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Introduction

This book starts with a relatively unknown man named Lewis Uhler, a Southern Californian, who, like his father before him, hated the New Deal. He and others like him, who came of age in the 1950s, feared their personal liberty was in constant danger of being taken away by big government. Many of them were sincere, and most were angry—especially because in the 1950s and 1960s they weren’t being heard. But they laid the foundation for a new age.

In those years, most Americans believed the federal government was good for them. Washington created far-reaching financial, social, and economic reforms in the Depression and managed the massive war effort in the 1940s. In the 1950s it built highways, set out to send men into space, and subsidized housing. In the 1960s, it created Medicare, expanded Social Security, adopted regulations to protect consumers and workers, passed long-awaited civil rights guarantees, and developed antipoverty programs. Progressive taxation to pay the bills was widely accepted as just. All the while, the American economy grew rapidly and wages doubled adjusted for inflation for workers at every income level.

Perhaps more than any other factor, punishingly high inflation in the 1970s changed all of this. Americans panicked. Well before incomes became highly unequal or the wealthy gained undue political power with outsize campaign contributions and well-financed lobbying organizations and think tanks, Americans came to believe that government had gone too far. The ideology of the Lewis Uhlers of America, long dormant, began to gain influence. Soon social programs were curtailed. Regulations were eliminated and weakened. Uhler among many others participated in a tax revolt that started slowly but then spread rapidly, well before Ronald Reagan was elected president. The new persistent refrain was that big government held all Americans back. The narrative came to dominate the public discourse.

Greed will always be with us, but it rises and falls with the times. Some rebalancing between government and business may have been necessary by the 1970s, and some reworking of government programs was needed. But the reforms went blindly ahead. Vital purposes of government were rejected. An age of greed did not begin in the 2000s. It started decades earlier, and the crisis of 2008 was its culmination, and probably not its end.

This book is about how this shift came about, and how profound its influence has been. It contends that the rise of an age of greed since the 1970s was not the result of the inevitable forces of history or of a natural swing of a political pendulum. The new age was made by people, and how they reacted to crisis and change. Much damage was done along the way.

Part I tells the story of this revolution. Presidents, policymakers, and economists are critical to the history. But it is mostly a story of business pioneers who fought government regulation or, through innovation, escaped government oversight—all the while diminishing the power of government and reinforcing the changing national attitudes. The 1970s set the stage for a different America.

Once government was no longer a counterweight and a new political ideology cleared their path, financiers led the way. Wall Street changed radically. Part II tells these stories. Debt more than innovation and technological progress became the economy’s driving force. Financial businesses doubled in size compared to the economy and profits grew still faster. Hundreds of billions of precious American savings were wasted.

The new age started with Walter Wriston, the most innovative, aggressive, and admired of the nation’s commercial bankers, head in the 1970s of First National City Bank, later Citicorp. He was an adamant believer in laissez-faire economics—minimal government intervention. He revolutionized banking by circumventing and often ignoring New Deal regulations. Financial deregulation started with him, but three times in thirty years the bank he built nearly went out of business due to the hundreds of millions of dollars of bad loans it made, saved only by federal intervention. The story of Citibank runs through this entire history.

Not all those who are the principal focus of a chapter were blatant practitioners of greed—some not at all. Tom Peters, the famed management consultant, was much the opposite. Paul Volcker, the stringent chairman of the Federal Reserve, was mostly oblivious to financial gain. George Soros, the hedge fund manager, gave much of his fortune to causes that were detrimental to his personal financial interest. The age’s philosopher, Milton Friedman, was not intent on getting rich. They all contributed importantly to this history, however.

These separate stories are integral parts of a large picture. Ultimately, they fit together. Most of the people in this book were not wholly destructive. History is never so simple. Some were not destructive at all. But most of those discussed here took the economy along an unfortunate, tragic path for their own purposes from which it may not be possible to turn back.



One
REVOLUTION
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PROLOGUE
Lewis Uhler

BELIEVER

Ever since the Gold Rush of the mid-1800s, California seemed a promised land to Americans. The economy grew at prodigious rates, benefiting from the national expansion of the railroads, the discovery of oil, the birth of the movies, cheap plentiful farmland, and the appealing climate. New Deal policies helped during the Great Depression. After World War II, the underpinnings of the economy were agriculture and the defense industry, government the too easily forgotten partner to the region’s prosperity. Businessmen created defense and aerospace giants with federal contracts to support the war in the Pacific theater. State and local governments financed critical public projects to bring invaluable water to the fertile farmlands of the south from the great rivers of the north and west.

The post–World War II American economy grew rapidly almost everywhere, but Southern California and, in particular, Orange County, grew faster still. The flood of migrants from the Midwest needed new subdivisions of affordable housing as well as new cars, appliances, supermarkets, and banks—and new roads, water systems, and sanitation. To many citizens of the region, life was good and hard work and talent paid off beyond expectations. Soon, to many of those who did well, prosperity was seen as the just reward of a determined and diligent populace. Government programs—defense contracts, highways, water works, sanitation projects, primary schools, and high schools—were accepted as a right, social programs and high taxes an intrusion on the marketplace and personal freedom. The seeds of America’s future took root in the soil of these counties.

Lewis Uhler was born in the Los Angeles area in 1933 and raised as a teenager in one of its up-and-coming suburbs. His father, James, was a successful executive at Sunkist, whose principal suppliers were the politically conservative growers in California and Arizona.
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Lewis Uhler, second from left, with Senator Bob Dole and other members of the National Tax Limitation Committee, opening sacks of mail addressed to his organization (Illustration credit prl.1)

Lewis carried the conservative message inside him almost as a birthright. “My father was a political animal and he hated FDR,” Uhler says. “The whole New Deal thing was anathema to him.” The farmers James Uhler worked for feared nothing more than the unionization of labor, and labor organizing, one of the New Deal’s legacies, was now spreading throughout the nation.

The foundation of American success was not the romanticized dream of finding a pot of gold. Rather, it was the consistent rise in white workers’ compensation, both blue-collar and white-collar, decade after decade, even if one did the same work as, or its contemporary equivalent of, one’s father. Thus, it was not that the son or daughter necessarily got a better job, but that wages after inflation went up for most kinds of work. Ultimately, the typical white American thirty-year-old male earned significantly more than his father had when he was thirty, a forty-year-old more than his father had at forty. There were poverty and need in Southern California, and bitterness and futility, as captured especially by some novelists and a handful of filmmakers. But the lives of most in Southern California, if not always ideal, improved materially and dependably. They participated in the real and reliable American dream of fairly constant material improvement.

This was true of James Uhler’s life. He made a good and generally improving living. Lewis Uhler, learning from his father, came to believe that public social programs interfered with the virtues of American life, in fact, trampling on Americans’ rights, and, further, that the Founding Fathers fully agreed with him. The rise in power of the Soviet Union after World War II stoked a passionate fear that this freedom would be violated. The new superpower was both antireligious and anti-market, in his mind and in those of his like-minded friends deeply challenging the values of a free nation. In Southern California, anticommunism gained rapid popularity. Richard Nixon, the fresh-faced congressman from Whittier when Uhler was a teenager, based much of his early political career on it, and stoked it further.

Franklin Roosevelt was the natural enemy of these believers, his waywardness and dangerous ways, as they labeled them, frequent dinner conversation for many. High taxes were justified by the war, some conceded, but after Harry Truman’s presidency these believers feared the spread of progressivism even under his Republican successor, Dwight Eisenhower. Desegregating the Little Rock, Arkansas, schools became the symbol of the misuse of federal power. These conservatives also felt that Eisenhower’s program to build the interstate highways overstepped federal bounds.

For a while, the believers lost major elections: Nixon to John F. Kennedy in 1960, Barry Goldwater to Lyndon Johnson in 1964. California, a largely Republican state, even elected a Democratic governor, Edmund “Pat” Brown, in 1958. The believers eventually found a unifying voice for their philosophy in the economic writings of Milton Friedman and the novels of Ayn Rand. They found their national political leadership in Ronald Reagan. They found powerful allies in big business, who were relative latecomers to their cause, learning in the 1970s to organize themselves politically for fear the progressive country was turning against them. The views of a relatively small band of believers came, improbably, to dominate the nation.

Lewis Uhler was a good student and was accepted to Yale in 1953. He was wary of enrolling there. He believed the future publisher of National Review, William Buckley, when he wrote in his book God and Man at Yale (1952) that the school was disturbingly liberal, though it was among the more conservative of the Ivy League colleges. With the publication of God and Man at Yale, an undergraduate’s diatribe, if an articulate one, against Yale professors for their religious agnosticism and support of Keynesian government intervention, the charismatic Buckley had become a household name. The book became a best seller, evidence that a conservative undertow existed in the United States despite the nation’s politically liberal direction. Buckley, the son of a wealthy oilman, hailed personal freedom, hated the United Nations and the Soviet Union, and confidently started a new organization, Young Americans for Freedom, which attracted a large number of disenchanted men and women in the 1950s. By the time Uhler entered Yale, there was a congenial group of friends to be made at Yale who had similar political views about the dangers of big government. “We thought of ourselves as the successors to Buckley,” he said.

Uhler was outgoing and optimistic and enjoyed himself immensely at Yale. He then won entrance to Boalt Hall, the law school of the University of California at Berkeley, where he earned his degree in 1960. After his service in the Navy, he joined the office of Congressman John Rousselot from Pasadena. Rousselot was proudly, unabashedly conservative and the only congressman who was an open member of the John Birch Society, the new right-wing extremist group. Robert Welch, a retired candy manufacturer (maker of Sugar Daddys), started the Birch Society in 1958 when he was nearly sixty, out of his home in Belmont, a handsome Boston suburb north of Harvard Square. The society soon drew tens of thousands of members, many in Southern California, where one chapter after another was opened in the early 1960s. Welch wrote a self-published book accusing not only Harry Truman but also Eisenhower and his secretary of state, John Foster Dulles, of being part of a Soviet conspiracy. He had also demanded the impeachment of Chief Justice Earl Warren, who wrote the Little Rock decision desegregating the public schools. Rousselot was an early and consistent supporter, but William Buckley, also an early member of the Birch Society, turned against it as extremist. According to Lou Cannon, Ronald Reagan’s biographer, Uhler joined the Birchers, but only for six months.

In 1958, Governor Pat Brown started raising taxes and establishing ambitious government programs. A native of Northern California, Brown had been a moderate Republican early in his life. He switched parties as a young man and became the state attorney general as a Democrat, the only Democrat at the time in a prominent statewide office. A popular and energetic attorney general, he decided to run for governor against Goodwin Knight, a moderate Republican governor, and won the statehouse by a wide margin. He epitomized the rising national confidence in government. Nixon, hoping to launch a political comeback after his narrow loss to Kennedy in 1960, challenged Brown for governor in 1962, but lost badly.

With Nixon’s career seemingly over, Uhler now placed his hopes on the more conservative Barry Goldwater, the Arizona senator who had come to national attention during the 1960 Republican National Convention. Goldwater published a literate book that year, Conscience of a Conservative, ghostwritten by William Buckley’s brother-in-law, L. Brent Bozell, a close classmate of Buckley’s at Yale (and a former political liberal). It became a best seller and showed supporters that there was life in conservatism even after Kennedy’s victory. The book’s central theme was personal freedom, the conservative philosophical warhorse. Goldwater advocated a vast reduction in government programs and sharply criticized Social Security, but the popularity of the book had greatly to do with his tough stance toward the Soviet Union. The book successfully bolstered his campaign for the Republican presidential nomination, which he won in 1964, beating back the moderate Republican governor of New York, Nelson Rockefeller.

That summer, President Lyndon Johnson was passing the first important legislation of his Great Society, the Civil Rights Act, which made illegal Jim Crow state laws that authorized segregation in public places throughout the South. Goldwater voted against the legislation in the Senate, insisting to widespread scorn his vote was not racist but simply reflected a desire to preserve the rights of states to make such laws. His decision may have made him more popular with the rightist diehards, but it reduced his chances against Johnson. Goldwater was an impatient candidate of little charm, and given his bellicose pronouncements about foreign policy, it was easy for his opponent to raise American fears he might launch a nuclear war in a stare down with the Soviet Union. Goldwater lost in a landslide to Johnson, and the Republican Party looked moribund.

There was, however, one shining light for conservatives at the 1964 Republican convention. Ronald Reagan, the actor and General Electric television host, not yet a professional politician, made an especially effective nationally televised speech that strongly supported Goldwater. Reagan had been making essentially the same speech around the nation as a spokesman for GE for several years, and political backers in California had taken note of a potential new Republican star. Reagan gave no ground to the liberal groundswell. In one stroke, he brought himself national recognition as a viable political contender, even as Goldwater lost badly to Johnson. Only two years after Goldwater’s resounding defeat, Reagan defeated Governor Brown for the California statehouse.

The governorship was Reagan’s first elective office and he was already fifty-five years old. Most observers thought his election was a political aberration and that his future was limited. But to people like Uhler, he was a talented, courageous, and honest “citizen politician,” as Reagan called himself, with remarkable verbal skills and deep convictions. He was a former New Dealer who had seen the light, a man who was willing to exalt individualistic ideals and personal freedom, someone who seemed clearly unafraid to stand up to the Soviets.

Edwin Meese, Reagan’s key legal staffer and his future attorney general, had known Uhler at Boalt Hall, and in 1968 invited him to join Reagan’s gubernatorial staff. Uhler’s first major assignment was to challenge California Rural Legal Assistance, a nonprofit organization established by Lyndon Johnson as part of the War on Poverty to provide legal aid to the poor, mostly agricultural workers, regarding housing, wages, and health care. The program was a thorn in the side of Reagan’s backers, and especially the politically powerful farm community. Uhler wrote a report charging the program’s legal staff with serious improprieties. “It was one of those new liberal agencies,” Uhler said, “where you saw hammer-and-sickle banners drawn on the walls.” Reagan wanted to shut the program down, and he thought Uhler’s denunciatory report gave him the justification to do so. But the next year, Nixon, by then president, appointed a federal committee of former Supreme Court justices to investigate Uhler’s charges. The investigation concluded that the Uhler report was “totally irresponsible” and a misrepresentation of key facts.

Nonetheless, Reagan took to Uhler’s youth and enthusiasm and found his ideological faith congenial to his own. Uhler had been railing against the progressive income tax—one of Reagan’s favorite themes—and the governor now appointed him to spearhead an effort to cut the tax permanently in California. “The Founding Fathers never foresaw such a progressive income tax,” Uhler said time and again. He wanted to restrict any further increases in the income tax, but he believed it would require an amendment to the state constitution. Reagan welcomed the idea, despite the objections of some of his staff. He had raised taxes in his first term and, for all his talk about welfare abusers and coddling the poor, had failed to cut state spending significantly. If he sought higher office, he felt he would need an unambiguous conservative achievement such as this on which to base a campaign. Reagan had, with the help of a Democratic state legislature, cut property taxes moderately—house prices had risen so rapidly in the 1960s that the poor and the elderly were strapped—but this did not seem enough.

By 1972, Uhler had laid the groundwork for a statewide referendum on a constitutional amendment, which would reduce California income taxes and create a maximum level for future taxes. They called it Proposition 1. If approved, it could only be changed by a two-thirds vote of the state legislature.

Following Uhler’s advice turned out to be the worst miscalculation of Reagan’s still evolving political career. The amendment, endorsed and supported by a group of prestigious right-wing economists, including Milton Friedman, who had served as Goldwater’s chief economic adviser, and supported by Reagan in frequent speeches across the state, was decisively defeated by voters in 1973. Even as Americans began to distrust government, religious, business, and educational institutions—especially during the Vietnam War—California and most of the nation were not yet ready for Reagan or the conservative revolution. The campaign for Proposition 1 made him look irresponsible in the eyes of some California voters, an image the former actor had thus far ably countered. Reagan, characteristically sticking to his views, attributed defeat to other factors, including union opposition. He never wanted to appear that he was betraying his ideals, though in office he compromised pragmatically to maintain his popularity.

His political future, indisputably bright to that point, was now uncertain, as was the conservative political movement itself. Nixon, who became president in 1969, signed legislation to start the Environmental Protection Agency, the Occupational Safety and Health Agency, and the Consumer Product Safety Commission, froze prices and wages, provided generous funds to the War on Poverty, aggressively expanded Social Security, and spent federal funds prodigiously to stimulate economic growth. Even though he tried to limit civil rights in the South, Nixon was still not the conservative Uhler had hoped for as the next Republican president. But Reagan, like the army of the committed of which Uhler was a tireless member, kept sowing the truly conservative fields.

Uhler never relinquished his vision. He started an organization to support similar constitutional amendments in other states, and he later succeeded beyond his best hopes. More than half of America’s state governments eventually adopted such a constitutional limitation. Uhler published a book in 1989 called Setting Limits: Constitutional Control of Government, and Milton Friedman, who sat on the board of Uhler’s organization until his death in 2006, wrote an admiring Foreword. Uhler dedicated the book to his father: “To my late father James Carvel Uhler, who urged a mid-course correction long before it became clear to others that our Republic had lost its compass.”


1
Walter Wriston

REGULATORY REVOLT

As Ronald Reagan led his rebellion against government, a quieter one was born in the business community. Its leader was Walter Wriston, a tall, slouched, deeply intelligent and taciturn man with unusual ambition, little regard for tradition, and a highly conservative political ideology that he had inherited from his father. Wriston wanted to transform banking into a business like any other, capable of increasing profits as rapidly as the most admired companies in the nation. The goal would require undoing the federal financial regulations established during the Great Depression.

Walter Wriston was born in 1919 in Middletown, Connecticut, his father, Henry, an eminent history professor at the town’s prestigious university, Wesleyan. When Walter was five, his father was named president of Lawrence College in Appleton, Wisconsin, where Walter grew up until he entered Wesleyan in 1937. Despite the Depression, the Wriston family remained comfortable during Walter’s adolescence.

Henry Wriston’s reputation rose in these years and he was named president of Brown University in 1936, from which perch he was able to preach against FDR and the New Deal, convinced that the programs would lead to a planned economy. His heroes included Adam Smith, who, despite the complexities in thinking of the Scottish philosopher, he saw largely as the father of the invisible hand and laissez-faire economic philosophy. He also deeply admired the British philosopher Herbert Spencer, who a century after Smith had become popular for what was later called social Darwinism. Spencer, who beginning in the 1850s was philosophically opposed to government intervention in markets, was the popular author of the notion that human poverty was natural because the “survival of the fittest” (a phrase Charles Darwin borrowed from him) was a law of nature.
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Walter Wriston as First National City
CEO, 1971 (Illustration credit 1.1)

At Wesleyan, Walter Wriston studied history, his father’s field. He entered the Fletcher School at Tufts University, one of the nation’s most prestigious schools of diplomacy, just outside Boston, to pursue a graduate degree in foreign affairs. Wriston was married to a coed he had met at Connecticut College by the time he graduated in 1942. He was drafted into the Navy in 1944 and sent overseas but did not see combat. He returned to the United States in 1946, one of hundreds of thousands of other soldiers wondering what to do with their lives—and whether the economy would slide back into depression.

Wriston said he did not want an academic career like his father’s. “I knew I wouldn’t do that because you’d have nothing but comparisons,” he said. “My sister’s an academic and a very good one. But I didn’t want any part of that.” Hostility toward his father surfaced when Henry remarried in 1947, only a year after his mother’s death, at which point Walter stopped speaking to him.

Wriston at first had “very little” interest in business. It was his mother’s doctor who suggested he go into banking. “If I stayed up all night, I couldn’t think of anything more stupid to do,” he said, but the bank “hadn’t hired anyone new since 1933,” and it badly needed recruits. Moreover, it was willing to pay salaries comparable to those in industry. So in 1946 he took a temporary job in New York with National City Bank, at that time a diminished version of its pre-Depression glory, when it had been the largest and most visible bank in the nation. He fully expected to leave in a year and return to his planned career in diplomacy.

When Wriston joined National City, banking was a stodgy and unimaginative business. Regulations had been imposed in the 1930s to prevent the excesses in finance that had buffeted America time and again. Overaggressive banks had been a serious national concern throughout the nineteenth and early twentieth centuries.

To attract savers, deposit-taking banks historically had to make good the promise to pay back a depositor’s money at a moment’s notice, which in the 1800s usually meant maintaining specie (gold and silver coins) against deposits and investing those deposits cautiously. The essence of banking was dependability. The banks redeemed deposits in specie when requested and some created paper currency they also would redeem in specie.

During good economic times ever more confident banks offered higher interest rates to attract depositors and made riskier loans to farmers and businesses at higher interest rates. They kept less in specie as reserves and paid back less in specie for their paper currencies, and the system of credit expanded rapidly to support speculation in agriculture and livestock, land itself, and countless new businesses. Regularly, speculative bubbles were created, then burst, and financial panic turned into severe recession. Banks went out of business by the hundreds, depositors lost money, and debtors went bankrupt—and, in the early years of the century, often to prison.

In its early years, the United States had had a national bank, the principal legacy of Alexander Hamilton (there had also been an earlier, informal national bank just after the Revolution), to restrain overspeculation, but it also tended to restrict lending to elite businesses and urban financiers. The bank’s original charter was renewed under President James Madison in 1816 for another twenty years. But in 1836, President Andrew Jackson’s veto ended the reign of the Second Bank of the United States. Jackson flamboyantly sided with the farmers and populists who believed the big Eastern bankers were corrupt and habitually made credit too scarce or expensive for them.

Jackson’s anti-bank policies have been widely criticized by business historians, but the farmers were correct about often inadequate credit from the national bank for smaller borrowers. Looser banking standards did contribute to economic growth and the democratization of credit in these years. But a balance between adequate credit and overspeculation could not be reached. Big centralized banks favored elites, and overspeculation at smaller banks almost invariably had painful consequences, contributing to the uneven if occasionally exuberant growth of the nineteenth century.

In the wake of a devastating panic in 1907, the U.S. Federal Reserve was created in 1914 to avoid such unstable conditions. But the bankers who manned the new young central bank had neither the experience nor the will to do the job properly, and lacked some of the necessary authority. Flagrant abuse in the financial community was unchecked in the 1920s and the roaring stock market, supported by highly indebted speculators, burst in 1929. The real estate market, also supported by mammoth levels of debt, collapsed as well. By then, banks were not only making business and consumer loans in excess, but also selling stocks and bonds, running investment management companies, and creating new and highly speculative investment vehicles for individuals—as well as promoting their own stock prices.

Such a credit boom and bust alone may not have resulted in the Depression but it contributed substantially to its severity. Thousands of banks failed in the early 1930s as savers withdrew their funds, fearing that the banks had no assets with which to pay them—a classic bank run. By 1932, one fourth of all U.S. banks had failed, and state after state imposed a moratorium on banking. Franklin Roosevelt, on taking office as president in 1933, declared a bank holiday, closing the deposit and withdrawal windows around the country temporarily. Roosevelt resisted pleas to nationalize the banks, but he and his advisers established comprehensive new regulations. Under Roosevelt, the federal government created the Federal Deposit In-surance Corporation (FDIC) to insure savers’ deposits in case of bank failure, giving the government further oversight of member banks. The federal government also restrained overly risky investments with insured deposits by establishing limits on the interest banks could pay savers to attract their money (Regulation Q of the new law), and eliminating interest entirely on checking accounts. The fear was that competition for deposits would drive rates up and encourage banks to make more risky investments to earn higher returns.

FDR and members of Congress were determined to end the conflicts of interest of the financial institutions. If a commercial bank owned equity in a company, it had incentives to lend money to the company, disregarding the risk of the loans. There were natural incentives to provide biased information to stockbroker clients about companies in which the banks had investments or to whom they made loans. The Glass-Steagall Act of 1933, named after its congressional sponsors, Senator Carter Glass and Congressman Henry Bascom Steagall, legally separated commercial banks, which collected deposits and lent money, from investment banks and stockbrokers, who could own parts of companies, raise equity for clients, and advise investors on what investments to make. (The establishment of the FDIC and Regulation Q were parts of the legislation as well.)

Wriston’s bank, National City, was, before the Depression, the largest bank in the world, and was an aggressive leader in many of the interdependent businesses that eventually caused so much trouble, including stockbrokerage. Its high-profile chairman, Charles Mitchell, was forced to resign in 1933 in the depths of the banking panic, but the bank survived. Under Glass-Steagall, National City, like other major banks, was required to divest itself of its brokerage and underwriting arms, and do business only as a commercial bank, accepting deposits and making conservative purchases of government securities or cautious loans to business. The prestigious J.P. Morgan bank, run by the most influential financier of the age, was also separated from its investment banking arm, which took the name Morgan Stanley. The investment banks and brokerage firms were now regulated by the newly created Securities and Exchange Commission, whose first chairman was Joseph P. Kennedy, an aggressive financier himself and the father of a future president. The principal demand of the SEC was disclosure of far more information by investment banks about the firms for which they raised money, and other investor protections. America thus entered the post–World War II era with New Deal programs and state government regulations to control interest rates on consumer loans, which in sum regulated banking and the financial system far more thoroughly than at any time in its history.

The New Deal philosophically infuriated Wriston as much as it had his father. When he joined National City (it changed its name to the First National City Bank of New York in 1955), state law restricted it to operate branches in only the five boroughs of New York City. Regulation Q, with its limits on interest rates on savings and checking accounts, particularly frustrated Wriston. Since access to new funds was restricted, its lending policies were restrained as a result. Wriston felt the company he worked for could never thrive under the weight of such regulation, and might not even survive.

Wriston’s effort to undo one regulation after another became a personal crusade, driven less perhaps by the desire for profit than by an almost inchoate anger against government intrusion. The desire to have one’s way can rise to the level of greed, too. “There was something emotional about his drive,” said Albert Wojnilower, a leading Wall Street economist of the time. “I felt Wriston wanted simply to dismantle the financial system as we knew it.”

Wriston’s early career was characterized by clever innovation, a useful willingness to discard tradition for its own sake, and considerable intelligence. He made small but rapid advances up the ranks at National City, soon becoming a lending officer. A year into the job, he was assigned Aristotle Onassis as a client. Onassis, in his early forties, was already a wealthy and glamorous Greek shipping entrepreneur, a conspicuous member of the new international jet set, who had been borrowing at National City for years. After World War II, he saw an opportunity to expand his operations. A postwar boom in energy demand, and a surge in oil discovery and production in the Middle East, would mean the world was short of ships to transport adequate petroleum supplies efficiently. Onassis needed substantial financing to acquire more tankers, and eventually the enormous supertankers that came to dominate trade on the seas. When Wriston’s superiors passed Onassis on to him, Wriston was only twenty-eight.

In the past, the cautious banks and insurance companies had made collateralized shipping loans based only on the asset value—in other words, the resale value—of the ship itself. But just after World War II, a steep recession made the ships almost worthless, and undermined confidence they would recover their value. Onassis argued that growth of energy demand was inevitable, but bankers, who had money on the line, were not as confident in the future as he claimed to be. In his first encounter with Wriston, Onassis told him he was willing to pledge the income from the charter he was awarded to deliver oil for Texaco as collateral against a loan rather than on the resale price of the ship. Wriston was convinced, believing that such a loan, if unprecedented at National City, was less risky than it seemed. Wriston won quick approval from his open-minded boss, George Moore. Moore, a rare charismatic banker and then head of the lending department, encouraged Wriston’s willingness to take risks and some observers credited Moore with the new entrepreneurial spirit at the bank, and with some of the innovations Wriston eventually implemented. While Moore alone would not have been able to accomplish what Wriston did, he gave Wriston the green light time and again, and approved of his aggressive instincts. Wriston would not have done it without Moore, as he readily acknowledged. “The rest as they say was history,” said Wriston.

National City soon became the largest bank lender to shippers, often in tandem with Metropolitan Life, the insurance company that made the longer-term tanker construction loans. Since insurance policies had long-term payouts, it made sense for insurance companies to make long-term loans. Banks, in contrast, had to meet withdrawal requirements from depositors on short notice, so they typically tried to make short-term loans, at least if they were managing their funds prudently.

Shipping loans based on income rather than asset value became a model for loans to finance trucks, railroad cars, planes, and office buildings. The other major shipping magnate of the time, Stavros Niarchos, Onassis’s brother-in-law, offered Wriston’s counterpart at Metropolitan Life, Walter Saunders, a permanent job directing his financing. Saunders moved to Monaco, where both Onassis and Niarchos lived. Onassis then offered Wriston $1 million a year to come with him to Monaco. It was too bold for the modest Wriston, who was then living in Stuyvesant Village in Manhattan, a middle-income housing project, with his wife and daughter. Wriston, well paid by banking standards, would not earn more than $1 million in a single year until 1982, the first commercial banker to do so in the post-Depression era. Wriston remained friends with Onassis and his eventual companion, the celebrated opera singer Maria Callas, and later with the former first lady, Jacqueline Kennedy, who wed Onassis in 1968.

George Moore called Wriston the best employee he ever had. Wriston, in turn, both admired and feared the often abrasive Moore. “One time I brought him a loan,” said Wriston. “It was Friday. He read the thing and said to me, ‘You’re an idiot. An absolute idiot. Idiot. Idiot. Idiot.’ He said everything three times. So I went home despondently to my wife and asked where else would you like to live? And she said, ‘What did George say to you this time?’ So the next day was Saturday and we had a business gathering with clients from around the country. George was holding court in the middle of this group and I walked in not feeling too great. ‘I want to introduce you to one of my future senior lending officers,’ he said. I said to him, ‘That wasn’t what you said yesterday.’ ‘What’d I say, what’d I say?’ I said, ‘You called me an idiot.’ ‘Oh, if I didn’t think I could teach you something, I wouldn’t talk to you.’ He would beat up on you one day and it would completely evaporate by the next. He was a teacher and a mentor, and he had vision.”

There are two sides to the business of banking. One is using the funds a bank gathers to lend and invest. The other side is to gather the funds from individuals and businesses in order to increase lending and investing, and thus raise a bank’s profits. To repeat, the New Deal regulations restricted both, but Wriston’s desire to find new funding sources developed into an all-consuming passion. The most revolutionary of the bank’s new ideas was a way to pay interest on something very much like a demand deposit, until then strictly forbidden by Regulation Q. “We looked at the data and it turned out that demand deposits in New York City had not grown for ten years,” Wriston said. “You didn’t have to be a rocket scientist to know we were going to go out of business.” The government reported that demand deposits plus currency fell from 29 percent of all financial assets in 1946 to 16 percent in 1960.

Wriston and his colleagues’ idea was that the bank would allow corporate and foreign customers to deposit $100,000 in what they called a “negotiable certificate of deposit.” This CD would have characteristics of a savings and a checking account. Buyers would earn a higher interest rate on the negotiable CD like a time deposit (a savings account), but buyers could cash out by selling the CD at any time, as with a demand deposit. The CD would be sold into a secondary or after-market, where the price was technically “negotiable,” as with any stock or bond. There was always the possibility a $100,000 CD would fetch slightly less when it had to be sold if interest rates rose in the meantime, or more if interest rates fell, but the company could thus tailor the timing of its cash needs with minimal risk. With the secondary market, Wriston was creating a checking account with interest for big investors.

But to create the secondary market requires someone to “make that market”—buy and sell the CDs—and that requires substantial capital. “The problem was that you had to have a market for it to be successful, and there wasn’t any market,” said Wriston. By then, 1960, Wriston was executive vice president of the bank, and head of the newly expanding international lending operation. “George and I went over to see the Discount Corporation [a government bond dealer]. We said, ‘Would you guys make a market in CDs?’ They said, ‘If you lend us $10 million we’d do that.’ We said, ‘We don’t lend unsecured to broker dealers like you.’ They said, ‘Well, in that case we can’t make a market.’ We went back and had a long conversation with the powers that be and we decided to lend them the money. That was pretty wild and it turned out to be a great decision.”

Wriston’s audacity was not fully appreciated in the press. Financing the secondary market through Discount Corp. was almost as if First National City were making its own markets for the CDs they issued, taking a substantial risk, and violating the spirit and perhaps even the letter of the New Deal regulations that prevented conflicts of interest.

Another banker would have asked the Fed’s permission to create the negotiable CD, but not Wriston. “We had a debate on the CD,” he said. “Do we go to the Fed? Well if we go to the Fed, they will probably say no as a matter of principle while they study it. So we agreed not to go to the Fed. That was a major decision. We got a legal decision from our lawyers and we went ahead. The Fed was not exactly pleased. But at the same time, the logic of trying to keep the banking system in funds weighed heavily in favor of the CD.”

Wriston got away with it. In 1961, the Federal Reserve was concerned that banks have enough funds to prevent an economic slowdown then under way from getting worse. When interest rates rose in an overheating economy—or were raised by the Fed to forestall inflation—depositors put their money elsewhere because banks could not raise their own rates under Regulation Q. This diversion of funds was known as disintermediation, and the result was a credit crunch as bank lending to businesses would dry up.

Wriston realized that the Fed now feared disintermediation and the economy needed him as much as he needed the economy. But not all his competitors were in favor of the negotiable CD. Unlike Wriston, they feared challenging the Federal Reserve and were also concerned with a possible rate war, in which banks would keep raising rates competitively to attract depositors. Why pay for deposits when you get them for free? they wondered. Some economists also wondered aloud whether banks would have to make more risky loans at high rates to pay rising rates to depositors.

The negotiable CD was offered by First National City in early 1961, the Federal Reserve looking the other way. Within a year, outstanding CDs totaled $1 billion, as all major banks joined City in issuing them. So-called money center banks, like J.P. Morgan, which had only large depositors, found them especially valuable. By the mid-1960s, the volume of these CDs surpassed the volume of commercial paper, the short-term loans to large corporations, to cover immediate business needs usually due to fluctuations in sales, issued directly to major investors through investment bankers. Now, with CDs, banks could more effectively compete. There were still restrictions on the rates paid, and the minimum size of a CD was $100,000, but bank credit increased far faster than the economy in these years, lending rising from $30 billion to $200 billion between 1962 and 1965.

By the mid-1960s, new negotiable CDs were not adequate to ward off likely disintermediation and resulting credit crunches. Spending on the Vietnam War was pushing the federal budget into deficit at a time when the economy was growing strongly, new social programs were under way, and U.S. business was booming. The negotiable CDs actually contributed to higher inflation and interest rates, a fact that was not well recognized by either policymakers or economists. Even as rates rose, “banks began to bid for funds aggressively,” wrote Salomon Brothers’ influential former economist Henry Kaufman, “driving open market rates to the maximum allowable under Regulation Q.” In 1966, rates on short-term Treasury bills reached more than 5.5 percent from well under 4 percent a year earlier. Lending did not dry up as usual. “The year 1966 was a dress rehearsal for disaster,” according to one history of the period, reflecting the common view at the time. Inflation kept rising, doubling in 1966, to 3.5 percent.

The Federal Reserve, eager to staunch inflation, raised its discount rate sharply to suppress the ongoing business lending. When the banks raised rates to the maximum allowed to be paid even on the negotiable CDs, and market rates went still higher, disintermediation again began and a credit crunch was unavoidable. Large depositors fled the banks, and placed their money in commercial paper or in overseas investments. The volume of CDs shrank rapidly. Corporate lending and mortgage underwriting dried up, and the economy slowed down. A recession seemed likely.

In the tightening circumstances, Wriston, with Moore’s encouragement, initiated another practice to find the bank more deposits, one that would soon be adopted industry-wide. When Americans bought products from overseas, or traveled there, the U.S. dollar payments accumulated in overseas banks. These deposits were called Eurodollars, and they were mostly free of American banking regulations—the most important of which was the Fed’s requirement to keep reserves against domestically made loans. The deposits reached an enormous volume, as Americans bought more foreign goods. Facing the loss of funds in the United States, Wriston had his London branch issue certificates of deposit in Eurodollars to overseas buyers. Other banks followed Wriston’s lead. The banks in turn lent the Eurodollar deposits at attractive interest rates to U.S. international subsidiaries, overseas borrowers, or foreign companies, the loans soon contributing handsomely to profits.

As U.S. bank lending nevertheless slowed, and the economy weakened, the Federal Reserve under William McChesney Martin, Jr., influenced by President Johnson’s exhortations, eased monetary policy and pushed rates down in general. Funds flowed back into the banks as rates fell, but Wriston’s Eurodollar deposits and loans became a profitable staple for American banks.

In 1967, Stillman Rockefeller, the staid chairman of First National City, frequently annoyed by Moore’s energy, aggressiveness, and ebullient personality, appointed Moore chairman but did not name him the chief executive officer of the bank. “Moore never got along with Stillman,” said Wriston. Instead, the lower-keyed Wriston, at forty-five, was named president, which gave him more authority than Moore had.

The negotiable CD and the Eurodollar CD were major victories for Wriston, and he wanted more. The strong economy of the late 1960s was making men wealthy on Wall Street and across the nation, stock prices hitting record levels. The Standard & Poor’s 500 had soared by five times since the early 1950s. The stock market awarded those companies whose profits grew fastest with the highest price-earnings multiples—the stock price as a multiple of a company’s earnings per share. (P-E multiples are the conventional way to measure a stock’s value.) The average price-earnings ratios rose from 12 or 13 in the 1950s to 17 or 18 in the bull markets of the late 1960s. By the end of the 1960s, some companies were selling at multiples of 100 and 200 times earnings per share. The high prices led to a new wave of high-flying conglomerates, such as Ling-Temco-Vought, Litton Industries, ITT, and Gulf + Western, whose business objective was acquisition of other companies by exchanging high-priced stock for them. High stock prices were also the path to great wealth for the executives in these companies, who owned shares or options to buy shares. Wriston felt left out.

In 1968, after considerable internal debate, First National City decided to form a one-bank holding company (known formally as First National City Corp.), which could serve as an umbrella to acquire subsidiaries, not all related directly to banking. As a holding company, First National City could also apply for listing on the New York Stock Exchange, with the possibility that First National City might become a Wall Street favorite.

Wriston had one dream above all—for his bank to become a one-stop financial center for consumers, supplying them with not only traditional banking products like savings accounts and mortgages, but also credit cards, mutual funds, insurance, brokerage, and other investment services. Consumers were where the money was, he figured. One of his first acquisition targets as a bank holding company was the large insurance company Chubb Corporation, but the Nixon antitrust authorities, despite their sympathies toward business, believed the potential conflicts of interest violated the antitrust laws, and First National City abandoned the idea. Wriston’s other attempts to make First National City a one-stop financial institution were also largely foiled by government regulators: he had to give up plans to sell mutual funds, and his decision to join the Master Card (then called Master Charge) group to sell credit cards also faced difficult legal obstacles.

But First National City was thriving. Wriston had expanded its lending operations boldly to include international clients. He was hiring MBAs from the best schools to run lending programs, encouraging them to develop new ideas for growth, and paying them well, if not Wall Street salaries. His foray into negotiable CDs turned out to be a gusher. “The negotiable CD was number one for us,” said Wriston, “but commercial paper was number two.” Banks and other corporations were also typically the buyers of these loans. Because they were issued only by major corporations, they were generally thought riskless in the 1960s. That would change.

In 1969 and 1970, another credit crunch descended on the financial community as the economy again overheated sending interest rates up. The amount of commercial paper outstanding more than doubled between 1968 and 1970 to some $38 billion. The Federal Reserve, still under William McChesney Martin, pushed rates up in 1969 to fight rising inflation, and soon the nation was sinking into recession. Stock prices had fallen sharply since early 1969. In 1970, the Federal Reserve, now under a new chairman, the economist Arthur Burns, and President Nixon’s close friend and adviser, was being tested by the strained conditions. Then, in June 1970, the Penn Central, a major borrower in the commercial paper market, filed for bankruptcy because of the higher interest rates. The expansion of the highways and air travel had long been undermining the health of the nation’s once essential railroads. The Grand Central Railroad and the Pennsylvania Railroad, the two lines that terminated in Manhattan, had merged in 1967 to reduce costs, but significant savings were hard to find. To meet its needs, Penn Central borrowed relentlessly from banks like First National City at low rates. The railroad had been given a high rating by Dun & Bradstreet, a leading ratings agency at the time. Characteristically, the aggressive First National City loan officer, more poorly informed than Wriston realized about Penn Central’s fiscal affairs, and trusting the ratings agencies too well, had lent more to the railroad than anyone else. Wriston was about to take his biggest loss ever. Overall, Penn Central defaulted on $80 million of commercial paper. Wriston blamed Penn Central management, not his own loan officers, for disguising its problems, and demanded that the railroad’s CEO resign.

The Penn Central announcement so roiled investors that they stopped buying the commercial issues, creating an unprecedented crisis. Businesses often simply rolled over commercial paper—they paid off one set of loans with another. Now they might not be able to pay back their creditors. Wriston, the free market evangelist, implored the Nixon administration to make an emergency loan to save Penn Central before it went bankrupt, but help was refused. Wriston then got on the phone to beg Federal Reserve officials—it is not clear whether he spoke directly to the chairman—to urge them to keep their discount window open over the weekend, an unusual practice, enabling banks to borrow reserves to finance their business clients (banks can borrow reserves from the Fed at the discount window, paying an interest rate, known as the discount rate). Without access to commercial paper, clients needed a lot of money quickly, Wriston made clear. Many companies were in jeopardy of not paying their bills, meeting their payrolls, or paying back their loans. If workers weren’t paid, they would stop buying goods, which could throw the economy into a more severe recession. If bank loans were not paid, some might not survive. Burns, sensitive to the dangers, kept the discount window open that weekend, and continued to supply substantial reserves to banks the next week. Under pressure, Burns also eliminated the Regulation Q restriction on the low rate banks could pay on CDs of less than three months’ duration. It was the first crack in Regulation Q. The government had saved the day. Money partially flowed back into the banks as they paid rates in line with other rates in the market.

The crisis passed without spreading to other borrowers, but another milestone was reached, as Wriston made a further serious dent in Regulation Q. Wriston was bailed out by the government on his reckless loans to Penn Central, and also won the ability to raise money on CDs with the change in Regulation Q. “It was the beginning of the end,” said one banker, meaning the demise of Regulation Q.

The financial economists Henry Kaufman and Albert Wojnilower argued that the essential nature of finance had now changed as long-standing capital controls on lending were dismantled by Burns or circumvented through the negotiable CDs and Eurodollar deposits. The rationing of credit would be determined by rising and falling interest rates, not explicit financial controls. Unlike free market advocates like Wriston, both Kaufman and Wojnilower were skeptical that the level of interest rates alone could regulate and stabilize the system. Businesses in robust times were eager to borrow even as rates rose, and especially if inflation was raising the prices at which they could sell their goods and services. But the quality of the loans—their creditworthiness—would decline. Wriston, more reliant on the economic philosophy espoused by Milton Friedman, thought Kaufman and Wojnilower were dead wrong, and said so.

Kaufman and Wojnilower, who followed the credit markets closely at their respective institutions, Salomon Brothers and First Boston, believed interest rates would rise higher without slowing borrowing due to the weaker financial controls. The two economists gained legendary reputations by anticipating the rise in rates while traditional economists kept forecasting that these high and rising rates would slow economic growth and soon fall themselves. “Spread banking” had begun by 1970, said Kaufman, and both he and Wojnilower believed it would create inflationary conditions. Most economists, including academic economists, neglected this. Spread banking meant the price of credit was effectively indexed to inflation and credit would largely be available no matter how high interest rates and inflation went. Thus, demand for goods and services would not be slowed.

Eventually, Wriston published a book called Risk and Other Four-Letter Words, criticizing those who would limit the initiative of bankers. Wriston also started an economics department in his bank based on Friedman’s economics, which produced a newsletter and gave advice to traders and investors. Looking back to 1961, Kaufman wrote, Wriston’s negotiable CD was the “key development” that started it all. “These new money market instruments fundamentally altered the structure of financial markets, for they allowed the banks to bid for [funds] in the open market for the first time. Whereas before a bank depended on the wealth of its local community, now it could buy deposits [anywhere in the world] in order to increase its loans and investments, and thereby enlarge its role as a financial intermediary.” There were still some regulations on interest rates, however, and Wriston was determined to eliminate them.

In 1970, Moore retired and Wriston was named chairman, more an honor than a new job, since he was already CEO. Once the Penn Central debacle was digested, with the help of the Fed, First National City was triumphant in the early 1970s. In deposits, it was larger than its old rival Chase Manhattan. Its stock was now trading as if it were an industrial or services growth company, earning a high price-earnings ratio due to the rapid growth of earnings—if not high enough for Wriston. And Wriston was the best paid banker in the country. He lived in the glamorous United Nations Plaza, home of Johnny Carson and Alan Greenspan, the future Federal Reserve chairman, who was something of a man about town and a prosperous Republican consultant. Wriston had married a lawyer twenty years his junior two years after his wife died in 1965, and was famously driving a red sports car—famous because it seemed out of character for the man.

In 1971, Wriston announced to Wall Street analysts that the bank’s objective would be to increase earnings by 15 percent a year on average. This was unheard of for a bank, and many inside First National City thought it an impossible goal. By then Wriston believed in the impossible, however, and he knew it was exactly what Wall Street wanted to hear. Rapid consistent earnings growth could turn First National City into a full-fledged growth company, like Xerox, Johnson & Johnson, and IBM. He wanted nothing more. And a high stock price would enable him to acquire other companies for fewer shares in an exchange of stock.

But Arthur Burns worried that such goals would encourage Wriston’s bank to take unwarranted risks, and he said so publicly and told Wriston himself. Burns knew that Wriston always had the government to bail him out, unlike nonfinancial companies, and Wriston surely knew it, too, though he preached otherwise.

Wriston was unfazed by the Fed chairman’s chastisement. He increasingly cited free market economic theories to justify his aggressive ways. Increasingly, there were no bounds on how much banks could raise and lend, and Wriston’s ambitions encompassed new territory. By 1980, Wojnilower concluded, the old economic rules no longer applied. Only a credit crunch truly slowed economic growth and dampened inflation, he wrote in an academic paper, and these were being eliminated as bank regulations were loosened and more sources of funds were being found. High inflation was partly the result of deregulation and the new spread banking, he said. This conclusion was much different than the one drawn by economists like Friedman, who blamed inflation entirely on a rapidly growing money supply. In more vernacular terms, Wojnilower said, “I thought the old regulations protected the market from runaway speculation. But the reduction in the regulations ultimately fed inflation. People did not realize the height interest rates now needed to go to slow the economy and inflation.”

Wriston’s ambitions, stock market gold in his sights, encouraged him to make expensive and risky bets on borrowers. First National City became a favorite of Wall Street and the press, and Wriston became the most admired banker in the world. He was providing needed funds, the lifeblood of business, to deserving companies, and eventually funds to undeserving companies—and nations—as well. Up to 1970 or so, his aggressiveness was partly justifiable. He provided a service to a growing economy. But then the light in his eye turned to a blaze.

The expansion of debt, facilitated by the commercial banks and then the entire Wall Street community, became the fulcrum on which the economy was levered for the next forty years. Nothing turned out to be as important to economic growth, including the new computer technologies, as the expanding capacity to lend and borrow. Personal and business debt rose more than two and a half times as fast as total income over the course of this history. Debt payments as a percentage of the nation’s income grew accordingly. Wriston multiplied the risks of financial collapse of the entire financial system as he pursued his ambition to build his bank. Banking was simply not like any other business.

Financial institutions, including banks, brokers, and insurance companies, ultimately gained power not known to them since the 1920s, and set the stage for further expansion. The financial industry, which borrowed and lent money, and invested it as well, accounted for one in two and a half to three dollars of business profits in the 2000s compared to one in eight in earlier years.

Finance had rarely been the source of greatest personal wealth in American history until this new era. Traditionally it was handmaiden to the great industrial, transportation, chemical, communications, and retailing fortunes. Now this changed. By the 1990s and 2000s, financial companies provided the fastest path to fabulous wealth for individuals, directly producing 20 percent of America’s nearly five hundred billionaires and having a central part in the wealth creation of most of the others. Moreover, corporate executives, once adversaries as customers of banks, were increasingly now aligned with Wall Street as their pay was dominated by the company stock, and their focus therefore turned mostly to short-term profits.

Wriston relished his role in diminishing the federal government’s traditional role as overseer and regulator of finance, knocking down barriers through audacity and attracting competitors to join him in his freewheeling ways, and thus turning his bank into the biggest in the world. He was at the center of every financial storm in the nation during his tenure. Over these years there were many. For decades, First National City under Wriston walked an edge of illiquidity and even at times insolvency, making enormous profits and occasionally fantastic losses. But the health of the giant banks became so critical to the nation’s financial system that Wriston learned to use it as political leverage, while, given his intense laissez-faire philosophy, denying his dependence on government all the time. This advantage he played like a maestro. While preaching the values of competition and unfettered markets, he created a bank that was too big for government to allow it to fail, and Citibank, its successor, needed rescuing several more times, most urgently in 1982 when its loans to developing nations went bad. Aggressive business gave way to vanity and greed.
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Milton Friedman

PROSELYTIZER

After he had gained worldwide fame and influence, the economist Milton Friedman wrote in a 1982 preface to an earlier book, “Only a crisis—actual or perceived—produces real change. When the crisis occurs the action taken depends on the ideas that are lying around.”

Friedman did not think he had the power to provoke crisis deliberately, but crisis is what brought Friedman’s ideas to the foreground and made them popular. High unemployment of 9 percent and consumer inflation, which reached 12 percent in 1974 and rose even faster at the end of the decade, seemed to discredit prevailing economic theories and created demand for new explanations and policies.

Friedman had warned persistently about both inflation and government spending throughout his academic career, which began in the 1940s. Attempts to stimulate economic growth usually failed, he argued, often resulting in inflation—a conventional conservative argument based on the classical economics that prevailed before the Great Depression. Friedman revived the precepts of that economic theory, and turned them into an easily understandable theory known as monetarism. Inflation could only be created by the Federal Reserve’s allowing the money supply to grow too rapidly, he said, and it could only be controlled by reducing money’s rate of growth, but no government interventions could increase the long-term rate of growth of the nation’s annual income itself—its Gross Domestic Product, including wages and profits. Crisis served him well. When inflation did rear its head in the 1970s as federal budget deficits increased, Friedman’s views seemed correct and he got credit for his foresight. His relatively simple solution was also easy to communicate—stop money from growing—and he denied that tightening the grip on money would mean a serious and prolonged recession—that is, reduced investment, lost jobs, and widespread bankruptcy. Receiving the Nobel Prize in economics in 1976, awarded in the midst of rising inflation, gained him international credibility.

[image: ]

Milton Friedman, second from left, and Arthur Burns, his former professor, flanking President Richard Nixon (Illustration credit 2.1)

His broader philosophical view was that government social programs and regulations, inflationary spending aside, were almost always damaging interference with the efficient workings of an economy. They undermined opportunity, social justice, and above all personal freedom, he felt. His economic views were indistinguishable from traditional libertarian political philosophies whose overriding concern was personal liberty. He sought to eliminate one social policy after another, including Social Security, unemployment insurance, the minimum wage, and a wide range of regulations governing labor organizing, pharmaceuticals, consumer safety, and job safety. Friedman, in effect, provided the intellectual map for a reversal of the progressive evolution of the nation.

He insisted he was not ideological, and adamantly claimed he based his theories on facts. In this, he exaggerated greatly. His public policy essays and speeches were well written and often ingenious but overly simple assertions of free market claims based on a straightforward interpretation of Adam Smith, disregarding Smith’s many caveats and philosophical and psychological writings. Friedman’s social policies as opposed to his work on monetary policy were rarely substantiated by empirical research or even historical examples. His academic research, sometimes usefully provocative, was controversial and usually not adequate to justify his many claims.

Throughout his career, one of his major goals was to undermine the rising reputation of John Maynard Keynes, who since 1936 had strongly advocated government spending as a way to support rapid growth, rising wages, and low unemployment. Keynes elaborately argued that increases in public spending could ease recession and increase the long-term rate of growth. Friedman’s constant critiques of Keynes became a personal calling, as he devoted much of his more vigorous research to attempts at disproving the Keynesian models.

Friedman’s ingenuity, persistence, and articulateness were the sources of his attractiveness. In the 1970s, there was no other intellectual force comparable to him on America’s right. This son of working-class Jewish immigrants became an extreme political conservative at a time when those brought up like him were mostly liberals. His main competitor for conservative attention, Ayn Rand, a Russian-Jewish immigrant, was more romantic than analytical—her reputation depended on her novels far more than her philosophical essays. Friedman’s popularity also eased the path toward acceptability for complex analyses made by some of his controversial rightist economist colleagues, such as James Buchanan and Ronald Coase, who also advocated minimal government regulation and oversight.

Friedman remained the avatar of the conservative cause, however. He embarked on an intellectual adventure, doing seemingly fearless battle in academia and the halls of political power with the best minds of his time. Without him, the nation’s newly harsh attitudes toward government would not have become nearly as respectable or as popular.

Milton Friedman’s parents were born in the Hungarian part of Austro-Hungary and emigrated as teenagers to Brooklyn in the mid-1890s. They met there, married, and had three girls before a son arrived in the summer of 1912, a little more than six months after Ronald Reagan was born and a year before Richard Nixon. When Friedman was one year old, his parents bought a building on Main Street in Rahway, New Jersey, near the railroad tracks, where they would live and run a clothing factory and dry goods store. Before that, his mother worked as a seamstress in a garment factory—a sweatshop, as he later called it, about which, he proudly wrote, she never complained. Friedman was unclear about the success of his parents’ early business ventures. “Money was always a concern,” said Friedman. Yet the family was able to buy a Model T by 1918 when few others as yet could.

Friedman recalled being “fanatically religious” as a boy, abiding faithfully, for example, by the dietary requirements of Orthodox Judaism. He once ran away from his Boy Scout camp because the boys were cooking hot dogs containing pork, which was forbidden to him. But as a teenager, Friedman turned against Judaism with as much determination as he had once embraced it, pronouncing himself an agnostic. He was attracted to rule-based systems, and even as a youth demanded intellectual consistency in himself. His resoluteness and commitment to purity of thought were hints of his future absolutist nature.

His religious agnosticism was tested when his father died. Friedman, then fifteen and the only son, was required by Jewish law to attend a synagogue and say Kaddish, a prayer of mourning, every Saturday for a year. He hesitated to do it, but at last relented, traveling by bus for well over an hour to a synagogue every Saturday morning. He was a dutiful son, but remembered it as a violation of principle.

His father died in the midst of the Roaring Twenties, before the progressive politics of the Depression. If his father had any political influence on him, he did not recall it, and his mother, he said, was more consumed with raising her family than with politics.

Friedman went to public schools in Rahway and was an excellent student. He won a scholarship to Rutgers, a dozen miles away in New Brunswick, New Jersey, and participated in school activities. Despite his bookish ways, he was naturally affable, served on the school newspaper, and started several business ventures, including a tutoring service for struggling high school students. Anyone who met the adult Friedman was immediately struck by his articulateness and the force of his unhesitant voice, in distinct contrast to his diminutive stature; he stood about five feet tall. If his size bothered him, it hardly made
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