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Chapter One

Markets in Everything

To keep the fish that they carried on long journeys lively and fresh, sea captains used to introduce an eel into the barrel. In the economics profession, Milton Friedman is that eel.

— Paul Samuelson (1969)1

In late 1966, Martin Anderson, a young Columbia University economics professor with libertarian leanings, found himself seated at a dinner party next to a lawyer from Richard Nixon’s law firm. Nixon had joined the New York firm after announcing his first retirement from politics, telling reporters, “You don’t have Nixon to kick around anymore.” The lawyer did not like Nixon and, by the end of the night, he also didn’t like Anderson. “With views like that,” he told Anderson, “you should be working for my boss — not me.” A few days later, Anderson received a call from Leonard Garment, a partner at Nixon’s firm and a close adviser. Garment told Anderson he’d heard there was a Columbia professor saying crazy things, and he invited Anderson to pay a visit. Soon, Anderson was meeting regularly with the small group plotting Nixon’s political resurrection in the 1968 presidential election.2

At a meeting in March 1967, the Nixon group turned its attention to military conscription. The United States had drafted men to fight in most of its major wars but, after the end of World War II, Congress for the first time had authorized an ongoing draft. The nation was shouldering global responsibilities; no one was quite sure how many soldiers were needed to fight a Cold War. Over the next quarter century, the government annually conscripted tens of thousands of men.

Popular support for the draft had started to wane by the 1960s. While military service was described as a universal obligation, significantly less than half of American men served in the military. As fighting in Vietnam intensified, so did objections to the basic unfairness of picking some men to serve and perhaps to die. Reformers floated ideas like replacing local draft boards with a national lottery, or requiring all men to attend military training, but those plans did not address the basic inequity.

“I have an idea,” Anderson told the Nixon men. He had just read an article by the University of Chicago economist Milton Friedman, who argued that the government should end conscription and instead recruit an all-volunteer military by offering competitive wages. “What if I could show you how we could end the draft and increase our military strength at the same time?” Anderson asked the group. “Let me put together a paper on this.”3

The world changes and it’s hard to say why. The United States ended conscription in 1973 because Americans had a lot of babies in the 1950s and because an insecure man named Lyndon Baines Johnson doubled down on a losing hand and because it kept getting harder to teach recruits how to operate new military technology and because the voting age dropped to eighteen and because young men in an increasingly prosperous nation did not want to fight. All of that was important. But it is also true that the United States ended conscription because Milton Friedman persuaded Anderson, who persuaded Nixon, who won the 1968 presidential election.

Friedman was a formidable academic, crowned with a Nobel Prize in economics in 1976, yet he deserves to be remembered chiefly as one of the most influential ideologues of the twentieth century, the forceful prophet of a conservative counterrevolution that reshaped life in the United States and around the world.

He wrote in his 1998 memoirs that economists exert influence “by keeping options available when something has to be done in a time of crisis” — by ensuring the refrigerator is well stocked when policy makers open the door.4 His role in ending military conscription marked the first time he shifted policy in the direction of his beliefs. More celebrated triumphs followed, but Friedman, toward the end of his life, said he remained most proud of the first. “No public policy activity that I have ever engaged in,” he said, “has given me as much satisfaction.”5

Milton Friedman skittered disruptively through the twentieth century like a loose electron, leaving behind a world reconfigured by his ideas. He was a small man with large glasses and the boyish enthusiasm of a natural salesman. Great scientists often are portrayed as singularly bad at communicating with other humans; indeed, this is held to be a mark of their brilliance. Great economists, by contrast, tend to be the popularizers of their own ideas and, in this art, Friedman had few peers. His animating idea was simple and universal: the open marketplace was the best possible system of human governance — certainly much better than traditional forms of government, which ought to be kept to an absolute minimum. He joked that if government bureaucrats should ever gain control of the Sahara, there soon would be a shortage of sand.

In Free to Choose, a ten-part exposition of Friedman’s views broadcast on PBS in 1980, the economist held up a simple yellow pencil and rhapsodized over its construction. “Literally thousands of people cooperated to make this pencil,” Friedman told viewers. He listed the workers who provided the wood and graphite, the yellow and black paint, the rubber eraser, and its metal band. “People who don’t speak the same language,” he said, “who practice different religions, who might hate one another if they ever met.” And what, he asked, tapping the pointed tip, brought them together? “It was the magic of the price system.”

He was also a ferocious debater, prompting one colleague to observe it was best to argue with Friedman when he was not in the room.6 He listened to opponents with a Cheshire cat’s smile, waiting for them to stop talking so he could help them understand why they were wrong.

During the first half of his career, Friedman produced the majority of his significant academic research. During the second half, he emerged as “the most creative social political thinker of our age,” in the words of Daniel Patrick Moynihan, the New York senator and public intellectual who was well equipped to judge Friedman, since they worked in the same line.7 Even those who disagreed with Friedman found themselves unable to ignore his broadsides. “Only a small minority of the profession is persuaded by his opinions,” the liberal economist Robert Solow said in the 1960s, but “around any academic lunch table on any given day, the talk is more likely to be about Milton Friedman than about any other economist.”8

A half century later, economists still were talking about Friedman — but many more of them had come to agree. Lawrence H. Summers, a Harvard economist who served as a senior official in the Clinton and Obama administrations, wrote in 2006 that Friedman had been a “devil figure” in his youth, but he had come to view Friedman with great admiration. “He has had more influence on economic policy as it is practiced around the world today than any other modern figure,” Summers wrote.9 A Harvard colleague, Andrei Shleifer, wrote in 2009 that the period between 1980 and 2005 had been “the Age of Milton Friedman.”10

Milton Friedman’s parents came from the same small Austro-Hungarian city, Beregszász, but they met in Brooklyn, where Milton was born on July 31, 1912. He grew up in Rahway, New Jersey, where the family owned small businesses including, at various times, a clothing factory, a dry-goods store, and an ice cream parlor. At the age of sixteen, Milton left home and enrolled at Rutgers University, where he had his only brush with military service. The school then required students to enroll in the Reserve Officers’ Training Corps; Milton completed the required two years and dropped out of the training program.* Years later he wrote, “I regarded ROTC as a burden to be borne with no significant benefits for me or for the country.”11

He started out studying mathematics, intending to become an actuary. But in the midst of the Great Depression, he decided economics was more interesting, and one of his professors helped him to secure a place in the Ph.D. program at the University of Chicago.12 Friedman headed west in 1932 with a little money in his pocket: during his undergraduate years, he and a classmate had obtained permission from the dean at Rutgers to sell white socks and green ties to the college’s freshmen, who then were required to wear both.13 They soon expanded into selling used textbooks, prompting a protest from the campus bookstore. Fortunately for Friedman, the dean’s letter of permission was not overly specific about what they could sell.

The money, however, was not enough to get Friedman through graduate school. In 1935, Friedman and the woman he later married, a fellow Chicago economics graduate student named Rose Director, moved to Washington, D.C., where they joined the rapidly expanding army of economists employed in the administration of the federal government’s New Deal programs. “Ironically, the New Deal was a lifesaver for us personally,” Friedman wrote. “The new government programs created a boom market for economists, especially in Washington. Absent the New Deal, it is far from clear that we could have gotten jobs as economists.”14

Rose, born in Russia in 1910 or 1911, moved to the United States with her family just before World War I. She grew up in Portland, Oregon, and enrolled at Reed College before transferring to the University of Chicago to join her brother, Aaron Director, who was then a graduate student in economics and who went on to become one of the most important and uncompromising libertarians of his generation. Rose met Milton in Professor Jacob Viner’s seminar on economic theory; they were seated next to each other because Viner organized students by last name. They were married in 1938. When Rose wrote her brother to share the news, Aaron responded, “Tell him I shall not hold his very strong New Deal leanings — authoritarian to use an abusive term — against him.”15 It was a marriage of economists. Said Milton, “I can recall many a pleasant summer evening discussing consumption data and theory in front of a blazing fire.” The Friedmans also assigned numbers to frequent arguments, because that was more efficient. To the end of their lives, they said “Number 2” instead of “I was wrong and you were right.”16 Rose never finished her thesis; she became Milton’s collaborator, particularly on public policy issues; his editor, particularly of his popular works; and his intellectual commissar. Even after a half century of marriage, Rose said she had never forgiven Milton for his role as a young Treasury Department official in the early 1940s in facilitating the growth of government by devising the requirement that employers must withhold taxes from paychecks.17

During the war years, Friedman also worked at a government-funded think tank that applied math to military questions. For example: Was it better for a fighter plane to have eight smaller machine guns or four larger guns?18 One of Friedman’s projects involved testing alloys for the blades of jet engine turbines. Friedman saw a shortcut: he crunched the data and came up with a new alloy, which he asked a laboratory at the Massachusetts Institute of Technology to mix and test. Friedman’s calculations showed the blade should last for two hundred hours. It lasted two hours.19 Friedman later said the experience shaped his lifelong skepticism of complicated formulas and forecasting. Indeed, a basic theme in his public policy prescriptions was that governments operated in darkness, and that the appropriate response to most problems was to do very little, and to do it slowly and steadily. Ambitious interventions, he said, tended to make matters worse.20

By contrast with his skepticism about the future, he had a deeply romantic view of the past, forever comparing the fallen condition of modern society to an earlier era in which he imagined people had cared for themselves and prospered to the best of their abilities. Meritocracy is an idea that appeals deeply to talented outsiders, and Friedman chose to see the role of individual initiative rather than the context of public support. He celebrated drivers and took roads for granted.

Throughout his career he enjoyed the support of wealthy patrons eager to find intellectuals who would champion the cause of limited government. The National Bureau of Economic Research, which published his doctoral dissertation and later supported his most influential work on monetary policy, was the first and most important. It was created in 1920 to gather and publish economic data, in the days before the government had embraced that role, with financial backing from the Rockefellers and other oil barons. Friedman’s dissertation criticized licensing requirements for physicians, arguing that the government was helping doctors to limit competition at the expense of their patients. This was a bit much for the bureau. Licensing was widely regarded as a necessary form of quality control, and the bureau refused to publish the study until Friedman softened the language. It finally appeared in 1945, allowing Friedman to obtain his doctorate.21

That year, Friedman briefly joined the faculty at the University of Minnesota, where he shared an office with another young professor, George Stigler. The two men, who had first met as graduate students at Chicago, co-authored an attack on rent control playfully entitled Roofs or Ceilings? for the libertarian Foundation for Economic Education. Friedman and Stigler began by describing the rapid reconstruction of San Francisco after the 1906 earthquake that destroyed much of the city. Then they jumped ahead forty years, writing that San Francisco once again needed a wave of new construction to house a booming population. But this time, they said, the government was standing in the way. They argued that rent controls discouraged construction of new apartments and maintenance of existing apartments. By restraining the profits of landlords, they said, the government was harming tenants, too.22

The Foundation for Economic Education objected to a passage in which Friedman and Stigler wrote that reducing economic inequality was a legitimate goal of public policy, even though they added that rent control was the wrong way to pursue that goal. The foundation inserted a note, without the authors’ permission, describing the pamphlet as all the more compelling for showing that even a pair of bleeding hearts like Friedman and Stigler opposed rent control. A trade group for real estate agents distributed half a million copies.23

By the time the pamphlet appeared in the fall of 1946, Friedman already had left Minnesota to join the economics faculty at the University of Chicago. Shortly after his arrival, in the spring of 1947, he traveled with Aaron Director and Stigler to Switzerland for the first meeting of the Mont Pelerin Society, a group created by the libertarian economist Friedrich Hayek to bring together the lonely apostles of the free market, who labored in an environment of unremitting hostility to their ideas, which were widely viewed as dangerous and old-fashioned. “Nobody in Europe believes in the American way of life, that is, private enterprise, or rather, those who believe in it are a defeated party which seems to have no more future than the Jacobites in England after 1688,” the British political commentator A. J. P. Taylor said on a BBC radio broadcast in 1945.24 In the early years after World War II, it was also hard to find Americans who believed in that version of the American way of life.

Hayek, who was born in Austria in 1899, and whose career took root before the Great Depression, was raised in the free-market faith and never abandoned it. In his most famous book, The Road to Serfdom, published in 1944, Hayek attacked the interventionist brand of economics associated with John Maynard Keynes. Hayek argued that socialism was bad and that the expansion of government’s role in managing the economy was a slippery slope that would end in socialism.

Hayek’s attack on the logic of socialism was powerful and enduring. He argued that prices in an open marketplace conveyed far more information than any bureaucracy could possibly compile, and transactions based on those prices allocated resources far more efficiently than any bureaucracy could possibly achieve. His slippery-slope thesis, by contrast, was a flawed piece of alarmism: as Keynes noted in an acerbic rebuttal, Hayek acknowledged the necessity of some government functions but offered little explanation of the line between his preferred forms of intervention and the kinds that led to socialism. Keynes thought it was not only possible but necessary for societies to strike a balance between markets and management.*

Friedman found friends and respite at the Mont Pelerin meeting, which became an annual event. He recalled, “It provided a week when people like that could get together and open their minds and not have to worry about whether someone was going to stick a knife in their back.”25

In a 1951 essay, Friedman predicted the public, too, would soon begin to run out of patience with what he described as the Western world’s turn toward collectivism. He perceived a latent appetite for liberalism, in the old sense of a commitment to free markets and minimal government. “The stage is set for the growth of a new current of opinion to replace the old, to provide the philosophy that will guide the legislators of the next generation even though it can hardly affect those of this one,” he wrote. “Ideas have little chance of making much headway against a strong tide; their opportunity comes when the tide has ceased running strong but has not yet turned.

“This is, if I am right, such a time.”26

Walter Oi’s War

Friedman first condemned military conscription in a June 1956 speech at Wabash College in western Indiana. He was the star attraction at a summer camp for young economics professors staged by the William Volker Fund, a foundation endowed by a Kansas City window-shade maker that was one of the most important sources of funding for the dissemination of free-market ideas in the midcentury United States. The speech was a wide-ranging attack on government. The critique of conscription was the eleventh item on a list of fourteen misguided public policies that also included national parks, the postal service, and public housing. Friedman said the government was “interfer[ing] with the freedom of young men to shape their lives.”27

Rose Friedman took that speech and several others and turned them into Milton’s first book, Capitalism and Freedom. Its publication in 1962 marked Milton’s emergence as a public intellectual. It became one of the most important books of the twentieth century, not least because Ronald Reagan numbered among its fans. The royalties covered the cost of the Friedmans’ Vermont summer home, which they named “Capitaf.” But first, Capitalism and Freedom helped to connect Friedman with Senator Barry Goldwater.

Goldwater, the Republican presidential nominee in 1964, was the beta version of Reagan. He ran against government, proposing to end federal oversight of the energy, telephone, and airline industries; to cut taxes; and to privatize the Tennessee Valley Authority, which provided cheap electricity to a big chunk of the Southeast.

Goldwater endorsed Friedman’s book, boosting sales; Friedman wrote parts of the speech Goldwater gave to formally launch his general election campaign on September 3, 1964. “Republicans will end the draft altogether, and as soon as possible,” Goldwater said. “That I promise you.”28 He said military service should be a career like anything else.

A few weeks later, Friedman elaborated on the theme in an article for the New York Times Magazine entitled “The Goldwater View of Economics.”29 He described conscription as a tax: the government was taking people’s time, and it was manifestly compensating them inadequately, as evidenced by the fact they had not volunteered. In Friedman’s view, it was the same system of forced labor Egyptian pharaohs had used to build the pyramids and Britannia had used to rule the waves — and it was unconscionable. Friedman’s son, David, had turned nineteen in 1964, lending an edge to his father’s outrage. “How can we justify paying him less than the amount for which he is willing to serve?” Friedman wrote a few years later, in the essay that reached Anderson and then Nixon. “How can we justify, that is, involuntary servitude except in times of the greatest national emergency? One of the great gains in the progress of civilization was the elimination of the power of the nobleman or the sovereign to exact compulsory servitude.”30

Friedman’s argument would have puzzled America’s founding fathers. Thomas Jefferson wrote of “the necessity of obligating every citizen to be a soldier; this was the case with the Greeks and Romans, and must be that of every free state.”31 George Washington regarded an army of professional soldiers as posing a much greater danger to democracy than an army of conscripts. But opposition to conscription is an old tradition, too. During the English Civil War in the seventeenth century, the radical Levellers — a political movement rooted in the urban middle class and committed to republican government — proposed an end to military conscription as one of their signature reforms. They argued no man should be required to fight unless he was “satisfied in the justness of that cause wherein he hazards his life, or may destroy an others.”32

Even in the immediate aftermath of World War II, support for the draft was by no means uniform. Senator Robert A. Taft, an Ohio Republican, went to Gettysburg National Cemetery in 1946 to deliver a Memorial Day speech condemning the continuation of the draft as “essentially totalitarian.”33 The liberal economist John Kenneth Galbraith helped to persuade Adlai Stevenson, the Democratic nominee in 1956, to raise the possibility of ending the draft in a speech delivered just a few months after Friedman’s Wabash speech.34 Wags said it was the only thing Friedman and Galbraith ever agreed about.*

Still, in 1964, opponents of conscription remained solidly in the minority. There were many people campaigning to change the draft, but few seeking to end it. Communism loomed; the military was the bulwark of democracy, and experts generally agreed there was no other way to find enough soldiers. After Goldwater’s speech, President Johnson created a study group to blunt what his advisers saw as yet another instance of the Republican candidate promising free lunches to voters. Its conclusion was unequivocal: “Increases in military compensation sufficient to attract a volunteer force cannot be justified.”35

But as Bob Dylan sang that same year, the times were a-changin’. President Kennedy’s famous plea in his 1961 inaugural address — “Ask not what your country can do for you. Ask what you can do for your country” — resonated precisely because the opposite tendency was taking hold. People increasingly were inclined to prioritize the rights of individuals over the needs of the community. Some of the earliest manifestations of the new mood were small acts of local defiance. The Dallas suburb of Richardson voted in the early 1960s to charge seven cents for milk in school cafeterias, rather than accepting federal aid and charging two cents. The mayor of Lakeland, Florida, declined federal money to rebuild the city’s water system, explaining, “It breeds apathy, destroys initiative and opens the door to the invasion of individual rights.”36 The pollster Samuel Lubell, among the first to take notice, wrote that the priorities of Americans were shifting “from those of getting to those of keeping.”37 Nixon, among the first politicians to grasp the implications, reworked Kennedy’s challenge in his 1973 inaugural. “Let each of us ask — not just what government will do for me, but what can I do for myself?”

Other changes also were at work. After World War II, Americans started making a lot of babies; in 1964, the nineteenth anniversary of that baby boom, the pool of draft-eligible young men expanded dramatically. Among the 1.2 million American men born in 1938, 42 percent served in the military. Among the 1.9 million men born in 1947, only 27 percent served in the military — notwithstanding the escalation of the Vietnam War.38 One of the many groups convened to study the draft posed the obvious question in the title of its report, “Who Serves When Not All Serve?”

The answer in 1964 rested with local draft boards. In Wisconsin, draft boards often declined to conscript mechanics who specialized in farm equipment; in Alaska, draft boards passed over ophthalmologists “because they happen to have a lot of eye trouble up there.”39 The Selective Service Administration celebrated this idiosyncratic process, boasting for example that it was filling the nation’s classrooms by offering deferments to men who took teaching jobs.40 But some of those were men who did not want to be teachers. Draft boards also displayed a taste for sending minorities to war, which was perhaps connected to the fact that no local draft board in the state of Mississippi had an African American on its panel.

Technology also was reducing the need for manual labor, in war as in factories, and the work that remained increasingly involved the operation of sophisticated machines. The military needed well-trained and experienced hands, not conscripts who fled after two years.

And there was Vietnam. On the morning of March 8, 1965, roughly thirty-five hundred U.S. marines landed on a beach north of the city of Da Nang, where they were greeted by Vietnamese women holding garlands of flowers and a large sign that read “Welcome, Gallant Marines!” President Johnson had decided to commit ground troops to the burgeoning war and more than 2.7 million Americans would end up going over there. Public anger about the draft and the war would intertwine and grow until Nixon moved to end both.

On the evening of May 11, 1966, several hundred University of Chicago students occupied the campus administration building, barring entry to everyone except reporters, janitors, and the women who worked the university’s telephone switchboard, which happened to be in the basement. Disinclined to take them seriously, the New York Times reported that the students brought food, bedrolls, and “at least one banjo,” and illustrated its account with a photograph of a woman holding a squirming child on her lap, captioned, “Protester’s son protests.”41 The students, if not the son, were protesting a change in the rules of the draft. Lewis Hershey, the seventy-two-year-old general who had headed the Selective Service Administration almost from its inception in 1940, had decided to end a blanket exemption for pretty much anyone enrolled in college classes. The best and the brightest still could stay in class; the rest might better serve their country by serving their country.

In response to the protests, the Chicago faculty senate announced it would hold a conference on the draft. The three-day event, held in early December 1966, attracted an all-star cast: General Hershey and the executive secretary of the Central Committee for Conscientious Objectors; the cartoonist Bill Mauldin, famous for drawing beleaguered grunts; a nun who delighted in relating that she represented one of the oldest volunteer armies; and two of the youngest members of Congress, Senator Edward Kennedy of Massachusetts, a Democrat, and Representative Donald Rumsfeld of Illinois, a Republican.

There were papers and presenters, but mostly a freewheeling discussion around a series of questions: What was good about the draft? What might be improved? What might take its place? At the outset, the vast majority of the 120 participants indicated they did not see an alternative to conscription. By the end, Friedman and his allies persuaded half the participants to sign a petition calling for an all-volunteer force.42

The person most responsible for winning over the crowd was Walter Oi, an economist who had started going blind in the fourth grade and, by the time he rose to speak in Chicago, could barely tell the difference between night and day. Oi was born in Los Angeles in 1929, the son of Japanese immigrants.43 The family was imprisoned during World War II at the Granada internment camp in southeast Colorado, an experience that informed Oi’s lifelong concern about government overreach. Despite his deteriorating vision, he completed a bachelor’s and a master’s degree at UCLA and then, in 1962, completed a doctorate in labor economics at Chicago. In 1964, he landed a fellowship at the Pentagon, working on the recruitment study Johnson had ordered in response to Goldwater.

Oi was undeterred by the loss of vision. Assistants recorded papers and Oi listened, first on reels and later on cassettes and later still on digital devices. He dictated calculations to research assistants or his wife, whom he taught to perform regressions and other statistical techniques. He gave speeches from memory, reeling off facts and figures as if he were reading from a script, and perhaps there was one in his head. For pleasure, he would sit in the stands at stock car races, rocking in the waves of heat and noise as the cars roared past. He even hitched a ride in a pace car at the Atlanta Motor Speedway so he could feel what it was like to hurtle around the track.

In later years, Oi told his daughter that he had decided not to pursue a career in bench science because he was afraid he might blow something up, but Oi did like to cause a little chaos. One of his favorite jokes involved two dignitaries watching a military parade. At the very end, after all the tanks and missiles and marching men, came a wagon with a few shabby civilians inside. “Who are they?” the first man asked the second. “Oh,” the second man replied. “Those are the economists. You wouldn’t believe the damage they can cause.” Oi would unsettle visitors by making nonsensical pronouncements, then press his assistants to describe the looks on the visitors’ faces. That kind of belligerence played well with economists, a discipline with an outsized share of macho intellectuals. For many years, Chicago’s economics department gave an annual award in Oi’s name to the graduate student who asked the most ridiculous question.

Oi’s presentation at the Chicago conference was a detailed attack on the Pentagon study he had helped to produce. The Pentagon had pegged the additional cost of a volunteer military at a minimum of $5.5 billion — roughly a 10 percent increase in annual defense spending. Oi argued that this was both overstated and misleading. The actual cost, he said, would be no more than $4 billion; the Pentagon had failed to consider the likelihood that volunteers would serve for longer, reducing the need for new recruits. The Pentagon study also ignored the economic benefits of allowing men to pursue other lines of work, which Oi estimated at more than $5 billion. An all-volunteer army, in other words, would be good for the economy.44

Sol Tax, an anthropology professor who organized the Chicago conference, wrote that Oi persuaded the gathering “that abandonment of conscription entirely might not be an outlandish alternative.”45 Others offered similar praise. “Thanks to the sessions and the papers and the arguments in the past few days, I’m a convert to the idea of a volunteer Army, to the idea of taking as a real goal the ending of the draft,” said Harris Wofford, associate director of the Peace Corps. After returning to Washington, Congressman Rumsfeld introduced legislation to end the draft and read Oi’s presentation into the Congressional Record.

But the Johnson administration had no interest. In March 1967, Johnson requested a four-year extension of the draft, insisting there was no realistic alternative. The bill quickly passed both chambers of Congress by large margins. Only nine members of the House and two members of the Senate voted no. “A substantial percentage of the members of Congress at that time were veterans of military service,” recalled John J. Ford, then the staff director of the House Armed Services Committee.* “They had lived with the Selective Service law in effect virtually all their adult life. They had a sense of the moral rightness, if you will, of service to your country, or at least being liable for such service.”46

The Mercenary Professor

Among the economists who played a leading role in ending the draft, Martin Anderson was the only who had served in the military: he enrolled in the ROTC program at Dartmouth College and then spent 1958–1959 as a second lieutenant in army intelligence.47 After returning to academia, he earned a doctorate in economics at MIT and joined the faculty at Columbia’s business school, where he taught finance. Anderson, quickwitted and gregarious, had a contrarian bent. In 1964, he published The Federal Bulldozer, which called for the end of urban renewal projects, then widely regarded as the epitome of progressive urban policy. Anderson argued the government was destroying far more housing than it was creating, and he mocked the premise that poor families were finding better housing. If such housing existed, he wrote, “wouldn’t it be far simpler and much cheaper to advise people of these attractive bargains without going to all the trouble of tearing their homes down?”48 Anderson liked jabbing the establishment in person, too. That fall, Anderson and his future wife, Annelise, campaigned door-to-door for Goldwater on the Upper West Side of Manhattan.

Milton Friedman arrived at Columbia that same autumn to spend a year as a visiting professor, and Anderson cultivated a relationship. One night at Friedman’s apartment, they started arguing around 11:00 p.m.; three hours later, Anderson said he was too tired to continue. “All right,” Friedman responded with a big smile. “I win.”49 Anderson also joined the loose circle of libertarians that revolved around the novelist Ayn Rand. The group included a flashy economist named Alan Greenspan who had gone into business rather than academia and therefore had a posh apartment and a blue Cadillac Eldorado convertible.

In the spring of 1967, Anderson read a printed version of the arguments Friedman and Oi had made against conscription at the Chicago conference and raised the idea with Nixon’s advisers. He then recruited Greenspan to help him draft a memo for Nixon. The two men delivered a seven-page version in April and a thirty-page version by the Fourth of July. They began by asserting that no one liked conscription. “It has been tolerated reluctantly,” they wrote, “only because it has been thought to be absolutely necessary to preserve and protect the national security of the United States.” The memo then described Oi’s work: the effective tax imposed on conscripts, and the relatively modest cost of recruiting volunteers instead. Anderson and Greenspan concluded: “Because it is moral and fair, because it increases our national security, and because it is economically feasible, we should give high priority to the goal of establishing an all-volunteer armed force with fair, decent wages that will offer the young men of our country the opportunity to participate in its defense with dignity, with honor and as free men.”50

Nixon described the memo as “very interesting,” and circulated copies among his advisers. Some liked the idea; others responded with alarm, warning that Nixon would anger conservative voters. That concern was heightened in late September 1967, when 320 prominent liberals — including the Nobel laureate Linus Pauling, the poet Robert Lowell, and Dr. Benjamin Spock, the author of the era’s bible of baby care — signed “A Call to Resist Illegitimate Authority” in support of men who refused to serve in the military. Then, in mid-October, came a week of nationwide antidraft protests culminating in a march on Washington. Patrick Buchanan, a top Nixon adviser, warned his boss that endorsing an end to the draft was tantamount to siding with the protesters. He wrote, “Will it be said that RN is giving these guys the means to avoid service?” Across the bottom of the memo, Nixon scrawled, “Ike thinks so.”51 Notwithstanding Dwight Eisenhower’s reservations, Nixon decided to take the plunge. At the University of Wisconsin on November 17, 1967, a student asked about the draft. Nixon responded by calling for “an entirely new approach” to recruitment. The nation, he said, must “move toward a volunteer army by compensating those who go into the military on a basis comparable to those in civilian careers.”52 There was an important caveat: he said he would end the draft only after he ended the war in Vietnam. Still, it was a risky stand for Nixon to take. Congress had just voted to reauthorize the draft, and conscription remained popular with the general public. Opinion polls wouldn’t swing in favor of Nixon’s position for another three years.53

In his 1978 memoirs, Nixon portrayed the decision as rooted in economic ideology. “When I came into office, one of the severest and most unfair restraints on the free market was the military draft, which is a way of compelling service from everyone rather than hiring service from those who supply it voluntarily,” he wrote. “Thus the elimination of the draft and the introduction of a volunteer Army in January 1973 were also major steps to meaningful economic freedom.”54

In August 1968, when the Republican Party nominated Nixon as its presidential candidate, ending the draft became a plank in the party’s campaign platform.55

Hubert Humphrey, the Democratic nominee, denounced the idea as “highly irresponsible,” echoing the language Eisenhower had used in 1956 and Johnson had used in 1964. Humphrey said the cost was prohibitive; Nixon was teasing young Americans with “vain hopes.”56 Nixon responded by giving a national radio address declaring even more forcefully that he intended to end the draft. “This is my belief,” Nixon said on October 17, 1968, “once our involvement in the Vietnam War is behind us, we move toward an all-volunteer armed force.”57

Three weeks later, Nixon was elected the thirty-seventh president of the United States.

Nixon brought into his White House a group of advisers who were older than his campaign staff, more embedded in the political establishment, and less inclined to end military conscription. Henry Kissinger, the national security adviser, and his military assistant, Colonel Alexander Haig, strongly opposed the idea. “The only reason I am not more concerned about this campaign promise is I know that a Republican budget could not sustain the economics of such a force even if the Vietnam conflict were settled tomorrow,” Haig wrote Kissinger in a memo that described ending the draft as “totally incompatible with the traditions of the military and our society.”58

Anderson, who became an aide to Arthur F. Burns, Nixon’s top economic adviser, immediately set to work reminding anyone who would listen that the President had made a promise, and he rallied others to the cause. In mid-December 1968, even before Nixon had taken office, Burns got a call from W. Allen Wallis, the president of the University of Rochester. Wallis was an economic prodigy, so talented that he didn’t even have a doctorate. He had been on the verge of completing his work at the University of Chicago in 1946 when the university offered him a professorship on the condition that he drop out of school, because Chicago did not grant degrees to its own faculty. During World War II, he was Friedman’s boss at Columbia and the two men had remained friends and allies. At Rochester, Wallis had begun to build a new center of market-oriented economics; among his recruits was Walter Oi, who joined the faculty in 1967. Wallis regarded the draft as “immutably immoral” and inefficient, and he offered to send Burns a summary of the latest research on conscription. Burns agreed to share it with Nixon, but he told Wallis that it had to fit on a single page, it had to show the cost would be less than $1 billion per year, and it had to be delivered by the end of the year.

Oi already had left Rochester for California, to introduce his fiancée to his father; the couple returned to Rochester on the next available airplane. Oi and some colleagues finished the report on Christmas Eve and paid a graduate student to carry it to Burns in New York City. Unable to restrict themselves to a single page, the economists filled twenty-five pages. They settled for stapling a one-page summary to the front and labeling the rest an appendix.59

Nixon acted on the idea shortly after taking office. “I have concluded that it would be desirable to end the draft as soon as it can be done responsibly,” the new president wrote his defense secretary, Melvin Laird, on February 2, 1969, instructing him to assemble a panel of experts.60 Presidential commissions were all the rage in the late 1960s, just like music festivals and marijuana. President Johnson established roughly two dozen. On March 27, 1969, Nixon created his first: the President’s Commission on an All-Volunteer Armed Force, known as the Gates Commission after its chairman, Thomas S. Gates Jr., who had been Eisenhower’s last defense secretary. The White House was careful to include a diversity of views, but the outcome was predetermined. “I want to move in that direction,” Nixon told Gates during a private meeting in the Oval Office.61 To help the commission along, the bulk of the staff — including Oi — was imported from Rochester, the hotbed of antidraft academia.

Still, there was a genuine debate. Lauris Norstad, a retired air force general and the former supreme allied commander for Europe, simply didn’t see a problem that needed to be fixed: he had served, and it had done him no obvious harm. He also worried that using money as an inducement would draw a lower quality of people into the military. Crawford Greenewalt, the former chief executive of the chemical conglomerate DuPont, asked for assurances at the first meeting that he would not be required to support an end to the draft, and he continued to express hesitation right through the last meeting. Greenewalt was, like Friedman, a member of Hayek’s Mont Pelerin Society. But Greenewalt’s minimalist conception of social obligation included military service. He suggested the government should raise military pay while leaving conscription in place, thus eliminating the tax on those who served.

Friedman and the research staff, who had a rejoinder to every concern, pointed out that paying an average wage still would not adequately compensate men who could earn more in civilian life — a group that included the likes of Private Willie Mays and Sergeant Elvis Presley. Friedman also sought to humanize the debate. At one meeting, he asked the staff to distribute a letter from a young conscript. “The atmosphere of my new unit is truly depressing,” the young man wrote. “There is no one here who has a kind word or thought for the Army — everyone hates his work, his officers and his obligation to wake up every morning.”62

A defining moment came on a Sunday morning in December 1969. Gates invited the heads of the various branches of the military to meet with the commission. General William Westmoreland, the army’s chief of staff, regarded the commission’s work as an assault on the army, the only branch of the service that relied on conscription.

“I do not relish the prospect of commanding an army of mercenaries,” Westmoreland told the commissioners.

Friedman, smelling blood in the water, responded, “General, would you rather command an army of slaves?”

Westmoreland: “I do not like to hear patriotic draftees referred to as slaves.”

Friedman: “I do not like to hear patriotic volunteers referred to as mercenaries. After all, in that same sense I am a mercenary professor, who has his hair cut by a mercenary barber, his ills taken care of by a mercenary physician, and his legal affairs handled by a mercenary lawyer. And — if you will pardon me — you, sir, are a mercenary general.”63

Two months later, the commission voted unanimously to end the draft. They presented their report to the President on February 21, 1970. The meeting was scheduled for thirty minutes but Nixon, engaged, kept them for ninety minutes.64 Oi’s guide dog, Genie, had a habit of growling at strangers, but she let the President pat her head.

The report, drafted by Friedman and polished by Richard J. Whalen, a conservative writer hired for the purpose, was a forceful polemic against conscription, and the administration arranged to publish 100,000 copies.65 The enumeration of grievances, in particular, had the flavor of the Declaration of Independence: “It has been a costly, inequitable and divisive procedure for recruiting men for the armed forces. It has imposed heavy burdens on a small minority of young men while easing slightly the tax burden on the rest of us. It has introduced needless uncertainty into the lives of all our young men. It has burdened draft boards with painful decisions about who shall be compelled to serve and who shall be deferred. It has weakened the political fabric of our society and impaired the delicate web of shared values that alone enables a free society to exist. These costs of conscription would have to be borne if they were a necessary price for defending our peace and security. They are intolerable when there is an alternative consistent with our basic national values.”66

The alternative, of course, was a volunteer force, ensuring soldiers wanted to be soldiers — and that other men could pursue other dreams.

From “Who Fights?” to “Who Cares?”

The march toward a volunteer army encountered the first real resistance when it reached Congress. Representative F. Edward Hébert of Louisiana, the chairman of the House Armed Services Committee, set the tone. “The only way to get an all-volunteer army is to draft it,” he said as he opened hearings.67 Vietnam burned on in the background and, in the minds of many protesters, the two issues, draft and war, were fused into one incandescent outrage. But that was not the standard view on Capitol Hill. The politicians most committed to ending the draft tended to be proponents of the war. Indeed, some saw ending the draft as a way to mute criticism of the war. By contrast, many of those who opposed the war still regarded conscription as an important civic institution. “Ending the draft will not end this war, and it will not prevent future wars. All it will do is make this and future wars the business of the poor,” said Senator Thomas F. Eagleton, a Missouri Democrat. “If we allow this to happen, Vietnam will be an even greater tragedy.”68

The administration had complicated its own sales job by persuading Congress in November 1969 to replace the judgment of local draft boards with a national lottery. The first drawing was broadcast to the nation on December 1. Representative Alexander Pirnie of New York, a retired colonel, drew a blue capsule from a glass bowl. It said “September 14,” which meant young men born on that date were first in line for Vietnam.69 But only those with high draft numbers were at risk, so the lottery also had the effect of instantly reassuring much of the nation’s population of young adult males that they would not be going to war.

Anderson fretted that the lottery would ease political pressure to end the draft without resolving the economic or ideological shortcomings. But Nixon remained committed to ending the draft, and the administration struck a pair of bargains with Congress. The first deal extended the draft for two years while gradually raising salaries, allowing Congress to test the waters. It also limited the increase in total spending, since military pay would rise as the United States pulled out of Vietnam. The “peace dividend” would fund the volunteer army.70

The second deal was a “private agreement” with Hébert. The administration agreed to build a training facility for military doctors: the F. Edward Hébert School of Medicine.71

As Congress deliberated, public opinion moved against conscription. Lieutenant William Calley was convicted in the spring of 1971 of murdering twenty-two Vietnamese civilians at the village of My Lai. A few months later, the New York Times began to publish the Pentagon Papers — excerpts from an internal government history documenting the duplicity of the Kennedy and Johnson administrations in escalating the war. And on July 1, 1971, the Twenty-Sixth Amendment to the Constitution became law, allowing Americans between the ages of eighteen and twenty-one to vote in the next national election.72

The House voted on August 4 to end conscription, but the margin was so fine in the Senate that the death of Senator Winston Prouty of Vermont on September 10 left the administration one vote short. The governor of Vermont quickly appointed Representative Robert Stafford, a longtime supporter of the all-volunteer military who had already voted for the legislation in the House, to fill the vacancy. The White House sent a plane to bring Stafford back to Washington, where he voted for the bill again, this time in the Senate. Nixon signed it into law on September 28, 1971.

The last conscript to serve in the American military was Dwight Elliott Stone, a twenty-four-year-old plumber’s apprentice from Sacramento, California, who did not report for basic training at Fort Polk, Louisiana, until June 30, 1973 — the last day, up to the present moment, that military conscription was legal in the United States. Stone did not want to be there. He had missed appointments and call-up dates until he was indicted by the government, which offered him a choice between two kinds of uniforms. Stone grudgingly chose green and spent sixteen months and fifteen days in the military, mostly working as a radio repairman. “I wouldn’t have joined,” he told a reporter. “I wouldn’t recommend it for anyone. I didn’t like it.”73

The U.S military did not share the view of Oi, Friedman, and other economists that recruits made rational decisions. Instead it sold the army as a lifestyle brand. “Let advertising do for the Army what it has done successfully for business,” William K. Brehm, the assistant secretary for manpower, told his superiors in the late 1960s, as the army began to brace for the end of conscription.74 The early efforts were not subtle. “Take the Army’s 16-Month Tour of Europe,” urged one ad that showed a man sitting in a café with a blonde raising a lipstick to her mouth.* The army’s campaign inspired one of the most famous lines in advertising. The Marine Corps responded by rolling out ads under the tagline “If you just want to be one of the boys, stick with the boys. The Marines are looking for a few good men.”75

Critics warned the military would fill its ranks with Americans who lacked choices. “One could almost accuse this group of conspiring to develop a system to exclude themselves,” J. Timothy McGinley, a young Labor Department official, said at the Chicago conference in 1966.76 Instead the military has remained a selective employer. Technology, and the end of the Cold War, reduced the need for recruits even as the population grew and women started signing up in larger numbers.77 It also became harder to find blue-collar jobs. Military recruits today come disproportionately from middle-income census tracts, and the military excludes those who score in the bottom third of the population on aptitude tests. In 1989, Dwight Elliott Stone’s oldest son enlisted in the marines.78

When the United States first eliminated the draft, Helmut Schmidt of West Germany complained it was setting a bad example.79 Since the end of the Cold War, most European countries have decided they, too, do not need a draft. Germany ended conscription in 2011.

The elimination of an obligation to serve has had consequences.

On Armed Forces Day in 1970, thousands of people flooded Rowan Park in Fayetteville, North Carolina, to protest the Vietnam War. The protesters included the actress and antiwar activist Jane Fonda, and several hundred soldiers stationed at Fort Bragg, the massive base that abuts the city. Indeed, some soldiers were involved in planning the protest. And so it went at bases around the country that Saturday in May: military personnel, in uniform, protesting the war they were charged with fighting. A 1971 study commissioned by the army found, rather astonishingly, that 37 percent of enlisted personnel had engaged in some act of dissent.80

More than three decades later, in March 2005, several thousand people gathered in the same Fayetteville park to protest the war in Iraq. They draped cardboard coffins with American flags to mark the deaths of soldiers based at Fort Bragg. They said many of the same words their predecessors had said about Vietnam. But this time, no soldiers in uniform numbered among the protesters.81 Since service is voluntary, there is less internal dissent.

Increasingly, market-rate soldiers serve and fight alongside marketrate contractors. In the last three major deployments of the American military, in the Balkans, Iraq, and Afghanistan, the United States employed military personnel and contractors in roughly equal numbers.82

The Gates Commission argued that a market-rate military would inhibit conflict. “Recent history,” the commission wrote, “suggests that increased taxes generate far more public discussion than increased draft calls.”83 Instead, by making war more efficient and more remote from the lives of most Americans, the end of the draft may also have made war more likely. We live in an era of permanent, low-grade conflict. The occupation of Afghanistan is the longest sustained war in American history, but it commands little public attention. War, once an abnormal act of national purpose, has become a regular line of work.



   
Chapter Two

Friedman v. Keynes

The common-sense attitude toward change was discarded in favor of a mystical readiness to accept the social consequences of economic improvement, whatever they might be. The elementary truths of political science and statecraft were first discredited then forgotten.

— Karl Polanyi, The Great Transformation (1944)1

On the last day of 1933, the British economist John Maynard Keynes published an open letter in the New York Times pleading with President Franklin Delano Roosevelt to embark on a spending spree. He advised the President to build more railroads — though, really, anything would do. The government, he said later, could even bury money in old mines and sell digging rights.2

Roosevelt’s inauguration in March 1933 had boosted spirits after three long years of depression, as had the repeal of Prohibition in early December 1933. The crowd gathered on New Year’s Eve in the square outside the Times Building in midtown Manhattan was the largest since the end of the Great War. Yet the economic situation remained grim. One in four workers had been jobless during 1933, the highest rate in the nation’s modern history.

Most Americans — certainly most members of the political elite — did not hold the federal government responsible. They did not think the government could increase growth by borrowing money from private citizens and spending it on public works. This was widely seen as equivalent to moving money from the left pocket to the right pocket of the same pair of pants.

Keynes’s letter was an attack on this faith in markets. In his view, no invisible hand ensured markets automatically would deliver the best possible outcomes. Businesses uncertain about the future would refrain from investing; people would remain unemployed. The government, he said, needed to borrow and spend until “animal spirits” were revived.3

Keynes wrote that if Roosevelt followed his instructions, the President could spark a global recovery. “If you succeed, new and bolder methods will be tried everywhere,” he wrote, “and we may date the first chapter of a new economic era from your accession to office.”

In 1936, Keynes elaborated on this new economics in The General Theory of Employment, Interest and Money, a book whose influence has significantly exceeded its readership. “The General Theory caught most economists under the age of thirty-five with the unexpected virulence of a disease first attacking and decimating an isolated tribe of South Sea islanders,” wrote the American economist Paul Samuelson, one of the most consequential casualties.4 The assertion that people could improve upon nature was well matched to its era. And if humankind had the ability to remedy recessions and promote prosperity, who could deny the moral imperative to do so?

Yet the new era dawned slowly. Roosevelt was wary of deficit spending. After Keynes’s letter appeared in the Times, Roosevelt asked a mutual friend, Felix Frankfurter, to tell “the professor” that the President agreed the economy needed help, but “there is a practical limit to what the government can borrow.”5 Frankfurter arranged for the men to meet at the White House a few months later, in May 1934. This only served to reinforce Roosevelt’s initial impression. “I saw your friend Keynes,” he told Frances Perkins, the secretary of labor. “He left a whole rigmarole of figures. He must be a mathematician rather than a political economist.”6

The U.S. unemployment rate was still 17 percent at the onset of World War II.7

Keynes, who died in 1946, had regarded his work as an effort to salvage capitalism as a viable alternative to communism — to show that the market economy needed help, but that it did not need to be replaced. After World War II, that project gained new urgency for the Western democracies as they confronted the rise of the Soviet Union.

In Britain, both major parties wrote full employment into their platforms after the war. The Conservative Party’s 1950 manifesto declared, “We regard the maintenance of full employment as the first aim of a Conservative Government.”8 In the United States, Democrats pushed a landmark law through Congress in 1946 that instructed federal policy makers “to promote maximum employment, production, and purchasing power.” The law also established a special role for economists, creating the White House Council of Economic Advisers: three economists at the president’s elbow.9 But conservatives — then a substantial congregation in both parties — never fully signed on. The most outspoken decried Keynesianism as a kissing cousin of communism. One of these critics was Rose Wilder Lane, a fiery libertarian who edited and shaped the memoirs of her mother, Laura Ingalls Wilder, into the Little House series of children’s books.10 Pioneer families had traveled on government-backed railroads, staked claims to public lands, and relied on the army’s protection; the books celebrated self-sufficiency.11 In 1947, Lane published a withering review of the first Keynesian economics textbook, which she described as Marxist propaganda. She was particularly outraged by its celebration of government spending. “This is not an economics text at all; it is a paganreligious and political tract,” Lane wrote. “It inspires an irrational faith and spurs it to political action. From cover to cover there is not a suggestion of any action that is not political — and Federal.” A letter-writing campaign discouraged adoption of the textbook, leaving the field to Paul Samuelson, who published a more centrist economics textbook the following year.

At first there wasn’t much need for Keynesian advice. A wave of pent-up innovation propelled rapid economic growth after the war, and the prosperity was broadly shared: machines let women escape household work more quickly than machines eliminated factory jobs. Economists seemed as useful as Maytag repairmen; in 1952, Republicans sought to shutter the Council of Economic Advisers. It was preserved, but not with any great enthusiasm.

Undaunted by the indifference of policy makers, economists during the 1950s continued to refine their ideas and to make increasingly audacious claims. By the end of the decade, Keynesian economics had entered the high summer of its self-regard. Leading economists insisted governments could adjust economic conditions like the settings on a thermostat. The economist A. W. Phillips plotted the relationship between unemployment and wages in the United Kingdom over the previous century, and found wages tended to rise when unemployment was low. Enthusiastically conflating correlation and causation, economists concluded governments could glide up and down a “Phillips curve,” trading off unemployment and inflation. In an influential paper published in 1960, Samuelson and Robert Solow, two of the most important economists of the postwar era, said the American government could choose from a “menu” of unemployment and inflation rates. The available options included 5 to 6 percent unemployment with no inflation or, if one preferred, 3 percent unemployment with 4 to 5 percent inflation.12 In Great Britain, one economist recalled a meeting in the early 1960s that devolved into an emotional confrontation between those wanting to limit unemployment to 1.25 percent and those favoring 1.75 percent: “There was a figure called Professor Frank Paish who proposed 2.5 percent, who was regarded as, more or less, a Nazi.”13

Washington’s embrace of economics began in the engine rooms of government. Policy makers and bureaucrats struggling to manage the rapid expansion of the government’s role in American life turned to economists, particularly in complex areas like taxation. “The stuff was just over my head,” said one member of the House Ways and Means Committee, which was charged with writing the nation’s tax laws. Said another, “This was calculus and I hadn’t had arithmetic yet.”14 The trend prompted President Eisenhower’s warning in his farewell address against allowing technocrats to make political decisions. But other politicians saw opportunity. Wilbur Mills, the chairman of Ways and Means from the late 1950s to the mid-1970s, thought economics could help transcend partisan differences by providing lawmakers with clear and indisputable facts.

Mills, who began life in 1909 as the son of the most powerful man in a small Arkansas town, was sometimes described as the most powerful man in Washington by people who were not entirely joking. He studied law at Harvard before entering Congress in 1939 at the tender age of twenty-nine. A few years later, in 1942, he landed a coveted seat on Ways and Means, arriving at the dawn of modern federal income taxation. The government began to tax the incomes of rich people in 1913, but until World War II, only about 6 percent of American households had ever paid anything.15 Broad income taxation was initiated to fund the war, then was continued to fund America’s arms race against the Soviet Union, as well as the expansion of social welfare spending in the postwar years. Mills immersed himself in the intricacies of the law. He also sought an education in economics, amusing more than one tutor by switching into a southern accent when he answered the phone on his desk. Mills was a rising star among southern Democrats, who dominated Congress, and in 1957, still just forty-eight years old, he was handed the gavel of Ways and Means after the previous chairman died of a heart attack.

The tax code he inherited was a mess. The federal government taxed personal income at rates that topped out above 90 percent: for every dollar of taxable income above $200,000 in 1957, the government took 91 cents and the taxpayer kept 9 cents.* But the key words were “taxable income.” The rules were riddled with loopholes; only about 40 percent of personal income was subject to any federal taxation.16 The situation was similar in other developed nations. The top tax rate in the United Kingdom offended the Beatles so much they wrote a song about a greedy “Taxman” who wanted to collect 95 percent of income. Quoth the Taxman, “Should five per cent appear too small / Be thankful I don’t take it all.” But the Beatles, like most rich people, legally avoided much of the burden.17

Mills hired an economist named Norman B. Ture, who had been one of Milton Friedman’s first graduate students at Chicago, and began to work on a plan to make the tax system more fair and efficient. Mills compared the system to a triangle. The government had constructed a tall, thin triangle, with high rates and a narrow tax base. Mills said the government could raise the same amount of money by constructing a short, wide triangle — lowering tax rates while broadening the share of income subject to taxation. He said lower rates would encourage economic activity, an early articulation of what came to be called supply-side economics.

One Shining Moment

The 1957 launch of Sputnik, the Soviet satellite all too visible in the evening sky as it passed over the United States, heightened worries that the Soviet Union was pulling ahead in an economic race widely regarded as a referendum on the merits of rival political systems. Kennedy played on those fears in the 1960 presidential race, promising to increase economic growth to an annual rate of 5 percent — roughly twice the average pace during the second half of the 1950s.

He had few fixed ideas about how to deliver on that promise. As a senator, he had wrangled an appointment to the prestigious Joint Economic Committee and then skipped almost every meeting.18 During the campaign, he told advisers he had earned a C in his only college economics class, so they should start at the beginning and explain everything.19 Kennedy did, however, have fixed ideas about professors: he collected them, respected them, and sometimes even listened to them. He hired the best available minds and asked for directions. When the Yale economist James Tobin expressed reluctance to sign on because he was “an ivory-tower economist,” Kennedy responded, “That’s all right, professor. I am what you might call an ivory-tower president.”20 Samuelson, who served as an informal adviser, plaintively asked a presidential aide whether Kennedy could be prevailed upon to stop calling him “professor.”21

The economist most responsible for shaping the Kennedy administration’s policies was a tall, clean-cut midwesterner named Walter W. Heller. He was forty-five years old in 1960, a tenured professor at the University of Minnesota and a well-regarded expert on taxation, but he was not on anyone’s list of the nation’s top economists — he was described by one contemporary as “a colonel in the Keynesian army” — and he very nearly missed his train to prominence. When Kennedy swung through Minneapolis for a campaign rally in October 1960, Heller decided at the last minute to put on a suit and head downtown. In the lobby of the old Leamington Hotel, he ran into Hubert Humphrey, then the state’s senior senator, who took him to meet the candidate.

Kennedy was changing his shirt when the two men walked in. Humphrey introduced Heller by joking that some smart people lived west of the Mississippi River; Kennedy started asking questions.22 Was it realistic to promise 5 percent growth? How could small changes in fiscal policy affect the economy? Why was West Germany prospering despite high interest rates? “He just stood there scratching his chest while we talked and everybody else fell away,” Heller recalled.23

A few months later, Kennedy asked Heller to lead his Council of Economic Advisers. Kennedy liked the economist’s quick wit and conversational style, and Heller’s midwestern roots counted as diversity in the Kennedy White House. But it was not obvious that Heller would play a particularly significant role. Economists never had. One acquaintance innocently asked Heller, “Will you handle this from Minnesota, or will you have to go to Washington?”24

Heller, the son of German immigrants, was born in Buffalo in 1915 and raised in Wisconsin, where his father, an engineer, moved the family in search of work. He completed his doctorate at the University of Wisconsin in 1941, writing his dissertation on the administration of state income taxation. Rejected by the army for bad eyesight, he took a job at Treasury working on the same project as Milton Friedman: the administration of federal income taxation. After the war, he settled in Minnesota, raising a family and developing a reputation as a lucid expositor. President Johnson once brandished a Heller memo, telling the rest of his advisers, “That’s the way I want you all to write your memos.”25 Heller’s tongue could cut, too, as in his later description of President Reagan as “charming, disarming, and sometimes alarming.”26

In Washington, Heller argued relentlessly that the government should cut taxes to promote job growth. The economy was growing, but he said it could be growing more quickly if the government left people with more money to spend. Heller described the difference between actual economic growth and the frontier of what was possible as an “output gap,” and he made an impression by telling Kennedy the gap was roughly the size of the Italian economy.

Heller’s ideas marked a tactical break with the traditional Keynesian emphasis on increased government spending. In the traditional view, the government could invigorate the economy by borrowing money from the private sector and then spending it.27 Heller was proposing to borrow money from the private sector and then give it back to the private sector to spend it. In both cases, the idea was to
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