computer in the 1970s would open up the digital age to hundreds of millions of people, putting computers in reach of every business in the West, and eventually much of the world. But this might never have come to pass had the PC industry been monopolized by IBM using its traditional tactics. PCs might have been locked down and under the control of IBM, forever.

The case against IBM was one of the most important in world history. Practically just the bringing of the suit resulted in a huge win for humankind, which was the decision to open up personal computing, the final chapter in the running from the 1930s to the 1970s to ensure that the fruits of science and engineering would flow to the public instead of monopolists.

On the one hand, policymakers liberated this new technology from the grasp of a would-be monopolist, and made sure it was accessible to humankind. On the other, ironically, the law and economics movement on both sides of the aisle used the case to bludgeon and destroy the rationale for similar future liberating activities. These thinkers had matured, and by the end of the case, they had largely destroyed antimonopoly philosophy as it had been understood in America since the founding of the nation.

Since the 1930s, IBM had been under constant antitrust scrutiny, first for its monopolization of the punch card market. The government had taken a sticks-and-carrots approach to structure the technology industry. In 1952, the government launched a suit against IBM for monopolizing punch card technology, but also pushed the corporation, as well as its competitors, into the digital computer market with defense contracts. By the 1960s, IBM had acquired monopoly power in digital computing. It used a strategy of bundling software with expensive hardware, as well as a range of pricing games, to prevent competitors from emerging or gaining a foothold in the fast-growing computer business.

The government claimed IBM shut out rivals by offering one price for an entire computer system, including software, processing units, as well as memory and printing. This bundling allowed the company to use market power in one area of computing to retain share in all of them. The company also undercut potential competition through predatory pricing, lowering products to near cost or potentially below cost to drive out rivals (strategies reprised decades later by Microsoft).31 There were a host of private suits from IBM rivals, like Telex and the Control Data Corporation.

At first the suit went reasonably well. Early on, the government was working with the Control Data Corporation (CDC), which had a private suit against IBM that mirrored the government’s.32 In June, IBM unbundled its hardware and software, changing its pricing formula so that customers could purchase the products separately. Unbundling these two products was a “major restructuring” of the computer market, and led to the creation of an independent software industry.33 In 1973, in a private antitrust suit with Telex, federal judge Sherman Christensen found IBM guilty and ordered the company to pay $352.5 million in damages.34 IBM even began musing on which parts it could sever as part of a potential breakup.35

But the case eventually set the stage for a change in the philosophy of antitrust practitioners. Thurman Arnold died the year of the IBM complaint, ending the influence of the key New Deal–era official. IBM penetrated the Democratic legal establishment immediately, hiring Johnson’s attorney general Nicholas Katzenbach as a vice president, as well as bringing former LBJ antitrust chief Donald Turner and his academic partner Phillip Areeda onto their legal team.

The company then hit at a vulnerability within the antitrust laws, which was the difficulty and length in administering a complex case of business law. IBM hired a phalanx of attorneys and economists to undermine, delay, and embarrass the Department of Justice. IBM subverted the cooperation between the government and private litigants by paying off CDC, including a payment of $15 million just for attorney’s fees, which was larger than the annual budget of the Antitrust Division. As part of the settlement, IBM was apparently permitted to destroy the computer index of 27 million documents gathered by CDC so the government couldn’t use it.36 It sought complex mini-trials over matters such as market definition; it took a little over five years before both sides had even completed their depositions, meaning interviews with witnesses. IBM also took aim at one of the judges in the trial, claiming he was hostile to the company. Six years after the original 1969 filing, the case went to court. The government’s side took 473 days in court, 52 witnesses, more than 3,200 exhibits, and 72,000 pages of transcripts. It went through four lead counsels. The case became a full-employment act for antitrust lawyers and economists, with one economist buying himself a boat and naming it “Section Two,” after the section of the Sherman Act which enabled the suit.37

With a ferocious pushback against the Department of Justice, IBM sought to reorient the ideological foundations of antitrust law itself. This included financing of Chicago School–influenced conferences and scholars. After the trial its economic experts came out with a book, Folded, Spindled, and Mutilated: Economic Analysis and U.S. v. IBM, with recommendations on elevating the importance of economists in antitrust cases so that the precedent of the 1945 Alcoa decision against the aluminum company’s monopoly would have less influence on the courts. But even before the suit ended, IBM reoriented the ability of private litigants to win cases. The company’s hiring of Areeda and Turner proved effective. They wrote a key paper in 1975 on the use of predatory pricing, which cited the IBM v. Telex case. Then the Telex decision against IBM was reversed on appeal. As antitrust scholar William Kovacic noted in 2014, “IBM’s well-funded litigation (not a timid, indifferent operation) by 1978 had crushed various private plaintiffs.”38

By 1980, the IBM suit seemed to have been going on endlessly. The liberal Katzenbach was telling Democrats, like Peter Rodino, how out-of-control young lawyers at Justice unfairly hectored a giant of American commerce. IBM argued the computer industry was changing so quickly, with mainframes giving way to minicomputers to personal computers, that it wasn’t even clear what the DOJ wanted.39 IBM’s arguments about the government resonated in the increasingly antigovernment 1970s. Citibank’s Walter Wriston said, “The government is suing to dismember IBM. The question is, what is the public good of knocking IBM off? The ultimate conclusion to all this nonsense is that people cry, ‘Let’s break up the Yankees—because they are so successful.’ ”40

Decades later, the importance of the IBM suit to the development of the American economy would become clear. In 2001, one of the most important business historians of the twentieth century, Alfred Chandler, would note that this suit led to IBM’s decision to unbundle its software, and that decision “became and remained central to the evolution of the computer industry worldwide.”41 The suit, as Ed Black of the Computer and Communications Industry Association put it in 1997, also “signaled to both venture capitalists and key, talented individuals that they could, in fact, start new firms and not be stifled by Big Blue.”42

Like GM and U.S. Steel, both hulking giants perceived as management marvels until nimble foreign and smaller competitors undermined them, IBM would have been better off had it been broken up. In the 1980s, the firm’s scientists won two more Nobel Prizes, but its large bloated bureaucracy did not adjust to changes in the market. It was late entering minicomputers, personal computers, engineering workstations, and laptops, because the company’s executives were focused on protecting its high-margin mainframe business.

The successes of the suit did not register among the new economists and antitrust lawyers trained in the Chicago School framework. They could no longer tell the difference between healthy markets and big companies, and chalked up the competition in the technology industry to nature, rather than antitrust policy. A mythos emerged around Silicon Valley, that a set of institutions built on democratic protection of the engineer and scientist from the monopolist was instead born from antigovernment garage tinkerers.

Bork used the length of the IBM case to undermine antitrust enforcement by dubbing the case the equivalent of the Vietnam War for the Antitrust Division. It was not an accurate framing, but it stuck. The Carter administration would hand over the flagging case to an unenthusiastic Reagan Justice Department.

THE CHICAGO SCHOOL TAKEOVER

In the middle of the 1970s, Democrats held almost two thirds of Congress. The Republican Party was in disgrace. But the Chicago School could do no wrong. Milton Friedman won the Nobel Prize for economics in 1976, setting the stage for multiple Mont Pelerin members to win it over the next few decades. Even though Republicans were losing elections, conservative ideas—or rather, radical libertarian ideology—were ascendant.

The 1970s were a time of intellectual and ideological ferment around political economy, unrivaled since the 1930s. Galbraith was calling for outright socialism. He was joined by a significant number of liberal economists who did not know what to do now that Kennedy-era “New Economics” had failed.43 Young liberals saw antitrust and regulatory policy, and antimonopolism more broadly, as irrelevant, in the face of environmentalism, civil rights, antiwar organizing, and consumerism. This attitude left most areas of business law wide open to Chicago School arguments.

Behind the glitter of Nobel Prizes awarded to Chicago School adherents was a sophisticated, well-funded political organizing campaign. There was the New Learning, when big business and the new scholars had allied to dismiss the Brandeis-style antimonopolists. There was the movement for “deregulation,” supported not just by Stigler but by the Nader consumer movement. The concept of “deregulation” was naturally incoherent—there is no such thing as a market without regulation; the question had always been whether public institutions or financiers organize market rules. But like most Chicago School concepts, “deregulation” was a rhetorical strategy designed to undermine traditional American political philosophy. And underneath all of it was hard-core institution building, through the capture of and control over the curricula of law schools and the creation of groups like the Federalist Society, founded in 1982, to reach into the long-cloistered judiciary, and educate thousands of state and federal judges in the new thinking.

The campaign to capture the universities and the judiciary was being run largely by director-disciple Henry Manne. In the early 1970s, Manne had created an “Economics Summer Camp” to teach economics to law professors. A dozen companies concerned about antitrust funded the “camp,” and the professors, from top law schools such as Harvard, Yale, and Duke, were paid, as Manne proudly explained, the “then princely sum of $1,000, plus all expenses and some very fancy meals.” Liberal law professors found themselves, almost unwittingly, imparting the new learning to their students. Manne saw this educational process as “wholesaling” law and economics to professors, who would then “retail” it to students.44

In 1976, Manne extended his “summer camp” to judges, setting up the Economics Institute for Federal Judges. Over the next fifteen years, over 40 percent of sitting federal judges eventually took Manne’s classes and learned how to use “economics” to help guide their judicial decision making, to substitute “science” for law.45 Manne invited lecturers Milton Friedman, whose Nobel Prize made him seem an apolitical scientist. The new law and economics rhetoric helped conservative judges more persuasively make their arguments; at one dinner event, a judge pounded his fist on the table and said, “What I want to know is why in hell hasn’t anyone told me about this before now.” But more importantly, it helped—especially in tandem with the teachings of Galbraith and Nader—to rearrange how many liberal judges saw the law. As one judge from the Southern District of New York told Manne, “Henry and I don’t see eye to eye on a number of policy issues, but he has made me understand for the first time that everything I want has its cost.”46

The Chicago School continued to make progress among elite legal scholars as well. After the New Learning conference in 1974, the consensus shifted rapidly. Donald Turner moved away from his earlier suspicions of concentrated corporate power. By 1977, Stanford Law professor William Baxter expressed regret for signing onto the Neal Report. “It seems particularly appropriate that I recant,” he said. “The state of economic art has changed.” By 1978, Chicago School professor turned judge Richard Posner claimed, accurately, that antitrust policy had come to a basic agreement that one would find in a “totally non-ideological field.”47

The Chicago Schoolers made especially swift progress within the Republican Party. Under Nixon and Ford, mainstream Republican politicians and enforcers were still largely attached to the Brandeisian antimonopoly status quo. Then in 1978, the Republicans experienced their own Watergate Baby year, with a slug of new young eager baby boomers, radicalized in the 1960s as children of affluence, entering politics. This cohort came in under the moniker the New Right, mimicking the label of the New Left. Walking around a key Republican conference, the Tidewater Conference in April of 1978, young Republicans were carrying around a new and important book, Robert Bork’s magnum opus, The Antitrust Paradox.

The Antitrust Paradox was an elaboration of Bork’s earlier arguments in “The Crisis in Antitrust.” New Right politicians saw Bork’s crusade to shrink the antitrust laws and to subvert antimonopolism as part of their cultural crusade to attack liberalism, and to save America from godless crypto-communism.

Bork brought an apocalyptic tone to his work. Militant leftists, he argued, entrenched by the Supreme Court, had blocked private initiative and freedom, stopping large businesses from being able to grow, making corporate mergers “practically impossible,” and harassing business as a matter of routine. Antitrust enforcement, he claimed the Supreme Court believed, “is in the good old American tradition of the sheriff of a frontier town.” The sheriff did not try to find out who had done wrong, he simply “walked the main street and every so often pistol-whipped a few people.”48

Antitrust, Bork preached, was symptomatic of an out-of-control culture of nihilism, a militant “sub-category of ideology,” and “one of the most elaborate deployments of governmental force” in American life. It was wrecking the American economy and American society, encouraging “trends dangerous to our form of government and society.”

Bork’s arguments were not unusual, for he had been making them for decades. But it was unusual that the voices in opposition, though there were some, didn’t resonate anymore. Originally, Bork had meant the book to come out in 1970.49 But he had put it aside so he could work as the solicitor general in the Nixon administration. By 1978, the book was a bit dated. The courts, spurred by Manne’s seminars, new Nixon judges, and the Chicago influence, had changed. With Patman and Arnold dead, Areeda and Turner had already led the liberal antitrust establishment to accept a modified form of Bork’s theories. Areeda and Turner’s broad and influential treatise on antitrust law, written when they were both at Harvard and first published in 1978, incorporated Bork’s pro-concentration framework. Widely used across the profession, the Areeda-Turner treatise allowed courts and Democrats to accept a lighter version of the Chicago School. This milder but essentially similar model of thinking became known as the Harvard School of antitrust.

The corporatists on the right and the left, from the consumer rights movement to Robert Bork to John Kenneth Galbraith, stood ready to finally demolish the antimonopoly tradition in American life. Monopoly power existed, they argued, because it was efficient. This argument wasn’t a political statement, it wasn’t liberal or conservative, or Republican or Democrat—it had become accepted “science.” Chicago School law and economics was now internalized by all, with some minor variants. All they needed now was a friendly administration to help introduce the new way of thinking. Over the course of four years, they got two.

THE CARTER CATASTROPHE

From 1974 onward, despite Democratic Party victories, the reaction against the New Deal and antimonopolism gained traction. Shorn of a small business constituency, the Democrats began to drift.

A new type of thinking focused on efficiency, consumerism, and technocracy was taking hold. Congress created a budget and planning office, the Congressional Budget Office, in 1974 to constrain its own ability to wield taxing and spending power, and placed Alice Rivlin, a corporate technocrat, in charge of it.50 Conservative ideas were on the ascent. In 1975, Congress created the Earned Income Tax Credit, a refundable tax credit to subsidize the wages of the poor, which was a welfare-style program conceived by conservative economist Milton Friedman.

In the late 1970s, Congress was deluged with crises. New York City went bust. To deal with the Penn Central mess, Congress passed a bill to nationalize passenger rail traffic through Amtrak and some freight traffic through Conrail, while “deregulating” much of the rest of the railroad industry. Policymakers were desperately attempting to hold down inflation and address the industrial and financial crises that had been shocking the American economy since 1970. In a handwritten note on his announcement on the Consumer Goods Pricing Act, President Ford wrote in the margin, “In particular, I hope the Congress will support my program of regulatory reform in such important areas as air transportation, trucking, and financial institutions.”51 Congress would, and so would Jimmy Carter, who radically expanded upon Ford’s ambitions.

Conservative politics were also on the ascent. In November of 1975, the House passed for the third time a bill to create a new federal consumer agency. In 1971 and 1974, the bill went through with a better than two-to-one margin. In 1975, with a much larger Democratic Caucus, it passed only by 208–199. The bill lost eighty Democratic votes, many from liberal northerners. “There has grown up, especially in the last six months, a strong anti-government, anti-bureaucracy, anti–new agency phenomenon in this country,” said the sponsor of the bill, Representative Ben Rosenthal.52

In 1976, the Democrats nominated Jimmy Carter for the presidency. When he ran for office, he echoed the consumer populism of the left, promising to “take my cues for regulatory appointments” from Nader. He and Nader were so close during the campaign that Nader stayed over at Carter’s house, and then played the umpire at a softball game between Carter’s campaign staff and the press corps.53 At a rally put together by Nader, Carter said that “consumers will now have a voice in the Oval Office.”54 Carter made good on his promise. A host of Nader allies went into the administration. Michael Pertschuck became chairman of the FTC.

The new kind of politics that Carter and Nader brought in devastated the institutional power of the enforcers. In the 1960s and early 1970s, the FTC’s management cultivated a broad constituency among small businesses who had begun to feel the competitive squeeze from national chains, mass merchandisers, and other capital-intensive large businesses.

In 1983, Donald Randall, an antitrust lawyer who worked for Senator Phil Hart as a general counsel in his monopoly subcommittee, explained what happened next. Ralph Nader, Randall said, attacked these FTC actions as “trivial,” leading a groundswell in academia and among consumer movement groups against the commission. In 1977, the Carter FTC began broad industrywide rules focused on the consumer, abandoning its grassroots constituency of small businesses. At the same time as the Carter FTC weakened its own support base, it took on the most powerful interests in the country with rules on cereal, funerals, used cars, toothpaste, cigarettes, debt collection, children’s toys, and children’s advertising. This change “opened a hornet’s nest of opposition,” Randall said, but there was no counterbalancing support except a “weak, poorly financed and disorganized consumer movement.”55

The consumer rights movement wiped out the small business grassroots constituency that had protected the FTC. When big business went on the attack, there was no one to defend antimonopoly tradition. Carter’s consumer thrust failed. And the consumer rights movement, which never really had a committed grassroots base, found no sustainable institutional way to keep going. When asked why the consumer rights movement fell apart, Ralph Nader simply noted, “Our theory was wrong.”56

More broadly, Carter, like the Watergate Babies and the liberal establishment, had no answer to the rolling series of financial crises and oil shocks of the decade. These two problems—inflation and oil prices—were conjoined. Inflation had been raging since the late 1960s, but under Carter, it got much worse. In 1979, America suffered a major geopolitical defeat, as revolutionaries in Iran overthrew the American-backed leader of the country and drove up oil prices once again. Americans watched their influence ebb throughout the 1970s, with the oil shock of 1973, the fall of Saigon in 1975, the Cuban intervention in Angola in 1975, the Nicaraguan revolution by the Sandinistas, and the Soviet invasion of Afghanistan in 1979. The Iranian revolution led to long lines at the gas pump, touching Americans more directly.

Nothing Carter did seemed to work. In 1977, Democrats reduced unemployment, but couldn’t address worsening productivity and a flood of foreign imports.57 Long-sought Democratic policy goals, like full employment, urban renewal, national health insurance, a national consumer agency—all had to wait. In 1979, the intellectual emptiness of the Democrats was underscored when Chrysler required a $1.5 billion loan guarantee from the government.

In response, Jimmy Carter oversaw a large capital gains tax cut in 1978, followed by “deregulation” of the banking, telecommunications, railroad, trucking, and airline industries, and a strong dose of fiscal austerity. Carter was using conservative ideas to govern. Nixon treasury secretary William Simon had inspired this large tax cut for financial capital with a theory known as “capital shortage,” in which he argued that financiers were simply afraid to invest in new businesses because of high tax rates and overregulation. This worsened inflation.

Carter also nominated Paul Volcker to run the Federal Reserve. Volcker was an inflation hawk who Carter advisor Stuart Eizenstat said was perceived of as a conservative and “the candidate of Wall Street.” (Volcker would later, for instance, keep in his pocket a list of recent union contracts, so he could show politicians who asked why he had to continue to cause unemployment with higher interest rates.58) Volcker believed that the prosperity of the 1950s and 1960s was a “game of mirrors” and that “the standard of living of the average American must decline.”59 Volcker fought inflation by using interest rates to bring the economy to a screeching halt, with Carter supporting the campaign even though it would end up helping cost him the reelection.

Carter pursued a host of policies Ronald Reagan would later build on. The Paperwork Reduction Act of 1980 and the Regulatory Flexibility Act made public rules harder to write and enforce. The Bankruptcy Act of 1978 made it easier for financiers to recover new financial instruments (derivatives) in bankruptcy proceedings than they could normal loans, pushing even more lending and borrowing outside of regulated channels. The Staggers Act destroyed a suite of rules around railroads. The Airline Deregulation Act dismantled the structure that Harry Truman had helped craft in 1938 to protect small- and medium-sized towns from predatory financiers manipulating airline routes. The Motor Carrier Act of 1980 eliminated the power of the Teamsters union, and turned the job of trucking from a middle-class profession into what one academic called “Sweatshops on Wheels.”60

In 1980, two Texas billionaires, Nelson and Herbert Hunt, tried to corner the silver market, backed by yet another oil power—Arab oil barons. They did so much damage to the commodities markets that Volcker as head of the Federal Reserve had to supervise yet another financial bailout. The Hunt brothers’ bailout ratified a radical shift in power. As economist Albert Wojnilower explained in 1980, “It is now everywhere taken for granted that no monetary authority will allow any key financial actor to fail. In 1980 the markets paid virtually no attention to the silver (Hunt brothers), First Pennsylvania, and Chrysler debacles, each of which would have had traumatic consequences not many years before.”61

Carter collapsed politically; Ted Kennedy ran a primary against a sitting leader of his own party, a rare event. By the end of the administration, Carter had abandoned his promises to help the consumer. He was listening to financially oriented Democratic advisors Charles Schultze and Hamilton Jordan, who were promising bankers that Carter was better for banks than his primary challenger, Ted Kennedy. Carter, they said, would balance the budget, and while he would not grant them another tax cut now, perhaps one could be negotiated in the future.62

But Kennedy, even though challenging Carter, was as enthralled by the Chicago School thinking as Carter. Carter officials, Nader, Kennedy, and a Kennedy aide named Stephen Breyer teamed up to “deregulate” the airlines, gutting routes to small cities and beginning an era of regional inequality. Kennedy would then push the Motor Carrier Act to get rid of rules for trucking, which Carter signed. While full of intra-party recriminations, the 1980 primary had little actual ideological disagreement.63 A Carter aide summarized the Carter strategy toward Kennedy as “Fuck the Fat, Rich Kid.” A Kennedy aide responded with “Fuck the Cracker.”64

Nor was there really that much difference between Carter and Ronald Reagan, who beat Carter in one of the worst landslides in the history of American presidential politics. One of Ronald Reagan’s first acts after taking the presidency in 1981 was to fire America’s air traffic controllers after they went on strike. Today this action is widely seen as illustrating the radical nature of the change from Democratic Carter to the Republican Regan. Yet in fact, before leaving office, Carter had already agreed to the same plan if the strike took place on his watch.65

Even before the “Reagan revolution” of 1980, the political culture of the Democrats had already shifted, radically, away from explicit governing through making public rules, taxing and spending, and shaping markets through competition policy. Instead, Carter had opened the door to a new vision, where private concentrations of power would govern. His advisors, like domestic policy chief Stuart Eizenstat, were puzzled how his “populist consumerism” didn’t catch on.66 Instead, Carter was perceived as weak, rudderless, unwilling to govern.

This was part of a broader, partywide phenomenon. As The Washington Post reported in 1978, “This overwhelmingly Democratic Congress chose to raise Social Security taxes while cutting the tax on capital gains. It rejected virtually every proposal put forward by organized labor; on many issues, it gave ground to business. It gave the oil companies a natural gas price deregulation bill they had sought unsuccessfully for 25 years. It willingly voted for large increases in defense spending but shied away from expensive domestic initiatives and concentrated on cutting the federal budget deficit.”67

A new school of technocratic liberals had emerged, led by anti-labor technocrats like economist Alice Rivlin, Charlie Schultze, Lester Thurow, and Alfred Kahn. Kahn, for instance, was Jimmy Carter’s anti-inflation czar, a household name, hilarious, charming, and deeply antagonistic toward labor unions. “I’d love to see the Teamsters to be worse off,” he once said. “I’d love the automobile workers to be worse off.”68 Kahn, a self-described liberal Democrat influenced in his early work by Joseph Schumpeter and Thorstein Veblen, was most known for being disdainful of regulations. In his academic work in the early 1970s, he adopted much of the Chicago School framework on efficiency, describing regulations as “typically… a decision to restrict competition.”69

Another scholar, Lester Thurow, was one of the new generation, a link between the Chicago School and younger Democrats (who would eventually call themselves neoliberals). In an influential 1980 book titled The Zero-Sum Society, Thurow argued government and business activities were simply zero-sum contests over resources and incomes. The title of the book was a nod to Galbraith’s The Affluent Society. Like Galbraith, Thurow came out against the antitrust laws, asserting the laws had failed, imposing costs that “far exceed any benefits.” He adopted, in part, Milton Friedman’s preferred substitute strategy, which was to erode public trade rules and encourage unfettered imports. Foreign imports of steel and autos, went his logic, had produced far more competition than antitrust. “In markets where international trade exists or could exist,” Thurow argued, “national antitrust laws no longer make sense.”70 Thurow was reframing the arguments of Chicago Schoolers for a Democratic audience.

By 1978, a leading intellectual light in the Democratic Party—Stephen Breyer—was questioning the most high-profile success of the consumer rights movement, the mandate for seat belts.71 Donald Turner had made Breyer’s career in 1965 by bringing him into the Antitrust Division as part of his “brain trust.”72 By 1980, Breyer was a key advisor to Ted Kennedy, and had worked with Kahn and Nader to get rid of public rules on airlines. Breyer advised Kennedy to make “deregulation” a key theme in his primary challenge to Carter.73

Democrats were concluding that their role as a party was not to govern the political economy. They could fight with the GOP over how to redistribute the fruits of what a concentrated corporate sector could produce, but it was morally wrong to go against economic “science” and to meddle with how complex systems functioned.

In 1980, Lloyd Bentsen, a Texas Democrat, came out with a report from the Joint Economic Committee (JEC) called “Plugging in the Supply Side,” introducing the world to “supply side economics.” Bentsen made sure that all Republicans and Democrats on the committee endorsed the report. It was a unanimous and bipartisan conclusion from the JEC, which Wright Patman had helped create to let Congress think about broad problems. The report endorsed the idea of a “regulatory budget” to reduce public demands over the corporate sector, changes in the tax code to promote investment, and moving power away from public institutions and toward private ones. It was an ideological document, yet one upon which everyone, by the end of the decade, agreed.

Everyone, that is, but the people. Americans didn’t like the new ideas, at least not when proposed by a Democrat. With farmers, workers, bankers, business leaders, and liberals upset in 1980, Carter’s reelection attempt collapsed. It would fall to a new president, Ronald Reagan, to implement these ideas, now with only minor resistance from the opposition.

Looking back from the perspective of 1993, Bork acknowledged the magnitude of the ideological victory that he and his allies won during these years. In a new introduction for a revised edition of The Antitrust Paradox, called “The Passing of the Crisis,” Bork wrote that “what has happened to antitrust amounts to a revolution in a major American policy.”74 And so it had. It wasn’t that Republicans gained political power, and implemented Bork’s philosophy, though that happened. It was that Bork convinced not just the right wing but the left that antitrust, and more broadly democracy, as practiced in the middle of the twentieth century was not only inefficient, but countered the dictates of natural economic systems and science itself.

The final proof of victory had come only a few years earlier, after President Reagan had nominated Bork for the Supreme Court. In 1972, Donald Turner had told the Senate he was not a “fan” of Bork’s antitrust work. In 1987, he said he found himself “more and more impressed with the insight in many of [Bork’s] antitrust writings.”75 And he concluded by endorsing Bork’s nomination to the court.

The intellectual and political debate was over.




CHAPTER SIXTEEN The Reagan Revolution


“It’s been a hard day all around. First, my wife’s pet kangaroo has to go and get poisoned, and then somebody stole my midget butler’s stepladder.”

—Unnamed Texas oil man, 19571




“Antitrust seldom resembles art, but Bill Baxter’s 1982 Merger Guidelines were every bit as significant in the field of antitrust as the recording of Giant Steps was in the field of modern jazz.”

—Charles James, Assistant Attorney General, Antitrust Division2
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On Election Day in 1980, Americans rejected Jimmy Carter. The story of the election was the economy. Few alive, except the old-timers, had seen anything like it. Unemployment jumped to levels not seen since the Great Depression. Housing starts collapsed, factories closed across the country, and yet, inflation wouldn’t go down.

Real personal income fell in 1980. Nationally, as one senator noted, personal income fell in 1980 by 2.6 percent, more in some areas than others. In Arkansas, the hit was nearly 5 percent.3 Voters didn’t know if Reagan had the right answers, but they knew that Carter had the wrong ones. Reagan took forty-four states and stunned the Democrats, who could not have imagined such a rebuke.

At the post-inaugural balls, Nancy Reagan wore a one-shouldered sheath gown of lace over silk satin designed by James Galanos, who said he wanted to make her look “elegant in keeping with the new formality.”4 Fashion reporters awaited Nancy Reagan’s stated plans to redecorate the White House. A veritable “air force” of corporate jets, some four hundred in total, carried partyers to “lavish white-tie inaugural celebrations.”5 Mellonism was back.

Ronald Reagan attacked the New Deal coalition with a relish far beyond what Carter had ever dared. The political economy framework for Reagan was derisively known as “trickle-down” economics, which meant that if the government ensured wealth and power flowed upward, the people at the bottom might eventually benefit. Reagan cut taxes on the wealthy and on corporations, and slashed government spending on the poor. He embraced antiabortion activists, and began the rollback of civil liberties protection by staffing the Department of Justice with men who opposed civil rights laws.6

He also attacked a deeply weakened union movement. Early in his term, when twelve thousand federal air traffic controllers went on strike to demand a pay raise and safer working conditions, Reagan did not negotiate. He simply fired them, had their union decertified, and hired replacement workers. Over 125,000 people applied for these jobs, as unions were no longer able to dissuade people from becoming “scab” replacements.7 Reagan’s harsh anti-union stance was a signal to the private sector; Phelps Dodge and International Paper imitated Reagan by replacing strikers rather than negotiating.8 When Reagan took office, roughly a quarter of American workers were in a union; by the end of the decade it had fallen to 16 percent.

And when Reagan didn’t attack the New Deal coalition, he insulted it, saying on PBS in 1982 that the Roosevelt administration had been full of fascists and communists.9 But this was just the visible part of what his administration would do. Reagan would usher in an assault on just about every part of the New Deal regulatory apparatus, a rollback of the political economy protections against concentrated capital that had existed in one form or another since the rise of the giant corporation.

By this time, the intellectual debate over how to structure power in the political economy had been won by Reagan’s allies. In March of 1981, the original Chicago School gang, Aaron Director, Ronald Coase, Milton Friedman, Robert Bork, Richard Posner, and Harold Demsetz among others, got together to look back and honor the work they had accomplished over thirty years. As the convener of the event put it, “the basic views of the world of a Coase, a Director, or a Friedman never really changed. The world changed, and for some reason we do not understand, became receptive.”10

Perhaps it was more direct. University of Chicago professor Melvin Reder explained the success of the Chicago School differently. Their “policy position was too attractive ideologically, and too successful as propaganda, for hesitant conservatives to refuse support.… In ‘support’ I include grants for research, conferences, and so forth. But also, and more important, I include access to conservative politicians and business leaders, and to the media.”11 It was certainly a lucrative path to follow; Phillip Areeda, part of the Democratic-leaning Harvard School of antitrust, in 1995 endowed his own department at Harvard Law School with a $5 million donation, the second-largest gift the school had ever received. This came from legal advising and consulting in a life the Harvard Law professor described as dedicated almost entirely to “teaching and writing.”12

In an era of affluence, under the sway of Galbraith, liberals stopped caring or talking about corporate concentration, leaving critiques of questions of monopoly to the Chicago School and their new “science.” So in the 1970s, when chaos reigned, only these self-proclaimed “scientists” seemed to have any answers. The field of political economy was theirs. “Indeed,” said George Stigler, whose Nobel Prize in 1982 would be celebrated at the White House, “it can be said that they conquered the field; by 1980 there remained scarcely a trace of the” old antimonopoly framework in the economic literature.13

Beyond the literature, the new institutions the Chicago Schoolers had forged were training judges and churning out law students. Business allies, such as Walter Wriston of Citibank, had become key advisors to the new president. The dominance of the business class, which the Chicago Schoolers had cultivated since the 1950s, was overwhelming. “The broad issues on which business tends to have a significant impact are no longer issues,” said Wall Street economist Alan Greenspan. “Government regulations, wage and price controls, and business tax policy—all that is behind us.”14

A new generation of business leaders, inspired, oddly, by the counterculture of the 1960s and 1970s, comfortable with politics and overturning the established order, was coming to power. The hippies of the 1960s became yuppies in the 1980s. Michael Milken, who would become the most important financier since J. P. Morgan, challenged his radical activist classmates in 1970, writing, “Unlike other crusaders from Berkeley, I have chosen Wall Street as my battleground for improving society.”15

The triumph of the Chicago Schoolers wasn’t just a matter of Reagan’s election, but the collapse of all coherent intellectual opposition. Leading Democratic thinkers sounded exactly like leading Republican thinkers. Stigler had high praise not only for economists James Miller, who would chair the Federal Trade Commission, and George Shultz, who would lead the Department of State, both under Reagan, but also for economists Darius Gaskins and Alfred Kahn, who had, respectively, chaired the Interstate Commerce Commission and run the Civil Aeronautics Board, both under Carter.16 Harvard School antitrust scholar Stephen Breyer, appointed an appeals judge by Carter (and eventually landing on the Supreme Court in the 1990s), had cited Stigler, as well as key “public choice” theorists promoting deregulation—James Buchanan and Gordon Tullock—in his textbook on regulation.17

One of the first targets of the Reaganites were restrictions on the banking industry. The administration attacked the problem of regulation from two directions. It both allowed banks to do more and allowed nonbank institutions to enter traditional banking businesses. In 1982, Reagan allowed banks to essentially pay whatever they wanted on deposits, and stripped away the rules restricting savings and loan banks to their core business of helping Americans finance homes.18 At a Federal Home Loan Bank, an ex-banker turned regulator immediately allowed savings and loans to offer an adjustable rate mortgage. And quietly, at the Office of the Comptroller of the Currency, the government began allowing banks to speculate in financial derivatives and commodities.19

Financial institutions could now gamble, move into unrelated lines of business, and get much bigger. Where Carter sought to shift the rules somewhat to solve technocratic dilemmas, Reagan pushed much harder to openly aid plutocrats. His administration drew back dramatically on white-collar enforcement and banking regulation. American Express bought Shearson Loeb Rhoades, a brokerage firm. Sears, the giant retailer, bought brokerage Dean Witter, organizing its business strategy to become a financial supermarket, offering credit cards, deposit-like instruments known as money market funds, and insurance, along with a retail catalogue.

Citibank made much of its profits in the decade not from traditional banking services, but from the credit card. Bankruptcies roughly doubled in ten years, after the Supreme Court effectively eliminated state usury caps in 1978, and neither Carter nor Reagan responded.20 Charge and credit card dollar transactions went from $155 billion in 1982 to $400 billion in 1990. Average outstanding consumer credit jumped from $7,660 to $10,880 in the decade, growing at an annual rate of 6 percent. Credit card debt grew even faster, at 21 percent a year, from $580 in 1982 to $2,430 in 1990 per household.21

Democrats in Congress had also largely embraced the new ways. In July of 1981, the Senate Banking Committee worked together to remove a limit on interest rates that had been in the Arkansas Constitution since 1874, a limit placed there to block financial power in the state. John Tower, the first Republican senator from Texas since Reconstruction, speaking to Arkansas Democrat Dale Bumpers, took the occasion to invoke the ghost of Wright Patman, for comic effect. “I think we probably both remember a late colleague of ours,” he said. “Patman, who of course thought bankers were the incarnation of the devil.” The hearing room erupted in laughter.22

Years before, letting banks charge usurious high interest rates might have been controversial. By 1981, letting them do so wasn’t just correct, but according to Stigler, it was done for the benefit of poor people who needed to borrow.23 There was resistance. “We don’t have much to brag about here except our interest rates and University of Arkansas football,” said Bill Becker of the AFL-CIO in Arkansas. “The bankers and the retailers are too greedy, they want too damned much.”24 But Tower, Bumpers, and Bill Clinton (who as a young law professor had done legal work to help monopolize the credit card industry), embraced deregulation.25

Democrats and Republicans at all levels were now both focused on freeing financial capital from the New Deal’s carefully forged chains. Citibank had been grappling with New York state lawmakers to lift that state’s usury cap for years, but the state wouldn’t budge. Finally the bank moved its credit card operation to South Dakota, and New York politicians took notice. As New York assemblyman Denny Farrell put it, “suddenly I became in favor of deregulation. I got into the flow.”26

Reagan solidified the power of concentrated financial capital, effectively guaranteeing the balance sheet of large banks that lent too much money to third-world nations when oil prices were high. The expression “Too Big to Fail” would be popularized in 1984, just a few years later, named for an institution that could borrow for free while failing. For everyone else there would be credit cards. The ability to borrow, for a reasonable price, would be based on your proximity to wealth and power, rather than on the rule of law.

THE MERGER BOOM

In early February of 1981, Reagan picked his antitrust chief. He chose William Baxter, whom journalist Steve Coll described as “a severe-looking man in his early fifties, with coal-black slicked-down hair, cold, dark eyes, sunken cheeks, and a sallow complexion.”27 Baxter was ideological, strident, unquestionably bright, and cold. Though not trained in economics, he would often refer to himself as an economist. His coldness extended to his personal life. Baxter lived with a Stanford statistician, and when asked why he did not marry her, replied that to do so would raise his tax bill.

Baxter’s arrival signified the reconstitution of monopoly power in America. Over a series of congressional hearings in 1981 and 1982, Baxter explained that he would be restructuring antitrust and merger law to prioritize economic efficiency, and no longer enforce the law consistent with congressional purpose of restraining corporate size and power. Neither courts nor Congress deterred Baxter. He called Supreme Court decisions “rubbish” and “wacko,” and circulated a memo in the department calling one such precedent “idiocy.”28 The Supreme Court might assert that certain forms of price-fixing were illegal, but Baxter didn’t care and said he wouldn’t enforce the law regardless.29 And he simply would not enforce laws he didn’t like, such as Robinson-Patman, which he called an attempt “to put lead weights in the saddle bags of the fastest riders.”

Democratic senator Howard Metzenbaum and Republican senator Arlen Specter both objected to what they saw as a subversion of law through executive fiat. But they didn’t have the votes to stop Baxter’s revolution. Law and economics scholar Richard Posner noted that Baxter’s tenure was, along with the firing of the air traffic controllers, one of the “defining moments of the Reagan administration.”30

Under Baxter, the division dramatically slowed its activity. Baxter ordered the dismissal of a suit against Mack Trucks, which had been accused of price-fixing. He cleared the acquisition of two brickmakers. He dropped a suit against Jack Welch’s General Electric. In its opening months, the Nixon administration’s antitrust enforcers had gone after ITT, U.S. Steel, and the Crocker National Bank, filing fourteen major cases. In a similar period, Carter’s team had launched twenty-four cases, including one against Schlitz Beer. By contrast, the Reagan administration filed just four, and all were minor complaints against highway contractors.31 Over the course of the decade, the administration cut the division’s staff by nearly half.32

Baxter had not originally supported Bork’s crusade. In 1968, Baxter had signed on to an Attorney General antitrust study that called for a massive restructuring of corporate America, to de-concentrate American business. But like Donald Turner and Phillip Areeda, Baxter had gone in the other direction since, a convert of the New Learning. Baxter was more an intellectual than a litigator, and attorneys practicing under him referred to him as a “space cadet” for his academic veneer. When yet another story of an off-the-wall suggestion for a trial would circulate in the department, an antitrust litigator would cup his mouth and say, “Earth to Baxter. Earth to Baxter. Come in.” But he was not hired to litigate, or to run the Justice Department’s Antitrust Division, the crown jewel in America’s elaborate system of competition enforcement. He was hired to restructure it.33

Baxter made two significant changes to the division. First, he elevated the role of economists. Like Bork, Baxter held that economics was a science and that the law should conform to that science, regardless of what the political intent of lawmakers was. Once confirmed, Baxter elevated the head economist to a full deputy assistant attorney general, on par with the enforcement and litigation chief. Economists reviewed every outstanding case under the new lens, and the DOJ dropped many of them. Attorneys took to calling the economists “case killers.” He also did what Henry Manne had done for law professors and judges, by organizing economics courses for staff attorneys.34 As one of Baxter’s students said, “No lawyer worth his salt would consider going to an important meeting at the division without at least one economist in tow.”35

His second key innovation was a shift in the merger guidelines. Baxter’s new 1982 guidelines were, as a Department of Justice official put it twenty years later, a “revolutionary leap.” These guidelines made it much harder to challenge mergers. The 1968 guidelines had been simple and based on market shares. The Baxter guidelines “integrated the new economic learning” by introducing the need for complex economic analysis of costs and benefits of any particular potential mergers and/or market structure.36 This change generated minor opposition. “John D. Rockefeller would have liked a trust-buster like Baxter,” wrote The Economist, meaning it as a compliment.37 Baxter’s changes to the division would last, supported as they were by erstwhile liberals such as Don Turner. ‘’I’d say his rhetoric may be a little more conservative, but the law may have been drifting that way anyway,” Turner told the press.38

One of the most important signals to corporate America of a new era of monopolization occurred on January 8, 1982, when Baxter dropped the thirteen-year suit against the monster of technology, IBM. The dropping of the IBM suit catalyzed an attitude on Wall Street. “Bigness apparently wasn’t going to be a problem in the new era of unbridled capitalism,” wrote Wall Street Journal reporter James Stewart. “Suddenly, economies of scale could be realized in already oligopolistic industries such as oil, where mergers wouldn’t even have been considered in the Carter years.”39

The practical result of this signaling was a merger boom to concentrate power within industries. Baxter himself couldn’t encourage mergers fast enough. He rejected corporate concentration as a factor in merger analysis, despite congressional fears of concentrated power when crafting the antitrust law.40 Merger activity, he said, “is a very, very important feature of our capital markets by which assets are continuously moved into the hands of those managers who employ them most efficiently and interfering in a general way with that process would, in my judgment, be an error of substantial magnitude.”41

Baxter told a House subcommittee that the merger of financial services giants American Express and Shearson Loeb Rhoades was likely not a violation of the antitrust laws; and neither was the possible merger of Prudential and Bache Group.42 The Department of Justice went out of its way to assert it was creating “a more favorable atmosphere for mergers.’’43

Baxter supercharged a merger trend already under way. Stock prices had been low in the 1970s, and inflation high. This dynamic made it easier to buy a corporation, especially one with assets like the rights to oil or factories, than to build assets and attempt to secure scarce industrial materials and labor. As one Wall Street analyst noted, “It has been widely recognized that the price of a target is likely to go up in an inflationary environment. It may be cheaper to buy now and pay back creditors with deflated dollars.”44 High oil prices also meant Chase and Citibank were flush with money deposited by oil-rich Arab countries, and this money could be profitably loaned out for mergers.

There were significant policy changes at work as well, changes that often reinforced one another. Four new conservative Supreme Court Justices appointed by Nixon made mergers a bit easier with a series of court decisions starting in 1974.45 In 1982 the Supreme Court in Edgar v. MITE Corp. got rid of most state-level antitakeover statutes. Carter and Reagan deregulation in trucking, oil, airlines, trains, telecommunications, and banking opened up opportunities for mergers. And financial deregulation allowed savings and loans, formerly confined to simple home mortgages, to invest in mergers by buying “junk bonds.”

The merger wave of the 1980s was distinct in two ways. In the 1960s conglomerate mania avoided antitrust law by buying businesses unrelated to their core industry. Conglomerates acquired subsidiaries because they could take advantage of lax accounting rules to make their earnings look better than they were. In the 1980s, corporations took advantage of the erosion of merger law by buying their competitors and concentrating industries. Also, a growing number of acquisitions were “hostile,” meaning the existing management and board did not want to sell the company’s independence.

From 1929 to 1974, a big respected company doing a hostile deal was, as merger specialist Martin Lipton said, “like spitting on the floor. It just wasn’t done.”46 This began to change in the late 1960s, most famously with Saul Steinberg’s aborted takeover of Chemical Bank. But Steinberg never had top-tier advisors, bankers, or lawyers, and he failed. In 1974, hostile takeovers became normalized. International Nickel, with the help of blue-chip investment bank Morgan Stanley, made a hostile offer for battery maker ESB Inc. When Morgan Stanley signaled to corporate America that it would take part in hostile takeovers, it meant that making an offer that upset other executives would not make one a Saul Steinberg–type. One could still be invited to the club.

Reagan’s election sent another signal to corporate America and Wall Street. As Baxter put together the Reagan Antitrust Division, raiders attempted three of the largest hostile takeovers in history, launching a merger wave similar to that of the 1890s. In 1981, Standard Oil of Ohio bought Kennecott Copper for $1.77 billion, while Standard Oil of California bought Amax Inc. DuPont bought Conoco for $7.5 billion. This was followed by U.S. Steel, which was tired of running a steel company, purchasing Marathon Oil for $6.3 billion. Cities Services Company sold out to Occidental for $4 billion.

The new rule in corporate America was not to build products or services—it was to buy or be bought. An entire industry of takeover specialists, including arbitrageurs who could manipulate stock prices, emerged to restructure corporate America. And this trend began affecting every facet of American culture. Hospitals began a furious merger wave, and costs in the American health care began exploding.47

Business goliaths restructured in the 1980s to take advantage of this new merger wave. The leader was a young and aggressive new CEO at one of the oldest and biggest conglomerates in America, General Electric, the corporation that had financed much of Bork’s research. Jack Welch was trained as an engineer, and had made it to the top at GE by selling a new type of plastic. Walter Wriston was on the board of GE, and had helped Welch become CEO.48 Welch made his mark as CEO not by engineering products, but by financial engineering. Welch understood earlier than almost any other business leader what the new pro-merger legal environment meant, and announced at his first meeting with security analysts in 1981 that under his leadership, GE’s strategy would be to stop competing in markets where the company wasn’t number one or two.49 In any business in which GE wasn’t or couldn’t become the market leader, he would either have the manager find a way to get to number one, sell the division, or shut it down.

Within four years, Welch shut down a dozen of the company’s 217 factories, and cut 18 percent of total employment at the company. As Wriston said, Welch wasn’t “waiting around until the changes are too late and too little.”50 Welch sold all mass market manufacturing lines, except big appliances and light bulbs. GE ditched its consumer electronics business. Under Welch, the company began a policy of firing 10 percent of its employees every year, as well as spending billions of dollars to buy back stock.51 In the press, Welch became known as “Neutron Jack,” with his strategy of mass layoffs reminding reporters of the neutron bomb, which was reputed to kill people while leaving buildings intact. Journalists sometimes called him “Trader Jack” for his strategy of buying and selling companies, treating GE less as an industrial giant and more as a portfolio of financial assets. In six years, he bought and sold nearly six hundred business and product lines.52 But he also, as author Barry Lynn noted, set the pattern for mergers and acquisitions in old-line industrial America.

In 1985, at the height of fears about the Japanese “invasion” of corporate America, Welch took over television maker RCA, assuring Congress he would combine GE and RCA to compete more effectively with Japanese television manufacturers. Instead, Welch traded the entire GE-RCA TV division to France’s Thomson Electronics in return for Thomson’s medical device business. He kept NBC, which was not subject to international competition. As Lynn put it, “in two strokes, Welch remade multiple world-spanning industries. The rationale behind his moves was simple: concentrate power, avoid direct competition with firms backed by mercantilist states (as Japan’s electronics companies were), and focus on industrial activities that could be protected through interaction with regulators (Thomson’s medical device business) or the Pentagon (RCA’s defense business, which Welch kept).”53

Welch also began to outsource much of GE’s work to other companies, often those abroad with lower labor and environmental costs. “If I had my way, I’d put every GE plant on a barge,” he famously said. Eventually, GE would do even better. By the 2000s, the company founded by Thomas Edison didn’t even manufacture light bulbs, sourcing them from Chinese contractors and branding them as GE products.54

Other leading companies, such as General Motors, followed Welch’s path. In the mid-1980s, GM bought both Electronic Data Systems and Hughes Aircraft, attempting to diversify away from the auto industry in which it was up against foreign competitors backed by governments into regulated industries with government contracts. What it couldn’t do by diversifying it did by offshoring, moving production to low-wage areas like northern Mexico starting in the early 1980s.55 The steel industry did the same thing. U.S. Steel bought not only Marathon Oil for $6.3 billion but paid $3.6 billion for Texas Gas and Oil; National Steel bought United Financial Corporation of California, and another steel company, Armco, went into insurance. Meanwhile, in 1986, the Reagan administration’s Commerce Department invited 38,000 American companies to a trade fair in Acapulco, encouraging them to explore moving factories to Mexico.56 American business was getting bigger, hollower, and more concentrated. Corporations were consolidating power over individual markets. This was not just true in the industrial sector. It happened, as it had in the 1920s, through the chain store.

CRAZY EDDIE AND THE SHOPPING MALL

In the 1970s, New Yorkers became familiar with advertisements by “Crazy Eddie,” an excitable fast-talking electronics salesman who ran late-night television commercials for his discount chain with the tagline “Crazy Eddie’s Prices are Insaane!!!!!!!!!!” And his prices were astonishingly low. They were also a violation of the law.

Around 1970, Eddie Antar started discounting electronics, gleefully ignoring the fair trade prices set by manufacturers. When manufacturers refused to sell him inventory, he would go to gray-market suppliers, find surplus from other businesses, or portray used or defective products as new. His outrageous ads were entirely focused on low consumer prices. Fair trade wasn’t the only place where he found the rules an inconvenience. He paid his employees off the books, lied to the government to avoid paying sales taxes, and hassled shoppers. His stores, violating not-often-enforced Blue Laws, were open on Sunday, as well as Christmas, New Year’s, and Thanksgiving, a rarity for major chains.

Crazy Eddie had found a business model incompatible with fair trade laws. When these laws changed in 1975, and when the government stopped enforcing the Robinson-Patman laws against price discrimination, Crazy Eddie capitalized and opened up more stores.57 Crazy Eddie’s tagline about insane prices was onto something. With its large volume of purchases, the chain was able to use its buying power to demand volume discounts from suppliers, as well as crush independent retail store competitors.

More policy levers tilted the world toward Crazy Eddie. The Federal Reserve’s high interest rate policies strengthened the dollar, allowing for an even greater flood of cheap imports of electronics and adding leverage to the new chains like Crazy Eddie. By 1987, the chain was in four states and had $353 million in revenue. Crazy Eddie’s run ended abruptly, not due to retail improprieties, but because of tax cheating and securities fraud. But in the new environment, much of the business model was sound. With its emphasis on low prices instead of quality products and service, Crazy Eddie created a template for who would have power in American retail in the 1980s. It would not be the maker of things, or the community store. It would be the middleman.58

Crazy Eddie was in the Northeast, but elsewhere the same trends were obvious, if less tacky and crooked. In much of America, the 1980s was synonymous with the platform of this low-priced consumer paradise: the shopping mall. First built in the 1950s, the indoor shopping mall was a platform for commerce, a replacement for downtown shopping areas. In the 1970s, merchants began taking credit cards for payment en masse, which made it easy to shop anywhere. In 1975, there were 16,400 shopping centers that accounted for a third of all retail. By 1987, there were 30,000 malls, which took over half of all spending, 8 percent of the labor force, and 13 percent of all national output of goods and services.

Consumer Reports called these malls the “air-conditioned, sanitized, standardized… new Main Streets of America.” In 1986, “along with power mowers, ‘the pill,’ antibiotics, smoke detectors, transistors, and personal computers, the shopping mall was selected as one of the top 50 wonders that has revolutionized the lives of consumers.”59

The stores that succeeded were chains that, like Crazy Eddie’s, based their business on volume, scale, and price. The Gap, Benetton, Ann Taylor, Banana Republic, and The Limited grew in the legal environment that allowed bullying of suppliers and encouraged offshoring of the apparel industry. By 1985, The Limited was the top seller of women’s clothing and accessories in the world. In 1986, the company was producing 200 million items of clothing, which amounted to three pieces for every single woman between the ages of fifteen and fifty-five in America. The founder of the chain described his strategy as choosing clothes to sell based on what “we could copy and sell the hell out of,” and creating private label brands manufactured in Asia. 60 The Limited did its own merger binge, buying Victoria’s Secret, Abercrombie & Fitch, Henri Bendel, and Lane Bryant.61

And then there were the “big box” stores: Kmart, Toys “R” Us, Target, and of course Walmart, as well as warehouse discounters such as Costco, Sam’s Club, and BJ’s Wholesale Club. These stores were bigger, had fewer clerks to help customers, and offered even lower prices.

Fair trade laws had allowed makers and manufacturers to set their retail prices. This meant that independent retailers competed on service, since they couldn’t really discount. Customers paid the same price for the item no matter where they went, so retailers had an incentive to invest in skilled salespeople who could offer advice on which items to buy and how to service those items. In the 1970s, liberals got rid of these fair trade laws. And when manufacturers could no longer set prices, customer service disappeared. Customers could now get free advice from a smaller store, and then do the buying at the big ones who sold cheap.

One irony was that Baxter supported fair trade laws, while liberals fought against them on behalf of chain stores. At the behest of large discounters like Kmart, Democrats and Republicans in Congress put pressure on the Reagan Department of Justice and the FTC to prosecute those who used fair trade practices.62 The 1980s was thus a strange brew, with Chicago School advocates encouraging corporate consolidation in a merger boom, and consumer-rights-influenced liberals encouraging consolidation through chain stores.

Wall Street began attacking department stores, a process heralded by a merger battle between Federated Department Stores and Campeau Corporation (owner of Allied Stores), which ended up saddling formerly well-run companies with unpayable amounts of debt. The battle ended by putting Bloomingdale’s, Jordan Marsh, Burdines, and an entire series of smaller department stores into one giant debt-laden empire, which soon went bankrupt. And in this new discount world, what replaced customer service? Branding.

The independent retailers that Patman and the Democratic Party had fought so hard to protect began to vanish en masse. In 1972, shortly after Crazy Eddie opened its doors, there were a little over 1.9 million retail establishments. Ten years later, that number had fallen by about a quarter, and didn’t recover. And the sales volume per store skyrocketed.

In the 1980s, the shopping experience changed, as did the experience of producing something for sale. Manufacturers had to sell through a smaller number of chain stores. Those stores had limited personnel to help customers choose among various items, so making something now also meant having a large advertising operation to do the work that retail clerks used to do. And chain stores could now bully manufacturers, legally, and exploit the strong dollar induced by Reagan and Volcker policies to threaten even the largest ones with the flood of cheap foreign goods.63 It became much harder to be an independent retailer or manufacturer. Congress in 1975 ended the American system of commerce, put in place between 1914 and 1937, that was designed to modernize the ability to make, shop, and sell while retaining the traditional political independence of the shopkeeper or merchant.64 In the 1980s, Wall Street merger specialists pillaged the existing temples of commerce, the grand department stores, while newly empowered chain store proprietors devastated the local store and small manufacturer.

HIGH-TECH MONOPOLIES

Baxter did digress, in one important exception, from the Chicago School. He inherited an antitrust suit from the Carter administration against the largest company in the world: American Telephone and Telegraph. And in contravention to what most of the other officials in the Reagan administration wanted, he refused to drop it. Instead, to the surprise of nearly everyone involved, he pledged to litigate the case “to the eyeballs.”

The case against AT&T had started partly as a result of the Neal Commission, the LBJ-convened commission of antitrust economists that recommended large-scale de-concentration of the economy. In 1973, Senator Phil Hart introduced the Industrial Reorganization Act to break up all large American corporations. Hart, who saw himself as an heir to trustbusting Senator John Sherman, was persuaded to include AT&T’s monopoly in his hearings over the legislation. His committee staff passed files about AT&T to the Department of Justice Antitrust Division.65 For seven and a half years, the battle over AT&T’s power raged in the courts, in Congress, and at the FCC. The Carter administration’s FCC chairman, Charles Ferris, began chipping away at the 1956 decree, the conclusion to an earlier antitrust case and one that confined the company to the telecommunications field and prohibited it from entering the computer business. In 1979, Ferris allowed AT&T to offer data and information services through subsidiaries.66

For Baxter, the case to break up AT&T had strong economic and conservative underpinnings. The company had in effect four businesses: a series of regulated local telephone monopolies, a long-distance telephone network, a telecommunications equipment arm called Western Electric, and a research division known as Bell Labs. Prior to the 1960s, the company’s monopoly seemed to make sense; it was technologically impossible or at least impractical to create a parallel telecom network. But technology had eroded the importance of a single integrated system for telecommunications, and thus the need for the existing regulatory and monopoly model. AT&T’s competitor MCI used microwave technology to compete in long distance. It was a billion-dollar company. Japanese competitors in the equipment business were going after AT&T’s Western Electric telecom manufacturing subsidiary.

What earlier policymakers had seen as a necessary telephone and telecom monopoly, Baxter saw as an entrenched incumbent using regulations to protect its high margins. Baxter believed AT&T was using the revenue from the regulated local telephone networks to subsidize its other businesses. Baxter also felt that A&T’s current structure protected IBM as well, since AT&T was restricted from challenging IBM in the computer business by the 1956 consent decree.67 At the time, IBM was a giant, and Baxter believed that only another giant trusted by corporate America, such as AT&T, could compete with the computer behemoth.

By breaking up AT&T, Baxter would end the anticompetitive cross-subsidies and create a new competitor to IBM in one stroke. While not normally a proponent of assertive antitrust action, Baxter felt that, as one antitrust lawyer in the division put it, the AT&T case was “the one good thing the Antitrust division had done in the last thirty years.”68 In 1981, AT&T essentially lost the case, and AT&T’s leadership accepted that the old monopoly telephone system was over.69 It settled with the government. The company agreed to split off its regulated local subsidiaries into seven “Baby Bell” local service companies, each of which would be regulated as a local monopoly. In this one case, a case opposed by nearly all adherents of the Chicago School at the time, Baxter represented a throwback to the trustbusting legacy of New Dealers.

The consequences of the breakup were complex, and staggering. The most obvious and immediate impact was the end of cross-subsidization in the telephone business, and a hit to the pocketbooks of most Americans. Local phone rates increased by 35 percent, while the cost of long-distance phone service fell.

Another more important consequence was the burst of competition and innovation in the communications and technology industries. Sprint and MCI grew into major long-distance competitors, and eventually a whole wireless cell phone industry and internet service providers like America Online and CompuServe emerged. There were fears AT&T would cut its research and development if it lost its natural monopoly; the opposite occurred, as the company feared competitive pressure.70 It also deployed technology, like fiber-optic networks, much faster. Prior to the breakup, AT&T bought telecommunications equipment largely from its own subsidiary, Western Electric. But the Baby Bells created in the breakup were now willing to buy telecom equipment from anyone who could make it. Now, others could compete to get a share of the communications technology industry, and did. The corporation eventually broke itself up even further, spinning off Western Electric and Bell Labs into separate corporations.

It is difficult to imagine that AT&T, had it remained a monopoly, would have allowed the remarkable shifts in telecommunications over the following decades, including cell phones, pagers, voicemail, and the commercial internet. The information revolution had been bottlenecked by AT&T; Baxter broke the bottleneck and unleashed the rest of the electronic century.

An equally significant consequence of the end of the suit was, paradoxically, the clear signal to business leaders in these new areas that their goal should be the acquisition of monopoly power. The same day Baxter announced the AT&T settlement, he also announced the dropping of the IBM suit, and conceded he was dramatically relaxing antitrust enforcement. AT&T would be broken up because it had been subject to public utility rules, but IBM would be left alone to act as it wanted, since it had not been subject to such regulatory scrutiny.

The Reagan Department of Justice, by ending its pursuit of monopolization after the AT&T case, set the trajectory of the ongoing information revolution toward monopoly. New computing companies focused, as GE had, on acquiring strategically pivotal positions in the burgeoning electronics field. The burst of innovation and competition released after the breakup was temporary, a free-for-all to see who would become the new monopolists.

Finally, the AT&T breakup had another ironic effect. It added to the merger wave, as the Baby Bells began reconsolidating. The original long-distance business was eventually swallowed by Southwestern Bell, which renamed itself AT&T.

LOCKING IN THE REAGAN REVOLUTION

Ronald Reagan oversaw a revolution in political economy, implementing in the 1980s what Aaron Director had conceived in the 1950s. Reagan locked in his policies by stacking the courts with conservative Chicago School–oriented judges who believed in the New Learning and had deep disdain for populism. Reagan put four judges on the Supreme Court, including Bork ally Antonin Scalia. Perhaps as importantly, he seeded the lower courts with law and economics adherents like Douglas Ginsburg, Frank Easterbrook, and Richard Posner.

In the late 1960s, Aaron Director’s strategy of mocking the Supreme Court and liberal judges for not understanding economics began to work, as law and economics scholarship began appearing in judicial dissents. The next decade, Nixon, Ford, and Carter judicial appointments accepted the arguments of Chicago School advocates on mergers and antitrust. By the 1980s, Chicago School advocates could watch the merger wave unfold with the satisfaction that some unelected judge couldn’t block it by substituting his or her preference for economic science.

Within a year of his inauguration, Reagan put Bork on the highly influential Court of Appeals for the D.C. Circuit. Bork, along with a new generation of law and economics thinkers put on the courts as judges, would structure antitrust doctrine directly. Aaron Director’s disciples were now in control of the law.




CHAPTER SEVENTEEN The Morgans, the Mellons, and the Milkens


“The fetters which bind the people are forged from the people’s own gold.”

—Louis Brandeis1



[image: Image]

It was 1986, and one of the most popular television shows was Dallas, about the oil tycoon J. R. Ewing and that most Texan of dreams, to get rich through scheming. At a Beverly Hills conference for Wall Street financiers, the actor Larry Hagman, who played J. R., riffed on a popular commercial for the American Express credit card, speaking instead of his “Drexel Express titanium card,” named after the most powerful investment bank of those days, Drexel Burnham Lambert. The card, he said, “has a ten-billion-dollar line of credit… don’t go hunting without it.” The men in the audience admired J. R.’s daring, wealth, scheming, and most of all, perhaps, his use of borrowed money to ruthlessly capture or crush rival corporations.

This was anything but Wright Patman’s Texas, which traced back to the late nineteenth century and the Farmers’ Alliance demands for low interest rates and fair markets. J. R.’s Texas culture was formed in the 1940s, with billionaire financiers in short sleeves play-acting cowboy on Wall Street, as captured in books with titles such as The Lusty Texans of Dallas, Houston: Land of the Big Rich, and The Super-Americans. By the 1980s, it was no longer just Texas oil fraud, but Texas land fraud and Texas savings and loan fraud that minted the new millionaires.

After the Iranian revolution in 1979, the skyrocketing of the prices of oil resulted in one of the largest transfers of wealth in history, from oil consumers in the West to oil producers. No one but Arabs, Venezuelans, and Texans seemed to be doing well. The stock market was catatonic, inflation and interest rates catastrophic. In such an environment, the Federal Reserve couldn’t even really print money without stoking more inflation. But the Texans and the Saudis could always pump more oil.

The new culture of greed in the oil patch reverberated across America, and around the world. The 1980 episode of Dallas “Who shot J. R.?” was the second-highest-rated prime time show in American history. The mother of the Queen of England begged Larry Hagman to tell her who did it. He refused. Hagman later claimed that the show, broadcast in communist Romania, helped bring down the country’s dictator by illustrating to the forlorn people the luxuries available in the West.

Hagman was a special guest at the 1986 party of the biggest names on Wall Street, nicknamed the “Predators’ Ball.” More formally, it was called the “Drexel High-Yield Bond Department Annual Conference,” high-yield debt being the preferred name for junk bonds. Dallas and J. R. were a perfect bridge between the oil-shock-driven 1970s and the “Greed is good” Wall Street–oriented decade of the 1980s.

The gathered wealth represented, according to one participant, three times the GNP of the U.S.2 So powerful was this combination of financial firepower and lax merger rules that the Predators’ Ball—held annually and increasing in prestige until the end of the decade—became a forum for thousands of the most important people in finance, as well as those trying to peek into this world of luxury. Attendees included oil magnate and corporate raider T. Boone Pickens, media barons Rupert Murdoch, Barry Diller, and Ted Turner, cell phone pioneer Craig McCaw, financial kingpin Ronald Perelman, revolutionary corporate raiders Carl Icahn and Henry Kravis, Las Vegas casino magnate Steve Wynn, and countless CEOs, celebrities, and politicians, as well as striking workers to picket them.3

By 1986, the conference had become an orgy of fame, money, sex, arbitrage, politics, and mergers. Frank Sinatra once made an appearance for a cool $150,000 fee. Diana Ross sang, changing outfits twice during her routine.4 Country music star Dolly Parton performed. A Madonna look-alike danced and lip-synced to her famous song “Material Girl,” changing the lyrics to “I’m a double-B girl living in a material world,” in a nod to both bra sizes and junk bond ratings.5

On the second night, the VIPs of the event, some hundred of the “real players”—people with large amounts of money, access to money, or deal lawyers—attended a private party and dinner. Arbitrageur Martin Weinstein made a wry comment, noting that a corporate raider named Irwin Jacobs “had been in deep conversation for hours with one of these women at the far end of the room.” Weinstein said, “Tell Irwin he doesn’t have to work so hard. She’s already paid for.”6

Such was life among financial raiders, schemers, looters, and fraudsters of the 1980s who were not content with yachts and private jets, but sought entire corporations to fit into burgeoning industrial empires. The investment bank Drexel Burnham Lambert was the center of the swirling greed, the industry leader and near monopolist of the corporate restructuring of the 1980s. And Drexel was run in all but name by the most influential banker on Wall Street since Andrew Mellon: Michael Milken. The J. R. Ewing sketch was Milken’s doing. It was symbolism, and potent, at that.

Milken represented the return of the final component of Mellonism, the unbridled power of the financier to shape the real economy to serve his own ends. Milken used the corporation and the bank as a means of moving investors’ capital—other people’s money—into his own pocket. Unlike Saul Steinberg in the 1960s, Milken was free from restrictions on financial capital, and free from antitrust rules or banking regulations. He could use borrowed money or trading instruments however he saw fit.

Milken got his start in 1969, entering a second-tier Wall Street firm as a trader in bonds of high-risk companies. Because the bonds Milken traded were risky, they paid a high interest rate. Often these were companies known as “fallen angels” that had been considered good credit risks, like Penn Central, but had defaulted. There was no public listing for these bonds, which Wall Street soon dubbed “junk bonds.” In the 1970s, most of the midlevel investment banks that raised money for these kinds of firms disappeared, leaving a funding gap for smaller and younger companies.7

Smaller and medium-sized companies presented a special challenge for financial markets. For one, they didn’t have enough of a reputation or track record that investors could rely on. These kinds of companies typically borrowed money via direct lending through banks. A banker could monitor a company directly, unlike atomized investors who held small bits of these corporations’ paper. But as banking declined in importance versus the increasingly unregulated financial system, so did the financing channels for newer and riskier ventures.

In another era, Milken would have become a modestly successful specialist in a backwater area of Wall Street, or perhaps a small-scale white-collar crook. But Milken would take advantage of, and pushed, the newly lax legal context for finance. There was another risk in lending to unknown, lesser known, or weaker companies without adequate supervision. This kind of lending could be easily corrupted. Two economists, George Akerlof and Paul Romer, observed the danger. As they put it in 1993, a “limited liability corporation could borrow money, pay it into the private account of the owners, and then default on its debt.”8 This danger was especially acute when the person in charge of lending the money was in on the scam. He or she could get money from investors, “lend” it to unknown companies, and then transfer the money to his or her own pocket by taking a cut. New Deal financial reforms were designed to block just such behavior, which had been done by the financiers of the 1920s.

Michael Milken became the architect of a complex and corrupt financial system based on engaging in this kind of looting. It started relatively small. He would entice investors into buying junk bonds of unknown companies that yielded high interest, and then take large fees from the deal flow. Milken had to ensure that these bonds paid out their interest, or at the very least, that investors who held these bonds could sell them in a market. Otherwise, investors would stop buying junk.

Milken somehow made this work by standing in between the junk bond buyer and the company issuing the debt. If you bought Drexel junk, Milken would always be willing to buy back your bonds, no matter how the underlying corporation that issued the bonds did. Somehow, even if the bond was outlandishly risky or close to worthless, Milken could always find a willing buyer, or take you out of it himself. Bond buying is a form of lending, and, normally, bond buyers care about whether the borrower will pay them back. But Milken stood in the middle between a lender and a borrower, and would ensure bond buyers were paid back regardless of how the borrower did. He could do this because he was stashing losses within captive pools of capital he controlled, like mutual funds, insurance companies, thrifts, and pension funds, aka other people’s money.9

But who were these buyers willing to buy worthless junk bonds? Milken realized he needed to find men who controlled pools of other people’s money and who were willing to hide losses for him. He found them among the dregs of Wall Street, the scam artists who lived in the gray areas of the financial world. These men wanted access to junk bond financing, so they had an incentive to help Milken create what looked like a vibrant market and draw real investors in. One such Milken vessel was Saul Steinberg, who still owned Reliance Insurance, a giant pool of other people’s money. There were others—Carl Lindner, Meshulam Riklis, Victor Posner—who owned insurance companies and banks whose deposits and premiums they could use to buy junk bonds.

Milken also took advantage of a laxer environment to build pools of capital he would control. For instance, he helped build up an early junk bond mutual fund, First Investors Fund for Income (FIFI), and cultivated a relationship with the fund manager, David Solomon. After Milken got involved, “almost overnight, Solomon was transformed into a seeming portfolio wizard,” wrote investigative reporter Connie Bruck. In those first few years, “Drexel employees claimed it was Milken who pulled Solomon’s strings.” In 1975–1976, FIFI was the most successful bond fund in America, with Solomon and Drexel doing a road show to sell investors on the fund. A few years later, FIFI had so much money from investors that Solomon “could not afford to be choosey” and had to buy “the diciest bonds” Milken had to offer, the “junkiest of the junk.” In the 1980s, with billions of investors’ money, Milken was using FIFI and other captive funds to buy junk bonds Drexel issued. While the First Investors Fund offered seemingly miraculous returns at first, it eventually collapsed, with ordinary investors losing hundreds of millions of dollars, some their life savings.10

The junk bond looked like an active market, with lots of buyers and sellers. But as Akerlof and Romer put it, “The junk bond market of the 1980s was not a thick, anonymous auction market characterized by full revelation of information. To a very great extent, the market owed its existence to a single individual, Michael Milken, who acted, literally, as the auctioneer.”11

Milken spun a theory that he was so good with numbers, such a hard worker, and had discovered that investors undervalued junk bonds due to an irrational preference for quality bonds. This bias seemed to explain the exceptional performance of junk bonds, and how Milken could also seem to find a buyer if a seller wanted out.12 For roughly fifteen years, from 1974 to 1989, Milken got bigger and stronger, and he became a money machine, the junk bond king.

Other investment banks couldn’t figure out how he did what he did. Eventually, they simply started to emulate his aggressive tactics, putting up their own capital to get into junk bonds. But they couldn’t compete, as Akerlof and Romer pointed out, because the market was rigged. Junk bond buyers were confident when they bought Milken’s bonds that they would be paid back. A host of side payments to those running the institutions hiding the losses kept the network functional. Milken’s network—including Milken’s top salesman in Beverly Hills and two Milken-involved thrifts—even quietly purchased an interest in a bond rating company, Duff & Phelps, which then proceeded to rate the bonds of those thrifts favorably (both thrifts eventually collapsed).

Others who tried to compete with Milken by selling junk bonds didn’t have places to stash losses, and were just trying to match lenders and borrowers. If there were defaults, junk bond buyers lost money. So junk bond buyers bought from Milken, who came to control the entire market.13

In 1983, Drexel, which had been a second-tier investment bank, issued $4.69 billion of junk offerings, three times what it had done the year before, including a billion dollars for a young telecommunications upstart named MCI and $400 million for MGM/UA Entertainment Company, entities that could not otherwise access capital markets effectively at the scale they sought. By 1987, the junk bond market had grown from $7 billion in the mid-1970s to $125 billion.14

Looser financial regulation greatly helped Milken, as did lax enforcement of laws that remained on the books. But two changes helped truly super-size Milken’s scheme. The first was the transformation through financial deregulation of the savings and loan industry into giant pools of unregulated government-backed money.

These S&Ls were designed to finance the American home, and Patman had sought to carefully fence them off so they could continue to do so in perpetuity. But they were set loose by a series of laws, including one signed by Carter in 1980 and one signed by Reagan in 1982. S&Ls could now pay depositors any interest rate, and more importantly, they could enter any line of business they wanted, from commercial real estate to junk bonds. And the U.S. taxpayer backed all of it, through deposit insurance.

Across the country, real estate developers took control of S&Ls and began looting them by having the banks make loans to insiders. As they had with Penn Central, accountants looked the other way while the new S&L bosses lied about their balance sheets, and the great law firms, from New York to Chicago to Texas, bullied regulators and threatened suits against them. “For half a million dollars you could buy any legal opinion you wanted from any law firm in New York,” an anonymous lawyer turned banker said in the 1980s.15 Their clients could pay anything for the legal and accounting help, because “deposit insurance gave them the key to the U.S. Treasury.”16

Top politicians on both sides of the aisle, from Republican John McCain to House Democratic leader and former Patman ally Jim Wright, took money from the S&Ls and in turn helped bully regulators. As Banking Committee chair, Patman had fought to preserve the financial channel for homes, and to investigate fraud where he found it. Just six years later, in 1982, Banking Committee chief Fernand St. Germain wrote the bill deregulating Savings and Loans while allegedly being supplied with prostitutes from S&L lobbyists. A few years later, newspapers exposed him as using his power as committee chair to become a millionaire. The scandal caused his popularity to plummet. He fought back, with help from the now-big-business-funded party establishment. His allies ran antiwar ads, accusing his opponent of seeking to bog down the U.S. in Nicaragua, which would become “Another Vietnam.”

Consumer groups meanwhile ignored St. Germain’s corruption because St. Germain criticized bankers for charging high interest rates on credit cards, and offered “trivial but crowd-pleasing bills to regulate unpopular commercial practices.” Congress Watch, a Nader-backed group, said that questions of his personal finances “were unlikely to interfere with his banking work.” Another Nader spin-off, the Public Interest Research Group, practically apologized for noting St. Germain took financial industry money, writing “not everyone who receives a large amount of PAC contributions will be anticonsumer,” and applauding his willingness to put a particular consumer issue “high on the agenda.” St. Germain buried his opponent, surfing to reelection on a flood of business donations, many from large financial institutions.17

A New York Times op-ed satire explained the problem with the 1982 Garn-St. Germain Depository Institutions Act: “We all know now why the old Prudential National Trust company changed its name to Crazy Louie Bank N.A. because by now everybody’s heard the commercials: ‘Shop the banks! Shop the savings banks! Shop the money market funds! Then take your money to Crazy Louie’s. He’ll beat them all! Crazy Louie’s Maniacal Money Account will always pay the highest interest rates in town! And that interest is guaranteed, because Crazy Louie is a member of the FDIC, an agency of the Federal Government, which insures your deposits—not only the principal, but the interest, too.’ ”18

S&L fraud remade the American landscape, funding white elephant shopping centers and luxury hotels built mainly to be looted. The total cost ran into the hundreds of billions of dollars. For Milken, S&Ls were a perfect place to stash losses. When necessary, he could put toxic junk bonds in Columbia Savings and Loan of Beverly Hills, CenTrust Federal Savings of Miami, Executive Life Insurance Company, or any of the more than fifty financial institutions that eventually went bankrupt under the weight of tens of billions of defaulted Drexel bonds.19 As writer Benjamin Stein told Congress, “Thanks largely to well-meant but extremely unfortunate legal changes at the beginning of the 1980s, the federal government basically repealed Glass-Steagall if an investment bank just called its commercial banking captive a ‘savings and loan.’ ”20

Milken now had a virtually unlimited pool of money under his command. He had over a hundred billion dollars in direct financing through junk bonds. More importantly, corporate America and investors believed he could at any point raise as much as needed for any purpose, vastly increasing his power.21 He turned toward the opportunities presented by the relaxation of both anti-merger law and rules surrounding stock market trading. Starting in 1983, Milken staked aggressive corporate raiders and arbitrageurs who would launch raids on companies backed by Drexel junk bonds.22 In 1985, a Drexel banker told the hundreds of assembled financiers that the bank had figured out how to easily “finance the unfriendly takeover,” which earned the conference’s “Predators’ Ball” nickname.23 These bankers looked to Morgan and Mellon as inspiration. A guiding theme of Drexel’s corporate finance department was to find and stake, as one banker put it, the “robber barons of the future.”24

These new raiders looked for a specific type of company. They wanted to buy corporations that generated cash, had little debt, and owned assets. Conservatively managed companies with an engineer-CEO at the helm and that focused on producing industrial goods, such as National Can, were perfect. Then, Milken would find a stalking horse, usually a short, ambitious man who needed to conquer the world. He would either go to his network of junk buyers and raise hundreds of millions of dollars, or write what was called a “highly confident letter” saying that he could do so. The raider would take the money and buy a large slug of shares. Sometimes the company would pay the raider to go away, sometimes the raider would lose to another bidder, and sometimes the raider would win the prize.

If the raider lost, he would still make money by having his shares bought out at higher prices. Carl Icahn earned hundreds of millions this way. If the raider won the company, he would then saddle it with the debt he had incurred. It worked like buying a home with a mortgage. Essentially he would buy the company by borrowing against the company’s own assets. This was a massive leveraging operation, buying corporations with other people’s money. But unlike most attempts to buy stock with borrowed money, there were no margin requirements. Once the acquisition was complete, the company would pay out large salaries, fees, and service the extremely high-cost junk bonds.

Sometimes the companies would go bankrupt and disappear, sometimes the debt would be restructured. It didn’t matter. The deals benefited insiders, who were simply shifting corporate assets to themselves. Fees to the dealmakers, including investment advisors, bankers, underwriters, specialized fund managers participating in the buyouts, and lawyers, came to roughly 6 percent of the purchase price of a firm.25

All of Wall Street changed to accommodate this new and highly profitable activity. Investment bankers and lawyers pioneered a range of tactics to fight against or enact hostile takeovers, colorfully known as “greenmail,” “the PacMan strategy,” “shark repellents,” “the poison pill,” “the golden parachute,” and so forth. But all of these were essentially ways of loading corporate America with debt, or looting the companies outright. Investment bankers were now in the business of selling deals for the fees.

Corporate CEOs, most of whom were initially resistant to the takeover wave, were bribed into submission. In 1977, banker Martin Siegel, who eventually landed at Drexel and, along with Milken, would be criminally convicted, invented the golden parachute. The golden parachute was, as journalist James Stewart put it, “essentially a lucrative employment contract for top corporate officers, [and] provided exorbitant severance payments for the officers in the event of a takeover. Supposedly, the contracts were intended to deter hostile takeovers by making them more expensive. In practice, they tended to make the officers very rich.”26

As important as the fees was the information Milken acquired about which companies were being sold before raiders bid up the price of bonds or stock. This information, as well as deal structures Drexel controlled, gave Milken both money and power. He set up partnership structures outside Drexel, with names like Otter Creek, and allowed favored colleagues and family members to put money into them. These partnerships were then, as sociologist Mary Zey wrote, “used for the purpose of skimming warrants and equities in several of the Drexel underwritings,” such as that of Beatrice Foods.27 Congressman John Dingell found Drexel had twenty to thirty such partnerships allowing employees to profit on the side from deals in which they were involved; Otter Creek held a balance of $145 million, and one account bought and sold a billion dollars of stocks and bonds in a single year.28

According to writer Benjamin Stein, SEC staff attorney John Hewitt was collecting a “mountain of research” about Drexel showing “stupendous price fixing and bond-price rigging” by Milken. There was, he wrote, “clear-cut—or at least impressive—evidence that a Milken partnership, Otter Creek, was trading illegally on inside information.”29 Yet the Reagan Securities and Exchange Commission and Department of Justice had pulled back on enforcement of laws against white-collar crime. While Drexel paid high salaries, it was impossible not to notice the lucrative profits of a Milken partnership. Milken combined allies from inside Drexel and throughout Wall Street into these partnerships, making this entire apparatus dependent on him personally. These partnerships were akin to the House of Morgan’s preferred list, a way to funnel payments by helping favored individuals get guaranteed returns on stock investments. Milken now had yet another lever to control captive pools of capital, whether those were S&Ls, mutual funds, insurance companies, or corporate pensions. He simply showered the men who controlled these pots of other people’s money with an unending stream of favors.

Well-placed speculators could participate in the merger frenzy whether they were involved in the deal or not. Through arbitrage departments, investment bankers could bet on whether a deal would close, and with insider trading tips, these bets would often pay off. Much of Wall Street got involved, directly or indirectly, with Milken’s network. Robert Rubin, who later became the treasury secretary under Bill Clinton, climbed the ladder at Goldman Sachs as an arbitrageur. His protégé, Robert Freeman, accused of being part of the Milken-influenced network of traders, eventually pleaded guilty to insider trading.30

To those around him, it seemed as if Milken had figured out how to grow money on trees, and hand it to his favored clients. In the 1980s, junk bonds became the mechanism for reorganizing corporate America, and brought a new generation of leaders into the forefront of American finance and business with a different philosophy about power. “In a few short years,” wrote pro-Milken journalist Edward Jay Epstein, he “had reshaped the financial world in a way that no one else had done since J. P. Morgan in the nineteenth century.”31

The Predators’ Ball conferences were a celebration of debauchery, money, and power, but they became more than that. They became a celebration of financial capitalism, and an explicit nod to the original robber baron spirit that had created corporate America in the 1880s and 1890s. And they illustrated the increasing political power of this new raider class on Wall Street, not just over their traditional Republican allies, but among the new class of Democrats.

Attendees also included Tim Wirth of Colorado, Bill Bradley of New Jersey, and Alan Cranston of California. Howard Metzenbaum of Ohio, a staunch antimonopolist, went. Ted Kennedy of Massachusetts attended, to “listen and learn.” The mayor of Los Angeles, Tom Bradley, the only African American mayor of the city, gave a speech and introduced Michael Milken as “that man of genius, that man of courage, that man of vision, that man of conviction.”32 These were the young rock stars of the party, the future leaders of America.

The corruption of these politicians was gradual. At first, politicians watched the takeover wave with alarm. Members of Congress introduced over thirty anti-takeover bills.33 The Reagan administration was strongly supportive of the raiders, but Congress wasn’t. Wirth, who chaired an important subcommittee, expressed concern that “shareholders, companies, employees, and entire communities have been harmed in these battles for corporate control.” His key staffer, David Aylward, sought a strong probe and helped organize high-profile hearings. “We really don’t know where this money is coming from, and whether it could be better used for something else in the long term,” he told the press.

Drexel had a lavish political operation. After the hearings, Aylward took a lobbying job working for the Alliance for Capital Access, a trade association of junk bond users. He offered paid speeches to senators and House members, testified before committees, and spread money around. He had become a Milken lobbyist. The congressional push to restrict the use of junk bonds in takeovers ended.34 In 1986, Paul Volcker attempted to impose restrictions on the use of junk bonds. The Reagan administration and Congress pressured him to back down.35

Milken rewarded congressmen directly. As the Los Angeles Times reported, “Two members of Congress, Reps. Stephen L. Neal (D-N.C.) and Carlos J. Moorhead (R-Glendale), were paid $2,000 each in honorariums in 1986 to stroll through the command center of Drexel’s junk bond operation in Beverly Hills and chat with employees.” Neal later spoke on the floor of the House “against provisions in an omnibus spending bill that were designed to discourage the use of junk bonds in financing corporate takeovers.”36

Milken’s money—and takeover fever—spread far and wide within the Democratic Party.37 For instance, in 1990, Carter-era trade representative and former Democratic national chair Robert Strauss received $8 million representing both sides in the acquisition of MCA by Matsushita Electric.38 Strauss’s law firm, Akin, Gump, Strauss, Hauer & Field, had earlier earned $431,058 in 1986 lobbying for Drexel.39

The political machinery of the 1980s Democratic Party was financed in part with Milken money; Drexel executives on the West Coast were responsible for raising between $35,000 and $50,000 apiece for California fundraising events for Tony Coelho, the congressman in charge of making sure that House Democrats kept their majority through the Democratic Congressional Campaign Committee. When Milken had to plead the Fifth Amendment in a committee hearing in Congress so as not to incriminate himself, Coelho remained loyal. At a Drexel conference just a few weeks before Milken testified, Coelho gave a speech in Los Angeles, saying, “I am here tonight to show my respect and deep admiration for Michael Milken, my very good friend.… He is constantly thinking about what can be done to make this a better world.” Coelho got $2,000 for the speech. In 1989, Coelho resigned due to questions about his personal finances. A $100,000 junk bond underwritten by Drexel somehow wound up in his possession, with the bond bought with money borrowed from Columbia Savings and Loan, a thrift run by Milken’s protégé Thomas Spiegel. After Coelho’s resignation from Congress, he went to work on Wall Street for a million dollars a year. “I’m determined to be as successful here as I was in the political world,” he said.40

Meanwhile, arbitrage merger specialist Robert Rubin was everywhere in Democratic politics. He became a close advisor to Democratic presidential hopefuls Walter Mondale and Michael Dukakis and went on to New York governor Mario Cuomo’s competitiveness commission.41

As Milken became more powerful, he became a philosopher-king of the decade. He mimicked the weird political language developed of the era, talking about job formation, education, and “human capital.”

Milken also benefited from Milton Friedman’s success in the 1970s at insisting that the main goal of business leadership should be the well-being of the shareholder. Michael Jensen, a conservative Harvard Business School professor, was a prime conduit and refiner of this thinking, and now argued the takeover wave was essential for attacking entrenched corporate management and restructuring corporations to make them more responsive to shareholders.

Jensen’s theory was that corporate managers had an incentive to run the company inefficiently because shareholders were dispersed and powerless. Jensen saw companies with lots of cash, factories, research departments, and/or unionized workforces as poorly managed. The New Deal–era corporation was, in his view, run by undisciplined non-financially-oriented leaders. One solution was the leveraged buyout firm, a pool of capital run by a financier who could buy these fat and happy companies. A financier would load up these companies with debt and pay out cash dividends, thus, in Jensen’s theory, disciplining corporate management. In reality the leveraged buyout firm was just a mechanism for financiers to loot corporations and strip them of their assets, but Jensen provided a fig leaf useful in the press and on Capitol Hill.

The 1985 Predators’ Ball led to a flurry of dealmaking. Just weeks after the conference, Milken-backed raiders launched takeover bids of Unocal, National Can, Crown Zellerbach, and Northwest Industries.42 The deals got so big that, by the end of the decade, investment bank KKR’s takeover of RJR Nabisco with Drexel debt went for $25 billion, an amount so large that “the electronic transfer of funds necessary to complete the deal exceeded the physical capacity of the Federal Reserve wire transfer.”43 One young Drexel banker half-joked about going after the titans of corporate America, saying “maybe we’ll take a run at IBM.”44

American corporate strategists began to worry about the effects of financiers pillaging corporations. “The hostile tender offer,” said management consulting legend Peter Drucker, “has become a dominant force—many would say the dominant force—in the behavior and actions of American management, and almost certainly a major factor in the erosion of American technological leadership.45

Even corporations that didn’t get taken over restructured to load themselves up with debt. Between 1984 and 1985, 398 of the 950 largest companies in North America restructured, only 52 in response to actual takeover bids. The rest were self-initiated. In 1984, the amount of equity, or the part of the ownership structure that wasn’t debt, shrank by $85 billion. The level of debt in corporate America increased from 73 percent to 81.4 percent just between 1983 and 1984.46

To give a sense of what this did to the American corporation, consider the Goodyear Tire and Rubber Company. In 1986, a British raider named James Goldsmith attacked the company, claiming that management had taken their focus off the tire business. Goldsmith admitted he knew nothing about the tire business, but he did smell cash flow. What was going on was that Goodyear had put too much capital into its tire business, accounting for 25 percent of the research and development of the entire industry. Goodyear was the industry leader, and aimed to stay that way by making ever safer, longer-lasting tires.47

But Goodyear management’s very success made the corporation a target for the raiders, as the one-two combination of low debt and high levels of investment was perfect for looting. The company defended itself. As the head of business planning put it to Congress in the face of Goldsmith’s claims, “I do not believe that our 120,000 employees, tens of thousands of dealers and suppliers, and hundreds of thousands in communities who depend on Goodyear expected anything less than the defense we mounted. We all felt shocked and somewhat helpless in the face of one man backed by billions of dollars raised essentially by pledging our own assets.”

Goodyear defended itself, aggressively, using a “shareholder rights plan.” They sold their energy and aerospace divisions, borrowed money, and bought back their own stock. The shares more than doubled. But in the process, the company took its debt up from 33 percent in 1986 to 80 percent of the total value of the company. Goodyear cut research, capital investment, advertising, training, closed three plants, and reduced employment by 4,300 workers. It had been a well-managed company. There were plant expansions in Alabama in 1976, Tennessee in 1981, and North Carolina in 1982. In 1977, they built a $260 million plant in Oklahoma, and a $250 million plant in Texas to take on Korean competition. But, for three years after the raid, the company announced it would undertake no new investment to “focus on debt repayment.”

“Did we create wealth?” a Goodyear executive wondered later about these years. “I think not. In the long run, I think we destroyed wealth.”48

The junk bond market, and the savings and loan banks, did ultimately collapse. The looting was profound. One analyst noted that nearly all savings and loan banks that were major buyers in the junk bond market collapsed. According to Benjamin Stein, Drexel issued around $220 billion in debt, with a loss to investors and taxpayers of between $40 billion and $100 billion.49 Milken went to jail for insider trading, partly due to his domination of the junk bond market and his unwillingness to share spoils with the rest of Wall Street as much as his own crooked ways. But by the end of the 1980s, Wall Street had permanently changed corporate America. A new type of business model existed. The leveraged buyout industry, stung with bad publicity, rebranded as “private equity.” While some PE firms made productive investments, they were largely pools of floating capital that sought to use the corporation for the purpose of the financier.50

Strategically, the only businesses that were sustainable in the new legal environment were those that could withstand the pressures of financial raiders. Large-scale monopolistic corporations such as General Electric and Walmart could use the new tools to their advantage. So could high-tech concerns such as Microsoft that had taken advantage of the technology revolution to acquire choke holds over new vital arteries of commerce. Private equity firms and financial intermediaries who could use the new capital market structure to their advantage increasingly controlled American business.

In previous eras in American history, the wreckage caused by such widespread looting would have led to substantial legal reforms. And there were some. But the key innovation, that the corporate structure exists as a mechanism for the extraction of cash for insiders from either the company itself or from a market that company monopolized, was here to stay.




CHAPTER EIGHTEEN Tech Goliaths and Too Big to Fail


“A partnership with Microsoft is like a Nazi non-aggression pact. It just means you’re next.”

—Anonymous partner of Bill Gates1



[image: Image]

In 1985, the Dow Jones average jumped 27.66 percent. Making money in stocks, as a journalist put it, “was easy.” With lower interest rates, low inflation, and “takeover fever,” investors could throw a dart at a list of stocks and profit.2 The next year was also very good. The average gain of a Big Board stock in 1986 was 14 percent, with equity market indexes closing at a record high.3

For the top performers, the amounts of money involved were staggering. In 1987, Michael Milken awarded himself $550 million in compensation. In New York City, spending by bankers—a million dollars for curtains for a Fifth Avenue apartment, a thousand dollars for a vase of precious roses for a party—was obscene. A major financier announced in the Hamptons one night that “if you have less than seven hundred fifty million, you have no hedge against inflation.” In Paris, a jeweler “dazzled his society guests when topless models displayed the merchandise between courses.” In west Los Angeles, the average price of a house in Bel Air rose to $4.6 million. There was so much money it was nicknamed “green smog.”4

Ambitious men now wanted to change the world through finance. Bruce Wasserstein had been a Nader’s Raider and had helped write the original FTC study in 1969. He now worked at First Boston as one of the most successful mergers and acquisitions bankers of the 1980s. Michael Lewis wrote his best-seller Liar’s Poker as a warning of what unfettered greed in finance meant, but instead of learning the lesson, students deluged him with letters asking if he “had any other secrets to share about Wall Street.” To them, the book was a “how-to manual.”5

Finance was the center, but its power reached outward everywhere. The stock market was minting millionaires in a collection of formerly sleepy towns in California. Sunnyvale, Mountain View, Los Altos, Cupertino, Santa Clara, and San Jose in the 1960s had been covered with “apricot, cherry and plum orchards,” and young people there often took summer jobs at local canneries.6 Immediately after Reagan’s election, in December of 1980, Apple Computer went public, instantly creating three hundred millionaires, and raising more money in the stock market than any company since Ford Motor had in its initial public offering of shares in 1956. A young Steve Jobs was instantly worth $217 million.7

In upper midwestern farming country, up in the Corn Belt and High Plains, the power of finance had very different impacts. The winter of 1985 had been bitter and harsh, with farmers often encountering days with a windchill factor of 50 degrees below. Worse than the weather was the dreaded monthly payment to the bank. The mid-1970s had been good, with high commodities prices and a land boom, so farmers borrowed money to buy land, planted as much as they could, and watched the cash roll in. But farm debts had more than doubled, and as interest rates increased, the problems began to build up fast in the late 1970s.8

Like the old populists of the 1890s, farmers in the late 1970s began getting together, and talking about the cost of equipment and how much of their crop revenue was going to the processors. A wave of farm strikes began, with signs known as “John Deere Letters.” “Crime Doesn’t Pay… Neither Does Farming.” Farmers wanted supply management, which would guarantee them payments based on the cost of production, and which for much of the twentieth century had been the policy of the U.S. government. In February 1979, thousands drove to Washington in a “tractorcade,” parking their tractors on and tying up the National Mall. President Carter then made things much worse by imposing an embargo on grain shipments to the Soviet Union, in response to the Soviet invasion of Afghanistan. Many farmers responded by ditching the Democratic Party in 1980 and voting for Reagan, hoping for something, anything, to get better. That was a mistake.

Reagan paid the farmers back by breaking the back of farm country. In the early 1980s, wheat production boomed, but prices for wheat collapsed. At the same time, interest rates went even higher. Higher costs and less revenue meant many farmers couldn’t pay their mortgage. Rural high schools closed, churches lost membership, as families and young people left the farms. The news constantly covered sad stories about the end of the family farm. There were still faint memories of the Great Depression, with old-time farmers talking about “the thirties,” when the cattle starved and corn wasn’t worth selling, the price was so low. In Worthington, Minnesota, 250 farmers gathered to “hear an activist tell them that they ‘have no moral obligation to repay an unjust debt’ and that they would be right to use a gun to defend their farms from foreclosure.”

The Reagan administration responded by cutting payments to farmers. But who could you shoot? A young Farmers Home Administration supervisor from New York relocated to Union County, South Dakota, a county named for the cause of the Civil War. The government had moved him around the state in the hope that he would get tough with local farmers behind on their mortgages. His wife had been fired from two separate jobs, and his daughter wrote poems expressing sadness she had to keep leaving new friends behind. He caused a stir when he killed his wife, daughter, and dog, and then went to the office to shoot himself. “The job has got pressure on my mind, pain on my left side,” he wrote in his suicide note.9 The news media focused on the plight of the farmers. The government sent in officials to make it worse.

The family farmer had lots of people who said they were friends at election time—even the glamorous music industry put on a giant “Farm Aid” concert in 1985 to raise money for bankrupt growers. But there was no Wright Patman in the Democratic Party anymore. On the contrary, “new” Democrats like Dale Bumpers and Bill Clinton of Arkansas worked to rid their state of the usury caps meant to protect the “plain people” from the banker and financier.10 And the main contender for the Democratic nomination in 1988, the handsome Gary Hart, with his flowing—and carefully blow-dried—chestnut brown hair, spoke a lot about “sunrise” industries like semiconductors and high-tech, but had little in his vision incorporating the family farm.11

It wasn’t just the family farmer who suffered. On the South Side of Chicago, U.S. Steel, having started mass layoffs in 1979, continued into the next decade, laying off more than 6,000 workers in that community alone. Youngstown, Johnson, Gary—all the old industrial cities were going, in the words of the writer Studs Terkel, from “Steel Town” to “Ghost Town.” And the headlines kept on coming. John Deere idled 1,500 workers, GE’s turbine division cut 1,500 jobs, AT&T laid off 2,900 in its Shreveport plant, Eastern Air Lines fired 1,010 flight attendants, and docked pay by 20 percent. “You keep saying it can’t get worse, but it does,” said a United Autoworker member.12

And all the time, whether in farm country or steel country, the closed independent shop and the collapsed bank were as much monuments to the new political order as the sprouting number of Walmarts and the blizzard of junk-mail-holding credit cards from Citibank. As Terkel put it, “In the thirties, an Administration recognized a need and lent a hand. Today, an Administration recognizes an image and lends a smile.”13

Americans were experiencing, once again, what it felt like under Mellonism. Regional inequality widened, as airlines cut routes to rural, small, and even medium-sized cities. So did income inequality, the emptying farm towns, the hollowing of manufacturing as executives began searching for any way to be in any business but one that made things in America. It wasn’t just the smog and the poverty, the consumerism, the debt and the shop-till-you-drop ethos. It was the profound hopelessness.

Within academic and political institutions, Americans were taught to believe their longing for freedom was immoral. Power was recentralizing on Wall Street, in corporate monopolies, in shopping malls, in the way they paid for the new consumer goods made abroad, in where they worked and shopped. Yet policymakers, reading from the scripts prepared by Chicago School “experts,” spoke of these changes as natural, “scientific,” a result of consumer preferences, not the concentration of power.

And the law and economics world celebrated. In 1988, Reagan accepted an award from the American Enterprise Institute, the think tank that had financed Bork’s legislative history, built by the man who would elevate the Chicago School’s intellectuals during the Goldwater campaign. “We have come a long way together,” the president said. “From the intellectual wilderness of the 1960s, through the heated intellectual battles of the 1970s, to the intellectual fruition of the 1980s. The American Enterprise Institute stands at the center of a revolution in ideas of which I, too, have been a part.”14

THE CORRUPTION OF THE DEMOCRATS

And what of the party of the people, the Democrats? The scandals of the 1980s should have enabled the party to hit back against Reagan and the GOP. Throughout American history, the triumph of plutocrats in a decade provoked a backlash, and the opposing party would win a series of elections and reorient political economy. But the Chicago School had dismantled this political fail-safe. By the 1980s, the Democrats as a party had lost the ability even to think about the problem of concentrated economic power, so they did not understand what was happening, hence could not oppose the process even if they wanted to.

The psychological shock of Reagan’s victory in 1980 had caused a soul-searching among party leaders, the defeat much worse than McGovern’s landslide loss to Nixon. Democrats in the 1970s had largely abandoned their New Deal alliances of small businesses, family farmers, and unionized workers, and had lost the ideological core of the party. Now they had to build something new.

Into this vacuum stepped a new generation of leaders. In 1982, Randall Rothenberg wrote an Esquire cover story titled “The Neoliberal Club: Bleeding Hearts Need Not Apply.” This article featured, accurately, the young major new leaders for the party: Paul Tsongas, Bill Bradley, Gary Hart, and Tim Wirth. Rothenberg’s follow-up writing, which included a book titled The Neoliberals, discussed the politicians Bill Clinton, Bruce Babbitt, Al Gore, and Dick Gephardt, and the writers and intellectuals Charlie Peters, Robert Reich, Lester Thurow, and James Fallows. It was these leaders who would dominate the next thirty years of Democratic politics. These were the men successfully grooming themselves for the post-Reagan presidency, and they began calling themselves “New Democrats.” The common denominator of the group was that they were “pragmatic,” which meant they believed in the “end of the New Deal.”15

Paired with these political leaders were economists like Alice Rivlin, as well as consumer-oriented advocates like Ira Magaziner, who styled themselves as technocrats able to float above dirty old politics. These operators adhered to the Boston Consulting Group’s framework that older industries such as steel and automobiles were low-value “sunset” industries, and that it was smart to allow Wall Street to milk these older industries for cash to be invested in “sunrise” industries such as computer chips and video games.16

As Rothenberg noted, neoliberal thinking, though sounding fresh, was not actually new. It was what Teddy Roosevelt argued in 1912 when he ran as a Bull Moose progressive and sought to abolish antitrust laws and organize business and government into a cooperative whole under the slogan “concentration, cooperation, and control.” New Democrats saw cooperation between business and government as a compelling alternative to Reaganism, and as a means of addressing international financial problems. Thurow had drawn from Galbraith, who in turn had drawn directly from such Bull Moose thinkers as Walter Lippmann.

Like Teddy Roosevelt and Galbraith, Thurow preached the abolition of the antitrust laws. All used the same excuse for doing so. “In markets where international trade exists or could exist, national antitrust laws no longer make sense,” wrote Thurow. This was a direct echo of TR’s statement, in accepting the Bull Moose nomination in 1912, that if we “do not allow cooperation, we shall be defeated in the world’s markets.”17 As Rothenberg pointed out, Bill Bradley, Gary Hart, and Paul Tsongas made the same argument, all proposing to relax antitrust and banking laws.18

There was one big difference, however. Whereas Teddy Roosevelt believed big government should rule concentrated capital, in the era of Reagan, New Democrats preached the idea that government should serve concentrated business institutions, under the guise that the job of political leaders was to cooperate with big business and forge consensus. New Democrats thought of the government’s assertion of public power against big business as illegitimate, as picking “winners” and “losers,” as unfair and unproductive redistributionism, and as a problem of “entrenched bureaucracies and narrow interests in Washington.” They used concepts, many from the Chicago School and repackaged by Thurow, to shield corporate executives, bankers, and financiers from democratic oversight.19 As shopping malls and mergers spread, these New Democrats found it repugnant to consider bringing back the New Deal model of attacking corporate concentrations of power.

A young operative named Al From organized the political operation of the New Democrats. From had worked in the Carter White House. After the Carter debacle, an old Louisiana politician, Gillis Long, recruited From to run the House Democratic Caucus, and they put together something called the “Committee on Party Effectiveness” to bring fresh ideas into the party. This forum included many of the key future leaders of the Democratic Party: Tim Wirth, Dick Gephardt, Al Gore, Geraldine Ferraro, Martin Frost, Les Aspin, Tony Coelho, Barney Frank, and many others. Advised by Thurow, Rivlin, and Charles Schultze, the group produced reports designed to infuse the Democratic Party with this new vision of political economy.20

The Committee on Party Effectiveness adopted new language for the party, a language of flabby, difficult-to-follow technobabble. Smart leaders of tomorrow should speak of “infrastructure,” and “human capital,” and “public-private partnerships,” and “high-technology entrepreneurship.” The concepts of “competition” and “the market” were reconceived to mean financial speculation and the free flow of capital, not social structures designed to support the independence and well-being of ordinary Americans. And big business was now “good.” As Thurow put it, “ ‘Small is beautiful’ sounds beautiful, but it does not exist because it does not jibe with human nature. Man is an acquisitive animal whose wants cannot be satisfied.”21

The language of the New Democrats was like Jell-O, impossible to nail down, vague, though always opposed to anything that sounded like populism or New Dealism. But the intent to insiders was clear. “Make no mistake about it,” wrote From in a memo about his strategy, “what we hope to accomplish… is a bloodless revolution in our party. It is not unlike what the conservatives accomplished in the Republican Party during the 1960s and 1970s.”22

In 1984, Walter Mondale, the vice president under Jimmy Carter, ran a campaign incorporating some of these new themes. Mondale, like the neoliberals, argued strongly for reducing the budget deficit. He also focused on cooperation between industry and government, proposing a technocratic sounding “Economic Cooperation Council.” The new council would of course not be “picking winners and losers,” but would among other things help, as the 1984 Democratic platform put it bloodlessly in the midst of ugly layoffs, “smooth the transition of workers and firms to new opportunities.” Voters didn’t like the new technobabble and gave Reagan forty-nine states instead of forty-four as they had in 1980.23

In the wake of this loss, financiers like Michael Steinhardt and Robert Rubin recruited From to take his organizing work outside Congress and establish the Democratic Leadership Council (DLC), an independent group designed to put neoliberal philosophy at the core of Democratic policymaking. The DLC now became the center of anti-populist political thinking for rising Democratic stars, the technobabble wielded to compete with Republicans for finance-friendly yuppies. As DLC’s chairman, Virginia politician Chuck Robb, said in 1986, “the New Deal consensus which dominated American politics for 50 years has run its course.”24

The DLC was an elite-driven organization, without a grassroots core. Populist senator Howard Metzenbaum opposed the DLC, and high-profile activist Jesse Jackson derided the DLC as the “Democrats for the Leisure Class.” But the Democratic betrayal of farmers, small business, and labor meant there was no longer institutional working-class support for the Democratic Party, except a fast-shrinking core group in labor. The result was that the DLC proved to be spectacularly successful. Groups of DLC politicians dubbed “the cavalry” traveled around the country to talk to reporters, activists, and operatives with a message of “change and hope.” Babbitt explained it by saying, “We’re revolutionaries. We believe the Democratic Party in the last several decades has been complacent.… We’re out to refresh, revitalize, regenerate, carry on the revolutionary tradition.” Media elites loved it; the Washington Post’s David Broder headlined his column: “A Welcome Attack of Sanity Has Hit Washington.”25

Along with From came a new architecture for political campaigns, the systemization of legal business donations to Democrats through the political action committee, or PAC. Democratic congressman Tony Coehlo had begun coordinating business PACs in 1981, directing them to Democratic candidates who fit the New Democrat mold. A close ally of Michael Milken, Coehlo was transactional, creating a patronage machine. With large annual donations to the “Speaker’s Club,” donors could become “trusted, informal advisors” to top Democrats, and though he never said it explicitly, able to influence policy. Coelho trained future Virginia governor Terry McAuliffe (who was the finance director of the DCCC in the mid-1980s) and a host of young operatives in what increasingly was viewed as a pay-to-play system.26 For the next generation, the Democratic Party’s main strategy was to attempt to outbid the equally craven Republican Party for the smiles—and money—of the new plutocrats.

When the junk bond market crashed at the end of the 1980s, the Democrats could have turned the collapse of this economy-wide Ponzi scheme into a political cudgel to use against Republicans. But they not only had no ideological framework to do so, many top Democrats were now implicated. Shortly before Coehlo’s own resignation in the face of investigations into financial improprieties, his close ally, Speaker of the House Jim Wright, also resigned in a cloud of scandal, having taken gifts from corrupt savings and loan bankers and then bullying regulators on their behalf (in one instance accusing a regulator of being part of a corrupt “ring of homosexual lawyers in Texas”).27 Thomas “Lud” Ashley, the old nemesis of Patman, was by this time a bank lobbyist, and he worked to protect one of George H. W. Bush’s sons, Neil Bush, from fraud charges for his involvement in Silverado Banking, Savings and Loan Association. Wirth, as well as Senators Bob Graham of Florida and John Kerry of Massachussetts, were caught having flown on the corporate jet of Miami’s CenTrust bank, which stood at the center of a multibillion-dollar savings and loan disaster.28

In 1988, Democratic presidential nominee Michael Dukakis was advised by Rubin, and few others had any interest in talking about the corruption. Jesse Jackson, the only thorn in the side of the DLC, did not organize his campaign around opposition to corporate power; his son took a summer internship with Drexel in 1989. “Scarcely a word about the smoldering S&L issue [was] said by either candidate during the 1988 election campaign,” according to The Washington Post. Even in the recession of the early 1990s, with a very slow recovery because of the overhang of junk debt and the S&L failures, Democrats had little to say.

It took a Republican, Representative Jim Leach of Iowa, to point out what the Democrats had missed. “The irony is that the biggest domestic public policy mistake of the century was effectively a non-issue in the 1988 election and appears likely to be a non-issue in the ’92 election.”29

THE REVOLUTION OF 1992

As the new decade began, Reagan’s successor, George H. W. Bush, presided over what seemed to be a remarkable series of foreign policy successes. The Berlin Wall fell in 1989, and communism collapsed across Eastern Europe. By 1991, the Soviet Union transformed into the independent state of Russia; the Cold War was over. At the same time, Bush exorcized the ghosts of Vietnam. During the First Gulf War, America put over half a million troops in the Middle East and pushed the Iraqis out of Kuwait using technological wonders like smart bombs and Patriot missiles. America lost fewer than 250 troops. Americans were euphoric, able to use military might at will, and no longer needing to worry about the great communist opponent sowing chaos in the rest of the world. By March of 1991, Bush had an approval rating of 89 percent, the highest ever measured by Gallup.

But the euphoria was short-lived. The end of the junk-bond-fueled real estate boom of the 1980s brought forth a new kind of recession. After the economy started growing again, jobs didn’t come back in what became known as a “jobless recovery.” America had military might, but its economic power seemed to be ebbing. Bush was a figure of potency on the world stage in 1991. A week into the new year and just before the New Hampshire primary, Bush collapsed at a state dinner in Japan, vomiting into the lap of the Japanese prime minister. His approval rating by July of 1992 dropped to 29 percent, a fall of sixty points in a little over a year.30

By the time of the 1992 election, there was a sullen mood among the voters, similar to that of 1974. “People are outraged at what is going on in Washington. Part of it had to do with pay raises, part of it has to do with banks and S&Ls and other things that are affecting my life as a voter,” said a pollster.31 That year, billionaire businessman Ross Perot ran the strongest third-party challenge in American history, capitalizing on anger among white working-class voters, the Democrats who had switched over to Reagan in the 1980s. He did so by pledging straightforward protectionism for U.S. industry, attacking the proposed North American Free Trade Agreement (NAFTA) and political corruption. Despite a bizarre campaign in which he withdrew and then reentered the race, Perot did so well he shattered the Republican coalition, throwing the election to the Democrats. There would be one last opportunity for the Democrats to rebuild their New Deal coalition of working-class voters.32

The winner of the election, Bill Clinton, looked like he might do so. He had run a populist campaign using the slogan “Putting People First.” He attacked the failed economic theory of Reagan, criticized tax cuts for the rich and factory closings, and pledged to protect Americans from foreign and domestic threats. “For too long, those who play by the rules and keep the faith have gotten the shaft,” Clinton said. “And those who cut corners and cut deals have been rewarded.” His campaign’s internal slogan was “It’s the economy, stupid,” and the 1992 Democratic platform used the word “revolution” fourteen times.33

As a candidate, Clinton’s Democratic platform called for a “Revolution of 1992,” capturing the anger of the moment. But the platform was written by Al From, and for the first time since 1880 there was no mention of antitrust or corporate power, despite a decade with the worst financial manipulation America had seen since the 1920s. This revolution would be against government, in government, around government.

When Clinton took office, the Democrats finally had a majority in the House, a majority in the Senate, and the presidency. Clinton not only entrenched Reagan’s antitrust principles into the DOJ by making them bipartisan, but expanded the Reagan revolution more broadly. With the end of the Cold War, Clinton took neoliberalism global. Through the North American Free Trade Agreement, the restructuring of relationships with China, and the creation of the World Trade Organization, the Clinton administration sought to do its part in building a New Economy, a borderless world everywhere where capital would flow freely.

Bill Clinton’s politics were those of Al Smith, not FDR. In New York state as governor, Roosevelt had fought with financial interests. In Arkansas, Clinton coddled them, solicited them, lavished them with attention. His wife, Hillary, was on the board of Walmart, and he had even appointed Sam Walton an honorary brigadier general in the Arkansas National Guard.34 And now, as president, he led the Democrats in repudiating their traditional populist distrust of concentrated capital in politics. In 1993, a book came out on lobbying in Washington. Wayne Thevenot, a Clinton donor and a former campaign manager for Gillis Long, laid out the new theme of the modern Democratic Party: “I gave up the idea of changing the world. I set out to get rich.”35

Like Reagan, Clinton went after restrictions on banking. Reagan sought to free restrictions on finance by allowing banks and nonbanks to enter new lines of business. Clinton continued this policy, but over the course of his eight years attacked restrictions on banks themselves. In 1994, the Clinton administration and a Democratic Congress passed the Riegle-Neal Interstate Banking and Branching Efficiency Act, which allowed banks to open up branches across state lines. Clinton appointed Robert Rubin as his treasury secretary, super-lawyer Eugene Ludwig to run the Office of the Comptroller of the Currency, and reappointed Alan Greenspan as the chairman of the Federal Reserve.

All three men worked hard through regulatory rulemaking to allow unfettered trading in derivatives, to break down the New Deal restrictions prohibiting commercial banks from entering the trading business, and to let banks take more risks with less of a cushion.36 Citigroup, now led by Walter Wriston’s successor, John Reed, finally got an insurance arm, merging with financial conglomerate Travelers Group, approved by Greenspan, who granted the authority for the acquisition under the Bank Holding Company Act.37 In 1999, Clinton and a now-Republican Congress passed the Gramm-Leach-Bliley Act, which fully repealed the Glass-Steagall Act that had shattered the House of Morgan and the House of Mellon. The very last bill Clinton signed was the Commodity Futures Modernization Act of 2000, which removed public rules limiting the use of exotic gambling instruments known as derivatives by now-enormous banks.

Clinton signed the Telecommunications Act of 1996, which he touted as “truly revolutionary legislation,” and this began the process of reconsolidating the old AT&T as the Baby Bells merged. At the signing ceremony, actress Lily Tomlin reprised her role as a Ma Bell operator. Huge pieces of the AT&T network came back together, as Baby Bells merged from seven to three. Clear Channel grew from forty radio stations to 1,240. In 1996, the Communications Decency Act was signed, with Section 230 of the act protecting certain internet businesses from being liable for wrongdoing that occurred on their platform. While not well understood at the time, Section 230 was one policy lever that would enable a powerful set of internet monopolies to emerge in the next decade.

Clinton also sped up the corporate takeover of rural America by allowing a merger wave in farm country. Food companies had always had some power in America, but before the Reagan era, big agribusinesses were confined to one or two stages of the food system. In the 1990s, the agricultural sector consolidated under a small number of sprawling conglomerates that organized the entire supply chain. Cargill, an agricultural conglomerate that was the largest privately owned company in America, embarked on a series of mergers and joint ventures, buying the grain-trading operations of its rival, Continental Grain Inc., as well as Azko Salt, thus becoming one of the largest salt production and marketing operations in the world.

Monsanto consolidated the specialty chemicals and seed markets, buying up DeKalb Genetics and cotton-seed maker Delta & Pine Land. ConAgra, marketing itself as selling at every link of the supply chain from “farm gate to dinner plate,” bought International Home Foods (the producer of Chef Boyardee pasta and Gulden’s mustard), Knott’s Berry Farm Foods, Gilroy Foods, Hester Industries, and Signature Foods. As William Heffernan, a rural sociologist at the University of Missouri, put it in 1999, a host of formal and informal alliances such as joint ventures, partnerships, contracts, agreements, and side agreements ended up concentrating power even further into “clusters of firms.” He identified three such clusters—Cargill/Monsanto, ConAgra, and Novartis/ADM—as controlling the global food supply.38

The increase in power of these trading corporations meant that profit would increasingly flow to middlemen, not farmers themselves. Montana senator Conrad Burns complained his state’s farmers were “getting less for our products on the farm now than we did during the Great Depression.” The Montana state legislature passed a resolution demanding vigorous antitrust investigations into the meatpacking, grain-handling, and food retail industries, and the state farmer’s union asked for a special unit at the Department of Justice to review proposed agricultural mergers. There was so little interest in the Clinton antitrust division that when Burns held a Senate Commerce Committee hearing on concentration in the agricultural sector, the assistant attorney general for antitrust, Joel Klein, didn’t bother to show up. “Their failure to be here to explain their policies to rural America,” said Burns, “speaks volumes about what their real agenda is.”39

In the Reagan era, Walmart had already become the most important chain store in America, surpassing the importance of A&P at the height of its power. But it was during the Clinton administration that the company became a trading giant. First, the corporation jumped in size, replacing the auto giant GM as the top private employer in America, growing to 825,000 employees in 1998 while planting a store in every state. The end of antitrust enforcement in the retail space meant that Walmart could wield its buying power to restructure swaths of industries and companies, from pickle producers to Procter & Gamble.40 Clinton allowed Walmart to reorder world trade itself. Even in the mid-1990s, only a small percentage of its products were made abroad. But the passage of NAFTA—which eliminated tariffs on Mexican imports—as well as Clinton’s embrace of Chinese imports allowed Walmart to force its suppliers to produce where labor and environmental costs were lowest. From 1992 to 2000, America’s trade deficit with China jumped from $18 billion to $84 billion, while it went from a small trade surplus to a $25 billion trade deficit with Mexico. And Walmart led the way. By 2003, consulting firm Retail Forward estimated more than half of Walmart merchandise was made abroad.41

Clinton administration officials were proud of Walmart, and this new generation of American trading monopolies, dubbing them part of a wondrous “New Economy” underpinned by information technology. “And if you think about what this new economy means,” said Clinton deputy treasury secretary Larry Summers in 1998 at a conference for investment bankers focusing on high-tech, “whether it is AIG in insurance, McDonald’s in fast-food, Walmart in retailing, Microsoft in software, Harvard University in education, CNN in television news—the leading enterprises are American.”42

The Clinton administration also went deep into the heart of the American military establishment, undoing the work of Clifford Durr, the New Dealer who had fought to decentralize corporate power in the defense industry in order to ramp up against the Nazi threat in the late 1930s. With the end of tensions with the communist regimes and the perceived ascendance of worldwide liberal democracy, the U.S. industrial base would have to undergo a radical shift. The direction of that shift would be left to the policy choices of the new administration. In 1993, Clinton’s deputy secretary of defense, William Perry, gathered CEOs of top defense contractors and told them that they would have to merge into larger entities because of reduced Cold War spending. “Consolidate or evaporate,” he said at what became known in military industrial lore as “The Last Supper.” Former secretary of the navy John Lehman noted that “industry leaders took the warning to heart.” Defense contractors hollowed out and concentrated. Along with cutting two million jobs, the number of U.S.-based prime contractors went from sixteen to six. These prime contractors then demanded that their subcontractors merge—subcontractor mergers quadrupled from 1990 to 1998.43

The defense industrial base turned from focusing on engineering wonders like cruise missiles and B-2 Stealth Bombers to balance sheet engineering. Private equity as a business model had been popularized by Milken. In 1993, this financial force moved into concentrating the defense industrial base. Lehman, for instance, presided over Reagan’s massive defense buildup in the 1980s as secretary of the navy. In the 1990s, he ran a private equity firm that raised money from investors to rearrange the corporate assets of defense contractors.

It was also under Clinton that the last bastion of the New Deal coalition—a congressional majority held by the Democrats since the late 1940s—fell apart as the last few holdout southern Democrats were finally driven from office or switched to the Republican Party. And it was under Clinton that the language of politics shifted from that of equity, justice, and potholes to the finance-speak of redistribution, growth and investment, and infrastructure decay.

The Democratic Party embraced not just the tactics, but the ideology of the Chicago School. As one memo from Clinton’s Council of Economic Advisors put it, “Large size is not the same as monopoly power. For example, an ice cream vendor at the beach on a hot day probably has more market power than many multibillion-dollar companies in competitive industries.”44

During the twelve years of the Reagan and Bush administrations, there were 85,064 mergers valued at $3.5 trillion. Under just seven years of Clinton, there were 166,310 deals valued at $9.8 trillion.45 This merger wave was larger than that of the Reagan era, and larger even than any since the turn of the twentieth century when the original trusts were created.46 Hotels, hospitals, banks, investment banks, defense contractors, technology, oil, everything was merging.

The Clinton administration organized this new concentrated American economy through regulatory appointments and through nonenforcement of antitrust laws. Sometimes it even seemed they had put antitrust enforcement itself up for sale. In 1996, Thomson Corporation bought West Publishing, creating a monopoly in digital access to court opinions and legal publishing; the owner of West had given a half a million dollars to the Democratic Party and personally lobbied Clinton to allow the deal.47 The DOJ even approved the $81 billion Exxon and Mobil merger, restoring a chunk of the Rockefeller empire.

Clinton also appointed pro-monopoly judges. When Clinton appointed Supreme Court justices, he picked Stephen Breyer and Ruth Bader Ginsburg. Both sailed through the Senate, not because of a tradition of bipartisanship, but because neither worried powerful business interests. Both were adherents of the same basic monopoly-friendly philosophy promoted by the Chicago School. And once on the bench, in 2004, both signed one of the most pro-monopoly opinions in the history of the court, one authored by Antonin Scalia. “The mere possession of monopoly power, and the concomitant charging of monopoly prices, is not only not unlawful,” said the court, “it is an important element of the free-market system. The opportunity to charge monopoly prices—at least for a short period—is what attracts ‘business acumen’ in the first place; it induces risk taking that produces innovation and economic growth.”48

Clinton advisor James Carville very early on in Clinton’s first term noted what was happening. “I used to think if there was reincarnation, I wanted to come back as the president or the pope or a .400 baseball hitter,” he said. “But now I want to come back as the bond market. You can intimidate everybody.” Toward the end of Clinton’s second term, with a transcendent stock market, bars in the United States began switching their television sets from sports scores to CNBC, to watch the trading in real time. In the 1990s, it wouldn’t be Herbert Hoover overseeing a bubble, it would be a Democrat.

THE RISE OF THE TECH GIANTS

Like the rest of the Clinton administration, the DOJ Antitrust Division in the 1990s talked populist, but governed with a deference to monopoly. Clinton’s first appointment to run the division was a Washington lawyer named Anne Bingaman. Antitrust was not particularly important to the administration, and it seemed to some that Bingaman got the job as a political favor to her husband, New Mexico senator Jeff Bingaman. “Hmph,” Attorney General Janet Reno said to The Wall Street Journal, “there’s the White House trying to push a Senator’s wife on me.”49

Nevertheless, when she took office, Bingaman was ready to entirely remake the dormant division. She “fired up” the staff, and opened up new investigations. “Anne Bingaman has a blunt message for corporate America: The antitrust cops are back on the beat,” said the Journal.50 One of Bingaman’s first goals was to open up the most important new area of the economy, the one where Reagan had allowed nascent robber barons to not only seize power over industry but over the future of technology. She would take on the big bad monopolist of the computer industry, Microsoft, which was frightening Silicon Valley, and increasingly, much of corporate America.

In the 1960s, Silicon Valley was a middle-class area populated by farmers and engineers. Up until the early 1980s, the personal computing industry was largely a world of hobbyists, composed of tinkerers who played with what most businessmen thought were toys. Hobbyist culture was pervasive and utopianist, a combination of both the San Francisco counterculture scene and the Cold War–era New Deal high-tech can-do spirit. One of the early forums for the personal computer, for instance, the Homebrew Computer Club, inspired the design of the Apple I. Tinkerers passed around software to each other for free, updating and improving it collectively.

New Deal enforcers had enabled this freewheeling culture. AT&T and IBM were both under constant threat by antitrust authorities, with IBM sued on the last business day of the Lyndon Johnson administration, and both companies being sued throughout the 1970s. Both developed software standards and languages, like COBOL and UNIX, widely available at little or no cost.51 Xerox, like AT&T and IBM, had been the target of aggressive antitrust actions. The corporation, through its Xerox PARC lab, developed core aspects of personal computing like the mouse and the graphical user interface, and allowed its technologies to be commercialized by others (including some of its employees who left to start their own companies). In the early 1980s, IBM, meanwhile, stepped gingerly into personal computing, afraid of new antitrust actions. The company worked to transfer enormous programming, manufacturing, and technical skills to the nascent personal computer supply chain of independent companies, without its usual vicious disciplinary tactics. It even indirectly financed the production of PC “clones,” competitors to its own PCs.

Information technology, like the railroad, the telephone, or the telegraph, is based on networks. Operating systems, software, memory chips, disk drives, videotapes—these are not just products but systems organized around common standards. The value of a piece of software is not just what you can do with the software, but whether it is compatible with other software and with various hardware platforms. When the market for personal computers exploded in the 1980s, it opened the way for a host of new software and hardware products, everything from memory to microchips to spreadsheets and word processing. The technical dynamics were similar to the digital computer market of the 1950s and 1960s, but with a much bigger market and more possibilities for entrepreneurs.

The key political economy question was whether industry standard setting would be public and open, or proprietary and monopolistic. This was not a new problem; there was a reason John D. Rockefeller named his company Standard Oil. New Dealers had forced standards to be relatively open. The fax standard, for instance, and that of TV broadcasting, were not proprietary.

The legal context of the Reagan era, however, returned business to Rockefeller’s era. In 1980, Congress passed a law applying copyright restrictions to software, and in 1982, Reagan dropped the IBM antitrust suit that had pressured the company to retain its open architecture model for computing. It also broke up AT&T, creating a burst of competition in communications, but for the purpose of “deregulating” the telecommunications field.

The rest of the industry took notice. As with Rockefeller leveraging the network of railroads to monopolize the oil industry, entrepreneurs used the exploding personal computer market to seize monopoly power around key bottlenecks. Spreadsheets, word processors, and operating systems became costly software monopolies. There were rivals in these markets—Lotus 123 and Boland in spreadsheets, for instance—but competition took place through lawsuits as they battled over who would control standards, not over whose product was better.52

These nascent monopolies were lucrative and did extremely well under the finance-friendly Reagan political economy. Software and computer companies sold shares on the frothy stock market; by the mid-1980s there were so many millionaires in Silicon Valley that there were shortages of high-end housing.53

The industry consolidated quickly. The key alliance dominating the technology industry, like that between the Pennsylvania Railroad and John D. Rockefeller in the 1880s, was that of Bill Gates’s Microsoft software producer and Intel microchip company. In 1980, IBM, wary of being accused of controlling the personal computer business, signed a deal with Microsoft to produce an operating system—known as DOS—for its personal computer, and standardized its PC chips on Intel. IBM then transferred enormous programming and technical know-how to both companies, and even protected Intel throughout the 1980s from Japanese competition.54 Gates was the more powerful of the two. He had gotten his start commercializing software in the late 1970s, fighting against the sharing culture of the early personal computer hobbyists.

The operating system (OS) is the basic controlling software for a computer, setting the specifications by which other software operate. IBM allowed Gates to sell his OS to other producers of personal computers. By 1983, Microsoft controlled the industry standard on-ramp to the personal computer. Gates soon realized how powerful this intermediary position was, and he moved quickly to entrench his monopoly power by forcing computer makers to take a “per processor” license fee. Under this arrangement, computer makers paid Microsoft for every computer shipped, regardless of whether it had a Microsoft operating system. The per processor contract excluded competitors from the operating system market.

By 1987, Gates, not IBM, controlled what customers sought in a personal computer, which was not the computer itself or the IBM brand or even the operating system, but the ability to do different things with their machine, like write documents using a word processor or play games with video game software.55 All software producers would essentially have to write software applications for Microsoft’s DOS operating system.

Gates then began to leverage his monopoly position. Over the course of the 1980s, Microsoft launched software applications that competed with the most popular business applications, like Lotus 123 spreadsheets, or WordPerfect word processing. It gave its own internal teams secret information about upcoming changes to its operating system product, Windows, leveraging its monopoly in operating systems into another monopoly for business software. Programmers at Microsoft used to say, “DOS ain’t done till Lotus don’t run.”56 Gates was aiming for two key monopolies—operating systems and business applications—in the most important and fastest-growing product market in history, the personal computer.

In 1991, spurred by Microsoft’s rivals in Silicon Valley, the Federal Trade Commission started investigating the corporation’s practices. Gates was openly contemptuous of the FTC, reportedly calling one commissioner a “Communist” and telling BusinessWeek, “The worst that could come of this is that I could fall down on the steps of the FTC, hit my head, and kill myself.”57 The commission could not reach an agreement about whether to move forward with a case. In 1993, with support from Republican and Democratic senators, Bingaman took over the case from the FTC.

This was the moment when the Clinton administration could have turned back the Reagan-era monopolization free-for-all. Bingaman could have sent a powerful signal to corporate America. Despite her pledge to stiffen the division’s work on antitrust, there were signs that Bingaman, like Clinton, was no populist. For one thing, she studied antitrust under William Baxter. More than his student, she was also his admirer, praising his brilliance and his “monumental” legacy. She did not veer from Baxter’s merger guidelines, which had helped unleash the merger boom, asserting they “appeared economically sound.” Her only area of disagreement was that Reagan-era antitrust was insufficiently supportive of chain stores and consumerism. She pledged to prosecute fair trade agreements where merchants maintained a minimum price for their products.58

Bingaman also had little intellectual support for taking on the largest and most powerful company in the personal computing industry. While many of Microsoft’s Silicon Valley competitors backed the suit, intellectuals and commentators did not. Frank Fisher, an important economist at MIT, argued that “you don’t want to confuse Microsoft’s success with monopoly.” Rob Shapiro, an operative who worked in Al From’s orbit at a New Democrat think tank, warned DOJ that it would damage America’s software industry with an ill-advised suit, noting that Microsoft’s high market share in operating systems was a sign not of dysfunction, but that the “market is working well.” And liberal legend Alfred Kahn said the costs of inaction were worth it. Should Microsoft turn slothful, he said, “We’ll just have to deal with the problem if and when it comes.”59

In July of 1994, the DOJ settled with the company, allowing Microsoft to retain its market position in operating systems and its ability to leverage that into new application markets. Bingaman earned a modest concession, where Microsoft stopped its per processor licensing fee structure. But by 1994, this contractual arrangement was irrelevant; Microsoft’s operating system had become the industry standard. Bingaman claimed victory and lawyers at DOJ cracked open champagne to celebrate, but it was a hollow and embarrassing announcement, undercut a few days later when Bill Gates mocked her. No one will change anything they are doing at Microsoft, he said, though he would have one official deign to read the agreement. Microsoft soon dominated the market for key business tools, including databases, presentation software, and word processing, with massive monopoly profits to match. Its stock jumped from $48 to $62 in the four months after the settlement.60

In the months to come, Bingaman would reveal herself as an ardent Chicago School adherent, seeing little wrong with Microsoft’s increasing market power. In 1995, Microsoft tried to buy Intuit, the leading personal finance software maker. The goal was to dominate the then-nascent internet. The company, as one executive said in 1997, was trying to get a “vig,” a mobster’s term for a share, of every transaction made on the internet. Bingaman reached a deal with Microsoft to allow the transaction to go through, but when she went before a court to have the settlement approved, she ran into Judge Stanley Sporkin, a former SEC enforcer and adamant opponent of white-collar misdeeds. Sporkin delayed the deal, and even allowed corporate opponents of the deal, led by lawyer Gary Reback, to argue against the merger in his court. Bingaman angrily demanded the judge allow Microsoft to leverage its monopoly power into control of the internet, but he would not. She soon left the DOJ, and a new chief, Joel Klein, filed suit to block the acquisition. Gates abandoned the merger attempt.

But Microsoft wasn’t chastened. Gates had decided that his company would dominate the internet. A small start-up called Netscape had created something called a browser, a piece of software letting a user look at websites easily. This would be the on-ramp to the internet, much as the operating system was the on-ramp to the personal computer. Gates decided to create a competitive product, Internet Explorer, and leverage his power to destroy Netscape. The company updated its operating system, Windows 95, bundling its browser and seeking to, as one rival executive testified he heard from a Microsoft executive, “cut off Netscape’s air supply.” It used the same exclusionary tactics as it had to defeat other creators of applications, bullying a host of PC makers and internet service providers. Netscape soon hired Reback to see what he could do to get enforcers to pursue a case against Microsoft.

Microsoft then began its next strategic move to leverage its monopoly power, this time into swaths of the nondigital economy. Gates understood that Americans would one day do their shopping, banking, news consumption, and social interactions online, and he wanted to rule it all. Microsoft launched a travel company called Expedia, and began investing in media, including a company called Sidewalk, which was intended to dominate the lucrative classified advertising market. It brought together over a hundred venture capitalists and implied strongly they should refrain from investing in areas Microsoft intended to dominate.61 The extent of Gates’s ambition and power finally scared old-line corporate America as well as state-level officials.

In 1998, the Texas attorney general became interested in Microsoft’s monopolization of the browser market; some key PC makers were located in his state. More state attorneys general followed his lead. In 1998, the Department of Justice, spurred by Reback, gathering interest from state attorneys general and angry venture capitalists, launched an antitrust suit against the company. Klein presided over the largest trial since that against AT&T. In 2000, the court ruled for the government, and put forward a plan to split up Microsoft into two companies, one that held the operating systems and the other that controlled the Microsoft software businesses that ran on top of the operating system, similar to how Congress had split railroads from other businesses. It was a cautious decision; Microsoft would still retain its monopolies, even if they were now in separate companies. But Gates appealed the decision anyway, and the most conservative circuit court in America overturned the breakup order. In 2001, the George W. Bush administration essentially dropped the remainder of the case.

The Microsoft suit had two critical impacts on the development of the American political economy. Microsoft never dominated the internet the way it had the personal computer, because it was never able to leverage its hold over the browser market to control how users interacted with third-party websites. Like IBM, which under fear of antitrust had allowed an open computer industry, Microsoft allowed an open internet. It did not block a new company dedicated to selling books called Amazon and a new company with an innovative search engine called Google from accessing customers through Internet Explorer.

But the suit also signaled an end to antimonopoly prosecutions. The Clinton administration clearly had little interest in prosecuting monopoly, and had to be embarrassed and cajoled into doing something about an obvious monopoly in a key sector of the economy. The Bush administration was even less inclined to do anything about monopoly power. While Microsoft’s internal culture was reoriented away from predatory action, after this case the Department of Justice would cease bringing forward monopolization cases entirely.

In 2003, Larry Ellison, the CEO of large software maker Oracle, said he had no choice but to copy Microsoft’s tactics. “We have to roll up our industry,” he said. Like every industry, the business software market was going to have just one key company. “We will be that dominant player.”62

THE ROARING 2000S

To most Democrats, and the majority of Americans, Bill Clinton’s years in power seemed to have been the most successful for any president since the 1960s. During the eight years that Clinton was president, the country grew twenty-three million jobs in the longest economic expansion in American history. Unemployment fell to a thirty-year low, with unemployment for blacks and Hispanics at the lowest point measured up until that point. There was the largest expansion of college opportunity since the GI Bill, and crime rates dropped to a twenty-six-year low. Industrial productivity jumped.

The median family income rose by $6,338 over eight years, adjusted for inflation. All income brackets had double-digit growth. The poverty rate fell to its lowest in twenty years. The budget went into surplus, and the number of families owning stock jumped by 40 percent.63 Goldman Sachs called this the “best economy ever,” and BusinessWeek lauded a “New Age economy of technological innovation and rising productivity.” When George W. Bush came into office after Clinton, the satirical website The Onion’s headline read, “Bush: ‘Our Long National Nightmare of Peace and Prosperity Is Over.’ ”64

During his second term, Clinton took his “third way” politics global, and leaders all over the world copied his model of success. A popular television show, The West Wing, written with heavy influence from Clinton insiders, inspired a younger generation to embrace the ideals of the Watergate Baby generation, the closeness to business, the lack of willingness to assert public power. In the show, corporate lawyers and lobbyists were cool, heroic, sexy.

But below the surface, something was off. Toward the end of the Clinton administration, a Harvard Law professor named Elizabeth Warren, specializing in bankruptcy law, noticed something odd about this new wonderful 1990s economy. She was conducting the first mass-scale research project asking the question, Why are Americans going bankrupt? In the midst of plenty she saw that many Americans were still falling behind. It turns out that Americans, with a record high stock market and a record low unemployment rate, weren’t doing well. The “trick and traps” of Wall Street were preying on their finances.

Meanwhile, in 1999, consumer groups began hearing complaints of predatory lending, specifically on mortgages, and particularly in a new segment called subprime lending. Protesters and dissidents were still on the margins, as they had been in the late 1920s. But other signs suggested that there was an awakening. Protesters shut down a World Trade Organization meeting in Seattle. These hints, however, did not add to much but a quiet dissent to the prevailing order. Even the shock of Bush winning the election in 2000, in the midst of an economy of plenty, did not disturb the prevailing neoliberal ideology of the Democrats.

By the time the George W. Bush administration took power in 2001, little remained of populism, or even memories of populism. Lawyers occasionally looked back at New Deal policies, baffled by how strange they seemed. Democrat Willard Tom called an FTC case against Xerox forcing the company to divest its patent portfolio like finding a “previously undiscovered ancient culture.” It was unsettling, he argued, because apparently the FTC’s remedy “seems to have done a world of good.”65

The roll-up of power in the political economy accelerated with more high-level tax cuts, deregulation by Bush, and monopolization. In 2005, the Bush administration finally repealed the New Deal–era Public Utility Holding Company Act, clearing the way for the rise of massive new multistate electricity corporations with ever more ability to resist local regulators. The Bush White House also passed bankruptcy legislation that made it easier for banks to use derivatives but harder for normal people to get out of credit card debt. Financiers and regulators thoroughly corrupted the mortgage industry, inflating a bubble that masked underlying deterioration of American industry.

And digital technology, once channeled into the public domain by the government, was now layered on top of the Reagan revolution of political economy that Clinton had completed. New giants, as powerful, or perhaps even more powerful than those originally built by John D. Rockefeller, J. P. Morgan, and Andrew Mellon, emerged in the post-Microsoft era. Though Gates didn’t get a “vig” on every piece of commerce online, the successor monopolies to Microsoft did. Amazon, Google, and Facebook followed the business model of Microsoft, leveraging their essential platforms to take power throughout swaths of the economy.

All of this seemed to represent a tremendous success, the equivalent of the endless prosperity of the Roaring Twenties. In 2004, Ben Bernanke, the conservative economist who in 2006 would be named chair of the Federal Reserve, announced that American policymakers had conquered the business cycle, and, it seemed, the world. Humans in 2004 were living in the “Great Moderation.”

On April 5, 2006, Barack Obama—then a young senator hoping to be president—gave a speech at the Brookings Institution’s new wing, the Hamilton Project. The Hamilton Project was financed and organized by Clinton’s economic policy team, with Robert Rubin as the key leader. Obama’s ideological framework was straight out of the 1970s, using rhetoric from Reich, Thurow, and From.

“The forces of globalization have changed the rules of the game,” said Obama, including “how we compete with the rest of the world.” The national competitiveness frame was in there, as was the globalization as inevitable framework. “For those on the left,” he continued, “and I include myself in that category, too many of us have been interested in defending programs the way they were written in 1938.” He called for straightforward Mellon-style policies—eliminating the budget deficit and keeping public debt low. He did not mention monopoly. The thoughtful bankers and policymakers in the audience were, he said, a “breath of fresh air.”66 It was those same people who, in the 1990s, “[took] on entrenched interests” and ushered in the prosperity of that decade. Hopefully, in two years, they could reenter the White House under a Democratic administration and do it again.

Then, in 2007, the loosening of financial rules and the merger of financial power induced a global financial crisis, centered in some of the world’s most powerful financial institutions. Concentration of power in the private sector, it turned out, had its downside.

TOO BIG TO FAIL

In retrospect, the fissures in the system had been obvious for years. Financial crises had been getting worse, from Mexico to East Asia, as “hot money” flowed across borders. The stock bubble collapsed almost as soon as Clinton turned over the White House to Bush. Starting with the recession in 2001 and continuing through the recovery, the total share of income in the entire economy going to workers—a measure that had been stable for fifty years—began declining.67 Part of the problem was that economists had lost the ability to measure economic activity accurately. A significant amount of the “computer-driven” productivity increases measured in the American economy during the 1990s came from just one corporation: Walmart. The store’s influence, as one journalist put it, had “reached levels not seen by a single company since the 19th-century.”68

Then the real crack-up happened. On September 15, 2008, the old-line investment bank Lehman Brothers declared bankruptcy. Lehman’s fall was the largest collapse in American corporate and banking history, a super-sized Penn Central, setting off a bank run that threatened every single commercial institution in the world. The art of modern politics had become so disconnected from any understanding of commerce that the president, George W. Bush, simply didn’t understand what was happening. Speaking at the UN less than a week later, he downplayed financial turmoil as irrelevant.

Foreign leaders weren’t fooled. Gloria Macapagal Arroyo, the president of the Philippines, discussed the terrifying global implications of the crisis. She was followed by the head of Argentina, and the president of France, both of whom pointed the finger at the intellectual consensus of unregulated financial capitalism then dominant in America (though also, as European leaders were loath to admit, dominant in Europe as well).69

Wall Street was too panicked to notice foreign disapproval. American International Group (AIG), the largest insurance company in the world, hovered on the brink of collapse, and if AIG fell, then so would every major bank. The unregulated markets where corporations borrowed froze up. Activity in the nonfinancial “real” economy—factories, shipping yards, housing—took a sickening slide, as millions of Americans began liquidating their savings in an unsuccessful battle to ward off foreclosures. Under pleading from Bush, Congress passed a $700 billion bailout for the treasury secretary to do with largely as he pleased.

A little less than two months after Lehman collapsed, Barack Obama won the presidency. With the firepower of the bailout, and the hope of the world, he had remarkable latitude to restructure the global political economy. The parallels with the Hoover-to-FDR handover of power were eerie. The shadow banking system, first unleashed in the early 1960s, had frozen up, similar to how the banks had collapsed in the early 1930s. George W. Bush was asking for cooperation from Obama, just as Hoover had of Roosevelt.

What path would the new president choose? For there were multiple possibilities. This crisis was centered in the most basic institution FDR had saved, the American home. Promoting homeownership had been a bedrock policy framework since at least the 1930s, a key link in the social contract between Americans and their political and financial elites, but also a mechanism to ensure social stability. Policymakers were now caught in a bind. There was now roughly $5–7 trillion of mortgages Americans could not repay, and if these mortgages were not repaid, large banks would become insolvent.70

In 2008, political leaders discussed a new Reconstruction Finance Corporation, mortgage write-downs. Meanwhile, academics, policymakers, and business leaders were open to a new intellectual framework. Richard Posner, the inheritor of Robert Bork’s mantle as the main organizer of the law and economics movement, published A Failure of Capitalism, in which he asserted that capitalism was not a self-correcting system. Alan Greenspan told a congressional oversight committee that he was in a “state of shocked disbelief” that the “self-interest of lending institutions” had not protected the integrity of finance.71 Former General Electric CEO Jack Welch told the Financial Times that the shareholder value movement was the “dumbest idea in the world.”72

But by the time Barack Obama took the oath of office, the ideas that took hold in the 1970s had been political orthodoxy for two generations. Obama had started his career in the early 1980s as a community organizer in Chicago, trying to work with poor families being ruined by the Reagan-era corporate looting and deindustrialization. Obama had been unable to do much to ameliorate the suffering, and turned to law. By the time he ran for Senate he had discovered the New Democratic movement. In his book The Audacity of Hope, he praised Bill Clinton’s third-way framework as “pragmatic” and “non-ideological.” Obama mimicked the arguments of the Democratic Leadership Council, attacking Democrats as bereft of ideas, ridiculing defenders of the New Deal and Great Society—a group that had become all but extinct—as adherents of a hokey “old-time religion.”73

When Obama took office, most of his advisors barely knew an earlier economic tradition had existed, and those who did—like Rubin—had built their careers rejecting it. His advisors, and Democrats writ large, accepted the solidity and importance of large corporations and banks; the idea of using public power to structure markets was not only off the table, it was outrageous. He would work with a Democratic Congress led by Watergate Babies. Both his major financial reform bill and his major push for health care went through committees chaired by members of the class of 1974 (Chris Dodd, Henry Waxman, Max Baucus, and George Miller). Barney Frank, elected a few years after the Watergate Baby class, had sat on the Committee on Party Effectiveness in the 1980s, and chaired the Financial Services Committee in the House during the crisis.

Not surprisingly, Obama’s policy choices ended up pushing wealth and power upward. Under Obama’s leadership, the Democratic Party continued Bush’s bank bailout, but without a populist restructuring of the monetary, debt, or industrial systems that had led to the crisis. In 2008, to secure the votes Bush needed for his bailout, Obama asked congressional allies to support the $700 billion Troubled Asset Relief Program. One newly elected member, Donna Edwards, demanded that he also attach to the bailout protections for homeowners by allowing people to write off their mortgage debt in bankruptcy, which they could not now do. This would give borrowers negotiating leverage with the banks in restructuring their mortgage to something they could pay. Obama demurred but promised her that he would get it done later. She voted for the bailout. Unbeknownst to her, Obama’s transition team, those who had been in the audience two years earlier, had already ruled out such changes to bankruptcy laws. The result was upward of nine million foreclosures. America’s middle class lost between $5 and $7 trillion in wealth.74

The lack of a populist wing in the Democratic Party meant that Obama received little criticism over these choices. But when asked why he didn’t address the foreclosure crisis, it became clear that Obama had chosen a remarkable ideological path for any Democratic president. He drew a comparison between his own immediate task and that of the last president to take office during a financial crash. Rather than come up with some sophisticated excuse for not following FDR’s model, Obama instead embraced long-disproven Republican libels of the New Deal, and criticized FDR for not working with Herbert Hoover and causing a banking crisis. We “didn’t do what Franklin Delano Roosevelt did, which was basically wait for six months until the thing had gotten so bad that it became an easier sell politically.”75

Obama’s treasury secretary, Tim Geithner, joined the attack on FDR, whom he charged with refusing to “lift a finger to help the outgoing administration relieve the suffering of the Depression.”76 Instead, he lauded the architect of concentrated financial power in America, Alexander Hamilton, calling him the “original Mr. Bailout.” Bill Clinton, who mentored many of the figures in the Obama administration, got together with Geithner and mocked the “bloodlust” of Americans who wanted justice for top-tiered bankers. 77

Like Bill Clinton, Obama ended up prioritizing the stability of a concentrated financial system over risking an attempt to end the foreclosure wave threatening the American housing market, or engaging in white-collar criminal prosecution, antitrust enforcement, or any sort of crackdown on concentrated financial power. The Democratic Party had become the party of Hamilton and Mellon.78 To the extent there was a reformist element in the Obama administration, it was limited to creation of a new Consumer Financial Protection Bureau, which was oriented around the consumerist framework that the Watergate Babies understood.

At the height of the Great Recession, Obama’s antitrust officials, who had drawn from their experience in the Clinton era and their training under the influence of Chicago and Harvard schools of law and economics, helped to engineer another merger boom, in telecoms, pharmaceuticals, airlines, event ticketing, media, and technology. Big Tech did especially well. During Obama’s years in office, Google, Facebook, and Amazon acquired hundreds of companies, growing to dominance over advertising markets, retail, and information technology, and in the process pushing forward another round of defensive consolidation in the rest of corporate America.

Notionally “progressive” corporations like Google became key pillars of a cosmopolitan liberal culture. This was the world of the Watergate Babies and the corporatist thinkers who shaped their intellectual understanding of it. Toward the end of the administration, Obama even helped a popular artist, Lin-Manuel Miranda, popularize a smash-hit theater production about Alexander Hamilton, portraying the founding monopolist—and onetime slave owner—as a sexy and daring warrior for racial justice.79

Unchecked, the great private monopolies made the social dysfunction of the Reagan era even worse. Americans became more obese, pumped full of sugary industrially processed foods by a small number of corporate giants. Independent black businesses collapsed; black-owned banks were a tenth as likely to get bailout money as other banks. A gruesome heroin epidemic spread in rural areas, spurred by hopelessness and corruption among pharmaceutical monopolies. Toward the end of Obama’s second term, the life span of white men and women without a college education began dropping as suicide, alcoholism, and drug addiction caused a die-off, what policymakers began calling “deaths of despair.” This epidemic approached, and then exceeded, the height of the death toll of the AIDS crisis.80

Meanwhile, the gilded elites who controlled the Democratic Party mused about theories projecting the natural inevitable unspooling of history, like the idea that “superstar cities” just innately attracted talented engineers, versus rural backwaters that would naturally lose out due to ignorant bigotry. The administration and bipartisan leaders in Congress continued to support the by-now-old framework, including working on behalf of corporatist trade deals and progressive tech monopolists.

In an era in which the Democratic Party was perhaps the strongest support pillar for the new Mellonism, the American people had nowhere to turn but the street. Republicans were the first to rebel, as self-described Tea Partiers—backed by billionaires—attacked the Bush-Obama bailout of the banks. Then came social movements on the left—Occupy Wall Street in 2011, and Black Lives Matter in 2013. At the ballot box, Americans voted for change in 2006, 2008, 2010, 2014, and 2016, veering from party to party in a desperate search for someone to address their fears and anxieties. This rebellion of protest and at the ballot box was inchoate, and did not point the finger at the real ideological culprit, which was the hold monopolies had over American business, politics, culture, even the family.

When Donald Trump ran for office, his platform of “America First” and his slogan, “Make America Great Again,” with its undertones of soft authoritarianism, seemed at first a joke to the gilded elites. But the Democratic Party had been gradually weakened during the Obama administration, with more than a thousand elected officials at every level but that of the presidency falling to conservative Republicans. Then in June 2016, Great Britain voted to leave the great postwar project of the European Union, revealing deep populist anger at the status quo worldwide. And in January 2017, it was Trump who took the oath of office over the heavily favored Hillary Clinton.

The Democratic Party, and American democracy, would have to be built anew.



CONCLUSION


“A nation’s greatness can be measured by the happiness and prosperity of the people who produce the nation’s wealth.”

—Wright Patman1
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Wright Patman was an optimist, but the rise of soft authoritarianism globally would not have surprised him. Dictatorship in politics is consistent with how the commercial sphere has developed since the 1970s. Americans are at the mercy of distant forces, our livelihoods dependent on the arbitrary whims of power. Patman once attacked chain stores as un-American, saying, “We, the American people, want no part of monopolistic dictatorship in… American business.”2 Having yielded to monopolies in business, we must now face the threat to democracy Patman warned they would sow.

The plutocratic winds blowing across the global landscape were formed from Michael Milken–staked takeover barons and their descendants, as well as Sam Walton’s Walmart, a deregulated transportation and telecommunications world, and an endless merger wave. We have concentrated markets in everything from airlines to coffins to candy to hospitals.3

But we also face a challenge even more significant than the consequences of a four-decade-long Reagan revolution, because layered on top of the political revolution wrought by the Chicago law and economics school and their left-wing allies is a technological revolution that has enabled a far more dangerous concentration of power. While Bill Gates never got his “vig” over every commercial transaction, the next generation of monopolists is closer than ever to doing so. The pace-setting political institutions in our culture are tech platforms, in particular Amazon, Google, and Facebook. These companies are information monopolies, manipulating the free flow of information, and our ability as citizens to think and come together to do politics.

Tech platforms are rewiring our culture. As Senator Richard Burr lectured tech executives in 2018, “The information your platforms disseminate changes minds, hardens opinions, helps people make sense of the world.” Or, as a reporter tweeted, “My friend’s toddler babbled ‘don’t forget to subscribe’ as he was put to bed. The kid watches so much YouTube he thought it means ‘good bye.’ ”4 This is not just a domestic problem; earlier in 2018 Sri Lanka banned Facebook because the company was unable to prevent the use of its platform to foment ethnic hate crimes.5 Journalism and politics are centralizing all over the world, on top of centralized intermediaries of our information, commerce, and advertising revenue.

Google and Facebook, in 2018, took roughly 60 percent of all online ad revenue in America, and online ad revenue is the largest and fastest-growing source of advertising money. Google has about 90 percent of the search ad market, can track users across 80 percent of websites, and its ad subsidiary AdMob has 83 percent of the market for Android apps and 78 percent of iOS apps. Facebook has 77 percent of mobile social networking trafficking, and roughly two thirds of Americans get news on social media.6

As Wired magazine editors Nick Thompson and Fred Vogelstein put it, “Every publisher knows that, at best, they are sharecroppers on Facebook’s massive industrial farm.… And journalists know that the man who owns the farm has the leverage. If Facebook wanted to, it could quietly turn any number of dials that would harm a publisher—by manipulating its traffic, its ad network, or its readers.”7

Roughly 1,800 local newspapers in America have disappeared since 2004, and over 2,000 of the 3,143 counties in America now have no daily newspaper.8 Pittsburgh has become the first midsized regional city without a daily newspaper. Specialty newspapers are dying as well; from 1999 to 2009 the number of black newspapers was cut in half.9 From 2005 to 2015, roughly 26 percent of newspaper journalists—including digital outlets—were laid off. There have also been massive declines in the workforce of related industries, like radio, book publishing, magazines, and music.

In other words, America is increasingly a news desert. This may not be obvious from the surfeit of seeming outlets for information, the endless number of websites, cable channels, and the stream of information coming from social media. But the reality is the increasing number of seeming options for information masks a smaller and smaller amount of original reported news. As journalist and media researcher Tom Rosenstiel put it in 2009, “A good deal of what is carried on radio, television, cable, wire services begins in newspaper newsrooms.” Today, most of what we read on Twitter or Facebook originates there as well.

Meanwhile Amazon captures nearly one of every two dollars Americans spend online, and it is the leading seller of books, toys, apparel, and consumer electronics in the nation. Its cloud computing subsidiary has over one million enterprise customers, it is a major movie producer and defense contractor, and it has 100 million U.S. customers that are members of its Prime bundling service. It is the number one threat to independent retailers.10

Book publishing and distribution, media financed by advertising, and social media are how we communicate ideas with one another, and all three channels for information are increasingly in the hands of a monopolist.

THE RISE OF AMAZON

Amazon, like Google and Facebook, exists because of the legal shift enabling and promoting bigness in structure and monopoly in business strategy. But while new, these companies are, like the railroads or Standard Oil, network industries very much like their antecedents.

In 1994, Jeff Bezos, working at a hedge fund, conceived of the idea of building an “Everything Store” that would serve as the monopoly intermediary for commerce. He started by selling books, but his plan was to expand into every possible item. As Bezos’s hedge fund boss, who helped conceptualize the notion, put it in 1999, “The idea was always that someone would be allowed to make a profit as an intermediary. The key question is: Who will get to be that middleman?”11 Amazon was born to be a monopolist. Bezos, like John D. Rockefeller, sought every competitive advantage. He noticed a 1992 Supreme Court decision allowing mail order companies to avoid sales tax, and used it to create a pricing advantage against his competitors.12

Bezos drew inspiration from Sam Walton, hiring hordes of Walmart executives to build out his retailing and logistics infrastructure. Venture capitalists also pushed Bezos toward monopoly. After the first major investment by Kleiner Perkins, an important investment firm, the company’s internal slogan became “Get Big Fast.” The end of Robinson-Patman enforcement meant Amazon could use bulk discounts to monopolize product markets. Bezos also used predatory pricing either to drive his competitors out of business or acquire them, in one case on track to losing $100 million in three months selling diapers below cost to force a company called Diapers.com to sell to him, in an acquisition approved by the toothless Federal Trade Commission.

In the late 1990s, Bezos began repurposing his logistics capacity to sell DVDs, music, and toys, and opened its storefront to third-party merchants, turning the retail business into a “platform” where multiple buyers and sellers come together to interact. Amazon also competes on this platform, so the corporation has unparalleled surveillance into its competitors’ business. Railroads in 1908 had been prohibited from this kind of vertical integration; so had A&P in 1949. But Amazon exploded in a legal environment crafted by Bork, where vertical integration was a signal not of monopolization but efficiency.

Today, Amazon is an infrastructure and data conglomerate that is well on its way to becoming the intermediary for all commerce. It is a gatekeeper to online buying, with roughly half of all online retail coming through Amazon. This means that Amazon can impose conditions on any merchant that seeks to sell online, and it does so with abandon. To sell in a prominent place on the site known as the “Buy Box,” merchants and manufacturers are encouraged to use Amazon’s fulfillment and logistics services and its advertising services. Amazon also creates private-label versions of the hot-selling products on its platform, using its surveillance monopoly power.13

The corporation sells hundreds of millions of products, both directly and by managing its “marketplace.” It owns a delivery and logistics network to serve its own retailing operation and those of its third-party merchants, including a growing shipping fleet. It has retail stores and owns the Whole Foods supermarket chain, and is the largest book retailer in the world and one of the largest publishers in America.14

The corporation’s business strategy is to emulate its takeover of the online retail business, where it first established a powerful market position using aggressive pricing strategies and then vertically integrated into new business lines by opening up its system to third-party merchants. Bezos has built or bought a series of similar platforms that Amazon both controls and on which Amazon competes.

Amazon manufactures Kindle e-readers, Fire tablets, and controls the Alexa voice-assistant platform. It runs the dominant cloud computing business, which hosts the websites and services of millions of businesses (as well as the CIA and much of the U.S. government), a sort of operating system for the web. It is also one of the largest producers of television and film, electronics, fashion, and advertising services, as well as a credit lender to small businesses. Its advertising business and cloud computing businesses are by themselves separately worth hundreds of billions of dollars apiece.15

There is no perfect analogy to Amazon, but it is a mixture of Standard Oil, the A&P chain store, the Microsoft software monopoly, and the Mellon system of interlinked businesses. Bezos came from the hedge fund world, learned from Walmart and Microsoft, and took advantage of the legal framework structured by Director, Bork, and the law and economics movement.

A GOD’S-EYE VIEW: THE RISE OF GOOGLE AND FACEBOOK

Bezos was also one of the original investors in the dominant information intermediary formed in 1998, Google. As Google cofounder Larry Page put it, “Jeff was very helpful in some of those early meetings.”16

The company originated as a computer science project by Page and his academic partner, Sergey Brin, to map the internet more effectively than had been done until that point. Brin and Page realized that existing search engines were riven by a structural conflict of interest, because they were advertising-supported. They would thus manipulate their search results in service to their advertising business. They decided to start a company using their academic research.

Google was, like the “Everything Store,” monopolistic from inception, with a goal of “organizing the world’s information.” Its business model emerged as a result of this libertarian legal environment, fused with progressive cultural tolerance and a key antitrust suit. While the corporation was started by two computer scientists, Larry Page and Sergey Brin, it was Eric Schmidt, an executive at Microsoft-opponent Novell, who built the monopolistic business model. He recruited to Google Sheryl Sandberg, a Clinton Treasury official who would later help organize Facebook. Schmidt, Page, and Brin soon turned Google toward an advertising-supported model, despite earlier misgivings about the basic conflict of interest such a model would inherently incur.

The regulatory framework for what would become Google’s business, online advertising, emerged in the mid-1990s, after the Bork revolution was complete. In the 1990s, the FTC explored how to update its mission in the context of the rise of the internet. The Federal Trade Commission’s 1996 report on consumer protection policy in the “new, high-tech global marketplace” framed the job of the commission as fostering self-regulation of industry. While the FTC staff report noted the possibility of “online entry barriers through search engines designed to push competitors out of the way,” it also quoted an expert hailing interactive media as “the first intelligent media on the consumer side.”17 The recommendations largely confined the FTC to encouraging self-regulation and policing consumer fraud.

At the same time, the antitrust suit against Microsoft by the state attorneys general and the Department of Justice set the stage for the innovative environment in which the search giant would emerge. After the suit, Microsoft executives began sharing software plans proactively with competitors, and decided against an early plan to use its control over the now-dominant Internet Explorer browser to crush new entrants to the internet economy, including Google.18 In the late 1990s, entrepreneurs rushed into the online advertising and internet space, propelled by the internet boom and no longer afraid of being squashed by Microsoft.

Over the course of the 2000s, Google grew into a significant advertising-fueled search engine, and eventually a data conglomerate. It bought companies to build out its advertising business in 2002–2003, software companies that would become Google Maps in 2004 and internet video monopoly portal YouTube in 2006. Google had the ability to advertise effectively because it knew what its users were thinking. As users did searches, Google accumulated a vast store of knowledge about the thoughts and questions of hundreds of millions of people. It became, as influential writer John Battelle put it, a “database of intentions.” In 2007, encouraged by industry lobby groups, the FTC offered principles for self-regulation in the behavioral advertising market, largely oriented around the industry regulating itself voluntarily.19

The legal environment was favorable to monopoly and did not have significant public rules structuring advertising markets, which meant that there was a scramble for dominance. What followed was, similar to the creation of U.S. Steel in 1901 from the thousands of independent iron and steel companies, a merger wave. AOL, Yahoo!, Microsoft, Verizon, WPP, and Oracle all became major buyers of behavioral targeting analytics companies, ad exchanges, publishers, and ad networks. But Google led the pack. From 2004 to 2014, Google spent at least $23 billion buying 145 companies.20

The most important acquisition was when, in 2007, the FTC permitted Google to purchase its rival in the online advertising space, DoubleClick.21 DoubleClick was becoming a key railroad-like marketplace for internet advertising, a facilitator for newspapers and publishers to sell their advertising online and for ad buyers to buy advertising online. Google, in buying DoubleClick, combined its “database of intentions” with a vast trove of knowledge on how advertising campaigns and user behavior worked across third-party websites. The merger allowed Google to leverage its dominance in search advertising to third-party display advertising in which DoubleClick specialized.

It was a controversial decision. As FTC Commissioner Pamela Jones Harbour wrote, “I dissent because I make alternate predictions about where this market is heading, and the transformative role the combined Google/DoubleClick will play if the proposed acquisition is consummated.”22

While multiple players were vying for online advertising supremacy, it was largely Google, and Facebook, that won. In 2004, Facebook emerged as a nascent competitor to Google in a new set of online markets: social media, or the sharing of social information. Facebook piggybacked on this libertarian legal framework and purchased over seventy companies to attain monopoly power over social media advertising. Its key acquisitions were Instagram in 2012 and WhatsApp in 2014. While each company has its own complex dynamics, Facebook and Google are both essential infrastructures for the digital economy, with little public accountability.

Today, Google has eight products with more than a billion users apiece.23 It knows what you think through its much larger “database of intentions.” It knows where you go in the physical world through its two billion constantly roaming Android phones and its mobile ad app and Google Maps subsidiaries. It knows where you go online through its tracking businesses, and it has information about business ad campaigns through its advertising technology subsidiaries. This provides Google with a God’s-eye view of behavior. Married to this surveillance power is the ability to organize the distribution of information through YouTube, Google Maps, Google search, email, and its own popular browser. As Schmidt put it, “We know where you are. We know where you’ve been. We can more or less know what you’re thinking about.”

Google, Amazon, and Facebook are conglomerates who monopolize ad markets, and have done so through a range of tactics and mergers that were until very recently illegal. And in doing so, they have become governing powers. Mark Zuckerberg, the CEO of Facebook, put it this way. “In a lot of ways,” he said, “Facebook is more like a government than a traditional company. We have this large community of people, and more than other technology companies we’re really setting policies.”24

While there are analogies, this concentration of power over the sinews of information is new. In 1831, Alexis de Tocqueville visited America and was astonished at the number and diversity of newspapers, later writing, “There is scarcely a hamlet which has not its own newspaper.” He contrasted that to the centralized newspaper systems in Europe, which were designed to insulate kings from public criticism. In America, there were so many newspapers that wealthy and famous people could not use the power of dominating information channels to, as he put it, “excite the passions of the multitude to their own advantage.”25 Americans rebelled against the British, in part, because of taxes the British levied on newsprint, which was the mechanism for organizing speech.

Today, with Google, Amazon, Facebook, we find ourselves in America, and globally, with perhaps the most radical centralization of the power of global communications that has ever existed in history. One company controls roughly 90 percent of what we search for. And they also know what we think, because we tell them, through our searches. Another company controls our book market, and a third controls how we interact with our social worlds. Meanwhile, the free press is dying.

TOWARD A NEW DEMOCRACY

In 1912, Americans understood that they were in the midst of a crisis, similar to those they had faced prior to the Civil War and during the revolutionary era. Theirs was a crisis of concentration of power, and they faced the decision of moving toward autocracy or democracy, a free society or a slave society. Today we face a similar moment of reckoning. There are different technical, social, and physical characteristics, but we can recapture the ability that our forebears had to demand democracy in the political and the commercial sectors.

The Watergate Babies rejected the lessons of Patman’s generation for many reasons, conflating economic populism with an antiquated vision of the economy. But there was wisdom in Patman’s lessons. In the 1930s, he said that restricting chain stores would prevent “Hitler’s methods of government and business in Europe” from coming to the United States. For decades after World War II, preventing economic concentration was understood as a bulwark against tyranny. From the 1970s until the financial crisis, this rhetoric seemed ridiculous. No longer. Financial crises occur regularly now, and prices for essential goods and services reflect monopoly power rather than free citizens buying and selling to each other. People worldwide, sullen and unmoored from community structures, are turning to rage, apathy, protest, and angry tribalism.

The reason for this dissatisfaction, the anxiety, is clear. The institutions that touch our lives are unreachable. We organize our social networks through Facebook, our information through Google, our health care from complex bureaucracies, our seeds and chemicals through seed monopolists. We sell our grain through Cargill and watch movies, buy groceries, books, and clothing through Amazon. Open markets are gone, replaced by a handful of corporate giants. We are increasingly addicted to opioids, sugary processed foods, and alcohol. We have no faith in what was once the most democratically responsive part of government, Congress. We cannot begin to address perhaps the most important existential challenge humanity has ever faced, climate change. Steeped in centralized power and mistrust, people all over the world face demagogues selling blame and hatred.

But even more profound than the anxiety is the confusion. Our policymakers, until recently, saw giants like Google, Amazon, and Goldman Sachs as exemplars of the American spirit, instead of the dangerous re-creation of trading corporations seeking to control and enslave us—like the East India Company—against which we rebelled. They confused charity for justice, meekly asking our munificent plutocrats to raise our wages or donate their ill-gotten gains to charitable foundations plastered with their names. We have asked for new laws to offer welfare to the poor, instead of seeing poverty itself as a lack of freedom, as a denial of the basic rights of citizenship. This is not democracy. This is servitude.

And yet, paired with this profound discouragement and confusion is a moment of tremendous opportunity. While today our monopolists use our scientific genius to encourage us to click on ads, the technology of our age is unimaginably powerful. Each of us carries a supercomputer disguised as a phone in our pocket, connected through satellites and wireless towers to the most extensive information network in human history. This grid can become a tool of liberation, or it can become the most sophisticated set of leashes ever invented. Across our commerce, our industries can be remade, and remade in remarkably innovative ways, if we would but move aside the entrenched status quo of monopolists and unleash the talents and genius of a free people upon them.

For forty-seven years in Congress, Patman got up early every morning to make sure that the “plain people,” as he put it, could live a secure middle-class life, not just in material comforts, but as an independent self-governing people. He drew upon a founding tradition, which was that the basis of a democratic social order was not just the right to vote, but the wide dispersal of private property among citizens.

Under this Enlightenment idea, property did not just mean the ability to dominate or use a parcel of land or a piece of capital, but also the responsibility to take care of it. The ability to use property and one’s labor to produce wealth created political independence. A citizen who could grow food and make money with a farm or store was not dependent on any social better or aristocrat for her livelihood. Carefully and publicly regulated markets that protected the rights of buyers and sellers were the forums by which citizens formed communities, freely trading goods, services, crops, information, their own labor, and ideas. Citizens as individuals had the ability to say no, and because they had that power, they had the ability to come together as a society.

The coming together to protect our property and liberty—from monopolists, financiers, or foreign powers—by a government we controlled was the American experiment. This Enlightenment ideal has been continually updated to take advantage of modern technology and new political and social contexts. After World War II, we exported this model globally, so that it became the basis for seventy-five years of prosperity and peace in Europe, and so that we would not have another world war. The American experiment, born in the Enlightenment, was, and is still, based on a radical philosophy of self-government. It is still who we are. We are coded for peaceful rebellion. We are born to fight against power. As a people, we expect our government to uphold justice. And we are angry, and sullen, when it does not.

We have challenges Patman did not face. There was no worldwide threat of climate change. And Patman did not have to face a society so alienated from itself as we are today. It was not outlandish in the 1930s to imagine restructuring corporate America, as corporate America was relatively new. Family farms existed, and corporations, while enormous, had not stretched across the globe in dangerous fragile webs of production, as they have today.

Still, we have one remarkable cultural advantage. Patman grew up in an era when citizenship meant being a straight white male. Being gay, or black, or female, or falling in love with someone from another race, or refusing to conform to any number of social norms, meant being excluded from social rights and becoming a political target. Patman was not a racist. He faced down the Ku Klux Klan in the 1920s, he ensured broad economic rights regardless of race, and he helped put the first black man on the Federal Reserve board in the 1960s. But he did not make racial equality a core mission of his life, and he voted for segregation in the 1950s and 1960s because he would have lost his seat in Congress had he not, even as he faced candidates claiming he was insufficiently committed to white supremacy.26

Patman had to make a cynical, ugly choice because most white Americans of his era would not tolerate racial or gender equality. Today, because of sacrifices going back generations, this is a choice we no longer have to make. We can form a multiracial democracy based on equality. We have not done so, but it is within our ability.

There are other reasons for hope today. The financial crisis induced new ways of thinking. In 2008, Elizabeth Warren was appointed by Senate majority leader Harry Reid for a job chairing an oversight board on the bank bailouts. She was from Oklahoma, one of the key centers of populism, and she grew up on the teetering edge of the middle class. In 2009, as chair of the Congressional Oversight Panel, she helped organize the first broad attack on financial power in decades, exposing bad behavior of banks and systemic criminal practices during the foreclosure crisis. Vermont senator Bernie Sanders then ran a campaign in 2016 based on opposition to Too Big to Fail banks, a phrase that came to culturally resonate and in doing so channeled popular American frustration with corporate gigantism. The antimonopoly movement is rising everywhere. The Democratic Party platform had an antimonopoly plank in 2016 for the first time since 1988, and most major Democratic Party figures are expressing concern over the power large technology companies have. So are important Republicans, such as Senator Josh Hawley of Missouri and Congressman Doug Collins of Georgia. The Department of Justice and the Federal Trade Commission are arising from their decades-long slumber, and Representative Emanuel Celler’s old stomping grounds, the Judiciary Committee, announced an investigation of big tech in June of 2019. In Europe, Australia, Japan, Israel, and India, antitrust enforcers are bringing suits and investigations. All of this is being spurred by a rising popular frustration with corporate concentration. The people are waking up.

The vision put forward by Warren and Sanders of a financial system under control by democratic institutions is fundamentally organized by the New Deal framework and its populist legacy. Even Donald Trump is a throwback, looking like a faint echo of the Mussolini that New Dealers feared. The rise of corporatism, and the backlash, has sparked a search for ideas and a new generation of leaders. In the 2018 midterm elections, a wave of young post-financial-crisis politicians took office. They may not know exactly what they want, but they are eager to find a new tradition, and merge what made sense about the Watergate Baby frame with a new populist understanding of power.

There is also now a new intellectual community. In the latter part of the Clinton administration, a business journalist named Barry Lynn began studying the problem of monopolization in the supply chains that moved goods from East Asia to the United States. In 2010, Lynn published Cornered, a book that inspired a new antimonopoly movement that draws its inspiration from what has come before.

Since then, a group of antimonopoly historians, economists, law professors, business leaders, politicians, policymakers, and writers has emerged, rediscovering our traditions and updating them for the age in which we live today. The book you are reading is a product of that community. It is intended both as a history but also as an invitation to join us.

In 2017 at, ironically, the Stigler Center at the University of Chicago, the first meeting of the intellectual core of this movement came together to examine the question, “Is there a concentration problem in America?” This new group of antimonopolists debated, for three days, with the Watergate Baby generation experts, who by now had become the old guard. And for the first time, the technocratic children of Bork, Areeda, and Turner had to debate the wisdom of Brandeis.

Join us. Make this your tradition, wherever you live and whatever you do. Because it is your tradition, it is your birthright, as an American, or just as someone who believes that free individuals can come together and govern themselves. If you are dissatisfied, if you seek a better world, you are not alone.

I’m not going to lie. We are in a bad spot. It isn’t just that we have to contend with plutocrats. It’s that we have divorced property ownership from caretaking itself. Our industrial supply chains are fragile, concentrated and full of dangerous and hidden risks. The Chinese Communist Party, with its highly sophisticated and vast industrial power, has integrated surveillance into a nascent totalitarian model, with not only concentration camps full of ethnic minorities but immense leverage over Western corporations. Democracies are falling globally, in part because people understand that the formal mechanisms of voting do not matter when decisions about political economy are reserved to a coddled elite. But we can fight back.

What that means is not just protest, or elections. It means learning. Whoever you are, whatever interest you have, you have the ability to do that. There are tens of thousands of markets, local, national, international, and a democracy requires people to think and learn about the policies underpinning each one of them.

Use your identity. Every subgroup—whether white, black, gay, straight, immigrant, male, female, genderqueer—interacts with market structures that can discriminate, integrate, liberate, or not. If you are experienced in an area, you see with experienced eyes, and can guide policymakers into building a more just way to do commerce. If you are building a business, think about the right way to do commerce, and make that your politics. If you are young, take your interest, whatever it is—law, politics, sports, history, business, engineering, farming, art—and learn not just about the technical specifics of the field, but about the moral choices you can make in that field. If you want to enter politics, think about the glorious life you could have if you emulate Patman, a man who loved his constituents, and fought for the plain people and against monopolists, or any of the staffers, regulators, business leaders, or lawyers who were his allies. Our monopoly problem is a massive one, but it can be solved by breaking it down into person-sized chunks.

Fighting back also means not falling into the trap of elitism. The weakness of the technocrat is “imposter syndrome,” a feeling that he or she doesn’t belong in a position of power, that his or her expertise is a pretense. This insecurity is what Aaron Director identified as his key to power. “Beautiful smugness” is how John Kenneth Galbraith and Richard Hofstadter persuaded a generation to give up their liberties. These men, Director in particular, understood that powerful liberal lawyers, well-respected and arrogant, were susceptible to mockery by their colleagues. Director made fun of lawyers who subscribed to common sense, creating a social context where an embrace of complex-seeming models by credentialed experts who were working for oligarchs overrode respect for justice, democracy, or basic human decency. In doing this, Director reoriented the elitist liberal brain, rewiring it for plutocracy without liberals even knowing.

The only immunization against this is a democratic form of populism. I do not mean the toxic fake version of populism, demagogues and frauds blaming ethnic groups. I mean old-school populism, the belief that citizens, educated and responsible, know what is best for themselves. And united they come together in a system of democracy and use the law to protect and develop themselves.

This populism does not disdain expertise, but embraces it. But expertise must serve the people; it must not be oriented to confuse them, to erect a new aristocracy. And that means you must never be afraid to say “I don’t know,” and you must do your best to remember that men in suits with impressive credentials can and often do lie, cheat, and steal. It’s true that humanity has a remarkable amount of accumulated knowledge, but as individuals, we’re all making it up as we go along. To do the work of being a citizen, each of us has to work hard, learn, build up a working body of knowledge.

We have created and re-created our republic many times in our history. We did it in 1776 when we declared independence, not just from a king but from the idea of aristocracy itself. We did it in freeing ourselves from the Slave Power, and again in 1912 and during the New Deal and World War II, when we liberated ourselves from industrial barons and fascists. Today, we must choose whether we have the courage, wisdom, and discipline to govern ourselves, both as individuals, as communities, and as a nation. That is our choice, as a people.

Nothing about monopolization is inevitable. Our increasingly dystopian and corrupt corporate apparatus was brought to us by people selling a fantasy of inevitability. Some of them sold us a right-wing fantasy of corporate monopolies and bigness as a sign of progress. Some of them sold us a left-wing fantasy of corporate monopolies as an unstoppable feature of capitalism. But these fantasies are, in the end, the same. They both are designed to sell you on the idea that you have no power, that you are nothing but a consumer.

And that is not true. It has never been true. America has always been a nation of tradespeople. We embed social justice in our banks, our corporations, our markets, in how we exchange goods, services, crops, ideas, and labor with one another. Each of us is a worker, a businessperson, a consumer, and a citizen. The real question is not whether commerce is good or bad. It is how we are to do commerce, to serve concentrated power or to free ourselves from concentrated power.

This is the choice that has always confronted the American people, liberty for all or a small aristocracy governing our commerce and ourselves. To choose wisely, we must unlearn much of the history we have been taught. Many of us learned a version of our history as one of inevitable progress, goodness, and triumph. Many of us learned the inverted version, that our history is one of inevitable sin, racism, conquest, greed. Neither of these is true, because both versions airbrush out our own free will. The truth is, America is a battle, a struggle for justice. And we choose, every generation, who wins.
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I wrote this book while a fellow at a think tank called the Open Markets Institute. Think tanks are places where people studying policy can talk to one another and learn, and from that intellectual community can come ideas about how to restructure the levers of power for a more just world. That’s the theory of think tanks, anyway. In the middle of the writing of this book, OMI split off from a larger think tank in a somewhat high-profile scandal involving the use of corporate money to censor views critical of powerful interests. This split was an experience that reinforced what I was learning in the archives about power. In the split, and in guiding Open Markets, a few people played key roles. Sarah Miller had a keen sense of strategy and focus, and along with Barry, made my work possible. Thanks also to Eddie Vale, Kat Dill, Kevin Carty, Leah Douglass, Brian Feldman, Matt Buck, Stella Roque, and Jess Wertheim. OMI researcher Claire Kelloway helped me understand the politics of agriculture and the Homestead Act, and OMI legal director Sandeep Vaheesan helped me better understand the history of the courts and antitrust law. And Phil Longman taught me about trains, health care, and the 1980s, read chapters, and gave me feedback throughout. Phil is the best editor I have ever worked with.

My first agent, Will Lippincott, gave me the confidence to try and write this book. My current agent, Farley Chase, helped me through the process to complete it in every way he could. My editor, Ben Loehnen, took a manuscript that was a somewhat coherent set of stories and made sure it made sense to people that don’t spend all their time thinking about monopoly power. All three were consummate professionals and deeply supportive, which gave me the confidence to be bold. Jonathan Karp, Caitlyn Reuss, and the whole Simon & Schuster team were wonderful partners, and the production department was patient and careful. And to Farah Amjad and Lauren Gurley, I am immensely grateful for your detailed fact-checking work. Any errors in this book are of course all mine.

Scholars Richard John, Gerald Berk, Adam Tooze, William Hogeland, and Eric Rauschway read chapters and helped me understand the broader historical and economic trends involved in these debates, in the process sharing their breathtaking knowledge and expertise. Tooze invited me to a wonderful seminar at Columbia University where I was able to discuss some of the early chapters with a variety of scholars. Lina Khan, Rohit Chopra, Andy Green, Guy Rolnick, and Teddy Downey read parts of the manuscript and gave me essential feedback. Lina, you give me hope. Rohit and Andy, you inspire me that governing is possible. And Teddy, I’ve never met anyone who hates corruption and is as relentlessly optimistic about life.
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And thank you to my brother, Nick, and sister-in-law, Francesca, as well as Penny, Freddie, and Lydia.

And now some advice. What’s it like to write a book? Well, it is far more fun to have written a book than to actually be writing it. Still, if you have an idea you need to get out into the world, do it.
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