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			Prologue

			If you were to go looking for one event that shaped recent American politics more than any other—fueling the anger and contention that now feel endemic, eroding the nation’s faith in its leaders, and elevating radical alternatives in their place—the 2008 financial crisis would be a strong contender.

			It was the point at which America broke down, political consensus went up in smoke, and long-standing assumptions about how society should be organized, and for whose benefit, came under scrutiny. Millions of people were toiling away at careers, raising families, saving for retirement, or going to school in anticipation of these things, when, practically overnight, the global financial system blew up. Then, substantially as a result of that explosion, their own lives and careers and future possibilities began to come apart, too. Major government agencies like the Treasury and the Federal Reserve moved heaven and earth to ensure that banks held together. But most people didn’t get that kind of attention. Before long, a realization set in that their elected leaders weren’t looking out for them. For many people, it shattered the faith in the democratic ideal we’re all taught as schoolchildren, that government serves the common good and that everyone has a fair shot at a life of decency and honor.

			Suddenly that seemed like a mirage.

			The sweeping totality of the financial collapse, and politicians’ failure to engineer a satisfying recovery for all but the best-connected Wall Street financiers, generated an intense anger among the millions of people who wound up on history’s receiving end. Not just the deindustrialized Rust Belt factory workers who would become staples of Trump-era journalism, but also students, teachers, civil servants, homeowners (especially Black and Latino ones), and small-business proprietors were left to fend for themselves amid the deepest recession since World War II. Many began to view their elected leaders less as instruments of their salvation and more as the cause of their distress. The great onrushing force of their anger upended American politics in a way that disfavored established politicians in both parties, whom voters understandably blamed for the crisis, and instead created an explosion of interest in outsiders with unorthodox ideas.

			The clearest expression of this popular discontent came, of course, on the political right with the election of Donald Trump. I told the story of the rise of Trump’s toxic right-wing populism and how it drove the greatest upset in U.S. presidential history in my last book, Devil’s Bargain: Steve Bannon, Donald Trump, and the Storming of the Presidency.

			But the 2008 financial crisis also produced a new strain of populism on the left. Or, rather, it revived an old strain of economic populism that would have been familiar to Democrats of the New Deal era but had fallen dormant in the decades before the crisis, when enthusiasm for regulating financial markets and suspicion of Wall Street banks were pushed to the margins. The crash brought it roaring back and, in so doing, raised a series of bedrock questions: How had the Democratic Party, traditionally the champion of workers, come to identify so strongly with Wall Street? Who made this happen and why? What could be done to return the party to its working-class roots? And who should lead the transition to a new era?

			This book tells the story of the new left-populist movement that emerged from the ashes of the financial crisis to become an important force in the Democratic Party. The narrative follows three major characters—Elizabeth Warren, Bernie Sanders, and Alexandria Ocasio-Cortez—each of whom was critical to the movement’s rise and carries the book’s story in chronological succession. All three played fateful roles in the 2020 Democratic presidential primaries, which were supposed to mark the triumph of left populism but didn’t turn out to do so—at least not in the form that most people were expecting.

			Big, epoch-defining shifts don’t happen just because of charismatic politicians. Out of the public eye, people in politics are constantly building up the party apparatus and jockeying for advantage over their opponents. Winning elections and maintaining control require money and manpower. Sometimes the pursuit of these things has contingent effects that don’t show up for many years. Democrats’ turn toward Wall Street in the 1980s is one such example. One man’s effort to build a Democratic machine to compete with Ronald Reagan lit a long fuse that helped detonate the economy almost forty years later.

			At other times, though, these party-building efforts succeed beyond even the hopes of their progenitors. Democrats’ ability to harness the “Resistance” protests that arose to counter Trump, and eventually helped restore the party to power, owed a great deal to a group of tech-focused upstarts whom most Washington insiders couldn’t pick out of a police lineup. Their stories are interspersed here, too, because each helped bring about a transformation of the party that shaped American political life—sometimes for better, sometimes for worse—first in the 1980s and then again after Trump was elected in 2016.

			

			

			Part of what made the 2008 financial crisis so jarring was that it came after a long bull market and an economic expansion that appeared to produce a number of benefits. In the years prior, unemployment fell to near-record lows, easy credit flowed, and consumer confidence drove annual spending above $10 trillion for the first time. Homeownership soared, including among those who had been shut out in the past due to poor credit, racism, or other obstacles. In 2006, minority homeownership reached 52 percent, a rise widely accorded great social significance because homes are usually families’ greatest repository of wealth. Now, at long last, Blacks and Latinos were being cut in on the deal thanks to the miracle of subprime lending. Surely these positive trends would only continue.

			The period before the housing bubble burst marked the pinnacle of what Gary Gerstle and other historians call the “neoliberal order”—the idea, then widely accepted by people in power positions in both parties, that America’s political economy should be organized around freeing markets from government regulatory constraints because it seemed obvious to them that this was the surest, fastest way to increase everyone’s wealth and well-being. It was true that anyone who cared to listen for them could find dissenting voices: in the Seattle street protests against the World Trade Organization in 1999 and the Million Worker March for better wages and an end to outsourcing in 2004; in the warnings of liberal government officials like the economist Joseph Stiglitz and the labor secretary Robert Reich, who served Democratic presidents and left disillusioned; and also in Elizabeth Warren’s academic research and Bernie Sanders’s political speeches, although neither was yet well known.

			These objections and other flashing danger signs were generally ignored or dismissed as naïve carping from people who had not yet grasped the full wonder of the market’s power. It was more congenial to believe that the economic arrangements governing American life were working splendidly and that the dream of an equitable, multiracial, prosperous democracy was closer at hand than ever before.

			Both parties were thus culpable for the ensuing crash. But it was more damning for Democrats. Republicans had always been champions of light-touch, free-market capitalism for its own sake. But valorizing businessmen and bankers, elevating them to the highest positions of government, and heeding their judgments on how to run the economy—both before and after the 2008 crisis—were breaks from the party of Andrew Jackson and Franklin Delano Roosevelt that didn’t sit well with many of its voters.

			What made Warren, Sanders, and later Ocasio-Cortez so captivating in the years after the crash was that each conveyed the sense of having a fully worked-out understanding of how the Democratic Party had lost its way and been captured by Wall Street. A big part of their appeal lay in their knowing exactly who was responsible for the mess and being unafraid to call them out. They satisfied the public’s suspicion that bankers and politicians had, in fact, betrayed them, such that people became willing to demolish the existing political order in both parties to express the depth of their displeasure.

			

			

				
				There really is a backstory that illuminates the Democratic Party’s embrace of finance in the years leading up to the crash. Understanding this history helps explain the rise of left populists like Warren, Sanders, and Ocasio-Cortez, who were reacting against the financialization of the party and its subsequent ill effects on American life. Although this book focuses mainly on the years after the Great Financial Crisis, the best way to begin the story is not with the collapse of Lehman Brothers or the frantic midnight efforts of Treasury and Fed officials to keep the economy from imploding. Those were distant effects of decisions made decades earlier.

			Instead, it’s to go all the way back to 1978. At the time, Democrats were still reliable partisans of the New Deal, but the steady economic progress of the American middle class was coming to a turbulent end. Jimmy Carter was president. He was struggling, without much success, to manage an economy buffeted by inflation, oil shocks, and recessions—problems for which his party had no answers. A conservative countermovement of business groups and Republican politicians was beginning to gather force. One of history’s critical inflection points arrived that fall, when Wall Street made its first deep incursion into the Democratic Party in a way that would have lasting significance, although it passed mostly unnoticed at the time.

			The great irony of this early conquest is that it began with Carter’s ambitious attempt to change the tax code to favor workers at the direct expense of Wall Street investors. Instead, Carter and his fellow reformers suffered a defeat so thorough that the financial lobby not only got to preserve its favorable tax treatment but was able, with Democratic help, to rewrite the rules of the economy in a way that gave Wall Street an enduring structural advantage at the expense of the middle class—the opposite of what Carter had set out to do.

			As much as anything, the story of this fight and how Carter lost it captures the tectonic shift that took place in America as the New Deal era was ending and a new one was being born. It set the party on a path that would transform it into something Democrats of an earlier generation would hardly recognize.

		

	
		1

		The Three-Martini Lunch

		It is October 14, 1978. Jimmy Carter is sitting in the Oval Office about to make what he knows will be one of the pivotal decisions of his still-young presidency. He is deeply unhappy. The economy is souring. Inflation has picked up again. The midterm election is three weeks away. And it is now clear that his own party’s congressional leaders have betrayed him on a matter he considers of great moral importance and in a manner designed to humiliate him personally. Across from him sits a young aide in horn-rimmed glasses, Stuart Eizenstat, who is furiously scribbling Carter’s complaints onto a yellow legal pad. If you want to locate the moment when the Democratic Party first turned toward Wall Street, when the party of the New Deal quietly switched tracks and started steaming off in a different direction, it’s right now, and its initial rationale is laid out in the tale of futility that Eizenstat is recording in his yellow pads.

		Carter’s charmed run for the presidency was propelled by the strength of his personal story: farmer, governor, southerner, born-again Christian, his rectitude and modesty—the very image of him in blue jeans and work shirts—were antidotes to the national nightmare of Nixon’s Washington. Carter was a populist. The societal rot that produced Watergate, he told voters, grew out of a corrupted value system that powerful business interests had enshrined in the federal tax code—“a disgrace to the human race” and “a welfare program for the rich” that warped every aspect of American life. As he traveled the country campaigning, he’d catalog its grotesque injustices: deductions for yachts, sports tickets, country clubs, and first-class airfare; preferential treatment for capital gains so investors and the idle rich paid less than ordinary workers. At the same time, he’d note, the middle-class tax burden was rising as inflation pushed those workers into higher brackets.

		Carter had a favorite illustration that gave vivid dimension to his message that inequality was rampant: the deductibility of “the three-martini lunch.” As a populist symbol of elite self-dealing, it was hard to beat. The thought of well-heeled businessmen and lobbyists getting plastered in the middle of the day—at taxpayers’ expense!—was infuriating to voters, especially in the wake of the 1974–75 recession. “When a business executive can charge off a $55 luncheon on a tax return and a truck driver cannot deduct his $1.50 sandwich,” Carter would say, “then we need basic tax reform.”

		That his attack elicited howls from its targets only added to its broad popular vitality. “You’re taught there’s virtue in working hard,” one banker griped to The New York Times. “So you work hard, and just when you get to where you’re about to enjoy some of the reward, you’re hated and punished.” Another complained, “Who are these people, a bunch of Bolsheviks? It took me all my life to get into the eating class and now they want to take it away.” The National Restaurant Association briefly considered launching a march on Washington but seemed to sense that saving the businessman’s lunch deduction wouldn’t quite measure up, in the public’s estimation, to causes such as advancing civil rights and ending the Vietnam War that had spurred earlier Washington marches. Finding the most fatuous example of Wall Street outrage at Carter and crafting a story around it became a kind of sport among national media outlets. “We’re in a hyper-tense, high-pressure business,” a Wall Street stockbroker huffed to The New York Times, “and if it weren’t for these lunches, some of these people would be dead.”

		Along with his diagnosis of what ailed the country, Carter had offered a solution: Zero out the tax code, wipe the slate clean, and start anew. He’d tax capital gains at the same rate as income to put workers back on equal footing with their bosses. He’d eliminate the obscene loopholes through which the middle class subsidized the extravagances of the wealthy. Through determined effort, he would impose his own values—his simple Baptist decency—on the travesty of the federal tax code, ushering it through the Democratic Congress, from whence it would emerge, reborn. To Carter, questions of dollars and cents were secondary to the moral dimension of the problem. When informed that killing the business entertainment deduction for the three-martini lunch wouldn’t bring in much government revenue, he shot back, “I don’t care if it brings in revenue or not—it’s wrong.”

		Tax reform was front and center when Carter had stood before the bunting and stage lights in Madison Square Garden to accept his party’s nomination at the 1976 Democratic National Convention. “The powerful always manage to find and occupy niches of special influence and privilege, and an unfair tax structure serves their needs,” he declared. “Unholy, self-perpetuating alliances have been formed between money and politics, and the average citizen has been held at arm’s length.” He continued, “It is time for a complete overhaul of our income tax system. I still tell you: It’s a disgrace to the human race. All my life I have heard promises about tax reform, but it never quite happens. With your help, we’re finally gonna make it happen.” Then, with a broad smile, he shouted, “You can depend on it!”

		

		

		Now Carter is no longer smiling. As he sits with Eizenstat venting his frustrations, his grand plan to reform the tax code has just collapsed and divided his own administration, some of whose members have been trying to influence him by sending him private memos quoting his campaign promises to remedy the tax code in favor of working people. His party is likewise divided, and so is the president himself. Carter doesn’t know what to do. He laments to his aide, “Tax reform is so screwed up.”

		He’s right about this, and he’s also right to sense that his decision will be a turning point in his presidency because the powerful business interests he campaigned against are on the verge of achieving a victory that Carter has the power to stop. What he doesn’t know is that it will also be an inflection point in the history of the Democratic Party, one that Eizenstat and other administration officials will come to rue even before they leave the White House. Decades later, Eizenstat will dig up his old yellow notepads and wish he’d counseled Carter differently at the time.

		Carter had, in fact, already made an honest stab at reform. At the beginning of his presidency, things even looked auspicious. To spearhead the effort, Carter had lured to the Treasury a superstar named Laurence Woodworth, the longtime director of Congress’s professional tax policy staff, who was trusted and admired by both parties and, though forbidden as a civil servant to express political views, was known among reformers to secretly be one of their own. Woodworth liked to dazzle congressmen and reporters by scrawling complicated figures on his chalkboard and then explaining them in plain English; in turn, they lionized him as “a walking encyclopedia of tax law” and Carter’s secret weapon on reform.

		But things had quickly gone awry. Upon taking office, Carter’s advisers had decided that the economy looked weak and prevailed on him to delay tax reform and first pursue a stimulus, which had bogged down in Congress and finally been dropped. Then rising oil prices necessitated an energy bill. That, too, got stuck in Congress and further damaged the deteriorating relations between the White House and Democrats on Capitol Hill.

		Carter’s habit of ignoring Congress and keeping his own counsel—his “Jesus in the wilderness mode of decision making,” as one aide put it—is one of three reasons his reform plan fell apart and opened the door to Wall Street. Carter had no natural aptitude for legislating, disliked horse-trading, and rarely consulted the two critical players who were poised to determine the fate of his tax plan, the Senate Finance Committee chairman, Russell Long of Louisiana, and the House Ways and Means Committee chairman, Al Ullman of Oregon. Carter simply expected them to do his bidding. Chafing at the president’s arrogance and having no personal investment in advancing his tax plan, Long later explained, with gratuitous emphasis on his low opinion of Carter, “My advice hadn’t been sought. My input’s not in it. That’s just fine. So I figured I could pretty well do whatever I blessed well pleased about it.”

		Neither did Carter marshal outside help to advance his cause. He quickly fell out with the most important pillar of the Democratic coalition in the 1970s, organized labor. Because unions were practically nonexistent in Georgia, Carter had no affinity for labor, which he regarded as just another special interest looking for a handout. Further cementing this notion was his personal dislike of the AFL-CIO’s cigar-chomping boss, George Meany, and frustration with labor’s demands for large wage increases, which Carter felt heedlessly contributed to the inflationary pressures weighing on the economy. The antipathy was mutual. Meany resented Carter’s preachy moralism, believed his focus on fighting inflation hurt workers’ earning power, and found the president insufficiently committed to pushing labor law reforms that would make it easier to form unions. The first (and last) White House meeting between Carter and Meany went so badly that as Carter was leaving, he muttered to Eizenstat, “Stu, I will never do this again.”

		The rancor between Carter and Meany was the result of a disagreement over how Democrats should address an economy suffering from high unemployment, low productivity, and inflation. That’s what everybody was fighting about in 1978. The inability to reach a consensus on a solution is the second reason Carter’s tax bill fell apart.

		During his presidential campaign, Carter had emphasized job growth and tax fairness, but once in office he made fighting inflation his priority. These goals demanded different (and countervailing) remedies according to the orthodox Keynesian views held by his economic advisers. Boosting employment through government stimulus and direct job creation, as labor wanted him to do, would increase inflation. But fighting inflation with Nixonian wage and price controls or pushing the Fed to raise interest rates would hurt workers’ paychecks, drive up unemployment, and risk tipping the country into recession. The classical economic remedies were no longer working. As Nixon’s economic adviser Herbert Stein, himself a committed Keynesian, conceded in May 1977, “We are left now with accumulating criticism of the kind of fiscal policy we have been practicing for the last 20 years, but with no substantial support for any alternative to it.”

		The Carter administration’s inability to steady the faltering economy was the third reason tax reform failed. It left an opening for someone who did have a solution—or at least claimed to. Carter never saw him coming.

		

		

		Charls Walker was the living, breathing, cigar-smoking embodiment of a three-martini lunch: a jowly, pin-striped Washington superlobbyist and friend to all in power who rode a black limousine between Capitol Hill and Sans Souci, the French restaurant a block from the White House where he held court over glasses of white wine and fillets of sole. Raised poor in north-central Texas, Walker (whose mother dropped the e from his name in a failed effort to ensure he wouldn’t be called “Charlie”) rose to become, in succession, a PhD economist at the Fed, fixer for the American Bankers Association, and deputy secretary of Nixon’s Treasury, a position he left in 1973, sensing greater profit and opportunity on the outside. With his rough-hewn charm and gravelly Texas twang, Walker founded the capital’s hottest lobbying shop and convinced big business generally, and Wall Street in particular, that he could reverse a decade-long losing streak in Washington that Carter’s reforms threatened to extend.

		An astute anthropologist of power, Walker had witnessed from his perch at the Treasury how Ralph Nader’s army of public interest lobbyists skillfully cultivated grassroots pressure campaigns that bypassed the committee chairmen, who were traditionally the power brokers, and targeted junior members, often in their home districts rather than in Washington, D.C. Walker further recognized, as Nader had, that party rules had shifted after Watergate, opening a path to outsiders like Carter and fragmenting power in Congress in a way that strengthened the rank and file at the expense of the chairmen. Nader’s Raiders exploited this insight to secure a succession of legislative and regulatory victories, several of them in the realm of tax law.

		Soon after Carter launched his presidential bid, Walker took over a sleepy financial industry trade group called the American Council on Capital Gains and Estate Taxation and rebranded it as the more exalted-sounding American Council for Capital Formation, a euphemism for the aggressive accumulation of wealth. Walker began pushing the idea that the economy’s productivity crisis could be solved if the government changed the way it induced business investment. Since the New Deal, the preferred method had been the investment tax credit, which rewarded companies for building factories. This generally satisfied labor interests, because factories produce jobs. The major business lobbies like the U.S. Chamber of Commerce and the National Association of Manufacturers liked the investment tax credit because many of their members were large industrial corporations. Carter’s plan to eliminate the capital gains preference didn’t threaten them.

		But it terrified Wall Street. Walker’s project was to pull off a feat of legislative legerdemain by persuading lawmakers that the solution to U.S. economic malaise lay in shifting the government’s focus to encouraging capital formation—a move that would, its backers insisted, revitalize the supply side of the economy by spurring investment, unleashing entrepreneurial energies, and turbocharging productivity. In practical terms, this meant preserving the biggest giveaway to investors in the tax code: the capital gains preference.

		It wouldn’t look good to run a campaign to preserve a loophole for the wealthiest Americans from the back seat of a limousine. So Walker took a page from the Naderites. Working through local business groups and the newly formed Business Roundtable, which he’d helped launch, Walker arranged for the gospel of capital formation to be spread among the members of Congress and the press. No one was overlooked. Although he had no idea Walker was behind it, Representative Abner Mikva of Illinois, one of the most liberal Democrats in Congress, and later Barack Obama’s mentor, described the uncanny experience of being proselytized to by Walker’s forces. “I got phone calls from several people back in my district who had been supporters of mine, and contributors,” he recalled. “People who seldom asked for anything. Progressive members of brokerage houses. Public-spirited bankers. First, they asked if we could have lunch. There was no arm-twisting. They were polite, thoughtful, erudite. They had their facts. We have to do something for the economy; look at the low rate of savings. The letters I got were not mass mailings. They were intelligent letters from people who knew me well. Now, obviously, somebody back in Washington was masterminding this, but I’m sure that some of it did sway me.” The reason the pitch was so effective, Mikva explained, was its careful framing: “On an issue like capital formation, where you only hear from business, it isn’t something for me and nothing for you; it’s something for me, and this doesn’t concern you.”

		Throughout Carter’s first year in office, as tax reform was repeatedly delayed, the context in which Congress would eventually consider it was undergoing a full-scale change few were aware was even happening. “Within a relatively short period of time,” Walker bragged, “ ‘capital formation’ has entered the lexicon of ‘good’ words—not quite equal to ‘home’ and ‘mother,’ but still a public policy few would disagree with.”

		

		

		By the time Carter finally turned his attention to his long-overdue tax bill in late 1977, the economic and political landscape had shifted. Inflation was climbing toward double digits. Discontent was brewing. The public’s focus shifted from tax reform to tax relief. The White House domestic policy staff and Woodworth’s Treasury team kept pushing for sweeping change centered on the elimination of the capital gains preference. But skeptics in the administration worried the economy might be too fragile for the shock of major reform. In November, Carter’s Treasury secretary, Michael Blumenthal, told Congress that in light of the weakening economy the long-awaited tax bill would focus on tax relief and stimulus—signaling that comprehensive reform was in trouble and Carter was retreating.

		Things quickly devolved from there.

		Alerted by allies in Congress that support for reform was crumbling, Carter held a news conference to announce an indefinite “time out” for his plan. Then, in December, Woodworth, whom the White House was counting on to sweet-talk the old bulls in Congress, dropped dead of a stroke while attending a tax conference in Virginia. Carter attempted a reboot by finally introducing a watered-down tax bill in his 1978 State of the Union address that aimed to appease all sides by cutting corporate taxes, making permanent the investment tax credit, and sacrificing the bulk of his capital gains reforms. But he found little support, in Congress or anywhere else. Walker’s Wall Street contingent was privately stunned: they’d won the battle before the first shot was even fired. And Walker still had an army at the ready. “They were braced for an attack,” one congressional staffer explained. “When the attack never came, they decided to invade!”

		At Walker’s urging, several members of Congress, having fought off a capital gains increase, now turned around and started pushing for a tax cut. Wall Street brokerage houses led by Merrill Lynch and E. F. Hutton bombarded investors with mail telling them of the riches they stood to gain if rates were reduced. As the insurrection mounted over the spring, Ullman stopped work on the tax bill. But the momentum against Carter didn’t slow. On June 6, California voters overwhelmingly passed the landmark ballot initiative Proposition 13, which slashed property taxes, made the cover of Time, and sparked a nationwide tax revolt. Dozens of antitax measures popped up in states across the country, helping shift the national mood in a more conservative direction and prefiguring the rise of Ronald Reagan.

		In Washington, Carter’s reformers were overrun like Custer’s cavalry. Yet his humiliation wasn’t finished. In a remarkable feat of legislative jujitsu, Walker’s congressional allies prevailed upon Ullman to swap out the president’s tax reform bill for one of their own that, on every major front, was a repudiation of Carter’s principles. Instead of raising the capital gains rate to match income tax rates, the new bill slashed it while adding a blizzard of new shelters and exemptions for the wealthy. Practically no one in Congress wanted to go against the national mood and block a bill that cut taxes. In effect, Walker’s forces harnessed middle-class rage over inflation-driven tax increases like those that prompted Proposition 13 and redirected that rage to support a windfall tax relief for the rich. Inside the citadels of the right, the mood was triumphant. “Any resemblance between this bill and President Carter’s original tax message is purely coincidental,” an internal analysis by the conservative Heritage Foundation crowed.

		When the bill got to the Senate, Russell Long had no interest in rescuing Carter. Instead, he pushed for an even larger capital gains cut. With the midterm elections looming, Democrats were as eager as Republicans to show they were doing something for the economy. Only ten senators voted against Long’s bill. Through it all, Carter watched dejectedly from the White House. “I think the story may well be that not only did we send up a tax package that misread the mood of Congress,” one of Eizenstat’s deputies wrote to him in a private memo, “but upon being rebuffed, we retired from the field and became eunuchs.”

		By October 14, as Carter and Eizenstat waited unhappily in the West Wing, House and Senate negotiators hashed out a joint bill in a marathon overnight session. The full measure of Carter’s failure now became clear. One of his defeated soldiers, Representative Pete Stark of California, used his allotted floor time to read into the Congressional Record a snippet of doggerel he’d composed to mark the bitter occasion and make one final plea to his president:

		
			The speaker had sold all the Liberals a Bill,

			And Good Chairman Ullman had swallowed the Pill.

			With loopholes for dry holes,

			And tax breaks for wine,

			The deeds of the lobbyists,

			Were almost a crime.

			They took care of the heirs,

			And built up the shelters,

			But for the poor folks,

			Russell gave us no helpers.

			The rich will have Christmas with ill-gotten gains,

			While others pay taxes with annual pains.

			But Scrolling the people is Washington’s credo,

			Now what we need, Tiny Jim, is a veto!!!

		

		And right there, Stark put his finger on the only move Carter had left. Sitting in the West Wing with his yellow notepad, Eizenstat wonders if he has the nerve. This is the decision Jimmy Carter is about to make: whether to veto the tax bill.

		

		

			
			That night, Eizenstat goes home and composes a lacerating assessment of the tax bill now headed to Carter’s desk, bluntly laying out the extent of the administration’s failure and the consequences of Carter’s options.

		“The unpleasant facts we have to face squarely are: the House passed a bad bill, the Senate passed a bad bill, and the final bill is not a good bill,” Eizenstat writes in a private memo to Carter. “It contains large tax reductions for the wealthiest citizens in our country and small reductions for average working people. It would constitute a setback for tax reform.” Incredibly, Eizenstat adds, “the middle class will actually bear a slightly larger share of the overall tax burden under this bill than under present law . . . they will bear net tax increases.” He goes on, “The bill does not achieve your attempt to achieve greater fairness, progressivity, and simplicity and moves in the opposite direction.”

		On the other hand, it does include a $20 billion tax cut. The midterm elections are three weeks away, and Democrats want something to run on. Denying them this could imperil Carter’s strained relations on the Hill and fatally weaken his public image. “A veto now,” Eizenstat warns, “could change the whole tone of the press coverage of the Administration’s first two years.”

		What Carter’s advisers agree on is that he needs to make up his mind quickly so Democrats have time to react before Election Day. Instead, Carter waits until the day before the election, November 6, and only then, without fanfare and in the privacy of his office, does he pick up his pen and sign into law a measure that in many respects marks the end of the New Deal era in Democratic political history and the start of a new one.

		

		

			
			Carter’s decision to sign a bill undermining his own publicly declared principles not only marked a crossroads in his drifting presidency but helped alter the correlation of forces in Democratic politics for a generation to come.

		From the end of World War II until the late 1970s, the Democratic Party was a coalition of interest groups in which labor was the senior partner. Unions supplied the organizing muscle for the party’s electoral strategy, and improving workers’ wages and living standards was the party’s chief domestic concern. Democrats emphasized collective bargaining, tight labor markets, and expansionary fiscal policy, which produced a decades-long record of middle-class prosperity: real income for the median family doubled between 1947 and 1973. Relatively stable income distribution between workers and their bosses also produced labor harmony. Historians dubbed this epoch “the Great Compression.”

		The 1973 oil shock and the recession that followed brought it crashing down. It’s easy to share a growing pie, but as productivity fell, inflation spun out of control, labor weakened, and U.S. manufacturers faced stiffer competition from abroad, economic growth slowed, and the old political alignment came apart. It was Carter’s misfortune to govern during this period, made worse by the fact that he lacked political skill and his advisers didn’t know how to generate long-run economic growth in the face of seemingly intractable problems. Carter got rolled in the 1978 tax reform fight because his supply-side opponents, aided by Walker’s deft salesmanship, convinced people that they did know how to fix the economy. As one historian of the era put it, “Carter and his advisers vacated this intellectual space, which was filled by radical new solutions, capital gains reduction and supply-side tax cuts, [replacing] the assumptions that capital and labor should prosper together with an ethic claiming that the promotion of capital will eventually benefit labor—trading factories for finance.”

		Troubled by growing inequality, Carter had set out to rebalance in favor of the middle class the rewards government allots through the tax code. What he ended up with was a law that further empowered the very forces whose influence he sought to curb. Not only did the Revenue Act of 1978 cut corporate and capital gains taxes—redirecting investment from factories and equipment to financial instruments—but it also established the 401(k) retirement account, which channeled trillions of dollars more directly into the markets and undermined a pillar of middle-class security by eliminating employers’ obligation to provide pensions that ensured workers a stable retirement. If you go back to the Great Depression and trace the share of U.S. wealth held by the richest 1 percent of Americans, it falls steadily until 1978, whereupon it reverses and begins a steep ascent that continues to this day:
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		The law’s lasting effect on Democratic politics was that it ended a set of arrangements and a way of thinking about the economy that had held for four decades and replaced them with a new arrangement. Without quite realizing it or intending for it to happen, Carter’s signing the Revenue Act marked the beginning of the ascendance of finance capitalism as the major influence on Democratic policymaking. As organized labor declined, Wall Street assumed the role of senior partner in the party coalition. Democratic politicians, in turn, began emphasizing priorities that differed from those of the Great Compression: fiscal austerity, soft labor markets, free trade with low-wage countries, and the further weakening of private-sector unions.

		When historians analyze party takeovers, they tend to focus on big changes at the top and how those filtered down—how Donald Trump’s hijacking of the GOP, for instance, reversed the party’s positions on immigration and trade. Wall Street’s takeover of the Democratic Party wasn’t like that. It was gradual. It began at the bottom and filtered up. No singular charismatic figure or nefarious master plan was behind it, and even people like Charlie Walker who ushered the process along didn’t think of themselves as being involved in a grand ideological project to reshape the American political economy. But the takeover was no less real because of it. And it picked up momentum as soon as Carter lost his bid for reelection.

	
		2

		Democrats for the Business Class

		Carter touched off a process that set Democrats on a course that would remake the party, steering it away from the labor-centered liberalism that had prevailed since World War II and reorienting it toward business interests—including those of the growing financial industry. Even before his tax bill, Carter had been moving his party in this direction in fits and starts by deregulating industries like trucking and airlines in response to pressure from Ralph Nader and others on the left who charged that government agencies had been captured by private industries bent on maintaining pricing power by limiting consumer choices. To broaden those choices in the realm of commercial banking, he also made some of the first early moves to unwind the financial regulations put in place after the Great Depression.

		While it marked a triumph for Wall Street and Charls Walker, the Revenue Act of 1978 did little to improve the economy or boost Carter’s political fortunes. Two years later, he was steamrolled by Ronald Reagan, and the great liberal stalwarts of the U.S. Senate—George McGovern, Frank Church, Birch Bayh—were ousted as well, leaving the Democratic Party floundering and largely out of power. In politics, when something goes against you on a grand scale that you can’t easily rationalize or explain, the instinctive reaction is fear. That’s how Democrats responded to Carter’s loss. They rejected their association with him. Almost immediately, Carter, with no small help from Republican critics, became a totem of political ineptitude and wrongheaded thinking, someone against whom the rising generation of Democratic politicians would define themselves. The populist inclination that had led Carter to attack the “three-martini lunch” deduction fell out of favor and was replaced by an impulse to valorize the very sorts of people—bankers and businessmen—who were most likely to claim it.

		The Democratic coalition that had existed for decades was breaking down. The party’s backbone, organized labor, was in steep decline. Campaigns were moving onto television, which was expensive and favored telegenic figures like Reagan who had access to large pools of capital. In the 1970s, Republicans had built up a direct-mail fundraising juggernaut that drew in millions of small contributors with targeted appeals that played on people’s fears and anxieties about the direction of the country and the menace of crime, inflation, and communism. Some Democratic officials started worrying that they lacked a comparable source of funding to finance campaigns and build up the party to compete with Republicans. Sensing that a new era was at hand, and feeling compelled by both political and financial necessity, Democrats, in a bid for relevancy, moved quickly to refashion their party into one more willing to accommodate the interests of the business community—not just by supporting capital gains tax cuts, but more broadly by adopting the worldview that put market-friendly policies at its center.

		This new era in Democratic politics was driven by a group of ambitious, self-consciously modern, determinedly forward-looking men (they were all men) who dubbed themselves neoliberals. Part branding mechanism, part policy prescription, the neoliberal philosophy was embraced by a post-Carter generation that included Senators Gary Hart, Bill Bradley, and Paul Tsongas, along with Governors Bruce Babbitt, Michael Dukakis, and—soon enough—Bill Clinton. They concentrated their attention on issues like technology, defense, free trade, and economic planning. Purveyors of neoliberal philosophy traded less in concrete proposals that had a direct, measurable effect on the lives of ordinary workers—raising the minimum wage, say, or improving a health-care plan—and instead favored lofty, abstract concepts such as innovation, entrepreneurship, and economic growth that were more in keeping with the Reagan-era zeitgeist. These also functioned as advertisements for the idea that their upstart backers had transcended the stodgy, interest-group-driven liberalism that still defined major party figures like Walter Mondale and were charting an exciting new path toward a future that would universalize prosperity.

		The organizing principle of this new brand of Democratic politics was a conviction that market logic should be rigorously applied to all aspects of public policy and that better outcomes for everyone would ensue. This was, of course, what Republicans already believed. It was the argument Walker used to defeat Carter’s attempt to produce a more equitable tax code.

		Where neoliberalism differentiated itself from Republican thought was that its adherents, who were also called New Democrats, still claimed an allegiance to traditional liberal social goals. The catch was that these goals were now subordinated to the perceived dictates of the market and pursued through market-friendly methods that disfavored activist government and labor unions, the major forces of Democratic change throughout the Great Compression.

		As early as 1981, at a dinner sponsored by Esquire magazine, Representative Richard Gephardt of Missouri, a rising Democratic star and future presidential candidate, captured the neoliberal ethos by announcing, “I would get rid of government in health care. I would get rid of government in education to a much greater extent than we have. I would discharge those responsibilities either to the private sector or to the states.”

		These are notes that no Democrat of the prior age would have struck. Similarly novel was the neoliberal emphasis on reducing the deficit and on leaving business largely unfettered in the expectation that doing so would revive the economy and produce greater wealth across society. Traditional liberals, of whom there were still many among the Democrats, objected loudly to what they regarded as a selling out of the party’s principles in a misguided effort at political expediency. In words that Elizabeth Warren could have uttered, the historian and stalwart liberal Arthur Schlesinger Jr. lit into the “so-called neo-liberals” who were “fellow travelers in the Reagan revolution” charting a politically futile course for the Democratic Party:

		
			They have joined in the clamor against “big government,” found great merit in the unregulated marketplace, opposed structural change in the economy, and gone along with swollen military budgets and the nuclear arms race. . . . This isn’t what a serious opposition party should be about.

		

		Jesse Jackson famously disparaged the Democratic Leadership Council, formed after Mondale’s loss in the 1984 election to push New Democrat ideals, as representing “Democrats for the Leisure Class.” A less stinging, but more precise, description would have been Democrats for the business class. Neoliberal sentiment was a clear departure from the main currents of liberal thought since the New Deal, which had championed labor, competition, antitrust, and taking a strong hand in regulating the affairs of large corporations. Now that was all being rethought. Rationalizing this break with Democratic tradition, one leading neoliberal thinker declared, shortly after Carter’s defeat, “You have to respect what’s good about businessmen, while at the same time remaining aware that they can be shits.”

		The center-versus-left debate carried on for decades. But it wasn’t much of a contest. In the battle of ideas inside the Democratic Party, the neoliberal victory was so thorough that by the mid-1990s a New Democrat (Bill Clinton) was president, and not only was traditional liberalism regarded as outmoded and passé, but Wall Street chieftains could comfortably assume top government positions in both Republican and Democratic administrations. Clinton, for one, was heavily influenced by his Treasury secretary, Robert Rubin, the former co-chairman of Goldman Sachs and one of the chief architects of what the modern Democratic Party would become. And while Clinton had campaigned promising a tax cut and stimulus package for “the hardworking Americans who make up our forgotten middle class,” he was quickly persuaded to abandon those goals for the market-favored alternative of cutting the federal deficit. (That’s what prompted James Carville’s famous lament about the power that bond traders held over neoliberal politicians. “I used to think that if there was reincarnation, I wanted to come back as the president or the pope or as a .400 baseball hitter,” Carville said in 1993. “But now I would like to come back as the bond market. You can intimidate everybody.”)

		What made it possible for Clinton to reengineer the party into a finance-centric juggernaut was the steady growth of the economy during his tenure in the White House. His timing was propitious. Following the late 1970s upheaval that marked the end of the Great Compression, in 1982 the Federal Reserve chairman, Paul Volcker, engineered a brutal recession that finally broke runaway inflation and ushered in what would be called the Great Moderation, a quarter century of steady growth, low inflation, and rising financial markets that buoyed Clinton’s presidency. During his two terms in office, real GDP growth averaged nearly 4 percent, while unemployment fell steadily. By the time Clinton left office, neoliberal precepts about the importance of deficit reduction, small government, free trade, and deregulation were the established canon of the Democratic Party.

		This economic arrangement didn’t work well for everyone, however, even before the 2008 financial collapse laid bare the full extent of its shortcomings. Neoliberalism produced a way of looking at the world through a market lens that had the effect, not always intended, of hiving off issues that didn’t pertain in a clear and direct way to the market and treating them as separate, wholly unconnected concerns, when in fact they were intimately interwoven with, and affected by, changes in the broader economy: issues such as race, poverty, criminal justice, education, and the environment. From the outset, it was clear that in the neoliberal agenda these matters would be subordinated to economic concerns. And to ensure the economy’s robust good health, it would not be guided by government officials. “Our proposals,” Tsongas wrote in 1983, “presuppose that the economy will work best when private industry leads the way.” These views, though rarely so bluntly stated by high-level Democratic politicians, carried across the next three decades.

		One problem with gazing at the world through this lens is that despite the market’s ostensible success under Clinton, prosperity didn’t accrue evenly, or anything close to it. But the neoliberal faith in the market’s unerring ability to provide for all made this difficult for its proponents to see. Looking at the American economy in terms of its robust top-line growth masked the fact that people at the top of the income scale were capturing almost all of the gains, while the middle and lower classes were experiencing something entirely different, struggling to keep pace or falling behind. This was true in terms of both income and wealth, and the problem worsened over time. Between 1979 and 2007, income growth in the United States—all of it!—went to the richest 10 percent of earners; the remaining 90 percent saw their income fall. Examining the distribution of gains across income categories, the Congressional Budget Office found that the incomes of the top 1 percent rose by 275 percent between 1979 and 2007, after federal taxes and government transfer payments such as Social Security. Over the same period, the incomes of the broad middle class—the 60 percent of the population in the middle of the income scale—grew by only 40 percent. And the bottom quintile fared the worst, rising by only 18 percent.

		Yet this economic disparity didn’t cause a political backlash for a very long time. There were three primary reasons why not. First, the focal point of Democratic politics after the New Deal shifted away from banking and financial regulatory matters to issues such as the environment, feminism, and civil rights. The major battles in national politics in the 1990s and early years of the twenty-first century were cultural or geopolitical ones, ranging from the push for national health care and the legalization of gay marriage to the propriety of the wars in Afghanistan and Iraq. Second, both of the Democratic presidents who followed Carter were preternaturally skilled at forging connections with the Democratic base that mitigated material dissatisfaction. “Clinton had extraordinarily versatile cultural competence and emotional intelligence that he was able to employ to get just about any audience to feel like they were being seen,” says one prominent labor leader who worked with him
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