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INTRODUCTION

A Failure of Capitalism—or Liberal Social Engineering?



If you happened to be watching the MSNBC news channel in early January 2009, there’s a good chance you might have fallen off the sofa after reading the crawl on the bottom of the screen: “ECONOMY PROJECTED TO SHRINK 202%.”

What?

It was a misprint, of course. But to many frightened viewers this nightmare scenario might not have seemed far-fetched. As the wheels started to shake and come off the American economy in mid-2008—at the height of the presidential election—there was concern verging on panic about the possibility of a total economic meltdown. Thus the Los Angeles Times asked “Could Another Great Depression be Lurking on the Horizon?” The Chicago Tribune offered the banner “75 Years Later, a Nation in Crisis Again.” Time magazine wondered: “The End of Prosperity?” And from the usually sober Wall Street Journal: “Worst Crisis Since ’30s, with No End in Sight.”

The concern and panic were real because the numbers were real. Loan defaults and bank foreclosures had skyrocketed. Real estate values collapsed nationwide, trapping many people in homes they could not sell and struggling to pay mortgages. Trillions of dollars in value were wiped out of the stock market, mutual funds, and pension funds. Millions of Americans were suddenly unable to afford retirement, their savings wiped out and the value of their retirement accounts effectively cut in half. A systemic credit market freeze was temporarily thawed by the printing of massive amounts of money by the federal government. Large financial entities such as Bear Stearns and Lehman Brothers effectively collapsed. Others, such as Citigroup, had to be pumped full of taxpayer money to keep them functioning.

The contagion quickly spread to the international system. Tiny Iceland’s economy completely imploded, and in central Europe and the developing world, markets tottered on the brink of collapse. Around the world a clamor arose for the Americans to save the global system.

Barack Obama came to office pledging to turn the economy around and “create or save” millions of jobs while at the same time enacting a “transformative” social agenda. A terrified Congress rammed through an enormous (and pork-laden) stimulus package, promising that it would stabilize the economy and restore hope to millions of out-of-work Americans. Yet six months later it seemed to be having little effect. Total job losses approached 6 million as unemployment edged toward double digits and welfare rolls expanded. The federal budget deficit crossed $1 trillion in 2009, and many state budgets were equally deep in the red. California was on the brink of bankruptcy. We now appear destined for massive federal tax hikes to pay for the bailouts and the underwriting of President Obama’s ambitious social agenda. State-level tax hikes and cutbacks will undoubtedly follow.

And it’s not over—not by a long shot. Experts foresee another wave of mortgage defaults and predict that unemployment will continue to rise. In Washington the answer to every problem seems to be spend more money. No one seems to know what else to do. Meanwhile, there is talk that the dollar may cease to be the international reserve currency. There are also calls abroad for tighter global regulation and the creation of transnational bodies that will direct the international economy—a fatal blow to the economic supremacy that Americans have taken for granted since World War II.

All of this has led Americans to wonder: What happened? How the heck did we get here? Whose fault is it? Who do we blame? What mistakes were made? How can we get out of this mess?

There has been much debate about this question, but the ultimate source of the problem, it is generally agreed—the triggering event that caused the chain of other dominoes to fall—was the collapse of the subprime mortgage market in the United States. Banks and mortgage companies had made trillions of dollars in loans to individuals with terrible credit. They signed loans with illegal immigrants, offered so-called NINJA (No Income, No Job, No Assets) mortgages, and allowed people with bad credit to leverage their money. When the loans began to fail in large numbers, a new term entered our national vocabulary: toxic assets. And so the crisis began.

Still, an underlying mystery remained: What explains this perplexing behavior? Were they nuts? Did they simply take leave of their senses?

The conventional narrative was written in the first days of the collapse. And as usual, the loudest, most obstreperous voices seemed to prevail. “The private sector got us into this mess,” Congressman Barney Frank indignantly declared as events began to unfold; “the government has to get us out of it.”1

According to this view, deregulation of the banking industry had encouraged the rise of “predatory lenders” who had pushed home loans on people who couldn’t afford them. Those loans were then sold to unscrupulous Wall Street financiers, who repackaged them in the form of mortgage-backed securities. The securities were sold in turn to mutual funds, pension funds, and various foreign investors. But their value was grossly overstated and ultimately rested on the faulty assumption that housing prices would keep rising indefinitely. Once again, the supposed result of irresponsible deregulation of financial markets.

This explanation, coming from Frank, had the obvious benefit of pinning the collapse on his political enemies, the Republicans, while completely exonerating any Democrat (such as himself) who had responsibility for overseeing Fannie Mae and Freddie Mac, the government-backed lending institutions that traditionally acted as a backstop to the housing market. It is not an accident that Frank has been in the forefront of attempts to minimize the crisis or (when it could no longer be denied) deflect the blame to his opponents. When some conservatives pointed out that Fannie and Freddie had abandoned their sober mission of stabilizing the middle-class housing market in favor of a misguided crusade to expand minority home ownership by forcing banks to lower their lending standards, Frank and his allies brazenly shouted them down.

Meanwhile, a chorus of authoritative voices in the press rushed to second the indictment. Nouriel Roubini of New York University blamed “unregulated free market zealotry” for the economic collapse. The Nobel Prize-winning economist Paul Krugman, who also writes a column for the New York Times, denounced “the great unraveling” of economic regulations pushed by conservatives. Another Nobel laureate, Paul Samuelson, claimed that the financial meltdown was an inevitable consequence of free-market economics. “I wish Milton Friedman were still alive,” he said, “so he could witness how his extremism led to the defeat of his own ideas.”2 The economist Jeff Madrick of the New School for Social Research in New York City likewise declared that the crisis represented “the end of the age of Milton Friedman.”

Many on the left started using a new term: “free-market fundamentalists.” First coined by the billionaire currency speculator George Soros, today the term is applied to anyone who disagrees with the conventional narrative that unregulated capitalism is inherently destructive. Thus Harold Meyerson explained in the Washington Post that “market fundamentalism” had “totally failed” and suggested that we look instead to the German model for a “form of capitalism [which] has proved more sustainable than Wall Street’s.”

Democrats immediately saw the potential of the crisis to tip the scales in favor of more government intervention in the economy. Lawrence Summers, a former Treasury secretary under Bill Clinton who was now Obama’s chief economic adviser, predicted that now “the pendulum will swing—should swing—towards an enhanced role for government in saving the market system from its excesses and inadequacies.”3 White House Chief of Staff Rahm Emanuel declared that it would be a shame to let the crisis go to waste.

Emanuel had good reason to anticipate success. Coming at the height of the 2008 election, the Wall Street meltdown tipped the balance heavily in favor of Barack Obama, creating a Democrat majority in both houses of Congress and effectively giving the new president a blank check—in his view—to rewrite the American social contract.

As a result, the rush to heavy government intervention, new programs, and massive spending was now treated as inevitable. It was the 1930s all over again, and Obama was the new FDR. Free-market economics had been tried and found wanting. Obama referred to its theories dismissively as “failed ideas” and refused to entertain any talk of tax cuts or (God forbid) “doing nothing” in response. To the contrary, the crisis proved that it was time to return to stronger government controls. Anyone standing in the way was seen as part of the political fringe, a die-hard ideologue on par with a Holocaust denier.

This is the self-serving fairy tale propounded by Barack Obama and his allies in Congress and the press. The actual truth about what happened was a much more interesting and complicated—and incriminating—story, too complex to be conveyed in a media sound bite. So it is not surprising that this simplistic story line has become the accepted wisdom.

Yet the chorus of liberal triumphalism that sought to usher in a “new” New Deal ignored some inconvenient facts.

 

1. The American capitalist system is not unregulated. Given what you have heard in the press, it may surprise you to learn that the banking sector is in fact the most regulated industry in the United States. The nuclear industry is a possible exception.

2. America has not experienced massive deregulation over the past decade. Strange that his liberal critics should speak of President George W. Bush as a free-market radical, “slashing” and “gutting” regulations. In fact, the Bush administration saw new regulations added to the Federal Register at the rate of a thousand pages a year. If this is deregulation, what would regulation look like?4 (Full disclosure: I served as a consultant to the White House Office of Presidential Speechwriting in 2008–2009.)

3. The federal government did not fail to “police” capitalism. In fact, the opposite is true. The real culprit is not the market but the government; or, more precisely, a socialist distortion of the free market created by the government. Under pressure from liberal activists, the federal government created a series of “protected” markets that were insulated from external economic pressures in order to achieve political ends that could not be realized by other means.

 

Nor did this happen overnight. It was a massive social engineering project, a grand generational enterprise, thirty years in the making, carried out by an ad hoc alliance of radical activists, labor unions, liberal politicians, federal bureaucrats, and Wall Street financial titans who sought to make getting a mortgage and owning a home a civil right.

This is a story that has never been told, mainly because the actual extent of this ambitious multigenerational project has not been fully grasped. But it is vital that we learn it and take its lessons to heart, not just to understand the present crisis but to prevent its ever happening again.

The cast of characters includes three distinct but overlapping groups of people.

First came the community activists—idealists such as the young Barack Obama and national organizations such as ACORN—who, beginning in the 1960s, waged war against traditional lending practices in the name of fighting racism and poverty. Inspired by the legendary community organizer Saul Alinsky, their tactics were extremely confrontational, and their goals were frankly socialist: to take money from the rich (in this case banks and other lenders) and give it to the poor on very favorable terms, a process that they called “the democratization of capital” but that had more in common with a Mafia protection racket. I refer to this group as the Robin Hood Gang.

Still, the fair housing movement would probably have remained a fringe phenomenon had it not been for strong support from liberal politicians in Washington. Beginning in the 1970s, liberal lions such as Senators Ted Kennedy and William Proxmire oversaw the passage of legislation that empowered local activists to force banks into lowering lending standards. The Congressional Black and Hispanic Caucuses played their part by vociferously demanding new subsidies for poor and minority constituents. Finally, a phalanx of powerful liberals, including Bill Clinton, Robert Rubin, Andrew Cuomo, Janet Reno, Deval Patrick, Henry Cisneros, Barack Obama, Nancy Pelosi, Charles Schumer, Jon Corzine, and many others less well known, began pushing legislation to encourage or compel banks to make risky loans to individuals who should not have received them.

These people were part of the new wave of liberal activists turned political careerists who rose to power with the Clintons. These officials conspired to put the full power of the federal government behind the new civil rights crusade to expand minority home ownership—and often reaped political and financial rewards in the process. (Their resulting ethical problems and conflicts of interest nearly crippled the Obama administration at the outset.) As a result, billions of dollars’ worth of loans were made to poor and minority applicants who would never have qualified under traditional lending criteria.

Meanwhile, the liberal baby boomers who had risen to the top on Wall Street pumped hundreds of billions of dollars into their efforts through the sale of so-called mortgage-backed securities and derivatives. These bankers, like their cohorts in Washington, believed they could do good and do well by extending credit to aspiring minority home owners via new forms of “creative” finance while at the same time racking up enormous fees and bonuses.

This three-headed movement of activists, liberal politicians, and socially conscious “do-good” capitalists on Wall Street got their wish. During the housing bubble, minorities accounted for twice as many subprime dollars borrowed per capita as did whites. Not surprisingly, the Federal Reserve of Boston found that they defaulted on subprime loans at twice the rate of whites.

To be fair, there were other important factors. Many have correctly pointed to the availability of cheap money, brought about by the loose monetary policies of the Federal Reserve under Chairman Alan Greenspan, as a major culprit. As Professor John Taylor of Stanford and others have argued, the growth in the money supply created cheap money and helped to inflate the real estate bubble. Greenspan has also been faulted for his policy of letting bubbles inflate and then repairing the damage rather than trying to prevent them. And when the Fed printed more money to increase liquidity as the crisis began, it made things even worse.5

But the heart of the story is the role that radical activists and liberal politicians in Washington played in trying to harness the U.S. financial system to advance their socialist agenda. Properly understood, it is a cautionary tale about the perils of trying to use the power of the state to do good, to help people by giving them a leg up, to “level the playing field.” Ironically, such efforts have usually ended up doing the most harm to the very people they were intended to help. The result in this case was no different.

This book will illuminate the hubris and impatience of liberal baby boomers who for the most part have spent their careers in government, high finance, and social activism and as a result know almost nothing about how wealth is actually created in the system that has been entrusted to their care. Unlike earlier generations, who valued the free-market system (despite its flaws) for its ability to generate wealth and maximize liberty, the liberal baby boomers—born to affluence, burdened by guilt—saw the capitalist system as inherently flawed and unfair. More important, they saw it as a system that could, and should, be manipulated for “progressive” social purposes. Call it “do-good capitalism”: the merging of sixties social values with the rewards of the profit system. The chief buzzwords of this enlightened form of capitalism are the fashionable notions of socially responsible investing and corporate citizenship.

As the liberal boomers rose to power in the 1970s, ’80s, and ’90s, they increasingly sought to harness the engine of capitalism to their vision of a good society. Thus, to further their activist goals, liberals in and out of Washington pushed the federal government deeper and deeper into engagement with the housing market, artificially driving the costs of lending down and pumping the system full of toxic debt.

At the same time, liberals in the Clinton administration entered into an unprecedented partnership with the financial industry that amounted to a form of state capitalism. Under Clinton, a series of Wall Street bailouts taught the big financial houses that if they failed, the federal government would come to their rescue. Almost all of the firms sucked up in the vortex of the financial crisis today were bailed out several times in the previous decade from wildly irresponsible investments. This only had the effect of further corrupting their judgment, inuring them to risks by insulating them from the ruthless discipline of the market.

Why has this story been missed? It isn’t all that hard to understand.

First, of course, the operations of quasi-governmental agencies such as Fannie Mae and Freddie Mac are shrouded in layers of bureaucratic tedium. Few reporters take the time to actually dig into their inner workings. Besides, they are governed by congressional committees, so people naturally assume that someone responsible is paying attention. Few would have thought that the very politicians charged with overseeing the mortgage giants were themselves liberal activists busily engaged in stampeding them over a cliff.

Second, the housing activists, while certainly loud and annoying, have generally been perceived as a fringe phenomenon, or at best a local problem. How could a bunch of ragged-looking radicals shouting themselves hoarse in front of a bank or city agency present a threat to the global economy?

Finally, there was the big surprise on Wall Street. Most Americans could be forgiven for assuming that the heads of major Wall Street firms were thoroughly rational actors who ran their businesses with a cold eye to profit and the bottom line. The notion that they might have been corrupted by a new kind of government-sponsored capitalism that promised huge rewards for little risk would not have occurred to many people.

All of this is vital to understanding how we got into the current mess. It is extremely important that conservatives challenge the political fairy tale that the cause of the collapse was unregulated free-market capitalism. Such a partisan myth, once established in the media, is extremely difficult to dislodge.

But more important, this book is meant to be a cautionary tale—an urgent warning—about what the future will hold in an era of liberal economic dominance. The mortgage meltdown was but the first activist- and government-induced bubble; others will surely follow. We need to be constantly on guard against the liberals’ urge to meddle in the economic system, using the power of the state to distort markets in order to advance their social goals.

That being the case, two additional facts should be very disturbing to American taxpayers.

First, the same people who caused the debacle have now been tasked with cleaning it up. The Obama administration is full of Clinton retreads, and they show no signs of having learned anything from the damage they have wrought. Do we really want them to be in charge of redesigning the economic system?

Second, the same cast of characters is busy leveraging state power to manipulate capitalism for their next great social cause: the so-called green economy. Just as occurred in the subprime mortgage crisis, federal authorities and environmental activists are working in tandem, browbeating energy companies and the automotive industry, using the power of the state to compel the creation of carbon-trading schemes and the forced development of green technologies that are simply not profitable. This approach essentially co-opts the regulatory power of the government to create false incentives to invest in green technologies.

The Silicon Valley investor Eric Janszen (who according to the New York Times accurately predicted the dot-com bubble) says that the hype and activism behind green technology will create enough “fictitious value” that the coming green tech bubble will reach an astonishing $20 trillion…before it bursts. In the meantime, environmental activists and their political allies stand to profit handsomely: former Vice President Al Gore has already netted $100 million in profits from green economy schemes.6

Plus, of course, the green agenda offers plenty of scope for good old-fashioned political self-dealing. See, for example, this story from the Washington Times of July 15, 2009: “Rep. Ed Perlmutter of Colorado inserted a provision into the recently passed House climate change bill that would drum up business for ‘green’ banks, such as the one he has invested in and his family and a political donor helped found in San Francisco…. Mr. Perlmutter, a two-term Democrat, has two investments in the 3-year-old New Resource Bank, which calls itself the nation’s first green bank.”7

Needless to say, there will be much more to come. This is just the tip of the iceberg.

We have not nearly seen the end of liberal activists trying to manipulate the capitalist system for their own profit and social goals. Unless they are stopped, the rest of us are going to pay the price.
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THE ROBIN HOOD AGENDA

How a Gang of Radical Activists and Liberal Politicians Set the Stage for the Biggest Bank Heist in History


“We want it. They’ve got it. Let’s go get it.”

—GALE CINCOTTA






In 1994, the young Barack Obama, freshly out of Harvard Law School, joined two other attorneys in filing a lawsuit with the United States District Court for the Northern District of Illinois. The suit charged Citibank, the giant mortgage lender, with racism because it had denied home loans to several black applicants.

The details of Selma S. Buycks-Roberson v. Citibank Federal Savings Bank were pretty simple. Ms. Buycks-Roberson had applied for a loan but had been turned down “because of delinquent credit obligations and other adverse credit” (in the words of her legal team). She applied a second time but was again rejected. According to the lawyers, Ms. Buycks-Roberson was “incensed at the treatment” she received and “suffered great embarrassment, humiliation and emotional distress” at not getting the loan.1


Two more rejected applicants soon joined the suit. Like Ms. Buycks-Roberson, they contended that they had been turned down not for financial reasons but because they were black. Citibank “refused to approve Plaintiff’s loan because Plaintiff is African-American,” wrote her attorneys.2 The lawsuit further claimed that “many dozens of African-American applicants” had likewise been rejected “because of race or color, or because of the racial composition of their neighborhood in which their property was located.” Therefore, they declared, this would be a class-action lawsuit.

Claiming that Citibank had violated the Equal Credit Opportunity Act, the Fair Housing Act, and the Thirteenth Amendment (which had abolished slavery), Obama and his fellow attorneys demanded that Citibank pay actual damages, compensatory damages, punitive damages, and (of course) attorney’s fees.

Citibank denied the charges, arguing that the applicants had been rejected because they had poor credit or were requesting more money than the properties were worth.

As the case dragged on, the parties began to talk about a settlement. Citibank denied any wrongdoing but felt that the expense and length of time necessary to fight the suit would interfere with the conduct of business. By 1997, according to court transcripts, a settlement was near, but “one of the stumbling blocks was the attorneys’ fees.”3

The two sides finally settled in January 1998. (During the 2008 presidential campaign, the media erroneously claimed that Obama and his fellow lawyers had won the case—which is inaccurate.) 4 Citibank agreed to set up credit counseling for applicants who had been denied loans and gave Ms. Buycks-Roberson and two other plaintiffs a total of $60,000. Legal fees totaled $950,000.5

Buycks-Roberson was in fact a very small skirmish in an enormous war against American banks and lending institutions, one that had been waged since the 1960s in the name of fighting racism and bigotry. This campaign was based in turn on the charge that banks had used a notorious and manifestly discriminatory practice known as “redlining” to prevent minorities and the poor from getting mortgages and home loans.

Redlining is the practice of writing off entire segments of a city, often black and poor, and refusing to do business there on the grounds that it is simply too risky. Fifty years ago, bank executives would literally draw red lines around sections on a city map and instruct local managers to avoid making loans in those areas. This in turn discouraged real estate agents and construction companies from trying to sell or renovate properties in those neighborhoods. The result was stagnation and deeper descent into poverty, isolating them from any hope of economic recovery.

The federal government, in the wave of 1960s-era civil rights legislation, passed the Fair Housing Act of 1968 in an effort to end the practice. But charges of discrimination persisted, and it has now become an article of faith for American liberals that the mortgage industry is pervasively (if unconsciously) racist.

But was it really true that such practices could be explained by racial prejudice? Or were they in fact rational business practices whose underlying rationale was twisted by skillful demagogues for political purposes?

The question is important, for having ceded this argument to the Left in the 1960s, conservatives have allowed home ownership to be defined as a new civil right, one that must be guaranteed by the federal government, rather than as a privilege to be earned by hard work and wise financial management.

Activists have trotted out reams of statistics to demonstrate what they claim is a clear pattern of discrimination against minorities and the poor. Often they use data which show that when two applicants with the same income apply for the same mortgage, black and Hispanic applicants are much more likely to be rejected. One study by the Federal Reserve Board, for example, found that blacks were twice as likely to be denied mortgages as whites. The consumer advocate Ralph Nader has conducted similar studies and come to the same conclusion. In Texas, an analysis of 400,000 mortgage applicants found that “low income and minority Texans continue to be denied loans at higher rates than the rest of the population.”6 In North Carolina it was found that “middle income black applicants were seven times as likely to have their loans denied as middle income white applicants.”7

The broad assumption made by the Left and the liberal media is that race—or, more specifically, racism—explains this pattern.

One should not deny that prejudice and discrimination of the kind that flourished under southern segregation may continue in some quarters, even to some extent unconsciously. But one should also beware of attributing all apparent discrimination to irrational racial prejudice. After all, some forms of discrimination are not irrational at all but reflect statistically significant patterns of behavior that strongly correlate with different socioeconomic groups. Such appears to be the case with the redlining studies.

These studies were commissioned in order to provide an objective foundation for allegations of racial discrimination in the banking industry. But there’s a problem with the redlining studies: they ignore the important detail of credit histories. None of the studies that have received media attention on this issue dealt with the complexities of loans and why they might have been denied: credit history, outstanding debt, net worth, savings, market value of the home, etc. They simply compare applicants by race and sometimes include their income. But that’s not enough to understand why banks make or deny loans to specific applicants.

For banks, after all, it’s not just how much money you make that determines whether you get a loan. Studies by the Federal Reserve and the Federal Deposit Insurance Corporation have found that blacks and Latinos tend to have a much higher incidence of troubled credit histories than whites. Indeed, they found that while 49 percent of African Americans have poor credit histories, only 22 percent of whites have the same. Freddie Mac has likewise found that blacks with incomes of $65,000 to $75,000 have on average worse credit histories than whites making under $25,000. This more than anything else explains discrepancies in lending: banks prefer to give loans to people who have a history of paying them back. If you have a poor credit history, you are going to have a hard time getting a mortgage.8 At least, that is how it used to be in an age of rational banking practices.

But those facts have not gotten in the way of one of the most powerful movements in the history of American politics. Indeed, charges of redlining and racism have proven to be extremely potent weapons. Not only have they allowed liberals and left-wing activists to harass and intimidate political and business leaders, but more subtly and insidiously, they have allowed the Left to argue that unequal results in a wide range of areas—from lending and hiring to college admissions and civil service exams—are manifest proof of “unconscious” or “structural” racism. This intellectual ground, once ceded, could never be regained.

The charge of racism in banking launched a movement in the 1970s that has utterly transformed the American financial system. And this movement, fueled by radical activists, encouraged and supported by liberal politicians in Washington, and funded by Wall Street financiers driven in equal parts by guilt and greed, was the underlying cause of the economic debacle we face today. Since it may take us a generation to dig ourselves out, it may be helpful to understand that it took at least a generation to dig ourselves in.

Seeing banks as inherently racist and discriminatory, liberal activists in and out of government have waged a thirty-year war against our lending institutions. Through their activism, the force of law, and actual or threatened lawsuits, they sought to force banks all over the country to dramatically loosen their mortgage-lending standards. This movement goes by various names—“fairness in lending,” “economic justice,” “democratization of capital”—and it has spawned literally hundreds of local housing councils, foundations and alliances. They include—to name a very few—Metropolitan Organizations for People, Latin United Community Center, Massachusetts Affordable Housing Alliance, Fair Lending Coalition, Coalition for Fair Banking, the Maryland Alliance for Responsible Investment, Communities United for Action, and my personal favorite, CA$H PLUS. As we will see, these coalitions are often organized and run by well-known activist groups, civil rights organizations, and labor unions. They represent a grassroots army of the Left.

How successful has the fair housing movement been? By their own account—and they are justifiably proud of their accomplishments—the affordable housing activists and their allies boast of their role in forcing American banks to lend more than $4 trillion to people with spotty or questionable credit. Through their actions, literally trillions of dollars have been lent to individuals who would not and should not have been given home mortgages under traditional lending standards. By pushing this agenda, which they pursued with the fervor of a moral crusade, these activist organizations—with crucial cover and support from their liberal allies on Capitol Hill—produced a dramatic reduction of lending standards that ultimately led to an explosion of subprime lending.

As we shall see, charges of racism, bullying threats of obstruction of business, and negative publicity from a compliant press were extremely potent tools that induced banks to play ball, forking over millions of dollars in shaky loans to underqualified minority applicants. The result was a profound distortion of the housing market, artificially driving up prices and pumping enormous amounts of unrecoverable debt into the U.S. financial system.

Yet in the end, when the mortgage bubble burst and housing prices all over the country collapsed, bringing the rest of the economy down with them, these self-same activists outdid themselves in bald-faced hypocrisy by blaming “predatory lenders” for the crisis—as though they themselves had not dragged those very lenders kicking and screaming into the subprime mortgage market in the first place.

 

Intriguingly, many of the activists who started all this came from Chicago, from the Reverend Jesse Jackson, the founder of Operation PUSH—and a pioneer in shaking down the institutions of corporate America—to an obscure leftist housewife turned activist named Gale Cincotta. As we have seen, Barack Obama played his part as a young lawyer and community activist. The notorious activist umbrella group ACORN played a leading role as well.

Indeed, Chicago was ground zero for the fair housing movement, spreading from there to other reaches of the country. (The very term “redlining” was reputedly coined in Chicago.) And the movement’s godfather and patron saint was Saul Alinsky, a legendary rabble-rouser who proclaimed himself a spokesman for the marginalized, poor, and oppressed of America’s cities.

Alinsky (1909–1972) made his name in Chicago by organizing the Back of the Yards district (made famous by Upton Sinclair’s The Jungle) in 1939 and went on to found the Industrial Areas Foundation, a national network of community organizations. His books are considered foundational texts for the activist Left.

He was an odd sort of radical, not what people these days expect a radical to be. There was no long hair, wild clothes, or talk of free love; he didn’t tout the virtues of Marx, Mao, or Lenin. He was generally quiet about such matters. Dressed like a fifties-era accountant, with his old-fashioned “square” glasses and short cropped hair, he worked with community groups and churches to advance his agenda.

Alinsky often spoke about “helping the people.” But that was not really his goal. He considered such a romantic motivation to be totally naive. Instead he wanted power, pure and simple. A famous story about Alinsky has him asking a group of students why they wanted to be community activists. When they offered platitudes about helping others and making a difference, he quickly stopped them with a raised hand. “You want to organize for power!” he screamed. He would proclaim that power is “the very essence of life, the dynamic of life,” and should be the ultimate goal.9

Alinsky was a radical in the true sense of the word. He despised Lyndon Johnson’s Great Society programs, which he considered mere handouts. What Alinsky wanted was not resources but power, which meant controlling resources. In his 1971 book Rules for Radicals, he wrote, “The Prince was written by Machiavelli for the ‘Haves’ on how to hold power. Rules for Radicals is written for the ‘Have-Nots’ on how to take it away.” He went on to mention the first radical known to man who rebelled against the establishment and did it so effectively that he at least won his own kingdom—Lucifer.

He considered the free-love radicals of the sixties as useless and ineffective; no one would take them seriously. (“They couldn’t organize a luncheon.”) Moreover, they pointlessly antagonized the middle class. Although Alinsky shared their general contempt for the materialism and selfishness of America’s white middle class, he maintained that radicals must work “within the system” and argued that the middle class would have to be brought around slowly to supporting an agenda of radical change. He also grasped the value of a revolutionary crisis:


Any revolutionary change must be preceded by a passive, affirmative, non-challenging attitude toward change among the mass of our people. They must feel so frustrated, so defeated, so lost, so futureless in the prevailing system that they are willing to let go of the past and change the future. This acceptance is the reformation essential to any revolution.10




These words sound hauntingly prescient in light of the current economic meltdown. Obama White House Chief of Staff Rahm Emanuel—Chicago born and bred along with many other members of Obama’s inner circle—might have been channeling Alinsky when he said, “Never allow a crisis to go to waste. They are opportunities to do big things.” Hillary Clinton—also a native Chicagoan—said the same thing to the European Parliament not long afterward: “Never waste a good crisis.”11

Alinsky spawned dozens of community organizations in Chicago, and he inspired thousands of activists with his confrontational techniques. Hillary Clinton wrote her undergraduate
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