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Introduction to the Paperback Edition

The core of this book is the assertion that America is ready for a new, progressive political agenda—a “new New Deal.” There was already a lot of evidence for that position in the summer of 2007, when the hardcover edition went to press: polling data showed that American voters had been shifting to the left on a number of issues, and the 2006 congressional elections were a stunning victory for the Democrats, who brought an abrupt end to the supposedly permanent Republican majority. Yet there was also room for doubt: maybe the 2006 election was really a referendum on the Iraq war and on the leadership of George W. Bush rather than a wholesale rejection of the principles of movement conservatism, which had dominated American politics since the 1970s.

Skeptics about the prospects for a new New Deal argued, in particular, that drastic changes in domestic policy don’t happen unless there’s an economic crisis. And in the summer of 2007 the economy wasn’t doing too badly, at least as long as you focused only on the headline numbers: unemployment was low by historical standards; the Dow was hitting new highs. True, under the surface of this apparent prosperity ran a deep undercurrent of economic anxiety: the number of Americans without health insurance was rising; wages were barely keeping up with inflation; and the purchasing power of the median American household was still below its 2000 level, even though six years had passed since the official end of the 2001 recession. But the public’s economic anxiety arguably didn’t rise to the level needed to provoke a fundamental change in the nation’s direction.

Needless to say, a few things have happened since then, both to the economy and to the political scene. Like the original Gilded Age, which this book argues didn’t really end until the 1930s, the New Gilded Age—with conservatives dominating our political life and inequality at levels not seen since 1929—was followed by a vast financial and economic crisis. And Democrats won another stunning electoral victory, at least in part thanks to a public perception that conservative economic policies helped create that crisis. As a result, we’re now living in an environment with a strong family resemblance to the environment in which FDR and the original New Deal came to power. The claim that America is ready for a new New Deal—which some readers considered quixotic when the hardcover edition was published—is now more or less conventional wisdom.

But how justified is this conventional wisdom? To answer that question, let’s look at the economic and political developments that took place between the two editions of this book.


The Economic Crisis

As I’ve already pointed out, even at its best the “Bush boom” didn’t feel like prosperity to most Americans. Still, for a while profits, stock prices, and the incomes of the best-off Americans did do fairly well, leading to claims of success from the Bush administration. Indeed, on July 19, 2007, the Dow rose above 14,000 for the first time. Two weeks later the White House released a “fact sheet” boasting about the economy’s performance on the Bush administration’s watch: “The President’s Pro-Growth Policies Are Helping Keep Our Economy Strong, Flexible, and Dynamic,” it declared.

Some economists, myself included, warned that the economy’s success, such as it was, rested on shaky foundations—that much of the economy’s growth was driven by an unsustainable bubble in housing prices, and that the economy would experience major problems when that bubble burst. And by the summer of 2007 the housing bubble was already starting to deflate. But administration officials made light of the risks: the problems in housing and in subprime mortgages were “largely contained,” said Treasury Secretary Henry Paulson in an August 1, 2007, speech in Beijing.

They weren’t. On August 9, 2007, BNP Paribas, a French bank, suspended withdrawals from three of its funds. This event is generally considered to have marked the beginning of the current financial crisis, which is already the worst such crisis since the banking collapse of the early 1930s—a collapse that, most economists agree, was what turned a nasty recession into the Great Depression.

As in the 1930s, the crisis in the financial system is wreaking havoc with the real economy: the disruption of normal channels of borrowing and lending has plunged the United States into a recession that will clearly be deep and may be prolonged. Unemployment will almost certainly rise to its highest level since the early 1980s, and possibly to levels not seen since World War II. And bear in mind that, for most Americans, health insurance is tied to employment, meaning that most of the newly unemployed will lose their medical coverage as well. In addition, millions of families will lose their homes and many others will see most of their savings wiped out.

What made this disaster possible? The answer is that over the past quarter century the financial protections established by the New Deal were gradually eroded. In response to the banking crisis of the early 1930s, Congress enacted legislation that created a financial safety net: on one side, bank deposits were insured; on the other, banks were regulated to keep them from taking excessive risks. The combination of insurance and regulation was designed to prevent a return of the contagious bank runs that were a regular feature of the pre–New Deal economy and that wreaked havoc in 1931–32. Since the 1980s, however, our financial system has become increasingly dependent on what is widely known as the “shadow banking system”: institutions that in effect carry out the functions of banks but are structured so as to evade regulation.

The rise of the shadow banking system should have caused great concern: bank regulations were created for a very good reason, and the growing importance of unregulated financial institutions should have set alarm bells ringing. But the changes in the financial system took place while the American political landscape was dominated by those who were committed to undermining the New Deal’s legacy. To them, regulatory restraints and government safety nets were the enemy, and their mission was to deregulate and privatize as much as they could. From their point of view, the fact that ever more of the financial system was operating without a safety net was a good thing, and they certainly had no interest in extending regulation to keep up with the economy’s changing realities.

Not incidentally, the deregulation of financial markets helped the rich get richer. Financial repackaging of assets created a flood of profits for Wall Street, as dubious accounting inflated the value of corporate assets and drove share prices higher. Higher asset prices fed higher levels of debt, more transactions, and more fees, in a seemingly nonstop expansion of wealth on Wall Street.

And then the music stopped.

The housing bubble was inflated by “subprime” lending: mortgages issued to borrowers who didn’t meet the normal criteria for getting credit. As subprime lending soared, some people, including senior officials at the Federal Reserve such as the late Ned Gram-lich, warned about the dangers. But they were ignored by those in power, particularly Alan Greenspan. When the attorneys general of all fifty states sought to investigate subprime lending practices, they were blocked by a coalition of the major banks and the Bush administration, which invoked the little-used National Banking Act of 1863 to prevent state-level action. Then the housing bubble burst, and defaults on home mortgages soared. Since most mortgages had been “securitized”—sliced and diced into complex financial claims that were sold to investors who had little idea of the risks they were taking—the losses from these defaults spread far and wide, undermining the capital of many financial institutions and sapping confidence throughout the system. Conventional banks, protected by a New Deal–vintage safety net, held up fairly well—but the unregulated shadow banking system largely collapsed.

A troubled economy is always bad for the party that holds the White House, even if the troubles are the result of factors beyond the incumbent’s control—as was arguably the case for Jimmy Carter, whose presidency was undermined by events in the Middle East that disrupted the world’s oil supply. The crisis of 2008, however, really was an object lesson in the wrong-headedness of conservative economic philosophy.

Republicans opposed regulation of any kind because they believed in Reagan’s dictum from his first inaugural address: “Government is not the solution to our problem; government is the problem.” But when disaster struck, it became clear that Reagan had been wrong and that Franklin Delano Roosevelt had been right. In his 1936 speech accepting the Democratic nomination, FDR declared, “We have always known that heedless self-interest was bad morals; we know now that it is bad economics.” And that line has never rung truer.

The Election

Those of us who hoped for a new New Deal had some anxious moments over the course of the 2008 campaign. First, there were questions about whether the Democratic nominee actually believed in our agenda: Barack Obama initially ran on a “post-partisan” platform, blaming left and right equally for our problems. During the fight for the Democratic nomination he repeatedly attacked Hillary Clinton, his main rival, from the right—in particular, attacking her health care proposal for mandating that everyone have coverage, which, as explained in Chapter 11, is an integral part of our best-hope strategy for achieving universal health care. And after winning the nomination, Obama initially seemed unwilling to make straightforward denunciations of conservative economic policies.

All this raised fears about whether Obama would pursue progressive policies if he won. Furthermore, there were real doubts about whether he would win: by September 2008 Obama’s once-formidable lead in the polls had evaporated, and betting markets were predicting a McCain victory.

Why did Obama trail, even briefly, in such a favorable year for the Democrats? His initial reluctance to make a strong case for a change in economic policy may have been part of the problem. I had conversations with senior Democrats who said, despairingly, that Obama refused to hit hard on the issues, preferring instead to give “hopey-changey” speeches that threw away the party’s best arguments against Republicans.

There was also the undeniable issue of race. The GOP’s electoral dominance from 1980 to 2004 can be explained almost entirely in five words: Southern whites started voting Republican. A key argument of this book is that the GOP’s Southern strategy is losing its effectiveness. But to say that race is an issue of diminishing force is not to say that it is completely gone. And Democrats were, one has to say, tempting fate by nominating an African American presidential candidate.

Indeed, the election results showed the clear fingerprint of racial politics. Nationally, there was a large swing to the Democrats between 2004 and 2008, but this swing was largely absent or even went the other way in a number of states, including Louisiana, Arkansas, Oklahoma, Alabama, Mississippi, Kentucky, and Tennessee. Enough said. Overall, a rough guess is that the candidate’s race cost the Democrats two or three percentage points nationally and could have cost them the White House if it hadn’t been such a Democratic year.

But it was a Democratic year, and everything went right for the Democrats in the last seven weeks of the campaign. The financial crisis intensified abruptly with the failure of Lehman Brothers on Sept. 15, 2008, and Obama responded superbly to the changed environment. He managed to combine calmness with a sense that he understood the gravity of the situation—in sharp contrast to his opponent, who oscillated wildly between pronouncements that the fundamentals were sound and calls for a suspension of campaigning. Furthermore, the crisis seemed to bring an abrupt sharpening of Obama’s economic message: hopey-changey gave way to hard-hitting speeches about the costs of a “failed philosophy,” which had progressives cheering.

In the end, Obama took the White House easily. There were also large gains for the Democrats in Congress, building on their 2006 victory. Indeed, the combined results of the 2006 and 2008 congressional elections add up to an awesome reversal of fortune, from a supposedly permanent Republican majority to an overwhelming Democratic dominance. Democrats went from a 29-seat deficit in the House to a more than 80-seat majority; they went from a 10-seat deficit in the Senate to a majority of at least 14. (At the time of this writing, several races were still unresolved, and Democrats seemed likely to take at least one more Senate seat.)

A Center-Left Nation

Even before the results of the 2008 election were in, many commentators were warning Democrats not to imagine that they had a mandate for major changes. America, proclaimed a Newsweek cover story, is a “center-right nation.” And Bill Clinton’s failures in 1993–94, when he was unable to pass health care reform even though his party had congressional majorities approximating those resulting from the 2008 election, were held up as a cautionary tale.

A serious look at the polling evidence, however, refutes the claim that the center-right owns voters’ allegiances. While it’s true that Americans are much more likely to describe themselves as conservatives than as liberals, these labels turn out to be misleading. When self-proclaimed moderates, the largest group, are questioned about their views on actual policy issues, those views turn out to be largely indistinguishable from those of self-proclaimed liberals. The results of the 2008 election, in which voters generally saw Obama as a liberal and chose him anyway, confirms it: we’re not a conservative country, we’re a center-left country.

Meanwhile, about that congressional majority: the numbers are similar to those of 1993, but that’s as far as the resemblance goes. The old Democratic majority was a weak coalition of Northern liberals and Southern conservatives. The new majority is much more solidly progressive, largely because it was achieved despite the disappearance of the Dixiecrats. Meanwhile, the Republican Party, having taken over the South, has lost the rest of the country and has largely been reduced to a Southern rump—a development predicted in Chapter 10 of this book. Indeed, it’s a good bet that the remaining non-Southern Republicans in Congress, especially in the Senate, will prove relatively accommodating out of fear for their own reelection prospects. Barack Obama will have a much better chance of achieving a progressive agenda than Bill Clinton ever did.

The Agenda

This book argues that health care reform should be at the core of the next administration’s agenda—that universal health coverage should be to the new New Deal what Social Security was for the original New Deal. The case for health care reform as the center-piece of a new progressive agenda is as strong as ever. However, the incoming administration will also have another urgent task: rescuing the economy.

In ordinary times, most of the burden of fighting recessions falls on monetary policy, which is the province of the largely nonpolitical Federal Reserve Board. We are not, however, living in ordinary times: as of late 2008, the Fed had cut the interest rates it controls almost to zero, without managing to pull the economy out of its tailspin. Massive bailouts of troubled financial institutions have also failed to stop the economy’s slide. This leaves, as the only remaining policy option, large-scale fiscal stimulus. In other words, the Obama administration will have to try to spend America out of its slump.

What form will the spending take? It will probably be a combination of public works projects, aid to the unemployed, aid to state and local governments, and much more. And the expense will be huge: reasonable estimates by independent economists suggest that the extra spending in 2009 alone should be $500 billion or more. (My own estimate is $600 billion.)

This raises the question: does the cost of rescuing the economy leave room for the longer-term agenda? In particular, is this a good time to be pushing for universal health care? Yes.

The political arguments for a quick push on health care, laid out in Chapter 11, are as compelling as ever. In fact, they may be even more compelling. It’s not just that Democrats have the momentum of a big election win behind them. As millions of American workers have lost their jobs, the weakness of employer-based health insurance has become devastatingly obvious. FDR used the instability of the 1930s economy to argue for the necessity of unemployment insurance and Social Security; his successors can use the instability of the twenty-first-century economy to argue for the necessity of guaranteed health insurance.

While the Democrats should push for passage of fundamental health care reform as soon as possible, that doesn’t mean that the program will or should start up immediately. In fact, that was never part of the plan. All of the Democratic plans for reform were based on the premise that the expiration of the Bush tax cuts at the end of 2010 would provide the funds for health insurance subsidies to lower-income Americans. So health care reform should be enacted in 2009 but should take effect around two years later. This offers at least a partial answer to the question of how the nation can afford both massive economic stimulus and major health care reform: if all goes well, the economy will be on the road to recovery and no longer on life support by the time health care reform kicks in.

Can we really do all of this? Can we save the economy, bring universal health care to America, and make this a fundamentally more democratic nation? Yes, we can. Right now the prospects for a dramatic progressive turn in American policy, for a bold reassertion of liberal values, are even better than I thought they’d be when the hardcover edition went to the printers. The new New Deal starts now.












[image: Penguin walking logo]


1

The Way We Were

I was born in 1953. Like the rest of my generation, I took the America I grew up in for granted—in fact, like many in my generation, I railed against the very real injustices of our society, marched against the bombing of Cambodia, went door to door for liberal political candidates. It’s only in retrospect that the political and economic environment of my youth stands revealed as a paradise lost, an exceptional episode in our nation’s history.

Postwar America was, above all, a middle-class society. The great boom in wages that began with World War II had lifted tens of millions of Americans—my parents among them—from urban slums and rural poverty to a life of home ownership and unprecedented comfort. The rich, on the other hand, had lost ground: They were few in number and, relative to the prosperous middle, not all that rich. The poor were more numerous than the rich, but they were still a relatively small minority. As a result, there was a striking sense of economic commonality: Most people in America lived recognizably similar and remarkably decent material lives.

The equability of our economy was matched by moderation in our politics. For most but not all of my youth there was broad consensus between Democrats and Republicans on foreign policy and many aspects of domestic policy. Republicans were no longer trying to undo the achievements of the New Deal; quite a few even supported Medicare. And bipartisanship really meant something. Despite the turmoil over Vietnam and race relations, despite the sinister machinations of Nixon and his henchmen, the American political process was for the most part governed by a bipartisan coalition of men who agreed on fundamental values.

Anyone familiar with history knew that America had not always been thus, that we had once been a nation marked by vast economic inequality and wracked by bitter political partisanship. From the perspective of the postwar years, however, America’s past of extreme inequality and harsh partisanship seemed like a passing, immature phase, part of the roughness of a nation in the early stages of industrialization. Now that America was all grown up, we thought, a relatively equal society with a strong middle class and an equable political scene was its normal state.

In the 1980s, however, it gradually became clear that the evolution of America into a middle-class, politically middle-of-the-road nation wasn’t the end of the story. Economists began documenting a sharp rise in inequality: A small number of people were pulling far ahead, while most Americans saw little or no economic progress. Political scientists began documenting a rise in political polarization: Politicians were gravitating toward the ends of the left-right scale, and it became increasingly possible to use “Democrat” and “Republican” as synonyms for “liberal” and “conservative.” Those trends continue to this day: Income inequality today is as high as it was in the 1920s,1 and political polarization is as high as it has ever been.

The story of rising political polarization isn’t a matter of both parties moving to the extremes. It’s hard to make the case that Democrats have moved significantly to the left: On economic issues from welfare to taxes, Bill Clinton arguably governed not just to the right of Jimmy Carter, but to the right of Richard Nixon. On the other side it’s obvious that Republicans have moved to the right: Just compare the hard-line conservatism of George W. Bush with the moderation of Gerald Ford. In fact, some of Bush’s policies—like his attempt to eliminate the estate tax—don’t just take America back to the way it was before the New Deal. They take us back to the way we were before the Progressive Era.

If we take a longer view, both the beginning and the end of the era of bipartisanship reflected fundamental changes in the Republican Party. The era began when Republicans who had bitterly opposed the New Deal either retired or threw in the towel. After Harry Truman’s upset victory in 1948, the leadership of the GOP reconciled itself to the idea that the New Deal was here to stay, and as a matter of political self-preservation stopped trying to turn the clock back to the 1920s. The end of the era of bipartisanship and the coming of a new era of bitter partisanship came when the Republican Party was taken over by a radical new force in American politics, movement conservatism, which will play a large role in this book. Partisanship reached its apogee after the 2004 election, when a triumphant Bush tried to dismantle Social Security, the crown jewel of the New Deal institutions.

There have, then, been two great arcs in modern American history—an economic arc from high inequality to relative equality and back again, and a political arc from extreme polarization to bipartisanship and back again. These two arcs move in parallel: The golden age of economic equality roughly corresponded to the golden age of political bipartisanship. As the political scientists Nolan McCarty, Keith Poole, and Howard Rosenthal put it, history suggests that there is a kind of “dance” in which economic inequality and political polarization move as one.2 They have used a sophisticated statistical technique to track the political positions of members of Congress. Their data show the Republicans moving left, closer to the Democrats, when income inequality declined, producing the bipartisanship of the fifties and sixties. Then the Republicans moved right, creating today’s bitter partisanship, as income inequality rose. But what makes the dancing partners stay together?

One possibility is that inequality takes the lead—that, to change metaphors, the arrow of causation points from economics to politics. In that view the story of the last thirty years would run like this: Impersonal forces such as technological change and globalization caused America’s income distribution to become increasingly unequal, with an elite minority pulling away from the rest of the population. The Republican Party chose to cater to the interests of that rising elite, perhaps because what the elite lacked in numbers it made up for in the ability and willingness to make large campaign contributions. And so a gap opened up between the parties, with the Republicans becoming the party of the winners from growing inequality while the Democrats represented those left behind.

That, more or less, is the story I believed when I began working on this book. There’s clearly something to it. For example, a close look at the campaign to repeal the estate tax shows that it has largely been financed by a handful of families with huge estates to protect. Forty years ago there weren’t many huge estates, and the country’s superrich, such as they were, weren’t rich enough to finance that kind of campaign. So that’s a case in which rising inequality has helped pull Republicans to the right.


Yet I’ve become increasingly convinced that much of the causation runs the other way—that political change in the form of rising polarization has been a major cause of rising inequality. That is, I’d suggest an alternative story for the last thirty years that runs like this: Over the course of the 1970s, radicals of the right determined to roll back the achievements of the New Deal took over the Republican Party, opening a partisan gap with the Democrats, who became the true conservatives, defenders of the long-standing institutions of equality. The empowerment of the hard right emboldened business to launch an all-out attack on the union movement, drastically reducing workers’ bargaining power; freed business executives from the political and social constraints that had previously placed limits on runaway executive paychecks; sharply reduced tax rates on high incomes; and in a variety of other ways promoted rising inequality.

The New Economics of Inequality

Can the political environment really be that decisive in determining economic inequality? It sounds like economic heresy, but a growing body of economic research suggests that it can. I’d emphasize four pieces of evidence.

First, when economists, startled by rising inequality, began looking back at the origins of middle-class America, they discovered to their surprise that the transition from the inequality of the Gilded Age to the relative equality of the postwar era wasn’t a gradual evolution. Instead, America’s postwar middle-class society was created, in just the space of a few years, by the policies of the Roosevelt administration—especially through wartime wage controls. The economic historians Claudia Goldin and Robert Margo, who first documented this surprising reality, dubbed it the Great Compression.3 Now, you might have expected inequality to spring back to its former levels once wartime controls were removed. It turned out, however, that the relatively equal distribution of income created by FDR persisted for more than thirty years. This strongly suggests that institutions, norms, and the political environment matter a lot more for the distribution of income—and that impersonal market forces matter less—than Economics 101 might lead you to believe.

Second, the timing of political and economic change suggests that politics, not economics, was taking the lead. There wasn’t a major rise in U.S. inequality until the 1980s—as late as 1983 or 1984 there was still some legitimate argument about whether the data showed a clear break in trend. But the right-wing takeover of the Republican Party took place in the mid-1970s, and the institutions of movement conservatism, which made that takeover possible, largely came into existence in the early 1970s. So the timing strongly suggests that polarizing political change came first, and that rising economic inequality followed.

Third, while most economists used to think that technological change, which supposedly increases the demand for highly educated workers and reduces the demand for less-educated workers, was the principal cause of America’s rising inequality, that orthodoxy has been gradually wilting as researchers look more closely at the data. Maybe the most striking observation is that even among highly educated Americans, most haven’t seen large income gains. The big winners, instead, have been members of a very narrow elite: the top 1 percent or less of the population. As a result there is a growing sense among researchers that technology isn’t the main story. Instead, many have come to believe that an erosion of the social norms and institutions that used to promote equality, ultimately driven by the rightward shift of American politics, has played a crucial role in surging inequality.4

Finally, international comparisons provide a sort of controlled test. The sharp rightward shift in U.S. politics is unique among advanced countries; Thatcherite Britain, the closest comparison, was at most a pale reflection. The forces of technological change and globalization, by contrast, affect everyone. If the rise in inequality has political roots, the United States should stand out; if it’s mainly due to impersonal market forces, trends in inequality should have been similar across the advanced world. And the fact is that the increase in U.S. inequality has no counterpart anywhere else in the advanced world. During the Thatcher years Britain experienced a sharp rise in income disparities, but not nearly as large as the rise in inequality here, and inequality has risen modestly if at all in continental Europe and Japan.5

Political change, then, seems to be at the heart of the story. How did that political change happen?

The Politics of Inequality

The story of how George W. Bush and Dick Cheney ended up running the country goes back half a century, to the years when the National Review, edited by a young William F. Buckley, was defending the right of the South to prevent blacks from voting—“the White community is so entitled because it is, for the time being, the advanced race”—and praising Generalissimo Francisco Franco, who overthrew a democratically elected government in the name of church and property, as “an authentic national hero.” The small movement then known as the “new conservatism” was, in large part, a backlash against the decision of Dwight Eisenhower and other Republican leaders to make their peace with FDR’s legacy.

Over the years this small movement grew into a powerful political force, which both supporters and opponents call “movement conservatism.” It’s a network of people and institutions that extends far beyond what is normally considered political life: In addition to the Republican Party and Republican politicians, movement conservatism includes media organizations, think tanks, publishing houses and more. People can and do make entire careers within this network, secure in the knowledge that political loyalty will be rewarded no matter what happens. A liberal who botched a war and then violated ethics rules to reward his lover might be worried about his employment prospects; Paul Wolfowitz had a chair waiting for him at the American Enterprise Institute.

There once were a significant number of Republican politicians who weren’t movement conservatives, but there are only a few left, largely because life becomes very difficult for those who aren’t considered politically reliable. Just ask Lincoln Chafee, the moderate former senator from Rhode Island, who faced a nasty primary challenge from the right in 2006 that helped lead to his defeat in the general election, even though it was clear that the Republicans might well need him to keep control of the Senate.

Money is the glue of movement conservatism, which is largely financed by a handful of extremely wealthy individuals and a number of major corporations, all of whom stand to gain from increased inequality, an end to progressive taxation, and a rollback of the welfare state—in short, from a reversal of the New Deal. And turning the clock back on economic policies that limit inequality is, at its core, what movement conservatism is all about. Grover Norquist, an antitax activist who is one of the movement’s key figures, once confided that he wants to bring America back to what it was “up until Teddy Roosevelt, when the socialists took over. The income tax, the death tax, regulation, all that.”6

Because movement conservatism is ultimately about rolling back policies that hurt a narrow, wealthy elite, it’s fundamentally antidemocratic. But however much the founders of the movement may have admired the way Generalissimo Franco did things, in America the route to political power runs through elections. There wouldn’t be nearly as much money forthcoming if potential donors still believed, as they had every reason to in the aftermath of Barry Goldwater’s landslide defeat in 1964, that advocating economic policies that increase inequality is a political nonstarter. Movement conservatism has gone from fringe status to a central role in American politics because it has proved itself able to win elections.

Ronald Reagan, more than anyone else, showed the way. His 1964 speech “A Time for Choosing,” which launched his political career, and the speeches he gave during his successful 1966 campaign for governor of California foreshadowed political strategies that would work for him and other movement conservatives for the next forty years. Latter-day hagiographers have portrayed Reagan as a paragon of high-minded conservative principles, but he was nothing of the sort. His early political successes were based on appeals to cultural and sexual anxieties, playing on the fear of communism, and, above all, tacit exploitation of white backlash against the civil rights movement and its consequences.

One key message of this book, which many readers may find uncomfortable, is that race is at the heart of what has happened to the country I grew up in. The legacy of slavery, America’s original sin, is the reason we’re the only advanced economy that doesn’t guarantee health care to our citizens. White backlash against the civil rights movement is the reason America is the only advanced country where a major political party wants to roll back the welfare state. Ronald Reagan began his 1980 campaign with a states’ rights speech outside Philadelphia, Mississippi, the town where three civil rights workers were murdered; Newt Gingrich was able to take over Congress entirely because of the great Southern flip, the switch of Southern whites from overwhelming support for Democrats to overwhelming support for Republicans.

A New New Deal

A few months after the 2004 election I was placed under some pressure by journalistic colleagues, who said I should stop spending so much time criticizing the Bush administration and conservatives more generally. “The election settled some things,” I was told. In retrospect, however, it’s starting to look as if the 2004 election was movement conservatism’s last hurrah.

Republicans won a stunning victory in the 2002 midterm election by exploiting terrorism to the hilt. There’s every reason to believe that one reason Bush took us to war with Iraq was his desire to perpetuate war psychology combined with his expectation that victory in a splendid little war would be good for his reelection prospects. Indeed, Iraq probably did win Bush the 2004 election, even though the war was already going badly.

But the war did go badly—and that was not an accident. When Bush moved into the White House, movement conservatism finally found itself in control of all the levers of power—and quickly proved itself unable to govern. The movement’s politicization of everything, the way it values political loyalty above all else, creates a culture of cronyism and corruption that has pervaded everything the Bush administration does, from the failed reconstruction of Iraq to the hapless response to Hurricane Katrina. The multiple failures of the Bush administration are what happens when the government is run by a movement that is dedicated to policies that are against most Americans’ interests, and must try to compensate for that inherent weakness through deception, distraction, and the distribution of largesse to its supporters. And the nation’s rising contempt for Bush and his administration helped Democrats achieve a stunning victory in the 2006 midterm election.

One election does not make a trend. There are, however, deeper forces undermining the political tactics movement conservatives have used since Ronald Reagan ran for governor of California. Crucially, the American electorate is, to put it bluntly, becoming less white. Republican strategists try to draw a distinction between African Americans and the Hispanic and Asian voters who play a gradually growing role in elections—but as the debate over immigration showed, that’s not a distinction the white backlash voters the modern GOP depends on are prepared to make. A less crude factor is the progressive shift in Americans’ attitudes: Polling suggests that the electorate has moved significantly to the left on domestic issues since the 1990s, and race is a diminishing force in a nation that is, truly, becoming steadily less racist.

Movement conservatism still has money on its side, but that has never been enough in itself. Anything can happen in the 2008 election, but it looks like a reasonable guess that by 2009 America will have a Democratic president and a solidly Democratic Congress. Moreover, this new majority, if it emerges, will be much more ideologically cohesive than the Democratic majority of Bill Clinton’s first two years, which was an uneasy alliance between Northern liberals and conservative Southerners.

The question is, what should the new majority do? My answer is that it should, for the nation’s sake, pursue an unabashedly liberal program of expanding the social safety net and reducing inequality—a new New Deal. The starting point for that program, the twenty-first-century equivalent of Social Security, should be universal health care, something every other advanced country already has. Before we can talk about how to get there, however, it’s helpful to take a good look at where we’ve been. That look—the story of the arc of modern American history—is the subject of the next eight chapters.
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The Long Gilded Age

Looking at the political economy of the United States before the New Deal from the vantage point of the Bush years is like looking at a sepia-toned photograph of your grandfather and realizing that he looked a lot like you—in fact, that in some ways you resemble your grandfather more than you resemble your father. Unfortunately the family features that seem to have reemerged in your face after skipping a generation are deeply unattractive.

Pre–New Deal America, like America in the early twenty-first century, was a land of vast inequality in wealth and power, in which a nominally democratic political system failed to represent the economic interests of the majority. Moreover the factors that let a wealthy elite dominate political life have recognizable counterparts today: the overwhelming financial disadvantage at which populist political candidates operated; the division of Americans with common economic interests along racial, ethnic, and religious lines; the uncritical acceptance of a conservative ideology that warned that any attempt to help the less fortunate would lead to economic disaster.

You might be tempted to say that I’m overstating the resemblance, that America today isn’t as unequal as it was before the New Deal. The numbers, however, say otherwise. As Table 1 shows, the concentration of income in the hands of a narrow elite today matches its concentration in the 1920s.

Table 1. Share of High-Income Groups in Total Income, Excluding Capital Gains




	
 

	
Highest-income 10%

	
Highest-income 1%


	
Average for 1920s

	
43.6%

	
17.3%


	
2005

	
44.3%

	
17.4%







Source: Thomas Piketty and Emmanuel Saez, “Income Inequality in the United States, 1913–1998,” Quarterly Journal of Economics 118, no. 1 (Feb. 2003), pp. 1–39. Updated data available at http://elsa.berkeley.edu/~saez/.



Now, it’s true that the oligarchic nature of pre–New Deal politics and the often bloody way the power of the state was used to protect property interests were more extreme than anything we see today. Meanwhile, though the inequality of income was no greater than it is now, the inequality of living conditions was much greater, because there were none of the social programs that now create a safety net, however imperfect, for the less fortunate. All the same, the family resemblance between then and now is both striking and disturbing.

Before I say more about that resemblance, however, I need a better name for the period I’ll be discussing than “pre–New Deal,” which defines the era only by what it wasn’t. Historians generally say that the Gilded Age gave way to the Progressive Era around 1900, and they have a point. The cultural and political tone of the country shifted considerably around 1900. Theodore Roosevelt, who became president in 1901, was less reliably proplutocrat than his predecessors; the Food and Drug Administration was created in 1906; the income tax was reintroduced in 1913, together with a constitutional amendment that prevented the Supreme Court from declaring, as it had before, that it was unconstitutional. These changes, however, had little impact on either the inequality of income and wealth in America or the minimal role that the U.S. government played in mitigating the effects of that inequality. As best we can tell, America in the 1920s, although richer than it had been in the late nineteenth century, was very nearly as unequal, and very nearly as much under the thumb of a wealthy elite.

So at the risk of annoying historians, I’ll refer to the entire period from the end of Reconstruction in the 1870s to the coming of the New Deal in the 1930s as the Long Gilded Age. It was a period defined above all by persistently high levels of economic inequality.

The Persistence of Gilded Age Inequality

We don’t have detailed statistics on the distribution of income and wealth in America during most of the Long Gilded Age. There’s enough evidence, however, to show that America was a vastly unequal society circa 1900—an observation that won’t surprise anyone. Perhaps more surprisingly, the evidence also suggests that the level of inequality remained almost unchanged through the twenties.

That’s important to know. The persistence of extreme inequality right through the Jazz Age is a first piece of evidence for one of this book’s central points: Middle-class societies don’t emerge automatically as an economy matures, they have to be created through political action. Nothing in the data we have for the early twentieth century suggests that America was evolving spontaneously into the relatively equal society I grew up in. It took FDR and the New Deal to bring that society into being.
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