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FREE LUNCH

PREFACE

AKNOT OF TRAVELERS WAITED IMPATIENTLY ON THE CURB AT  
RONALD Reagan Washington National Airport, the air heavy and still, trapped  
beneath an overturned bowl of clouds. Weary and anxious to get to their hotels, they fidgeted, but said nothing as the minutes  
dragged.
When the shuttle bus finally arrived, everyone hustled aboard, the last few people  
packing in like so many sardines. The bus lurched forward, off on a circuitous route to the rental car garage.
A thin man began talking out loud, perhaps to relieve the tension from being trapped between strangers and  
wobbling towers of luggage. Soon everyone knew he had retired from the Agriculture Department, moved back home to Midwest  
farm country, and discovered he could earn a living because of his knowledge of how Washington works. On behalf of some  
clients, the man droned on to no one in particular, he had endured three airplane flights this very Sunday to reach the nation’s  
capital.
“I’m here to get money from the government for my clients,” the man  
said.
“That’s why we’re all here,” a voice called out. “The only reason anyone comes to  
Washington is to get money from the government.”
Everyone laughed. Instinctively, I tapped  
my pants pocket to make sure my wallet was safe.


Chapter  
1
WITHOUT EVEN  
ASKING

AT BANDON  
DUNES, ON OREGON’S RUGGED AND REMOTE SOUTHERN coast, men at play  
pretend they’re in the eighteenth-century Scotland of Adam Smith.
By the tens of thousands  
they come from all over the world to three golf courses in the style of the Royal and Ancient Golf Club of St. Andrews, the official  
shrine of golf since 1754. Smith lived not far from this shrine when he developed the theory of market capitalism that guides  
economic policy to this day.
The Chicago entrepreneur who created Bandon Dunes, Mike  
Keiser, describes it as exceptionally, and unexpectedly, profitable. That he earns outsize profits is surprising. America has 16,000  
courses. His lie far from the centers of commerce where his players live. When Keiser wrote a check for his first thousand-plus  
acres, land that had been on the market for years, his wife thought he might as well have tossed the $2.4 million into the wind. But  
Keiser paid only half the asking price because no one else had the vision to see what could be done to transform the land. Locals  
knew it as a place to hunt rabbits and occasionally poach a deer by day, while at night amorous teenagers drove down the dirt  
roads looking for a secluded spot beside the sea.
Gorse covered the land. Gorse is an Irish  
shrub that grows in impenetrable stands six feet tall or higher. If ignited during the dry season, its oily leaves burn ferociously.  
Three times in the past century, gorse fires reduced the neighboring town of Bandon to ashes, the last time in 1936.
By car, Bandon Dunes is a hard five-hour drive from Portland. The path goes through the rich farmlands of  
the table-flat Willamette Valley. It then winds west over the coastal mountains. Getting caught behind a logging truck, a rare  
reminder of a once vibrant industry, can slow the pace for miles.
Once the road reaches the  
coast, it is south for an hour to Coos Bay. It is the only urban area for miles and the only deep-water port right on the coast within a  
day’s sail north or south.
Nature endowed the area with a temperate climate, clear water, and  
enough timber and salmon to last forever. But the lumber companies, eager to squeeze out ever-bigger profits, cut faster and  
faster. The firs and cedars matured at their own pace, however. The imbalance continued until there was little left to cut on the  
private lands. Then the spotted owl became a cause célèbre. That added to pressure on government to allow less logging in the  
area’s national forests. New machinery reduced the need for mill workers, and the Japanese began buying raw logs, removing  
more blue-collar jobs. As the eighties began, the region’s timber business collapsed.
Over the  
decades the government had dammed rivers and creeks for electricity and water storage. To mitigate the damage to nature,  
government paid for hatcheries to perform tasks that nature had done for free. Still, the runs of chinook and coho dwindled. By  
2006, there were not enough salmon to sustain a commercial fishing season.
For a generation  
now, it has been hard times in what had been a workers’ paradise. Families with children moved on. Home-cooked  
methamphetamine became a scourge. The one hope for a brighter future now lies in all those visitors coming to golf at Bandon  
Dunes, another 25 minutes down the highway from Coos Bay.
Many of the golfers avoid the  
long drive, traveling instead in the luxury of private jets. A few arrive in little Learjets with no restrooms. Many more come in private  
planes the size of junior jetliners. Before the first golf course opened in 1999 perhaps three private jets a year landed at Coos Bay.  
Now about 5,000 corporate jets arrive annually. Soon that is expected to grow to 7,000 or more private jets, all ferrying players  
eager to experience what Mike Keiser calls “dream golf.”
When players reach Bandon Dunes  
they discover that, like the Scottish original, the fairways are broad and rough. The links sprawl among the depressions and rises  
in the coastal dunes. The land seems to undulate, emulating the swells that roll across the Pacific until they crash on the rocks or  
break on the strip of taupe sand that runs for three miles below the golf course bluffs.
The links  
at Bandon Dunes appear to be works of nature, so picture-perfect that they suggest Mother Nature retained Kodak as her exterior  
decorator. In fact, earth graders remolded the sand to create what Keiser calls “nature improved.” Then gardeners planted grass  
and positioned silver beach weed, mock heather, and verbena along the fairway edges.
No  
trees border the fairways, unlike the strips of forest at country clubs that act like traffic safety barriers separating golfers  
commuting down narrow green lanes in opposite directions. The only trees at Bandon Dunes are random sentinels, weathered by  
the salt air and, in the distance, the ridgeline of a once thick forest. The Bandon greens are not the smooth and gently sloping ovals  
of most courses, but rippled and rolling challenges. The greens cover up to an acre, eight times larger than at a typical country club  
or municipal course, making it all the more exhilarating to knock the ball into a cup just four and a quarter inches  
across.
From the courses, two of which Zagat rates as the best in America, not a single house  
is visible, unlike the mini-mansions and condominiums that wall the edges of so many modern golf courses. No electric power lines  
mar the views, either.
Bandon Dunes is quiet; peacefully, naturally quiet, an aural oasis in the  
industrial world. Only rarely does the whine from battery-powered golf carts offend the ear. Except for the rare player who is legally  
disabled, everyone carries their bag of clubs or hires a caddy. Ocean winds, which unpredictably carry higher-flying balls, silence  
the burly throat-clearing of diesel rigs hauling raw logs and manufactured goods up and down the grade of Highway 101, an  
asphalt artery of commerce and pleasure that cuts unseen through a scraggly forest of Douglas fir a mile or so  
inland.
To walk Bandon Dunes is to gain a sense of how the game was played, and life lived,  
just before the Industrial Revolution brought us ugly factories, the inescapable noises of machinery, and riches beyond the  
imagining of those who lived before. Golf began six centuries ago, when life was mostly short, nasty, and boring. Men with time to  
idle started knocking pebbles around the sand dunes near Edinburgh Castle, aiming to drop them into natural holes. It was  
addictive. So many military officers missed scheduled drills so they could play gowf  
that in 1457, King James II banned the game as a threat to national security. In English the original name of the game means  
“strike.”
What Keiser created is a veritable time machine. So thoroughly does the noise and  
look of the industrial world recede that one could almost expect to encounter Adam Smith, the moral philosopher, strolling along. It  
is easy to imagine the great Scot working out his economic insights. Perhaps he would be thinking about how pins, which had  
been a luxury of the rich, became cheaper than cheap once cutting wire, fashioning points, and creating heads were broken into  
specialized, repetitive tasks.
It was Smith who showed us that pursuit of self-interest, far more  
than selfless acts of charity, promotes the general welfare. In making the most of one’s labors, Smith said, individual enterprise, as  
if guided by an invisible hand, unintentionally benefits all mankind.
Among the father of  
capitalism’s lesser known but equally significant insights is what he wrote about the eagerness of business owners to make even  
more profits by thwarting the invisible hand. He warned that unchecked self-interest, especially when aided by the government, will  
spoil the benefits of capitalism.
“People of the same trade seldom meet together, even for  
merriment and diversion, but the conversation ends in a conspiracy against the public, or in some contrivance to raise prices,”  
Smith wrote in An Inquiry into the Nature and Causes of the Wealth of Nations. “It is  
impossible indeed to prevent such meetings, by any law which either could be executed, or would be consistent with liberty and  
justice.”
Smith followed this with an observation that is crucial to realizing the benefits of the  
market. His sage words are usually ignored by those who cite him as their authority for all manner of government  
policies:
But though the law cannot hinder people of the same  
trade from sometimes assembling together, it ought to do nothing to facilitate such assemblies, much less to render them  
necessary.

Despite two centuries passing, those warnings seem never to have reached  
all the presidents, governors, senators, and cabinet secretaries who take the rostrum at the annual gatherings of the National  
Association of Manufacturers, the U.S. Chamber of Commerce, and the conventions of the bankers, farmers, and every other big  
trade group.
Throughout his writings Smith warned of the damage done when government  
interferes in the market by guaranteeing profits or handing out gifts. This damage can exceed that caused when government taxes  
unwisely or imposes rules that needlessly obstruct commerce.
It is a universal truth that it is  
easier to mine gold from the government treasury than the side of a mountain. Of a subsidy paid to herring fishermen, called in  
those days a bounty, Smith observed that it was all too “common for vessels to fit out  
for the sole purpose of catching, not the fish, but the bounty.”
Today in America, Smith’s  
“bounties” are everywhere. Whole industries outfit themselves to catch all they can. Most of these subsidies are available only to  
corporations and those individuals rich enough to own a substantial business. Everyone, however, is forced to finance these  
bounties.
Lobbyists fashion bounties tailor-made for companies they represent. State  
legislatures and city councils deliver them by the tens of billions of dollars each year, taking from the many to benefit the few. Even  
without spending money, government often confers benefits on the few. It does so by establishing arcane rules that create an  
advantage in the competitive market. Government also grants a lucrative favor for the few when it allows companies to  
shortchange workers and, especially, pensioners.
As well-paying jobs like those in the timber  
and salmon industries fade away, demand for subsidies grows in the belief that this will keep people working.
Some of these bounties do not even require an ask. They are just there. Mike Keiser knows that. He had to file  
applications for two small subsidies, one of which hardly seems worth the bother. He hired lawyers and lobbyists to seek a third.  
Coos Bay business leaders supported this third subsidy, believing it was a good way to create even more jobs at Bandon  
Dunes.
Yet Keiser benefits from four subsidies. The last is by far the biggest. He did not even  
have to ask for this one. It flows on automatic pilot in such a subtle way that following the trail of money under government-set  
rules of accounting would never reveal its true path. Yet this bounty totals more money each year than the payroll for Keiser’s 325  
full-time employees, including their fringe benefits and even the tips they collect from patrons. By some measures this hidden  
subsidy, to be examined in the pages ahead, is several times the size of his payroll.
Beneath  
the exquisite beauty of Bandon Dunes lurks an ugly truth. The economic development benefits at Bandon Dunes are illusory. From  
the perspective of one depressed community, Bandon Dunes is all win. It provides desperately needed jobs. It is making Keiser’s  
fortune grow rapidly. But from a national perspective, those jobs are a drag on the American economy because they cost more  
than they are worth. So even if you never visit Bandon Dunes, never golf there, you are being forced to pay part of the cost for  
those who do. Many of them are far richer than you will ever be. They hardly need your help.
If  
subsidies that cost more than the benefits they generate were unique to Bandon Dunes, they would be of little consequence. But  
subsidies are not confined to one small and needy place. The harsh reality is that for the past quarter century, policies adopted in  
the name of Adam Smith, policies that supposedly strengthen the invisible hand guiding the market, have weighed down our  
economy while simultaneously stuffing the pockets of those among the rich and powerful who solicited them or, like Keiser, were  
just standing in the right place at a lucrative time. This is our story, not of one free lunch, but of the many banquets at which billions  
and billions of your dollars are being served to the richest among us.


Chapter 2
MR. REAGAN’S QUESTION

IIT’S BEEN NEARLY 30 YEARS SINCE RONALD REAGAN ASKED,  
“ARE you better off now than you were four years ago?” and tens of millions of  
American voters responded with a resounding no.
With their votes the citizenry fired not just  
one unpopular and unlucky president but granted the new president, and eventually his party, broad authority to reconstruct the  
relationship between the government of the United States and its economic system. By overwhelming numbers, middle-class,  
well-to-do, and wealthy voters agreed that the economic malaise of the seventies—inflation, skyrocketing energy costs, deficits,  
high unemployment—was the sour fruit of a half-century of government interference with the “invisible hand” of the nation’s  
market-based, capitalist economy.
The promised solution was to get government out of the  
way—to let business operate largely free of public oversight in the form of government programs, rules and regulations, or at least  
with a lot fewer of them. The voters agreed to let the “private sector” of companies, corporations, associations, and charitable  
organizations take over as many of the duties of government as practical. “Government is not the solution,” Reagan famously  
declared as the battle cry of his revolution. “Government is the problem.”
So, it is only  
reasonable nearly three decades later to ask a new question: Are we better off than we were a generation ago?
On the surface the answer is obvious: Of course we are. Since 1980, the national economy has more than  
doubled in size in real terms. More than half the wealth built up since the United States began was created in just the past quarter  
century. Even taking into account population growth, the overall economic success is striking. For each dollar per person in 1980,  
the economy in 2006 generated $1.68.
At the same time the costs of many goods have fallen  
and their quality has improved. The real price of color televisions plummeted more than 75 percent—and for the same money you  
can buy bigger screens with images so fine they reveal every skin pore or errant strand of hair.
Even at $3 a gallon, gasoline in 2007 costs about the same in inflation-adjusted dollars as it did in 1980. Tires  
last far longer, costing less per mile. Airfares are much cheaper. Long distance telephone calls are virtually free. Useful and fun  
products that did not exist in 1980 can be bought cheaply, from Dell laptops playing feature-length DVD movies to stylish Razr cell  
phones to iPod music players, smaller and lighter than a pack of cigarettes, that hold 5,000 songs. The stock market has replaced  
the local bank as the place where people keep their savings. The inflow of buyers has helped drive the total real value of the stock  
market to five times its worth in 1980. Seventy percent of Americans own their own homes. A few million own two. All these  
residences are collectively worth about $20 trillion.
Yet despite all this success in hard dollars  
and improved product quality, for the vast majority of Americans the answer as to whether they are better off is again, almost three  
decades later, a resounding no.
The gross numbers and averages about economic growth  
obscure one overwhelming truth: The benefits of this bonanza flowed overwhelmingly to those at the apex of the economic  
pyramid. The base of that pyramid has weakened as average incomes have shrunk and more risks were forced upon them by  
government policies that favor those at the top.
For the bottom 90 percent of Americans, a  
group we will refer to as the vast majority, annual income has been on a long, mostly downhill slide for more than three decades.  
The vast majority’s average income peaked at $33,000 way back in 1973. By 2005 it had fallen to a bit more than $29,000. Even with  
three decades of economic expansion, the vast majority has to get by on about $75 less each week than it did a generation earlier,  
tax return data show.
Since the economy grew and grew, where did all the money go? Part of it  
went to corporate profits, which have been growing much faster than wages. And the portion that flowed to individuals as wages,  
interest, dividends, and other forms of income generated by the market? The growth went straight to the top.
Of each dollar people earned in 2005, the top 10 percent got 48.5 cents. That was the top tenth’s greatest  
share of the income pie since 1929, just before the Roaring Twenties collapsed into the Great Depression.
Within that top 10 percent, basically those who made more than $100,000, the gains were highly concentrated  
at the very top. Most of the increase went to the top half of 1 percent and most of that to the top tenth of 1 percent, who made at  
least $1.7 million that year.
How government encourages this concentration of incomes at the  
very top, resulting in worsening conditions for most Americans, will be examined in a later chapter. For now, keep in mind this one  
astonishing fact extracted from official government tax data: in 2005, the 300,000 men, women, and children who comprised the top  
tenth of 1 percent had nearly as much income as all 150 million Americans who make up the economic lower half of our population.  
Add the income the rich are not required to report and those 300,000 made more than the 150 million.
This growing concentration of income at the top is nothing like the distribution of income America  
experienced in the first three decades following World War II. Nor is it like that found in Canada, Europe, Japan, Australia, and New  
Zealand. Instead it resembles the distribution of income found in three other major countries: Brazil, Mexico, and  
Russia.
In ways that most Americans do not imagine, but that have been thoroughly  
documented by political scientists, sociologists, and others, these three nations and the United States are alike. They all have a  
rapidly growing class of billionaires. They have growing, and seemingly intractable, poverty at the bottom. And all four countries  
have a middle class that is under increasing stress. These four countries are also societies in which adults have the right to vote,  
but real political power is wielded by a relatively narrow, and rich, segment of the population.
Many Americans read about soaring incomes at the top and assume that making a lot of money is the just  
deserts for those who worked hard and created flourishing enterprises. Real economic growth, after all, requires a society of  
industrious people who labor, save, invest, and take risks in search of economic reward. Those who succeed deserve the fruits of  
their labors.
But the distribution of income in a society does not take place in a vacuum. It is  
also the product of government rules. And those rules were written by people, not handed down from some immutable power.  
Government can, and does, take from some to give to others. Taxing adults so that children can be educated is an obvious  
example.
Without even touching money, government can cause huge transfers of wealth  
within the economy. For example, the Big Four commercial sports leagues are exempted from the laws of competition, allowing  
them to charge higher admission prices than they could get in a free market. Movie theaters and video arcades enjoy no such  
protection from competition for the limited amounts people can spend on entertainment.
Government can, and increasingly does, give money to businesses outright. It also funnels it in subtle ways  
to places like the Bandon Dunes Golf Resort. Government also gives away public assets, such as land or minerals, or sells them for  
far less than their value. Conversely, government can use its constitutional power of eminent domain to seize private property from  
one owner and give the land to someone else, as it once did for President George W. Bush, making him a wealthy man in the  
process.
Rewriting the economic rules that define our society in the past few decades has  
been done under the banner of “deregulation” and its promise that less government means more economic growth. The term itself  
is a misnomer. No society is free of regulation. Everything has rules, everything. Baseball’s rules go right down to how many  
stitches are on the ball (104).
In the past quarter century or so our government has enacted  
new rules that have created not only free markets, but rigged ones. These rules have weakened and even destroyed consumer  
protections while increasing the power of the already powerful.
The distribution of incomes  
also reflects the tools that society provides citizens to support themselves. Children who go to schools with minimally competent  
teachers, outdated textbooks, and asphalt playgrounds are unlikely to have the same economic success as children who attend  
schools with master teachers, the latest books supplemented by music, arts, and laboratories, and expanses of lawn for  
play.
We do not live in a laissez-faire economy in which there is no interference from  
government and people are allowed to do as they please, operating the economy by making contracts with one another. We have  
rules. Over the past three decades the rules affecting who wins and who loses economically have been quietly and subtly  
rewritten.
The richest Americans and the corporations they control shaped and often wrote  
these new rules and regulations under which our economy now functions. The rich and their lobbyists have taken firm control of  
the levers of power in Washington and the state capitals while remaking the rules in their own interests. They have also imbued  
private organizations with the power to make rules that few outside of the process understand, but that influence the distribution of  
income. These same people also just happen to be the primary source of the campaign donations that put politicians in office and  
keep them there. Politicians, as lawmakers, enact the rules. As presidents and governors they appoint both the administrators who  
decide when to enforce the rules and many of the judges who interpret them.
Rules define a  
civilization. Without rules, there is no civilization. Over the great sweep of human history, brute force has held sway. But with the  
Enlightenment, the spread of literacy, and mass communication, we began to expand the sphere of rule-making beyond warlords  
and kings to the nobles; then to the manufacturers and traders who started the world on its long march to economic growth; and  
finally, in America, to the common man. Wherever the world has civilizing rules based on some moral or practical principle we see  
prosperity and freedom, though not always together.
In America, however, the long expansion  
of who plays a role in deciding the rules has ended. The base of influence has begun to contract. In part this is because of the  
campaign finance system, which transfers power to those who donate and who steer donations. In part it is because advances in  
human knowledge have made the economy so much more complex that fewer people understand, or have the time to learn about,  
the issues. Less than a century ago, Congress debated economic policy by reviewing the life cycle of a cow. Today hearings are  
filled with talk of complex abstractions such as a supposedly naturally occurring rate of unemployment, monetizing debt, and  
acronyms such as LIBOR (the London Interbank Offered Rate of interest).
The rules on which  
we founded this nation sought, imperfectly for sure, to create individual freedom with equal justice and opportunity for all. We  
spent two centuries refining those rules through experience, political struggle, a civil war that cost 620,000 American lives, and a  
civil rights movement that wrought change peacefully.
To succeed in the long run, rules must  
have a moral or practical basis and the support of the people. If society says that you may do one thing and not another, there must  
be some rationale or the rule will be flouted. There is no legitimacy in officials writing rules as they choose simply because they  
have the power to do so. Such is tyranny.
The Founding Fathers recognized this when they  
took that great leap to create our republic more than two centuries ago. They provided for checks and balances, recognizing the  
need to limit power and to control it. To many people, power is of little consequence, just as many people care little about beauty or  
riches. But to those who lust for power, of what use is acquiring power unless they can abuse it? In this, the philosophy of the  
power monger is no different from that of the cancer cell, which mindlessly seeks growth for the sake of growth until it overwhelms  
its host.
To control abuses of power, we write rules. The nature of those rules determines the  
shape of the society we live in. The rules we put in place during the five decades following the collapse of the Roaring Twenties  
economy marked a historic change in America.
Beginning with the New Deal in 1933 and,  
especially, with bipartisan consensus after World War II, our elected leaders worked to build and strengthen the middle class.  
Government invested in the nation’s most valuable assets: the brains of its citizens. Government financed higher education for  
millions through the GI Bill and made college free or kept tuition so low that anyone with ambition and smarts could get a degree.  
Government invested in basic sciences, public health, and medical research; built the interstate highways; and allowed unions to  
negotiate for higher wages. We created consumer protections and environmental protections. We created a set of rules to make  
America a land with a large, growing, and stable middle class.
An unexpected by-product of  
this, fueled by the increased value of human minds and the economic demand this knowledge created, was the rise of a  
prosperous upper middle class of people who had plenty but still had to work to enjoy the fruits of their labor. These are the  
two-income professional couples, the working wealthy whose economic substance is far greater than their political  
influence.
But in the last quarter century or so, we have turned away from these policies,  
shifting risk onto those least able to bear it by taking away protections for consumers, workers, retirees, and  
investors.
For more than a quarter century now our government has been adopting rules that  
tilt the playing field in favor of the rich, the powerful, and the politically connected. These rules accomplish this by taking from the  
uninformed, handcuffing law enforcement, squelching whistle-blowers, and making it ever harder for those who were wronged to  
get redress. The new rules have taken special aim at those supposed economic criminals, the regulators.
The reasons for this shift go deep into the human condition.
In his most  
famous speech, in front of the Lincoln Memorial in 1963, Martin Luther King Jr. said he had a dream that one day his four daughters  
would be judged by the content of their character, not by the color of their skin. We have made great, if far from complete, progress  
in judging people without regard to that superficiality. But on another front we have gone backward. Today we often value people  
less by the content of their character than by the contents of their wallet.
In this way we are not  
unlike the ancients. Just as the Greeks once told tales of those who became intimate with the gods, our society is awash with  
television programs, magazines, and tabloid columns that celebrate the wealthy as gods and demigods of our age. Often we  
celebrate wealth for its own sake, without regard to whether it was obtained by means honest or corrupt, or is used for purposes  
noble or foul. We not only celebrate the rich for being rich, we shower gifts and praise on them for nothing more than having  
money, or sometimes for just the appearance of having money.
The pursuit of ever more  
financial zeros and commas on net worth statements has in turn produced a moral breakdown at the top of our society that has  
spilled onto the front pages. Most of the rich have not lost sight of everything but their own net worth. But enough have that they  
are twisting our culture and our values in ways that tear at the fabric of society.
In less than  
three decades presidents of companies have gone from apologizing when they had to lay off workers to boasting of the riches  
they obtained through mass firings. We sing the praises of investors who owe their wealth not to creating businesses, but to  
buying companies in deals that required destroying lives and careers, just so that they could squeeze out more money for  
themselves. Too many of us missed the irony when Gordon Gekko, rewriting the eighth and tenth commandments, looked into the  
camera and declared “Greed…is good. Greed is right. Greed works.”
To the addicted, money is  
like cocaine: Too much is never enough. This mass addiction to money has grown in the past three decades into widespread theft  
of shareholder assets by executives. The well-known cases from the Wall Street bubble—Ken Lay of Enron, Bernie Ebbers of  
WorldCom, and Dennis Kozlowski of Tyco—were just the tip of the proverbial iceberg. Many more got away with cheating their  
shareholders, their workers, and the taxman than were ever considered for indictment.
One of  
the new rules has been to make sure that there are far too few cops on the beat on Wall Street to even write down all the legitimate  
complaints, much less pursue more than a handful of wrongdoers. More important, the actions of Lay and Ebbers and the others  
were just part of a massive shift in practices and policies that continues. The Wall Street scandals are not over; the conduct they  
revealed is just becoming institutionalized.
Steve Jobs, a founder of Apple computers, was  
awarded millions in stock options at a board of directors meeting that never took place. When given too much change by a clerk,  
the principled person returns the money. Jobs arranged to have his fraudulently issued options exchanged for restricted stock  
worth hundreds of millions of dollars. The government brought civil charges against Apple’s general counsel and its chief financial  
officer, the latter of whom admitted wrongdoing, gave up $3.5 million, and said he had warned Jobs about the improper pay. Still,  
by late summer 2007 the government had taken no action against Jobs. The Apple board, which included Al Gore, portrayed Jobs  
as an unknowing victim of complicated rules even though they have been in effect since before Apple went public decades  
ago.
Jobs was hardly alone in the stock options scandals, which involved thousand of  
executives working for hundreds of companies. Many of these executives took money from shareholders through deliberate,  
calculated actions, including fabricating records. They differ from bandits only in that they wielded pens to steal with stock options  
instead of pointing pistols while demanding cash or jewelry. Their techniques were subtle and not overtly violent, but for society  
they are worse than street robbery, for their actions undermine the legitimacy of society’s rules in ways that bandits  
cannot.
Unlike the common thief or bandit, these executives have the best and brightest  
lawyers to explain away misconduct or to obfuscate. In the rare instances when indictments are handed up, the cheated  
shareholders sometimes end up paying to defend the thieves who robbed them. Added to this are the legions of publicists who are  
paid to report what their bosses want us to hear, the antithesis of journalism’s call to pursue the facts without fear or  
favor.
The ranks of these image shifters are growing, while across the country many  
journalists are being laid off as people pay less attention to the news, reducing further the chances that inconvenient facts will  
become known. Nor have other watchdogs fared better. Later we will examine the fate of the brave bureaucrat who first exposed  
the stock options frauds.
Best of all for the stock options thieves, they had a friend somewhere  
in the White House. The federal prosecutors who had dared to go after them were fired. Yet in hearing after hearing before  
Congress no one would say just who made the firing decisions or why, not even the attorney general of the United States. We were  
told only that the prosecutors performed poorly, despite sterling written evaluations to the contrary. So not only have the  
standards of business been corrupted by the love of money, but also one of the most powerful and sensitive centers of power in  
our government, the Justice Department, has been compromised in the service of greed.
The  
new rules also enable executive pay schemes that reward those who mismanage companies by handing them vast personal  
fortunes, even though they destroyed wealth for everyone else. Many of these executives make money in a world in which they  
face little or no risk but can reap great reward, another area in which Adam Smith, the father of capitalism, warned us about moral  
failure and its corrosive effects.
All of this can be traced back to how the government sets rules  
and enforces them. Many wasteful rules are gone. But so are many virtuous rules, replaced by ones that encourage and even  
reward misconduct.
At the same time that the rules have been rewritten to favor the already  
rich, new rules have been written that ensure harsh treatment for the poor, whether they are indolent or the victims of such  
misfortunes as being born not so bright or healthy as the average person.
In this era of rules  
for the rich we act as if poverty is a free good, meaning in the argot of economists that  
it is not scarce but readily available. In that sense poverty is indeed a free good, but it is not a cheap one. Coping with the foul  
effects of poverty costs us a half trillion dollars a year, a sum greater than what we spend on Social Security benefits. Poverty  
wastes minds and spirits, robbing all of us of opportunity. When poverty fosters crime it costs us more than the harm done to our  
wallets and our safety, or even the expense of a system to hunt down, prosecute, and incarcerate offenders. It makes us less  
trusting, less willing to see ourselves as one people in our great experiment in self-governance. How we deal with poverty as a  
society is a major factor in why the vast majority are worse off, for unlike the superrich, they cannot live in gated communities, fly in  
private planes, or hire bodyguards for themselves and private schools for their children.
For a  
nation whose leaders frequently invoke their belief in the Bible, curious indeed is how the political rhetoric ignores the overriding  
duty of the New Testament to care for the poor. “Sell all that thou hast, and distribute unto the poor” for “it is easier for a camel to  
go through the eye of a needle, than for a rich man to enter into the kingdom of God.” Jesus said those who believe must sacrifice  
for the poor; we sacrifice for the rich at the expense of the poor.
The worst poverty is that of  
the man who does not know how to fish. Even if he has the means to obtain hook and line, of what good is a tool that one does not  
know how to use? People with the skills to sustain themselves and improve their lot build our society. Denying the basic skills  
needed to succeed, starting with a decent education so that one can comprehend more than simple instructions, is itself a form of  
crime.
Under what theory of morality do we grant those already in a superior economic or legal  
position ever more power, especially when that power derives from rules in fine print that defy normal human  
understanding?
Consider one example, the business of lending money. Usury laws that  
protected consumers against rapacious lenders existed until 1978. Now they are gone because of a Supreme Court decision. In  
that case the high court warned Congress that it needed to enact new laws to protect borrowers. That warning was ignored in the  
lucrative trade of selling access, if not votes. In place of rules that protect the vulnerable, the innumerate, and the foolish, our  
government has set forth onerous new rules that reward those who prey on the poor. We used to prosecute loan sharks. Today a  
television commercial featuring Gary Coleman urges people to borrow money at 99.25 percent interest, paying back almost $10,000  
to borrow a quarter that much. These new rules help Goldman Sachs and Lehman Brothers and Citibank exploit the poor, the  
unsophisticated, and the foolish. These lenders, or their fronts, can now charge rates and impose penalties that were illegal, even  
criminal, a generation ago. These and other lenders engage in conduct that goes way beyond that of Michael Milken, the junk bond  
promoter who made a fortune pushing risk onto corporate balance sheets the way addicts inject heroin into their veins. Milken was  
vilified by many; not so the latest usurers.
The result? In the past 25 years, one American  
family in seven has sought refuge in federal bankruptcy court. They filed for relief from their debtors, not to immorally scam the  
system, but because they were forced into it. Exhaustive research by Elizabeth Warren of Harvard Law School and her associates  
into bankruptcy court filings has proven that the vast majority of people seek refuge from debtors after any two of three events  
combine: divorce, job loss, or major medical problems.
The response of our leaders to this is  
instructive, for it shows how much of the wisdom of our founders we have lost. Two centuries ago, a sitting justice on the Supreme  
Court, James Wilson, was jailed for not repaying money he had borrowed to invest with a fellow signatory to the Declaration of  
Independence. Back then debtors could avoid imprisonment by securing all doors and windows, conducting business by means  
of notes tossed in and out of the upper-floor windows. Those sent to gaol usually were  
held in a place with few locks and keys, where you brought your own furnishings and food. Imagine what would happen today if a  
brilliant jurist who filed bankruptcy were nominated for the Supreme Court.
Today we do not  
jail debtors. But under a new bankruptcy law written by credit card lenders, we deny some people the fresh start that the  
constitutional provisions on bankruptcy were designed to ensure. Senators and representatives, after a decade of gathering up  
campaign contributions from the lenders and their lobbyists, adopted rules that can leave the sick and the jobless at the mercy of  
corporate Javerts pursuing Jean Valjeans until they die.
In this same era we have turned what  
were once denounced as vices into pastimes. Witness the explosive growth of casinos and other gambling. And now we even  
subsidize some of the gambling halls with money that was promised to help the poor, the elderly, and the sick. In this way does  
Donald Trump benefit from money intended for the least among us to burnish his image as a supposed billionaire.
The checks and balances provided by oversight, inspection, investigation, and, in extreme cases,  
prosecution have all been gutted in pursuit of deregulation and supposedly smaller government. It has become difficult and  
sometimes impossible just to find someone to take a complaint that an employer refused to pay wages or locked people in to make  
them work or stole the retirement money. When there is no policeman on the beat the greatest beneficiary is not the taxpayer who  
is relieved of the cost of maintaining that police officer, but the thief. And when bridges, tunnels, and dams are not inspected and  
repaired we are all in danger.
Despite all the deregulation rhetoric, government grows ever  
bigger. The number of federal government workers shrinks, but the ranks of people who are hired on contract at much greater cost  
increases. In 2000 workers hired on contract cost our federal government $207 billion. By 2006 this had swelled to $400  
billion—rivaling the expense of either Social Security or interest on the federal government’s growing debt.
These contract workers typically cost twice as much as civil servants doing the same work, yet they are even  
less accountable. In Iraq we court-martial and imprison soldiers who under the stress of relentless urban combat kill innocents in a  
fit of anger or misjudgment. But the contract soldiers who fight alongside them, at two to ten times the pay, operate in a law-free  
zone, any killings they commit for foul reason unpunished and, some of our leaders assert, beyond the reach of any  
law.
At home, government and companies cooperate in withdrawing contracts and other  
documents from the public record. The profits generated by these companies are used, in part, to lobby for more contracts that  
drive up costs even further. Executives of these companies are also strategic donors to politicians, helping to ensure the  
continuing flow of tax dollars to their businesses. This is a benefit unavailable to even the most empire-building  
bureaucrat.
On another front, government is easing up on rules that ensure clean water to  
drink and fresh air to breathe. When companies dump toxics instead of cleaning up at their own expense, they force everyone to  
bear the costs of environmental pollution. The Cuyahoga River in Cleveland was so polluted with flammable chemicals that it  
caught fire at least nine times starting in 1868. But it was not until the 1969 fire brought national news coverage that national debate  
ensued about pollution and economic growth. Only then did government adopt rules to give us cleaner air and water—and thus  
save us some of the anguish and the cost of asthma, cancer, and heart disease. But under the guise of deregulation, many of those  
rules are being relaxed, repealed, or ignored.
Now we face a similar problem that damages  
lives and costs us dearly. A growing array of businesses and whole industries profit by dumping their real costs of capital,  
equipment, and even labor onto the taxpayers. This new problem is economic  
pollution.
We shall see the economic pollution caused by just one industry in  
which Tyco International, General Electric, and Honeywell are major players. This industry owes its entire profits not to unleashing  
the forces of competitive business, but to silently shifting its largest labor expense onto the taxpayers.
Under deregulation we have created a host of dependent companies that hold out their very large hands to  
take money from Washington, the state capitals, and towns and cities everywhere. Wal-Mart, Target, and a host of lesser-known  
retailers all count on government handouts when they open new stores. These subsidies serve not only to enhance their profits,  
but also to undermine locally owned businesses that are crucial to the social fabric of communities. These retailers are not, by far,  
the worst offenders, however. Examples abound of companies and industries that foul the national ledgers, degrading the income  
and wealth of us all through economic pollution.
Sometimes the banner of deregulation can  
make people rich at the cost of others’ lives. We will follow the career of an economics professor who embraced the idea of getting  
government out of the way of business, yet made his business career cultivating government, leaving behind a trail of deaths and  
costs that were shifted onto the taxpayers. His name is John W. Snow and he rose to become our government’s Treasury  
secretary.
The benefits of the nation’s overall growth in incomes and wealth flow like a mighty  
river of greenbacks to the powerful, wealthy men and women who have twisted Mr. Reagan’s revolutionary creed. They want more  
government, just so long as it makes them richer. They have captured for themselves and their class the benefits and rewards of a  
government that is today as intricately involved with the private sector as it ever has been. They have found the proverbial free  
lunch, enjoying a sumptuous feast and leaving their bill for the rest of us.
There is, of course,  
no such thing as a free lunch. Every cost must somehow be accounted for and paid. When bars offered a free lunch in the 1800s,  
the cost was built into the nickel charge for beer. For our purposes, a “free lunch” refers to an economic benefit received by one  
party that is paid for by another by government action or inaction.
For example, when a  
developer receives a plot of land free or at a discount, your taxes may have paid to buy it, the original owner may have been  
cheated out of its market value, or someone else not at all obvious got stuck with the real cost. When an executive shortchanges  
the pension plan, making his company appear to be more profitable, he inflates the value of the company stock and therefore his  
stock options. When the pension later fails and the workers get less than what they were due, or the taxpayers have to make up the  
part of the shortfall guaranteed by the government’s Pension Benefit Guarantee Corporation (PBGC), the executive gets a free  
lunch. Our economy is riddled with these subsidies, many of which are intentionally subtle and hard to detect.
Executives’ free lunch is a major factor in America’s growing inequality and why our economy is closest to  
those of Brazil, Mexico, and Russia in how it distributes resources.
The evidence of a growing  
divide between the superrich and everyone else in America is so overwhelming that all but the few lightweight ideologues among  
economists acknowledge this harsh truth. When George W. Bush was running for president in 2000 he famously referred to a  
white-tie audience at a Waldorf-Astoria dinner as the “haves and the have mores.” He said that “some people call you the elite. I call  
you my base.” By 2007 even the Bush White House had publicly acknowledged that the divide between the superrich and  
everyone else was a real concern.
Since that talk about the “have mores,” a national debate  
has arisen over just what is going on. Why are the rich getting so much richer, while the middle class struggles and the poor fall  
behind? Why are the richest of the rich—billionaires—pulling away even from those whose net worth is in the many millions? The  
cable and broadcast television networks, national news magazines, and scholarly conferences have all examined the question of  
why inequality is growing and what it means.
Is education behind increasing inequality, as the  
White House says? Or could it be globalization, with cheap labor in China and India combining with free trade to create new  
world-scale fortunes? Or is it technology, from ever-faster silicon chips to drugs that soothe what ails you? Or maybe it is just a  
proper reward for talent, with corporate executives getting their fair share of the wealth they create for shareholders.
All of those answers are right—and wrong. What they all have in common is that they are just superstructures  
arising from the same foundation. The real answer, like the focal point of Edgar Allan Poe’s “The Purloined Letter,” is right in front  
of our eyes. We just have to discern it amid the clutter of daily living.
Since 1980 it has become  
official policy to ensure that the rich receive the benefits of government. This is a shift from government policy in the years after  
World War II to grow the middle class, remaking America into a land of better-educated and healthier people, a land of suburbs and  
single-family homes where opportunity was based less on status and wealth than on hard work and merit.
So who is better off today than they were 30 years ago? The middle-aged factory worker whose plant closed  
even though it earned a healthy profit or the Wall Street investment banker who brokered the deal to ship the machine tools  
overseas, where pay is three or four dollars per day? The billionaire CEO or the middle manager whose company health insurance  
has been cut yet again? The war contractor or the brain-injured veteran?
Nearly three decades  
after Mr. Reagan’s revolution, the single biggest piece of our economy, a third of it, is still government. From raking leaves in city  
parks to buying stealth bombers that cost $2 billion a copy, government takes the same share. But money for the basics that make  
society work is growing scarce. From those leaves in the park to textbooks to highway bridge maintenance to food safety  
inspections, money is dwindling because so much has been diverted to the already rich through giveaways, tax breaks, and a host  
of subsidies that range from the explicit to the deeply hidden.
Evidence that the elites have  
captured the government and are milking it for their own benefit is so overwhelming that, on one level, you can find it as an  
unstated assumption in everyday news reports. With this idea in mind, the degree to which it has become part of the background to  
our national political, economic, and social discussions will leap out at you from the pages of the newspapers and the  
observations of the pundits. It has become the basis for advertisements about how buying a luxury home or a share of a corporate  
jet may be within your reach, thanks to an assist from the government.
In the pages ahead we  
will examine just how thoroughly government has become the servant of the rich, showing how:
[image: image] Warren Buffett’s company has a  
two-thirds-billion-dollar, interest-free loan from our government for more than 28 years, just one of
[image: image] many ways that the government has boosted the investment returns for  
which he is so renowned.
[image: image] President George W. Bush  
owes his fortune not to the oil business, at which he failed, but to a sales tax increase that was funneled into his pocket, a fortune  
further enhanced by his paying millions less in income taxes than he should have.
[image: image] George Steinbrenner not only gets lavish subsidies for his baseball team, he also made a fortune from  
a scheme that damaged national security.
[image: image] Paris Hilton has  
resources to cavort shamelessly because her grandfather, thanks to government, snatched a fortune away from poor  
children.
[image: image] Donald Trump benefits from a tax that was  
enacted to help the elderly and the poor, but part of which is now diverted to his casinos.

And beyond these brand-name Americans are legions of the superrich of whom few have heard, who owe  
their fortunes less to their enterprise than to the generosity of our Uncle Sam and his nieces and nephews in state and local  
government.
There is a reason that 35,000 people are registered as lobbyists in Washington,  
double the number of lobbyists employed there in 2000. They are there to seek favors, from outright gifts of your tax dollars to  
subtle changes in rules that funnel money to their clients, thwart competition, hold you back, and buoy others. Among the ironies is  
that many of the most damaging policies have been created in the name of Adam Smith, the original modern economist. Indeed, if  
that eighteenth-century Scotsman could come back today, he might smite the plutocrats setting the government’s bill of fare and  
cast out the rule-changers. No doubt he would remind us of his eighteenth-century insight that subsidy economics are inherently  
inefficient and wasteful, often costing several dollars to give away one.
Back in 1964 Ronald  
Reagan started telling a story he repeated many times on the long road to the White House. It was about how the masses ruin  
democracy by sucking dry the nation. Reagan attributed his tale to an eighteenth-century British historian whose name he  
consistently mangled, Lord Woodhouselee, Alexander Fraser Tytler. Professor Tytler never wrote the words attributed to him, but  
they have become central to the argument used by those who came to power with Mr. Reagan, and those who followed, to justify  
their policies. In one tape-recorded speech in 1965, Reagan said:
A democracy cannot exist as a permanent form of government. It can only exist until the voters  
discover they can vote themselves largesse out of the public treasury. From that moment on the majority…always vote[s] for the  
candidate promising the most benefits from the treasury with the result that democracy always collapses over a loose fiscal policy,  
always to be followed by a dictatorship.

Whoever wrote those words got it partly right.  
But just as Karl Marx never envisioned commercial sports as the opiate of the masses, neither did most of those who agreed with  
Mr. Reagan consider the prospect that the elites would be the ones to vote themselves the public’s treasure.
Let’s begin by examining two free lunches. The first case examines the moral hazard in a government policy  
that rewards reckless corporate behavior. The second explores the reasons so many jobs are headed offshore, and who  
benefits.


Chapter 3
TRUST AND  
CONSEQUENCES

HALF AN  
HOUR BEFORE DAYBREAK ABOARD THE AMTRAK SILVER Star heading to New  
York from Florida, the South Carolina skies were fair. The thermometer hovered comfortably in the low seventies. It was the start of  
the glorious final day of July 1991.
The clickety-clack rhythm of the rails rocked the 407  
passengers as they dozed. Among them was Paul Palank, a Miami police sergeant on his way to meet his wife and children for a  
family reunion near the nation’s capital. Palank loved trains as much as he feared flying.
At a  
minute past five, the train approached the town of Lugoff, a farming community that the DuPont Company transformed into an  
industrial center when it built a chemical plant there in 1948. The same tracks that supported Palank and his fellow passengers on  
their journey north often carried CSX railroad hopper cars filled with chemicals to make Orlon, a synthetic “miracle fiber” that came  
out of World War II research. On a siding parallel to the Silver Star stood a string of empty hopper cars waiting for a CSX train to  
haul them away to be refilled. Freight traffic was so much more important, and more common, than passenger trains that railroad  
companies didn’t name the switch Lugoff after the town, or even after the DuPont factory. Railroad engineers called the train switch  
the Orlon Crossing.
The Amtrak train was traveling two miles an hour below the posted speed  
limit when the twin locomotives and the first twelve cars passed over the Orlon Crossing. Then the switch broke.
Six passenger cars hurtled off the tracks. The impact flipped over the first hopper car, whose hardened steel  
wheels cut like a knife through the metal skin of the passenger cars. By the time everything came to a halt, 77 people were injured  
and 8 were dead, including Sergeant Palank. He was 35 years old.
More than eight hours later,  
Angelica Palank arrived at the train station in Alexandria, Virginia, to greet her husband. Eager to see him, Angelica pushed her  
youngest son Taylor’s stroller just as fast as five-year-old Josef could move his little legs to keep up. As the family waited on the  
platform, a woman told Angelica that there had been an accident. Angelica did not believe her. A northbound train approached and  
she felt relieved. When it blew by the station, Angelica turned anxious. She and the children hurried downstairs, hunting for the  
arrivals-and-departures board. Train 82, the Silver Star, was not listed. She asked a ticket clerk, who gave her an 800 number to call.  
The clerk pointed the frantic young mother to a pay telephone. A stranger’s voice at the other end delivered the horrible  
news.
In the weeks ahead the families of the injured and dead settled their claims, discovering  
in the process how remarkably modest payments are to the survivors of transportation crashes and to the heirs of those less  
fortunate. Only Angelica Palank refused to go along. She did not believe the crash was an accident. She did not believe her Paul  
died because of some random bit of misfortune that no one could have seen coming. Determined to learn all she could about how  
Paul was killed, Angelica sued.
To get the truth Angelica Palank would have to put herself  
through law school. She could never flinch as she took on one of the richest corporations in America, a personal trial that extracted  
a heavy toll on her and her children. Ten relatives died in one year, but still she stuck to her cause. Friends and neighbors cut the  
grass and brought meals. At one point, she nearly lost her home to unpaid property taxes. It was scary and nasty, as is all litigation  
about real wrongs. When she found lawyers willing to take her case—Christian D. Searcy and F. Gregory Barnhart in West Palm  
Beach—their work began to peel back layer upon layer upon layer of corporate denials and superficial government inquiries. In  
time they uncovered a trail pointing not to bad luck, but to policies with a blatant disregard for safety.
The compulsion to increase profits can blind men to risk, especially when those at risk are strangers. Society  
imposes rules on corporate behavior to protect public safety in the face of baser impulses. These rules require enforcement,  
though. They also require a corporate culture that appreciates the importance of safety. As Adam Smith wrote, “The object of  
justice is the security from injury, and it is the foundation of civil government.”
For more than  
two decades, the ideology of blind faith in markets, combined with the view that government is inherently inferior to self-regulation,  
has caused politicians to trim enforcement funds. Trim long enough and the little cuts sever muscle. Ultimately they slash to the  
bone. Such was the case in the derailment of the Silver Star. But it took one diligent woman and her lawyers more than a decade to  
demonstrate how harmful these ideas about trusting all companies to do right can be.
Before  
Angelica Palank’s lawsuit got going in earnest, the National Transportation Safety Board examined the crash. The investigators  
quickly deduced that the accident was not a chance happening. Rather, it resulted from improperly done repairs. Railroads—like  
airlines, meatpacking plants, and other businesses where hidden dangers lurk—employ inspectors to double-check what safety  
workers do. This saves lives and avoids lawsuits. Yet the safety board found that the CSX inspectors somehow failed to notice the  
Orlon Crossing was in a dangerous state of disrepair.
CSX maintenance crews had used  
shims to level the crossing, even though the switch “is not designed for adjustment.” Granite rock, known as ballast, covered the  
wobbly switch mechanism. Once the investigators cleared the ballast away, they found this vital switch was without a proper pin to  
hold the pieces in place. The switch was held together with nothing but a rusty nail. The safety board concluded that CSX  
inspectors “could have and should have seen the switch deficiencies during
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