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Profits before
People

X EX

THE STORY OF CARL

Carl loved books and he loved history. After spending two years
in the army as part of the American occupation forces in Japan
immediately after World War II, Carl was hoping to graduate from
college and teach history—perhaps even at the university level —if
he could hang on to the GI Bill and his day job long enough to get
his PhD. But in 1950, when hed been married just a few months,
the surprise came that forced him to drop out of college: his wife
was pregnant with their first child.

This was an era when husbands worked, wives tended the
home, and being a good father and provider was one of the highest
callings to which a man could aspire. Carl dropped out of school,
kept his 9-to-5 job at a camera shop, and got a second job at a
metal fabricating plant, working with molten metal from 7:00 p.m.
to 4:00 a.m. For much of his wife’s pregnancy and his newborn
sons first year, he slept three hours a night and caught up on the
weekends, but in the process he earned enough to get them an
apartment and prepare for the costs of raising a family. Over the
next forty-five years, he continued to work in the steel and ma-
chine industry, in the later years as a bookkeeper/manager for a
Michigan tool-and-die company as three more sons were born.
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Carl knew he was doing the right thing when he took that
job in the factory, and he did it enthusiastically. Because the auto
industry was unionized, he found he was able to support his en-
tire family—all four sons—on one paycheck. He had fully funded
health insurance, an annual vacation, and a good pension waiting
for him when he retired. Carl had become a member of the middle
class. He may not have achieved his personal dream of teaching
history, but he had achieved the American dream. He was self-
sufficient and free.

Working with molten metal could be dangerous, but the
dangers were apparent, and Carl took every precaution to protect
himself so that he could return home safe to his family. What he
didn’t realize, however, was that the asbestos used at the casting
operation was an insidious poison. He didn’t realize that the as-
bestos industry had known for decades that the stuff could kill but
would continue to profitably market it for another twenty years
while actively using its financial muscle to keep the general public
in the dark and prevent the government from interfering.

A couple of years ago, Carl tripped on the stairs and ended up
in the hospital with a compression fracture of his spine. He figured
that fall also caused the terrible pain hed been experiencing in his
abdomen. The doctors, however, discovered that his lungs were
filled with mesothelioma, a rare form of lung cancer that is almost
always caused by exposure to asbestos. Mesothelioma is terminal,
and its victims die by slow and painful suffocation.

Just because some corporation put profit before people, Carl
got screwed.

I was Carl’s first child.

AN UNDECLARED WAR

My dad faced a painful death, but at least his job in a union shop left
him with health care after retirement. Most Americans don't even
have that reassurance anymore. More than 45 million Americans
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don’t have health insurance to cover expenses for a serious illness;
5 million have lost their health insurance in the past four years
alone. And it’s not just illness that worries most Americans today.
Americans are working more and making less. It’s getting harder
and harder to just get by.

There’s a reason for the pain Americans are suffering.

The America my dad grew up in put people before profits.
The America he lives in now puts profits before people.

In my dad’s America, 35 percent of working people were
union members who got a living wage, health insurance, and
defined-benefits pensions. These union benefits lifted all boats
because they set the floor for employment; for every union job,
there was typically a nonunion job with similar pay and benefits
(meaning roughly 70 percent of the American workforce back
then could raise a family on a single paycheck). People who were
disabled and couldn’t work could live on Social Security payments,
and the elderly knew they would have a safe retirement, paid for
by pensions, Social Security, and Medicare. The gap between the
richest and the poorest shrunk rather than widened.

That America is disappearing fast. The minimum wage—just
$5.15 per hour—is not a living wage. Workers are now expected
to pay for their own health insurance and their own retirement.
Pension plans are disappearing—30,000 General Motors employ-
ees lost theirs in 2005—and there’s continued talk of privatizing
Social Security. The safety net is ripping apart, and the results are
that the middle class is shrinking. The rich are once again getting
richer, and the poor are getting poorer:

» The inflation-adjusted average annual pay of a CEO went up
from $7,773,000 to $9,600,000 from 2002 to 2004. Meanwhile,
from 2000 to 2004, the inflation-adjusted median annual
household income went down from $46,058 to $44,389. In
other words, ordinary people’s income went down by $1,669
while CEO pay went up by $1,827,000.!
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» Over the past four years, from 2001 to 2005, America has
lost 2,818,000 manufacturing jobs. If you don't count jobs
produced by the military-industrial complex, the number
of private sector jobs created since 2001 has decreased by
1,160,000.2

» Although 67 percent of large employers (more than 500
employees) offer a traditional pension, that is down from
91 percent two decades ago, and it's dropping fast as more
companies freeze pensions and turn instead to 401(k)s.> Only
6 percent of Americans working in the private sector can rely
on a defined pension,* and 76 percent of Baby Boomers say
they don't think they are very prepared to meet their retire-
ment expenses.’

» Today only 60 percent of employers provide health care to
their employees. More than 45 million Americans were with-
out health insurance as of 2004, and we can only guess that
that number has grown.°

You don’'t need the numbers because you probably already
know someone who has been forced out of the middle class. Roger,
for instance, who once was a vice president of research and devel-
opment for a software engineering company, lost his job during
the dot-com bust and never got it back. After being unemployed
for seven years, he’s thinking of getting a job as a “landscape engi-
neer’—that’s a gardener—at a tenth of his former salary.

Or there’s the case of Bob, a college graduate who has been
holding three jobs for the past five years, one full-time as a book-
store clerk, two part-time. Even though he works sixty hours a
week, he doesn’t make enough money to rent his own apartment
(he rents a room in a shared flat) and he can’t afford health in-
surance. He hopes his allergies don't turn into asthma because he
can't afford the medication he would need for that.

Too many Americans are just holding on. Consider Amy:
Divorced from her alcoholic husband, she has gone back to school



INTRODUCTION: PROFITS BEFORE PEOPLE 5

full-time to become a teacher; she earns a living by catering on the
weekends. A single mother, she and her daughter share a studio
apartment. Amy has neither health insurance nor child care and
no nearby relatives—she relies on neighbors to take care of her
daughter. One major illness and Amy would be homeless.

And then there are most of the rest of us, who have good jobs
but still don’t feel secure about the future. Ralph and Sally both
get health insurance through their jobs, but their mortgage eats
up more than 60 percent of their income, and the clothes and the
necessities they buy for their two kids consume whatever might be
left after groceries and utilities. They have health insurance but no
pension. Their retirement is based on the few thousand dollars a
year they can put into their IRAs. They wonder how they will be
able to send their kids to college and afford to retire.

Today a man like my dad couldn’t support a family of six
on one paycheck. The middle class my dad belonged to is on its
deathbed. Meanwhile, sitting around the pool, waiting for the
dividend checks to roll in (while paying a maximum 15 percent
income tax), the corporate class grows even wealthier.

How can this be?

How is it that companies could sell asbestos when they knew
it would kill people? Why do people go hungry in America, the
world’s wealthiest nation? Why is it that people like you and me
who work long, full days cannot afford to get sick, cannot buy
houses, and cannot send their kids to college? What’s happened to
the middle class?

These questions are about our economy, but the answer is
about who we are as a country.

DEMOCRACY AND THE MIDDLE CLASS

The most ancient form of democracy is found among virtually all
indigenous peoples of the world. It’s the way humans have lived
for more than 150,000 years. There are no rich and no poor among
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most tribal people—everybody is “middle class” There is also little
hierarchy. The concept of “chief” is one that Europeans brought
with them to America—which in large part is what produced so
much confusion in the 1600s and 1700s in America as most Native
American tribes would never delegate absolute authority to any
one person to sign a treaty. Instead decisions were made by con-
sensus in these most ancient cauldrons of democracy.

The Founders of this nation, and the Framers of our
Constitution, were heavily influenced and inspired by the democ-
racy they saw all around them. Much of the U.S. Constitution
is based on the Iroquois Confederacy—the five (later six) tribes
who occupied territories from New England to the edge of the
Midwest. It was a democracy with elected representatives, an up-
per and lower house, and a supreme court (made up entirely of
women, who held final say in five of the six tribes).

As Benjamin Franklin noted to his contemporaries at the
Constitutional Convention: “It would be a very strange thing if Six
Nations of Ignorant Savages should be capable of forming a Scheme
for such an Union and be able to execute it in such a manner, as
that it has subsisted Ages, and appears indissoluble, and yet a like
union should be impracticable for ten or a dozen English colonies”

The Framers modeled the oldest democracies, and the old-
est forms of the middle class, and thus helped create the truly
widespread and strong first middle class in the history of modern
civilization.

Back in Europe, however, the sort of democracy the Framers
were borrowing and inventing, and even the existence of a mid-
dle class itself, was considered unnatural. For most of the seven
thousand years of recorded human history, all the way back to
the Gilgamesh Epic, the oldest written story, what we call a middle
class is virtually unheard of—as was democracy. Throughout most
of the history of what we call civilization, an unrestrained econ-
omy and the idea of hierarchical social organization has always
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produced a small ruling elite and a large number of nearly impov-
erished workers.

Up until the founding of America, the middle class was
considered unnatural by many political philosophers. Thomas
Hobbes wrote in his 1651 magnum opus Leviathan that the world
was better off with the rule of the few over the many, even if that
meant that the many were impoverished. Without a strong and
iron-fisted ruler, Hobbes wrote, there would be “no place for in-
dustry ... no arts, no letters, no society.” Because Hobbes believed
that ordinary people couldn’t govern themselves, he believed that
most people would be happy to exchange personal freedom and
economic opportunity for the ability to live in safety and security.
For the working class to have both freedom and security, Hobbes
suggested, was impossible.

Our nation’s Founders disagreed. They believed in the rights
of ordinary people to self-determination, so they created a form
of government where We the People rule. They declared that all
people, and not just the elite, have the right to “life, liberty, and the
pursuit of happiness.” (In that declaration, Thomas Jefferson re-
placed John Locke’s famous “life, liberty, and property” with “life,
liberty, and happiness”—the first time the word had ever appeared
in the founding document of any nation.) They believed that We
the People could create a country founded on personal freedom
and economic opportunity for all. The Founders believed in the
power of a middle class; and in defiance of Hobbes and the con-
ventional wisdom of Europe, they believed that democracy and a
middle class were the “natural state of man.

As John Quincy Adams argued before the Supreme Court
in 1841 on behalf of freeing rebelling slaves in the Amistad case,
he stood before and pointed to a copy of the Declaration of
Independence:

That DECLARATION says that every man is ‘endowed by
his Creator with certain inalienable rights,” and that “among
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these are life, liberty, and the pursuit of happiness””. . . I will not
here discuss the right or the rights of slavery, but I say that the
doctrine of Hobbes, that War is the natural state of man, has
for ages been exploded, as equally disclaimed and rejected by
the philosopher and the Christian. That it is utterly incompat-
ible with any theory of human rights, and especially with the
rights which the Declaration of Independence proclaims as self-
evident truths.

It turns out that the Founders knew something Hobbes
didn’t know: political democracy and an economic middle class is
the natural state of humankind. Indeed, it’s the natural state of the
entire animal kingdom.

For example, biologists used to think that animal societies
were ruled by alpha males. Recent studies, however, have found
that while it’s true that alpha males (and females, in some species)
have the advantage in courtship rituals, that's where their power
ends. Biologists Tim Roper and L. Conradt discovered that ani-
mals don’t follow a leader but instead move together.”

James Randerson did a follow-up study with red deer to prove
the point.® How does a herd of deer decide it’s time to stop grazing
and go toward the watering hole? As they’re grazing, various deer
point their bodies in seemingly random directions, until it comes
time to go drink. Then individuals begin to graze while facing one
of several watering holes. When a majority of deer are pointing to-
ward one particular watering hole, they all move in that direction.
Randerson saw instances where the alpha deer was actually one of
the last to move toward the hole rather than one of the first.

When I interviewed Tim Roper about his research at the
University of Sussex in the United Kingdom, he told me that when
his findings were first published, scientists from all over the world
called to tell him that they were seeing the same thing with their
research subjects. Birds flying in flocks aren’t following a leader
but monitoring the motions of those around them for variations



INTRODUCTION: PROFITS BEFORE PEOPLE 9

in the flight path; when more than 50 percent have moved in a
particular direction—even if it’s only a quarter-inch in one direc-
tion or another—the entire flock “suddenly” veers oft that way.
It’s the same with fish and even with swarms of gnats. Roper said
that his colleagues were telling him that from ants to gorillas, de-
mocracy is the norm among animals. Just like with indigenous hu-
man societies—which have had hundreds of thousands of years of
trial and error to work out the best ways to live—democracy is the
norm among animals, and (other than for the Darwinian purpose
of finding the best mate) hierarchy/kingdom is the rarity.

Thus, we discover, this close relationship between the middle
class and democracy is burned into our DNA—along with that of
the entire animal kingdom (an ironic term, given this new infor-
mation). In a democracy there may be an elite (like the alpha male
deer), but they don’t rule the others. Instead the group is ruled by the
vast middle—what in economic terms we would call a middle class.

A true democracy both produces a middle class and requires
a middle class for survival. Like the twin strands of DNA, democ-
racy and the middle class are inextricably intertwined, and to
break either is to destroy the viability of both.

In human society as well, to have a democracy we must have
a middle class. And to have a true middle class, a majority of the
people in a nation must be educated and economically secure and
must have full and easy access to real news so they can make in-
formed decisions. Democracy requires that its citizens be able to
afford to take care of themselves and their families when they get
sick, to afford a decent place to live, to find meaningful and well-
paying work, and to anticipate—and enjoy—a secure retirement.

This is the American Dream. It’s the America my dad grew
up in and the America I grew up in. It's the America that is quickly
slipping away from us under the burden of crony capitalism and a
political system corrupted by it.
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When there is no American Dream, when there is no middle
class, there cannot be real democracy. That's why when elections
are brought to nations that are in crisis or that don’t have a broad,
stable, well-educated middle class—such as Egypt, Iraq, Iran, and
the Palestinian territories—the result is aristocrats, “strongmen,’
or theocrats exploiting those elections as a way of gaining decid-
edly undemocratic power.

Americas Founders understood the relationship between the
middle class—what Thomas Jefterson called the yeomanry—and
democracy. Jefferson’s greatest fear for the young American na-
tion was not a new king but a new economic aristocracy. He
worried that if a small group of citizens became too wealthy—if
America became polarized between the very rich and the very
poor—democracy would vanish.

Our democracy depends upon our ability to play referee to
the game of business and to protect labor and the public good. It is
both our right and our responsibility, Jefferson insisted, to control
“overgrown wealth” from becoming “dangerous to the state”—
which is, so long as we are a democratic republic, We the People.

When wealth is concentrated in the hands of the few and
the middle class shrinks to the point where it’s no longer a politi-
cally potent force, democracy becomes a feudal aristocracy—the
rule of the elite. As Franklin D. Roosevelt pointed out in 1936,
the rule of the many requires that We the People have a degree of
economic as well as political freedom. When We the People are
given the opportunity to educate ourselves, earn a living wage, own
our own homes, and feel confident that we have good child care,
health care, and care in our old age—in short, when America has
a thriving middle class—America also has a thriving democracy.

Without this strong and vibrant middle class, democracy
cannot exist; instead, it becomes a caricature of itself. There are
leaders and elections and all the forms, but they’re only for show;
the game is now rigged.
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DEMOCRATS VERSUS THE CONS

There’s a battle waging today in America that will decide the future
of the middle class. On the one side are those like Thomas Jefferson
who believe that a free people can govern themselves and have
the right to organize their government to create a strong middle
class—which will, in turn, keep the government democratic. On
the other side are those like Thomas Hobbes who believe that only
a small elite can and should govern and that the people should be
willing to pay the price of poverty in exchange for security.

Those who don’t want democracy understand that a middle
class will always work to create democracy, which is why they are
so opposed to middle-class-creating government policies like free
public education, limits on the concentration of ownership of the
media, and social safety nets like universal health care and Social
Security. They understand that such policies have, and always will,
bring about a strong and vibrant middle class that will, in turn,
both demand and create a more democratic society.

Who are these people who want to undermine the middle
class? They often call themselves “conservatives” or “neo-conser-
vatives,” but these people are not true conservatives. They don’t
want to “conserve” or protect the America the Founders gave us. I
call them “cons” because they are conning America.

My dad was a staunch Republican all his life, but he didn’t
believe that a small elite should rule America. He was glad the
government provided safety nets like Social Security and Medicare
and made unionization possible. My dad, and most of the other
real conservatives I have known, believed in the middle class and
believed in democracy.

The battle we face in America today is not between liberal and
conservative, nor is it between big-D Democrat and Republican.
The battle we face today is between those of us who want to pro-
tect our democratic heritage and the cons who want to create an
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America that benefits only a small elite organized around corpo-
rate power and inherited wealth.

THE CON GAME

Two types of cons have worked together to screw the middle class.
Call them the predator cons and the true believer cons.

Predator Cons

Predator cons are simply greedy. They use politics and/or phi-
losophy as a cover for their theft of our common resources and as
a rationalization for their growing wealth in the face of growing
societal poverty. They are not conservatives in any true sense—
they are not interested in conserving American values or even in
keeping American wealth in America. Theyre the ones who ship
jobs overseas, lobby for tax breaks from Congress, fight against
the inheritance tax, and reincorporate their companies offshore to
avoid paying U.S. corporate taxes.

The predator cons’ rationalization for their obscene pileup
of wealth is that they’re simply playing the game by the existing
rules; and that’s true to a large extent—except that they’re also the
ones who bought and paid for the politicians who set up the rules
for them. They have conned America into believing that they care
about the American economy when all they care about is making
money for themselves.

A great example of a predatory con is NAFTA, the North
American Free Trade Agreement. These agreements lower wages
for American workers—they do not create well-paying jobs in
America. They create record trade deficits. Cons don’t even try to
argue that free-trade agreements are good for America anymore.
Agreements like these—such as the Central American Free Trade
Agreement (CAFTA)—are passed now (by a single vote in the
Senate in 2005) only because corporate America needs them to reap
tremendous profits from the low wages they extract in nonunion-
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ized, nondemocratic, and socially disorganized countries; preda-
tor cons succeed in passing these agreements by threatening to
withhold campaign funds from anyone who dares to oppose them.

It’s an old game that the robber barons of the nineteenth cen-
tury knew well how to play.

True Believer Cons

The second type of con is perhaps even more dangerous than the
predators. They're the true believers.

Just as true believers in communism brought about the
death of tens of millions in Russia from the time of the Bolshevik
Revolution until the fall of the Berlin Wall, so too the true believ-
ers in laissez faire capitalism believe that if only government would
go away, everything would be just fine. Employers would become
benevolent, employees would be enthusiastic, and bureaucratic
inefficiencies would vanish.

These so-called free marketeers aren’t bothered by the con-
solidation of companies or the loss of competition that happens
when markets are unregulated. Like Thomas Hobbes, the true
believers assume that society will run best when run by the small
elite that comes out on top. They believe in corporatocracy—the
view that an economic aristocracy benefits the working class be-
cause wealth will “trickle down” from above to below.

Ronald Reagan was a true believer. He didn't understand
economics, and the simple notions of self-sufficiency and a pio-
neering spirit appealed to him. He asked, in essence: “Why would
somebody want to regulate a business? Wouldn't it eventually al-
ways do what was best without regulation?”

What Reagan and his followers failed to understand was that
business will not always do what’s best for society. In fact, the fun-
damental goal of business—to maximize assets and profits while
externalizing costs and liabilities—is often destructive to the pub-
lic good. This becomes particularly obvious when business owners
do notlive or otherwise participate in the same society and culture
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as their customers. A small-business owner can’t run sewage out
his door or pay his workers below a living wage because he has to
face his next-door neighbor and his next-door neighbor’s kid, who
may want to work in his shop.

The same is not true, however, for multinational corpora-
tions. Executives of large corporations don’t live in the same so-
ciety as the people who work for them and who live next to their
factories. As a result, the legacy of unregulated big business and
the concentration of wealth in the hands of the few is pollution,
worker exploitation, cuts to worker safety, and the bestowing of
profits to the company’s elite while cutting benefits to the compa-
ny’s rank and file.

The true believer cons would just be wrong, and not danger-
ous, if they didn’t try to hide their corporatocratic, market-before-
people agenda. They have discovered, however, that most people
don’t agree with them that a government ruled by a small elite is
the most stable form of government and that stability and pre-
dictability are more important than democracy. Saying this sort of
thing out loud loses elections, so these conservatives have learned
to con the public by hiding their agenda behind euphemisms and
double-speak.

The Bush Jr. administration has perfected the true believer
con. Letting a corporate elite control, profit from, and make deci-
sions about our air, water, and sewage systems is called the Clear
Skies Initiative and the Clean Water Initiative; or, when they're
feeling a bit more open, “privatization.” Letting a corporate elite
count our votes in secret on their privately owned machines and
tell us how we voted is called the Help America Vote Act. Cutting
holes in our social safety net programs like Social Security and
Medicare is called “strengthening” these programs through in-
creased “consumer-driven choice” and “personal accounts.”

Cons suggest that when consumers pool their risk with a
private, for-profit corporation to protect personal property, it is
called “insurance” and its a good thing; but when citizens pool
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their risk with the government to guarantee health care, retire-
ment, and a social safety net, that is “socialism” and should be
“privatized” Translated, the cons’ policies mean only one thing:
you and I get screwed.

Will we choose a society of, by, and for We the People or
a society ruled by the cons’ corporatocracy? Will we choose to
maintain the middle class that has made America a democracy, or
will we let the middle class get screwed?

FIGHTING BACK

When cons took over the United States during Reconstruction
after the Civil War and held power until the Republican Great
Depression, the damage they did was tremendous. Our nation
was wracked by the classic scourges of poverty—epidemics of
disease, crime, and riots—and the average working person was
little more than a serf. The concepts of owning a home, having
health or job security, and enjoying old age were unthinkable for
all but the mercantile class and the rich. America seemed to be
run for the robber barons and not for the thousands who worked
for them. Democracy in America was at its lowest ebb; our nation
more resembled the Victorian England that Dickens wrote of than
the egalitarian and middle-class-driven democracy that Alexis de
Tocqueville saw here in 1836.

All that changed in the 1930s, when Franklin D. Roosevelt’s
New Deal brought back the middle class. His economic stimulus
programs put money in people’s pockets, and the safety nets he cre-
ated—like Social Security—ensured that no one would fall out of
the middle class once they had gotten there. His programs worked,
creating what has been called the Golden Age of the middle class.
During these years, from the 1940s until Reagan took power, de-
mocracy in America resurged along with the middle class.

But after forty years of prosperity, in the 1980s Americans
began drinking the cons’ Kool-Aid with startling rapidity. Three
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“conservative” Republican presidents and one “conservative”
Democrat have crushed the middle class and brought our nation
to the brink of a second Great Depression.

In 2005 the U.S. trade deficit hit an all-time high at a whop-
ping $725.8 billion. Over the past five years, the U.S. economy has
experienced the slowest job creation since the 1930s, with fewer
private-sector hours worked in 2005 than in 2001. For the first
time since the Great Depression, in 2005 American consumers
spent more than they earned, and the government budget deficit
was larger than all business savings combined.” We are financing
today’s consumption with tomorrow’s bills, and sooner or later the
chits will come in and the middle class will be the big losers—put-
ting democracy itself at risk again.

The way out of this mess isn’t difficult to understand—we’ve
done it before. Remember that businesses are run like kingdoms,
with CEO kings, executive princes, and worker serfs, so theyre
essentially anti-democratic. Avoiding the cons’ scenario simply
requires us to remember that a middle class won't emerge when
business has more influence in the halls of government than do
We the People. Without democracy there can be no middle class;
and without a middle class, democracy will wither and die.

Whether our economy benefits billionaires or the rest of us is
determined by how we handle economic policy. It depends espe-
cially on a fundamental grasp of two concepts: classical economics
and an internal government-spending stimulus.

Classical Economics

For more than two hundred years—until Ronald Reagan became
president—economics was not hard to understand. Everyone
could figure out that when working people have money, they
spend most of it. When extremely wealthy people have money,
they save most of it. It's the spending of money by working people
that creates consumer demand. Consumer demand in turn creates

business opportunities, and that creates jobs.
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In 1981 Reagan introduced America to trickle-down econom-
ics, also called (by George H. W. Bush, who understood classi-
cal economics even though he later had to placate the con base)
“voodoo economics.” Reagan’s concept, in a nutshell, was that if
we reorganized society so that the wealth of the rich grew sud-
denly and quickly, theyd use that money to build factories and
hire more people, thus allowing their wealth to “trickle down” to
the workers.

This assertion of Reagan’s was new—it had never before hap-
pened in the history of the world. Certainly small groups of politi-
cal and/or economic elites had concentrated wealth at the expense
of society generally, but none had ever before said they were doing
it because economics justified it. Kings throughout history had
simply claimed the divine right of kings.

Even though voodoo economics had never been tried,
Reagan was able to convince average Americans that it would
work, and got it pushed through Congress. (Members of Congress
saw it for what it was, but so did their wealthy contributors who
would benefit from it, so Republicans and a few sellout “conserva-
tive” Democrats in Congress went along.) To institute his voodoo
economics, Reagan slashed top marginal income tax rates on mil-
lionaires and billionaires from 70 percent to 50 percent in 1981
and all the way down to 28 percent by 1988."°

The result wasn't at all what Reagan expected. Rather than
create income, the Reagan tax cuts dropped the United States into
the greatest debt in the history of the world. Reagan turned to his
conservative friend Alan Greenspan, who suggested that Reagan
could hide part of the debt by borrowing a few hundred billion
dollars a year from the Social Security Trust Fund." Reagan fol-
lowed Greenspan’s advice, which is why we have a Social Security
crisis today: the government borrowed all the money in the fund
from 1982 to today to help cover the voodoo economics budget
deficit; and now, to pay back Social Security, income taxes—which
hit millionaires and billionaires (unlike Social Security FICA taxes,
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which are taken only on the first $90,000 of income from working
people)—rose substantially.

Additionally, as would be expected, the rich got fabulously
richer under Reagan. From 1980 to 1990, the income of the
wealthiest 5 percent of Americans rose by 25 percent while the
income of the bottom 40 percent stayed absolutely flat.’* This is
why the most wealthy in America didn’t use their money to build
factories—after all, there wasn't a significant increase in demand,
so why manufacture things that people can’'t afford? Instead this
nation’s rich loaned some of their money to the U.S. government
so it could pay the bills Reagan was running up, getting it back
over the ensuing twenty years with a healthy dose of interest, paid
for by future taxpayers.

Although trickle-down economics did produce millions of
jobs, they were almost all outside of the United States, while at
the same time good U.S. manufacturing jobs vanished. The only
accomplishment of trickle-down economics was to produce a na-
tion of peons.

Thealternativeisto return to classical economics. When work-
ing people have money to spend, they create a demand for goods
and services, which allows entrepreneurs to start businesses to
meet that demand. The entrepreneurs employ more working peo-
ple, who then have more money to spend. The middle class grows.

Think about it. What would you do if someone gave you an
extra $20,000? Maybe you would take a vacation or buy a new car,
new clothes, or new appliances. Even if you used the money to
pay off old bills, you would then have more to spend in the future
because you wouldn’t have interest payments. And when you buy
more, you create demand, which means more people can be put to
work—and the economy grows.

Now think about what Bill Gates would do if someone gave
him an extra $20,000—or an extra $20 million or more, as George
W. Bush’s first tax cuts did. Would he even notice? Hed probably
just send it along to his accountant and forget all about it. The only
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thing that’s going to grow is Bill Gates’s bank account. That’s the
difference between giving money to the rich and giving money to
you and me.

This economic truth is just common sense. When people in
the lower and middle economic layers of society have increased
income, all of society eventually gets richer because working
people’s spending most of their incomes is the engine that creates
economic demand for goods and services.

To bring back the middle class, we must reinstitute common-
sense classical economics: we must pay a living wage to working
people, protect U.S. industries, and reinstate progressive taxation
so the very wealthy pay a share of their income that reflects their
heavier use of the commons and their increased access to the en-
gines of wealth generation.

Government-spending Stimulus

Our annual savings rate in the United States has recently hit a
low of -0.5.”* You don’t usually see a number like that in a book
about the modern U.S. economy. That negative number means
not only that people aren’t saving but that they’re spending what
savings they have. The last time we saw an annual savings rate in
negative numbers like that was in 1933—the trough of the Great
Depression.

The unemployment rate has hovered at 4.9 percent, but the
government figures don’t include “discouraged workers” who want
jobs but have stopped looking. When you add that category, you
get an unemployment rate of 8.3 percent."* That’s creeping into
dangerous territory. If you considered underemployment in the
same category, wed be back in the Great Depression right now.

So what’s keeping the U.S. economy afloat? Turns out,
not much.

First, there’s personal debt. The American middle class is
more in debt than ever before in the history of this nation. While
cons like to say “more people own their homes than ever before,”
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that’s only true if by “own their homes” you mean “are massively
in debt to a bank instead of having a rental contract” Ditto for
people “owning their own cars” Add to that the average credit
card debt per household, which is now more than 2004’s record of
$9,312—up a whopping 116 percent over the past 10 years."”

In large part this personal debt has been sustained by a single
force—the steady increase in the “value” of housing, particularly
since Alan Greenspan threw interest rates into negative territory
in 2003-2004 to help George W. Bush get reelected. People refi-
nanced their homes, “extracted equity; and spent it as if it were
income—fueling consumer demand and keeping the economy
afloat. But as a result, Americans are now deeper in debt than ever,
and many with adjustable-rate or interest-only mortgages are be-
ing wiped out as interest rates rise back up into normal territory.

While increasing personal debt has accounted for some of
the appearance of a stable American economy, a much larger fac-
tor has been government borrowing and war spending. In 2005
the Bush administration was borrowing more than $2 billion per
day—and spending nearly all of it back into the U.S. economy. This
spending—a good chunk of it going to cronies of Bush and Cheney
for rebuilding Iraq and New Orleans—provided a cosmetic stimu-
lus that helped make the economy appear to be working. It was
similar to how the family next door might seem like they’re living
large—until you discover theyre $60,000 in debt on twenty dif-
ferent credit cards. In the case of our nation, Bush Jr’s credit card
bill is for more than $4,000 billion ($4,000,000,000,000), on top of
Reagan’s and Bush Sr’s $3 trillion debt—a bill that will be paid by
our children and our grandchildren.

One of the most tragic parts of Bush Jr’s borrowed-money
government-spending stimulus was that it was for defense spend-
ing. Although FDR used deficit spending (albeit a fraction of what
Reagan or Bush has done) to finance such New Deal enterprises
as the Works Projects Administration (WPA), he used that money
to build core parts of Americas infrastructure—roads, bridges,
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dams, reforestation, urban reconstruction, and water and sewage
systems. Much of it is still producing a return on investment more
than seventy years later. Bush’s spending, however, leaves only
soldiers with post-traumatic stress disorder, a depleted-uranium-
contaminated wasteland in the Middle East, and a few dozen fat
cats in the defense industry.

Government spending can be used to rebuild the middle
class. When government builds a bridge or a school or a water
treatment plant, that infrastructure strengthens communities and
lasts for generations, providing a continuous and growing return
on the initial investment. Government can invest in jobs, provid-
ing workers with good wages that they will reinvest in consumer
goods. Government can provide workers with a social safety net
and with high-quality public education that will help them climb
out of poverty and into the middle class. Government can regulate
business, creating a level playing field for workers. It worked well
between 1935 and 1981, and it could work again.

Along with increasing personal debt and a deepening govern-
ment-spending deficit, the American economy has been pushed by
a growing trade deficit (also known as the “balance of payments”
debt). In 2005 we bought more than $700 billion more in goods and
services from other countries than we sold (and more than $200
billion of that was just with China!). We've been doing this pretty
constantly ever since the mid-Reagan years, when he began hollow-
ing out the core of American manufacturing, a process that kicked
into warp speed when Bill Clinton pushed through and signed
NAFTA and the General Agreement on Tariffs and Trade (GATT).

The result is that countries all over the world are sitting on
dollars we've paid them for things we bought, but they don’t want
to buy anything back from us because we no longer manufacture
TVs or computers or shoes or much of anything. So what do they
do with the money? They buy us. They buy our remaining manu-
facturing companies, our ports, our banks, our forests, our land-
mark buildings, and our real estate. Chrysler is gone, as is John
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Hancock Insurance. Ditto for Wells Fargo Bank and what was the
Helmsley Building in New York.

Reagan, Bush Sr., Clinton, and Bush Jr.—and twenty-five
years of a largely “conservative” (that is, “con”) Congress—have
quite literally sold oftf America in exchange for enough money to
keep on buying consumer junk to stock the shelves of Wal-Mart
and other “value” retailers of foreign goods.

The nonprofit www.EconomyInCrisis.org offers figures com-
piled from IRS tax returns that show that large chunks of “America”
are no longer owned by Americans (see the list on pages 23-24).

Cons call this “insourcing” and tell us its a good thing.
“Toyota is giving Americans jobs by building factories here!” they
shout with a smile as they give Toyota another huge tax break
(paid for by its workers) to site a factory. “Your company has been
bought by the Saudis and the ports are owned by the British, but
your paycheck is still just as good!” they reassure us.

But there’s a reason why companies do business: to make
a profit. And when the company is an American company, that
profit typically stays in America, where it's used to build more
factories or buy more advertising or pay better salaries. It con-
tributes to economic growth. It keeps going around and around
in our economy, getting taxed in each cycle and thus providing
for good schools, safer roads, and decent salaries for our cops
and firefighters.

When foreign-owned companies do business in America,
however, they do so with the expressed purpose of taking their
profits home. Paine Webber’s profits now go to Switzerland,
Amocos go to the United Kingdom, and Transamerica’s go to the
Netherlands. Chrysler’s profits go to Germany; ditto for Random
House’s and Westinghouse’s.

The con has gone global and is even now starting to hit some
western European countries that have been seduced by the so-
called free-trade sales pitch for increased corporate power and
decreased citizens’ rights.
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Percentage of Foreign Ownership of Specific U.S. Industries

» Sound-recording industries 97%

» Commodity contracts dealing and brokerage 79%
» Motion picture and sound-recording industries 75%
» Metal ore mining 65%

» Motion picture and video industries 64%

» Wineries and distilleries 64%

» Database, directory, and other publishers 63%

» Book publishers 63%

» Cement, concrete, lime, and gypsum products 62%
» Engine, turbine, and power transmission equipment 57%
» Rubber products 53%

» Nonmetallic mineral product manufacturing 53%

» Plastics and rubber products manufacturing 52%

» Plastics products 51%

» Otherinsurance-related activities 51%

» Boiler, tank, and shipping containers 50%

» Glass and glass products 48%

» Coal mining 48%

» Sugar and confectionery products 48%

» Nonmetallic mineral mining and quarrying 47%

» Advertising and related services 41%

» Pharmaceutical and medicine 40%

» Clay, refractory, and other nonmetallic mineral products 40%
» Securities brokerage 38%

» Other general-purpose machinery 37%

» Audio and video equipment manufacturing and
reproducing magnetic and optical media 36%

» Support activities for mining 36%

» Soap, cleaning compound, and toilet preparation 32%
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Foreign Ownership of U.S. Industries (continued)

» Chemical manufacturing 30%
» Industrial machinery 30%

» Securities, commodity contracts, and other financial
investments and related activities 30%

» Otherfood 29%

» Motor vehicles and parts 29%

» Machinery manufacturing 28%

» Other electrical equipment and components 28%

» Securities and commodity exchanges and other
financial investment activities 27%

» Architectural, engineering, and related services 26%
» Credit card issuing and other consumer credit 26%
» Petroleum refineries (including integrated) 25%

» Navigational, measuring, electromedical,
and control instruments  25%

» Petroleum and coal products manufacturing 25%

» Transportation equipment manufacturing 25%

» Commercial and service industry machinery 25%

» Basic chemicals 24%

» Investment banking and securities dealing 24%

» Semiconductor and other electronic components 23%
» Paint, coatings, and adhesives 22%

» Printing and related support activities 21%

» Chemical product and preparation 20%

» Iron, steel mills, and steel products 20%

» Agriculture, construction, and mining machinery 20%
» Publishing industries 20%

» Medical equipment and supplies 20%

Source: www.economyincrisis.org/congress/foreignownedind.asp
(accessed March 25, 2006).
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But it really began in full force here, with Reagan, Bush Sr.,
and Clinton, and here is where its fruits are most obvious. For more
than two hundred years, America was the wealthiest and most
powerful nation in the world. Today—after nearly three decades
of the cons’ economics and insane “free-trade” policies—were the
most indebted nation in the history of the world.

We've gone from being—pre-Reagan—the world’s largest
exporter of finished goods and the world’s largest importer of raw
materials to being—just over the past decade—the exact opposite.
We used to import iron ore, make steel, make cars, and export
them all around the world. Now Canadian and Mexican and
German companies mine raw materials from mines they own in
the United States, ship the ore to their nations or to China, manu-
facture the finished goods, and sell those goods back to us—with
dollars we give them in exchange for another few hundred billion
dollars’ worth of America every year.

There’s no reason to let the cons screw us over. We must not
stand by while our democracy becomes a corporatocracy, serv-
ing an elite group of billionaire CEOs. There is another way—and
we've done it before. Thomas Jefferson knew how to build a middle
class. Franklin Roosevelt knew how. We can do it, too. We can re-
create the America that built the middle class my dad entered, the
middle class in which he raised me.
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