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Preface

This book began at a particular time and place. In December 2005,
I attended the conference “The Conservative Movement: Its Past,
Present, and Future,” sponsored by the James Madison Program in
American Ideals and Institutions at Princeton University. I recall a
question posed by Larry Bartels, a political scientist at Princeton, to
a panel of conservatives who had been active in the 1960s. The
panel had been finding fault with the Bush administration. Bartels
wondered why conservatism in power had fostered so many com-
plaints from conservatives. His query suggested another question
to me. Had the effort to limit government since the election of Ronald
Reagan actually accomplished its goals? If not, why not? This book
seeks to answer these questions.

This book concerns the political struggle to constrain the activities
of the federal government. The federal government undertakes many
tasks, not all of which are covered in this book. I have focused on
spending and taxing largely because these activities provide our
best, if imperfect, measure of the ambit of government. I have largely
ignored the foreign policy of the federal government save for the
2003 war in Iraq, which I believe marked a departure in American
foreign policy. I took my starting point from Reagan’s aspirations in
1980. He did not propose to cut back defense spending or American
foreign policy. He did promise to limit government. As it turned
out, his foreign policy was restrained. The rest of the book will
render my view about his promise to limit government.

I owe thanks to many people for helping with this book. My
sincere appreciation goes first to Dan and Paula Cullen and the
Opportunity Foundation for their generous support of this work. I
appreciate their encouragement and patience, as the work went on
longer than planned.

I also owe many debts to the Cato Institute. Studying the history
of this era helped me appreciate the unique character of Cato. Ed
Crane has managed to keep Cato involved with but not subsumed
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THE STRUGGLE TO L1MIT GOVERNMENT

by the politics of the period treated in this book. He also did a good
job of not wondering why Samples was taking so long with the
book. My other colleagues at Cato also contributed to these pages.
They reflect perhaps a thousand conversations with Peter Van
Doren, who was generous as always with his time and encyclopedic
knowledge of the economics literature. Gene Healy and Justin Logan
alerted me to necessary changes late in the writing of the book. My
discussions with Bill Niskanen and Jagadeesh Gokhale informed
many parts of this book. I also appreciate David Boaz’s reading of
several chapters.

While each of these people has helped with the book, they are
not responsible for its contents or errors. That responsibility lies
solely with the author. I also appreciate having access to the holdings
of the Sheridan Libraries at Johns Hopkins University.

Finally, Iwould like to thank my wife for her support and patience.
My son Colin also offered some insights into the modern political
struggle in Washington. The struggle to sustain individual liberty
will soon fall to him and his generation. In libris libertas.



1. Building the Old Regime

The politics a president seeks to make must start somewhere.
Ronald Reagan sought to limit government. Before his presidency,
government had grown in an era dominated by progressive ideas,
institutions, and policies. These institutions and policies—what I
call here the progressive regime—had persisted for more than two
generations before Reagan’s coming. That persistence was not a
political accident. Master politicians constructed the progressive
regime. Their handiwork would challenge and constrain Reagan’s
effort to limit government. A history of the renewed effort to limit
government should begin by understanding how government got
too big and why it tended to stay that way.

Progressive Ideas

The story of progressivism does not begin with politicians like
Franklin Roosevelt or policies like Social Security. It begins with
men and women of ideas moved by a desire to profoundly change
the United States. Progressivism goes back to the 1880s. Its advocates
included many prominent academics, journalists, and preachers.!
We need not read them all. In 1909, a leading progressive journalist,
Herbert Croly, published The Promise of American Life, which summa-
rized the previous two decades of progressive thinking.? This book
influenced presidents, including Theodore Roosevelt, who plumped
for a New Nationalism that reflected Croly’s ideas. Progressivism
informed what would later be called the “religion of government”
espoused by the New Deal.? In a word, progressives sought to recon-
struct America.

What was Herbert Croly against? The American past: “The bond-
age from which Americans needed, and still need, emancipation
is . . . from the evasions, the incoherence, the impatience, and the
easy-going conformity of their own intellectual and moral traditions”
(p. 426). Croly identified that tradition with a Jeffersonian aspiration
to equal rights and liberty under law. That aspiration implied a
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political culture. Individuals create government to protect preexist-
ing rights. Government is limited by that delegation of power and
by constitutional safeguards for those rights. Government exists to
protect liberty so that individuals might pursue the good life as they
see fit. Life is not lived for collective ends or collective goods.

Croly recoiled from what he saw as the rampant individualism
and purified selfishness fostered by Jeffersonian ideals (p. 49). Jeffer-
sonian liberty did not lead to the correct pattern of economic out-
comes: “the traditional American confidence in individual freedom
has resulted in a morally and socially undesirable distribution of
wealth” (p. 22). The wealthy did not morally deserve their wealth.
Businessmen enjoy “economic privilege which enable them to wring
profits from the increasing American market disproportionate to the
value of their economic services” (p. 115). Society creates profits,
and the state taxes citizens “to secure for the whole community those
elements in value which are made by the community” (p. 380).
More unjust still was the perpetuation of such inequality through
inheritance. The son of the rich man did not earn his wealth. Such
unearned largesse makes for men of “very inferior intellectual and
moral caliber” who contribute little to the economic efficiency of the
nation (p. 203). Croly also believed inequalities of wealth loosened
the social bond, a bad thing in itself in a democracy (p. 204).

Croly thought America corrupt. The sins of the wealthy and busi-
nessmen polluted politics: business tries to corrupt government and
sometimes succeeds (pp. 116-17, 130). Business is a symptom of a
more general problem: Americans are motivated by self-interest in
politics rather than a concern for others or for the national good.
Politicians and their party machines run legislatures on the fuel of
self-interest while ignoring the public good (p. 330). State legislatures
were particularly corrupt (p. 320). Croly called labor unions “power-
ful and unscrupulous and well-organized special interests” that
threaten the national interest (p. 131). The public was also corrupted
by tradition and history. Americans remained devoted to Jefferson-
ian individualism. Public opinion obstructed necessary changes in
the United States (pp. 120-21).

Croly wore two masks, the prophet preaching moral decay and
the intellectual promising reasoned renewal. Both the prophet and
the intellectual went unheard by the people who remained attached
to their prejudices received from old Jefferson long ago. Jefferson’s
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shortcomings were the shortcomings of American institutions and
political culture. Americans had built their political house on an old
and morally unstable foundation. The house needed to be recon-
structed. It should become, as Croly’s magazine proclaimed, a
New Republic.

Americans wanted, according to Croly, “to become a worthier set
of men” (p. 12). Such improvement would not happen by itself.
Croly thought moral betterment should be planned rather than an
outcome of “the chaotic individualism of our political and economic
organization.” The American state should become responsible “for
the subordination of the individual to the demand of a dominant and
constructive national purpose” (p. 23). Croly identifies the national
purpose as realizing the democratic ideal (p. 6).* This nationalism
in turn depended on reconstruction: “human nature can be raised
to a higher level by an improvement in institutions and laws” (p.
399). The new American would be a person with a “special purpose”
in life. Such a purpose would become “exclusive for the individual
who adopts it, because of the single-minded and disinterested man-
ner in which it is pursued” (p. 411). The word “disinterested” is
crucial here. Quoting a fellow progressive, Croly says democracy
ultimately demands that every man “shall think first of the state
and next of himself. . ..” This subordination of the self to the collective
is described as “the perfection of human nature” (p. 418).

Could humans be improved? Croly called for expanding the pow-
ers and activities of the central government (p. 152). The state should
“increase the national spirit,” and its leaders should consciously
“promote the national welfare and those ideas and tendencies
whereby it was imperiled” (p. 40). The state should constrain the
selfish pursuit of wealth. Taxing inheritances both seizes undeserved
gains and improves the character of the heirs (pp. 381-85). Croly
says reconstruction permits “the preservation of the institution of
private property in some form.” The words “in some form” should
give us pause, not least because Croly immediately demands “the
radical transformation of [private property’s] existing nature and
influence.” The state must assume “many functions now performed
by individuals” and improve the distribution of wealth (p. 209). He
looked forward to a time when “industry became organized under
national control for the public benefit . . .” (pp. 415-16).
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Then there was the value of a good war. Croly believed that
nationalism and the national spirit might be enhanced in struggle
against a foreign enemy; the War of 1812, for example, had increased
a sense of national community among Americans (pp. 54-55). Later
the Spanish-American War engendered a strong national feeling
and “made Americans more sensitive to a national idea and more
conscious of their national responsibilities” (p. 169). The war that
forged the German nation in the 19th century brought “increased
security, happiness, and opportunity of development for the whole
German people.” Croly concludes, “A war waged for an excellent
purpose contributes more to human amelioration than a merely
artificial peace...” (pp. 255-56). Croly is not an extreme warmonger;
he does sense the costs of battle. Yet war had its advantages—“war
may be and has been a useful and justifiable engine of national
policy”—not least in forging a sense of national purpose (p. 255).

The nation also needed an elite to overcome its past. American
political culture had fostered a “cordial distrust of the man of excep-
tional competence, training, or independence as a public official”
(p- 170). These men of special vocation—progressives like Croly—
acted from disinterested motives and thus embodied a “higher type
of individuality,” which itself was “indispensable to the fullness and
intensity of American national life” (pp. 64-65). Croly wrote that
“in a national state, it is the man of exceptional position, power,
responsibility, and training who is most likely to be representative
and efficient” (p. 57). “Training, special ability, or long experience”
establishes a special claim to public office. The task of reconstruction
itself offered such higher types a chance “for all sorts of stirring and
responsible work, which would be demanded of individuals under
the proposed plan of political and economic reorganization” (p. 406).
These efficient and disinterested men would run the state and the
economy as a way to build a national democracy. But what of public
opinion and its devotion to individualism? Croly called for educa-
tion: the nation should engage in a hands-on experience of national
reconstruction: “its schooling consists chiefly in experimental collec-
tive action aimed at the realization of the collective purpose” (p. 407).

Croly hoped these leaders would transform the political culture
and institutions of the United States. His new republic would not
be a limited government. The national government would have the
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exclusive responsibility for “the regulation of commerce, the control
of corporations, and the still more radical questions connected with
the distribution of wealth and the prevention of poverty . . .” (p.
350). More generally, the federal government would be responsible
for the national welfare.

Croly believed politics should raise human nature above its nor-
mal course by fostering a higher type of person who served the
collective from disinterested motives. Such a person reveled in politi-
cal engagement and government service. In contrast, the lives people
live at liberty might turn out to be average, stuck in materialism
and selfishness. They too would need to be improved. Government
and politics should tend not only to the welfare of citizens but also
to their souls. The “higher self” that he hoped would follow the
triumph of progressivism showed little respect for the lives chosen
by those who did not wish to join his new republic.

It is difficult not to see a religious impulse lurking in Croly’s
aspirations. The national purpose—the realization of the democratic
ideal—was for him a sacred cause that “must be propagated by the
Word and by that right arm of the Word, which is the Sword”
(p- 21). What is the Sword? The Sword was the American state
undertaking “official national action” (p. 24). This talk of the state (the
Sword) pursuing a religious task (the Word) may disquiet readers in
the 21st century, especially coming from an author who believes the
“righteous use of superior force” brings order and peace to domestic
politics (p. 312). But Croly was not a sectarian bent on suborning
government to Christianity. He was far more interested in a new
earth than a new heaven. The transformed nation of his imagination
would serve as a substitute for the older biblical religions; philoso-
phers would replace churchmen, and the older creeds would give
way to a democratic faith.’

Croly assumed his progressive vision could be imposed on the
struggle of interests that constitutes politics. He hoped to create a
national identity for Americans that would transform their concep-
tion of their interests. The means to this transformation would be
institutional reform, broadly understood. Croly understood that the
progressive turn in American politics would not be merely a reform
of this or that abuse. It would be the founding of a new set of
institutions and policies, a new American regime, a reconstruction
that would change the United States from a nation of individualists
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under a limited government to a progressive polity inhabited by
disinterested citizens devoted to the nation.

Progressives in Power

Historians sometimes say that Franklin Roosevelt followed no
guiding ideology in creating the New Deal. He is said to have been
a pragmatic problem solver focused on the economic contraction
that began in 1929. But Roosevelt worked in a political context
informed by the ideas of progressivism, which has been called a
foundation of the New Deal.® The profound economic problems of
the early 1930s provided the atmosphere of crisis needed to turn
progressive theories into New Deal practice. Croly had called for
transforming the nation through institutional reform. Franklin Roo-
sevelt and his allies sought to make good on that promise. In the
1930s, progressive ideals became a progressive regime.

A New National Purpose

Herbert Croly had admired war as a means to nation-building.
In his inaugural address, Franklin Roosevelt compared fighting the
economic crisis to “the emergency of war” and asked “the great
army of the people” to fight the contraction “with a unity of duty
hitherto invoked only in time of armed strife.”” The appeal to war
was more than a metaphor. The New Dealers believed the War
Industries Board of 1918 had controlled and rationalized the econ-
omy. They “envisioned a much more forceful kind of national plan-
ning, rooted in the progressive era’s faith in system, process and
expertise.”

Congress responded by enacting the National Industrial Recovery
Act in 1933. The law included a Public Works Administration and
a right to organize labor. NIRA sought to imitate government man-
agement of the economy along the lines of the War Industries Board
through a new agency, the National Recovery Administration. The
new agency asserted control over large sectors of the economy by
setting prices, wages, and production quotas.’

A similar innovation involved agriculture. In 1935, the farm popu-
lation composed one-quarter of the total population of the nation."
The New Dealers undertook to set prices and production levels
through the Agricultural Adjustment Act. The AAA did stabilize
prices and reduce production, thereby giving benefits to producers
at a cost to consumers. Moreover, the AAA had political effects:
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farmers became much better organized and more skillful at influenc-
ing government."

This expanding government met resistance in the courts. Before
the New Deal, the U.S. Supreme Court opposed redistribution, pro-
tected liberty of contract, and generally upheld a strong right to
private property. In doing so, “they were fulfilling the property-
centered vision of society held by the founding generation.”*? This
interpretation of the Constitution was incompatible with the New
Deal, which claimed broad powers over property and economic
activity. The Supreme Court responded in 1935 and 1936 by invalid-
ating several acts of the New Deal, including the NRA. A majority
of the Court judged that the NRA lay beyond Congress’s power to
regulate commerce and constituted an unconstitutional delegation of
power from the legislature to the executive.” As for the Agricultural
Adjustment Act, a Court majority concluded, “It is a statutory plan
to regulate and control agricultural production, a matter beyond the
powers delegated to the federal government.”"

FDR responded by proposing to change the Supreme Court’s deci-
sions by changing the members of the Court. The defenders of consti-
tutional constraint would quickly come to be outnumbered by the
friends of state expansion. The “Court-packing plan” failed on the
battlefield of public opinion but won the larger war in the judiciary.
By 1941, the Supreme Court openly declared it would not enforce
previously recognized constitutional limits on government regula-
tion of business.” The New Deal consigned “property to a secondary
status with only minimal constitutional protection, a development
that allowed a wide sway for economic regulation.”® The larger
question remained—what would the federal government do with
its new powers?

The New Dealers had initially focused on reconstruction rather
than recovery. They distrusted capitalism and free markets and
preferred industrial planning and cooperation of business and labor
through cartels managed by the government. The New Dealers
believed deflation came from too much competition and production.
Consequently, the AAA tried to increase farm prices by cutting
output, allowing cooperative marketing, and imposing target prices
for commodities. The National Industrial Recovery Act enacted
industrial codes that restricted competition and production while
imposing labor market reforms. The economist Gene Smiley notes
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that “the NRA was attuned to discourage recovery, and thatis exactly
what it did.”” An economic recovery that began in late 1933 stalled
for two years; a more vigorous recovery began in late 1935 and
lasted through the election. In 1937, a new depression in some ways
more severe than the first commenced. At the end of Roosevelt’s
second term, the national economy had not recovered fully from
the initial contraction of the early 1930s."

Some New Dealers responded to these setbacks by calling for
renewed efforts to “tame” and control capitalism through govern-
ment oversight. These New Dealers developed “a common vision
of government—a vision of capable, committed administrators who
would seize control of state institutions, invigorate them, expand
their powers when necessary, and make them permanent actors in
the workings of the marketplace.”” James Landis, a head of the
Securities and Exchange Commission and the dean of Harvard Law
School, recommended a rapid and extensive expansion of regulatory
agencies to manage the economy. Landis had a deep faith in the
“massed expertise of hundreds of administrators” to overcome the
alleged shortcomings of markets.”

These same New Dealers came to believe that expertise could not
conjure lasting solutions to the “conflict and instability” inherent in
capitalism. The federal government—now called “the administrative
state”—would continually intervene in the economy to solve public
problems that could not finally be solved.” Croly and earlier progres-
sives had hoped government would create a new and harmonious
American republic. The New Dealers certainly shared Croly’s desire
for a powerful and intrusive national government. They doubted,
however, that the state could create lasting solutions to economic
problems.

This ambivalent faith in the state reflected the emerging view that
the United States was a “mature economy.” In the late 1930s, many
New Dealers believed that Americans would never again enjoy eco-
nomic growth similar to the half century of expansion before 1929:
“The great age of industrial growth was finally over. The basic
industries were built. No new sectors capable of matching railroads,
steel, and automobiles as engines of expansion were likely to
emerge.”” A progressive government would be charged with fight-
ing monopolies and ensuring the correct distribution of a limited
economic pie. The New Deal apologist Stuart Chase opined that
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“economic systems are going to be run deliberately and directly for
those ends which everybody knows they should be run for. . . . The
welfare of the community will be paramount.” Progressivism, sans
hope for a better future, had become an ideology of permanent
planning and muddling through.

FDR had another choice. His advisers (above all, Alvin Hansen)
thought government spending could increase consumer demand,
which in turn would become the driving force for production and
investment. This doctrine—Keynesianism—appealed to progres-
sives (and others) for many reasons. It offered a response to the
economic contraction and a way to avoid future recessions. It put
the economic expert at the center of government policy and national
life. By following the advice of economists, the federal government
could select—in theory at least—the correct policies to maximize
mass consumption. Continual economic growth and high consump-
tion would become the goals of progressivism.”

The experience of World War II belied the aspirations of the
administrative state. The enemies of the United States in that war
had administered their economies and societies; the experiences in
Germany and Italy suggested unhappy possibilities for Americans
if their state became too powerful. Advocates of the administrative
state implemented some of their ideas during the war years. For
example, the War Production Board, the central planning mechanism
of the American effort, deeply disappointed liberal hopes. Of course,
the war did not displace all articles of the progressive faith. After
the war, state management of aggregate demand would be deemed
essential to maximizing mass consumption.*

A nation’s institutions include the rules of its political game.” The
rules of the American political game changed. The federal govern-
ment was free of traditional restraints and undertook new responsi-
bilities. The Supreme Court no longer enforced constitutional con-
straints on government control of economic life. New Dealers had
constructed an administrative state. FDR established a new goal
(maximized consumption) for the national government. The older
public philosophy had understood individual liberty and the pursuit
of happiness to be the goal of government, to be achieved through
the rule of law. The New Dealers thought the new goal of mass
consumption implied activist government, and any weakness in
the economy required political attention. In that sense, the goal of
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maximized consumption seemed biased toward government action.
In time, however, theories and evidence might indicate the best
means to reach the new goal of prosperity might be less government
regulation and control. The successors to both the New Dealers and
their opponents would be obligated to attain (or trying to attain)
the most consumption possible. Political debate, especially the argu-
ments during a presidential election, would henceforth turn on who
could best “fix the economy.”

Progressivism in practice changed progressivism in theory. Croly
advocated institutional reform to reconstruct Americans morally
and politically. The citizens of the New Republic would be devoted
to collective good and to overcoming their individualism. The New
Deal sought to transform the nation by extending the ambit of the
federal government. But larger government did not necessarily
translate into more publicly spirited citizens or policies. For example,
the NRA benefited incumbent firms by restricting both entry into
a sector and price competition. The NRA experience raised the
question of whether a government that extensively intervened
in the economy would pursue a national good or simply some nar-
row interest of producers or other interest group. The federal govern-
ment also appeared to lack the administrative capacity to run the
economy.”

Keynesianism did not seek to change Americans in any way. It
assumed that citizens wanted more of whatever they wanted and
that such desires could be best fulfilled if the economy were con-
trolled by experts in the new science of economics. But such control
concerned what were called “aggregates,” such as total demand.
The individual consumer remained the same, even if the economy
around him changed. Keynesianism did not seek to foster an individ-
ual’s devotion to the nation or to some common good. It did not,
pace Croly, seek to improve individuals or the nation. Managers of
the economy, like businessmen, sought to give consumers what they
wanted; it did not seek to improve what they wanted. Progressives
would never wholly lose their religious fervor for social betterment,
but they had in fact adapted their policies to individualism. This
new goal changed politics.

Those who opposed FDR were forced to argue that their policies
would bring prosperity. Insofar as consumption became the consen-
sual end of government policies, other ideals—liberty and equality
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above all—could win debates only by becoming means to the end
of prosperity.

Social Security Act of 1935

The Social Security Act of 1935 proved an enduring part of the
New Deal. It offered public assistance to categories of people who
were deemed incapable of work, among them the blind, the elderly,
and dependent children. Over time, Aid to Families with Dependent
Children would redistribute billions of dollars and prove to be a
political failure. The act also set up two familiar programs: public
pensions for the elderly and unemployment compensation. The pen-
sions part—Social Security—would redistribute billions of dollars
and remain popular into the 21st century. The design of Social Secu-
rity would contribute to its public support and its persistence.

The economic problems of the 1930s increased the supply of pro-
posals to redistribute money to the elderly. The programs were
considered too expensive even by New Dealers.*® These plans had
a political flaw: they would be funded by general taxation. According
to Arthur Altmeyer, an early leader of the Social Security Adminis-
tration, FDR wanted the program to be “contributory social insur-
ance” rather than a plan funded by general taxation. FDR believed
contributions would make the program financially sound and mor-
ally acceptable; recipients would feel benefits were “a matter of
earned right.”*! Liberals would complain then and now about the
regressive nature of Social Security contributions. FDR saw the big-
ger, political picture: “We put those payroll contributions there so
as to give the contributors a legal, moral, and political right to collect
their pensions. . . . With those taxes in there, no damn politician can
ever scrap my social security program.”” The “earned rightness” of
the program would come from its private character: people worked,
paid wages, and received benefits. The design of these programs
created the illusion of individual responsibility: you paid into a
separate fund and received back the earnings from your invest-
ment.® The federal government would be “acting as a trustee for
those who have built up rights under the system.”* The “contribu-
tion-benefit” appearance also seemed to remove government from
the picture. The beneficiary was not receiving government assis-
tance. To be sure, the money came from the government, but its
role was incidental in a system of “self-help.”* Roosevelt’s insistence
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on an appearance of individualism created a problem for the Com-
mittee on Economic Security, the group charged with creating Social
Security. Its members assumed that the benefits of Social Security
would be universal from the start. This conflicted with FDR’s direc-
tion that the program be funded by contributions. Not everyone
had made contributions, but everyone would receive benefits. The
committee’s staff offered a way out of the dilemma. In the early
years of the program, contributions would exceed benefits for the
contributors. A part of these “excess” contributions could be used
to fund benefits to recipients who had not made any contributions.
Eventually, the staff thought benefits would be larger than contribu-
tions, thereby creating a deficit in the program that could be covered
by general revenues. However, the staff assured the committee that
when deficits appeared, they would be offset by declines in federal
subsidies to the states for old-age assistance, a redistributive pro-
gram already in place. Committee members concluded that federal
spending on older Americans would remain the same, despite a
deficit in Social Security itself.* Those who designed Social Security
assumed from the start it would not be self-financing in the long
run. The committee sent a proposal to FDR that foresaw program
deficits beginning in 1965.” Some later argued for a deficit financed
by general revenue raised by a progressive income tax.*

Treasury Secretary Henry Morgenthau Jr. had doubts about the
committee’s work. When the committee’s proposal reached FDR’s
desk early in 1935, Morgenthau apparently directed FDR’s attention
to the expected deficits of the program. FDR then backed off a bit,
telling Secretary of Labor Frances Perkins that the plan should be
only one among several Congress might consider. FDR also told
Perkins to develop a proposal for a self-sustaining old-age insurance
system. The Committee on Economic Security did so, and Morgen-
thau presented it to the House. The new self-sustaining plan included
a higher initial tax rate that rose more sharply in less time. The plan
was expected to build a reserve three times the size of the reserve
foreseen by the initial proposal.®* This plan with these terms passed
into law.*

The plan had a certain political logic. Benefits would start in a
few years, whereas the highest combined tax rate would not begin
for 14 years." Taxes would support benefits for at least a generation,
and some estimates suggested solvency until 1980. And thereafter?
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Experts told Congress that “the exact manner of financing the system
40 years hence did not need to be settled at the time.”* The question
of solvency could be left for another day and another generation of
politicians and voters.

The future figured into the plan another way. The program would
accumulate the reserves necessary to keep taxes and benefits in
balance at least for a generation. What would stop members of
Congress who were facing election in 2 years from spending the
money needed to pay benefits in 20 years? This danger did not occur
to the founders, or if it did, they might not have seen it as a risk.”
They might also have believed younger voters would discipline
legislators who spent the money needed for their pension.

The Social Security Board, a part of the executive branch, partici-
pated actively in the 1936 election on behalf of its program. The
board distributed a pamphlet to labor union members “promising
that workers would always get back more than they paid in taxes.”*
Thereafter for decades, Social Security was largely a policy fashioned
by its administrators, progressive adepts all. The leadership of the
agency consciously hired academics trained in social science. These
officials believed—or came to believe, as the leadership sought to
inculcate the “religion” of social insurance into its staff—Social Secu-
rity should be universal, contributory, and ever expanding. One
longtime employee would later speak of the staff’s “religious zeal”
in seeking to expand the program. Scholars studying the program
have described the SSA personnel as zealots, “people who believe
deeply in the program they are involved with and who feel it is
their mission in life to expand it.”* Yet these zealots also learned to
become politicians.

These bureaucrats had the upper hand politically. As experts in
recondite matters involving the program, Social Security administra-
tors had a strong advantage over their critics, or indeed over neutral
outsiders, including their nominal elected overseers.* In practice,
this meant incoming administrations had little effective political
control over the Social Security bureaucracy. They learned what they
knew from the experts already running the show, and inevitably,
what they learned was informed by the bureaucrats’ commitment
to the expansion of Social Security.” The experts also provided infor-
mation and technical assistance to groups interested in expanding
Social Security. The administrators were not especially partisan, but
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they were hardly neutral in the political struggles over Social Secu-
rity. They offered assistance and information to those who shared
their ambition to expand the program incrementally.* Those who
doubted the sanctity of social insurance received nothing but trouble
from the agency. Finally, when Democrats held the presidency, the
leaders of the Social Security Administration moved into political
jobs to expand their program.* The Social Security agency was like
an interest group or think tank created by the government, supported
by a steady stream of “donations” in the form of taxes, nonpartisan
in form but deeply devoted to the preservation and expansion of
its part of the welfare state.”

The leaders of the SSA also had the advantage of having a long
time horizon. They began their careers at the agency quite early.”
Many of them served for two generations and many administrations.
They were able to make compromises and yet continue gradually
attaining their larger goals of comprehensive coverage and higher
benefits. Their enduring dominance of this policy arena fostered a
longer political perspective. They could start cheaply at a low cost
and slowly build the program over decades.”

The electioneering of 1936 would become lobbying in subsequent
years. Wilbur Cohen, a longtime Social Security operative, well
understood that rhetoric could determine political choices by making
“a lot of things palatable that might be unpalatable to economists.”>
The SSA contacted the public in many ways: laws, official speeches,
press conferences, congressional testimony, and public materials.
The agency personnel identified Social Security with insurance to
foster public acceptance. They also argued that Social Security was
a return on work and investment rather than public assistance given
at the discretion of the government or a governing majority. Social
Security taxes were not taxes but rather “premiums” or “contribu-
tions.” The agency both encouraged the public to think of Social
Security as insurance and believed they did in fact do so, before the
agency’s prompting. The agency at once defined the program for
the public and claimed to be responding to what the public wanted.*
Insurance also implied the existence of a contract that appeared
sound and certain. Benefits were a matter of right, a just return for
contributions. To cut benefits was to call into question the integrity
of the government, a risky proposition for members of Congress
facing reelection.”
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The leaders of the Social Security Administration did not impose
their program on unwilling politicians. Republican presidents
sought political credit for the payments arriving monthly to voters.
It may even be that governments divided between a Republican
president and a Democratic Congress competed for voters, thereby
increasing Social Security spending faster than would have hap-
pened under a unified government.* As for Congress: “Benefits were
unambiguously popular, and the general thrust of congressional
action was to deliver larger amounts of them, sooner, to more peo-
ple.”” For many years, benefits were distributed in a way that made
it easy for members of Congress to claim credit. The benefits flowed
often, generally in line with biennial elections, and were dis-
persed widely.®

The House Ways and Means Committee, under the domination
of Wilbur Mills beginning in 1957, demanded that the program be
self-supporting through a tax on payroll. Taxes rose gradually in
small increments. They were imposed after an election, an increase
in benefits having been delivered before the election.” The benefits
seemed a natural return from the taxes, though the former probably
made a deeper impression on myopic voters.

Yet a puzzle remains. Social Security taxes rose steadily for many
years. Current benefits are paid by current workers who then receive
benefits of some sort in the future. Why didn’t these taxpayers resist
such increases? They were a large group that were not organized
and probably could not be organized. The institutions that might
have organized protests against such taxation—for example, labor
unions—supported Social Security.®

Taxes did not prove to be a problem for many years. In 1950,
Congress amended the Social Security Act to bring 10 million more
people into the system, to raise benefits by 77 percent, and to raise
the tax rate slowly.®" The system gradually expanded its coverage,
adding more taxpayers than beneficiaries, thereby allowing early
entrants to pay low tax rates and to receive relatively high returns
in benefits.®” Martha Derthick summarizes the attraction for members
of Congress: “From a political point of view, this bias in favor of
early entrants was the most important one in the system. It gave
rise to no conflict. Early entrants paid low taxes and realized superb
returns while late entrants who were victims of this bias could have
no consciousness of it in the program’s founding years.”® If you
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came along early enough in the history of Social Security, you did
indeed get something for nothing. Even those who paid taxes for a
lifetime paid only enough to support retirees during their years
working. They did not pay enough for their own benefits. The differ-
ence between what they paid and what they received defined the
something for nothing.

The intergenerational character of Social Security attracted criti-
cism from the start. M. Albert Linton, an insurance executive and
adviser to the program, argued that Social Security would create a
large and intolerable burden on future generations. He noted that
Social Security’s experts planned eventually to devote as much as
20 percent of taxable payroll to benefits, a sum that the generation
of 1939 had not devoted to the program. Why should the current
generation be allowed to commit future generations to a burden it
would not impose on itself? Linton’s admonition had no effect on
Social Security officials. During a presentation about the future of
the program, the council’s chair, J. Douglas Brown, remarked, “Aprés
nous le deluge.”® Future generations could take care of themselves;
the experts of 1939, not to mention the politicians running in 1940,
had little interest in what happened to people who did not exist.

These arguments were also made in public. A few Republicans
in Congress argued that Congress would not tax voters enough to
make the program actuarially sound. This political reality meant
that early entrants would pay far less into the system than the value
of the benefits they received; the public would not understand the
true costs on the whole of the program. John W. Byrnes, a Republican
House member from Wisconsin, noted on the floor that the benefits
granted by the amended law would require a 6.5 percent payroll
tax. However, Congress would be taxing the current generation no
more than 3 percent. Byrnes recognized the democratic logic behind
the bill: “It would be the easiest thing in the world to vote for this
bill, because you are giving the beneficiaries who are now on the
rolls and who will go on the rolls within the next 20 or 25 years
something for nothing; but you are not giving something for nothing
to future generations. The future generations will pay for what you
are giving away today for nothing. I just do not believe it is honest
or sound to burden my children or your children on that basis.
Remember we give them no voice whatever in what we are commit-
ting them to.”®
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Byrnes had cited two major criticisms of the law. It offered voters
something for nothing, and it imposed costs on future generations
who had no say about those costs. For most members of Congress,
Byrnes’s arguments pointed to advantages, not problems, with the
new law. Giving people free money was a sure route to reelection,
and in any case, if taxes had to rise over time, the changes might
be slow and unlikely to motivate voters on election day, or at least
not on an election day that would be experienced by any member
sitting in Congress in October 1949. The identity between “having
no say” and “bearing heavy costs” appealed to Congress.

The financing of Social Security had other advantages. It made
the program appear to be self-supporting and thus fiscally responsi-
ble. In the short run, voters paid taxes and received benefits they
assumed came from past taxes. But the system was not in balance
over the long term largely because Congress had decided not to
accumulate huge reserves. The long-term costs of the program thus
faded from view for the current generation and became a matter of
technical debate, of interest perhaps to experts but of little concern
to most Americans.*

The political design of Social Security contributed to its persis-
tence. In theory, the program could have been largely private in
nature. The government could have mandated savings by individu-
als and families who would remain free to invest their money as
they wished. Such plans, however, had one large political disadvan-
tage. The current generation of recipients would not receive any
benefits. But the current generation wanted such benefits; they were
pushing hard in 1935 for the Townsend Plan, which promised imme-
diate cash.” Absent benefits, they would have little reason to support
the New Deal in coming elections. On the other hand, the plan that
actually passed taxed the current generation to pay for benefits to
retirees who had paid nothing or very little into the system. It pro-
vided, in other words, a windfall for current beneficiaries, a result
that surely would attract their votes.

But those who paid the taxes to fund the system paid a cost and
thus had a reason to vote against the New Deal. Of course, current
taxpayers would have a moral (though not a legal) claim to benefits
in the future, but such spending could not come out of their current
taxes. Their taxes had gone to the current generation of recipients.
The taxpayers of 1935 would thus depend on the taxpayers of, say,
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1950 in the same way. Every generation thus has a claim to part of
the income of a future generation. Each older cohort would expect,
as FDR had surmised, that it deserved a return on the taxes paid
earlier in life. The younger generation paying those taxes might wish
to be free of such claims on its income, but any effort to end the
program would deprive the older generation of its expected return.
The cohort of recipients so deprived would thus have ample motiva-
tion to organize to protect its expected Social Security benefit. Politi-
cians were not likely to resist such well-organized groups, short of
being forced to do so by circumstances. The founders of Social Secu-
rity left the future to take care of itself, and they had reason to
believe the politics fostered by the program’s design would ensure
its persistence. It is difficult to believe that the master politicians
behind the program had not designed Social Security spending to
be uncontrollable.®

Circumstances required little from Congress for almost two gener-
ations. By 1967, almost all recipients had received far more from the
program than they had paid in taxes. Among the more extreme
winners in this electoral game was Ida Fuller of Brattleboro, Ver-
mont, who paid $22 in taxes before retirement and received $20,000
in benefits.” No wonder Social Security had become a sacred cow
politically. Who would not exchange his or her vote and modest
payments for a tenfold return? Later Martha Derthick would con-
cisely summarize the political appeal of Social Security:

The program had a powerful appeal to self-interest—the self-
interest of the taxpayer-voter, who got back far more in benefits
than he paid in taxes, and the self-interests of the politician,
who could all at once, provide the current taxpayer-voter with
these excess benefits, defer high tax rates to a future generation,
and proclaim with a straight face the “fiscal soundness” of
the program.”

On the other hand, if the early tax rates and cost-benefit ratios
had represented long-term costs rather than what would keep the
program afloat until the next election, Social Security would have
been less popular and less likely to continue.”

The men who made Social Security—FDR, Albert Altmeyer, and
Wilbur Cohen—were progressives. Yet they were also politicians.
They sought to design programs that appealed to self-interest and
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yet realized what they took to be progressive ideals. But they did
not directly undertake the progressive goal of transforming Ameri-
cans into nationalists devoted to the common good. They sold Social
Security to the public as “insurance” that yielded payments justified
by earlier contributions. The program thus appealed to a conserva-
tive conception of desert. It sought to create a stable and lasting
redistribution of wealth in a nation whose citizens largely did not
believe in redistributing wealth and might not persistently support
a flat pension paid out of general taxes.

The leaders of the Social Security Administration were skillful
players of incremental games; they focused on one innovation at a
time and spoke often of financial soundness. They were “tireless,
ingenious advocates of [Social Security], constantly engaged in an
effort to influence public policy.””? Their patience and skill were
rewarded with “substantial change—even radical change” in Ameri-
can politics and society.” As Martha Derthick concluded, “The result
of the many steps, each small in itself yet in practice irreversible, is
a massive shift of resources to the public sector.”” Social Security
was popular and attracted the loyalty of voters.

The program both espoused and undermined the older Jefferson-
ian ideal of self-sufficiency that had so vexed Herbert Croly and
his generation. Social Security fostered political dependence on the
federal government. At the start of the program, one question con-
cerned how much of a voter’s retirement would be provided by the
government. Experts called this ratio between public and private
the “replacement rate.” It might also have been called the “depen-
dency rate” since it measured how much individuals would depend
on government for their retirement income. From the start, program
advocates sought a replacement rate of 50 percent. In the 1960s,
much higher proportions would be proposed. The advocates for
the program—above all, Robert M. Ball—believed Social Security
should become the primary source of retirement income for all
Americans.” From a political point of view, the larger the depen-
dency on Social Security, the better: voters who depend on their
elected officials for all retirement income are likely to be grateful
on election day or, if not grateful, at least disposed to vote for the
candidate most likely to protect their benefits. After all, if Social
Security benefits are the only source of a person’s retirement income,
he or she has strong reason to support the program and whichever
party offers the maximum benefits.
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The older Jeffersonian tradition had also promised rule by consent
of the governed. The politicians and administrators who directed
the expansion of Social Security tried to avoid conflict. The early
years of Social Security made their job easy. The program gave
current voters more than they paid for and postponed any day of
reckoning, all the while building an impressive political coalition.
Yet the virtual absence of debate about the costs and benefits of the
program over the decades provides “grounds for questioning the
quality of the general consent to what government is doing.””® It is
difficult to imagine that the quality of the consent to the program
mattered much to the architects of the American welfare state. The
program was designed to persist and therefore change the nation
in subtle and lasting ways, and it did so, by effectively precluding
debate and excluding alternatives.

Summary

FDR and his allies failed to sustain systemic efforts at planning
and regulating the private economy. They did, however, effectively
jettison the older laissez-faire individualism in favor of federal inter-
vention in pursuit of prosperity. Indeed, the New Deal fostered the
expectation that the federal government and, above all, the president,
should and could “run” the economy for the national welfare.
Wealth, not liberty, had become the goal of governing, and progres-
sive experts would maximize the nation’s wealth. Another lasting
political legacy of the New Deal was the government assuming
responsibility for an old age secure from want. In the end, FDR had
reconstructed American institutions without wholly creating a new
American identity for its citizens. His efforts would be hard to undo,
grounded as they were in the self-interest of voters and shaped in
ways that favored continuing the status quo. Roosevelt had not
reconstructed the nation, but he had laid a foundation on which
others might continue building a new republic.

The Second New Deal

In the early days of his administration, Lyndon Johnson stated
that John Kennedy had been too conservative. He intended to start
his efforts not where Kennedy had left off but rather where FDR had
stopped.” Like FDR, Johnson wished to remake American society in
accord with progressive ideals. His grand scheme was the Great
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Society, a reconstruction of the United States by the federal govern-
ment. This grandiose aspect of his presidency would fail.

Like FDR, Johnson was also a political realist and skilled politician:
he worked incrementally and realistically toward expanding the
federal government. In his words, his extension of the progressive
regime would grow like an individual from a small child into a
beautiful woman. Voters would come to “love” the beautiful woman.
When that happened, Johnson’s regime would become “a permanent
part of American life, more permanent even than the New Deal.””

Johnson intended to follow the Social Security model of expanding
the state, though on a much larger scale. Fanciful metaphors aside,
Johnson was convinced that “once programs to aid clientele groups
get on the statute books, they survive despite underfunding and
delays in implementing them.””” Benefits would go to specific
groups; the costs associated with the benefits would be spread across
a much larger population. Johnson’s efforts succeeded. From 1960
to 1980, the political scientist Paul Pierson writes, “the American
state underwent a great transformation” marked by “a stunning
expansion, ushering in a profound set of changes in American
politics.”®

Progressivism Renewed

Johnson first enunciated his vision of the Great Society on May
22,1964, in a speech at the University of Michigan. The speech reveals
LBJ’s aspirations and his debt to progressivism.* The Declaration of
Independence had stated, “Governments are instituted among men”
to secure the rights to life, liberty, and the pursuit of happiness.
Johnson took a different view: “The purpose of protecting the life of
our Nation and preserving the liberty of our citizens is to pursue
the happiness of our people. Our success in that pursuit is the test
of our success as a Nation.” Happiness is a collective good pursued
collectively. Johnson saw two means to that collective end: the life
of our Nation and the liberty of our citizens. The first is tautological;
the second is a means to the collective happiness. Since liberty was
secondary to collective happiness, the answer was clear. The subordi-
nation of individual liberty to some collective good—the national
good for Croly, collective happiness for LB]—had long defined the
progressive project.
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The collective happiness he promised would be more spiritual
than material: “We have the opportunity to move not only toward
the rich society and the powerful society, but upward to the Great
Society . . . a place where the city of man serves not only the needs
of the body and the demands of commerce but the desire for beauty
and the hunger for community.” LB] denounced “soulless wealth,”
“unbridled growth,” and men too concerned with “the quantity of
their goods.” Economic growth erodes “the precious and time hon-
ored values of community with neighbors and communion with
nature. The loss of these values breeds loneliness and boredom and
indifference.”

His speech heralded a new era. To the students and faculty of the
University of Michigan, LB] said: “You have the chance never before
afforded to any people in any age. You can help build a society
where the demands of morality, and the needs of the spirit, can be
realized in the life of the Nation.” They have, he concluded, the
chance to build a new world. This expansive vision was not an
artifact of the campaign trail. After his 1964 landslide, LB] announced
in Detroit, “We stand at the edge of the greatest era in the life of
any nation.” By then, the fever had spread. His ally, Sen. Joseph
Clark of Pennsylvania, thought that LB]’s Great Society would “rid
our civilization of the ills that have plagued mankind from the
beginning of time.”*

These men were dreaming, but after defeating Barry Goldwater
by 434 electoral votes, Johnson’s men possessed untrammeled power
to realize their dreams. In 1965, Democrats held two-thirds of the
House of Representatives and 68 percent of the U.S. Senate. LBJ
seized the moment. During the 89th Congress, he requested 200
major pieces of legislation, and Congress passed 181 of them. As
one historian noted, “The president’s sweeping proposals sought to
remedy almost every ill that was thought to afflict Americans and
their nation.”® Later a sympathetic historian would say 1965 and
1966 were unique, “a liberal interlude unmatched in the twentieth
century, except perhaps for the mid-1930s.”®

The Great Society would be created by Johnson’s acumen and
progressive experts. LB]J created at least 135 task forces “of the best
brains in the country” to concoct the programs that composed his
agenda. He believed that once experts had come up with solutions
to what he took to be public problems, government need only pro-
vide the money to solve the problems.®* Expertise would not be
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narrow and technical, content with solving specialized questions.
Finally, Croly’s “special men” with a higher calling would have a
free hand in using state power to remake the nation again.

Reconstruction Again  Johnson sought to transform America by
ending racial discrimination and poverty while rebuilding the cities.
Each of these efforts quickly lost political support. I turn now to the
details of LBJ’s efforts and why they failed.

The civil rights movement and the laws it brought about in 1964
and 1965 are part of American history and folklore, and I will not
attempt to recall them in any detail¥ In announcing his War on
Poverty, LBJ called students to do “battle to give every citizen the
full equality which God enjoins and the law requires, whatever his
belief, or race, or the color of his skin.”® It remained to be seen
what “full equality” meant in practice. One answer might have been
“equality under law”: individuals can expect to have their rights
and contractual agreements impartially enforced by the courts. The
other traditional answer might have been “equality of opportunity.”
Each individual has the right to make choices and pursue his or
her idea of the good life free from coercion by others, including
government officials.

The history of African Americans presented problems for these
traditional conceptions of equality. For more than two centuries,
laws of the United States had recognized African Americans as
property rather than as people. Their status was a systematic depar-
ture from equality under law. Following emancipation, African
Americans had lived under a system of mandated racial segregation
that enacted status differences into law. LBJ appealed to the recogni-
tion that the earlier slavery and the more recent segregation pro-
foundly affected the ability of many African Americans to act on
opportunities.

Johnson’s major civil rights achievements—the Voting Rights Act
of 1965 and the Civil Rights Act of 1964—are in part compatible
with the limited government philosophy. Both could be seen as
constraints on governments, especially in the South. The Voting
Rights Act sought to stop government officials from precluding
African Americans from voting. The Civil Rights Act banned racial
discrimination in any program receiving federal assistance, many
of which would be public schools operated by the states. In these
respects, both laws sought to give African Americans equal rights
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to the franchise and to a public good already provided. The law
also helped break up discriminatory cartels among private employ-
ers, which were ultimately enforced by the threat (or reality) of
collective violence.”

The civil rights battle did not stop with reforming government,
however. Many private owners of restaurants, motels, theaters, and
lunch counters refused to serve blacks. The Civil Rights Act of 1964
defined such property as a public accommodation involved in inter-
state commerce and thus subject to federal regulation. The law guar-
anteed access to such accommodations regardless of race, religion,
or national origin.*® The law forced some to engage in exchanges
they wished to avoid. On the other hand, the law opened the possibil-
ity for an individual to stay at a motel or eat at a lunch counter.
That possibility conveyed a power (not a liberty) to African Ameri-
cans, and it did so by increasing the ambit of the state. The Civil
Rights Act appeared constrained in aspiration. It did not require
that 12 percent of customers at the restaurant in a month be African-
American. Indeed, the Civil Rights Act prohibited the use of
racial quotas.”

Other situations were more complex. Housing was segregated by
race, although proving intentional discrimination remained difficult.
Such segregation in turn created racial segregation in education since
schools related to territory. These facts raised difficult questions
for LB]’s administration. How great was the ambit of the federal
government? Did it include regulation of private choices if the results
of such choices were racially segregated neighborhoods? Or should
the government simply forget about determining intent—hardly a
plausible project in many cases—and focus on achieving the out-
comes that presumably would have resulted if racial discrimination
did not inform private choices?

As early as 1965, in a famous speech at Howard University, LB]
answered these questions.” Johnson argued that the civil rights
movement and his administration needed to change:

We seek not just freedom but opportunity. We seek not just
legal equity but human ability, not just equality as a right and
a theory but equality as a fact and equality as a result.

The last phrase “equality as a fact and equality as a result” antici-
pated affirmative action. But the speech was much more ambitious
than that:
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To this end equal opportunity is essential, but not enough, not
enough. Men and women of all races are born with the same
range of abilities. But ability is not just the product of birth.
Ability is stretched or stunted by the family that you live with,
and the neighborhood you live in—by the school you go to
and the poverty or the richness of your surroundings. It is the
product of a hundred unseen forces playing upon the little
infant, the child, and finally the man.

To achieve equality in fact, government would have to set right
(and thus control) the “hundred unseen forces” that resulted in
inequality in fact. The federal government, he implied, must have
an unconstrained ambit to remake the nation. The same would be
true of Johnson’s hope to end poverty.

Of all the ills that afflict humanity, poverty is the oldest. In 1964,
public officials came to believe that experts could eliminate poverty.
After all, the knowledge of natural scientists and engineers funded
by Washington had put a man on the moon.”” On March 16, 1964,
LBJ sent a special message to Congress calling for a “national war
on poverty.”” War had been more than a metaphor for progressives
for some time. In a war, the state focuses a society steadily on one
goal, victory. At the end of the speech, LBJ affirmed the War on
Poverty would be “a total commitment by this President, and this
Congress, and this nation, to pursue victory over the most ancient
of mankind’s enemies.” He also explicitly drew a parallel between
past wars and his current request for a declaration: “On many historic
occasions the President has requested from Congress the authority
to move against forces which were endangering the well-being of
our country. . . . On similar occasions in the past we have often been
called upon to wage war against foreign enemies which threatened
our freedom. Today we are asked to declare war on a domestic
enemy which threatens the strength of our nation and the welfare
of our people.”

Johnson also appealed to the national hope for “an America in
which every citizen shares all the opportunities of his society, in
which every man has a chance to advance his welfare to the limit
of his capacities.” As FDR had done with Social Security, Johnson
gestured toward the work ethic and striving for success. But such
striving creates wealth; wars destroy people and property. Of course,
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war can end poverty in the traditional way by using force to take
the property of the affluent and give it to the poor. But Johnson
hardly wished to be seen as declaring war on middle-class and
wealthy Americans. He hoped to persuade the constituents of Con-
gress that everyone should oppose poverty by appealing to middle-
class norms of work and success.

At the same time, Johnson was ambivalent. The abundance Ameri-
cans enjoyed was not really earned; it was “granted.” The word is
revealing. Social Security had been based on deserving benefits as
a matter of right; working and paying into the system led to a right
to the payouts. Public assistance was “granted” by the government.
LBJ appealed to work and desert and yet seemed to think the afflu-
ence of most Americans had been “granted” by something or some-
one apart from their work and effort. Near the end of the speech,
Johnson remarked in passing that Congress had created the “abun-
dance” that had been granted the American people.” The War on
Poverty would extend that abundance to the poor. The War on
Poverty, like the Great Society itself, honored American norms while
implicitly rejecting them.

LBJ’s policies reflected that ambivalence. The first attack on pov-
erty would come through the Job Corps and other work-training
programs. LB] spoke of the “enlistment” of Job Corps trainees “whose
background, health and education make them least fit for useful
work.” With the Job Corps, Johnson remained close to American
political culture, which values education and self-improvement. The
same could not be said of another major part of LB]’s domestic war,
Community Action Programs. Each community would draw up
“long-range plans for the attack on poverty” in its own locale. LB]J
emphasized the local character of these plans; sergeants and privates
would compose the plans for attacking poverty. Naturally, the gener-
als would also have some say: 90 percent of the funding would
come from the federal government. The rhetoric of local control
did not rest easily with the reality of centralized spending (and,
inevitably, control). But there was a deeper problem here. LBJ pro-
posed that victory over poverty required a collective, communal
response. The War on Poverty would be overseen by its general who
oversaw the “national headquarters for the war against poverty,” the
Office of Economic Opportunity, which was part of the Office of
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the President.” The idea ran counter to individualism and, by impli-
cation, to limited government. But even more was needed. Where
the poor lived had to be redone through a collective effort.

In the 1950s, urban renewal was thought to be the solution to
“urban blight,” the spread of slums and attendant decline in a city.
Urban renewal thus implied clearing slums to make way for some-
thing better. From the enactment of the Housing Acts of 1949 and
1962, more than 146,000 families were displaced by federally assisted
urban renewal. The other side of the federal effort was subsidized
public housing. By the LBJ era, over 3 million Americans lived in
public housing, two-thirds coming from federal efforts. By 1964, the
slum clearances, however, were coming to be seen as a govern-
ment failure.” LBJ responded to failure by concocting a grandiose,
national plan to reconstruct urban areas and the people who live
in them. Introducing his “model cities” bill to Congress, LBJ noted:
“Atleast as vital as the dollar commitment for rebuilding and rehabil-
itation is the social program commitment. We must link our concern
for the total welfare of the person, with our desire to improve
the physical city in which he lives.” The bill “envisioned a restructur-
ing of the ‘total environment’ of the residents of ‘demonstration’
neighborhoods.””

This call to a national crusade to reconstruct the cities did not
stop in Washington. One of the leaders of urban reconstruction was
Richard Lee, mayor of New Haven, Connecticut, who said, “The
haphazard growth of our cities and the years of neglect and lack of
comprehensive planning have resulted not only in physical ugliness,
chaos, and decay, they have also produced the terrible by-product
of human waste and suffering.” The key terms here are “total welfare
of the person,” “haphazard,” and “comprehensive planning.”” Crit-
ics of the bill correctly saw that it “aims at nothing less than a
remaking of our cities according to Federal master plan” as a way
to “undermine the American social and political fabric of local gov-
ernment and neighborhood schools.” ' The collective reconstruction
of the cities would be planned and led by experts from Washington.'"*

How much would the crusade cost? The mayor of New York,
John Lindsay, said, “New York City needed $331 billion [in 2007
dollars] from the Federal Government in the next decade to become
‘thoroughly livable.’ "% Detroit Mayor Jerome B. Cavanagh, a Demo-
crat who served both as president of the National League of Cities
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and president of the U.S. Conference of Mayors, said his city alone
needed $100 billion over the next decade, while cities in general
required $3.3 trillion for renewal (both in 2007 dollars).'®

How would Congress pay for the crusade? Sen. Abraham Ribicoff
of Connecticut said, “We can’t afford not to raise taxes, then sit back
while the cities go up in flames.” LBJ had declared war on poverty
by proposing a tax cut. Now as his forces massed for the attack, his
generals announced that the domestic war would be paid for by
higher taxes. Talk had been cheap until the fall of 1966. Reality now
began to set in.

Citizens might be willing to pay for a war for the national good,
and the poverty warriors no doubt believed their grandiose crusade
and concomitant sums would be for the good of the nation in the
long run. They sometimes said as much. But they also left the impres-
sion that the war would be on behalf of part of the nation. Ribicoff
tartly criticized an administration official for “talking about pro-
grams that helped suburbia—not the ones that are needed for the
cities in the time in which we live.” Ribicoff’s hearings ostensibly
focused on the problems of the cities but were in truth dominated
by “the problems of the Negro.”'™ Sen. Robert F. Kennedy (D-NY)
testified that a program for cities must “attack the fundamental
pathology of the ghetto—for unless the deprivation and alienation
of the ghetto are eliminated, there is no hope for the city.”'®

Finally, Vietnam. We now think of the war in Vietnam as anything
but progressive. The political left opposed the war and in time
came to oppose the nation that made that war. The vitriol that
accompanied the war in Vietnam has obscured its idealistic origins.
Lyndon Johnson, the president most associated with the Vietnam
War, saw it both as part of a global power struggle with the Soviet
Union and as a crusade to bring the New Deal to Southeast Asia.
In April 1965, LBJ laid out the nation’s stake in Vietnam. Initially,
the United States sought peace through resisting aggression. With
peace and the independence of South Vietnam, world order would
be affirmed and aggression punished. Johnson was repeating the
lessons of Munich, lessons taken for granted by those who made
(or aspired to make) foreign policy.

Just as Johnson’s War on Poverty served as a means to the Great
Society, the war in Vietnam would lead to a greater end. That larger
goal was the same as the domestic goal: an end to poverty. “For
what do the people of North Viet-Nam want? They want what their

30



Building the Old Regime

neighbors also desire: food for their hunger; health for their bodies;
a chance to learn; progress for their country; and an end to the
bondage of material misery.” The means to that goal would be much
the same as the domestic plan: government spending beginning with
an initial commitment of $1 billion. Johnson referred twice to the
New Deal. The Mekong Delta could produce even more electricity
than the Tennessee Valley Authority. Vietnam could then develop
as rural Texas had, with electricity provided by its own Rural Electri-
fication Association. Thereafter, hope would replace hunger and so
on." In the president’s mind, the struggle in Vietnam was informed
by the theory and practice of progressivism.'” Like his War on
Poverty, the war in Vietnam sought to remake a society along pro-
gressive lines.

Johnson’s efforts in civil rights and urban politics should not be
judged a complete failure. The War on Poverty created organizations
for mobilizing leftist interests. It provided future candidates for
office with their first political experience.'® It created a permanent
brand loyalty for the Democratic Party among African Americans.
That loyalty was no small matter for Democratic presidential candi-
dates. In an electorate evenly divided, African-American voters pro-
vided fully 20 percent of a Democratic candidate’s overall vote share.

Yet LBJ’s anti-poverty and racial policies rapidly lost support.
Unlike FDR, LBJ did little to adapt his vision of the good society to
the dominant culture of liberty and individualism. Instead, Johnson
called for a frontal assault on the older tradition. He redefined liberty
as equality of opportunity and equality of result attained through
a social science that would have to control choices that heretofore
had been left to individuals, choices that had little to do directly
with race. It should also be noted that everyone could expect Social
Security benefits. Not everyone could expect benefits from Johnson’s
various wars of social reconstruction. Those efforts were made on
behalf of minorities at a cost to majorities. More importantly, the
minorities could expect such benefits, according to the administra-
tion, because they had been oppressed by the majority. It is not
surprising that by the end of 1966, amid growing disorder, Johnson’s
vision of a transformed nation dedicated to progressive ends was
troubled, though not defeated. He had departed from his own (and
FDR’s) practical political wisdom. LB]J’s real contributions to building
the progressive regime would embrace that wisdom.
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Pragmatic Progressivism  Like FDR, LB] believed the federal gov-
ernment should and could manage the macroeconomy toward maxi-
mum consumption. His economic advisers were convinced they
knew how to end the business cycle.'” LBJ agreed that his experts
could fine-tune the economy leading to sustained high economic
growth, which in turn would generate tax revenues that could be
used by the state to build his “Great Society.”""’ LBJ and his advisers
planned to cut taxes by $10 billion in 1965 and 1966; they thought
federal revenues would rise by $35 billion by 1970. They were wrong.
Federal revenue rose to $150 billion in 1967, up from $94 billion in
1961. The economy was doing well by most measures, with robust
growth and increases in disposable income.'! Voters were happy
with the prosperity, and Johnson had money to spend on his more
pragmatic efforts to augment the old regime.

By the mid-1960s, Social Security was widely thought to be beyond
political reproach. The source of its popularity was obvious. Robert
Ball, head of Social Security for many years and its chief defender
for many years more, testified in 1967 that beneficiaries and their
employers to that point had paid for about 10 percent of the actuarial
value of their benefits."? LB] wished to rapidly increase Social Secu-
rity benefits. He rejected a proposal for a 10 percent annual increase
in benefits as too small. The administration proposed a 15 percent
increase in benefits, a small increase in the tax rate, a large addition
in the wage base, and a big increase in the minimum benefit. The
House Ways and Means Committee, however, demurred, forcing a
compromise. Congress enacted a 13 percent benefit increase along
with an increase in the tax rate. Social Security’s taxable base of
income also rose by 63 percent between 1965 and 1967. Combined
with the increase in the tax rate, this change increased the progressi-
vity of the program.'” The idea of Social Security also grew to include
health care.

Advocates had proposed government provision of health insur-
ance during the New Deal. FDR decided against the proposal, and
it made little political headway over the next two decades. President
Truman proposed a comprehensive program of health care. The
American Medical Association actively opposed the law, and its
efforts led in 1950 to the defeat of several members of Congress on the
left. Yet the left was making headway. Even a Republican president
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would say in 1954: “There is nothing to be gained by shutting our
eyes to the fact that all of our people are not getting the kind of
medical care to which they are entitled. . . . [tlhe American people
are going to get that medical care in some form or other.”" The
sense of entitlement was growing along with the postwar economy.

Health insurance for the aged attracted significant opposition, not
least from physicians who believed the program would compromise
their interests in income and professional autonomy. Wilbur Mills,
the longtime congressional godfather of social insurance, also
opposed health insurance for many years. Mills believed the costs
of government health insurance would be less predictable and in
any case bore no relation to a voter’s wages. The instability might
jeopardize the financial foundation of Social Security.'> Mills did
not move on the issue until the Democratic landslide of 1964 added
votes in Congress for a leftward turn.'

Mills ended up fashioning what became Medicare with his Repub-
lican Ways and Means colleague, John W. Byrnes. The Johnson
administration proposed a relatively narrow bill that paid the costs
of hospitalization and other services. It did not cover physician’s
fees. Byrnes responded for the GOP by proposing a more compre-
hensive bill that covered doctor fees, in part through general reve-
nues. Mills then combined the Byrnes proposal with the administra-
tion’s, producing a more comprehensive (and costly) bill than either
Byrnes wanted or the administration expected.'” Mills also added
and expanded an earlier program to subsidize health care for the
poor (now know as Medicaid)."™®

Medicare seemed to continue the substance and politics of Social
Security. The elderly paid contributions to the federal government,
which in turn provided benefits. The benefits of the program would
be concentrated on one group, while the costs would largely be
spread over the entire population. To contemporary analysts, it
seemed likely that Medicare benefits, like Social Security, would
automatically increase over time.""

The two programs differed in important ways. Social Security
did not distinguish poor beneficiaries from the average recipient;
Medicare encompassed Medicaid. Social Security taxed the current
generation to pay for current benefits. Medicare taxed the current
generation to pay for goods and services that in turn were thought
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to benefit current beneficiaries of the program. With Social Security,
the federal government controlled both the raising of revenue (taxes)
and the provision of benefits (writing checks). The federal govern-
ment did not control the producers of the goods and services pro-
vided by Medicare.

In 1965, physicians appeared to have lost the battle and the war
when Medicare became law. But appearances were deceiving. The
law promised to pay physicians’ “reasonable” charges largely with-
out indicating exactly what might constitute “reasonable.”* That
determination would be left to politics, and the physicians could be
reconciled to a bitter loss over the program if they lived to fight
another day about what they would be paid for their services.

Medicare recipients and their health care providers both sought
concentrated benefits whose costs were spread over the much larger
number of taxpayers. The elderly had proved to be well organized
during the history of Social Security. The physicians had proved
themselves to be well organized and effective, even in defeat in
1965. Taxpayers were not well organized. Taxpayers seemed fated
to perennial defeats at the hands of Medicare recipients and their
doctors, druggists, and hospitals. But another possibility existed.
What if politics produced “reasonable” charges for providers that,
along with the demands of the elderly, pushed costs up enough to
attract the notice and opposition of taxpayers?

Johnson had other spending plans. The Constitution did not sanc-
tion national authority over education, and the Tenth Amendment
stated that powers not granted were retained by the states.'? Never-
theless, Johnson set about centralizing power over education. The
Great Society “witnessed federal intervention on an unprecedented
scale into realms of educational policy that hitherto had been almost
the exclusive preserve of state and local and private jurisdictions.”*
The Elementary and Secondary Education Act of 1965 established
a major new inroad in state and local funding and control over
education. All spending in ESEA programs was categorical; the fed-
eral government provided the money and stipulated how it should
be spent.'? Federal spending on education increased rapidly.'*

The ESEA purported to be about providing opportunities to poor
children, yet Title I of the act allocated money on the basis of a
formula that meant 95 percent of all districts received federal aid.'
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Almost all members of Congress would have some part of the educa-
tion pie—enabling them to serve a piece or two at election time.
The program sought in this way to foster general public support.
A discrete group, the poor, would receive benefits along with the
larger majority. Critics might complain that all the aid was not
directed to those who needed it most. LB] might have responded
that the real choice was between some aid and none, not between
some aid and all.

The ESEA was also an attempt to apply social science to poverty,
an effort to fix the “unseen forces” affecting the poor. Title I of the
ESEA provided for systematic evaluation of policy outcomes, with
a special concern for the effects of spending on the poor. The evalua-
tions were uniformly negative and pessimistic. Evaluations aside,
Congress overwhelmingly approved a five-year, $50 billion reautho-
rization of the ESEA." Whether the law improved the prospects of
poor children seemed irrelevant to its political influence and success
in Congress. According to historian Hugh Davis Graham, a major
goal of the legislation appeared to be providing benefits to organized
producer groups that benefit from federal education spending.””
Once again, narrow groups would benefit while the costs of educa-
tion spending would be spread across all taxpayers.

Education policy was not unique. Almost all the efforts of the
Great Society promoted centralization of power in Washington. This
tendency toward centralization was hardly an accident. From Croly
onward, progressives had espoused a nationalist outlook that
saw in Washington the capacity to solve national (and other) prob-
lems. In this regard, LB] was more of a muchness: the Great Society
embodied “the overriding national purpose of promoting the integ-
rative, educational, economic, and redistributive goals of one vast
commonwealth.”*

Data on the period show how far Johnson’s administration central-
ized power. Federal grant-in-aid spending for the states nearly dou-
bled between 1964 and 1968, a 68 percent increase in real dollars.
More grant programs (210) were enacted during Johnson’s era than
in all the years dating back to the first grant in 1879. Almost all
these new grants were categorical, which means Washington dic-
tated what would be done with the money. The influence fostered
by the new spending reached a wider ambit of governments. The
states were often bypassed to directly fund local, urban govern-
ments. The cities were not the only targets of largesse: cities, school
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districts, special districts, and some counties, as well as a range of
nonprofit organizations, began receiving grants.'”

LBJ and Congress used the federal money to control state policies.
The Civil Rights Acts of 1964 and 1968, the Architectural Barriers
Act of 1968, and the National Historic Preservation Act of 1966
established requirements that applied to all relevant grants. Hence,
when a state wished to receive federal largesse under the Highway
Beautification Act of 1965, it would have to meet the “crosscutting
conditions” set out in these other laws or lose the money for building
roads. The Water Quality Act (1965), the Wholesome Meat Act (1967),
and the Wholesome Poultry Act (1968) established standards of
policies and left the administration to the states, provided they
adopted standards equal to those established by Washington.” Such
coercive grant conditions empowered the national government.'

LBJ had created a centralized federalism that had become bigger
(in dollars, programs, and jurisdictions involved), broader (in the
range of government functions affected), and deeper (in terms of
intrusive grant conditions and of the expanding number of recipient
local governments and nonprofit organizations).” The number and
size of federal grants made “the states more dependent on federal
financial support.””* That dependence was clear in the short run:
federal money funded new spending for the states. In the long run,
states and localities could offer benefits that were paid by taxes
raised nationally. Once voters became accustomed to the benefits,
state officials who wished to forgo the federal money faced a choice
of withdrawing benefits from voters or taxing them to replace the
federal spending. Of course, voters in the states were also national
taxpayers, but those costs were diffused beyond any particular state
while the losses associated with ending a program financed by a
federal grant were concentrated. Johnson’s progressive nationalism
seemed firmly rooted in political reality.

Changing the institutions of the nation would be an important
part of the progressive reconstruction of American political culture.
But American minds also needed to be changed, and early progres-
sives thought like-minded intellectuals would be able to shape public
opinion toward their ends.” In that light, LBJ’s funding of universi-
ties would create support for the regime. Johnson also created and
funded a new broadcasting network administered and staffed by
progressives.
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In the 1960s and early 1970s, the baby boomers hit higher educa-
tion.” Congress began to subsidize higher education with abandon.
Between 1965 and 1968, the number of college students receiving
federal aid doubled, while related spending tripled.” From 1955
through 1974, the absolute number of students rose from 2.5 million
to 8.8 million, while the proportion of 18- to 24-year-olds attending
college increased from 17.8 percent to 33.5 percent.'”” The proportion
of the population older than 25 with bachelor’s degrees had doubled
from 1960 to 1980; it would rise another 50 percent from 1980 to
2000."* The total number of faculty increased by 77 percent from
1960 to 1980 and by 50 percent in the following decade.”” These
new faculty and their new students would become an important
part of LBJ’s contribution to the progressive regime.

University faculty shape public opinion in many ways. They teach
the most capable young people in the nation. They do research
and peer review that create bodies of expert knowledge that affects
directly or indirectly what elites believe to be true about politics,
society, and other matters. Academics write the history of the United
States, thereby telling us what the nation has been for good and ill.
They also tell us what Americans think about politics by interpreting
contemporary public opinion. They serve as experts both in the
media and in policymaking circles, recommending some policies
and interpreting events for the public."’ Academics also affect the
future. They contrive and advocate visions of a just society, both in
the classroom and in the public square.

Did the expansion of universities support Johnson’s politics? Many
professors believe in what might be called “academic ideology,” or
the belief that the research, teaching, and political speech of academ-
ics are disinterested, neutral, value-free, and hence in the public
interest. Faced with charges of political bias, academics refer to the
process of peer review, which enforces proper methods and logic
on new research. No doubt peer review does constrain some biases,
especially in experimental and quasi-experimental disciplines. But
many parts of the university are not experimental or quantitative
in nature, and peer review in those fields depends more on accepted
practices and the judgment of reviewers. If academics generally
share a set of political values, research that reflects those values
may be less likely to run afoul of peer reviewers. Scholarship that
questions progressive values and assumptions may seem strange or
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poorly done. Questions considered trivial from a progressive point
of view may not be asked.

The institutional context of academics does not foster independent
or critical thinking about progressivism. About three-quarters of
college students go to public universities. Almost 70 percent of fac-
ulty work for public institutions and thus are government employ-
ees.!! The material interests of most academics also tend toward
expansive government. Tax cutting in the states after 1978 led to
drops in relative spending on higher education from 1977 to 2000."**
Private institutions also receive significant public funding, through
both student loan guarantees and direct subsidies for research.

Professors also had other self-interested reasons to support John-
son’s regime building. The Great Society rewarded academics with
power over policy. In 1965, half the administration’s legislative pro-
gram task forces would be chaired by academics."” These appoint-
ments were also political: the task force members individually and
collectively were expected to contribute to the president’s election
effort in 1964."* By the spring of 1966, LB] was looking for new
ideas to inform his agenda to reconstruct the nation. He sent his
most important aides (including Joseph Califano) to ask sympathetic
academics three questions: Where should the Great Society go from
here? What are the needs still left unmet? What are the new problems
we create by our solutions to the old problems? The group ultimately
met with 81 professors and experts; their advice led to an “idea
book” that went directly to LBJ."* Califano would create 11 new task
forces composed of 112 members, 51 of whom came from universi-
ties.!*® LBJ gave the professors a chance to put their ideas and values
into practice. The Johnson administration handed academics the
power to formulate policies, which in turn fostered loyalty to the
progressive regime. After all, the Johnson administration was “their”
government, powerful people handing power to intellectuals.'

The rapid hiring of new professors in the 1960s and early 1970s
had political consequences. Self-selection was part of the story. Peo-
ple drawn to teaching in universities had been to the left of center
politically for some time."*® But the events of the time changed people.
In the 1960s, Vietnam and domestic struggles moved many young
people to the left politically. Given the era and the population seek-
ing an academic occupation, a university president choosing assis-
tant professors at random would have moved his or her institution
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more to the left than it already was.'*

Time would bring changes to American politics and perhaps even
to the commitments of later generations of graduate students. Con-
servatism would matter more. Those changes, however, would have
little effect on the political complexion of the university faculty after
1975, when the growth in new faculty essentially stopped.” Instead,
as the 1960s’ cohort gained tenure, the influence of the Great Society
era academics would become permanent. The ratio of Democrats to
Republicans in the social sciences would grow from three or four
to one in the 1950s and 1960s to eight to one by 2003."! In 2003, this
partisan difference would correspond to a general progressivism;
academic Democrats are more likely to oppose laissez faire and
support government activism on 18 political issues.” The young
academics of 1968 would serve well as a permanent progressive
force in American politics and society, a lasting legacy of Lyndon
Johnson’s skillful building of the progressive regime.

Progressives also controlled the evaluation of government pro-
grams. As early as 1901, Robert La Follette, the new governor of
Wisconsin, brought together natural and social scientists into what
would today be called a think tank. Those intellectuals devoted their
research to advancing progressive innovations, including the use of
primaries, initiatives, and referendums, as well as advanced mea-
sures for conservation.” This connection reached its zenith during
the Johnson era:

Through much of the twentieth century, a first generation of
largely liberal policy institutes, led by the Brookings Institution
and later the Urban Institute, contributed to the formulation
of governmental social policy and therewith the creation of the
American welfare state. Their role continued the trajectory
of the Progressive Era by providing technical expertise to legis-
lators and governmental agencies upon request. Guided by
the social engineers of the New Deal and the Great Society,
liberal think tanks evolved a style that was distinctly academic,
generating quantitative analyses across a range of program
activities.™

From 1965 to 1980, federal funding for poverty research rose from
nearly $3 million to just under $200 million, most designated for
the “applied” purposes of measurement, program evaluation, and
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policy analysis."™

The Great Society thus created institutions to evaluate its pro-
grams, institutions that would be filled with people that were sympa-
thetic to the cause of progressivism. The employees of such institu-
tions would not necessarily conclude that every progressive program
attained its goals. They might be inclined to blame a program’s
shortcomings on the enemies of progressivism and to suggest alter-
natives in line with progressive goals. If so, program evaluation
would tend to expand program spending even when identifying
program failures. The institutions could also serve to criticize non-
progressive proposals or analysis of the Johnson-era programs. The
evaluation industry provided a more policy-oriented part of the
progressive regime. Yet the regime required support from the gen-
eral public and not just the intellectuals.

In politics, the set of issues talked about may be called the public
agenda; the media greatly influence what is on the public agenda."
Given this influence on public opinion, it is not surprising that LB]J
would include media as part of the progressive regime.

The First Amendment states that Congress shall make “no law”
abridging freedom of the press. The private media are independent
of the federal government and for current purposes will not be
considered here as part of the progressive regime."” Unlike the reli-
gion clauses in the same amendment, the Constitution does not
forbid establishing a national media. Before LBJ, progressives had
made some headway on this front.”® In 1968, Congress established a
public corporation to support noncommercial educational television
and radio broadcasting." Some in Congress wondered, however,
whether the purpose of the new corporation might be to shape public
opinion by the federal government.'” LBJ responded by telling Con-
gress, “Noncommercial television and radio in America, even though
supported by federal funds, must be absolutely free from any Federal
Government interference over programming.”' The law’s advocates
responded by prohibiting public broadcasting stations from support-
ing or opposing a candidate for office. The law also mandated that
the Corporation for Public Broadcasting maintain “strict adherence
to objectivity and balance in all programs or series of a controver-
sial nature.”®

The new network started slowly and did not spend its initial
authorization in 1968. By 1969, CPB faced a new, Republican presi-
dent. It hardly mattered. Over the next decade, CPB funding would
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rise rapidly.'® Even if funding slowed, public broadcasting financed
by all taxpayers had attained a secure place in the federal budget.
At a time when PBS was one of four major networks in the United
States, progressives had created a means to shape the public agenda
in ways favorable to maintaining their programs and policies. Since
this new medium, like the expanded academy, was a part of the
government, its work could be counted on to affirm rather than
undermine the progressive regime.

Summary  LBJ concluded near the end of his life that “everything
I've worked for is ruined,” an admission of political failure by a
man who sought to permanently expand the progressive regime.'®
His hope to end public and private racial discrimination might be
judged a qualified success. His larger, typically progressive vision
of transforming the society by controlling social forces, determining
equality of outcome, and remaking the cities rapidly lost support.
The politics of helping the oppressed by punishing the oppressor
did not leave lasting monuments to Johnson’s ambitions. Who now
runs for office promising an urban policy and equality of outcomes?

Yet LBJ was hardly a failure. He skillfully expanded the ambit of
the federal government. Johnson and his allies, people like Wilbur
Cohen, who had learned politics by building Social Security, believed
the most important moment in the life of a program was its enact-
ment. Even if funding were small, a program once started could
build its basis of support in Congress and generate interest groups
and executive agencies willing to work for expansion. The spending
would matter a great deal to narrow constituencies and would
impose hidden or minor costs on taxpayers or consumers. Given
this political logic, the spending in question would persist, even if
future elections somehow turned against progressives. Self-interest,
if not a faith in progressivism, would sustain the federal ambit.

Johnson also created institutions that would shape public opinion
in favor of the policies and values of the old regime. Professors,
largely progressive in values and interest, would have a chance to
convince every person seeking higher education of the virtues of
the old regime. The new government media would daily persuade
and mobilize its supporters.

LBJ would leave office in all but disgrace. The political regime he
augmented would persist long after his passing.

41



THE STRUGGLE TO L1MIT GOVERNMENT

Nixon

The presidential election of 1968 suggested the nation had turned
a corner. The Democratic candidate, Hubert Humphrey, received
28 percent less of the vote than LBJ had obtained in 1964.'° The
new president was a Republican and at the time was deemed a
conservative. The nation nonetheless continued on the track laid out
by Roosevelt and Johnson toward a larger and more intrusive federal
government.

Richard Nixon was a shrewd and highly successful politician. He
cared little about political philosophy and a lot about winning the
political game. Nixon had no particular desire to challenge progress-
ivism and return to the older individualistic ethos.'® He did hope
to create a New Majority to replace the New Deal coalition, thereby
altering the history of the nation. His strategy for reaching that
goal would be ideologically flexible. The federal government would
manage the economy to ensure prosperity. Nixon thought blue-collar
Democrats could be turned into Republican voters by continuing to
expand the New Deal’s welfare state.'” Nixon also saw that voters
wanted more than economic benefits. They wanted a different kind
of security that a president could offer in return for a vote: they
wanted the security of knowing that their leaders affirmed the tradi-
tional moral order.

Economic Policies ~ Nixon governed domestically as if his admin-
istration was filled with progressives (which it was, in part).'®
Almost immediately after taking office, Nixon supported extending
a 10 percent tax surcharge that was scheduled to expire. He also
refused to cut government spending, contrary to the recommenda-
tions of his budget director. To get the tax surcharge through a
Democratic Congress, Nixon agreed to repeal an investment tax
credit (in effect, to raise some taxes on business). The taxes gleaned
from the repeal would be used for revenue sharing with state and
local governments, tax credits to stimulate private investment in
poverty areas, and a guaranteed income for poor families. Nixon
conceded one point after another to liberal Democrats so that he
could enact a tax increase on business, which in turn would largely
provide funds ostensibly to help the poor.'® Despite the tax increases,
spending outran revenue, and deficits appeared on the fiscal horizon.
Nixon’s advisers recommended more tax increases, including a
value-added tax similar to a European model."”
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In late 1971 and the election year of 1972, Nixon pumped up the
domestic economy while fixing prices and wages. Internationally, he
pursued a mercantilist policy that emphasized exports and American
jobs. His treasury secretary, John Connally, summarized the new
outlook: “My basic approach is that foreigners are out to screw us.
Our job is to screw them first.”””! He paid Strom Thurmond for his
support in 1968 by backing textile quotas (Thurmond’s state, South
Carolina, depended heavily on textile manufacturing).'”? Eventually,
Connally proposed a package of wage and price controls, tax cuts,
and closing the gold window, thereby bringing the Bretton Woods
international monetary system to an end. He also proposed doubling
a tax on imports. Connally believed the package would both devalue
the dollar and give the United States leverage to force other nations
to open up their markets in exchange for eliminating the border tax.
Exports would rise, the domestic economy would get better, and
blue-collar voters would love the harm done to foreigners. His mer-
cantilism served the paramount end of Nixon’s reelection.'”

Nixon also imposed wage and price controls, which initially were
quite popular with the public and much of the political class.”” The
popularity of the program engendered a new stage of controls. The
administration decided to design and implement a comprehensive
system of wage and price controls (Phase II), with authority over
each given to separate boards. The wage part, a pay board, included
labor and management representatives. The wage board began by
approving a large settlement in coal mining while suppressing the
price increase requested by the coal companies to match the wage
increase. The public approved of the price suppression.’”” The con-
trols also worked for a while and after a fashion. They had little
effect on wages but temporarily suppressed prices by squeezing the
profits of firms. After the controls were lifted, the businesses sought
to restore their profit margins and prices took off again.”®

Other regulations grew. Congress passed more regulatory pro-
grams from 1969 to 1974 than during any other era in American
history, including the first five years of the New Deal. More gener-
ally, the decade after 1969 saw 130 major regulatory laws come out
of Congress."”” The growth during the 1960s and after came in social
regulation, such as consumer protection, workplace health and
safety, and the environment. Measured by major legislation enacting
regulations, Paul Pierson finds that from 1964 to 1977, the federal
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government adopted 34 major regulatory laws. From 1947 to 1964,
the number was 7; from 1977 to 2002, the number was 11. Hence,
the 1964-1977 era saw about twice as many major regulatory laws
enacted as the other four decades in what is called the postwar era.'”
Economic regulations, some dating from the New Deal, remained
widespread. In 1977, 17 percent of U.S. gross national product was
produced by fully regulated industries.””” The federal government
sought through this regulation to create, in Theodore Lowi’s words,
a “risk-free society.”"®

Much of this growth in regulation, like the more general expansion
of government, came during the Nixon years. In 1969, President
Richard Nixon created the Cabinet Committee on the Environment.
In 1970, he signed separate bills creating a Council on Environmental
Quality and an Office of Environmental Quality. Finally, Nixon
established the Environmental Protection Agency through an execu-
tive reorganization.”" In setting up the EPA, Nixon said: “We need
to know more about the total environment—Iland, water and air. It
also has become increasingly clear that only by reorganizing our
Federal efforts can we develop that knowledge, and effectively
ensure the protection, development and enhancement of the total
environment itself.” Creating EPA would organize “rationally and
systematically” the environmental regulations of the federal govern-
ment.'®? A total environment, totally understood, and totally
enhanced.

Other regulations also grew quickly during Nixon’s tenure,
whether measured by the number of pages in the Federal Register or
the cost of regulations. Theodore Lowi documented 40 new regula-
tory laws and programs enacted from 1970 to 1976. Republican
presidents notwithstanding, the federal government kept “itself
involved in every nook and cranny of American society.” In the
1970s, both parties added to a “new and positive national state”
largely because the federal government had become party to ever
more local transactions.'

Regulation also became more comprehensive. The Occupational
Safety and Health Administration applied to every employer in the
country and sought “to provide a safe environment for employment
by obliging the new agency to set standards the observance of which
would produce the desired state of affairs.” The Consumer Products
Safety Commission was charged with creating “a safe environment
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for all consumers by having that agency set standards whose obser-
vance will create such an environment.” Congress had delegated its
authority to make law to these agencies that had the responsibility
to achieve some universal end rather than to attack some specific
evil."™ The Environmental Protection Agency would follow the same
model. EPA would protect the environment by abating pollution as
administrators saw fit. Congress, Lowi notes, “knew nothing in the
beginning and admitted it by mandating clean air and water to
administrators to pursue entirely as they saw fit.” Thereafter, neither
the president nor Congress reviewed EPA’s work."™

Congress and the administration also used tax preferences to
manipulate the economy. In 1969, Congress reformed and cut federal
taxes. As stated earlier, the new president sought to extend a 10
percent surtax enacted late in the Johnson administration. Congres-
sional liberals balked and sought reform of the tax code among other
things as the price for supporting the surtax. The subsequent law
would later be described as the most thoroughgoing reform of the
tax code in American history. The law gave substantial attention to
tax preferences for private foundations and businesses; the o0il and
gas depletion allowance was cut by one-third. In the end, many
preferences survived the changes in the code.”®® Congress did not
revisit reforming the tax code during the rest of Nixon’s presidency.
The 1974 elections empowered liberal Democrats, who renewed the
effort to cut back on tax preferences. Just before the 1976 election,
Congress passed a tax bill that both increased and decreased the
number of preferences.'” Looking back, both the number and size
of tax preferences continued to increase throughout the 1970s."®

Social Security ~ Up to 1972, Social Security spending had grown
slowly and surely. Increases in benefits followed a buildup in
reserves; Congress could only spend, in other words, what the gov-
ernment already possessed. As the economy grew rapidly in the
1960s, Congress had more money to reward elderly voters. In 1972,
Congress, led as always by the experts at the SSA, changed its
assumptions. It now assumed that wages would rise in the future;
the surpluses that would have come about in the future under the
older assumption became available for distribution in 1972." More-
over, the future increases convinced Congress that the system would
remain financially stable despite the 20 percent increase.” Congress
was in effect spending a windfall generated by a change in actuarial
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assumptions, a change pushed by the experts at SSA who had always
favored expansion of the program. It also helped, to put it mildly,
that the huge increase in benefits in 1972 entailed no increase in
tax rates."!

The effect on Social Security spending was predictable. In 1969,
benefits increased by 15 percent followed by a 10 percent increase
in 1971. The binge ended with a 20 percent increase in 1972, which
attracted overwhelming support in Congress and in an election year,
the signature of a Republican president. Accounting for inflation,
benefits rose by 23 percent during the period. The most striking of
the lot was the 1972 increase of 20 percent. The U.S. Senate approved
the increase by a vote of 82 to 4; the House voted 302 to 35 in its
favor. Congress had few qualms about increasing benefits in an
election year like 1972, but the 20 percent increase went even beyond
expectations.'”” Between 1970 and 1975, Social Security expenditures
more than doubled, rising from $32 billion to $67 billion, a rate
that far exceeded the increase in the number of recipients and the
consumer price index."”

The 1972 increase is not hard to understand. Wilbur Mills, the
longtime congressional manager of Social Security, decided to run
for president in 1972. His campaign began by proposing to increase
Social Security benefits by 20 percent. Senator Frank Church of
Idaho, working with the senior citizens’ lobby, recruited 48 Senate
cosponsors for the increase. Richard Nixon decided to catch the
Social Security train as it left the station rather than fall beneath its
wheels with a futile veto.”” On election day, the increased benefits
must have seemed wise on all sides. But with the new year came a
novel problem for the program.

Civil Rights and Beyond ~ LBJ had promised equality of results to
African Americans. His promise suggested his administration would
bring about equality in fact rather than equality of opportunity. To
accomplish that, the federal government would need both targets
and the means to realize them. The administration would have taken
control of labor markets, but such interventions would pose political
and legal problems. For example, Title VI of the Civil Rights Act of
1964 outlawed racial quotas.

The story of affirmative action begins with the labor unions, specif-
ically the construction trade unions that had long excluded African
Americans and others as a way of creating scarcity and high wages
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for their members.'* In 1965, Johnson signed Executive Order 11246,
which committed the federal government to advancing “equal
employment opportunity” in companies receiving federal contracts.
The order espoused “affirmative action” but did not set out goals
and timetables for allocating jobs to African Americans.® The Office
of Federal Contract Compliance in the Department of Labor imple-
mented the order and moved quickly toward an emphasis of out-
comes. The Office’s Philadelphia Plan awarded federal contracts to
employers that set targets for hiring minorities. Officials argued that
the Philadelphia Plan involved goals rather than quotas, but Elmer
Staats, the U.S. comptroller, ruled that the plan imposed quotas,
contrary to the will of Congress. The Johnson administration
dropped the plan.'”

The Nixon administration made good on Johnson’s promise of
equality in fact. Nixon himself endorsed numerical racial goals soon
after his inauguration and thereafter a revised version of the Phila-
delphia Plan. George Schultz, Nixon’s secretary of labor, wrote to
executive agencies, “The affirmative action concept is indispensable
to the President’s domestic program.”’”® Arthur Fletcher, an assistant
secretary of labor, told reporters: “We must set goals, targets and
timetables. The way we put a man on the moon in less than ten
years was with goals, targets and timetables.”"” Congress disagreed;
Staats again decided that the revised plan violated the Civil
Rights Act.

The move toward social engineering by the Nixon administration
should not have been surprising. Nixon himself had no great com-
mitment to equality of opportunity as a guiding ideal. Campaigning
for the presidency, he had said: “You've got to realize that these
people in the ghettos have got to have more than an equal chance.
They should be given a dividend.”® Like LBJ, Nixon urged that
African Americans be given “an extra start” in the race for jobs and
wealth.?! Some have seen in the Philadelphia Plan a Nixonian bid
to split the Democratic Party by pitting the labor unions against the
civil rights groups.” Yet the timing of support for the plan seems
wrong if politics were the primary consideration, and in any case,
as Nixon said privately, “With our constituency, we gained little on
the [Philadelphia Plan].”*® Indeed, Nixon would later deemphasize
but not disavow affirmative action and the Philadelphia Plan during
his bid for reelection in 1972.
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By the end of his administration, affirmative action, like other
programs, had developed support from Congress, executive agen-
cies, and interest groups. Government and private efforts to promote
hiring on the basis of race (along with university admissions) became
part of public policy during the Nixon years. LB] began the policy,
but Nixon was “the sire of affirmative action.”*” The program would
persist long after Nixon left the White House.

The Question of Order ~ Most Americans equate the hope for indi-
vidual liberty and limited government with conservatism. There is
truth in that equation: the founding generation affirmed both liberty
and limited government; in the United States, a respect for the past
comports well with a love of liberty. More generally, however, those
who value liberty above all—classical liberals—diverge from conser-
vatives. Richard Nixon indicates one kind of divergence. He con-
served and added to the legacy of Franklin Roosevelt and Lyndon
Johnson. Nixon also differed from classical liberalism in another
way. He thought government should promise to go beyond protect-
ing rights to protecting against changes in the moral order.

In a society marked by liberty, individuals make choices and are
responsible for the consequences of their choices. The relationships
between and among individuals are governed by the agreements
they make and the rights they have. The rights of others constrain
my freedom. No one may legitimately murder others, restrain their
liberty, or take their property. Such rights violations constitute
crimes. Government exists in part to deter and punish such crimes
in the larger context of the rule of law. Government should provide
greater security for life, liberty, and property than exists in a state of
nature, absent government. When Nixon came to the White House,
governments throughout the nation were doing a poor job at that
task. By some measures, crime doubled in the United States in the
1960s.% Civil order appeared to be losing out to private coercion in
the United States.

Many conservatives agree that a society depends on the recogni-
tion and enforcement of individuals’ rights. They add that the gov-
ernment should also recognize and enforce duties as defined by the
moral traditions of a society, or what might be called its moral order.
Here the conservative differs from the classical liberal, who would
constrain liberty only to protect the rights of others. The conservative
believes individuals should not diverge from the obligations of the
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traditional moral order for reasons of rights or of social conse-
quences. The conservative would argue that the government should
enforce those moral obligations and limit the liberty of the individ-
ual.*® Before and during the Nixon administration, the traditional
moral order seemed under attack and losing out to what was known
as the counterculture. Individuals tried illegal drugs in pursuit of
pleasure or enlightenment. New sexual relationships reflected indi-
vidual choices rather than traditional values. The older ways of
living that seemed beyond question had come into doubt. For many
Americans, the security offered by conventional morality seemed to
be slipping away toward moral chaos. The social world seemed
increasingly anomic.

Nixon recognized the political appeal of responding to both kinds
of insecurity. Nixon focused on what he called the social issues,
“race, crime, radical youth, cultural change.” This emphasis led the
president to denounce drugs, crime, campus violence, and ghetto
riots.”” Nixon understood that more was at stake than crime or
public disorder. He was promising to put government on the side
of the authority of traditional morality. He would both recognize
the truth of the traditional moral order and promise to enforce its
obligations.

Nixon the politician understood what classical liberals missed:
many voters considered the federal government a moral guide
whose endorsements or condemnations mattered. A government
that endorses or condemns would also be an active government,
one that provided moral security along with social security. The New
Majority Nixon hoped to build would be an amalgam of progressive
economic security and conservative moral security, the two deliv-
ered by a large and active federal government.

In many ways, 1974 was a year of triumph for progressives. They
drove their ancient nemesis, Richard Nixon, from the presidency,
thereby damaging Republican electoral prospects. Democratic candi-
dates picked up 49 House seats and 4 Senate seats in the 1974
congressional elections. Many of these new members were more
progressive than the members they replaced. The 94th Congress
could override any vetoes by President Gerald Ford, assuming
voting along party lines.

Conclusion
From roughly 1935 to 1968, progressives turned their political
philosophy into a political regime, a set of institutions and policies.
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The regime was largely constructed in two great bursts of lawmaking
in the mid-1930s and the mid-1960s, both in response to a crisis. The
New Deal took advantage of the economic collapse of the early
1930s, while the Great Society tried to expand government to deal
with civil rights. What aspects of this regime were likely to persist
and why?

Extensive government control of the economy and society did not
fare well during this period. The National Recovery Administration
failed politically and legally. The idea of an administrative state
attracted progressive support for a time but failed to thrive. LBJ’s
plans to make war on poverty, rebuild the cities, and enforce patterns
of outcomes by race were not dead by 1975, but each had attracted
as much opposition as support. Each of these robust collective
endeavors contravened individualism and concomitant limits on the
scope of government. Each made government the center of society
and the planner of the future. Progressive efforts to directly trans-
form America could not overcome the older cultural commitment
to individualism and limited government.

Yet progressives also succeeded when they adapted their pro-
grams and policies to American political culture. The New Deal’s
most politically successful innovation—Social Security—offered
recipients generous benefits that were “deserved” owing to earlier
contributions; public pensions became a kind of reward for individ-
ual effort. Medicare followed the Social Security model. Progressives
also established the goal of maximizing consumption for govern-
ment policy. Compared to the NRA or the administrative state,
maximizing consumption appealed to the individual: government
did not intervene continually to control economic life. Instead, it
purported to control the parameters of producing wealth, while
individuals and firms actually did so. Future presidents would be
expected to maximize consumption.

The progressive regime persisted because it offered benefits to
significant numbers of voters. But what of the costs to fund those
benefits? A growing postwar economy provided some of the fund-
ing. Several programs, as we have seen, provided benefits to narrow
constituencies while spreading the costs more broadly. Those constit-
uencies have reason to care much more about their benefits than
taxpayers or consumers have to resist the costs of any particular
program or policy. The politics of concentrated benefits and diffuse
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costs would tend to conserve any increases in the size of government.
Taking benefits away from highly organized constituencies would
not garner votes in elections. The larger public of consumers and
taxpayers would be unlikely to notice the improvement in their lives.

Did progressives realize their goal of transforming Americans and
thereby America? They did not build a nation of citizens devoted
to a collective good with no thought of individualism or liberty.
Progressives did adapt to American culture as a means to establish
and expand the role of government. Americans were changed as a
result. They still espoused liberty and limited government, but they
also had come to expect government largesse. Those benefits
depended in turn on robust economic growth, which voters expected
Washington to foster. If the federal government failed to meet that
expectation, the old regime could fall into a crisis.
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2. The Crisis of the Old Regime

By 1980, progressives had dominated the federal government for
over four decades. The scope and spending of government had
greatly increased during that time. Until the early 1970s, the progres-
sive regime succeeded politically. Thereafter, it had “become increas-
ingly vulnerable and crisis ridden over time.” Its ideals and policy
agenda no longer spoke to the problems of the late 1970s. It had
become unstable, thereby creating new political prospects.! Ronald
Reagan wanted to seize those possibilities to limit government and
restore individual liberty. However, he faced several challenges to
bringing fundamental change. Not least of these challenges was
sheer inertia. Over 40 years, progressive leaders had designed their
regime to persist politically. This chapter will examine the factors
that both undermined and preserved the old regime as a way to
gain perspective on Reagan’s possibilities and limitations. I begin
by considering the failures that brought the progressive regime to
its crisis in the 1970s.

Two Wars Lost

Public support for the Vietnam War rapidly eroded in the
late 1960s. By 1967, a slight majority doubted the wisdom of
administration policy.” The political left had led the opposition
to Vietnam, but the war’s failure harmed progressivism. Until
Vietnam, Americans believed in their government. The federal
government was credited with saving the nation from the Great
Depression and for protecting Americans from Hitler and commu-
nism.? Thereafter, public confidence in government dropped stead-
ily for almost a generation. Vietnam and its aftermath, the Water-
gate scandal, taught Americans to distrust government and public
officials. The government could not achieve the goals set by elected
leaders, but progressivism at home and abroad required public
faith in collective action.
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Lyndon Johnson’s other war quickly lost political support. The
War on Poverty turned quickly against the older ethos of individu-
alism and self-reliance. Welfare roles began rising rapidly as the
poor organized to demand redistribution. Legal aid to the poor
provided by taxpayers sought to increase welfare benefits and
loosen eligibility. In the same period, race riots broke out in many
American cities, effectively ending the integrationist phase of the
civil rights movement. Edward Berkowitz describes the political
atmosphere of 1967: “Having engaged in an idealistic effort to end
poverty and rehabilitate ghetto residents, the nation now found
itself abused, tormented and threatened by the very people it has
sought to help.”

The poor sought to overturn rather than participate in the political
system. The Community Action Programs fostered the emerging
black power movement, which continually challenged local officials.®
These challenges angered urban mayors, the backbone of the Demo-
cratic Party, who demanded constraint on anti-poverty efforts.” John-
son mollified them for a while, but CAP proved politically implausi-
ble. In 1967, Congress tried to control public assistance and to cap
welfare benefits.®

The War on Poverty had also failed as a policy. Even sympathetic
analysts drew dire conclusions:

Unprecedented generosity . . . had not made much of a dent
in the poverty, dependency, delinquency, or despair against
which the 1964 war had been declared. . . . few would disagree
with the contention that the poverty gap remained wide and
that if it had been narrowed at all, the narrowing was not
commensurate to the decade’s expenditure of effort and money.
Indeed, there would probably be universal agreement that the
impact of the War on Poverty had fallen far short of the claims
of its designers.’

The War on Poverty had experienced its Tet Offensive.

The war in Vietnam did not persist beyond the Nixon administra-
tion. Although it benefited some interests—for example, defense
producers—the costs of the war were not hidden. The War on Pov-
erty lost momentum in the early 1970s, but this failure to reconstruct
America or to ameliorate poverty more generally did not mean the
programs themselves failed politically. The War on Poverty, afterall,
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funded good jobs in patronage machines for Washington representa-
tives.!? Had the poverty bureaucracy, failures notwithstanding,
become entrenched?

Economic Decline

Progressivism meant the rule of experts, not least the rule of the
macroeconomist. Keynesian experts advised a tax cut in 1964 to revive
a stagnant economy. When rising employment and stable prices fol-
lowed the tax cut, many decreed the end of the business cycle. In the
1960s, experts agreed the Phillips curve, specifying the tradeoff between
inflation and unemployment, offered an important tool in managing
the economy. A policymaker could in theory predict the price level if
he decided to pump up the economy to lower unemployment." The
economy seemed to be a machine run by those who understood its
workings and thus knew which dials to turn and buttons to press.
Experience, however, slowly belied this optimistic assumption.

In the 1970s, the U.S. economy performed worse than it had in
the 1960s and worse than other nations did in the 1970s. Per capita
economic growth declined and unemployment rose. The rate of
growth of labor productivity declined, a troubling development
since increases in wealth came from productivity growth.”> The
United States experienced its only peacetime burst of inflation in
the 1970s. The era saw three inflation cycles, each larger than the
one before. The first peaked in 1969, the second in 1973 and 1974,
and the third in 1980. Unemployment rose after each burst of infla-
tion, and here too the unemployment rate was higher after each
cycle. J. Bradford De Long recounted the economic harms associated
with inflation and concluded that the inflation of the 1970s “may
have been very expensive to the United States in terms of the associ-
ated reduction in human welfare.”" In the late 1970s, both unemploy-
ment and inflation rose, a result that eluded the older Keynesian
consensus. The simultaneous rise in prices and unemployment—
stagflation—had deleterious effects on the legitimacy of the progres-
sive regime. The experts who had been supremely confident in 1964
were completely stumped by 1978.

Paying for Spending

From 1954 to 1975, federal nondefense spending almost tripled
as a share of gross domestic product. Federal spending also shifted
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from defense to domestic programs after 1965. State and local outlays
nearly doubled from 1955 to 1975." Spending on entitlements rapidly
took up most federal outlays. Defense spending fell."” Congress
essentially redirected spending from national defense to entitle-
ments.'® The shift toward entitlements complicated controlling
spending. Entitlements were not subject to yearly appropriations by
Congress. Such spending could therefore be reduced only by new
authorizing legislation, a difficult task.” Annual appropriations gov-
erned less than half the budget by 1974, and 75 percent of federal
spending was considered uncontrollable.™

The minders of Social Security in Congress and the Social Security
Administration had long assured the public of the soundness of the
program. In 1972, as Congress considered a 20 percent increase in
Social Security, Wilbur Mills said, “I can assure the membership of
this House that we will over the next 75 years take in each year
more money than we will be paying out.”” Robert M. Ball, the
leading champion of Social Security, said in 1973 that its current tax
rate would suffice into the next century. That same year, the Social
Security account showed a deficit for the first time.*” Beginning
in 1975, Social Security began paying out more to recipients than
government collected in taxes. Government actuaries foresaw persis-
tent deficits that would deplete trust fund reserves in a few years.
Congress responded by enacting the largest peacetime tax increase
ever. Over the next 10 years, the tax increase more than tripled the
maximum tax payment for middle- and upper-income taxpayers.
Four years after Ball’s assurance of soundness, Congress raised Social
Security taxes by an additional $227 billion over the next decade.”

The history of Social Security may be divided into two eras. The
first runs from 1935 to 1972 and is marked by relentless expansion
in benefits, taxes, and covered groups of taxpayers. The program
appeared to have a logic and momentum of its own: “If social security
is arepresentative case . . ., aggrandizement is inherent in the modern
welfare state, or at least inexorable.”” The second era begins in 1973
with the appearance of deficits. During the first era, advocates of the
program completely controlled its political agenda and outcomes.
During the second, critics began to have some influence over public
understanding of the program, if not over policy outcomes. The
program was no longer beyond question. The core of the progressive
regime was troubled, if not in trouble.
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In 1960, taxpayers financed about 25 percent of health care spend-
ing; by 1970, the public funded 38 percent of health care spending.
Ten years later, the public paid for 43 percent of all health care.”
Both Medicare and Medicaid were passed in 1965. Five years later,
the federal government was spending $13.8 billion on Medicare (in
2005 dollars). By Reagan’s first year in office, Medicare spending
had risen to $84.7 billion and was expected to rise to $181.2 by 1990.
Allin all, Medicare spending rose by 500 percent from 1970 to 1980.*
During the first seven years of the program, physicians’ incomes
rose about 11 percent annually. Hospitals billed on a cost basis
without any controls on the services provided.

Medicaid was even more open-ended in paying for health care®
and also grew quickly. By 1971, annual spending had reached $6.5
billion with over 16 million enrollees. Spending increased on average
by more than 50 percent each year during Medicaid’s first five years,
while enrollment grew at an average annual rate of nearly 33 percent.
The number of covered services also grew so much so that per-
enrollee growth exceeded general inflation by nearly 11 percentage
points. The number of people receiving Medicaid benefits increased
nearly 17 percent each year from 1967 to 1973, as welfare rolls also
climbed.” In 1972, Congress amended the Social Security Act and
expanded Medicaid eligibility. The amendments contributed to total
spending growth, averaging 18 percent per year from 1972 to 1976.
During the next five years, annual spending on the program grew
by an average of 15 percent.”

During this period, the public and policymakers still expected to
balance the federal budget. Transitory deficits might appear, but
politicians and budget planners expected (and believed voters
expected) government accounts would tend toward balance in a
year or two. Taxes had to be raised more or less to keep up with
the rapid increase in spending.

Before World War II, individual income taxes were about 1 percent
of GDP, while corporate taxes averaged about 1.5 percent of GDP.
The war changed all that: income taxes rose to 8 percent of GDP,
and corporate taxes took up 7 percent of national wealth. When
peace returned, taxes did not go down: income taxes remained
at least 5.9 percent of GDP. From the Korean War until the late
1970s, income taxes equaled about 8 percent of GDP. State and
local taxes grew during the 1960s and afterward, as did payroll for
entitlements.”
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As early as 1965, LB] proposed a surtax to pay for the Great
Society. The Democrats lost a large number of congressional seats
in 1966, in part because of the higher taxes.” The resistance to taxes
continued. In 1967, LBJ said in private to the researchers at the Urban
Institute: “Here’s the number one problem for anyone that wants to
help their country and the people in it. You've got to figure out how
to raise the taxes to pay for these social programs our people need
and to rebuild our cities and educate our children. . . . What we
need is someone smart enough to tell us how to convince the Ameri-
can people that they should ante up.”* Even in the heyday of Ameri-
can progressivism, paying for the welfare state was not politically
popular.”

Inflation provided part of the answer to LBJ’s plea for more reve-
nue. The inflation that plagued the United States during the 1970s
was bad for the economy but good for government. Rising prices
and wages pushed taxpayers into ever-higher tax brackets, thereby
increasing government revenue without explicit tax increases. The
budget deficit remained low relative to GDP, and experts could
believe that surpluses would appear after three years. Members of
Congress could propose new spending or lower taxes while assum-
ing the resulting deficit would be short-lived.”

For all the subterfuge, most voters were paying higher taxes.
Eugene Steuerle examined the average and marginal increases in
taxes from 1960 to 1980 for the poor, the middle class, and the
affluent. The average tax rate of those at twice the median income
rose from 12 to 18 percent (a 50 percent increase), while their mar-
ginal rate about doubled (from 21 to 40 percent). Average rates for
middle-income earners rose from 7 to just over 10 percent even
though their marginal rate dropped from 20 to about 18 percent.
For the poor, those at one-half the median income, average taxes
rose from 1 to 5 percent, while their marginal rate rose from almost
zero to 18 percent in 1980.% State income taxes and local property
taxes also doubled during this period.* Exemptions from taxation
declined in value. The growing burden of taxes was not confined
to demonized groups like the affluent. Voters near the median and
well below the median income were also paying higher taxes.®
Relative to the nation’s wealth, federal taxes grew especially quickly
from 1976 to 1980.%

Eventually taxes did provoke resistance, most famously in Califor-
nia, where voters by a two to one margin used the initiative process to
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write Proposition 13 into the state’s constitution. It reduced property
taxes by almost 60 percent and decreased annual property tax reve-
nues from about $12 billion to $5 billion. In November 1978, 12 other
states constrained taxes or spending through direct democracy.”

Congress heard protests against ever-higher taxes and did little.
An increase in Social Security taxes in 1977 caused an outcry, and
the House Democratic Caucus voted overwhelmingly to instruct the
Ways and Means Committee to substitute general revenues for the
revenue from the planned tax increase. Ways and Means decided
against the change, but Congress reduced individual income taxes
to offset some of the rise in Social Security taxes and the effects of
inflation on tax obligations. The law also cut corporate tax rates,
especially for smaller businesses, and expanded investment tax cred-
its to encourage purchase of new plants and equipment. The federal
tax take continued to rise for most Americans.*

At the same time, the tax system was losing its legitimacy. Prog-
ressivism had promised policies pursuing “the common good” and
similar goals. Government often gave some groups exemptions from
taxes in exchange for specified conduct. The logic of tax provisions
meant the benefits went to small, highly organized groups; indeed,
the logic indicated that the general public would end up being the
“someone else” that paid the taxes forgone. Often the provisions
went to businesses, ostensibly to promote investment or to add jobs.
Those who disliked commercial interests thus complained of “special
interest” influence. The progressive tax code was not or understood
to be a means by which the people pursued a common good. Rather,
it was a corrupt plaything of narrow interests. To be sure, many
people benefited from the corruption, but they noticed the special
interests and ignored their own corruption.

In 1980, a plurality of respondents thought the federal income tax
was the least fair tax, and the proportion of the public holding this
view had doubled since 1972. This loss of faith went beyond affluent
households. The federal income tax was losing support in the lower
middle class, where almost one-half of the respondents named it as
the least fair tax. Blue-collar employees were also more likely than
the average American in 1980 to name the federal income tax as the
least fair tax. Publicity about tax preferences (or loopholes) contrib-
uted to these declines in public support.* Big government required
big revenues. By 1980, the federal government was losing support
for its system of revenue collection.
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The growth in spending and taxing forced reform of Congress.
President Nixon argued that Congress “not only does not consider
the total financial picture when it votes on a particular spending
bill, it does not even contain a mechanism to do so if it wished.” In
his view, Congress simply appropriated money on various programs
as if they were “unrelated and independent actions.”* Nixon claimed
the president could refuse to spend funds appropriated by Congress.
Specifically, he sought discretion from Congress to curtail or elimi-
nate programs if total federal spending exceeded $250 billion in
the 1973 budget. Denied such discretion, the administration began
impounding appropriated money for federal programs. Nixon’s
impoundment provoked Congress to constrain executive authority
over the budget."!

Until Nixon, few progressives had worried about the centraliza-
tion of unchecked power in the presidency. FDR and LBJ had shown
how a strong executive could enact progressive changes. In contrast,
Congress seemed little more than an atavistic drag on needed
change.” Nixon provoked second thoughts by suggesting a president
might hamper, if not stop, the growth in federal spending and the
scope of government. Congress responded to the Nixon crisis by
reclaiming its power relative to the executive.

In 1974, Congress reformed its budget process to unify decisions
about revenues and spending. Many members and much of the
public hoped the new process would bring spending under control:
“Republicans hoped that ‘spenders,” forced into the glare of public
scrutiny, would retreat from their nefarious schemes. Democrats
hoped that the conservative priests of budget balance . . . would no
longer be able to deceive the public with platitudes. Each believed
that God, which in a democracy means the public, was on its side.
The public . . . was on both sides and neither side.””

The 1974 budget reform reflected the recommendations of a Joint
Study Committee on Budget Control appointed by Congress. This
committee had recommended “restrictive rules if spending increases
were proposed without compensatory revenues or spending reduc-
tions in other areas.” Any action that violated these rules could be
subject to a point of order; the rules could only be waived by a two-
thirds vote of Congress. This rule did not become law.* The final
reform of the process imposed few rules or restraints. Budget expert
Aaron Wildavsky wrote of the 1974 act: “It created rules for Congress,

60



The Crisis of the Old Regime

but any majority can change such procedures. Legislation in the
House and Senate often is considered under rules tailored for the
occasion; amendment of those rules on the floor is common enough.
Congressmen would follow the budget act’s rules only if they wanted
to do so; they would want to do so only if they valued the process
itself more than they valued what they would lose if they obeyed
the act.”®

Regulatory Failure

A 1979 Economic Survey by the Organization for Economic and
Cultural Development set out the emerging consensus among econo-
mists that “productivity growth has probably been slowed some-
what due to increased government regulations concerning industrial
safety, health and environmental protection . . . as well as govern-
ment regulation of specific industries.” Research on economic regula-
tion also indicated that deregulation and more competition would
lower prices, an abiding concern given high inflation. Moreover,
traditional justifications for economic regulation seemed wrong.*

Some experts concluded that regulations were often perverse.
For generations, experts and the lay public alike had assumed that
regulations served the public interest. By the late 1970s, many econo-
mists had concluded that regulations bestow privileges on private
interests at some cost to the public. Barriers to entry and controlled
prices—two common methods of economic regulation—appeared
to stifle competition, raise prices to consumers, and increase profits
and wages in regulated industries.”

Some regulatory failures mattered more than others. The price of
oil rose rapidly in both 1973-74 and 1978-81. The earlier increase
followed war in the Middle East and marked the apparent success
of an embargo by major oil-producing nations, the Organization
of Petroleum Exporting Countries. The second rise reflected the
psychology of producers and consumers in the context of revolution
and war involving Iran.* The federal government appeared helpless
to mitigate the economic disruptions that followed the price
increases. In fact, government policies made cyclical increases in
energy costs worse through poor and inconsistent policies.”

Regulations created serious political problems. As early as 1969,
the political scientist Theodore Lowi noted that Congress tended
to write laws that identified general goals and delegated a broad
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authority to realize them to federal agencies. A struggle of interests
followed the delegation of authority, leading to rules or regulations
chosen by agency officials. Lowi saw in the 1960s and after the
growth of an administrative state freed of congressional control. By
allowing “policy withoutlaw,” Congress created a federal regulatory
authority that lacked democratic accountability or legitimacy.”

Writing as Reagan rose to the presidency, Lowiimagined a revised
Constitution for this Second Republic of the United States. Its first
article would state the purpose of government was “to provide
domestic tranquility by reducing risk. . . . In order to fulfill this
sacred obligation, the national government shall be deemed to have
sufficient power to eliminate threats from the environment through
regulation . . . .” Its preamble would say: “There ought to be a
national presence in every aspect of the lives of American citizens.
National power is no longer a necessary evil; it is a positive virtue.”
In a later article, Lowi described how trying to create a risk-free
society expanded the ambit of government:

The delegation of power from the legislature is not merely a
straightforward grant of authority to an agency. . . . The lan-
guage of these broad statutes is a systems language, a language
that attempts to incorporate all of the variables that characterize
the problem and might tend to explain the existence of the
problem and provide a lead toward a solution of the prob-
lem. . . . Embracing the system as the universe of analysis led
policy makers to think of regulation as embracing that entire
system. This imposed upon the perspective of the lawmaker
and the administrator a complexity beyond human capacity—
to incorporate for the purpose of empirical causal analysis and
to control the totality of interdependent causes and effects.”

The ambit of regulation thus grew steadily and just as surely
failed to achieve its grandiose promises.

Congress and some states began to deregulate several industries in
the late 1970s. These changes were surprising. If industries benefited
from regulation, deregulation would impose losses on the regulated,
who in turn would fight to keep the regulation and related privileges.
Since deregulation and competition would benefit a large, diffuse
group—consumers—it seemed unlikely that regulations would ever
be repealed. And yet some were.” Even Democrats, the party respon-
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sible for the old regime, had begun to have doubts about the value
of regulation.™

The moral and practical decline of economic regulations under-
mined the theory and practice of the progressive regime. But those
regulations had been imposed for four decades, providing benefits
to the regulated if not to the public. Given that, how far could any
president deregulate the American economy?

Civil and Social Rights

The federal government rapidly moved to enforce civil rights in
the 1965 to 1975 era. Affirmative action, as discussed earlier, became
a national policy under Nixon. The federal courts were charged with
deciding what to do about de facto segregation. Judges ordered
busing of students to achieve the desired racial compositions in
schools throughout the nation.”

The ambitions of public officials seemed even larger than control-
ling outcomes in employment and schooling. Left to themselves,
progressives argued, Americans were hopelessly racist and inegali-
tarian. Just as progressive governments had intervened in economic
choices for decades, public officials now sought to use state power
to change what people believed and said.*

Beyond race, the regime recognized and enforced new views of
civil liberties. Here, the courts sometimes limited the power of gov-
ernments. It prevented state governments from banning birth control
and abortion, state and local law enforcement from nonphysically
coercing criminal defendants, and state courts from convicting
defendants without an attorney. But constraining state and local
governments came at a price: “the nationalization of political author-
ity and policy in the United States.” The place of the federal govern-
ment in daily life greatly expanded.”

The judiciary, or course, was not elected and, at best, could claim
only limited democratic legitimacy. Of course, judges could claim
to be enforcing constitutional rights against majorities or public
officials. The new rights recognized by the Warren and Burger
Courts seemed to be implications of the Constitution and its design
for limited government; Roe v. Wade, for example, removed state
authority from decisions about reproduction. Protections for defen-
dants constrained collective coercion.
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This appearance was misleading. The decisions reflected more a
preference for equality than a concern about expansive government.
Roe freed women’s bodies from the power of their oppressor, men.
Strengthening protections for criminal defendants could be seen as
helping the poor against an oppressive society. These egalitarian
efforts limited the power of the federal government, but only by
accident.

The struggles to enforce the new social and civil rights added to
the problems of progressivism in the 1970s. Busing of public school
students fostered resistance, not all of it in the South. Affirmative
action taught voters that progress for African Americans imposed
losses on those from a European background. The protections for
defendants often put progressives on the side of criminals just as
crime was escalating nationwide. The right to choose an abortion
divided the nation. It slowly became clear that “the oppressed”
were not a majority, and their “oppressors” included much of the
middle class.

After 1965, progressives defined oppression as the problem and
government as the solution. The oppressors composed much of soci-
ety, and, hence, the solution to oppression would be controlling and
transforming society to end oppression. The federal government
would have to reconstruct society and inevitably the people who
made up the society. It would do so on behalf of the oppressed, a
minority, and against the presumed oppressor, a majority. The politi-
cal appeal of proposing policies intended to harm most of the society
would prove to be limited.

Federalism

In the 1970s, the aggrandizement of the national government over
the states continued. Daniel Elazar stated that “increasing federal
preemption of state and local powers in the mid-1970s led to the
notion that the federal government was the policymaker by right,
while the states and localities were merely convenient administrative
arms to be subjected to all kinds of federal regulations, whether
authorized by Congress or not.” By 1980, “the states were increas-
ingly being excluded by federal preemption from fields that until
relatively recently were considered their exclusive prerogative.” In
such matters, Elazar continued, Congress “has acted with no
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restraint,” and the Supreme Court made little or no effort to restore
some balance in the federal system.®

In federalism, as elsewhere, the public saw problems rather than
promise. In the late 1970s, the Advisory Commission on Intergovern-
mental Relations surveyed political leaders and federalism experts
of all political views and found four serious and systematic prob-
lems: (a) administrative failures, red tape, and tension between the
levels of government; (b) poor performance and inadequate results;
(c) excessive cost and waste; and (d) lack of adequate control and
responsiveness through the political process.” As the ACIR authors
observed, these shortcomings were not merely expert conclusions.
The public was losing faith in the competence of the federal govern-
ment to realize its promises.®

Legitimacy Problems

Progressivism in power had also lost its way morally. The call to
national goals and collective effort lost its rationale:

By 1976, the liberalism of Roosevelt had become a grab bag of
special interest services all too vulnerable to political charges
of burdening a troubled economy with bureaucratic overhead.
Expedience eclipsed enthusiasm in the bond between the
regime and the nation. Supporters of orthodoxy were placed
on the defensive. The energies that once came from advancing
great national purposes had dissipated. A rule of myopic sects
defied the very notion of governmental authority.®

Much of the electorate had concluded: “Democrats lost both their
rationale and their argument as to how spending programs, which
served their constituents, were good for the whole nation.”® In par-
ticular, African Americans and the poor had become interest groups
that, like other such groups, would soon acquire the adjective “spe-
cial” and thereby lose their previous moral authority.®

Progressives had long admired expertise in action to improve life
through government. Critics now saw in the new generation of
progressive experts a “New Class” of managers and intellectuals
whose ambitions and ideals drove the expansion of the state ever
deeper into the private sphere and civil society. The progressive
regime had encouraged the public to see experts as the friend of the
common man who would stand up for the “little guy” against the
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dangers posed by “big business” and “the robber barons.” This view
of the world neatly reconciled progressivism’s admiration for exper-
tise and “special men” with its democracy and the interests of ordi-
nary people.

The New Class argument redefined these terms. The author Kevin
Phillips, who had become famous by publishing The Emerging Repub-
lican Majority in 1969, criticized this emerging elite who had “a vested
interest in change—in the unmooring of convention, in socioeco-
nomic experiments, in the ongoing consumption of new ideas.”
The managers of the War on Poverty were “upper-middle class
graduates of elite universities who had been dazzled by trendy
sociological theories” in the words of Irving Kristol, a leading neo-
conservative critic. The experts who wished to help ordinary people,
according to the critics, were actually a privileged and moralistic
elite who had little in common with most Americans.®® By 1980,
these critics were making headway in defining progressives as an
elite hostile to the interests of most Americans.

Public opinion also turned on the regime. Progressive politicians
promised that once in power they would provide security to voters
and, in the long run, reconstruct American society on new founda-
tions. For a time, the promises seemed to be fulfilled; wars were
won and pensions grew well beyond contributions. By 1980, wars
abroad had been lost, war had erupted inside American cities, and
the economy was both unstable and beyond the ken of experts.

Public opinion began to doubt the capabilities of the federal gov-
ernment. At the pinnacle of progressivism, 76 percent of Americans
said they trusted the federal government to do what is right “most
of the time” or “just about always.” Thereafter, the number declined
steadily until 1980, when it fell to 25 percent.® Other measures of
legitimacy fell also.”” The older generation had grown up believing
the end of the Great Depression and the victory in World War II
were triumphs of the federal government. The postwar, younger
cohort had a rather different experience of failed leaders and failing
government.®® By 1980, few people believed the federal government
was either competent or righteous.

Behind the failure of trust in government lay a larger, more impor-
tant failure of progressivism on its own terms. From Croly onward,
progressives had hoped to transform the political culture of the
United States away from the older individualism and toward a new
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unified nation. Americans would become less concerned with their
liberty and their rights and instead become devoted to a larger
collective good.

That change of mind did not happen; Americans had not been
reconstructed. By 1975, citizens were no longer willing to “bear any
burden” to win the Vietham War or the War on Poverty. The public
had not embraced redistribution of wealth as a means to equality
of condition.” Support for an expansive state weakened. The number
of people who wished to decrease government services and lower
taxes rose, fell in the early Carter years, and then rose again in the
second half of Carter’s term. No more than 6 percent of the popula-
tion wished to increase services and taxes in this era.”’

Yet the regime had not completely lost public support. Survey
researchers found that support for government services (and thus
spending) had not changed much. Fewer people wished to pay for
the services or believed their share of such costs were fair and thus
legitimate. In late 1978, four scholars of public opinion concluded:

Public attitudes vis-a-vis the contemporary state generally, and
particularly toward its taxing and spending, are splendidly
ambivalent. Specifically, there is real resistance to taxation and
real support for the services which taxation provides.”

At the same time, many Americans believed that government
wasted so many resources that current services could be provided
with much smaller budgets, presumably with outlays consistent
with their desire for lower taxes.”?

As the 1970s ended, an increasing number of Americans wanted
the same or perhaps increased services from government, wanted
to pay less for such services, and believed the government was both
incompetent in providing the services and unfair in raising revenue
to pay for them. Many analysts noted this ambivalence; fewer asked
whether the average American really wanted government services
if he or she was unwilling to pay for them.

Lost Votes

In 1976, Jimmy Carter ran as an outsider who would take on
“Washington.” He was running against Watergate, but the progres-
sive regime was located in Washington, D.C. Carter appeared to be
a conservative to many in his party. He stood against the “interest
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group liberalism” that comprised the constituency groups of the
Democratic Party, all of which wanted something from the federal
government.” The electoral problems of the New Deal coalition,
however, ran deeper than Carter’s apparent heresies.

The New Deal coalition depended on reliable support from union
members, urban dwellers, southerners, and others. The coalition
ruptured from 1968 onward. A much larger proportion of African
Americans began voting for Democrats after 1964. As late as 1960,
both Kennedy and Nixon could strongly contest and hope to win
the black vote. By 1980, that bloc went solidly to the Democrats, and
blacks had “become a key component of the Democratic coalition.”
About the same time, Democratic support among southern whites
declined sharply. Scholars discovered that the probability of Demo-
cratic identification for native southern whites declined from .77 in
1952 to .41 in 1988. On the other hand, the average probability of
Republican identification for the same group rose from .09 in 1952 to
.22 in 1988. Southern whites stopped giving majorities to Democratic
presidential candidates after 1964.

This decline in Democratic identification among southern whites
related to ideology, since the decline could be found almost exclu-
sively among political conservatives. In 1972, 50 percent of southern
conservatives still identified with the Democratic Party. By 1984,
only 29 percent of white conservatives in the South were Democratic,
while 61 percent were Republican.” Other scholars have found that
the appeal of New Deal issues, programs, and groups declined dur-
ing the 1970s.”

The Democratic coalition changed in other ways. In the 1960s, “a
large proportion of the Democratic coalition was made up of white
mainline and evangelical Protestants, and the Democratic coalition
had a higher overall level of religious orthodoxy than did the Repub-
lican coalition.”” As late as 1966, a majority of people who regularly
attended a Protestant evangelical church identified with the Demo-
cratic Party. That proportion had declined steadily by 1980. The
number of Roman Catholics who attended church regularly and
identified as Democrats also declined during this period, though
not as steeply. The Republicans began to have realistic hopes of
winning the Catholic vote.”

Those who professed no religion or atheism—called seculars by
scholars—became less Democratic in the early 1960s and maintained
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their level of commitment thereafter until 1980.7 It should be noted
that the Democratic loss of evangelical Protestants and Roman Cath-
olics did not translate into gains among such voters for the GOP
during the pre-Reagan era. Support among churchgoing evangeli-
cals, for example, remained steady during this era, apart from a
sharp drop from 1976 to 1978.” The same could be said of Roman
Catholics.” The Republican coalition of 1980 remained about as reli-
giously orthodox as it had been during the previous two decades.
The Democrats, in contrast, had lost Evangelical support.

Challenges to Change

On July 15, 1979, President Carter gave a nationally televised
address that would become known as the “malaise speech.”™ Carter
said that the nation suffered a “crisis of confidence” manifested in
“the growing doubt about the meaning of our own lives and in the
loss of a unity of purpose for our Nation.” Carter blamed materialism
and consumption for the crisis he discerned: “We’ve discovered that
owning things and consuming things does not satisfy our longing for
meaning.” The complaint was standard among critics of capitalism in
the later 1970s. But the New Deal had given the federal government
the job of maximizing consumption. Now Carter was saying a major
purpose of progressives in power deprived life of meaning. What
then could be the goal of progressive governance?

Carter’s complaint about the loss of unity—"“Why have we not
been able to get together as a nation to resolve our serious energy
problem?”—reveals much about the crisis of the old regime. Herbert
Croly had defined national unity of purpose as the prime task of a
rising progressive movement, a task taken up by FDR. Lyndon John-
son had called for the nation to unify as for war to create his Great
Society. Carter had described the energy challenge as the “moral
equivalent of war.” But the nation had not unified for domestic
battle. Progressives had failed at their most important task.

In July 1979, Jimmy Carter, the heir to FDR and LBJ, admitted that
after 40 years of expanding government, progressives had brought
neither progress nor unity. Carter’s speech was candid about the
failures of the old regime: the lost wars, the abuse of power by
presidents, the damage done by inflation, and the weakness of the
economy. Yet the crisis could not be dealt with by the federal govern-
ment. Washington was isolated from Americans; leaders were
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offered “false claims and politics as usual”, and the political system
appeared “incapable of action.” Congress was “twisted and pulled
in every direction by hundreds of well-financed and powerful special
interests.” In the words of one scholar, Carter “all but declared the
bankruptcy of the federal government as he found it.”®

A moment of truth seemed to have arrived. The progressive
regime appeared to be near its end, but appearances may have been
deceiving. The economy was contracting. Nonetheless, the regime
had not collapsed. The entitlement programs at its core were trou-
bled and troubling, but they were not bankrupt. The economy was
bad, but the question remained open whether things were bad
enough to foster fundamental changes. Perhaps the solution to the
ills of the age could be limited to a new set of managers that knew
better than Carter how to guide the economy back to long-term
growth. The obstacles to an alternative post-progressive government
were formidable.

The American Constitution itself posed the greatest obstacle to
fundamental changes in policy and institutions. In the United States,
the status quo need only find the support of 40 votes in the Senate
to block change.® If a president sympathized with progressives, a
majority of two-thirds in both chambers of Congress would be
required to overcome his veto. Support from the judiciary might
also be required. Even state elected officials might matter to success
depending on the issue. The American Founders intended to prevent
rapid change, an institutional choice that might ironically frustrate
reforms to revive their hope to limit the federal government.

The Democratic majority in Congress appeared entrenched what-
ever Carter’s problems. The House had become resistant to electoral
tides. Before the Civil War, the average length of service for an
incumbent was two terms. Before the New Deal, the average was
twice that. By 1976, the average incumbent had served for five
terms.* To be sure, around 40 House seats had changed parties in
1964, 1966, and 1974. But most elections saw movements of 10 seats
or fewer. In any case, a Republican majority in the House would
require a swing of 60 seats in the 1980 election, a number unseen
after World War IL

An entrenched Congress would not limit government, and the
U.S. House of Representatives could constrain any leader wishing to
cutback the national government.® The House had the constitutional
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obligation to begin all bills “raising revenue” and had to agree to
any cuts in spending. The election following Watergate had brought
to Congress many liberal Democrats. From the start, they preferred
to spend more and expand government. They changed Congress by
vitiating the power of committee chairs and congressional leaders.
These new members wished to win reelection, which required deliv-
ering benefits to their constituents. The needs of the Watergate class
added to the existing pressures for more spending.®

Even if Republicans somehow came to control Congress, a ques-
tion remained, considering the Nixon and Eisenhower experiences,
whether a new GOP majority would be willing to take apart the
progressive regime and create something new.¥ Limiting govern-
ment would be a real change for Americans, and the conservative
temperament of Republicans tended to preserve the status quo.* In
practice, Republicans had also favored expansions in government,
not the least of which were Nixon’s wage and price controls. Republi-
cans wished to spend more on defense. Defense spending had
declined throughout the 1970s; the Carter administration reversed
that trend in its last two years.* The Republican preference for a
more assertive foreign policy would require even larger defense
budgets and thus more spending by the federal government.

The Democrats had been the party of more spending, and they
had dominated politics for four decades.” The Democrats had used
their long stay in power to entrench their programs and policies.
As noted earlier, LB] had passed as many laws as possible, assuming
that programs once started would never cease to exist. The programs
would develop support in society (interest groups), in executive
agencies, and in congressional committees. Whether or not the pro-
grams achieved their goals or whether the nation as a whole wished
to continue paying for the programs did not necessarily challenge
Johnson’s political logic. After all, those who benefited from the
programs had more of a stake in their survival than voters at large
had in saving a small sum of money by eliminating each program.”
President Carter had tried to restrain federal spending in 1978 and
failed.” Could a liberalizing president overcome the logic of special-
interest politics?

A reformer’s task might be even more daunting. Progressives had
presented themselves as champions of the poor, but programs like
Social Security and Medicare provided benefits to everyone, not just
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the poor. The progressive regime might be an example of Director’s
law. If most people are middle-class and policy is made by majority
rule, most spending by government—transfers and subsidies—
would go to the middle class.” Director’s law implied that the poor
would receive little from government (contrary to the progressive
model), and the rich would provide the revenue for middle-class
transfers and subsidies. The law might also explain other increases
in the ambit of government: regulation might promise to protect the
middle class from risks.

Director’s law raised the uncomfortable possibility that the expan-
sion of government might not be the work of special interests and
welfare cheats. It might reflect the interests of the American middle
class, long praised as part of the nation’s uniqueness and assumed to
be enamored with limited government. On this account, the federal
government would be an instrument of a majority that that was
neither progressive nor libertarian but rather relentlessly democratic.
A government elected by a majority would have trouble denying
the middle class its subsidies and security. The question of middle-
class commitments suggested a deeper question about American
political culture.

Conclusion

Progressivism had not fully reconstructed America. But that fail-
ure did not necessarily mean Americans would support dismantling
the entire legacy of progressivism and embrace a revived world of
liberty and risk. Progressive policies might have changed Americans
enough to ensure the survival of the regime. Americans might have
come to expect that the government should protect them from some
risks associated with freedom. A president who restored liberty
would ask voters to take on risks and renounce benefits, but did
the voters care enough about liberty to endorse that tradeoff?
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3. Revival and Reform

Jimmy Carter had a terrible 1980. The first week in February, a
solid majority approved of his presidency. By early May, his
approval rating stood at 43 percent. By the second half of July, he
had lost half of those who had approved of his presidency early
in the year. He bottomed out at 21 percent public approval. Not
surprisingly, 52 percent of Democrats in one August survey wished
the party would nominate someone else for the presidency. But
Carter would be the nominee, problems notwithstanding.'

Oddly, given his approval rating, Carter did not seem certain to
lose his reelection bid until late October. Six weeks before the elec-
tion, a leading survey showed Carter slightly ahead of Reagan, 41
percent to 37 percent. The final preelection polls from Gallup and
CBS News/New York Times showed Reagan barely in the lead and
well within the margins of error. The Harris Poll found a clear
Reagan advantage of 5 percentage points, slightly more than half
his actual margin of victory. Many voters apparently made up their
minds at the last minute to the benefit of candidate Reagan.?

Reagan won going away. In a race with a significant third-party
candidate, Reagan won more than half the popular vote cast (50.7
percent), while Carter won only two out of five votes (41.0 percent).
Reagan dominated the Electoral College. Carter carried only six
states and carried only three—the District of Columbia, Georgia,
and Rhode Island—by more than 10 percentage points. His other
four wins were within 5 points. Reagan carried 24 states by more
than 10 points and 14 states by more than 20 points.® Since the Civil
War only two presidents—Taft in 1912 and Hoover in 1932—Ilost
their reelection bids by larger popular votes than Carter. Even Hoo-
ver won more popular votes, relatively speaking, than Carter.*

Reagan’s victory was remarkable in another way. He had long
criticized the scope and activities of the federal government. As late
as 1976, he was considered too conservative to be elected president.
Reagan did not renounce his opposition to the old regime to legiti-
mize his candidacy. He spoke of government being the problem and
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of the value of liberty. His victory suggested the progressive regime
might give way to something at once new and old. As we shall see,
Reagan had another side, more reformist, and adapted to the status
quo. I turn now to what Reagan made of his 1980 victory. Did he
change the old regime? Or did Reagan ultimately leave things as
they were? Our story in this chapter will end with the 1982 elections,
the first chance a national electorate had to pass on the Reagan
performance.

The Mandate

What did Reagan’s victory mean? Looking back, contemporary
surveys provide some insights. In 1980, voters faced a choice between
continuing the Carter administration and trying out an alternative.
They rejected Carter.’ Did they reject the old regime? Exit polls
indicated that most people were thinking about economic issues
when they voted in 1980: jobs, inflation, and a balanced budget. A
majority disagreed that tax cuts were more important than a bal-
anced budget. The “Needs of the Cities,” a name for Great Society
liberalism, was mentioned by 2 percent.®

During the campaign of 1980, the number of people who thought
the nation should decrease spending rose, while support for more
spending dropped by half. More Americans came to believe that
the government regulated business too much.” Other surveys found
support for reducing the level of government services and spending
for those services. In October, those who favored “some decrease”
or a “large decrease” in such spending composed 49 percent of
the population. One-third of the nation favored increases.® The two
parties as well as liberals and conservatives were divided about
spending in predictable ways. Yet Republicans and conservatives
became more convinced of the need for cuts as 1980 passed; their
desire for reduction peaked in October.’

Polls also showed that Reagan had successfully presented himself
as the candidate to constrain government. In September, a poll
showed that 49 percent of the electorate believed Reagan wanted to
cut government spending; 14 percent thought he wished to raise it."

Reagan did wish to raise some government spending, in particular,
spending on defense. The public shared this desire.!! The number
of people desiring an increase in defense spending in 1980 outnum-
bered those hoping for reductions by at least three to one.”? Some
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analysis indicates Reagan’s support for higher defense spending
contributed more than any other factor to his victory."

The general mood of the public helped Reagan. A political scien-
tist, James Stimson, has measured the public’s mood toward govern-
ment over several decades. This index provides an answer to the
question, “What does the public want government to do?” The higher
the index, the more the public wants from government and vice
versa. Stimson’s mood index then fell steadily from 1964 to 1980,
indicating declining support for more public spending.™

Looking back, the mood of public opinion also raised questions
for Reagan. The trend in public opinion was moving toward Reagan.
If we exclude those who wanted government spending to remain
the same, the number of Americans who wanted more spending
still slightly outnumbered those who did not in 1980. Many of the
people who wanted more spending identified themselves as conser-
vatives.” The public wanted less government than in the recent past.
The question remained, how much less.

Public opinion about taxes shows a different picture. In general,
about 45 percent of the electorate called for some tax reduction,
and about half that group supported what would become the new
administration’s proposal.'® Three-quarters of those who had an
opinion about taxation wanted some relief. They did not constitute
a majority of the population, but the same could be said of the much
smaller proportion of voters who wanted government to do more.
In both cases, a “third party” favored the status quo.

Later, Reagan would allude to a mandate: “The simple truth is
that Congress heard the voice of the people, and they acted to carry
out the will of the people.””” Politicians generally claim to hear
(and act on) the voice of the people. The truth is somewhat more
complicated. An electoral mandate does not stand above political
struggle’s guiding outcomes; it is an outcome of struggle and deliber-
ation, an effort to assign public meaning to an election. Reagan began
to win that struggle for a mandate on election day; he finished his
victory in the spring and summer of 1981. The economic difficulties
of the 1970s, the tax revolt, and the loss of the U.S. Senate convinced
members of Congress, not least the House Democratic leadership,
that Reagan had won a mandate to reduce social spending in Novem-
ber 1980."® That conclusion would matter a great deal over the
next year.
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On election night 1980, Jeff Greenfield, a former aide to Robert
Kennedy, said the election’s results marked “the end of an idea
whose time has passed. Liberalism has come unstuck. Now, compas-
sion has to be separated from dependence on government pro-
grams.”” Voters clearly wanted a conservative change in direction
in policy.”” But Reagan’s victory did not imply a return to limited
government. Conservatism might turn out to mean nothing more
than more spending on different constituencies. It was also far from
certain that a new coalition favoring limited government would
replace the faltering New Deal alignment. The opportunity existed
to create such a coalition, nothing more.? Much depended on the
convictions and skills of Ronald Reagan.

Corruption and Reform

Ronald Reagan favored the individual over government.” On
behalf of the individual, he wished to reduce the scope of govern-
ment and to encourage profit making and commerce. Reagan’s indi-
vidualism recognized the importance of internal constraints for fos-
tering and preserving individual liberty. Reagan appealed to the
Protestant Ethic, which joined moral constraint to economic liberty.
That ethic promised that if a person behaves well, strives hard, and
saves, success will come. Capitalism and markets are not indifferent
to those personal virtues; indeed, they depend on them.

When he announced his intention to run for president in 1979,
Reagan said that the nation hoped “to see government once again the
protector of our liberties, not the distributor of gifts and privilege.”?
Reagan believed government should ignore those who seek favors
from government. He thought the decline of personal responsibility
fostered both government spending and attendant deficits. Spending
reflected waste and demands to live at the expense of others. Deficits,
a consequence of spending, undermined self-reliance. Reagan’s
individualism implied a moral conservatism; he reconciled con-
straint and liberty. Indeed, personal constraint was essential for
political liberty. His views implied the progressive era had fostered
moral decline in the nation.”

During the 1960s and after, another view of social mores took
hold: to be truly free, the individual must be liberated from traditions
of conduct endorsed by society or local communities, mores often
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backed by revelation. In contrast, the new morality assumed that
neither society nor the government should control the truly free
individual, who would act authentically according to his or her true
self. This new conception of freedom denied that individual liberty
consisted of freedom from coercion by public officials. If the govern-
ment did nothing, the individual might still be a slave to tradition
or religion. In this view, government should not leave people alone.
Instead, it should actively liberate the individual from these local
customs and superstition. The new freedom implied active, not lim-
ited, government.

Conservatives rejected this liberating vision of positive freedom.
They did so because they were conservative; the 1960s’ ideal
rejected custom as an illegitimate constraint on the true self.
Beyond that, conservatives offered different paths away from the
1960s’ corruption.

Neoconservatives believed that the 1960s’ ideal had corrupted
Americans who had come to accept hedonism as a philosophy of life.
Hedonism was not compatible with the work ethic, the foundation of
American wealth.* If the people were corrupt, America needed a
moral revival that would stave off decline.

But how could such a revival come about? A government that
simply left people alone to pursue their interests and ideals would
reflect, not overcome, the corruption of the nation. Perhaps govern-
ment could foster the needed revival in bourgeois virtue. But a
government fostering such virtue might not be a limited government.
At the same time, a government whose citizens lacked such virtues
could not be limited, for limited government demanded bourgeois
constraints among the people.

Religious conservatives thought secularism was the problem. The
1960s embodied an aggressive attack on religious orthodoxy. The
self, not the deity, should guide individual conduct. The individual
freed from God rejected orthodoxy in favor of individual choice,
that new order included both a right to choose abortion and open
homosexuality.

Religious conservatives saw a revival of faith as part of the solution
to secularism. But they also believed more was needed: government
had advanced the cause of secularism; perhaps it could also cure
the malady it had caused. At a minimum, as Nixon had shown,
government might recognize the superiority of religious virtue over
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secular hedonism, a recognition that might foster respect for faith
even from skeptics. A conservative government would not leave
people alone; it would take sides in the enduring struggle between
faith and doubt.

Reagan’s first inaugural address stated that “government is not
the solution to our problem.” He juxtaposed progressivism in power
founded on the belief that “government by an elite group is superior
to government for, by, and of the people” with a government based
on the consent of the governed. This criticism suggested a path that
was both conservative and radical: “It is time to check and reverse
the growth of government, which shows signs of having grown
beyond the consent of the governed.” The problems of the moment—
Reagan spoke of a crisis—are “parallel and are proportionate to the
intervention and intrusion in our lives that result from unnecessary
and excessive growth of government.” His address implied that
cutting back government would solve the nation’s problems. Corrup-
tion would perhaps heal itself.”

The issues that dominated later conservative politics—abortion
and homosexual rights—had little practical meaning for the Reagan
years. Reagan talked about ending abortion but spent little political
capital on that task; the rights of gays were hardly an issue for
Washington. He did not seek to use government to enforce disputed
moral truths ultimately grounded in religious revelation.”

This skepticism toward government did include a concept of cor-
ruption, one that differed from other conservatives. The best articula-
tion of this notion of corruption may be found in David Stockman.
No one understood Reagan’s promise and prospects better than
Stockman, who had been a member of Congress from Michigan
during the decade-long crisis of the old regime and won appointment
as Reagan’s director of the Office of Management and Budget. In
that job, Stockman planned and guided through Congress Reagan’s
first and most important budget in 1981. Stockman later wrote a
flawed but insightful book, The Triumph of Politics, which remains
essential for understanding the first Reagan term.

A decisive moment in Stockman’s political education came with
a rereading of Theodore Lowi’s The End of Liberalism. Stockman
recalled:

Here indeed was the conceptual formulation that revealed the
true scheme of things. . . . Public policy was not a high-minded
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nor even an ideological endeavor, but simply a potpourri of
parochial claims proffered by private interests parading in gov-
ernmental dress. Much of the vast enterprise of American gov-
ernment was invalid, suspect, malodorous. Its projects and
ministrations were not spawned from higher principles, broad
idealism, or even humanitarian sentimentality; they were sim-
ply the flotsam and jetsam of a flagrantly promiscuous politics,
the booty and spoils of the organized thievery conducted
within the desecrated halls of government.”

This indictment suggested both the moral force of the Reagan
effort and its sober prospects. The progressive regime had corrupted
the government, and perhaps the nation. Government put force
behind private plunder. For Stockman, the central problem was not
a loss of bourgeois virtue or religious faith. Government had become
too big and thereby corrupt.

This analysis had some political advantages. It did not require
government to foster virtue or faith. It required only that government
do less. But those who benefited from “organized thievery” would
resist a reduction in their spoils. Their resistance might not matter if
most Americans supported limiting state power. Stockman’s political
experience fostered a faith in the people. He had run to represent
Michigan’s Fourth Congressional District with “absolute fidelity to
a free-market, anti-statist position.”* He won election with 60 percent
of the vote.”

Stockman also took from his Michigan experience a faith in strong
leadership. The voters would respond to a clear and principled call
to revive limited government. Weak politicians had constructed and
sustained the welfare state. Reagan thus seemed to offer a way
around a corrupt system. He appealed to broad moral themes—
liberty and individualism—that were rarely disputed by Ameri-
cans.® Reagan as leader could fashion a majority ready to affirm
liberty by cutting back government, a majority not unlike Stockman’s
constituents in Michigan. The people were basically healthy in their
mores. Once government was pared back, the virtues of the Ameri-
can people would reassert themselves, leading to a renewal of the
nation’s promise. Everything depended on the average American.
But the old regime had been built on the votes of Americans for
many years? What if the people too had become corrupt?
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Reagan’s Program

Beyond Reagan the man, there was Reagan the politician and
leader. Presumably, his 1980 campaign program reflects his convic-
tions as a public matter. In August 1979, Martin Anderson wrote
Policy Memorandum No. 1, which laid out the economic agenda of
the Reagan for President campaign.* This memo set out the “basic
economic strategy” for the Reagan presidency. As we shall see, the
memo provided a blueprint for most of the major initiatives of the
Reagan administration over the next eight years. The hopes of the
Reagan presidency can be found in this document. The document
was both reformist and radical: it accepted and tried to undermine
the old regime.

The memo identified inflation as the main domestic problem fac-
ing the United States, a problem caused mainly by the federal gov-
ernment’s budget deficit. Anderson argued that the deficit might be
dealt with by reducing the rate of growth of federal expenditures
while stimulating the economy so that the private sector grew pro-
portionately more than the public sector. Anderson was proposing
a relative, not absolute, reduction in the size of government as mea-
sured by federal spending.®® Over time, if the private sector grew,
government would control less of the society and individual liberty
would increase.* Anderson did not mention liberty as the reason
for reducing the relative size of government. In fact, liberty did not
appear to be the goal of the Reagan program.

Anderson set out several policies to increase economic growth.
Tax rates that “are too high destroy incentives to earn, cripple pro-
ductivity, lead to deficit financing and inflation, and create unem-
ployment.” He proposed reducing federal tax rates over three years.
From the start, the Reagan campaign did not intend to actually
reduce federal spending: “It is not necessary to cut federal spending
from its current levels, but it is necessary to reduce the rate of
increase in federal spending.” Anderson believed this more limited
target could be met by eliminating “waste and extravagance” in the
federal budget, by establishing effective controls on federal spend-
ing, by giving the president line-item veto power over the budget,
and by transferring some federal programs back to the states.

Policy Memorandum No. 1 did not suggest that cutting taxes
would foster so much additional revenue for the government that
spending need not be cut. The first two parts of the plan are cutting
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taxes and spending, which lead to the third part, a balanced budget.
The memo associates cutting taxes with renewed economic growth
and makes no mention of increased tax revenues.”

The Reagan administration should also foster growth by eliminat-
ing “counterproductive federal regulation.” Deregulation can lead
to “better products and services for consumers, lower prices, more
jobs, more profits for business, and more tax revenues for govern-
ment.” Anderson estimated the costs of regulation to be $75 billion
annually, which was passed on to consumers and hence contributed
to inflation. But the memo also notes that “this does not mean we
should eliminate all regulation now.”

Anderson’s memo did offer radical ways to constrain government:
(a) a two-thirds majority to approve every major appropriations
bill, (b) a constitutional limitation on the percentage of the people’s
earnings taken by the federal government, (c) devolution of spending
and taxing, (d) a prohibition on wage and price controls, and (e) a
constitutional requirement of a balanced budget. If these proposals
were enacted, federal spending and taxing would face serious
constraints.

Memorandum No. 1 denies the benevolence of government and
seeks to reduce its ambit, thereby increasing liberty. But increasing
liberty was not the goal of Reagan’s economic program. It was a
means to restart economic growth, to produce higher standards
of living, and generally to overcome the pessimism of the time.
Memorandum No. 1 set out a strategy to attain the goal that had
long defined the old regime: maximizing consumption. The means
to that end differed deeply from the policies of the previous years,
but the goal of “rapidly rising standards of living” had apparently
become beyond dispute, at least during an election campaign.®

Before Reagan, candidates and groups had resisted progressivism
in the name of liberty and limited government. Their efforts had
failed.”” Reagan probably agreed with the earlier efforts, and all
things being equal might have run on a platform of restoring liberty,
quite apart from its economic benefits. But all things were not equal.
The campaign apparently believed that a candidate devoted to lib-
erty could only win the presidency by linking limiting government
to increases in economic well-being. The economic disorders of the
1970s and previous years created an opportunity. Liberty might be
restored not because voters wanted to be free of government but
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rather because they wanted to be richer, and the federal government
had turned out to be an obstacle to that desire.

Ronald Reagan sought to reduce the scope of government largely
as a means to promote prosperity and thereby win elections. He did
not primarily seek to undo the old regime and establish a renewal
of liberty or virtue. Reagan believed what most Americans believed
by 1980: the government had gotten too big and thus incompetent
to foster economic growth. His most radical changes were secondary
hopes rather than initial proposals. Reagan from the start was pri-
marily a reformer of the old regime. He believed, not without reason,
that the electorate would not tolerate anything more.

The First Seven Months

The American Constitution, designed to constrain political threats
to liberty, threatened Reagan’s reforms. Both chambers of Congress
must approve a president’s proposals, not least in matters of spend-
ing and taxing. Members of the two chambers represent different
constituencies. When Reagan came to office, the Senate had just
come under Republican control, but the House remained in Demo-
cratic hands and was ably led by Tip O’Neill, a resourceful poll from
Massachusetts and exemplar of the old regime’s mantra of “tax and
tax, spend and spend, elect and elect.” Moreover, Reagan could not
count on a unified GOP. Many Republicans had found success under
the old regime; they were unlikely to support reducing the size of
government. Failure seemed to await Reagan.

The New Congress

From the start, David Stockman realized that the initial Reagan
budget proposal “depended on the willingness of the politicians to
turn against their own handiwork.” Why would they do so? Perhaps
they might accept that Reagan had a mandate to reduce federal
spending. If in fact they did accept that mandate, more would be
needed to actually restrain spending. Reagan’s initial proposal
showed a federal deficit of $110 billion, or about 13 percent of spend-
ing. He assumed members would conclude that such a deficit would
cause them trouble on election day. Hence, spending would have
to be cut because members would face two unpleasant choices, and
cutting programs would be the best of the worst.*

The 1980 election gave Stockman something to work with on
Capitol Hill. Republicans did well in congressional elections, though
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not as well as Reagan did. The GOP picked up 12 seats from the
Democrats in the Senate, thereby taking control with a 53-seat major-
ity. Democrats had 24 Senate seats at stake and lost half of them;
the 10 GOP seats remained with that party.* In the House, the
Democrats retained control by 26 seats but nonetheless lost 33 seats
in the election, leaving the Democrats with a majority of 51 votes.
A unified Republican majority needed to attract only 26 Democrats
to pass a bill.#

Congressional elections, like the Reagan-Carter contest, continued
some familiar trends. The percentage of southern seats in the House
held by Democrats declined from 94 percent in 1953 to 64 percent
in 1981. In 1953, the Democrats held all the Senate seats from the
South, but in 1981 they controlled only 55 percent. The South was
no longer a Democratic stronghold for presidential or congressional
candidates.” Republicans were still some distance from taking Con-
gress, but the foundations of the long Democratic hegemony over
that institution were eroding.

The 1980 election shifted Congress to the right philosophically.
The lost Democratic House seats were filled in almost all cases by
more conservative Republicans. Southern Democrats who retained
their place in Congress were generally more conservative than those
who departed, a shift that moved the entire Democratic delegation
to the right in the House.* The Republicans did not take over the
House in 1980, but it appeared that a conservative majority might
have. After the election, assuming that the members of the new
Congress voted as they had in the past, it appeared that a conserva-
tive majority might win budget fights by 20 votes.® In the Senate,
departing Democrats were generally more liberal than those who
remained, and the proportional replacement of Democrats by Repub-
licans was greater than in the House. The Senate outcomes thus hurt
liberal Democrats in three ways: their party lost control, their party
became noticeably more conservative, and Republican conservatives
were strengthened.*

The Spending Struggle

Near the end of his first speech on the budget, Reagan said “that
spending by Government must be limited to those functions which
are the proper province of Government.”” The speech indicated the
proper functions of government. National defense required more
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money. The social safety net that supports “those who through no
fault of their own must depend on the rest of us, the poverty stricken,
the disabled, the elderly, all those with true need” was exempt
from cuts. Other programs apparently were also within the proper
functions of government: Medicare; Social Security; veterans’ pen-
sions; free school lunches for the poor; supplemental income for the
blind, aged, and disabled; Project Head Start; and summer youth
jobs. Spending on these would not be restrained. As Reagan himself
noted, the proper province of government included $216 billion in
social welfare programs.

What then lay outside the legitimate powers of government? “Indi-
viduals or particular business interests where real need cannot be
demonstrated.”® As David Stockman would later say, the adminis-
tration targeted weak claims, not weak clients.* Those who had built
the old regime howled.” Yet Reagan was largely correct. He had
not proposed deep cuts to the welfare state. That difference between
abstract desire and concrete reality evinced the political strength of
government spending.

Reagan also believed that a major part of current taxation was
not legitimate, including the current 70 percent marginal tax rate.
Following Memorandum No. 1, Reagan proposed that marginal
tax rates be reduced by 10 percent for the next three years. These
reductions would later be praised and decried. They were hardly
radical. The proposal implied that government could legitimately
take one-third of an individual’s income.” The proposal indexed tax
rates to inflation and lowered business taxes through faster deprecia-
tion schedules.”

Reagan linked the budget to renewed prosperity. His program
“can help America create 13 million new jobs, nearly 3 million more
than we would have without these measures. It will also help us
gain control of inflation.”® He predicted the tax cuts would lead to
more wealth for average workers.*

The budget did fulfill Reagan’s campaign promise by cutting the
growth rate of government spending.” Federal spending would be
higher in the coming year than in 1981.° Perhaps that would be a
starting point for the withering away of the federal government.
But even Reagan’s modest agenda still had to get through Congress.

Reagan’s task was clear and daunting: hold the Republicans in
both chambers together in support of his budget proposals while

84



Revival and Reform

attracting enough House Democrats to pass the resolutions and the
budget law. The challenge to holding the Republicans together came
from the “Gypsy Moths,” a coalition of 20 to 30 eastern and midwest-
ern Republican representatives in the House. Many of them repre-
sented urban areas or university towns, places where voters might
vote for a Democratic challenger if Reagan’s economic proposals
became too painful.” In 1981, they were willing to vote with Reagan
and their party so long as transportation, fuel assistance, or education
was not cut in ways that clearly harmed their districts.®

“Boll Weevils” was the informal name given to a group of mostly
southern conservative House Democrats. They set up the Conserva-
tive Democratic Forum with more than 40 members.” These conser-
vative Democrats might support tax and spending cuts. If House
Republicans held and the Boll Weevils voted for his program, Reagan
would have a working majority of 232 members.

The Reagan administration won the budget battle of 1981 by skill-
ful control over procedures. Stockman had won election to Congress
shortly after the new budget process went to work. He proposed to
use the new procedures to solve the problem of “interest group
liberalism” identified by Lowi. The process begins with Congress’s
adopting a concurrent budget resolution that sets out spending and
revenues for several years and allocates spending among 20 func-
tional categories. The details are then filled in by authorizing, appro-
priating, and taxing committees in Congress after much negotiating.
Crucially for Reagan, budget resolutions cannot be filibustered in
the U.S. Senate; both chambers required a simple majority to pass
the resolution. Reagan had that majority in the Senate, and he was
close to it in the House.®

Congress then reconciles revenues and spending to the totals in
the budget resolution. Reconciliation comprises two steps. First, Con-
gress tells its committees and members how to reconcile spending
and taxes in the budget resolution itself. These instructions, however,
are not binding. Second, Congress passes a reconciliation bill that
changes revenue and spending laws to bring them in line with
the resolution.” Typically, the reconciliation bill comes late in the
process. Overall, the process usually involves much back-and-forth
between the budget committees and other committees in Congress.
Normally, the budget committees do not dominate outcomes. Com-
mittees generally wish to spend more on their programs. Lacking
a controlling authority, the fragmented budget process tends toward
spending more on government activities.®
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Stockman realized that cutting spending required imposing a plan
on Congress; the usual process of negotiation and consultation
would lead to the usual increasing growth in spending. Congress
would act as the agent of a national majority—Reagan’s majority—
rather than as representatives of discrete interests.”® The reconcilia-
tion process provided the means to this end. Stockman put his
proposed cuts into an omnibus reconciliation bill that the Senate
would vote up or down in March. By putting their spending reduc-
tions in one bill and forcing the House and Senate to vote on a single
measure, Republicans hoped to prevent congressional committees
and interest groups from chipping away at the president’s budget
plan.

The reconciliation process marked two kinds of changes in
American politics. It transferred power from the authorizing and
appropriations committees to the budget committees. The presi-
dent, not Congress, was the moving force behind the first budget,
and it was the Senate, not the House, that ultimately drove the
cuts and the final product.* The authorizing and appropriations
committees—usually supporters of spending—were forced “to
meet stringent budget requirements they had had little role in
developing.”®

Stockman thus proposed to take the “interest group” out of inter-
est-group liberalism: “My aim in this tactic was to take the Hill by
storm before the interest group opposition to spending cuts con-
gealed.”® The corruption in the American system would simply be
bypassed. The tactic worked. Its novelty had the additional advan-
tage of introducing confusion among political professionals in the
capital. It was not clear who had to make the cuts. With time short,
“the public and special interest groups were denied their usual
participation in the congressional decision-making process because
of the scope and constrained time frame.”” Excluded from the pro-
cess, they had less chance to influence its outcomes.

The strategy worked. House Democrats wanted separate votes on
all cuts through reconciliation. The Reagan administration wanted
one vote on the entire bill. The question came to a vote over the
rule governing debate about the bill on the House floor. The Boll
Weevils voted for Reagan and eventually for Gramm-Latta II, a
substitute that reconciled committee spending to the first budget
resolution.®®
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Reagan won in the traditional way: he held onto GOP votes and
garnered enough Democrats to pass the budget. All but one House
Republican supported the president on both reconciliation spending
reductions. Eighty-eight percent of House Democrats opposed the
reconciliation bill. The Boll Weevil Democrats were ideologically as
conservative as the average Republican and much more conservative
than their Democratic colleagues.®” The same was true of their voters.
The constituents of the Boll Weevil Democrats were about as likely
to have voted for Reagan as the constituents of other members
supporting the Reagan program.”

All in all, 196 members of the House supported Reagan on almost
all votes taken on his economic reforms. Of those, 115 were continu-
ing members whose previous voting records would lead one to
predict support for Reagan’s program. Another 28 members voted
consistently for Reagan even though their previous voting records
would not have suggested such support was likely. These members,
most of whom were southern Democrats, could be seen as “con-
verted” by Reagan’s mandate. The remaining 53 members of
Reagan’s coalition were elected in 1980. Two-thirds of these new
members replaced a Democrat.” The election thus mattered a lot to
policy outcomes in 1981.

In 1981, a survey asked legislators why they supported the Reagan
economic program. Many wanted to stimulate the economy. Others
believed their constituents wanted the bill and that it would help
the middle class. These are overall results. The crucial swing constitu-
ency, however, were conservative House Democrats. The Boll Wee-
vils believed the bill would stimulate the economy and wished to
follow opinion in their districts.” The scholar conducting the survey
concluded that “supporters were more likely to have cited policy
motivations, district pressures, and a Reagan mandate.””

These perceptions were rooted in reality. Constituent mail to mem-
bers overwhelmingly supported both the tax plan and the spending
cuts.” Reagan’s initial success owed much to what is often called
grassroots organizing. The political scientist Darrell West argued
that the views of these activists differed from general public opinion
in the congressional districts whose representatives supported
Reagan. The activists strongly favored Reagan’s economic proposals,
whereas the broader public was less supportive.” The Reagan suc-
cess might seem to lack democratic legitimacy.
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But members always rely on district mail and phone calls as one
gauge of constituent opinion. Mail and calls measure the intensity
of constituent opinion, while polls capture the views of more people,
even though many of them may attach little importance to their
response or may not have considered the issue in question at all.
For members, activist opinion matters to their reelection prospects.
Itis part of the American method of keeping representatives account-
able to their districts.”

We should not forget how chance shaped this outcome. The
Democrats had begun to rally their supporters to oppose the
Reagan proposals in late March 1981. The Speaker of the House
was set to attack the Reagan budget at a meeting of the Building
and Construction Trades Council of the American Federation of
Labor and Congress of Industrial Organizations. Reagan addressed
them first and was shot by John Hinckley immediately afterward.
Reagan’s recovery and his response to the shooting powerfully
affected public opinion: “His pollster concluded that that event
made a permanent impression on the public, creating a reservoir
of good will that would go on protecting him even when his policies
were controversial.””” When Democratic House members went back
to their districts for Easter recess, they found that Reagan had
overwhelming support.”

Many Americans thought Reagan had changed the course of
history with his 1981 budget victory.” Had he really reduced the
size of government? David Stockman had his doubts. He thought
the cuts were only “promises and paper savings.” In fact, Gramm-
Latta II had cut only $16 billion over three years, more than the
alternatives posed by the committees. In Stockman’s reckoning,
Congress needed $256 billion in reductions over three years to
balance the budget.*® Other analysts support Stockman’s skepti-
cism. More prosaically, Reagan’s “historic” turnaround had cut the
projected spending of the federal government by 4.7 percent for the
next fiscal year. In retrospect, Reagan’s “cuts” seem small indeed
and hardly the “draconian” changes complained of then and now.
Taking inflation into account, the Reagan cuts were real, though
small (about 5 percent of the total cost of government).” Sen. Pete
V. Domenici’s was correct to call the law “the most dramatic reduc-
tion in the ongoing programs in the history of the country” because
the spending of the federal government had risen relentlessly for
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three decades, both absolutely and relative to the nation’s wealth.*
Any cuts at all would have been dramatic against that history.

The Omnibus Budget Reconciliation Act of 1981 “defined the
boundaries of what Congress was willing to cut from domestic
government.” The Boll Weevils were willing to cut government
spending as long as agriculture and water projects, impact aid, and
the military were protected. The Gypsy Moths were willing to sup-
port the GOP so long as their spending priorities (transportation,
fuel assistance, and education) were not cut in ways that clearly
harmed their districts.® But even those willing to support cuts were
not willing to cut some programs. Most programs had defenders.
The few that did not were the ones that ended up with real cuts
over the two Reagan terms. Let’s consider some programs that were
cut and why.

The Comprehensive Employment Training Act of 1974 offered job
training and public-sector employment. The program had grown
rapidly under Carter.* The program did give people jobs but failed to
make them employable outside of government.® It was also flawed
politically. As a block grant, CETA gave money to local officials to
spend on hiring people. The local officials got the political credit
for the jobs while Congress had to impose the taxes that funded the
program.® Given that flaw, CETA was a prime target for members.
It was the only program totally eliminated in 1981.%

Some of Lyndon Johnson’s handiwork attracted budget restraint.
The Community Development Block Grant program was a successor
to LBJ’s urban policies. Most of this money had gone to cities with
many poor people or older cities.®® The party representing those
voters had lost the 1980 election and seemed likely to lose their CDBG
pork barrel in 1981. But it was not to be. Stockman recommended
drastic cuts for CDBG, but Secretary of Housing and Urban Develop-
ment Samuel Pierce fought successfully to preserve the spending. In
the end, its funding fell sharply compared to the late 1970s.* The
program was eventually cut from $6.1 billion in 1980 to $2.8 billion
in 1990.° CDBG has lived on, 30 years after Reagan’s election.”

Carter also had direct pork-barrel spending through the Urban
Development Action Grant program.” UDAG was said to be an
anti-poverty program: the federal government provided “ailing cities
sufficient resources to overcome hardships being experienced by the
poor and near-poor within their bounds.”” This goal later became
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less important than spending money to enhance the reelection pros-
pects of members of Congress not representing declining cities.”
Stockman also sought to eliminate UDAG. Its spending was cut by
one-third for 1982, and it would later be cut again in the face of
administration requests to terminate the program.” UDAG also had
political problems. Most of its money went to the declining states
of the North and the Midwest, thereby weakening support among
members of Congress from other states.”

Congress also followed Reagan in reducing spending on several
other programs. For example, Reagan won a 32 percent reduction
in mass transit spending.” Reagan briefly struck a few blows against
the intellectual defenders of the old regime.” The poverty research
industry, however, hardly suffered.” In the larger picture, these cuts
did not greatly reduce the size of government.

The Reagan administration set out to curb federal spending on
higher education and initially enjoyed some success. Between 1980
and 1984, the federal education budget, apart from student loans,
fell by 17.7 percent (accounting for inflation). Federal spending on
postsecondary education declined by 3.2 percent (including growth
in outlays on student loans)."” Federal changes also had little effect
on state spending, the major source of subsidies to higher education.
Such spending peaked in 1977 and declined thereafter; Reagan’s first
term saw little change in this declining trend until a sharp drop in
1984." Two analysts concluded that “education under President
Reagan . . . changed a little, but not much. . . . the federal role in
education looks very similar to what it did under Presidents Johnson,
Nixon, Ford, and Carter.”'?

Overall, discretionary domestic spending dropped about 14.2 per-
cent during Reagan’s first year.'® Discretionary spending for nonde-
fense activities has generally ranged between 3 percent and 4 percent
of gross domestic product. From 1975 to 1981, such spending rose to
about 5 percent of GDP.'™ In that light, the 1981 reductions returned
discretionary spending to the upper end of its range, relative to
national income. As Reagan and voters wished, defense spending
rose about as much as other discretionary spending had fallen, again
relative to national income.'® This restraint in spending hardly con-
stituted a major threat to the old regime.

Reagan and Stockman decided to try to constrain Social Security.
Circumstances seemed propitious, even apart from Reagan’s victory.
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In 1980, Congress had learned that the Old Age and Survivor’s
Insurance fund would go broke by 1982; they had found money to
cover that deficit but feared renewed shortages. At the same time,
members understood that budget discipline demanded control over
entitlement spending.'®

Stockman considered restraining cost-of-living adjustments
(COLAs) for Social Security in 1981. Time was not on his side. The
deadline for determining the next year’s payment was late April.
Stockman backed off. Instead, the administration later proposed
reductions in Social Security, including penalties for early retirement
and reductions in disability benefits. Increasing the penalty for early
retirement seemed defensible.'” They also proposed a three-month
delay in the 1982 COLA for Social Security recipients as well as a
change in indexing that reduced benefits. Other changes included
capping benefits for some families, taxing sick pay, and ending
dependent children’s benefits for retirees under 65. In part, these
proposals were designed to reduce spending and improve the deficit
picture. The administration also believed the cuts would save money
for future retirees.'™

The proposals went nowhere, to put it mildly. A week after the
proposals were introduced, the House Democratic Caucus unani-
mously adopted a resolution calling Reagan’s changes “an uncon-
scionable breach of faith.” They promised not to “destroy the pro-
gram or generation of retirees.” Republicans too ran in fear of the
public reaction to the plans.'” On May 20, 1981, a little over a month
after Reagan had been shot, the Senate, with a Republican majority,
and the Democratic-controlled House approved nonbinding resolu-
tions rebuking Reagan’s Social Security proposals. The administra-
tion began to back off from the proposals.'’® A little over a week
had passed from proposal to retreat.

Why did Reagan and the GOP retreat so quickly? In early May,
during his recovery from being shot, Reagan’s approval rating was
68 percent favorable and 21 percent unfavorable. In early June, the
ratio had moved to 59 percent favorable, 28 percent unfavorable.'"
GOP pollster Robert Teeter found at that time that the Democrats
were doing much better on “helping the elderly and retired” than the
Republicans (a 63 to 20 percent advantage). Two-thirds of respondents
opposed any cut in Social Security benefits. The Republicans in Con-
gress, not surprisingly, wanted to hear no more about Social Security.!?
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The May debacle was not the end of the Social Security story for
Reagan."® The program itself was too unsteady to simply leave
things as they were out of fear of the American Association of Retired
Persons. The previous decade had seen an enormous increase in
benefits, promises of a sound financial future followed immediately
by an impending deficit, an increase in taxes said to solve the
impending deficit, followed in turn by a new recognition of emerging
deficits. Reagan and Congress would be forced back to the pension
problem in the fall of 1981.

The Tax Story

President Reagan had one great advantage in the struggle over-
taxes in 1981: federal taxes had risen well above their long-term
trend (see Table 3.1).

Carter’s last year in office also saw federal taxes reach their highest
level since 1944. In 1978, revenues had been 19.1 percent of gross
national product but bracket creep, payroll tax increases, and wind-
fall profits tax on oil along with a progressive income tax on rising
real incomes had produced a record haul for the government. The
normal federal tax burden from 1961 to 1980 was about 19 percent
of GNP, almost 2 percent under the 1981 number."* The future
offered more of the same. The last Carter budget foresaw steady
increases in revenue, culminating in taxes taking 24 percent of GNP
in 1986.'° A significant tax cut in 1981 would have done no more
than return the federal government tax burden to normal. A deeper

Table 3.1
Tax REVENUES BEFORE REAGAN
Fiscal Average Federal Tax
Years Burden, % of GNP
1961-65 19.2
1966-1970 19.2
1971-1975 18.6
1976-1980 19.2
1981 20.8

Sources: Joseph White and Aaron Wildavsky, The Deficit and the Public
Interest: The Search for Responsible Budgeting in the 1980s (Berkeley: University
of California Press, 1989), p. 333.
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cut would have been needed to actually roll back federal control
over income.

Traditional Republicans had always said—and repeated the axiom
in 1981—that government should cut spending and then reduce
taxes to balance the public budget. Reagan believed causality ran
the other way: “Government spends all the taxes it gets. If we reduce
taxes, we'll reduce spending.”’® The Democrats in 1981 both dis-
agreed and agreed with Reagan. They disagreed, of course, about
his desire to cut spending. They agreed, however, with his theory
that cutting taxes would lead to constraints on spending. That fear,
along with other motivations, fostered their opposition to Reagan’s
tax cuts.'”

If tax rates were cut and indexed to inflation, Congress would
have to raise taxes to spend more. Congress would have to choose
between higher taxes and more spending. Reagan could easily
believe that choice would favor lower taxes and, therefore, less
spending. What he did not say, but might have, was that lowered
taxes would improve public finance: the spending that continued
with the lower revenues would more explicitly reflect the opportu-
nity costs to the society. After all, Congress would have to explicitly
confront those costs by raising taxes. For Reagan, tax cuts had other
advantages. They would also tend to become permanent. Congress
had raised taxes during peacetime only during the 1930s.'

Reagan perhaps assumed that if Congress cut taxes, it would also
cut spending enough to keep spending and revenues roughly near
balance. He assumed, in short, that members of Congress would
fear incurring deficits and raising taxes more than they would fear
the wrath of those who benefited from government spending.'”
If that assumption were not true, his whole strategy for limiting
government would fail. Taxes would rise. If taxes did not rise, deficits
would provoke borrowing that in turn implied taking money from
future taxpayers. If Reagan were wrong about deficits, he might
succeed in shifting taxation but not reducing it.

Yet the risk would have seemed to be worth running. In 1981,
many people believed previous public deficits had caused inflation.
Given the importance of reducing inflation to voters, it seemed
unlikely that Congress would run deficits in response to reduced
revenue. Congress would have to take the best of a bad lot and truly
cut programs to bring spending into line with reduced revenues.
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Reagan’s strategy for reducing government was similar to Lyndon
Johnson’s for expanding the state. LB] believed that creating pro-
grams would also create supporters for spending on those programs.
The passing of time would thus bring a growing federal establish-
ment that could not be stopped through political means. To avoid
deep deficits, Congress would have to find ways to raise taxes to
fund the inexorable rise in spending; collective choice would replace
private choices. By cutting taxes, Reagan would apply the same
logic to control spending. Both assumed American voters and thus
Congress would not tolerate deficit spending for long.

Reagan originally proposed to cut individual tax rates 10 percent
a year for three years. Reagan could count on only 192 votes in the
House; he needed 26 Democratic votes to pass the bill. As he did
in seeking spending restraint, Reagan turned to the 47 conservative
Democrats, the Boll Weevils. At first, the administration struck a
deal with Kent Hance, a Texas Democrat who led the Boll Weevils.
This deal both delayed and cut the first year of the three-year reduc-
tion. (Hance received a tax break for oil producers as part of the
bargain.) This version of the bill also had lower deficit projections,
a concern of the Boll Weevils and Senate Republicans.

Getting those lower numbers, however, had required cutting out
other tax reductions for business, particularly involving depreciation
schedules. Business groups had sought for some time to speed up
depreciation, thereby cutting the prices of their equipment. Such
changes were thought to lead, not unreasonably, to more investment
and higher productivity. The deal with Hance threatened these faster
depreciation schedules and thereby business support for the law.
Business groups did not much care about the tax-rate reductions,
but they did want the new depreciation rules. In the end, business
groups proposed moving the last part of the tax credits and deprecia-
tion schedules out beyond the third-year budget window where
deficit hawks would not have to worry about the budgetary implica-
tions. The coalition behind tax cuts regained its stability, but the
cost of the package increased in the out years.”?

As the struggle over the tax bill neared its end, an all-out bidding
war broke out to gain the final few votes needed for victory. House
Democratic leaders began by offering commodity traders $400 mil-
lion in tax preferences that the Senate Republican Finance Committee
had removed from the tax code to reduce deficit projections. The
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real industry with power, however, was oil and its regional base. Oil
had prospered in the 1970s because of the Organization of Petroleum
Exporting Countries. That success, however, came at a cost to other
regions, whose voters greatly outnumbered the oil-producing
region. Hence, windfall profits taxes in the late 1970s gave some of
the gains to the other regions. In 1981, representatives from the oil
states decided the fate of the tax bill. The Democrats offered a tax
credit against the windfall profits tax that was expected to cost $7.1
billion by 1986. The Senate Republicans briefly increased their bid
before running into a filibuster from northern Democrats. It
appeared the Democrats had won. But the Republicans did not give
up. Instead they embraced almost all the tax preferences offered by
Democrats and added more. The tax credit for the oil region rose
to an estimated $13 to $16 billion. There were many smaller deals
offered by both sides.

Reagan went on television in late July to defend his economic
program. He gave perhaps his best speech up to that time. Reagan
said: “If the tax cut goes to you, the American people, in the third
year, that money . . . won’t be available for Congress to spend, and
that, in my view, is what this whole controversy comes down to.
Are you entitled to the fruits of your own labor or does government
have some presumptive right to spend and spend and spend?” The
public thought it was entitled to keep the fruits of its labor. Members
received a barrage of phone calls and mail supporting Reagan’s
proposals, favoring Reagan by six to one. But members had other
reasons to support the administration. Many programs of interest
to their constituents (in one Georgia case, the peanut subsidy) were
protected. The administration won by attracting 48 Democrats to its
bill while losing 1 Republican.”!

None of this dealing was pretty, especially for anyone, like David
Stockman, committed in principle to limiting government. The
negotiation with the oil interests eventually led to saving the oil
depletion allowance, which was scheduled to be phased out. Stock-
man saw the survival of this tax preference as a straw breaking his
back: “The depletion allowance was an unjustified and wasteful
tax subsidy, a symbol of the corrupt political system that the Reagan
Revolution was challenging. And now the revolution had embraced
even that in order to win.”'? Later Stockman would say: “I now
understand that you probably can’t put together a majority coalition
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unless you are willing to deal with those marginal interests that
will give you the votes needed to win. That’s where it is fought—
on the margins—and unless you deal with those marginal votes,
you can’t win.”'#

A government that acted on behalf of a majority of voters might
eliminate favors like the oil depletion allowance. Stockman accepted
the reality of a fragmented polity in which trading favors for the
votes needed to make up a majority preserved policies like the oil
depletion allowance. The fragmentation and subsequent negotiating
also complicated majority rule and protected minorities. The endur-
ing question for Reagan would be what winning meant. Did it reduce
the ambit of government? Or would the interests that supported the
programs trimmed in 1981 eventually reassert themselves and return
the nation to the path of growing government?

The final tax bill included indexing, the three-year tax cuts, an
increase in the corporate depreciation allowance, and a major reduc-
tion in the top corporate rate (from 70 to 50 percent). Still, the
reliance on Democrats had moderated the final product: half the
first-year tax-rate cut had been dropped, and the spending cuts
had been reduced by more than 20 percent. The law enacted a $37.7
billion tax cut for the next fiscal year. The Economic Recovery Tax
Act of 1981 was also expected to return $749 billion to taxpayers
over the next five years. The final votes for the law were not close:
two-thirds of both chambers of Congress voted for it."* Public
opinion agreed. Gallup found that the public approved the tax cut
by two to one.'®

President Reagan signed the Economic Recovery Tax Act of 1981
and the Omnibus Budget Reconciliation Act of 1981 on August 13.
It is too much to say that the Reagan Revolution ended on that
Thursday. It is accurate to say, looking back, that the Reagan admin-
istration had constrained federal spending as much as it would.
Reagan would spend much of his remaining eight years in office
refusing to acquiesce in raising income tax rates. Tax revenues
would drop compared to the previous trend. The Carter budget
looked forward to taxes equal to 24 percent of GNP in 1986. In
1981, the Reagan people saw revenue dropping to 19.3 percent by
the 1984 fiscal year.” The government had been denied as much
money as it wanted. Would this reduce the size of government?
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After Reform

The political agenda comprises the problems and policy proposals
being debated at any time by people attentive to politics and policy-
making. It is both what people are talking about and how they are
talking about it."” Control over both the topics and terms of public
debate—agenda control—fosters political power and success.
Reagan had won the presidency in part because the economy, espe-
cially inflation, had been so bad. Reagan had promised changes in
spending and taxing that would revive the nation’s prosperity. Until
September 1981, President Reagan dominated the political agenda
of the United States. Such complete control over the public agenda
is rare, even for a president. In the fall of 1981, politics began to
return to normal in a painful way.

Reagan lost control of the agenda because he did not have control
over all policies affecting the economy. The Federal Reserve Board
controlled the money supply. From the Nixon administration
onward, the Fed had worried a lot about its political standing with
each administration and not about the price level. By the 1980 elec-
tion, inflation seemed out of control.'”® During the 1970s, expert
opinion slowly concluded that inflation was largely a monetary
phenomenon. In 1981, the Federal Reserve under Paul Volcker acted
on that consensus and sharply restricted growth in the money sup-
ply. It persisted in this policy well into 1982, largely because the
Fed lacked credibility in fighting inflation; earlier efforts had culmi-
nated in a premature loosening of the monetary supply and renewed
inflation. In 1981, the Fed persisted in its tight policy until there was
“unmistakable evidence of real progress in reducing inflation.”*
The Federal Reserve thereby induced the most severe contraction
of the economy since the 1930s." In the final quarter of 1981, GNP
fell at an annual rate of 4.7 percent.” Things would get worse until
November 1982, when the downturn ended.” The unemployment
rate averaged 9.7 percent in 1982 and peaked at 10.8 percent in
November, when congressional elections were held.'*

Economic decline translated into political weakness for the presi-
dent. In August, when Reagan signed the tax and spending reforms,
60 percent of the public approved of his job performance. As the
economy slowed, public approval declined. By the end of 1981, 49
percent approved of Reagan. Throughout 1982, his approval rating
steadily declined, finally reaching bottom in January 1982, at 37
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percent.’?* Tax and spending cuts no longer dominated public
discussions.

People in Washington—Congress, the media, and inevitably the
White House—began talking about federal deficits, a theme that
would stay near the top of the public agenda for the next 17 years.
In a recession, government receives less tax revenue than forecast
and spends more than planned on unemployment insurance and
other programs. This recession also changed expectations about bud-
get deficits. The 1983 deficit exceeded the Congressional Budget
Office’s 1981 estimates by nearly $40 billion."> The deficit was
expected to be $300 billion by 1988. Just as Congress and other
members of the political class had come to believe that something
had to be done about spending and taxes, they decided in late 1981
that something had to be done about the deficit. “The answer to
deficits,” Reagan said in his 1982 budget message, “is economic
growth and indefatigable efforts to control spending and borrow-
ing.”"* Yet he could not find a majority for further significant cuts
in spending, and economic growth had not revived. He and the
Congress were left with tax increases as the only way to “do some-
thing” about the deficit."”

Democrats did not wish to raise taxes going into the 1982 elections.
House leaders, where revenue and appropriation bills should start,
waited for the Republican Senate to act (and garner blame from
voters). The Senate Finance Committee agreed on a three-year, $98
billion increase. The two parties struggled over raising corporate
taxes. In the end, Reagan had to lobby for a bill raising taxes (but
not tax rates)."® He gave cover to Democrats who voted for the
increases. Reagan found harder going on the Republican side but
eventually found the GOP votes in the House to get the bill through;
Senate Republicans stayed together enough to pass the bill with
significant Democrat support.'”

The Tax Equity and Fiscal Responsibility Act of 1982 raised many
taxes.'* The tax increases fell on business groups that had done well
in 1981. Defense spending also grew more slowly than Reagan had
hoped. Joseph White and Aaron Wildavsky argue that in 1981 and
1982, an idea of fairness informed congressional decisions. Both
business and defense had done well in 1981 because they had done
poorly in 1970s; both could argue that fairness required some conces-
sions from Congress. Spending on social welfare had risen during
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the previous decade; in the circumstances of 1981, fairness suggested
some constraint in such outlays. In 1982, winners and losers changed
seats in part for the same reason: business had done well and should
now lose, while the poor were protected from further constraint on
redistribution.'!

This “fair shares” story is not complete. Some tax preferences
persist for democratic reasons. Many voters pay no taxes on health
care benefits from their employer, pay reduced taxes on the interest
on their home mortgage, and pay no taxes up front on their retire-
ment savings. All those preferences might have been reduced or
eliminated to deal with the impending deficits, but no rational politi-
cian running for office would have punished large numbers of their
constituents by eliminating such preferences.

Why did the tax-rate reductions of 1981 survive? Increasing rates
lacked congressional support.'* The president cared more about the
tax rates than he did about other tax increases; his veto also protected
the rates. That leaves the question of why the 1981 rates attracted
enough support to sustain a veto, while other tax increases did not.
The 1982 tax increases fell on businesses. In general, “big business”
is politically unpopular, and many judge its interactions with gov-
ernment, especially on tax policy, as corrupt or nearly so."? Ameri-
cans see individuals differently; in the United States, only rich leftists
wish to impose equality of income and wealth. Most voters care
little about material inequalities.'* Business had little chance against
individuals, if someone had to pay higher taxes.

The same Congress voted on the 1981 tax cuts and the 1982 tax
increases. Twenty-seven percent of its members changed their minds
in 1982 and voted for higher taxes. Fifty-three percent maintained
their position from 1981 (including 25 percent who opposed the 1981
cuts). Twenty percent were against both bills: the increase and the
tax cut."” The members who switched from supporting tax cuts to
favoring tax increases in 1982 were more moderate ideologically
and less likely to believe that Reagan received a mandate in 1980."
Over 86 percent of those who switched were Republicans. They gave
two major reasons for voting for a tax increase in 1982. Ninety
percent said it would stimulate the economy; 82 percent said their
vote went along with opinion in the district."”

These lost Republican votes were crucial. Republicans cast only
three votes against the administration during key votes on Reagan’s
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economic program in the spring and summer of 1981. In 1982, Repub-
lican cohesion faltered. Northeastern Republicans were likely to
oppose the president on votes concerning his economic policies.
They returned to their old habit of moderately supporting social
welfare programs, votes that seemed prudent in light of economic
difficulties and the upcoming 1982 elections. Outside the Northeast,
Reagan did better with his 1981 supporters. These members, Barbara
Sinclair suggests, saw the 1980 election as a mandate for a policy
change rather than as support for President Reagan. Consequently,
they continued to support the larger program even when Reagan’s
own authority and influence were waning.'*

The Republican Party often professed (and sometimes professes
today) to be a party that favors reducing government. In truth, the
Republican Party may be less enamored with an expanding welfare
state than Democrats are, but in power they generally accept its
political reality. Eisenhower had not bothered the New Deal, and
Nixon’s expansions of government were noted earlier. As David
Stockman discovered, many Republicans and some members of
Reagan’s cabinet swiftly came to the defense of the old regime in
its moment of need.'” The extraordinary unity Reagan achieved
early in 1981 changed many Republican votes from their natural
tendency to support the status quo. Moreover, the price of GOP
unity was bought by “opening up the soup kitchen” at crucial
times."™ Once circumstances turned against Reagan and he lost con-
trol of the agenda, these Republicans reverted to form and supported
the old regime.

None of this should be surprising. The two major parties reflect
ideological as well as regional, class, and religious differences. The
task faced by a member of Congress, however, is remaining in office
first and then, so far as possible, enacting into law a set of principles
or ideals. When ideals conflict with that reelection goal, a member
does what he or she must to win office again. The persistent problems
of the old regime in the 1970s created an opportunity for Ronald
Reagan. Offering an answer to those problems reconciled the Reagan
economic proposals to the reelection needs of liberal Republicans
and conservative Democrats. Yet that reconciliation depended on
the promise of an improving economy, which meant the recession
of late 1981 and 1982 strained and then dispersed Reagan’s 1981
coalition.”
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Yet the circumstances of 1982 did force Congress to address spend-
ing, even spending on entitlements. Medicare costs had been rising
quickly, and Congress agreed they had to be controlled. The costs
were rising “largely because under the third-party payment system,
neither providers nor consumers had to worry about costs.” The
Reagan administration wanted to do so by cutting Medicare benefits
and raising patient costs. Congress would have none of it. Eventu-
ally, Congress decided to regulate prices rather than allow costs to
fall more on consumers. Their conference agreement set limits on
hospital prices and physician fees.'

The changes would cut spending for the programs by an esti-
mated $14.4 billion over the three years, nearly two and a half
times the amount pruned from the programs in 1981. Most of
the spending reductions made by the bill—$13.3 billion—came in
Medicare, the largest part of the restraint coming in the last year.
These were hardly drastic cuts. Even with the proposed reductions,
federal spending on the two programs was expected to be $72.7
billion in fiscal year 1983 and $79.6 billion in FY84, compared to
$68 billion in FY82.'%

About 47 million people would be covered by one of the two
programs in 1983."* More importantly, Medicare or Medicaid recipi-
ents were about 28 percent of the voting-age population. Medicare
recipients alone (29 million voters) constituted about 1 in 5 voters
in 1982."% Congress wanted the burden of controlling costs in these
programs to appear to fall on health care providers rather than on
voters. Providers would presumably be forced to give the same
health care for less remuneration than in the past. This appearance
of savaging providers and saving recipients meant Congress could
try to control spending on health care entitlements.'

The deficits did improve the prospects for another part of Reagan’s
economic agenda. In 1982, the Senate passed a constitutional amend-
ment to require a balanced federal budget by a vote of 69 to 31, 2
more than necessary to send an amendment to the states. In the
House, the balanced budget amendment had been confined to the
House Judiciary Committee, which was dominated by opponents
of the reform. Eventually, supporters of the amendment obtained
the needed votes to discharge it and bring about a floor vote. In the
end, the House voted 236 to 187 for the amendment, or 46 votes
short of the needed two-thirds majority.'’
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1982 proved to be the zenith of the amendment’s prospects in the
Reagan years. The amendment movement lost momentum in 1984
when courts raised questions about ballot initiatives rather than
state legislatures petitioning for a convention.'*® Eventually, the
amendment would be superseded by congressional attempts to tie
itself to the mast of budget constraints. Once the Democrats returned
to the majority in the Senate in 1986, the balanced budget amendment
had little hope of passing.

The administration also retreated on Social Security in 1982. By
late September 1981, Reagan went on television to announce a new
deficit reduction plan. He also mentioned Social Security but only
to speak of his surrender. He would support restoring the minimum
benefit in the program, which Stockman in July had persuaded
Congress to eliminate. Reagan also decided to appoint a commission
to deal with Social Security’s impending financing crisis. Its current
financing problems would be dealt with for the time being by bor-
rowing from the Medicare fund, which still had a surplus.””

The resolution of the struggle over Social Security’s minimum
benefit is instructive. The term “minimum benefit” might suggest
an impoverished older person barely hanging on. In fact, many
recipients of the minimum benefit were government workers who
retired and then worked long enough in the private sector to qualify
for Social Security benefits. Most recipients were, as Stockman later
put it, “double dippers,” middle-class people taking advantage of
generous government retirement rules. Under Reagan’s proposal,
people who received the minimum benefit and had no other income
qualified for an equal sum from the means-tested Supplemental
Security Income program.'® The minimum benefit had become, in
short, largely a middle-class benefit sold politically as help for the
needy.

That image would be enough to partially save the benefit in 1981.
Political calculation also argued for the benefit. The alternative for
the truly needy was a means-tested part of Social Security. Recipients
would be as well off as before, but Social Security itself might be
politically worse off. Supporters of Social Security from the start
believed that a program for the poor would be a poor (ie., not
especially generous) program. If any part of Social Security, even
the relatively obscure minimum benefit, were replaced by a means-
tested alternative, the program itself might eventually come into
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question. The public outcry about the needy and the private concern
about a political foundation of the Democratic Party led the House
of Representatives to quickly restore the minimum benefit for every-
one. The Senate took longer and ultimately restored the benefit for
current recipients while denying it to those who started in 1982.¢!

The pressures created by impending deficits brought the Congress
back to Social Security in 1982. Reagan and his budget team went
along when Domenici proposed and passed a plan that included
about $40 billion in Social Security savings over the next three
years.'” Both parties were reluctant to take on the Social Security
issue. Both waited for the other to make the first move. When the
GOP did so, the Democrats pounced. Democratic Sen. Donald Riegle
said, “This is a time bomb designed to raid and loot the Social
Security system.” Sen. Robert Byrd added, “The President proposes
to mortgage the future of the elderly to keep alive the folly of his
Kemp-Roth tax cut.” Sen. Moynihan went deeper to the same end:
“There is a social contract in this nation, and Social Security is one
of the most important elements in it.” Sen. John Chafee, a Republican
from Rhode Island, remarked that Social Security was “essential” to
the well-being of many elderly citizens.'® An anonymous White
House aide correctly noted that the Republicans had just given the
Democrats an issue “that they’re going to beat our brains out with.”

Chafee was hardly a typical Republican senator, but he was not
alone. A Cleveland Republican said, “I think any substantial cuts in
Social Security would be devastating at the local political level.”
Republican senators from contested states (Chafee, John Heinz of
Pennsylvania, David Durenberger of Minnesota) all opposed the
bill. The coming election and the presumed difficulties facing the
GOP were on many minds. Clarke Reed of Mississippi, who served
on the Republican National Committee, stated the day after the
Senate Budget Committee plan was announced, “GOP members of
the SBC better think about losing four or five senators and being back
in the minority.”** Lowell Weicker of Connecticut was emphatic: “I
am totally unwilling to in any way even imply cuts in Social Security
benefits.”'®® The plan emerged on May 5 from the SBC. House GOP
leaders rejected it on May 11. The Senate Budget Committee took
out the Social Security provisions on May 18.'%

What to do? Reagan had created a national commission in Decem-
ber 1981. Alan Greenspan was appointed chair.'” His charge was
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to find a politically plausible way to stabilize the financing of the
program. The membership itself assured the president that its recom-
mendations would be politically plausible. The program itself did
not come into question.

Why did the Democrats agree to do anything about the program?
During the 1970s, inflation outran wages by some distance, creating
continual shortfalls in Social Security financing. Confidence in the
system was falling: the number of people who had “only a little” or
“no” confidence in the ability of the system to pay benefits when
they retired had risen by 50 percent from 1979 to 1983. This lack of
confidence combined with a concern about the long-term solvency
of the system convinced even proponents that something should be
done. In other words, they wished to shore up the credibility of the
system in public opinion by doing something that could be presented
as saving Social Security.'®

The National Commission on Social Security began work early in
1982. It came up with a package that included tax increases, delays
(really cuts) in cost-of-living adjustments, and taxation of benefits.'”
As in the past, new taxpayers were brought into the system; they
paid taxes now and received benefits later, thereby making the sys-
tem seem stable for the time being. For the first time, benefits were
taxed with the money going back into the “trust fund.” The taxes
constituted a net loss of benefits for more affluent recipients.”” The
report appeared, as planned, more than two months after the con-
gressional elections of 1982.

For those interested in reducing the size of government, the pack-
age was largely a defeat. The cost-of-living adjustment did reduce
spending over time, but taxation of benefits and a payroll tax increase
augmented the growth of government. The package was a victory
for those who sought to maintain benefits. However, if the taxing
of benefits counted as a benefit cut, then the real decrease in benefits
($70 billion) was greater than the increase in taxes ($58 billion)."”

The “reforms” of 1983 may have fostered larger government. The
increase in taxes went into the “trust fund,” or reserves for the
program. Social Security revenues, however, are part of a unified
budget for the federal government. Increases in the payroll tax for
Social Security thus increase the revenues available for federal
spending. Over the history of the program, Congress has tended to
spend these reserves.””? The buildup of reserves foreseen by the 1983
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commission thus gave Congress the means to spend more generally
now rather than to meet specific obligations to recipients later."” If
payroll taxes had not created a Social Security surplus, Congress
would have had to raise taxes to pay for the spending that was in
fact covered by the surpluses. Matching the costs (economic and
political) of taxes to the marginal spending might well have led to
less spending in the years after 1983.

The commission offered both sides cover from attack, a kind of
bipartisanship. Unlike in 1981, Republicans in Congress were not
exposed to political recriminations. Democrats could not attack them
for raising the retirement age because Speaker O’Neill had signed
on. Republicans could not complain about higher taxes because
Democrats had supported Ronald Reagan’s plan.”* Responses to
the deal are revealing. A Reaganite said, “Once we stopped being
revolutionaries and started being system conservers, it was a tremen-
dous accomplishment.” A Democrat remarked: “We even cut social
security. We just didn’t say we were doing it. Everyone agreed to
say we weren't doing what we were doing.”'”

The political logic of Social Security governed this deal. The com-
mission’s recommendations applied to the very long run; by 2030,
most Social Security benefits would be taxed, thereby reducing the
net benefits to those future recipients.” People whose pension bene-
fits are cut in 50 years are barely old enough to vote, too young to
vote, or unborn. Imposing costs on them 50 years hence hardly
represents political courage. The administration had tried to appeal
to the young as a political means to constrain Social Security spend-
ing. Health and Human Services Secretary Richard Schweiker
argued that Reagan’s original proposals would mean a young person
entering the work force in 1982 would pay over $33,000 less in Social
Security taxes during his or her lifetime, a reduction of 10 percent.
Reagan was offering a tax cut for future workers and recipients."””
The offer did not work. Legislators respond to incentives defined by
the next election. American government is biased toward choosing
“policies with favorable short-term results and with consequences
beyond the term of office of the policymakers.”” In this case, the
president and Congress used a commission to come up with a back-
loaded proposal.

It is easy to criticize Stockman for seeing Social Security in narrow
budgetary terms and Reagan for not pursuing a fundamental reform
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of the system like privatization. But public support for fundamental
reforms did not exist in 1981. Until 1973, the program had been hailed
as a success: the program paid a handsome return on “contributions.”
Even the emerging deficits and financial problems of the 1970s could
not overturn the support for the program. Recognizing that reality,
Reagan had promised not to cut, much less end, Social Security.”
A greater leader might have seen and grasped the opportunity for
fundamental reform of the program. But maybe no such opportunity
existed in 1981. Reagan had constrained the program in the future.
Such constraint itself was unprecedented. That act tended to preserve
the system from the consequences of its contradictions. Reagan had
become a reformer of the central entitlement of the old regime.

A Radical Gambit

By 1980, the state role in American government had all but ended.
It was “taken as axiomatic that the federal government shall initiate
policies and programs, shall determine their character, shall delegate
their administration to the states and localities according to terms
that it alone determines, and shall provide for whatever intervention
on the part of its administrative agencies as it deems necessary to
secure compliance with those terms.””® The states were, at best,
administrative units subservient to Washington’s commands.

Reagan spoke of radical change. “It is my intention . . . to demand
recognition of the distinction between the powers granted to the
federal government and those reserved to the states or to the people,”
Reagan said in his inaugural address. “All of us need to be reminded
that the federal government did not create the states; the states
created the federal government.””®" Reagan believed the Framers
“intended for the states to participate in the federal system as full-
fledged partners with the national government.” In his view, the
national government was sovereign within its delegated powers,
but the Framers thought the states should be equally powerful and
have considerable discretion in exercising their reserved powers.
For the Framers, Reagan thought, most of what government should
do was local and hence fell within the proper ambit of state and
local governments. The states would be the senior partner in the
state-local relationship. Reagan thought the Framers believed it
would be easier to hold officials accountable if they were closer to
the voters. Citizens also want efficient government relatively free
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of waste, fraud, and abuse; state and local governments were less
prone to such pathologies. Reagan also thought decentralization
would enable government to respond as well as possible to public
problems.”®* Reagan believed his New Federalism might decrease
the size and influence of the federal government.'®

Reagan’s first budget proposed consolidation of dozens of federal
categorical grant programs into block grants to state and local gov-
ernments. Block grants serve broad purposes, such as health, educa-
tion, or law enforcement. The money must be spent on programs
for such purposes; state or local officials decide how the money is
used. Categorical grants can be used only for specific programs
as directed by Congress and the federal agencies that write the
regulations to implement the laws passed by Congress. Categorical
grants come with national control and money. “Categorical grant
programs burden local and state governments with a mass of federal
regulations and federal paperwork,” Reagan said in his nationally
televised economic address February 18, 1981. Converting these pro-
grams to block grants, the president said, would “reduce wasteful
administrative overhead and . . . give local government entities and
states more flexibility and control.” '

Reagan initially achieved some of his federalism objectives. The
1981 budget act reduced federal grant-in-aid expenditures by $6.6
billion, the first reduction in decades. Reconciliation in 1981 also
consolidated 77 categorical grants into 9 block grants and eliminated
another 60 categorical grants. By 1983, the number of categorical
grant programs administered by the federal government had fallen
to 313."% Williamson would later report other achievements: “Dozens
of relief actions were taken to reduce the regulatory burden on state
and local governments, and the administration made it clear through
hundreds of different actions that it was committed to reversing the
forty-year trend of power centralization in Washington.”"* As with
other budget votes, conservative House Democrats were essential
to Reagan’s success with federalism.'

Others doubted that the wins on federalism translated into a more
limited federal government. The budget changes had changed respon-
sibilities and spending priorities, but “they had done little to check
the trend toward centralization of political authority in the American
System.” The presidential initiatives barely reduced federal involve-
ment and did not address “the ongoing erosion of state authority in
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congressional and federal court decisions.” Hence, “the events of 1981
have had the net effect of continuing the decline in the growth of
government, while also continuing the tendency to perceive and orga-
nize intergovernmental powers along centralized lines.”*

The next year, in the teeth of the economic contraction, Reagan
used his State of the Union address to propose a more extensive
New Federalism program that would have turned over nearly $50
billion in programs and tax sources to the states and local govern-
ments over a period of eight years. The initiative comprised “the
swap” and “the turnback.” Under the swap, the federal government
was to take full responsibility for Medicaid (it was a shared responsi-
bility between the states and the federal government), thereby saving
the states their portion of the cost of this program. This change was
thought to save the states $19.1 billion in FY84. However, the states
would take up full responsibility for Aid to Families with Dependent
Children and food stamps (then fully paid for by the federal govern-
ment). The additional cost to the states for these two programs was
projected to be $16.5 billion in the coming fiscal year. The turnback
proposed phasing out approximately 40 federal education, transpor-
tation, community development, and social service programs. The
federal government would provide financing for the states to fund
these programs or to use the money in other ways."” The swap and
the turnback would have profoundly changed fiscal federalism, the
financial relationship between the federal government and state and
local governments.'* The states would have been empowered again.

Reagan devoted time and effort to the federalism proposal. He
met with the nation’s governors, state legislators, mayors, county
officials, and township officials. The “New Federalism negotiations”
had been promised in the State of the Union message."! The adminis-
tration did not include in the negotiations the national interest
groups that had worked to create and sustain the programs in ques-
tion. They assumed, probably correctly, that these groups would
work intensely to continue the status quo. The administration
thought state and local officials could be persuaded to support the
plan, thereby circumventing interest groups’ demands.'” Yet the
state and local officials that Reagan was counting on could not be
persuaded to support the innovation.

The president and the states deeply disagreed about what level
of government should be responsible for social welfare programs.
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Reagan believed income maintenance programs (Aid to Families
with Dependent Children, food stamps, and Medicaid) should be
the responsibility of state and local governments. Most state and
local officials thought that demand for such programs came from
national factors, which implied the programs should be a national
responsibility. Reagan agreed to take on Medicaid in return for the
states taking food stamps and AFDC. Later, Reagan also agreed to
take food stamps out of the swap. That did not produce a deal. The
failure was not surprising. Governor Scott Matheson, the head of
the National Governors Association, told the president, “The Gover-
nors are unanimously on record as opposing the transfer of income
maintenance to the states.”'®

In the end, despite all the negotiations and compromises, the New
Federalism initiative did not come close to passing. The swap aspect
of change attracted opposition from the National Governors Associa-
tion, the National Conference of State Legislatures, the National
League of Cities, the National Association of Counties, and a number
of key members of Congress.” State officials had been open to
changing the federal system in 1981."° Why did they reject the swap?

The states did not want more responsibilities in tough times.'”
Nor did they wish to raise the taxes needed to finance their end of
the swap. By one estimate, Reagan’s initial and second proposals
required substantial tax increases in the states.”” Richard William-
son, Reagan’s adviser on the project, also thought the chances of
passing the changes suffered along with the economy. The adminis-
tration was also pursuing budget cuts, and Congress had passed
cuts in spending for state and local governments that were larger
than the administration requested. The struggle also became more
partisan, and many of the governors faced election in 1982, a difficult
year for incumbents, and wished not to make things worse through
budget cuts caused by changes in federalism.” In Congress, votes
on the New Federalism were similar to the 1982 votes favoring
tax increases. Eastern Republicans, representing free-spending states
dependent on federal subsidies, abandoned Reagan. Congress also
voted on particular programs and grants rather than for or against
an omnibus reconciliation.'”

In 1983, Reagan proposed more limited reforms in federalism. He
called for consolidating 34 programs into 4 block grants. Congress
ignored the proposal. The window of opportunity for radical change
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in the relationship between the states and national government had
closed.™

Informed observers concluded that despite the changes enacted at
Reagan’s behest, “the basic contours of the federal system were not
markedly different. No real devolution of power had been accom-
plished.”" The Reagan administration claimed to have provided reg-
ulatory relief for state and local governments in 24 cases; however,
only four of those involved reducing regulations on the states.”®

Yet Reagan could count some successes along with these disap-
pointments. The Reagan program limited federal subsidies for state
spending.?® Reagan’s efforts also reduced federal control over grants
to the states. Reconciliation in 1981 also consolidated 77 categorical
grants into 9 block grants and eliminated another 60 categorical
grants. By 1983, the number of categorical grant programs adminis-
tered by the federal government had fallen to 313.2*

How did the states respond? Liberal states in good fiscal condition
replaced the federal cutbacks. The programs that did the best “were
those in areas of traditional or longstanding state and local govern-
ment activity that had a politically strong constituency and/or pro-
vider group.” Health care and capital spending did better than other
programs. Scholars studying the Reagan initiatives concluded that
federalism had changed: state governments were more likely “to
play a larger role as the federal government pulled back. Decisions
about strategies to ‘cope’ with federal aid cuts were often made at
the state level, and local governments often turned to their state
government to deal with problems and needs in the areas in which
the federal government was pulling back.” Power and responsibil-
ity did return in some measure to the states, and that revival did
not necessarily lead to policies that Reagan would have supported.
Many states and localities raised taxes as well as cut spending.?®

The failure of his New Federalism proposal deprived Reagan of
the chance to fundamentally change the foundations of the old
regime. The New Federalism initiative would not only have
devolved power from Washington but also set up competition
among the states, thereby holding down redistribution of income
and wealth. This dynamic might have reversed the nationalizing
trend that began with FDR. Congress was unlikely to surrender its
own power, at least to the states. For their part, the states had no
interest in a swap that did not help their budgets. Reagan might
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have mollified the concerns of state and local officials by making
the swap more attractive financially in the short term, but such
compensation would have required more federal spending, not less.
Reagan’s moderation in taxation had deprived his administration
of the money to spend on such compensation.””

Such compensation might have eased the way to a New Federal-
ism. But it would have also undermined the reforms. The New
Federalism proposal offered two ways to reduce the ambit of the
federal government. It would renew and empower the states,
enabling them to reclaim their traditional role in a federal system,
arole that would limit the federal government. That shift of responsi-
bilities—the swap—would also reduce the spending (and taxing)
of the federal government; both would be carried out outside Wash-
ington. State officials wanted both control and “free” money. Had
they been compensated to take back the programs, would the states
actually have become independent of the federal government? Of
course, the federal largesse might be transitional, but temporary
spending from Congress tends to become permanent. The cuts in
spending and empowerment of the states in the New Federalism
had to be accomplished together to achieve Reagan’s goal of limiting
the national government. It would have been difficult in normal
times to accomplish both, given history and the power of inertia. Ina
bad economy, Reagan had little chance to bring about radical change.

The Politics of Trade

Reagan’s commitment to individual liberty implied free move-
ment of goods, services, and people across international borders.
Ideas notwithstanding, the early Reagan record on trade and immi-
gration focused on restricting liberty in trade and employment. The
libertarian writer Sheldon Richman complained in 1982 that Reagan
had pursued neomercantilism in trade policy marked by a “churlish
jingoism” along with broad restrictions on immigration.?”® Reagan’s
early record supports Richman’s complaint.

Reagan first provided protection to the U.S. auto industry in May
1981. Rising gasoline prices had spurred demand for smaller, more
fuel-efficient cars, which in turn rewarded Japanese importers while
harming domestic auto companies. During the 1980 campaign, 30
percent of American autoworkers were redundant. Reagan said in
Detroit in September 1981, “I think the Government has a role to
convince the Japanese that the deluge of their cars into the U.S. must
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be slowed while our industry gets on its feet.”™ As with cutting
spending, several members of Reagan’s cabinet supported larger
government. Congress took up an auto import quota bill that would
have cut Japanese imports by 15 percent through 1983. The Japanese
understood the risk and “voluntarily” restricted imports by 12 per-
cent through 1985, when they expanded to 2.3 million units. Import
prices went up, consumer welfare declined, and U.S. auto companies
enjoyed regained profitability. The Japanese responded by exporting
more expensive cars and maintaining their import share in the
long run.*

David Stockman later remarked of the auto import restrictions,
“The President was a strong free trader, but he was also a politician,
and his political antennae could be tuned to the desired frequency.”?"
Good politics did not support good policy. Voters enjoy the wealth
produced by market competition free of state controls. But such
competition also brings changes: industries fall as well as rise, and
individuals lose as well as gain from the “creative destruction”
implicit in capitalism. The losers then seek protection from change,
in part because they have been told they are entitled to a certain
standard of living. Having created a demand for protection, politi-
cians then campaign on promises to implement “industrial policy”
or import restrictions.*

Reagan’s actions may be defended with an eye toward conse-
quences rather than principles. Reagan faced an economic contrac-
tion in 1982 that harmed many voters, who in turn might have
elected members of Congress who would have expanded state power
enormously over economic life to satisfy their constituents’ desire
for economic security. Reagan could have vetoed the bills offering
protection to the steel and auto industries. If his veto had been
upheld, international trade would have been freer than under the
“voluntary” protectionism he negotiated. But Democrats might have
used his veto to win a larger victory in the 1982 congressional elec-
tions and thereafter enacted laws that expanded the intervention of
government well beyond Reagan’s voluntary agreements. Reagan
certainly violated free-trade principles in 1982 and thereafter. He
may also have maximized liberty, given the circumstances of the
time.

The 1982 Election
The 1982 election should have been an unmitigated disaster for
the GOP. It was held during a severe recession. Unemployment was
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over 10 percent of the work force. The campaign of 1982 focused
on the economic policies of the president. The Democrats made the
case for their unfairness; the administration urged voters to stay
the course. Commentators in the media viewed the election as a
referendum on Reagan and his economic policies. Reagan still com-
manded a majority approval rating (52 percent) but it had fallen,
and the gap between approval and disapproval was the lowest in
history one year into a presidency. By election day, Reagan’s job
approval rating was the lowest for a president going into an election
since Truman in 1946.

Economic models of election outcomes indicated that the GOP
should have received 41 percent of the overall vote, leading to a
loss of 50 seats. Other experts estimated that the dire economic
conditions should have led to a loss of 58 Republican seats in the
House. House Republicans in fact received 44 percent of the vote
in 1982 and lost 26 seats. The Senate was a different story. The
partisan breakdown in that body remained the same; the GOP
enjoyed a seven-seat majority.?”® In these circumstances, the 1982
electoral results should count as a success for the Republicans, House
losses notwithstanding. Why did the GOP do as well as it did?

Reagan was lucky in his opponents. The public trusted the Demo-
crats even less than they trusted the Republicans. One-quarter had
“a lot of confidence” in Reagan’s ability to solve the nation’s eco-
nomic problems. That was bad enough. But only 1 in 10 had the
same confidence in the Democrats. One poll showed that 46 percent
blamed the recession on “the situation Reagan inherited,” while
only 33 percent blamed “Reagan and his policies.” Another poll
showed that 50 percent believed Reagan’s policies “needed more
time,” while only 6 percent thought they were a success. Polls also
showed that people opposed higher income and gas taxes, while
in the abstract supporting cuts in government spending. There was
also little support for cutting specific programs.”* Many voters, in
short, were inclined to give the president’s policies more time to
work. This division in the electorate held Democratic gains below
expectations.”

Republicans struggled hard against their circumstances and were
helped by Democratic miscalculation. The GOP recruited a group
of challengers in 1981, when Reagan was going from legislative
victory to political victory, and held most of them the next year,
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when conditions were less sanguine. The GOP could offer adequate
funding for a candidate. The party ran its most experienced group
of challengers since 1972. The Democrats also recruited a strong
class of candidates. But they faced a funding problem. Democratic
incumbents began the cycle in fear of a repeat of 1980, a concern
that successful Republican efforts to recruit strong challengers did
nothing to soothe. Incumbent congressional Democrats went on “a
fundraising binge” and soaked up much of the funding that might
have been available for other Democratic challengers once the econ-
omy changed and 1982 started looking like a Democratic year. They
also had no way to transfer the money already raised from safe
incumbents to needy and potentially successful challengers. The
Republicans used their fundraising edge well in the final days of the
campaign. Experts concluded that the national Republican Party’s
efforts in the last three weeks kept 10 to 20 House seats in the GOP
column.”® Nearly one-third of Democratic campaign money went
to incumbents who won more than 70 percent of the vote, money
that was almost completely wasted.?”

The Republicans did not do as well as they might have, however.
Many experts expected demographic change to favor the GOP in
1982. Southern and western states had obtained 17 new districts,
and the Republicans hoped to win a majority of them. In the end,
the Democrats won 10 of the 17. The recession played a part in this
result, but redistricting to favor Democrats also mattered, especially
in California. Redistricting, as well as the recession, accounted for
this result.”® The problems with redistricting reflected Republican
weakness in state legislatures. Democrats controlled both chambers
in 28 states during the redistricting following the 1980 census; Repub-
licans controlled 15 and would lose 4 of them in 1982.2"

The 1982 results did not favor limiting the federal government.
The House itself moved left in 1983. All 26 Republicans defeated in
the election had supported the 1981 budget along with its cuts in
spending. Moderates who had voted against Reagan in 1982 by and
large survived. These changes emboldened the House leadership,
who loaded the Budget Committee with liberal Democrats over the
next three Congresses.” Even though Republicans had avoided a
catastrophe, the new Congress would hardly be open to more spend-
ing cuts. More taxes had also not attracted much support from voters,
and since the Senate had remained as it was, the president could
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sustain a veto of tax increases in any case. The nation moved away
from the Reagan Revolution without endorsing the old regime. Stale-
mate began.

Conclusion

The years 1981 and 1982 are the most important in the history of
the struggle to limit government in the United States. Reagan won
a substantial victory by promising to cut spending and taxes. He
then carried through on those promises by persuading Congress to
lower marginal tax rates and to constrain the growth in federal
spending. From 1981 to 1982, federal budget resources dropped by
14.2 percent. He successfully defended the lower tax rates in the
face of deficits even as he bowed to political reality and supported
other tax increases in 1982.%' Reagan also contributed to preventing
electoral catastrophe for Republicans in 1982.

The record of Reagan’s first two years should not be overestimated.
During his most successful period legislatively, Reagan was more
a reformer of the old regime than a radical undermining it. His
most radical proposals—for a balanced budget or a decentralized
federalism—came to nothing. His attempts to introduce mild
changes in entitlement programs lasted for days, not weeks, on
Capitol Hill. His most unexpected achievements restrained spending
to comport with historical norms. His tax-rate cuts were followed
by taxincreases. Even the rate cuts reformed rather than undermined
the old regime. They improved incentives for working, saving, and
investment, thereby shoring up the old regime.

As an orator, he brilliantly invoked a residual distrust of the
government among Americans. Perhaps he realized “in only seven
months, a major redirection of the priorities of the American govern-
ment.” But his victories were not truly revolutionary for “he did not
change the minds of the American people.”” Reagan had assumed
most Americans did not need to change their minds. They needed
only to be freed of the corruptions brought to the few who presided
over big government.

His first seven months in office raised questions about his opti-
mism about Americans. They would support limiting government
to a point. They would not support even mild reform to programs
to which they thought themselves entitled. Innovations that might
actually undermine the old regime—balanced budgets and a
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renewed federalism—did better with the public but not well enough
to pass into law. The old regime had fostered support for itself
among American voters. FDR had remade Americans in some mea-
sure. They both wanted liberty and demanded their due as promised
for decades by the leaders of the old regime. Reforms notwithstand-
ing, Reagan still faced the job of not only saving the American people
from their government but of also saving them from themselves.
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4. Reagan and After

The final six years of the Reagan presidency were marked by
economic recovery and political stalemate. The recovery rewarded
Reagan with a resounding victory in 1984, a victory that had little
meaning apart from a general endorsement of a status quo marked
by rapid economic growth. Reagan devoted himself to protecting
the decrease in tax rates achieved in 1981. Meanwhile, the spending
restraint achieved in that year slowly came undone even as the
Democrats remained firmly in charge of the House and, after 1986,
also the Senate. Reagan would prove resourceful, however, in find-
ing a way to get liberals to agree to limit government by eliminating
tax preferences. The tax reform of 1986 would stand as the major,
and perhaps only, achievement in limiting government in Reagan’s
second term.

By 1988, the United States had neither returned to the 1970s nor
entered a new age of limited and popular government. Reagan had
changed the trend in spending and taxing. He had solidified skepti-
cism about the beneficence of expanding government. He had done
little to end the old regime founded by FDR and continued by LBJ.
The Reagan presidency would come to an end in 1990 when his
successor agreed to higher tax rates in exchange for the illusion
of budgetary restraint. This chapter examines Reagan’s continuing
struggle to limit government and offers some explanations for his
difficulties.

Stalemate

Reagan tried to lead, circumstances notwithstanding. His first
budget plan after the 1982 election called for reducing expected
spending by $558 billion over the next five fiscal years. Government
outlays would increase at the rate of inflation. Defense spending
would continue to rise while nondefense discretionary spending,
health care spending, and farm price supports would continue to
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decline. Over the long term, Reagan also proposed savings in Social
Security, Medicare, and Medicaid, as well as civil service reforms.

Reagan still had a toehold in public opinion. A small majority in
1983 agreed that the nation should reduce its budget deficit “mostly
by cuts in spending.” Few people wished for higher taxes even if the
revenues were devoted to reducing the deficit. One-third of respon-
dents did support reducing the deficit by both cutting spending and
raising taxes “about equally.”” Yet the public desire for spending cuts
did not comport wholly with Reagan’s preferences. Fifty-three percent
thought cutting defense spending was the best way to reduce the
deficit. Twenty-nine percent preferred cutting “all federal programs
other than defense and social security and Medicare.” The poll help-
fully identified the targets for such cuts as farm supports, veterans’
benefits, welfare, education, and transportation.’

Public opinion notwithstanding, Reagan’s cuts had little supportin
Congress even from Republicans. Republicans controlled the Senate
Budget Committee, which offered a plan to raise taxes by $30 billion
while cutting Reagan’s defense spending increase in half. By 1988,
the Senate plan foresaw $80 billion in new taxes, a proposal not far
from the one passed by the Democratic majority in the House.!
Congress did agree on $12 billion in new taxes apart from another
$5.2 billion in new Social Security levies.” Tax rates did not rise.
Spending was not deeply cut. Washington had reached an equilib-
rium that excluded both deeply cutting or greatly expanding govern-
ment spending and taxes. Deficits became a lasting part of fiscal life.

The deficits did create some pressure for controlling spending by
the most spendthrift programs. Beginning in 1983, the administra-
tion and Congress made progress in constraining Medicare costs.®
In the early 1980s, spending on health care, public and private, was
accelerating at record rates. Medicare’s hospitalization insurance
trust fund neared bankruptcy at a time when government deficits
rose near the top of the national agenda. Something had to be done.
The Reagan administration had come into office proposing to intro-
duce market reforms into Medicare. Such reforms, however, would
not lead to budgetary savings for some time, and the fiscal crisis of
Medicare was at Washington’s doorstep. The administration shelved
vouchers in favor of price controls.

In 1983, Congress enacted the prospective payment system (PPS)
for Medicare hospital costs. The PPS set predetermined rates for
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hospital reimbursements. In 1983, the new system paid hospitals
prospectively per case according to a rate applicable to its diagnosis.
The PPS was, in other words, a system of prices administered by
the government, the dominant buyer in the market for Medicare
services. Government regulation, not choices mediated by markets,
constrained Medicare costs after 1983 primarily by reducing operat-
ing margins for hospitals treating such patients. Congress transferred
authority over Medicare from the Social Security Administration to
the Health Care Financing Administration, a new agency focused
on cost control. The annual rate of growth of Medicare payments
to physicians thereafter dropped by almost half. The administration
had become responsible overseers of the welfare state. A similar
system of physician payment regulations would later be formulated
by Congress and signed by President Bush in 1989. The temporary
success with Medicare was budgetary, not philosophical.

Election of 1984

Record aside, Reagan’s prospects for reelection improved along
with the economy in 1983. Civilian unemployment fell by 2.5 percent.
The prime interest rate fell to about half of what it had been in
November 1980. The economy began expanding rapidly, growing
by 9.7 percent and 7.6 percent in the second and third quarters,
respectively, before dropping back to 4.9 percent in the final quarter
of 1983. As 1984 arrived, Reagan stood an excellent change of being
reelected. The question remained what, if anything, a victory might
mean. As it turned out, not much.

Unlike 1980, Reagan did not campaign in 1984 on a specific plat-
form. Instead, his reelection effort emphasized the strong economy
and a general appeal to “morning in America.” The president made
no commitments much beyond “stay the course.” He did commit
to not raising taxes and to “eliminating wasteful and unnecessary
government spending.” He opposed cuts in military spending or
Social Security.” The Reagan of 1980 seemed committed to change.
The Reagan of 1984 wanted things to stay the same, not least the
occupant of the White House. The Democrats wanted change, of
course, but wished to do so by staying the same themselves. They
chose Walter Mondale, a traditional New Deal liberal who had
served as Jimmy Carter’s vice president.
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Much of the domestic debate concerned the deficits and how they
might be reduced. During a presidential debate, Mondale asserted
that “perhaps the dominant issue of our times is: What do we do
about these enormous deficits?” Later he was more emphatic: deficits
were “the most important single issue of our time.” ® Reagan had
changed the agenda of the Democratic Party: the party’s presidential
candidate said the leading issue of the age was the government’s
budget deficit and not equality, civil rights, or wealth redistribution.

Mondale promised to cut the deficit by two-thirds in his first
term. On the spending side, he promised cuts and pay-as-you-go
budgeting. Mondale proposed $100 billion in spending cuts to
reduce the deficit. He quickly added, “But I am not going to cut it
out of Social Security and Medicare and student assistance and
things that people need.” The sentence evoked applause. Instead,
he would cut the rate of growth of defense.” Mondale continually
came back to the cuts proposed earlier for Social Security and Medi-
care, putting Reagan on the defensive about those proposals. Reagan
said little about cutting the size of government. Indeed, both candi-
dates favored cutting spending on programs few cared about. But
someone, often many people, cared about most programs. We might
infer that promising to cut those programs did not seem to be a way
to win the election.

Mondale also promised to raise taxes, a move later considered
courageous if politically foolish. Mondale could point out that
Reagan too had agreed to tax increases in his first term and thus
might well do so over the next four years. Of course, Mondale would
add that Reagan would tax the average American while leaving “his
rich friends alone.” Mondale then promised he would not leave
Reagan’s rich friends alone when it came time to tax; the same would
be true for the “corporations and freeloaders who play the loopholes
or pay no taxes.”"” Mondale seemed to be saying two things. I will
raise your taxes but not really; the rich will pay the most. No one
seemed willing to pay for the spending that neither candidate was
willing to cut.

Unfortunately for Mondale, deficits did not matter much in the
1984 election." The public when polled said deficits were very bad.
They also overwhelmingly supported a balanced budget amend-
ment. However, deficits were not really salient. When asked what
the nation’s most important problem was, deficits received about 5

120



Reagan and After

percent of responses until early 1984 when they jumped to 12 percent.
Reagan also received strong support for his handling of the presi-
dency even though the public thought he had done poorly on the
deficit. The latter did not matter that much in the larger picture,
especially when the economy was doing better.

What might people be willing to do to reduce the deficit? They
were willing to postpone the third year of Reagan’s tax cut, at least
until they received it. A Roper poll showed that for every three
respondents who were willing to pay to reduce the deficit, another
five would rather live with the red ink than pay more taxes.”? On
election day, 59 percent of the people who cared most about the
deficit voted for Reagan.”

Reagan won every state except Minnesota and the District of
Columbia (which is not a state but has three electoral votes). He
received 59 percent of the vote, which ran just below Lyndon John-
son’s 61 percent in 1964. Rep. Geraldine A. Ferraro was the Demo-
cratic vice presidential candidate. Female voters, however, preferred
Reagan to the Mondale-Ferraro ticket by 57 to 42 percent. One of
every four Democrats voted for the Republican ticket. Reagan
received at least 60 percent of the vote in two-thirds of the states
he won, including later Democratic strongholds like New Jersey."

Taxes did matter. An ABC/Washington Post survey asked voters
to identify the issue where they most disliked the stand of the candi-
date they did not vote for. The most frequent response was “tax
increases.” Of those who gave that response, 92 percent voted for
Reagan. The third most frequent response was “government spend-
ing.” Eighty-four percent of those who selected that issue voted for
Reagan. The traditional Democratic issues did not work well against
Reagan. Only 6 percent of the survey cited Social Security as the
issue they disliked about the candidate they voted against; Mondale
received two out of three votes among that 6 percent. Reagan ended
up increasing his share of the 60 years old and over vote by 9 percent;
Mondale ran five points worse than Carter in that age group. Overall,
the senior set swung to the GOP candidate by seven points compared
to 1980.”° At the same time, “The president’s reelection campaign
had done nothing to convince politicians that voters who chose
Reagan were voting to cut domestic programs.” Most politicians
saw the election as a mandate against tax increases but not a mandate
for anything."®
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1984 was worse than 1980 in some ways for the GOP. Despite
Reagan’s large victory, the GOP suffered a net loss of 2 Senate seats;
it had netted 12 in 1980. The party picked up 14 House seats in
1984; it had won 34 in 1980. Reagan’s first victory had yielded four
statehouses, but his reelection saw only one governorship switch to
the GOP. In 1980, the Republicans won control of both houses of
state legislatures in 15 states; 11 followed in 1984.”

Why didn’t Reagan’s victory translate into Republican gains gener-
ally? William Schneider thought incumbency advantage accounted
for the relative success of embattled Democrats. The economic good
times meant voters favored the political status quo, and, in any case,
redistricting meant that few seats were open and contestable.'

Perhaps what happened to the Democrats was more important
than what happened to the Republicans. At no time during the 20th
century had a major party experienced such losses as the Democratic
presidential candidates experienced from 1972 to 1984. In two of
those contests, the Democratic candidate carried only one state. In
three of the four, they carried no more than six states, and then they
were running as an incumbent. Even their victory bespoke their
weakness: Carter won in the wake of Watergate by just 2 percent.”
To be sure, the Democrats did offer “a liberal vision that was appeal-
ing to certain elite groups and minorities.” That appeal was not
enough to remain the majority party or to win elections.”

In contrast, the Republican future looked bright. Fifty-eight per-
cent of 18- to 29-year-olds supported Reagan. The younger voters
were also less tied to party in general and were more likely to
identify with the Republican Party (by 39 to 34 percent) and to vote
for the Republicans in House races (50 to 41 percent). This support
among young people suggested that a realignment might be in the
works. Reagan also closed the gap between the Democrats and the
GOP in party identification. The differences between the parties after
1984 were roughly half what they had been before that date.”

Public opinion offered a mixed picture for advocates of limited
government at the end of Reagan’s first term. Confidence in the
federal government had rebounded smartly.”> The number of people
who thought the federal government had become too powerful had
dropped by one-third compared to 1980.2 In some cases, public
opinion evinced more support for government regulation in 1984
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than when Reagan began his term. The same could be said of govern-
ment spending. In 1980, the National Opinion Research Center found
on average that 42 percent of the public thought the government
was spending too little on the environment, health, education, wel-
fare, and urban aid. This number steadily rose during Reagan’s first
term, reaching 50 percent by 1984. More general measures of the
public mood also indicated support for more spending and rose
steadily during Reagan’s first term.*

This shift in public opinion’s favoring more spending may seem
incongruous. Reagan was popular. He had always stood against
government spending, and his administration had even cut the
growth of spending sharply in 1981. Perhaps Reagan’s other achieve-
ment suggests why public opinion changed. By cutting taxes and
decoupling taxation from inflation, the president and Congress told
taxpayers that the direct costs of government were capped. As long
as the United States could borrow to cover deficits, any additional
spending would impose no costs on current taxpayers. Having dis-
covered that the price of additional spending was zero, the public
favored more of it. Reagan’s hope in 1980 was that restraining taxa-
tion combined with a fear of deficits would control government
outlays.

Voters no longer saw the GOP as a party of businesspeople and
the Democrats as the party of prosperity. The traditional Democratic
advantage in party identification among voters also dropped by half
during Reagan’s first term, a 10 percentage point reduction.” The
Democrats were no longer the nation’s normal majority party: “The
electorate is now about one-third Democratic, one-third Republican,
and one-third independent.”?® The shift was pragmatic: “More
Americans express confidence that the conservative approach—Iless
government—may be the best way to solve the nation’s problems. . ..
conservatism has been tried and has been found to work.””

It is difficult not to rue the path not taken. Reagan may have
known from polling that he “no longer enjoyed popular support for
a further extension of conservative policies.”” Reagan might have
seized the opportunity presented by a strong economy and his
own popularity to try to change the public mood toward a taste
for less government. But he did not take that chance. Consequently,
he could not claim a mandate for limiting government in his
second term.
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Budget Reform in Congress

In 1985, Reagan again proposed cuts in the growth of federal
spending. Congress considered his proposals dead on arrival. Mean-
while, as a percentage of national income, the deficit in 1985 reached
its highest level since World War IL” In late 1985, Congress voted
to raise the debt limit to $2 trillion, double the sum when Reagan
entered office. Congress also amended the increase in the debt ceiling
with the Balanced Budget and Emergency Deficit Control Act, better
known as Gramm-Rudman-Hollings. At the time, many members,
not all of them Democrats, thought GRH was less than perfect as
legislation. But given the continuing deficits and congressional fail-
ure to balance the budget, GRH was, as one of its sponsors said, “a
bad idea whose time has come.”

GRH was a remarkable law. It was “premised on the notion that
if left to its own will, a congressional majority would not be able to
control the deficit” and that “Congress could not be trusted to deliver
deficit reduction under normal legislative procedures.”' This notion
had ample empirical support. Proponents argued that the delegation
of power in GRH to other actors would reduce spending and deficits
“because spending powers were taken away from the main source
of the problem.” The law also had a broader appeal. Public opinion
primarily blamed Congress for the deficit problem.® In passing a
law that limited the power of Congress, members of that institution
were only following the judgments of the voters who had elected
them.

GRH also reflected the hopes and fears of major players in the
budget game. The White House saw GRH as a risk to defense spend-
ing, but even if defense were cut, the money would go to reduce
the deficit, where in the recent past defense had been cut with no
effect on the deficit. Democrats thought that GRH would be the end
of the Reagan Revolution since it would lead to defense cuts and
tax increases. The Senate’s budget leaders also believed GRH would
force Reagan to give in on taxes to save defense and compel House
Democrats eventually to give in on Social Security to save other
domestic spending.*

GRH established a ceiling on maximum allowable federal deficits,
which were expected to decline to zero by 1991. This requirement
ostensibly bound Congress to the mast of deficit reduction: this
schedule could not be altered except by supermajorities. GRH also
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required automatic cuts—a sequestration in federal spending when
Congress and the president failed to hit the deficit goals. This proce-
dure was controlled by officials outside of Congress, first by the
comptroller general of the General Accounting Office and later by
the Office of Management and Budget.®

Some members thought GRH would never actually bring about
sequestration. It was a doomsday machine: the political conse-
quences of sequestration were so bad that members would be forced
to meet the deficit reduction targets through negotiation. It was an
attempt to impose budgetary discipline on Congress by making
deficit reduction look better to members than the alternative of
general reductions in spending.*

Yet the automatic cuts would not be “across the board.” In the
final version of the law, 40 percent of total federal spending would
be threatened by sequestration. To get the law passed, spending
supported by a majority would have to be exempt from the dooms-
day device. GRH stipulated that sequestration would split the cuts
equally between defense and social spending. The included social
programs would thus face a larger relative cut under sequestration
since most of the domestic budget had already been excluded from
the law.”

GRH failed to meet its targets for reducing the federal deficit. The
deficit as a percentage of national income did fall after GRH became
law. However, it is far from clear that GRH reduced the deficit. It
may have been a symbolic gesture that encouraged Congress to reduce
deficits more than it would have otherwise (though not enough to
the meet the law’s targets). The law may have also increased deficits.
Members might have concluded that by increasing spending on
unprotected programs, they would both decrease the likelihood of
sequestration and fund favored programs.® Why did GRH fail?

The doomsday machine was not credible. Sequestration required
deep cuts in a small number of programs, including defense. At one
point, the law would have required a 30 percent reduction in defense
and other unprotected spending. Such spending had enough cham-
pions in Congress to make such reductions unlikely. Once members
knew that sequestration would not work, the process did not deter
members from deficit spending.

Sequestration might have worked if it demanded much smaller
cuts in a larger number of programs. However, members of Congress
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wished to protect most programs from even small cuts. GRH thus
reflected rather than contested the mentality that led to deficits:
members wished to protect programs they favored. Budget rules did
not affect the budget choices of Congress; rather, those preferences
caused the budget rules (like GRH), and when the two conflicted,
the underlying preference for spending on favored programs
triumphed.”

GRH in various forms would persist for several years. It remained
largely an ineffectual congressional gambit. Reagan would look else-
where for reforms to limit government.

The Tax Reform Act of 1986

For years, congress has offered tax preferences that are said to
“allocate benefits among people and groups for social purposes.”
Such preferences reduce a person’s tax liability to the government
so long as that person performs some act the government wishes to
encourage.” The government reduces its cost to individuals or
groups in exchange for their doing something the government wants
done. Tax preferences represent a kind of social control through
offers rather than threats. Is it coercive? Perhaps not. It makes people
better off since they have more money than they would have other-
wise, and presumably they are willing to do what the government
wants in exchange for the “tax payment.” The taxpayers are better
off and consent to the obligation, which might be nothing more
onerous than owning a house.

But tax preferences do not reduce the scope of government in
general. Others must pay higher taxes unless spending elsewhere
is cut just as much as the tax preference, and tax preferences have
no relation to spending cuts. Hence, the coercion implicit in taxation
merely shifts from the previously taxed citizen to others, who must
pay his or her (former) share. There is no net reduction in coercion
by the state.

The ambit of government actually grows through tax preferences.
A tax preference, afterall, is not a tax cut. If a tax is reduced, the
government loses control over how that money will be spent. With
a tax preference, the government expands by hiring new (part-time?)
employees in the private sector who are charged with attaining
some government-given goal. For example, in 1981, the moderate
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Democratic alternative tax bill offered small and medium-size busi-
nesses “liberalized depreciation and specific incentives for research
and technological innovation . . . to rejuvenate America’s indus-
trial base.”*

Tax preferences also obscure the intervention of the government
in the private economy. Robert Packwood, a longtime member of
Congress and supporter of tax preferences, once said:

If for some reason we think something needs to be encouraged
beyond the marketplace, whether it is for national security, or
other legitimate reasons, it seems to me we have two ways to
do it. One way is to use the tax code, and the other is a straight
out government subsidy or government program. And for
years at least, many of us have thought that the tax code was
a more effective and efficient way to do it than a government
managed, government run, government loaned and on occa-
sion government owned program.*

Put this way, tax preferences seem market friendly, a better alter-
native than state coercion. But control remains with the government,
which gets people to do as it wishes. Individuals essentially trade
higher after-tax income for less liberty.

Tax preferences also work against limiting government in two
other ways. First, they encourage elected officials to extract more
taxes than they would otherwise; more tax revenue translates into
more offers of tax preferences and thereby a larger ambit of control
for elected officials. Second, tax preferences may also lead to higher
tax rates than otherwise could be sustained by elected officials. Tax
preferences lower the cost of taxes to the recipient, who then has
less reason to complain about the taxation. Elected officials might
be expected to offer tax preferences to the point that enough opposi-
tion to the rate of taxation is bought off to stabilize the system.* If
tax preferences did not exist (that is, if everyone paid the same rate),
existing tax rates might generate enough opposition to induce a
lower rate.

It may also be argued that eliminating tax preferences may shore
up or even expand activist government. The public did not like the
tax code in 1985. Surveys indicated that most saw income taxes as
the least fair of all taxes, and only a minority of the public saw
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cheating on taxes as wrong.* Another survey taken the same year
found that 81 percent of respondents agreed that “many rich people
pay hardly any taxes at all.”® Tax preferences, therefore, might
undermine the legitimacy of taxes, a necessary condition for growth
of government.

This concern for restoring public confidence had some appeal to
elected officials, who depended on a measure of cooperation from
the public to finance their ambitions. Packwood took up tax reform
as a way to get lower marginal rates, which in turn would foster a
greater public willingness to pay taxes.* More generally, those who
wished to expand the ambit of government also believed tax reform
would help their cause by restoring public faith in government.”

This argument runs up against one large empirical problem: the
rapid growth of government and an increase in tax preferences went
hand in hand during the 1960s and 1970s. Tax preferences do not
appear to have stopped the growth of government spending and
certainly increased the ambit of public officials.

Eliminating tax preferences—known as tax reform—faced serious
opposition. That prospect of losses provided ample reason for the
affected groups to organize and defend their preferences. The end
of the preferences could reduce taxes on a much larger number of
people and firms, but their gains would be relatively small and
hardly enough to support lobbying efforts to counter the activity of
those who held the preferences. The politics of tax reform are thus
the politics of overcoming the “special interests” and the iron logic
of political organization and influence.*” It seemed unlikely that tax
reform would ever pass.

Tax reform was not merely the work of devils claiming privileges
denied “the people.” Many tax preferences assisted large groups of
voters. Surveys in the 1980s showed that a majority would do away
with the deduction for oil and drilling costs; at the same time, more
than 80 percent of respondents wanted to keep the preferences for
Social Security benefits, veterans’ benefits, and high medical
expenses.” Two-thirds of itemizing taxpayers took the deduction
for state and local taxes, which might be eliminated under a compre-
hensive reform. Millions of others received untaxed fringe benefits
nominally paid for by their employer. Few people thought of these
tax breaks as a free ride for a special interest. Their tax preferences,
of course, were fully deserved.”

128



Reagan and After

What would become the Tax Reform Act of 1986 had a bipartisan
political pedigree going back at least to the 1970s. Rep. Jack Kemp
and Sen. William V. Roth Jr. had proposed a low-rate tax code in
1977 that included existing preferences. In 1982, Sen. Bill Bradley
and Rep. Richard A. Gephardt also took up the idea of low rates,
not to reduce revenue but rather to remove the incentives for tax
preferences.” The Reagan reelection team feared that Bradley would
convince the Democratic candidate for president to adopt tax reform
as a campaign theme. Reagan would need a response, and hence
the reform plan rose on the administration’s agenda.” In January
1984, Reagan called for a broad simplification of the tax code, and
Jack Kemp, along with Sen. Robert Kasten (R-WI), followed up in
April by introducing a tax bill built around a single, flat rate.”® As
we saw earlier, taxes did matter in the 1984 election, but tax reform
largely did not. The issue nonetheless persisted.

Reagan asked his treasury secretary, Donald T. Regan, to come
up with a concrete proposal for reforming taxes. Their initial effort
reduced corporate and personal tax rates, accelerated depreciation
for business equipment (an important part of the 1981 reform), and
eliminated the investment tax credit and deductions for state and
local income and sales taxes. Personal taxes were expected to be cut
by $148 billion, while business taxes would increase by $165 billion.**
Secretary Regan asked for a simpler and lower personal rate struc-
ture than the one initially proposed by his staff. The revised, lower
rates came with an increase in the corporate tax from 28 to 33
percent.® Business groups opposed the initial proposal; it reduced
their existing preferences. In May 1985, Treasury offered a bill that
preserved some business preferences and eliminated taxes for the
poor while retaining the reduced tax brackets of Treasury 1.*

Tax reform began in the House. It also almost ended there. Dan
Rostenkowski, chair of the House Ways and Means Committee,
favored reform but wished to formulate his own bill. He found out
what his fellow Democrats on the Ways and Means Committee
wanted and then through negotiation and vote trading produced a
bill that was strongly partisan. The bill seemed little more than a
reshuffling of deductions to favor Democratic client groups. The
whole House at first rejected the Ways and Means bill on a proce-
dural vote; the bill lost one-quarter of House Democrats and over
90 percent of GOP members. Reagan then intervened to save the
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effort. He promised the Senate would forge a better bill more favor-
able to Republican concerns. Two days after the initial failure, the
House voted to send the bill to the Senate.”

The Senate Finance Committee started fresh, but once again reform
all but died. The committee began writing the bill by adding tax
preferences valued at $30 billion. The chair of the Finance Commit-
tee, Robert Packwood (R-OR), was an unlikely foe of tax preferences.
He had championed preferences for sending children to private
schools, conserving energy, and encouraging businesses to offer
employee health coverage.” He and his committee, like Rostenkow-
ski and his, began by assuming the future would be like the past
on tax reform, a lot of talk followed by contravening actions. But in
the spring of 1986, the future would differ from the past, at least
for a while.

Like Rostenkowski in the House, Packwood at first tried to do
tax policy the old way. He produced a bill that contained at best
marginal reforms formulated through horse-trading with Finance
Committee members. The deal turned out to be bad public relations.
The politics of taxes had changed for the time being, while Packwood
and his committee had stayed the same. The initial Senate bill distrib-
uted benefits to various favored causes in the traditional manner.

What was different this time was public attention. Reagan, the
media, and some interest groups favoring reform made the Finance
Committee actions into a public matter framed as a populist drama:
the virtuous and long-suffering little guy was once again done in
by the rich insiders claiming special privileges. Yet it is easy to
exaggerate the appeal of that populism. Inside Washington, many
people, especially in the media, cared about the tax legislation, and
their attention tended at first to reduce Packwood’s moral and politi-
cal reputation. The public at large, as almost always is the case,
generally knew little about the ongoing struggle.” The story that
moved Packwood was a populist story for elites.

The Packwood turn toward reform meant in practice that the Joint
Tax Committee staff would be writing a bill. Packwood and five
members of the Finance Committee met to design a bill that would
lower rates and remove preferences. They tried within limits to craft
a system in which reductions favored the lowest-income taxpayers
and where income from all sources was treated uniformly. The
Finance bill established two individual tax rates—15 percent and 25
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percent—and a top corporate rate of 33 percent. Economic efficiency
would flow from a level playing field. In committee, Packwood
required that any amendments be revenue neutral. The reform bill
passed the committee largely intact.®® Packwood transformed his
rhetoric in seeking to lead: “By the end of the legislative debate, in
fact, Packwood was pushing his bill precisely because he said it
offended many economic interests, and thereby represented the tri-
umph of general over special interests.”*

After two years of work, Congress passed the first complete revi-
sion of the Internal Revenue Code since 1954. The new law reduced
the top individual tax rate from 50 percent to 28 percent and taxed
85 percent of all individuals at the bottom rate of 15 percent. It
reduced the number of brackets to two in 1988, compared to 15 in
1985. The law cut individual tax rates more than either the Reagan
plan or the Bradley-Gephardt bill had envisioned.®> When Reagan
took office, the marginal rate was 70 percent for individuals. After
tax reform, the top rate was 28 percent. Experts expected that the
1986 law would lead to slightly lower personal tax bills for about
two-thirds of all individual taxpayers.®

The law was expected to move $120 billion of the total income
tax burden from individuals to corporations over the next five years.
On the other hand, the new law reduced the top corporate rate from
46 percent to 34 percent.” The increases were not the same for all
businesses. Agriculture, manufacturing, and trade, which labored
under the highest effective rates up to 1986, were expected to see
similar or smaller tax liabilities. Among the losers on the business
side were oil and mining, utilities, construction, communication,
transportation and service industries, real estate, heavy industry,
large banks, casualty insurance, defense contractors, and multina-
tional corporations.®

The economic interests that normally dominated tax policymaking
lost money from tax reform. Thomas Downey, a Democrat on Ways
and Means, said: “This tax bill is really a testament to the limitations
of special interest groups. They were annihilated. They took a beating
the likes of which I could not imagine before it occurred.”® For a
moment, at least, the Stockman critique of American corruption was
proved wrong.

Reagan praised the law precisely because it reduced (or seemed
to reduce) the progressivity of the tax code. Reagan said on signing
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the bill, that the “steeply progressive nature of the income tax” had
“struck at the heart of the economic life of the individual, punishing
his special effort and extra hard work that had always been the
driving force of our economy.” But many on the left were also
satisfied. Henry J. Aaron of the Brookings Institution called the
legislation “the most important improvement in the broad-based
taxes on individual and corporate income in at least two decades.”®®

Why did tax reform happen? Reagan’s leadership was vital. He
made tax reform a priority of his second term and stayed behind it
despite the doubts of his own party. The Democrats also believed that
given Reagan’s support, they would be outflanked if they blocked the
bill, and tax reform would become a weapon for the popular GOP
incumbent to use against the congressional Democrats.” Reagan was
also willing and able to impose costs on his supporters in pursuit
of a larger goal. In tax reform, Reagan sought to transfer taxes from
individuals to businesses. That transfer served the larger goal of “a
limited domestic government supported by a larger economy that
operated under market incentives.”

Reagan believed preferences were bad for business, while low
taxes were good. He also believed, not without reason, that once
tax rates had been reduced, it would be difficult to raise them again.
Inflation would not raise them since the rates had been indexed to
the price level. To raise revenue, the Democrats had to explicitly
raise rates; they could no longer count on simply doing away with
tax preferences to find more revenue. That might not matter much
if the Democrats could simply raise taxes on the affluent. But signifi-
cant increases in taxes may require more than attacking the top
decile of the income distribution; it may require taxing the middle
class.” In short, Reagan “traded short-term dissatisfaction among
his constituents for a long-term policy structure that fit and favored
his ideals.””

It would be nice to think that the public rallied to a cause that
was popular across the political spectrum, but they did not. When
the bill was signed, a poll showed that 19 percent of respondents
supported the program, 16 percent opposed it, and 65 percent had
no opinion.”” Most of the public saw the deficit as a much more
important issue than tax reform. Fewer than 2 percent of the public
named tax reform as the most important national problem in 1985
polling.”® The law also did little to assuage the public resentment
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about taxes. In April 1987, surveys found that 74 percent of respon-
dents agreed that “many rich people pay hardly any taxes at all.”
That was lower than two years previously, when 81 percent agreed
to the claim. Congress had moved heaven and earth on taxes to
change public attitudes by less than 10 percent.”

The Election of 1986

The 1986 elections in the House were uneventful. From 1946 to
1986, the president’s party lost an average of 30 House seats at
midterm; during a president’s second term, the midterm average
loss had been 43 seats. Before 1986, the best performance in the
House by the president’s party had been to lose 29 seats. In 1986,
the GOP lost a net of five seats; in general, only six incumbents
were defeated.

Why did the House move so little? The economy was in its fourth
year of steady growth, per capita incomes rose 3.1 percent during
1986, and Reagan had a 63 percent approval rating on election day.
Republicans had also made few gains in the 1984 House elections,
so few seats were at risk in 1986. Both parties also mounted few
serious challengers, a likely condition for beating an incumbent.
Only 19 percent of Republican incumbents faced challengers who
had previously held elective office; in 1982, 40 percent had faced
experienced challengers, and in 1974, 42 percent had done so. Few
challengers were adequately funded, which is not surprising since
things were going well in the nation. Moreover, Republicans might
well have been discouraged about the chances of beating Democrats
who had survived Reagan’s 1984 landslide. Democrats were discour-
aged by the national conditions and the lack of targets.”

The story in the U.S Senate was different: Democrats defeated
seven Republican incumbents, gained eight seats, and took majority
control. The Senate outcome depended on close races going to the
Democrats. In 1980 and 1982, most close Senate elections had fallen
to the GOP. But in 1986, 9 of the 11 races won by 52 percent or less
went to Democrats.” American government would be fully divided
for first time under Reagan.

Moreover, the large Democratic majorities seemed invulnerable.
In 1986, House races evinced the highest rate of reelection in more
than three decades: 98 percent. Only eight of the 393 representatives
who sought reelection lost: two in the primaries and six in the general
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election.” Sixty percent of the House of Representatives in the 100th
Congress would identify with the Democratic Party. In the Senate,
the Democrats would have a 10-seat majority. Having recovered
from their 1980 debacle, the congressional Democrats seemed ready
and capable of protecting most of the old regime.

The Stock Market Crash

During much of 1986, congressional leaders tried to induce Presi-
dent Reagan to join budget negotiations that would lead to a compro-
mise budget deal. They believed a “budget summit” would force
Reagan to choose between his desire for higher defense spending and
his opposition to the higher tax increase. The congressional leaders
believed at the same time that domestic spending had been reduced
as much as it could be, given the electoral risks associated with
reducing spending. Reagan rejected the summit idea. The Democratic
leadership still had another card to play. In October, the automatic
cuts mandated by Gramm-Rudman would take effect. Half those cuts
would come from the defense budget, which would be reduced by
10.5 percent. To avoid that, congressional Democrats hoped Reagan
would come to the table to work out a bipartisan deal on the budget.”

Then Black Monday came. The Dow Jones Industrial Average
dropped by 22 percent on October 19, 1987. In retrospect, the reasons
for the decline remain obscure. Black Monday did not lead to a
recession.” At the time, however, virtually everyone involved in
politics thought the markets were sending the politicians a message
to deal with what had come to be known as the “twin deficits,” the
budgetary and trade deficits.*” For six years, political leaders had
told one another and the public that their fiscal irresponsibility
would surely lead to economic disaster. In the nervous days after
Black Monday, members of Congress began to believe that disasters,
economic and political, so long portended might be arriving. The
public was less concerned. On Thursday and Friday of the week
that began with Black Monday, the Gallup organization found that
60 percent of Americans thought the stock market crash “does not
necessarily indicate a serious downward trend in the economy.” Just
over 50 percent also believed they would be better off financially in
the fall of 1988.%

Three days after Black Monday, Reagan agreed to participate in
a “budget summit” in response to the market problems. To that
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moment, Reagan had defended his 1981 achievement of lower tax
rates. Now he seemed ready to surrender: “I'm putting everything
on the table with the exception of Social Security, with no other
preconditions.” An increase in taxes seemed inevitable. The negotia-
tors had fashioned a two-year plan to reduce the budget deficit;
almost one-third of the reduction came from new taxes. The rate
reduction from 1981, however, survived.®? The administration
relented also on defense spending, and the growth in entitlement
programs was cut by $4 billion and $6 billion over the next two
fiscal years. Social Security and other cost-of-living adjustments in
the budget were left alone.”®

The 1987 budget summit served as an apt bookend for 1981. In 1981,
Congress had limited spending and taxation following an electoral
mandate. The man who fostered that mandate, Ronald Reagan,
believed that lower tax rates would ultimately force lower spending
through Congress’s fear of deficits. The events of the next six years
belied that hope. Congress feared voters would react worse to higher
taxes or lower spending than to the future effects of the ensuing
deficits. It was only when deficits seemed to be leading, in fact as
well as in theory, to economic disaster that Congress and the president
acted. Even then, taxes as well as spending would be the way to avert
the looming disaster. Congress apparently will lower spending only
in the face of a clear electoral mandate or looming economic disaster.

After Reagan

Reagan’s vice president, George H. W. Bush, won the presidency
in 1988, largely as the candidate of continuity. Reagan had also
chosen Bush with the presumed knowledge that vice presidents
often succeed presidents. Reagan may have thought Bush was an
acceptable leader to continue his work. His endorsement mattered.
Reagan enjoyed majority approval of his presidency for almost all
of 1988.% Of those who approved of Reagan, 83 percent voted for
Bush. Political scientist Paul Quirk concludes, “To a great extent,
the election outcome was an endorsement of Reagan.”® Bush won
election with 54 percent of the vote.*

George H. W. Bush had earned his place as Reagan’s heir, and
yet reasonable questions remained whether or not he was a Reagan-
ite. He had attacked Reagan’s economic proposals as “voodoo eco-
nomics,” a charge recalled thereafter by Democratic campaigns and
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mistrustful conservatives. His address accepting the Republican
nomination both affirmed and denied the limited government part
of Reagan’s legacy. He invoked the Pledge of Allegiance, the death
penalty, voluntary school prayer, gun ownership, opposition to
abortion, and prison furloughs. He famously promised to never
accept a rise in taxes. Two-thirds of the voters agreed with that
position.’

But Bush'’s speech also proposed mainstreaming the disabled, end-
ing ocean garbage-dumping, reducing acid rain, extending racial
harmony, and restoring pride and ethics to government service.
Bush called for a “kinder, gentler nation,” thereby rhetorically back-
ing away from opposition to the welfare state. Bush called for higher
ethical standards in government service, thereby indirectly affirming
the value of the bureaucracy.® Bush may have wished to give the
public what it wanted, which led to his incoherent jumble of propos-
als. Writing in 1989, Jean Bethke Elshtain noted that surveys had
shown for a number of years that solid majorities favored national
health insurance, job guarantees, and more environmental regula-
tions. At the same time, solid majorities also believe the federal
government was too large, spent too much, and interfered too much
in people’s lives.*

The GOP base was changing and with it, the program of its presi-
dential candidate. Pat Robertson, a television personality favored
by Protestant evangelicals, ran in the Republican primaries and
unexpectedly finished ahead of the vice president in Iowa. This
surprise slowed but did not endanger Bush’s nomination by the
GOP. It did force Bush to spend more resources on that struggle
and to give rhetorical support to cultural conservatism, as he did
when he accepted the nomination.”

The political point had been made: conservative Christians coun-
ted in Republican presidential politics. In retrospect, the 1988 general
election represented a turning point for the Republican Party. It was
the first general election in which Republicans attracted more voters
who regularly attended Protestant evangelical churches than the
Democrats did. This trend toward the GOP would accelerate over
the next decade.”

By 1980, Protestant denominations—long a solid source of GOP
voters—were rapidly losing their shares of the market for religion.
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Evangelical denominations were gaining adherents and would con-
tinue to do so for the next two decades.” If these rising denomina-
tions could be tied politically to the GOP, the party would have
demographics on its side in future elections.

Bush’s 1988 campaign suggested the search for votes would
change the party. Party leaders might consider both evangelicals
and limited government advocates as conservatives, but the former
hoped to use government to redeem the world by enforcing God’s
will, while the latter sought to free the individual from government
guidance, including on the fundamental issues that defined the
Christian right. The big Republican tent had always threatened to
become a big fight over fundamentals. In 1988, the third straight
GOP victory obscured potential problems for the coalition. In any
case, the advocates of both liberty and virtue were more concerned
that their new leader had little commitment to either ideal.

Surrender

Congress continued to struggle with the deficit. Outside mecha-
nisms were again created. A commission to study the deficit came
to no consensus and was ignored.” Summit meetings between Con-
gress and the White House took place as they had in late 1987; on
two occasions, such groups came up with proposals that led to bills
that reduced the budget deficit. The deficit continued to grow larger.
For three years under Gramm-Rudman (fiscal years 1987-89), the
deficit came in around $150 billion; this sum was lower than the
two previous years. But the deficit blossomed anew during the Bush
administration, twice threatening to breach the $300 billion mark.*

Bush started his administration by proposing a budget and a series
of summits with congressional leaders to agree on the details. The
deals that followed did not convince anyone. They were filled with
one-time fiscal windfalls and accounting tricks that would get Con-
gress through the Gramm-Rudman process but would have little
effect on long-term deficits.” In a word, the budget remained a mess.

In May 1990, President Bush called for the third budget summit
with Congress in as many years. Democrats feared that tax increases
were inevitable and that they would be blamed for them. They joined
the summit only on the condition that higher taxes were a subject
of negotiation. Conservatives fretted and for good reason. In June,
the president endorsed tax increases. He argued that “getting this
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deficit down, continuing economic expansion and employment in
this country” trumped his earlier campaign pledges not to raise
taxes. “I knew I'd catch some flak on this decision,” Bush said, “but
I've got to do what I think is right.”

House Republicans immediately sent their president a sharp letter
saying they were “stunned” by the statement. Three weeks later, the
House Republican Conference passed by a 2-to-1 margin a resolution
opposing new taxes to cut the deficit.” Eighteen Senate Republicans
wrote to Bush stating that they “unequivocally oppose new taxes.”
A group of House Republicans running for the Senate sent a similar
letter.” The counterattack against taxes continued in August when
House Republican Newt Gingrich called for tax cuts to stimulate
growth.

On September 11, Bush told a joint session of Congress that the
summit’s agreement should include “growth-oriented” tax cuts,
including capital gains.” The 1990 budget struggle reopened older
divisions in the GOP between those who favored tax cuts and those
who focused on balancing budgets. It also pitted those who sought
aggressive partisan confrontation against those who were ready to
compromise with the Democrats. The leader of the partisans, Newt
Gingrich, said: “There is a clear difference between those of us who
believe passionately in growth incentives and those with the tradi-
tional view that reducing the deficit is more important. It’s a debate
that has been going on for 15 years.”™”

It was a long budget summit. The first part lasted from May
until the August recess of Congress. A recession began in July 1990.
Congress and the president faced much larger deficit forecasts.
Gramm-Rudman would require automatic spending cuts in October
to bring the deficit down to the year’s target. Gramm-Rudman also
had to be modified because its targets had become politically impos-
sible since the required cuts had grown to the $160 billion range for
a single year.'®

The summit considered making recipients pay more for Medicare
benefits. That might be done either by raising the monthly premium
for Part B, which pays doctors and other providers for outpatient
services, or by extending the payroll tax for hospitalization coverage.
This restraint on spending made majoritarian sense. Removing the
ceiling would affect perhaps one-fifth of the population. But Con-
gress had learned that harming even relatively small minorities
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could be tricky. In 1989, Congress had taxed wealthier beneficiaries
and fostered an angry response that led Congress to repeal the
Medicare Catastrophic Coverage Act.'"” Nonetheless, Medicare in
part was on the table in 1990. Despite being an entitlement, it was
much more vulnerable than Social Security.'”

Both the opponents of tax increases and of spending cuts found
their political voice after returning from summer recess in 1990. But
Democrats controlled the House, and the opponents of spending
reductions had the upper hand and the loudest voices. Henry Wax-
man (D-CA) and Sen. Bob Graham (D-FL) heard that the summit
might recommend deep cuts in Medicare. A bipartisan group of
House members from states with high taxes announced they were
ready to vote against the budget agreement if the summit’s work
restricted federal income tax deductions for state and local taxes.
Committee turf also came into play. Members of the House Public
Works and Transportation Committee resisted efforts to put new
gas-tax revenues toward reduction of the deficit rather than applying
them as always toward repairing and building highways.'®

From the start, the budget deal had little appeal for members of
Congress. Members like to do things for their constituents, who in
turn vote for them. They do not like to violate the expectations of
their constituents, especially when those expectations involve cash
or services provided by the government. As the budget summit
continued, it was apparent to all that the deal would bring higher
taxes and some reductions in spending, including cuts in programs
like Medicare or defense. Members would stand for reelection say-
ing, “Here’s what I am taking from you, against your expectations,”
instead of “Look what I've done for you.”*

October 1 was the deadline for complying with Gramm-Rudman
targets, the moment when Congress and the president could reach
agreement or drive off the political cliff to finish their long-standing
game of chicken. As the deadline approached, the Office of Manage-
ment and Budget reported that sequestration under Gramm-Rud-
man would mean slashing in excess of 40 percent from discretionary
spending on both defense and domestic programs. Few members
of Congress found such cuts tolerable.'®

Negotiators produced a budget on September 30 that was accepted
by the president. The budget deal included a 10 percent surcharge
on incomes over $1 million, an increase in the top marginal rate
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from 28 to 33 percent, an increase in the alternative minimum tax
from 21 to 25 percent, an almost 100 percent increase in the Medicare
tax base, and a one-year suspension of the indexing of tax rates,
which had been enacted in 1981. Reagan’s supporters had reason to
feel betrayed.

Bush got something for all the tax increases: pay-as-you-go budget
procedures (called PAYGO) and spending caps on some spending.
PAYGO meant that new spending or programs had to be offset by
equal cuts elsewhere in the budget and that tax cuts had to be
matched by spending cuts. In other words, tax cuts or spending
increases had to have no effect on the budget deficit. The new law
also set out spending caps to meet deficit targets that were more
flexible than the Gramm-Rudman goals. The bill set a series of caps
on spending. However, the president had considerable authority to
adjust the caps, which made the threat of a sequester less likely.
The president could adjust the caps for many reasons: changes in
economic indicators, changes in categorization of programs, changes
in credit reforms. He could also exempt “emergency” spending from
the overall ceilings; Persian Gulf War funding was an example of
such spending.'®

Of course, there were exceptions to the new rules. The caps did
not touch Social Security, Medicare, or other mandatory direct
spending, a category that accounted for 60 percent of the federal
budget in 1990. The spending limits that did exist, however, were
observed largely because they made modest demands on members
of Congress; the caps did not require cuts in spending but rather
that spending increase at a lower rate than in the past."””

Over five years, the 1990 deal was expected to cut defense and
discretionary spending by $182 billion and entitlements and farm
subsidies by $186 billion. It also reduced interest payments on the
national debt by $165 billion.'® Congress reduced expected govern-
ment spending by $500 billion over five years.!” President Bush
could thus claim he had reduced spending in exchange for increasing
revenues through tax increases.

One problem remained: the deal would have to be approved by
both chambers of Congress."” Few liked the late September agree-
ment. Both conservatives and liberals rejected the taxes and the
spending compromises. Ed Rollins, the cochair of the National
Republican Congressional Campaign Committee, advised Republi-
can congressional candidates to oppose the president’s budget plan
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in late September.""" That was not bad advice for outsiders. Chal-
lengers to sitting members from the right would cite the taxes, while
challengers from the left would complain of program cuts. A survey
revealed that over 400 challengers in the upcoming election opposed
the deal."?

The budget resolution enacting the deal met bipartisan defeat in
the House. Bush then vetoed a continuing resolution. Pressured by
public and elite opinion, Congress then put together a new deal that
dropped the surtax but put limits on personal deductions, increased
the top rate to 31 percent (not 33), limited itemized deductions, and
set the capital gains tax rate at 28 percent. The new package relied
more on tax increases than cuts in entitlements, which attracted a
majority of liberal Democrats and moderate Republicans. The
changes in budget procedures survived into what became the Budget
Enforcement Act of 1990.'2

Congress went almost immediately from the budget struggle to
an electoral verdict with the midterm election of 1990. After the
hoopla, betrayals, and recriminations of the previous two years, the
election surprisingly suggested stability in American politics. Of the
407 representatives seeking reelection, 307 had no primary opposi-
tion, and overall 67 received more than 75 percent of the primary
vote. No senator and only one representative—Donald E. Lukens
of Ohio, who had been found guilty of having sex with a minor—
lost in a primary. In the general election, few incumbents were
defeated.™

The GOP lost six House seats and one in the Senate. The Republi-
cans might have expected better results. After all, the Democratic
Speaker of the House, Jim Wright, and his closest ally, Tony Coelho,
had resigned the previous year as a result of ethics problems.! Bush
suffered, however, from the denouement of the budget struggle,
along with a growing belief that war and recession were coming.
The decision to break his promise to oppose new taxes damaged
Bush’s standing with the public. In the two months from August to
October, the CBS News/New York Times poll showed that his
approval level dropped 24 points to 52 percent (with 37 percent of
the people polled disapproving). His level of support then stabilized
aweek or two before the election—and remained above 50 percent—
thereby limiting GOP losses.'

The 1990 budget agreement marked the end of the Reagan presi-
dency. Where Reagan had cut taxes and constrained spending in
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1981, the first Bush agreed to raise rates (and other taxes) and seemed
complacent, at best, about government spending and regulation.
Bush’s political promise of “a kinder, gentler America” not only
criticized Reagan but uncritically equated expanding government
regulation with national progress."” In part, Bush’s path away from
Reagan was purely political: he might have believed that the voters
wanted more government spending and regulation.!®

But Bush himself was also different from Reagan. He was at heart
a liberal Republican, content to manage the welfare state.'”” He had
differences with liberal Democrats, of course, but his most important
difference concerned who would hold office, not which ideas would
inform policy and politics. Reagan’s successor was not a Reaganite,
and Reagan himself bore responsibility for the end of his presidency.
He had chosen Bush as his running mate, and Reagan should have
known that his successor did not share his vision of limited govern-
ment and individual liberty.

Assessing Reagan

Some have seen Ronald Reagan as “the most ideological President,
and the leader of the most ideological administration, in modern
American history” who sought to “carry out a mandate for very
large-scale change in American politics” by realizing Ayn Rand’s
“capitalist utopian program.”® Reagan’s admirers agree that his
presidency was a turning point in history, a renewal of the American
ideal of limited government. While Reagan’s rhetoric might have
supported such expectations, the concrete details of his proposals
suggested a more modest agenda. Keeping this modesty in mind,
we might still ask, did Reagan limit government?
Spending

Reagan sought to control spending later by cutting taxes first.
The prospect of substantial deficits would force Congress to choose
cutting programs, a choice members did not like but would have
seen as better than deficit spending.” This strategy did and did not
work initially. Many programs were sharply restrained in the first
two years of the Reagan presidency. Nonetheless, the 1981 tax cuts
were three or four times larger than the spending cuts achieved that
same year.'? After the 1982 recession, Reagan had less sway over
Congress and thus less power to cut spending. John Cogan and
Timothy Muris discovered that overall domestic discretionary
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spending (including defense spending but not entitlements) grew
only slightly less than the inflation rate for the whole economy
during Reagan’s two terms. By 1989, such spending was almost
equal to its 1981 level, adjusted for inflation.'?

Overall, the Reagan years saw neither growth nor reduction of
domestic discretionary spending. However, such conventional
budgetary concepts obscure some spending. Cogan and Muris used
a more accurate measure of spending and concluded that the “real
budgetary resources” available for domestic spending grew in real
terms by 14 percent after Reagan’s first two years."* The programs
that made up the other 70 percent of domestic spending grew in
real terms by 19 percent over those eight years.”” For example,
spending by the Department of Education rose by 14 percent during
the Reagan years, despite Reagan’s campaign promise to abolish the
department.” Hence, “The period 1981-89 is more appropriately
characterized as one year of deep budget cuts, 1982, followed by
rapid budget growth.”#

About 15 programs or agencies received hefty real increases of
more than 20 percent in budgetary resources during the Reagan era
(see Table 4.1).

Of these 15, 12 grew faster than the defense budget during this
period.”®

Other spending also grew. Federal spending on highways
increased in real terms by 3 percent, financed by a 5-cent-per-gallon
increase in the federal gas tax passed in 1982. Education programs
for the handicapped grew by 50 percent in real terms. Biomedical
research sponsored by the National Institutes of Health grew by 47
percent. Basic science supported by the National Science Foundation
rose by 38 percent. The safety programs and general operations of
the Federal Aviation Administration increased by 36 percent. Funds
for the federal prison system rose by 206 percent. The Women,
Infants, and Children’s program that provides nutritional assistance
to pregnant women and newborns increased by 54 percent after
inflation. The budget of each of these programs grew faster than
defense during the Reagan years."” Spending on agricultural subsid-
ies also rose more than any of these discretionary items. Over the
eight years, Martin Anderson notes, spending on farm subsidies
went up 252 percent. Spending on welfare increased 44 percent
during those same eight years.”” Some spending was cut. The large
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Table 4.1

MajoRrR BUREAU INCREASES IN BUDGETS (billions of 1989 dollars)
Bureau 1981 1989 % Change
Federal Prison System 05 16 206
Immigration and Naturalization Service 05 1.1 120
Court of Appeals 0.6 11 83
Internal Revenue Service 3.3 5.2 58
Handicapped Education 14 21 50
National Institutes of Health 49 7.2 47
House and Senate accounts 0.7 1.0 43
National Aeronautics and Space 78 109 40
Administration
Alcohol, Drug Abuse, and Mental 1.3 1.8 39
Health Administration
National Park Service 0.8 1.1 38
National Science Foundation 14 1.9 36
Federal Aviation Administration 4.8 6.5 35
Federal Medicare/Health Care 1.3 1.7 31
Financing Administration
Veterans’ medical care 9.3 116 25
Environmental Protection Agency 4.6 5.6 22

Sourck: John F. Cogan and Timothy J. Muris, “Changes in Domestic Discre-
tionary Spending during the Reagan Years,” in John F. Cogan, Timothy J.
Muris, and Allen Schick, The Budget Puzzle: Understanding Federal Spending
(Stanford, CA: Stanford University Press, 1994), p. 98.

decreases in community and planning development, the Urban Mass
Transit Authority, and the Army Corps of Engineers mostly affected
spending on localities. As noted earlier, the Urban Development
Action Grant program (in community planning) was terminated; it
had spent $1 billion annually in 1981. Community development
block grants were sharply cut. The Corps of Engineers was cut in
real terms by $1 billion, thereby cutting back on harbor dredging,
flood control, and dam construction and renovation. The federal
government also cut back sharply mass transit operating subsidies
for city and regional governments and delayed approval for match-
ing money for building more mass transit. In total, the Corps of
Engineers and mass transit programs were cut by $7 billion during
the Reagan years.”!
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The concern over energy that gripped the 1970s ended, so Con-
gress cut $6 billion in real terms from the Department of Energy’s
energy supply and research and development programs along with
the Strategic Petroleum Reserve. The low-income home energy pro-
gram also lost 1 billion in constant dollars during the Reagan era.
This is not surprising. During the same period, energy prices had
fallen by 50 percent compared to prices in the rest of the economy.'*
The real cut of $6.5 billion for the Labor Department came from
terminating the Comprehensive Employment and Training Act.
Another $800 million came out of refugee assistance, but this too is
misleading: the 1981 baseline reflected a large one-time funding
increase to deal with the refugees from the Mariel Boatlift.'

Eight budget bureaus received major real cuts in spending during
the Reagan era; they account for 76 percent of all cuts in the domestic
discretionary budget for the period. These eight areas lost 26 billion
in constant dollars from 1981 to 1989, which accounts for roughly
three-quarters of the cuts to domestic discretionary spending during
that period. If you exclude these programs, the rest of the domestic
discretionary budget increased in real terms by 19 percent. The
Reagan administration cut about 50 percent in real terms from pro-
grams that made up about 30 percent of all domestic discretionary
spending.'*

Earlier pages recounted the difficulties Reagan faced in cutting
back entitlement spending. The budgetary outcomes for these pro-
grams should not be surprising. Between 1980 and 1987, the three
largest social welfare programs (Social Security, Medicare, and other
health care spending) increased their spending by 84 percent, a total
of $145 billion. In 1980, the nation spent $40 billion more annually
on these social welfare programs than on defense; by 1987, after a
steep increase in defense spending, the nation still spent $37 billion
more each year on these entitlements.* Social Security, in particular,
appeared invulnerable to spending restraint in the 1980s. Medicare
and Medicaid present a more mixed picture. Surprisingly, in the
Reagan period, Medicaid often appeared more resistant to spending
restraint than Medicare.'®

Even in the discretionary domestic budget, a relatively small part
of overall spending, the Reagan administration produced only minor
absolute cuts in spending. Budget authority did fall during that
period by over 5 percent, but Congress found other means of financ-
ing the programs, a form of funding that rose by 27.3 percent during
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the Reagan era (though just by 2 billion real dollars)."” The $26
billion reduction in eight of these discretionary programs constitutes
18 percent of the $145 billion increase in entitlement spending during
the Reagan years. In any case, the cuts in some discretionary spend-
ing merely shifted spending to other discretionary programs so that
this part of the federal budget essentially remained the same in
absolute terms.

Yet judging the Reagan administration by the standard of absolute
government spending may be unfair in several respects. Candidate
Reagan also did not promise to cut absolute levels of spending.
Instead, he hoped to constrain the rate of growth of federal expendi-
tures while enacting policies to revive economic growth; the result
would be a relatively larger private sector and a relatively smaller
government.'® An increase in federal spending thus need not count
as a Reagan failure unless it led to a larger government relative to
the private economy. Judged this way, the Reagan presidency looks
better. Figure 4.1 shows the trend in government spending from 1948
to 1980 extrapolated through the Reagan years (marked by a broken
line). All things being equal, in 1980 an observer would have expected
total government spending to increase to 34.5 percent of gross domes-
tic product by 1989, if the Reagan era had continued the trend of the
previous 30 years. Yet we can see that government spending from
1980 to 1988 (marked by a solid line) departed from the earlier trend.

Interpreting these data requires some care. Government spending
actually ran even with or exceeded the longer trend in 1982 and
1983. Those years involved a steep recession, while 1984 and after
were marked by strong growth. Since the relative size of government
is a ratio of spending relative to GNP, the relative reduction in the
size of government may owe more to higher economic growth than
to spending constraint. Even so, Reagan still made good on his
promise; his program as a candidate promised to reduce the size of
government through spending restraint and economic growth.

But even if we imagine that the expansion after 1983 was a normal
revival following a steep recession, the question remains of why
renewed growth did not return government spending to its earlier
trend. In 1989, the answer to this question might have been that
spending would eventually return to its earlier trend. The Reagan
era would have been simply a somewhat stronger relative decline
in the size of government, a decline that was, however, similar to
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Figure 4.1
SPENDING AS A PERCENTAGE OF GROss DOMESTIC PRODUCT,
1980-2005
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SouRck: Budget of the United States Government: Historical Tables Fiscal
Year 2006, Table 1.3 — Summary of Receipts, Outlays, and Surpluses or
Deficits (-) in Current Dollars, Constant (FY2000) Dollars, and as Percentages
of GDP: 1940-2010.

earlier relative reductions. Looking at the last two decades of the
20th century does suggest that the Reagan years marked a move off
the earlier trend, a noticeable change in course that began around
1980 and continued in the 1990s (see Figure 4.1 from 1989 to 2005).
The Reagan administration did attain its rather limited goal of
reducing the relative size of government, in part through what
turned out to be modest restraint on the growth of spending along
with revived economic growth. The Reagan years did not see what
the candidate Reagan did not promise: a significant reduction in the
size of government as measured by public spending. The ship of
state under Reagan changed course. It did not change direction.

Taxes

In the first instance, cutting taxes reduces government control
over the private. By this standard, Reagan brought changes to the
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nation. Reagan and Congress cut taxes by 23 percent. The federal
burden had fallen to 18 percent of GDP by 1986, down from 19
percent when Reagan took office. More or less automatic increases
in Social Security and indexation kept the total take near its starting
point. However, absent the tax cuts, the total tax would have been
23 percent of GDP."” The 4 percent difference covered most of the
deficit by 1986.

This suggests two points. First, Reagan did not so much reduce
federal tax revenue as keep it steady during a period when it was
supposed to expand. Reagan was conservative in tax policy out-
comes; he more or less continued the past at a time when the future
seemed likely to bring a much higher federal tax burden. Second,
the deficits that appeared early in the Reagan years came largely
from expansions in federal spending rather than reductions in tax
revenue.' Forced to choose between spending cuts and borrowing,
the federal government picked the latter to an unprecedented degree.
Denying revenue to the federal government did not appear to con-
strain spending.

This outcome contravened Reagan’s larger political program in
an important but largely unnoticed way. Public deficits have to be
financed by issuing government debt. Later in time, taxpayers—
though not the current cohort of taxpayers—have to pay back both
the borrowed sums and the related interest. Taxes are reduced but
only for the current cohort. The costs of current spending are thus
shifted to future taxpayers, which is to say there was no tax cut
across time or, ultimately, across generations.

Shifting the tax burden across generations may seem objectionable
at first glance: like Social Security, it imposes costs on future genera-
tions who have no voice in the matter. But a case could be made
for such taxes. If tax cuts hold down government spending to a lower
path across time than it would be otherwise and such constraint
(compared with an alternative higher path of spending) offers bene-
fits to both current and future generations, imposing some of the
cost for those benefits on future generations seems reasonable since
they could be said to be paying for benefits received. Unfortunately
for this thesis, later studies indicate that cutting taxes does not reduce
spending in general.'! Future taxpayers thus probably do not receive
the benefits of lower spending for the taxes imposed prior to their
lives.
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Of course, the loss imposed on future taxpayers could have arisen
from a mistaken policy of cutting taxes with the welfare of current
and future generations in mind. If so, the attempt to starve the
beast would be an honest mistake but not an especially morally
objectionable one. If the beast were starved to shift the costs of
current consumption (government spending) to future generations,
the policy would seem more like a predatory act undertaken by
powerful people (the current generation elects officials who make
policy) against powerless people (future taxpayers cannot vote).

By the end of the Reagan administration, current taxpayers were
paying for about 80 percent of the total government budget.'** Most
voters, it would seem, wanted more government than they were
willing to pay for and were also willing, if not eager, to overcome
that mismatch by shifting its costs into the future. Ethics aside, this
poses an important question about government. If voters are not
willing in some measure to pay for what government provides,
should we believe voters actually want such services or goods. After
all, this history suggests that voters are not willing to pay the total
costs of providing what government provides. Government thus
appears to be either a fiscal illusion or a free ride, or both. Neither
premise speaks well of representative government and the voters
and politicians who determine its course.

Reagan did change public perceptions of taxes and government.
Before Reagan, the expansion of the federal government through
increased spending seemed natural and benevolent. By 1990, even
Reagan'’s critics would note “a general feeling that more is not neces-
sarily better when it comes to government.”'*® The older view that
more government was always better flourished because its costs
were hidden: taxes rose through inflation and concomitant bracket
creep. Reagan’s first tax reform dispelled this illusion and forced
taxes to the center of the political stage. After the 1986 reform, the
top tax rate was less than half that in 1980, and most of the resources
wasted on seeking tax preferences had been freed for more produc-
tive uses. Reagan’s aide and sometime critic William Niskanen con-
cluded in 1988, “For the most part, the structure of the federal tax
code is now simpler, fairer, and of lower cost to the economy than
in 1981.”* Reagan also disrupted the prior consensus favoring a
sharply progressive tax code, a consensus rooted ultimately in the
politics of envy.'
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Institutions and Culture

Candidate Reagan also promised to change the “rules of the game”
in politics. These changes sought to modify and constrain the old
regime of expanding spending and regulation. Reagan proposed
several reforms designed to constrain the federal government: super-
majorities in Congress to approve appropriations bills and a renewed
federalism fostered by devolution of federal programs. He also put
forth an “Economic Bill of Rights” to be added to the Constitution
to provide economic liberty with the same standing that civil liberties
received in the courts of the old regime.'*

Some parts of his reform package did not attain serious consider-
ation: the supermajority for appropriations, constitutional limits on
the income tax, and the legal proscription of wage and price controls.
Reagan pushed the line-item veto in several State of the Union
addresses. At the height of his popularity, even Reagan could not
persuade Congress to report a line-item veto amendment out of
committee."” Following the 1984 election, the Senate narrowly sus-
tained a filibuster of a line-item veto."® The administration made
serious efforts to enact a balanced budget amendment and to revive
federalism. Both efforts failed.

Did Reagan change the political culture of the United States?
The evidence suggests diverse answers. Polling responses indicate
that the number of people who wanted more government spend-
ing grew with each passing year in the Reagan presidency.' A
similar result marked ideological self-identification among
Americans. During most of the Reagan years, the number of peo-
ple claiming to be liberals rose and the number identifying as
conservatives fell.

Yet after Reagan, conservative self-identification resumed its long-
term rise among Americans, and liberalism renewed what would
become a 50-year-long decline in adherents.' The conservative trend
in the 1990s might be seen as a legacy of Reagan and his policies;
certainly conservatives in that era did all they could to identify their
politics with the former president. We will return to the question
of liberalism in the 1990s in the next chapter. It is worth noting,
however, that Reagan did not actuate the rise of conservatism or
the decline of liberalism among Americans. The great divergence
between the two happened in the 1960s; after that, the trends toward
more conservatives and fewer liberals continued.
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Reagan did do much to redefine the federal government. FDR
and LBJ told Americans the state could provide them with security
and opportunity. Reagan asked whether the government might also
threaten liberty, opportunity, and wealth. By 1990 or so, the older
programs that spread the wealth around remained, but Americans
had a more balanced and complex view of Washington than they
had embraced in 1975, not to speak of 1965. Many Americans had
concluded that the state could be both their friend and a threat to
their hopes and their well-being. Reagan had articulated that danger,
but it may be that the national experience from 1965 to 1980 gave
credence to his arguments. Reagan was both an effect as well as a
cause of a longer conservative trend in American politics.

What explains Reagan’s limited success at limiting government?
The first answer may be found in Reagan’s 1980 election campaign.
Candidate Reagan promised to restrain the growth of government,
not roll back the state. But candidate Reagan also promised to enact
reforms that would constrain government spending and taxing.
These changes did not happen. Year after year, the Reagan adminis-
tration proposed cutting or eliminating spending on everything from
small programs like the Legal Services Corporation or vocational
education to large programs like Medicaid, student aid, or the Eco-
nomic Development Administration.”™ In other words, the Reagan
administration seemed willing to bring about significant cuts in
federal spending.'

Yet after 1981, these budgets and their cuts were considered “dead
on arrival” on Capitol Hill. In part, the opposition in Congress to
spending restraint came from partisan and ideological considera-
tions. The Democratic Party from FDR to LB] had built and defended
the regime that Reagan’s budgets, if enacted, would vitiate. After
1981, however, partisanship offers a less convincing explanation.
William Niskanen noted:

There turn out to be relatively few consistent fiscal conserva-
tives in the administration or in either party in Congress. Many
of the smaller programs that constitute the American welfare
state were created under Republican presidents and continued
to be defended by Republicans in Congress. All too often, the
conservatives in both parties were more protective of programs
that served their own states and favored constituencies than
of their commitment to a responsible fiscal policy.™
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Niskanen’s explanation was more than a conjecture. In 1986, Sen.
Pete V. Domenici (R-NM), then chair of the Senate Budget Commit-
tee, bundled together 43 administration proposals to terminate fed-
eral programs and offered them as an amendment to the budget
resolution to show how little support they had. The amendment
was rejected by the Senate by a vote of 14 in favor and 83 against.™

Why would representatives nominally committed to limiting gov-
ernment support such programs? Government policies can offer
concentrated benefits to smaller groups at a higher total cost to a
larger group; for example, trade protectionism rewards managers
and workers at firms exposed to international competition at a large
cost to consumers. The benefits provide an incentive for the groups
to organize and take on the costs of political action. The costs of
awarding such benefits to interest groups are spread out over the
general population, thereby providing little incentive for the average
citizen to actively oppose the special interest benefits. In other words,
politics may have perverse logic, whereby the costs and benefits of
political activity favor the triumph of relatively small groups. This
logic suggests why cutting programs was and remains so difficult.
People who benefit from the programs have strong incentives to
organize and lobby for their continuation. The much larger number
of voters who would benefit on the whole from cutting or ending
such spending has relatively small incentives as individuals to
become organized and press for cutbacks."

David Stockman provides a slightly different interpretation of
interest groups based on his experience in the Reagan years:

Economic governance must consist of a fundamental trade-off
between capitalist prosperity and social security. As a nation
we have chosen to have less of the former in order to have
more of the latter. Social Security, trade protectionism, safety
net programs, UDAG urban Development Action Grants and
farm price supports all have one thing in common. They seek
to bolster the lot of less productive industries, regions, and
citizens by taxing the wealth and income of everyone else."*

For Stockman, interest groups reduced the overall wealth of the
nation in order to reward less productive people, industries, and
regions. Government was not corruption or “organized thievery.”
It was a kind of compensation for those who lose out from eco-
nomic changes.
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This view of government implied a change of mind also about
the American people. They were no longer the decent bourgeoisie
of Michigan who, given a chance by a strong leader, would vote to
cut back on government. The people were, as the 1980 version of
David Stockman might have said, part of the problem. They would
not save the nation from a corrupt capital.

This argument goes too far. Farm subsidies have persisted long
after the transition from an agricultural to an industrial society;
indeed, the subsidies live on in the post-industrial age. Trade protec-
tion often persists well beyond any reasonable adjustment period
for firms facing competition. Social Security may have cushioned
the blow of lost savings during the Great Depression, but it grew
popular by paying recipients far more than they had contributed
and then persisted because each generation had to pay pensions to
current retirees, thereby creating an expectation of later support.
Programs may well begin by compensating voters for losses from
valuable changes in the economy and then persist well beyond this
period, all the while taxing those who create or adapt well to
such changes.

The old regime was built politically on entitlement expectations
and concomitant spending. Reagan did not eliminate or significantly
restrain major entitlement programs. Reagan did attempt, more than
once, to constrain Social Security spending, and each time was met by
an overwhelming political reaction that cowed most congressional
Republicans almost immediately. His failures led to a commission
that both raised taxes immediately and limited pension spending a
generation hence. A decade earlier, Congress and the president had
agreed to increase Social Security by 20 percent in a single year. In
that light, Reagan’s mild reforms might count as a major success,
but they can hardly be called radical. Spending on Medicare and
Medicaid grew at a slower rate than in earlier years. The programs
themselves persisted.

Were these entitlements an expression of the will of the people?
Certainly Reagan could not find a majority for even minor reforms
to Social Security, though Congress did support minor constraints
on Medicare and Medicaid spending. Over time, Social Security
had created its own support by changing the expectations of the
American people. Americans no longer expected to provide wholly
for their own retirement. In theory, many expected to provide for
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retirement through government, not on their own. In fact, for much
of the time before and after Reagan, Americans received Social Secu-
rity benefits that reflected large, politically imposed returns. The old
regime had done its work in corrupting the American people.

Conclusion

Ronald Reagan was considered both dull and evil by many in
Washington. Yet Reagan had a better sense of his own achievement
than most people. In his 1986 annual budget message, Reagan said:

The past 4 years have also seen the beginning of a quiet but
profound revolution in the conduct of our Federal Government.
We have halted what seemed at the time an inexorable set of
trends toward greater and greater Government intrusiveness,
more and more regulation, higher and higher taxes, more and
more spending, higher and higher inflation, and weaker and
weaker defense. We have halted these trends in our first 4
years."’

Later he might have added that his administration had also rid
the nation of a welter of tax preferences that extended state control
over much of the economy.

Reagan did not come close to overturning the old regime. Its main
policies and institutions resisted his efforts. Given that, Reagan’s
successes at cutting taxes or constraining spending tended to stabi-
lize the old regime by making the economy more productive and
the state less wasteful. In that light, Reagan turned out to be a
reformer of the old regime. He was a reformer despite himself, since
Reagan did wish to fundamentally change the nation and even tried
to do so at some political cost. Reagan did show that liberty and
limited government still had some appeal to Americans, if not so
much to George H. W. Bush. Who might take up that challenge?
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The struggle to limit government did not end with the retirement
of Ronald Reagan and the election of George H. W. Bush. What
had been primarily an economic crisis for the old regime in the
1970s became a political crisis in the late 1980s. The renewal of the
struggle began as a crisis of legitimacy for national institutions,
not least of which was Congress. This crisis would be resolved for
a time by electing a Republican House of Representatives. The end
of decades-long domination of the legislature by the party of the
old regime held out the possibility of deep changes in politics and
policy. The American people had grown increasingly discontented
with politics in the early 1990s. They seemed ready to limit a corrupt
and incompetent federal government. They elected a House of
Representatives apparently ready to act on their desire. Did any-
thing change?

Signs of Instability

At the start of 1992, the future held promise of being like the
past. The long budget struggle appeared to have ended with higher
taxes and spending caps in October 1990. Nonetheless, the Republi-
can incumbent seemed likely to win reelection. The Gulf War early
in 1991 had routed Iraqi troops from Kuwait, and the president
could plausibly claim credit for adroitly managing the unwinding
of the Soviet empire after 1989. Bush’s approval rating hit 89 per-
cent in early March 1991 and remained around 70 percent in the
early fall.

Congressional incumbents rarely lost. From the mid-1960s
through the late 1980s, the margins by which incumbents were
reelected increased, though less clearly in the Senate than in the
House.! Voters seemed to favor incumbency more than party affilia-
tion.? The Democrats enjoyed significant majorities in the House
(and often also in the Senate) during this period. Incumbent success
suggested continued domination of Congress by Democrats.
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But the future turned out to be unlike the past. Bush’s successes
hurt him politically. Republicans promised to provide national secu-
rity. If threats to the nation no longer existed (the Soviet Union) or
were defeated (Saddam Hussein), what could the president offer
the voters in 1992? Not prosperity. The U.S. economy contracted
slightly in the first half of 1991 and grew weakly thereafter. Unem-
ployment remained stuck at an uncomfortable 6.8 percent. Bush had
also lost core Republican support by agreeing to tax increases in 1990.

The public was losing faith in Congress and the federal govern-
ment more generally. In 1990, the average share of the vote for
incumbents declined by nearly 5 percentage points. This outcome
reflected larger trends in public opinion. Earlier in the year, polls
had found a rising distaste for incumbents and for Congress.’ In
March 1992, public approval of the performance of Congress reached
its lowest point ever. Normally, such disapproval did not matter to
individual members; the public disliked Congress the institution
while approving of their own representative. Yet the same poll found
for the first time that fewer than half the public approved of the
performance of their individual representatives.! Almost all mea-
sures of distrust of Washington were rising throughout the late 1980s
and early 1990s.” The government appeared to be suffering a serious
crisis of legitimacy.®

The skepticism about Congress was well founded. In April 1989,
the House Committee on Standards of Official Conduct reported
that House Speaker Jim Wright (D-TX) had violated congressional
ethics rules 116 times during the 1980s.” Wright soon became the
first Speaker of the House to resign.® About the same time, Tony
Coelho (D-CA), the third-ranking House Democrat, also resigned
from Congress following ethical questions about his financial
dealings.’

The ethical problems of Wright and Coelho arose in part from
Congress’s effort to deal with the savings and loan catastrophe. The
savings and loan industry had been troubled since the inflation
of the 1970s."° During the 1980s, Congress passed two major laws
covering losses in the industry. Congress was then drawn into over-
sight and regulation of the industry. As night follows day, scandals
appeared, the most important of which involved the Keating Five.
The “Keating” in question was Charles H. Keating Jr., who managed
the Lincoln Savings and Loan, an S&L that proved to be the greatest
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strain on the federal budget. Five U.S. senators had met with banking
regulators in 1987 on Lincoln’s behalf; the five had received $1.3 million
in campaign contributions from Keating. Congress investigated the
five senators for two years. In the end, the Senate Ethics Committee
reprimanded Alan Cranston (D-CA), and it criticized in writing the
four other senators—Democrats Dennis DeConcini of Arizona, John
Glenn of Ohio, and Donald W. Riegle Jr. of Michigan, and Republican
John McCain of Arizona—for acting on Keating’s behalf."!

The Keating Five, Wright, and Coelho were not the only congres-
sional misbehavior cases in the news. During the late 1980s and the
early 1990s, as the Congressional Quarterly noted, “two senators were
indicted on criminal charges; a House member was acquitted after
a volatile trial; two of the House’s former officers pleaded guilty to
crimes stemming from their service; and three former House mem-
bers were convicted and sentenced to prison.”"* A scandal involving
no criminal acts, however, did the most political damage to the
largest number of members of Congress.

In September 1991, the General Accounting Office revealed that
members of Congress had written 8,331 bad checks in 1990 against
their accounts in the House bank and that the bank had covered
these overdrafts without penalty or interest. The Speaker and the
minority leader at first tried to keep secret the names of the malefac-
tors; a group of younger Republicans demanded disclosure, and
the leaders eventually complied. In April 1992, the House Ethics
Committee disclosed 325 current or former members who had
caused one or more overdrafts. Forty-six sitting representatives had
written 100 or more overdrafts. Public outrage spread at what many
Americans saw as another abuse of power.”

Congressional wrongdoing combined with invulnerable incum-
bents actuated the term limits movement in the early 1990s." Propo-
nents of term limits argued that mandatory retirement from Con-
gress would bring new people and viewpoints into Congress, reduce
the drive for reelection, and control federal spending. They noted
that federal spending and the average length of a congressional
career had grown in tandem, perhaps because the longer members
served, the less likely they were to question the spending demands
of interest groups and government agencies.”

Beyond the spending question, the term limits movement posed
a radical challenge to a government founded on administrative
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expertise and legislative professionalism.!® Term limits proponents
lauded instead the political amateur, the “citizen legislator.” Faced
with evidence of public corruption, Americans should turn to untain-
ted and capable outsiders. Could they do worse than Jim Wright
and his wife’s alleged no-show job or the Keating Five’s waste of
$2 billion in taxpayers’ money?

Would this lead to constraints on government spending and tax-
ing? Many proponents thought so. Voters were thought to want
limited government. The term limits advocates shared David Stock-
man’s earlier faith that the people remained uncorrupted by the
old regime. The people certainly appeared to be disgusted by the
government they had.

If the people did not want more government, why did they reelect
incumbents who voted for more spending? Term limits proponents
argued that the power of incumbency enabled members to follow
their desire for unlimited government rather than the voters’ desire
for constraint. Big government came from the ambition of career
politicians, not the true desires of Americans. The problem lay with
institutions, not the people.

Term limits would reform institutions by preventing incumbents
from amassing the powers of office. Term limits would also foster
more competition for office since more seats would fall open, and
open seats were generally more competitive. Freed of incumbent
power, the people empowered by term limits would bypass corrupt
pols and reclaim their birthright of liberty. Term limits were almost
always enacted by direct democratic means, like the ballot initiative.
The term limits movement was at once populist, thoroughly demo-
cratic, and hostile to the old regime.

Term limits appealed to voters. Colorado limited the terms of its
congressional delegation in 1990. Two years later, 14 states, including
larger states like Ohio, Michigan, and California, passed ballot initia-
tives to limit the number of years that House and Senate members
could serve. Almost all were supported by more than 60 percent of
the voters. These new laws meant that 181 members of Congress
would eventually serve under some limit on their terms."” Moreover,
the term limits movement seemed to be just starting. People who
hoped to limit the federal government seemed to have found an
institutional reform equal to their ends.
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Agents of Change

In 1980, dissatisfaction with the status quo led to the election of
Ronald Reagan, an outsider in origins and ideas. In 1992, a similar
dissatisfaction could not turn to a Republican presidential candidate
offering the prospect of cutting back on government. George H. W.
Bush was unavoidably the candidate of the status quo, and that in
more ways than one. Political struggle threw up four alternatives
to Bush, only one of whom would seek to sustain the struggle for
limited government.

Gingrich

From 1960 to 1994, Republicans never held more than 44 percent
of House seats.” The average Republican representation was much
worse during this era: 39 percent of the whole. This weakness fed
on itself. Candidates run to hold office and enact policies. Most
Republican candidates had little chance of beating an incumbent,
and those that did had little hope of enacting policies. Many poten-
tially strong Republican candidates had better things to do with
their careers.

The region that might be open to a message of skepticism about
the federal government—the South—had long been a Democratic
bulwark grounded in local party and government officials. Demo-
cratic control in the region continued despite Reagan’s electoral
successes. The House GOP was strong in the Northeast and parts
of the Midwest, both largely filled with voters who had supported
the New Deal. In this context, the House GOP leadership cooperated
with their Democratic counterparts to attain a small measure of
influence. Weak and conformist, the GOP in Congress seemed likely
to remain permanently in the minority.

In March 1989, House Republicans narrowly elected Newt Gin-
grich their new whip. He defeated Ed Madigan of Illinois, an exem-
plar of conciliation toward the Democratic majority. Gingrich was
no conciliator. He asked: “If all we have to offer as Republicans is
simply half of the corrupt liberal welfare state, that’s crazy. There
has to be fundamental reform.”” Gingrich had been building the
party outside of Congress. From 1986 until 1995, he led GOPAC, a
political action committee funding and advising state and local GOP
candidates, a major effort to improve the quality of GOP challengers
in House elections. Gingrich and his cohorts in the Conservative
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Opportunity Society had also come up with policy alternatives, most
outside the mainstream. Gingrich had learned from Reagan’s prob-
lems that Republican majorities in both houses of Congress were
necessary to limit the federal government.”

Gingrich’s victory in the whip election suggested that a slim major-
ity of House Republicans would stand behind a domestic agenda
that directly challenged the old ways of the Democrats, not least
their traditional faith that higher federal spending led to higher
reelection rates for incumbents (and the common good). The GOP
would offer itself less as a collection of individuals skilled at constit-
uent service and more as a party with an agenda for action that
would be accountable to its majority.*' This concept of majority rule,
somewhat at odds with American government, explains some of
Gingrich’s successes and failures.

Gingrich was thus the true heir to Reagan’s legacy. With him and
his efforts to build a congressional majority, the struggle for limited
government would find its new general.

Clinton

In 1991, after victory in the Gulf War, challenging George H. W.
Bush seemed futile to most leading Democrats. They stayed out of
the race, opening the way for the governor of Arkansas. Bill Clinton
called himself a “new Democrat,” thereby rejecting the old Demo-
crats who had lost three straight presidential elections. Clinton prom-
ised to set aside liberal orthodoxy and “reinvent government.” He
sought votes of groups who had abandoned Democratic presidential
candidates since the late 1960s.” Clinton also needed to win the
nomination, which meant appealing to primary voters, who were
primarily on the political left. A measure of ambivalence would
mark Clinton’s candidacy and presidency from the start, an ambiva-
lence that owed as much to his circumstances as to his character.

Clinton’s ambivalence toward the old regime—his rejection and
affirmation of the traditional doctrines of his party—informed his
acceptance speech to the Democratic convention during the summer
of 1992. Clinton described himself as “a product of the American
middle class” who would accept the nomination “in the name of all
the people who do the work, pay the taxes, raise the kids and
play by the rules—the hard-working Americans who make up our
forgotten middle class.” In doing so, Clinton said goodbye to his
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youth and to the left wing of the party shaped by the 1960s. The
radicalism of that era had preached contempt for the bourgeoisie
and bourgeois values. This contempt never completely defined the
party, in part because the children of the 1960s grew up to be middle-
class, save for believing they were not. The party’s leaders did not
exactly portray the middle class as selfish and heartless—the rich
would play that role in their drama—but clearly few Democrats
thought the well-being of the bourgeoisie should be the primary
concern of the left in power. By saying he sided with the middle class,
Clinton signaled his willingness to take risks with his own party.

Clinton directly attacked the old regime and its ideals: “There is
not a program in government for every problem.” Clinton called his
proposal a “New Covenant, a solemn agreement between the people
and their government, based not simply on what each of us can
take, but on what all of us must give to our nation.” Clinton said
he and Gore offered “a new choice based on old values. We offer
opportunity. We demand responsibility. . . . The choice we offer is
not conservative or liberal; in many ways it’s not even Republican
or Democratic.””

On the other hand, Clinton offered a list of traditional liberal
angels: “every child in America tonight who’s out there trying to
grow up without a father or a mother,” “our best people who are
falling into poverty,” and “family farms,” “the minorities . . . the
liberals . .. the poor...the homeless. .. the people with disabilities . . .
the gays.” These groups were also presented as usual as victims of
the Republicans.

Clinton also conjured up familiar demons of the left: “the forces
of greed and the defenders of the status quo,” “politicians in Wash-
ington,” “big insurance companies and the bureaucracies,” “special
interests . .. and lobbyists,” “health care profiteers,” and “the wealthi-
est few.” To this list Clinton would add several demons absent
from the standard Democratic catalog: fathers who abandon their
children, the federal government, big bureaucracies, both public and
private, and famously, “welfare as we know it.” Both liberals and
conservatives could be pleased as long as they ignored what the
other side wanted to hear.

Clinton, the new Democrat, had not redefined the political world.
He had embraced it and all its contradictions: freedom, democracy,
individual rights, free enterprise, economic opportunity, and social
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justice. If he won, Democratic activists might expect Clinton would
not be constrained by his gestures of accommodation to the realities
of attracting independent and middle-class voters. There was a risk.
Everyone heard those words of accommodation and moderation;
those who doubted “social justice” mattered above all else—a consid-
erable majority of the American electorate—might take offense if
Clinton forgot his promises once in power.

Buchanan

Patrick Buchanan had been a political insider from early in his
life. Having been educated at Georgetown and Columbia, Buchanan
first worked as an editorial writer before becoming in his late 20s
an assistant to Richard Nixon and then serving as speechwriter and
adviser in Nixon’s administration. Buchanan then wrote a nationally
distributed newspaper column before joining the Reagan adminis-
tration at the start of its second term as presidential adviser and
director of communications.*

In 1992, Buchanan ran for the Republican presidential nomination.
He lost in New Hampshire, but in receiving 37 percent of the vote,
Buchanan did “better than expected” and thereby gained the atten-
tion of the media and the president. By late April, however, he
acknowledged that the GOP would again nominate Bush.”

Buchanan had made much of Bush’s betrayal on taxes in 1990.
Apart from taxes, Buchanan had never been much of a limited
government man. In the Nixon administration, Buchanan had
argued that the television networks held an “an ideological monop-
oly” over political information and that the views of “middle
America” were not aptly represented. The government, he sug-
gested, should act to break this monopoly.” Bullying the media on
behalf of a sitting president does not bespeak a mind devoted to
liberty or limited power for the state.

Buchanan’s speech at the 1992 GOP convention bespoke a conser-
vatism that was at best indifferent to liberty.” The words “free” and
“freedom” appear in two sentences in the speech, which comprise
26 words out of the 2,600 in the speech. Buchanan stated that he
and his followers stand “against the amoral idea that gay and lesbian
couples should have the same standing in law as married men
and women.” His entire speech affords pride of place to traditional
morality and religion.” The most famous words in the speech deftly
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summarize Buchanan’s point of view:

My friends, this election is about more than who gets what. It
is about who we are. It is about what we believe and what we
stand for as Americans. There is a religious war going on in
this country for the soul of America. It is a cultural war as
critical to the kind of nation we shall be as the Cold War itself,
for this war is for the soul of America.

Buchanan’s candidacy reflected the rise of Christian conservatives
in the Republican Party. They did not have the power to nominate
the party’s candidate. They did have the power to make trouble and
thus to be heard and to be influential.

But Buchanan’s speech raised questions about the GOP and the
ongoing hope for limited government. How could a nation organized
around individual liberty be involved in a cultural civil war? In a
nation based on liberty, individuals would attend to their own souls
as they saw fit. The government itself would be a soulless instrument
to their ends. Buchanan’s alternative reflected a different outlook, a
political theology of social conservatism informed by Christianity.

Perot

Ross Perot was an unlikely politician. He had never tried to win
election to office. His policy views were somewhat unclear apart
from a deep concern with the budget deficit. He had no social or
geographic constituency. Perot was hardly mediagenic. Yet he had
advantages. The public did not like the status quo; Perot appeared
different from the typical candidate. He offered plain talk and
straightforward prescriptions for government failure. Not least of
his advantages: he was extremely wealthy and could fund his own
campaign for the presidency or any other office.”

He focused on limiting the deficit. He called for a steep increase
in the gas tax to raise $150 billion in revenues to that end.*” Perot
also opposed the North American Free Trade Agreement with Mex-
ico and Canada, thereby siding with trade protectionism. In 1993,
he undertook a crusade to defeat NAFTA in Congress.*' Perot was
a populist, who argued that government failed because officials
ignored common sense. Like many populists, he was not much of
a limited government man.

Perot showed surprising strength early in 1992. In April, 12 percent
of the public said that they knew “quite a bit” about Perot, while
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25-30 percent of the public in most polls supported the Texan. By
June, he was all but tied with Bush thanks to his appearances on
talk shows and news programs. An early June poll showed him
leading the presidential race, with 39 percent supporting Perot, 31
percent Bush, and 25 percent Clinton.”” More than one-fourth of
the Democratic primary voters in New Jersey, nearly one-third in
California, and nearly one-half in Ohio told exit polls on June 2 that
they preferred Perot to Clinton. And one-third of the Republican
primary voters in New Jersey and Ohio and close to one-half in
California indicated a preference for Perot over Bush.®

Summary

The incumbent president’s leading competitor for the Republican
nomination saw the presidency as a combination of politician and
pastor, tending to the nation’s soul. Another candidate, Ross Perot,
combined a concern for unchecked spending and deficits with an
economic nationalism and populist demeanor. Among the presiden-
tial candidates, Clinton ironically showed how much Reagan had
changed the nation: the Democratic candidate for president paid an
ambivalent homage to limited government and other conservative
themes. Reagan’s true successor was not running for president. Newt
Gingrich had led the revolt against Reagan’s tax increase in 1982.
He was more Reagan than Reagan. Now he led the minority party
in the House. The Reagan legacy needed a president; it would receive
a Speaker of the House.

Change Did Come in the 1992 Elections

Clinton’s victory in 1992 ended the Democrats’ 16-year exile from
the White House. In some ways, his victory was remarkable. He
won a plurality among independents, a feat not accomplished by a
Democrat since 1964. Clinton ran almost even with Bush among
white voters, again the best performance by a Democrat since 1964.
The economic situation, as always, mattered a lot: those who said
their family’s financial situation was getting worse—one-third of all
voters—voted overwhelmingly for Clinton. Fears about the econ-
omy fostered Clinton victories in nine states that voted Democratic
for president for the first time since 1964.%

The Republican Party and its presidential vote changed signifi-
cantly from 1988 to 1992. The proportion of Republicans identified
as Protestant evangelicals doubled in those four years; about one in
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five Republicans was an evangelical by 1992.%* The number of actual
Republican voters in the presidential contest showed the same dou-
bling from a higher base line: in 1992, one in four Bush voters was
an evangelical who regularly attended church. For Reagan in 1980
(as for Nixon in 1972), the comparable number had been around 12
percent.* Not surprisingly, the incumbent president in 1992 did well
in the South, where he won more than two-thirds of his electoral
votes. Where Reagan had been western and relentlessly economic,
the post-Reagan GOP candidate seemed likely to be southern and
religious. The results of 1992, however, raised questions whether a
post-Reagan candidate could win the votes of independents and the
suburbs, key voters in the long trend of Republican presidential
electoral successes.

For all the talk, however, the political order seemed remarkably
stable. The incumbents’ share of the total vote dropped, and the
power of incumbency became less overwhelming. In 1988, 13 percent
of House incumbents won with less than 60 percent of the major
party vote; in 1990, that same number had increased to 19 percent.
In 1992, it went up again: 28 percent won with less than 60 percent
of the vote. These signs of greater competition in congressional
elections did not translate into a large loss of seats for House incum-
bents; 93 percent who stood for reelection succeeded. Incumbent
senators also did relatively poorly compared to earlier years.”

Not much changed from a partisan perspective in the 1992 Senate
elections. The Democrats went in and came out with 57 seats. In
policy matters, the Senate on the whole had shifted to the right a
bit. The House results were similar for the Democrats. The Demo-
crats lost on net 10 House seats. Sixteen of their incumbents lost,
and on average the losers were more liberal than the Democrats
who won. The Republicans who won were much more conservative
than the Democrats they beat.”

Clinton hardly had a mandate. He garnered 43 percent of the
total vote, a small plurality even by the standards of American
presidential elections. Clinton’s share was smaller than Dukakis’s
by 3 percentage points. Yet 43 percent was good enough against an
incumbent who received only 38 percent of the vote, 16 percent
lower than in 1988. The 19 percentage points lost by both parties
compared to 1988 had gone to Perot. Overall, 57 percent of the
electorate had voted for a serious presidential candidate other than
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Bill Clinton. Looked at this way and taking into account the weak
economy, the electorate had given an ambivalent candidate an
ambivalent endorsement.

Clinton in Power

Having run as a “new Democrat,” Clinton governed from the left
and set about reviving and expanding the old regime. He issued
executive orders regarding abortions performed in military hospi-
tals, federal funding of fetal tissue transplant research, and the
importation of RU-486, the abortion-inducing drug. He then signed
into law the Family and Medical Leave Act, a policy long sought
by the left wing of his party. He promised to sign an executive order
ending the ban on gays in the military. He sent Congress proposals
on education and an economic stimulus package. In his first State
of the Union address, Clinton proposed tax increases of $236 billion
over the next five years. The higher taxes hit the top 1 percent of
the income distribution, corporations, and users of energy through
a Btu tax. The stimulus fell victim to a Senate filibuster but further
defined the new president as a big spender. The president also
assigned priority to health care legislation over welfare changes.
A significant part of his proposed spending cuts came from the
Pentagon.” As it worked its way through Congress, the Clinton
proposals took on a partisan as well as an ideological bent. The
budget package passed without a single Republican vote.*

Clinton believed his election marked a renewed call for expansive
government, especially in health care. Polling seemed to support
him. A few weeks after his initial speech on the subject, a significant
plurality of the public supported his health care proposal. That made
sense. Polls had found for some time that in the United States and
elsewhere, the public supports a universal right to medical care. Yet
Clinton was misled on two points. First, public support for a univer-
sal right to health care exists in abstraction from its costs. When
costs are added—in other words, “in reality” —perceptions
changed.”

Beyond that, Clinton also misread the public’s attitude toward
the federal government. The public might wish for universal cover-
age, but once it became clear that Clinton was proposing a large
increase in the power of the federal government, support for his
plan declined. As Karlyn Bowman remarked, the public in 1994
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continued to see the federal government as a source of problems
rather than a problem solver. Once the Clinton plan became a big
government plan, public support eroded.® Nine months after Clin-
ton introduced the plan, its public support had flipped: a significant
plurality opposed the effort in July 1994. The Clinton administration
abandoned the effort a few months later.*

This unhappiness with the federal government went beyond
health care. The Democratic pollster Stanley Greenberg found after
the election that an “extraordinary” 56 percent of voters said they
were self-consciously “casting a vote of dissatisfaction . . . about
the mess in Washington.” Reviewing the evidence, three political
scientists concluded that the public was dissatisfied with the federal
government and virtually everyone connected with it.* This unhap-
piness suggested a desire for limits. The New York Times found a
week before the election that “by a 2-to-1 margin, people believe
that Government should be less involved in solving national
problems.”"

Moderate voters could be excused for assuming that Clinton had
misrepresented his intentions in 1992. Indeed, as early as the summer
of 1993, voters were rapidly concluding Clinton was an old-fash-
ioned “tax and spend” Democrat. * Public approval of Clinton’s
performance would fall to 50 percent by September 1993, and remain
there for most of the next year. Thereafter, as the midterm elections
approached, Clinton’s approval ratings would begin to fall again
into the mid-40s.* On election day, 50 percent of the voters said
they “disapproved” of Bill Clinton. Of that number, 82 percent voted
for Republican candidates.” Congress shared the public’s ire with
Clinton. If anything, the public liked Congress less than their new
president.” The public had rapidly lost faith in the return to unified
government under the Democrats.

The Contract

The most honored of political aphorisms may be “all politics is
local.” House members believe their electoral fate depends on con-
stituent service and benefits rather than fealty to a partisan or philo-
sophical program.” “All politics is local” did not hold out much
hope for a Republican takeover of the House in 1994. The Democratic
majority was, and had been for generations, in control of the funding
and institutions of constituent service.
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Newt Gingrich and the Republican House leadership rejected
much about American politics, not least that “all politics is local.”
They tried to nationalize the 1994 election from the start, in part
through the Contract with America.”> The contract comprised 11
bills that Republican congressional candidates vowed to bring to a
vote on the House floor within the first 100 days of the next Congress
if the Republicans took over.* The contract provides a sense of why
the GOP appealed to the electorate in 1994.

The Contract with America sought a Republican majority. It
avoided issues and policies that might preclude a Republican victory.
What had been and would be major issues for social conservatives—
abortion and homosexuality—did not appear in the contract. The
planks that involved culture had wide support. Few people were
happy with the increase in crime, and welfare reform had long
enjoyed majority support. “Family values” appeared in the contract
as the Family Reinforcement Act, which offered assistance for adop-
tion, better enforcement of child support, and protection for children
from the pornography trade.”

The contract included planks designed to limit the federal govern-
ment in economic life. For example, the Job Creation and Wage
Enhancement Act plank of the contract contained “a variety of tax-
law changes and federal bureaucratic reforms designed to enhance
private property rights and economic liberty and make government
more accountable.” The contract remained silent, however, about
constraining entitlement programs and spending, the most impor-
tant factors increasing federal spending and regulation.®

The public had little faith in Congress as an institution, so it
was not surprising that the contract focused on procedural reform.”
Republicans promised on their first day in power to pass eight
reforms that would change congressional procedures.”® They also
promised a renewed vote on a balanced budget and line-item veto
amendments to the Constitution, both of which were seen as ways
to control spending.” The contract also promised a vote on two joint
resolutions to pass constitutional amendments to impose term limits
on House and Senate members.®

Beyond its contents, the Contract with America itself implied a
profound institutional change in U.S. politics. It set forth a program
to be enacted by a unified party who obtained a majority of seats
in an election. The contract was a tactic for fighting an election in
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a parliamentary system. The limits of that change were evident from
the start. The signers of the contract could promise to enact changes
in congressional procedures that lay within the power of the House.
The United States remained a system of divided powers, including
legislative powers. Yet the contract suggested, and GOP leaders may
have come to believe, that a victory in 1994 would allow Republicans
to push limited government reforms from the House of
Representatives.

The Republican campaign assumed that popular rule and limited
government had been reconciled. The contents of the contract were
popular, and its authors might well have believed that its institu-
tional changes, rooted as they were in greater accountability to the
voter, would be both popular and reinforce the policy initiatives
designed to cut back on federal power. Like Reagan, the 1994 Repub-
licans sought to cut government in response to popular concern.
Could Gingrich succeed where Reagan had failed?"'

Election Results

The results of the 1994 election are well known. Fifty-four seats
switched parties in the House of Representatives, returning control
to the GOP for the first time since 1955. It was the greatest party
shift in a House election since the election of 1948, when the Demo-
crats won 75 seats. In the Senate, 9 seats changed from Democratic
control to Republican.

Nationally, support for Clinton’s agenda in marginally Democratic
House districts correlated well with a Democratic defeat. Controlling
for other factors in 1994, a Democratic incumbent who supported
Clinton’s policies had a 47.7 percent chance of being reelected.
Incumbents are almost always reelected, but a 10 percent increase
in support for Clinton increased the likelihood of a Republican vic-
tory in a district by 11.6 percent.®” Clinton had cost his party vulnera-
ble seats in the House and thereby control over Congress.

The results had a partisan and philosophical bent. Thirty-four
incumbent Democrats had lost their seats while no Republican in
power had met defeat.®® As the Washington Post noted:

This was not just an “anti-incumbent” vote. The incumbents
who were defeated this year were Democrats—and in particu-
lar Democrats in Congress. . . . The change called for went
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almost uniformly in one direction, and that was against liberal-
ism and toward the right.**

Republican congressional candidates received 52 percent of the
total vote while the Democrats got 45 percent; the Republican share
increased by 6 percent over 1992.%°

More than party and philosophy separated the new majority from
the old. Some Republicans had been concerned that the GOP had
too many inexperienced challengers for House seats in 1994. In the
preceding 50 years, inexperienced challengers had been only one-
fourth as likely to beat incumbents as experienced challengers. But
it did not matter in the end. Of the Republicans who won their races,
fewer than half had any electoral experience, fewer than one-fourth
had experience in state legislatures, and fewer than 10 percent had
experience in the majority party of a state legislature.®

Many of the new members saw themselves as outsiders; their
lack of experience counted as a virtue. The 1994 class “were drawn
together by a widely shared conviction that the nation needed to be
rescued from impeding doom.” The capital, filled with professional
politicians and their abettors, represented for them a major reason
for the nation’s plight. Skeptical of government, they nonetheless
believed that dedicated individuals could win office, overhaul the
government, and change the political system: the 1994 group “saw
themselves refusing to play the game of bargaining favors with
interests groups contrary to the general best interests of society.
They would not go politically native in Washington and become
part of the problem like the Democrats who preceded them.” The
older virtues of the insiders—negotiation and skill at compromise—
were not sought or encouraged.”

The 1994 class also believed, not without reason, that they had
been given a mandate by the voters.®® But what sort of mandate?
Should they renew the Reaganesque effort to cut back on the federal
government?

The Revolution

On November 9, 1994, the day after the election, Bill Clinton
remained a skillful politician. He responded to a question by saying
the American people “want a smaller government that gives them
better value for their dollar, that reflects both their interests and
their values, that is not a burden to them, but empowers them.”
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Clinton summarized the lesson he took from the electoral debacle:
“the third thing the voters were saying . . . is there are things we
expect government to do, but we don’t think government can solve
all the problems. And we don’t want the Democrats telling us from
Washington that they know what is right about everything. We want
the government to be smaller. We want it to be more efficient. We
want it to create opportunity, to empower us. And we want it to
demand responsibility of people who aren’t behaving responsibly.”®
Clinton mixed efficiency and smaller government while gesturing
toward a more active government that “empowers” people. For the
moment, his emphasis would be on smaller government, but he
made sure that the old regime remained alive at the moment of its
most severe illness.

Like a newly elected president, Newt Gingrich claimed a mandate.
His commission was to save America:

I think it’s important to recognize that what is ultimately at
stake in our current environment is literally the future of Amer-
ican civilization as it has existed for the last several hundred
years. . . . we have to simply, calmly, methodically reassert
American civilization and reestablish the conditions, which I
believe starts with the work ethic. . . . we have to think through
what are the deeper underlying cultural meanings of being
American and how do we reassert them.”

Gingrich’s call for renewal was also a call to reject “those who
argued for counter-culture values, bigger government, redistribu-
tionist economics and bureaucracies deciding how you should spend
your money.” Gingrich’s analysis of their errors is instructive:

It is impossible to take the Great Society structure of bureau-
cracy, the redistributionist model of how wealth is acquired,
and the counter-culture value system that now permeates the
way we deal with the poor, and have any hope of fixing them.
They are a disaster. They ruin the poor, they create a culture
of poverty and a culture of violence which is destructive of
this civilization, and they have to be replaced thoroughly from
the ground up.”

“From the ground up”? In the headiness of the moment, Gingrich
gestured toward a conservative transformation of society. If bureau-
cracy, redistribution, and countercultural values went away, would
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the older virtues return? Were the American people still healthy in
their mores after three generations under the old regime? If not,
how might a Republican Congress (or the federal government) foster
their renewal? And would fostering of that renewal comport with
a constrained vision of government?

Gingrich’s cultural conservatism differed significantly from Pat-
rick Buchanan’s of two years earlier. In 1992, Buchanan appealed
to a Christian vision of America enforced by political power. Just
as the Contract with America had avoided core concerns of the
Moral Majority, Gingrich overlooked Christian virtues and
appealed to the work ethic, a cultural norm shared by people of
many faiths or no faith at all. Where Buchanan spoke of “our
people,” Gingrich appealed to cultural meanings that belonged to
all Americans. Both were fighting a cultural war against the 1960s,
but Gingrich’s secular traditionalism transcended Buchanan’s sec-
tarian bellicosity.

Even at that heady moment, the new Speaker of the House was
honest. He spoke of the costs of limited government:

Jefferson understood that you had to have limited but effective
government precisely in order to liberate people to engage in
civic responsibility, and that the larger government grew, the
more you would crowd out civic responsibility, and that in
the end, you could never replace civic responsibility with pro-
fessional government. . . . this means that my challenge to the
American people is real simple. You really want to dramatically
reduce power in Washington? You have to be willing to take
more responsibility back home. You really want to reduce the
bureaucracy of the welfare state? You have to accept greater
responsibility back home.

Gingrich was taking risks here. If “back home” meant a shift of
power to the states, the Reagan experience suggested that governors
and their votes wanted power over programs funded by someone
else. If “back home” meant the individual household, voters were
being called on to take responsibility for their own lives, for the
risks as well as the rewards. It cannot be said that Gingrich told
Americans freedom would be a free lunch. He offered his revolution
as a challenge to them. That challenge would not necessarily foster
political popularity.
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The Revolution in Power  The Contract with America made the
Republicans seem more unified than they were. Gingrich and much
of the leadership embraced limited government and private enter-
prise. A large number of House Republicans were social conserva-
tives focused on threats to traditional morality.”” Moderates were
the other GOP faction that mattered. Gingrich’s effort to become
GOP whip had attracted significant support from GOP moderates,
who constituted 11 percent of the House caucus by 1994. Moderates
were tired of being excluded from all influence and saw Gingrich
as a leader who might create a majority for the GOP. They liked the
procedural reforms in the contract.”? Republican unity in 1994 and
1995 thus owed a great deal to the history of abuse by the Democratic
majority. Absent that majority, would the new GOP majority hold
together enough to limit the power of the federal government?

The Contract with America had promised several changes to the
tax code: a $500-per-child tax credit, an end to the marriage tax
penalty, new savings vehicles for the middle class, the repeal of the
1993 tax increases on Social Security benefits, and tax incentives for
private long-term care insurance.” In 1992, Clinton had proposed a
middle-class tax cut and then abandoned it once in office in pursuit
of deficit reduction. In 1995, he was again ready for some easing of
the tax burden for most voters.”” A tax cut seemed likely, but the
details remained in question.

On the spending side, Gingrich promised that there would be a
“pretty big” package of spending cuts early in 1995. He remarked:
“This is a genuine revolution. We're going to rethink every element
of the federal government. We're going to close down several federal
departments.””® The GOP leadership was discussing proposals to
abolish the Departments of Energy and Housing and Urban Devel-
opment.” What Reagan had promised, Gingrich seemed intent on
delivering.

He was confident that most voters wanted a revolution, and his
faith fostered a strategy. Gingrich said on election night: “If you are
going to operate with his veto being the ultimate weapon . . . you
have to find a trump to match his trump. And the right not to
pass money bills is the only trump that is equally strong.””® Would
Congress withhold money to the point of shutting down govern-
ment? Gingrich said it would. He remarked, “I'm not sure the Presi-
dent will want to be in the position of shutting down the government
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in order to block something that most of the people in the country
want.”” Gingrich intended to call “the people” on their professed
desire for a more limited federal government.

The budget numbers in 1995 set the stage for the government
shutdown drama.* The tax cuts proposed by the GOP meant that
entitlement spending would have to be cut. The GOP leadership
had taken Social Security off the table so that Medicare and Medicaid
spending would have to be reduced. But Clinton sought to increase
such spending.

The Republican leadership thus had to choose from three ways
forward. They could bargain with Clinton to get a deal he could
sign. That tactic would probably mean compromising on spending
cuts. They could attempt to put together a budget bill that would
attract enough support to override his veto. Finally, they could let
him veto a budget and then take credit for doing what they said
they would do even though they could not override the veto. Having
taken credit, however, they would then have to compromise or the
government would shut down, absent a continuing resolution to
provide enough money for brief periods.

In early May 1995, the House and Senate Budget Committees
reported their budget resolutions for the next fiscal year. The House
budget would have abolished the Departments of Commerce, Educa-
tion, and Energy. The House would also have eliminated 14 agencies
and 284 federal programs. As in 1982, Gingrich aspired to be more
Reagan than Reagan. The Senate would have terminated more than
150 federal programs.®

The Republicans eventually passed a reconciliation budget that
foresaw $894 billion in cuts to projected federal spending by 2002,
leading to a $4 billion surplus. The bill proposed reducing projected
welfare spending by $82 billion, Medicare by $270 billion, and Medic-
aid by $163 billion, and reducing agricultural subsidies with an
eye toward eliminating them. Where Reagan had proposed minor
constraints on Social Security, Gingrich was ready to take on
Medicare.

By 1996, Medicare was expected to cover 36 million people at a
cost of $178 billion, or 11 percent of total federal spending. It was
the fourth-largest federal outlay. The other three—Social Security,
defense, and interest on the debt—had been exempted from budget
discipline by the 1994 Republicans. After moderating in the second
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half of the 1980s, Medicare spending on hospitalization insurance
had returned to near double-digit annual increases or above from
1992 to 1994.% The GOP had to deal with Medicare or give up all
hope for fiscal discipline. They eventually decided to restructure the
program to reduce spending over seven years. To say the GOP was
taking a risk was an understatement. The largest previous reduction
in Medicare had been $56 billion in five years enacted in 1993.

Gingrich and his allies had learned from Clinton’s health care
debacle that the relevant interest groups should be part of the politi-
cal solution so that they would not later become part of the problem.
How could health care providers be persuaded to accept the largest
reduction ever in Medicare spending, cuts that included lower pay-
ment rates to doctors and hospitals? The Republican leadership
decided to work closely with the interest groups to ascertain their
desires and to give enough compensation to make the larger cuts
tolerable. The strategy worked.® The president also wanted to con-
strain Medicare spending. He offered to cut $124 billion over seven
years, largely by reducing payments to providers. The two sides
did differ on more than the total sum of cuts. The Republicans
wanted medical savings account and more contributions from more
affluent elderly voters. Clinton rejected both.*

Clinton promised to veto the bill. If Clinton vetoed the budget,
the government would shut down, more or less. On November 14,
1995, over 14 million nonessential government employees were sent
home. The struggle then began in earnest. The two sides began to
blame each other for the shutdown in the media. The Republicans
were at a disadvantage since the budget bill cut taxes by $245 billion
over seven years. It was easy to demagogue. Rep. Pete Stark (D-
CA) said Republicans “have decided to reward their rich friends
and stick it to the women and sick people.”

Another continuing resolution kept the government open. Clinton
rallied public opinion, and his approval ratings climbed above 50
percent for the first time in more than a year. Worse, surveys showed
that Clinton and the Democrats had a 23 percent margin among the
public on who could best handle the deficit. The continuing resolu-
tion expired, leading to parts of the government again closing down.
Early in 1996, more continuing resolutions followed to keep the
government open, and Clinton offered a balanced budget proposal
that included cuts in Medicare, Medicaid, and welfare that were half
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as large as those proposed by the GOP. In the end, the Republicans
proposed more cuts in spending than Clinton: $99 billion more in
Medicare over the period, $65 billion more in Medicaid, $88 billion
more in discretionary spending, and $37 billion more in welfare. The
Republicans also sought $154 billion more than Clinton in tax cuts.

The battle over interpreting the gridlock continued. Clinton won
over public opinion. The president’s approval ratings improved
through much of the battle. In the spring and fall of 1995, Clinton’s
approval rating was on average 4 percent greater than his disap-
proval. Shortly after the shutdown, the gap grew to more than 7
percent. By early December, he was 11 percent ahead. Gingrich went
the other way. His disapproval rating was 11 points greater than
his approval number by early 1995. In mid-November at the time
of the first government shutdown, 60 percent of respondents disap-
proved of the Speaker, 33 percent more than approved. His ratings
did not rebound.

Losing the battle for public opinion, the Republicans relented and
sent Clinton appropriations bills. He vetoed what he did not like,
thereby protecting federal spending on education, job training, and
the environment. The original Republican proposals for cuts in enti-
tlements could not pass. The budget did contain a reduction in
domestic spending from earlier baselines. But the programs Clinton
had sought to protect survived intact, and the new majority had
suffered terrible political damage. A 1994 freshman House member
concluded that the budget confrontation “was a disaster . . the
momentum of 1994 came to an end.”®

Some argue that the outcome of the shutdown struggle shows
Americans truly want big government. When the GOP freshmen
actually offered the public smaller government, voters rebelled and
took Clinton’s side in defense of their entitlements.* This story does
not account for two facts. Before 1994, Clinton had offered the public
more government paid for by debt and taxes on the rich. He became
unpopular and fomented an electoral debacle for his party. Second,
Clinton himself was offering constraint on Medicare spending in
1996, though not nearly as much as the Republicans. His victory in
the public relations battle over the shutdown may indicate the public
wanted less constraint in Medicare than the Republicans offered. It
does not show that the public at that time hoped to maintain or
expand the welfare state.
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Richard Fenno, a political scientist who has studied Congress for
decades, argued that the budget confrontation disaster arose from
the new majority’s ignorance of the legislative process. “Budget poli-
tics is always incremental politics. You can’t possibly run a revolution
through the budget process.” From the beginning, the House Repub-
licans wanted to bring about quick changes. They were not inclined,
therefore, to accept or take credit for incremental steps toward their
goals, steps that would keep them in control of the public debate and
moving toward a unified Republican government. The Republicans
could have declared victory at various points. The president did
submit a balanced budget, accepted reductions in Medicare, and set
a seven-year timetable for a balanced budget. The Republicans could
have gotten a lot more than anyone would have thought they might
at the start. But they refused to recognize a compromised but real
victory.¥

The experience of the Contract with America also misled the fresh-
men who had no other experience of governing. Fenno noted that
the new majority “came to the budget conflict with an exaggerated
idea of their capacity to shape outcomes, an unrealistic idea of how
much they could win through a refusal to compromise, and an
underdeveloped idea of what the business of governing looked like
in the world beyond the House.” They refused to compromise and
thus forced the shutdown.®® For Fenno, the Republicans failed
because they did not know how to govern and refused to learn.

The class of 1994, in other words, lacked enough cynicism to
succeed politically. The new members feared the United States was
losing its way, corrupted by insiders in the capital. They resolved
to run as outsiders free from the taint of Washington, to ask for a
mandate from the nation, and to enact that commission without
delay or compromise. The 1994 Republicans were radical and popu-
list: they believed the people wanted to be free of their government
and that the House GOP had a mandate to attain that end.

In retrospect, Gingrich may be accused of letting ardency for his
cause overcome prudence in pursuit of change. Indeed, Gingrich
was an idealist. He saw the struggle with Clinton in terms of keeping
promises: the people “are counting on us keeping our word because
they actually believe we are different.”® He was both similar to and
different from the president. Clinton had promised to change both
national politics and his party. He was cynical enough to succeed
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but not competent to govern, at least at first. The Republicans had
run against Clinton. Their refusal to compromise contravened his
incompetent cynicism. Moreover, doing the right thing did not yet
seem to contradict political prudence. Polls had shown for some
months that the public had tired of big government. Clinton himself
would famously declare as late as his 1996 State of the Union address
that “the era of big government is over.” What people might tell
a stranger over the telephone and what they might believe when
faced with a concrete possibility of program cuts need not be the
same. Gingrich believed what many, perhaps most, Americans pro-
fessed from 1993 onward: the era of big government was over. That
faith, in retrospect, was his major failing.

The budget confrontation marked the first step toward President
Clinton’s reelection in 1996.” Clinton adopted a strategy of “triangu-
lation,” which involved opposing the extremes of American politics.
Newt Gingrich was one of those extremes; the other was, as in 1992,
the left wing of the Democratic Party. He repudiated the left by
getting behind several conservative and popular policy initiatives:
welfare reform, V-chips in televisions to allow parent to screen pro-
gram content, curfews for teenagers and school uniforms, mandatory
drug tests for 16-year-olds applying for driver’s licenses, and a bal-
anced budget proposal.

His differences with Gingrich were more concrete and significant.
The president carefully avoided supporting actual constraints on
environmental regulation. He proposed more subsidies for college
students.” Clinton gave in to conservatives, in other words, on the
style but not on the substance of policy. Moreover, even his conces-
sions tended to expand government in one way or another though
the motives behind the expansion seemed “conservative.”

Clinton’s rebound owed as much to a revived economy as to his
political skills. By the fall of 1996, the economy was growing at
nearly a 5 percent annual rate. The voters noticed. One poll found
that the 60 percent of the respondents who said that the economy
was doing well heavily favored Clinton. The president was twice
lucky with the economy. In 1992, the exit polls found that fewer
than 20 percent said the economy was doing well, and the dissatisfac-
tion of so many helped the challenger to the White House.”

Clinton easily won reelection.” His victory was large but incom-
plete. He did not win a majority of the popular vote, and his party
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did not win control of Congress.” Seventy Republican freshmen ran
for reelection. Fifty-nine of the freshmen won reelection, an 84 percent
reelection rate. These freshman incumbents, on average, received
about the same proportion of the vote in their districts as they had
in 1994. The freshmen thus did 5 percent better than their fellow
Republicans.” Republican voting records were quite conservative;
over 90 percent of the GOP House voted conservatively more than
80 percent of the time.” Looking at the election results, analysts found
no evidence that these voting records hurt Republican incumbents in
moderate to liberal districts.” The 49 percent vote share captured by
the Republican congressional candidates exceeded candidate Robert
Dole’s vote by 8 percent.”” In many ways, the GOP freshmen were
similar to what other freshman members at other times had experienced.

What can be said about the Republican Party and religious voters
in 1996, especially evangelical Protestants? The data support three
propositions. First, the proportion of evangelical Protestants who
regularly attend church and identify with the GOP continued to rise
in 1994 and 1996. Where just over one in three such voters identified
with the GOP in 1988, fully half did so in 1996 (and slightly less
than half in 1994).1°

Second, the proportion of Republican identifiers who were Protes-
tant evangelicals who regularly attend church rose rapidly from
1988 to 1992, leveled off in 1994, and rose sharply again in the
1996 election. Between 1988 and 1996, the proportion of Republican
identifiers composed of evangelical Protestants who regularly attend
church doubled, from just over 12 percent to 25 percent. In the
previous two decades (1968 to 1988), such evangelicals had formed
only a marginally larger part of the group of all voters who identified
with the GOP.™"

Third, the evangelical contribution to the Republican presidential
vote had also roughly doubled between 1988 and 1996; the increase
in such voters within the coalition, however, had leveled off between
1992 and 1996. Once again, this rapid rise in evangelical commitment
to the GOP followed 16 years of little or no increases in this mea-
sure.'” This rapid change in the composition of the Republican coali-
tion coincided with GOP candidates’ losing two consecutive presi-
dential elections for the first time in 30 years.

The 1996 results offered little evidence that the voting records or
government shutdown of the 1994 class prevented more than a
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handful of Republicans from being reelected to Congress. The elec-
torate said no to Clinton in 1994, no to the House GOP in 1995, and
yes to both in 1996. The voters seemed to like the new status quo
of divided government, particularly when it came with economic
growth well above the historical average. No one had won com-
pletely and no one had lost. The growth of the federal government
had been constrained, especially compared to Clinton’s expansive
hopes in 1992, but the limited government promised in 1994—agen-
cies ended and all that—had also not happened.

In 1994, Republicans had both run and largely tried to govern as
the party of Reagan, not as the party of Pat Robertson. They had
promised limits on government and institutional reforms associated
with reductions in spending and taxing. Reagan had praised tradi-
tional morality, condemned contemporary decadence, and rarely
acted on his praise or condemnation. That mixture of promises and
performance reflected the relative power of traditional morality in
the GOP.

By 1996, the party of Reagan was much less Reaganite: it had
become more the party of the two Pats, Robertson and Buchanan.
Evangelicals had become much more important generally and at
the margin to Republican candidates. Like Reagan, however, Newt
Gingrich and the GOP leadership had talked more about traditional
morality than acted to enforce it. How long could Republican leaders
continue to give religious voters little in return for their votes?

Beginning of the End ~ The 1996 election broke the deadlock over
the budget. In May 1997, the president and congressional Republi-
cans announced that a deal was at hand to balance the budget
by 2002 while cutting taxes. The performance of the economy had
brightened expectations; in 1996, gross domestic product had grown
by 4.5 percent after adjusting for inflation.'® The future also looked
better to the forecasters. As budget negotiations neared their end,
the Congressional Budget Office had increased its five-year revenue
estimates by $225 billion."™

Clinton and the Democrats got more money for some programs
for the poor. The Republicans made some progress on the spending.
The budget included the most extensive changes in Medicare since
1965. As with Reagan, these “cuts” involved limits on increases in
spending rather than actual reductions from prior levels of outlays.
Medicare was changed to include more managed care options and
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a small initiative creating tax-exempt medical savings accounts. The
bill also cut projected spending on Medicaid by about $10.4 billion
by 2002. Most of these savings depended on reducing payments to
states for hospitals that had more poor patients than average.'®

Republicans made good on their 1994 promises to cut taxes. Over-
all, the final budget bill included $95 billion in net tax cuts over five
years, growing to $275 billion over 10 years. Republicans attained
the largest reduction in capital gains tax rates since 1981. Gross tax
cuts in the final package were about $152 billion over five years,
with an offset of $56 billion in tax increases, according to estimates
by the Joint Committee on Taxation. Over 10 years, the gross tax
cut was projected to be $401 billion, with $126 billion in offsetting
tax increases.'”

But the tax story is not that simple. Much of the law rolled back
the reduction in tax preferences gained in 1986. The GOP backed a
capital gains tax exemption for profits from the sale of a primary
residence, a $500-per-child tax credit, a significant increase in the tax
exemption for estates, and an expansion of tax-preferred individual
retirement account savings plans. Clinton obtained new tax incen-
tives for education."”

In late July, GOP leaders brought the spending side of the budget
to the House floor. Members gave themselves a standing ovation.
John Kasich, the chair of the Budget Committee, proclaimed “the
dawning of a new era, an era where we recognize the limits of
government.” The Senate passed the spending bill the next day with
both liberals and conservatives on board. The same mix of left and
right passed the conference report on the tax bill the same day
by an overwhelming margin.'® The long struggle over the deficit
appeared to have ended with the projected end of the deficit itself.

Gingrich had reason to be satisfied. The legislation was a part of
the policy agenda that House Republicans promised to voters if they
took control of Congress. The agreement would have been a career
achievement for any Speaker, and especially for one who had empha-
sized the issue in the first place.'” Yet Gingrich had also become
one of the nation’s most detested politicians. Polls showed fewer
than 35 percent of the public approved of his performance. He
also largely did not win back the affections of disgruntled House
Republicans, many of whom had gradually lost faith in his leader-
ship in struggles with the president."’ Gingrich was the face of 1994,
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but the ideals of that time and that new majority involved more
than one man. Apart from the lost battle over the government shut-
down, how far did the 1994 group cut government, if at all?

The Revolution’s Record ~ The politics for the Republican 1994 rev-
olution are not especially pleasing to the devotee of limited govern-
ment. The revolutionaries seem to have lost most of the major battles.
Did they lose the war? I examine first the institutional changes they
sought followed by the much longer list of policy reforms.

The Balanced Budget Amendment required support from two-
thirds of the House and the Senate to send it to the states for their
approval or rejection. Moderate and conservative Democratic votes
were necessary, but the conservative Democratic Caucus did not
support the original GOP amendment because it included, as the
Contract with America had promised, a supermajority (three-fifths
of those voting) requirement for raising taxes. (The same proposal
Reagan had made in 1978!) After some bargaining, the GOP settled
for the Democratic version instead of the status quo; the amendment
went to the Senate with 300 House votes in its favor.""! The limit on
taxation had been jettisoned.

In the Senate, the needed votes for the amendment belonged to
moderate and conservative Democrats who knew the proposal had
majority support in the Senate and in the nation as a whole. Demo-
cratic leaders argued that the amendment would threaten Social
Security if it were treated as part of the budget. Crucial votes would
appear if Social Security were exempted. Since the surplus from the
payroll taxes assigned to Social Security covered spending in other
areas, taking Social Security out of the unified budget would require
large tax increases or program cuts, the prospect of which would
reduce support for the amendment. The amendment picked up 14
Democrats while losing the vote of Republican Mark Hatfield,
thereby ending up one vote short of success. Half the Democrats
who voted for it were up for reelection in 1996. Six other Democrats
who had voted for the amendment in 1994 voted against it in 1995;
none of the six was facing election in 1996."* Other reforms were
enacted and thereafter failed.

As far back as 1978, Reagan had proposed giving the president
the power to veto specific spending in an appropriations bill—the
line-item veto—to cut spending. The 104th Congress did not propose
a line-item veto amendment to the Constitution. Instead, it would
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allow the president to offer rescissions that would take effect unless
Congress blocked them by a supermajority vote. This change
attracted a majority in the House but did not emerge from conference
until a year later. In the end, the line-item veto passed with strong
Republican and modest Democratic support.'® President Clinton
used the veto rarely to little effect on spending. The Supreme Court
eventually declared the line-item veto unconstitutional.'

Of all the reforms in the Contract with America, the vote on
limiting congressional terms seemed least likely to attain a majority.
Most of the new House majority had made politics their livelihood
and hoped to do so into the future. The older members were unlikely
to accept constraints on their tenure or to admit, as term limits
advocates argued, that long stays in office corrupted incumbents
and fostered the growth of big government. With the 1994 election
over, even GOP leaders like Richard Armey seemed to be having
second thoughts on term limits: “Now, with Republicans in Con-
gress, I don't feel as much a need for it, but I'll vote for it.”'*

The outlook for limiting congressional terms worsened early in
1995 when a bare majority of the Supreme Court held that the states
could not change the qualifications (including limiting terms) for
serving in Congress. Supporters could only limit terms by amending
the Constitution. Two months before the Court’s decision, a pro-
posed constitutional amendment had failed in the House for lack
of the necessary two-thirds majority." In the end, a constitutional
amendment to permit term limits fell 63 votes short of the needed
votes in the House. The outcome reflected both Democratic unity
in opposition and divisions within the GOP majority, primarily
between older and more junior members."” Later efforts to enact an
amendment did worse."®

The new majority held to its pledge to hold votes on all parts of
the Contract with America. They also quickly enacted institutional
changes that lay within their power. These included eliminating
standing committees, cutting congressional staff, disclosing commit-
tee votes by members, rotation of committee chairs, limiting the
term of the Speaker, and other reforms."* These changes in the rules
governing Congress made the legislature more transparent and more
centralized. They also made it easier for the leadership to control
the House, which might make reductions in government more likely
if the leadership sought them.
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Why did the GOP effort at institutional change fail so badly? The
faith in the line-item veto was misplaced. The difficulties with the
other two constitutional amendments were not surprising. The 1994
election results suggested the possibility of radical changes in Ameri-
can institutions and policies. Those institutions, however, were
designed to stop radical changes of any sort, in part by requiring a
broader consensus than a simple majority. The new majority was
hardly united on all matters. The newly elected members sought
power in part to save the nation by enacting significant changes.
Older and more moderate House Republicans wanted power for
the same reasons most Democrats did: they wished to rule. They
did not necessarily want to change the world they had adapted to
and mastered. 1994 did empower a majority in the House on some
issues. It did not produce enough votes, however, in favor of signifi-
cant institutional changes that might have had the most radical and
lasting changes. Did the 1994 group change policy, if not institutions?

Gingrich’s desire for change faced another obstacle created by the
Constitution: the president and his veto. At first, Bill Clinton did
not seem to matter much. Gingrich, along with many other people,
assumed Clinton would not block the GOP agenda for fear of cross-
ing the new majority and thereby ensuring the defeat of his bid for
reelection in 1996." Had Clinton persisted in his hubris of 1993,
these expectations about his irrelevance would have proved correct.
Clinton would prove, however, he could adapt to the new majority
in ways that would frustrate their desire to limit the federal
government.

From the start, Gingrich decided that the Contract with America
would stay clear of Social Security. He opened the 104th Congress
by saying, “I think Social Security ought to be off limits, at least for
the first four to six years of this process, because I think it will just
destroy us if we try to bring it into the game.”’” When the new
Congress met early in 1995, more than half the budget (Social Secu-
rity, defense, and interest on the national debt) could not be cons-
trained.'” Not surprisingly, the GOP platform in 1996 pledged alle-
giance to Social Security.'”

As ever, the political logic of Social Security worked against funda-
mental reforms. As noted earlier, the program had experienced both
short- and long-term problems in the 1980s. Its reserves had shrunk
to just six months in 1986. By the 1990s, however, its reserves had
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rebounded smartly. No immediate crisis existed, although the pro-
gram’s long-term prospects remained problematic. Yet in 1995, as
in 1935, the future had little leverage on the present. More Social
Security revenue meant more money to spend on constituents; both
Democrats and Republicans responded to the short-term incentive,
and new spending on disabilities and pensions rose in 1994 and
1996. By 1998, one-tenth of the reserves had been diverted to other
related spending.'*

Social Security also affected other efforts to constrain spending.
Democrats, as mentioned, argued that the balanced budget constitu-
tional amendment would require cuts in Social Security; they hoped
to use popular support for the latter to contravene popular support
for the former. The tactic worked, as the amendment came up one
vote short in the Senate, in part because no way could be found to
remove Social Security from deficit calculations.'

It is true that members of Congress lacked courage on this issue,
but they had reason to fear the electorate. In late 1994, at the high
point of public skepticism about big government, a CBS News/New
York Times poll found that while 81 percent of Americans supported
the balanced budget amendment, 30 percent or fewer remained in
favor when told the amendment might require cuts in Social Security,
Medicare, and education.'®

The politics of Social Security appeared on a predictable path in
1997. In the short term, members would obey powerful political
incentives and do nothing, save claim someone else was threatening
Social Security. Meanwhile, the system’s funding problems would
slowly come forward in time until some Congress at some point
would have no choice but to deal with Social Security. But a future
crisis had little to do with current politics and elections.

Then in 1998, the politics seemed to change at the behest of Bill
Clinton. The president held a series of town meetings to build public
awareness of the funding problem and support for policy changes.
He also proposed “saving Social Security first,” a skillful political
gambit. His 1999 State of the Union address proposed that the gov-
ernment invest part of the Social Security surplus in the private
capital markets.””

Clinton had another surplus in mind, the newly appearing surplus
in the federal budget. He was concerned that the surplus might lead
to tax cuts. After all, if the government had more than enough money
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to cover its expenses, voters might wonder why the surplus was
not returned to taxpayers. Clinton preferred that the government
spend this money rather than give it back to voters.

He had learned an important lesson from the balanced budget
amendment debate: you need a popular program to beat a popular
idea. Hence, Clinton proposed “saving Social Security first.” Sixty
percent of anticipated federal budget surpluses over the next 15
years would be set aside to “save Social Security.”’® Money set aside
in this way, of course, could not fund tax reductions. (It did not
matter, of course, that taxes collected for Social Security had never
been set aside but rather used for new spending.)’® Clinton was
betting that forced to a choice, taxpayers would favor Social Security
over tax cuts.

On the other hand, Clinton had given legitimacy to a somewhat
private solution to the long-term funding of Social Security. To be
sure, private markets would remain under government control, but
public pensions in the United States would no longer be solely a
preserve of the federal government.” Clinton had given only a little
ground, and his plan was essentially a bait and switch that appeared
to be a significant reform while continuing on the path to fiscal
crisis. For all that, Clinton had signaled a willingness to admit the
legitimacy of private saving and private pensions.

House Ways and Means Committee Chair Bill Archer (R-TX) and
Social Security Subcommittee Chair E. Clay Shaw (R-FL) responded
to Clinton’s overture by proposing that individuals be allowed to
invest, through a refundable tax credit, a part of their payroll taxes
in private capital markets. The plan was not as radical as it might
appear; it remained a public-private scheme since individuals would
only be allowed to choose from a government-approved list of
investment possibilities, and individuals would not actually own
the earnings from the accounts. Moreover, the Archer-Shaw plan
stipulated that no one would receive a lower pension benefit under
the proposed system than they would have gotten under current
law, thereby creating a moral hazard problem of the first order.”!
Shortcomings notwithstanding, Archer and Shaw, like Clinton,
seemed to be feeling their way toward a significant departure from
the old politics of Social Security.

In 1999, the new House Republican leadership was wary of reform
through private accounts. As early as April 1999, the leadership
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warned Archer and Shaw against moving forward with their private
accounts proposal. The leaders were looking at polls that showed
that recipients were skeptical of private accounts. The GOP itself
was divided over the proposal. On the Senate side, leaders like Trent
Lott (R-MS) recalled the difficulties of trying to deal with Social
Security early in the Reagan administration and worried about a
political calamity. GOP leaders in both the House and the Senate
wanted at least some Democratic support for the plans, support that
was not forthcoming.

Instead of a broad rewrite of the program, Republican leaders
concentrated on ensuring that Congress did not use the Social Security
surplus to pay for upcoming spending bills through a so-called lock-
box. The lockbox was more public relations than anything else. It put
Republicans on the side of “saving” Social Security while putting
pressure on the rest of domestic spending. But the lockbox would
require deep cuts in domestic spending that members, Republicans
included, would only enact if they had no choice. But they had a choice:
they did not have to do anything about Social Security because the
fiscal train had not yet wrecked. Clinton eventually abandoned his
direct investment proposal. By that time, however, the window of oppor-
tunity had closed for the time being for changes in Social Security."

Could the GOP have done better in 1999? The Clinton proposal
sounded better than it was. While Clinton mentioned private mar-
kets, the proposal itself sought to preclude tax cuts and to increase
Social Security benefits. The investment of Social Security taxes
would also be politically driven, thereby enhancing rather than
reducing the ambit of government, politicians, and majorities. Had
the Republican leadership been bolder, they might have risked all
on the private accounts. But they feared that private accounts might
become a rhetorical killing zone for Republicans during the upcom-
ing presidential election. History supported their fears. On the
whole, Archer and Shaw, with Clinton’s help, did accomplish some-
thing: the idea of a private solution of some sort became more
acceptable than it had been before 1998.

The struggle over Medicare continued after the government shut-
down saga. The Republicans proposed smaller cuts, while Clinton
held fast to less constraint on the program. The trustees of Medicare
reported that the program would go broke in five years. Everyone
blamed everyone else as the presidential election wore on.'*
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The budget agreement of 1997 did better on costs, at least for a
while. Congress and the administration believed they had reduced
Medicare spending by $112 billion over five years. About one-fifth
of the savings was expected from expanding managed care in Medi-
care and introducing medical savings accounts. Another one-third
would come from reducing hospital costs by reducing various pay-
ments to these institutions. A final large portion of the restraint
would come from “reducing payments for doctors, durable medical
equipment, laboratory services, and ambulatory surgical services;
and by changing reimbursement methods for outpatient services
and therapists.”™

Congress had not addressed the program’s funding problems. It
did appoint a commission to study the problem, a common way of
kicking various cans down the road.” Solving the next crisis of
Medicare funding would be someone else’s electoral headache. The
105th Congress could claim credit for staving off the immediate
collapse of the system. By historical standards, that was indeed an
achievement, but that judgment reflects more than anything else
the low expectation of congressional performance fostered by the
electoral logic of entitlement programs.

The spending restraint lasted two years. In 1999, Congress gave
back $16 billion of the earlier reductions over five years. In 2000,
both parties in Congress became even more forthcoming. The federal
budget had gone into surplus. Meanwhile, the managed care plans
set up in the 1997 law had started dropping out of Medicare because
the payments were said to be too low and the administrative burdens
too costly. Government experts predicted that in early in 2001 an
additional 115 plans would drop Medicare, thereby forcing 934,000
recipients to find other plans. 2000 was, of course, an election year,
and members of Congress did not wish to irritate anyone, least of
all the elderly. The Republicans and Clinton squabbled over how
much of the added spending would go to managed care organiza-
tions. In the end, more than $35 billion was added to Medicare.'®

The GOP story about Medicare from 1995 to 2000 can be summa-
rized briefly. Republicans demanded spending restraint in the range
of $270 billion over seven years. After being outmaneuvered by
Clinton, they eventually settled for $112 billion in reductions over
five years in 1997. By the end of 2000, 46 percent of the 1997 reduc-
tions had been given back through increased spending on Medicare.
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Why did this happen? Budgetary pressures had abated by 2000.
Members felt they had money to spend without causing larger defi-
cits. Medicare beneficiaries, as well as providers, wanted public
money for medical care. Republicans could refuse to support this
desire for new spending, but Democratic challengers for Congress
would be more than happy to promise new money for a program
their party had created. Absent a sense of budget constraint, the
GOP sought to control the budgetary and electoral damage that
might be done by Medicare. This part of the revolution had been,
in sum, betrayed by the people. What of government medical care
for the poor? Surely it faced severe costs.

Medicaid is a federal-state program to pay for health care for the
poor; it also pays for half the nursing home costs of the elderly and
the disabled. The program had grown from less than $1 billion in
1966 to over $144 billion by 1995. By 2000, such spending would
top $200 billion. From 1966 to 2000, spending on each recipient had
risen from less than $200 to more than $6,000. Medicaid spent about
$4 per U.S. resident in 1966 and would spend nearly $750 per resident
in 2000."” During the 1990s, Medicaid spending grew at an average
annual rate of just under 11 percent.® The history of Medicaid
confirmed Lyndon Johnson’s faith that programs would grow over
time, even if elected officials wished to limit them.

The 1994 class waded into the Medicaid morass. In 1995, the new
Congress proposed a “Medigrant” program that would have ended
the Medicaid entitlement and put a ceiling on the federal share of
such spending. The plan was expected to reduce Medicaid spending
by $163 billion over seven years. Clinton vetoed Medigrant. It also
had perverse effects on spending. The states knew that if Medigrant
became law, 1995 would be the baseline for calculating caps on
future spending; hence, the states increased Medicaid spending in
1995 to increase future aid.

The 1997 budget agreement gave the states the option of establish-
ing managed care programs for Medicaid recipients without seeking
waivers from the federal government. The move was expected to
cut costs. Congress also reduced payments to states with hospitals
that provided health care to the poor or uninsured. By 2000, half of
all Medicaid recipients were in such programs.

The agreement also created a new entitlement, the State Children’s
Health Insurance Program, which allocated nearly $40 billion in new
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spending over the next decade to fund health care for approximately
3.4 million children who did not qualify for Medicaid." The agree-
ment was expected to constrain Medicaid spending by $7 billion, in
part because SCHIP spending was funded by an increase in the
federal cigarette tax, which would reduce smoking and thereby
health care costs for the program.'*

Why did SCHIP pass the Congress? The struggle over SCHIP
became defined as a fight for children and against tobacco. The
program began life in the Senate with bipartisan sponsors, Ted Ken-
nedy (D-MA) and Orrin Hatch (R-UT). Hatch said that “he was
offering the legislation to prove that the Republican Party ‘does not
hate children,” and he added that ‘as a nation, as a society, we have
a moral responsibility’ to provide coverage for the most vulnerable
children.”**! Here, the Republican wound was self-inflicted. Accord-
ing to Hatch, if Republican members refused to enact SCHIP, they
hated children. Hatch was hardly to blame for this childish account
of the issue. Democrats had worked hard for some time to redefine
redistribution as a benefit to children who, after all, bore no responsi-
bility for their conduct or for the conduct of their parents. The
Democrats’ wish to redistribute wealth or fund services for the poor
could thus avoid the opprobrium usually associated with welfare
spending.

Tobacco provided a convenient villain. Ted Kennedy and his fel-
low Massachusetts senator, John Kerry, had introduced a bill in late
1996 that proposed paying for health insurance for children through
a tobacco tax, a levy already in place in their state. Kennedy then
sought out Republican senators who in the past had voted against
tobacco interests and were open to supporting children’s insurance.
Hatch’s Mormonism led him to favor both restrictions on tobacco
and insurance for children. His conservative reputation also helped
the cause.'”? The sponsors eventually found seven other Republican
senators to support their proposals. With all 43 Democrats voting
yes, the new GOP votes would seal a majority for the bill, at least
in theory.'#

With the tax in place, opponents arguing against raising taxes
could be portrayed as favoring big tobacco over little children. More-
over, advocates of the new spending argued that the tax would
prevent some teens from starting to smoke. Kennedy and Hatch
then put together a coalition of 150 interest groups to push the
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legislation. They immediately sponsored a newspaper advertise-
ment that posed the rhetorical question: “Senators, who do you stand
with: Joe Camel or Joey?” The ad included pictures of the Camel
cigarette character and of an innocent child in a cowboy hat.'* As
Kennedy said during the struggle: “Remember Harry and Louise, the
ad characters that had helped defeat Clinton’s health care proposal in
1993? Well, now it’s Joe Camel and Joey.”"* Hatch also tried to
redefine cigarette taxes as a “user fee,” paid only by smokers, who
made up one-fourth of the population.'

The opponents of the bill did not recover from this initial definition
of the issue. In the Senate, some argued that raising the tobacco tax
would reduce smoking and thus reduce state revenues. So what?
Hatch retorted. Do we really want to kill people to keep money
flowing to the states? House Republicans were in a much more
difficult spot: by the time the Senate tax bill had arrived in the
House, polls showed that 60 to 70 percent of Americans supported
higher tobacco taxes, a burden that would fall on 25 percent of the
population.’” Republicans were reduced to agreeing to the tax while
arguing that it should not go to spending on children. The program
was signed into law with $24 billion in new spending and a 15-cent
tobacco tax increase.'*

Several factors contributed to the political success of SCHIP. As
with increased Medicare spending, the emerging federal surplus
opened up the Treasury. The Republicans were divided, particularly
between the House and the Senate; senators were more favorable
to new spending on this issue. Ted Kennedy was much more skillful
than any of his Republican opponents. He created in part the division
in the Republican ranks by recruiting Hatch and other GOP senators.
Together with Hatch, he defined the issue so senators (and to some
extent, all members) were forced to choose between sick children
and companies selling a product that caused cancer. Kennedy also
moved public opinion toward tobacco taxes, widely considered a
just punishment to purveyors of tobacco. That move was crucial.
American taxpayers could afford to be sentimental about sick chil-
dren if they believe someone else would be required to pay for their
health care. Kennedy was offering much of the nation a free lunch.
Republicans could not outbid him.

Welfare was one policy area where there was significant reform.
From the New Deal onward, the federal government redistributed
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wealth to the poor through Social Security, food stamps, Medicaid,
housing programs, and job training. One program—Aid to Families
with Dependent Children—was commonly called “welfare.” As its
name suggests, AFDC sought to redistribute wealth to assist depen-
dent children, understood as children “deprived of parental support
or care because their father or mother was absent from the home,
incapacitated, deceased, or unemployed.”* Grants were given to
the states to support the program.

Congress created AFDC as part of the Social Security Act of 1935,
but welfare did not enjoy the long-term political success of its sib-
lings. AFDC posed a moral problem for Progressives. Where Social
Security might be thought of as just compensation for a lifetime of
work, welfare was an alternative to work, a way to avoid personal
responsibility for obligations voluntarily undertaken. AFDC deeply
contravened American norms. It was, however, an entitlement and
thus available to all who met specific criteria set by law. The program
continued to impose burdens on taxpayers while gradually losing
legitimacy with voters.

Democrats tried to connect AFDC to work. Jimmy Carter tried to
distinguish those who deserved taxpayer support from those who
did not. When running for president, Carter promised “a complete
overhaul of our welfare system” and proposed a system that would
separate the employable from the unemployable poor.” Carter’s
comprehensive effort failed, and a more incremental proposal failed
in the Senate late in his administration."’

Reagan’s 1982 budget cut benefits for welfare and emphasized
work in exchange for benefits, along with allowing the states to
experiment with training and other programs designed to promote
self-sufficiency. Reagan followed Carter in exempting caregivers for
small children from the work requirements; as a result, only about
800,000 of the 10 million people on AFDC rolls would have to work
or face a cutoff in aid.” Like some parts of federal spending, AFDC
had been constrained, but it remained in place. Here again, Reagan’s
radicalism was more in the eyes of his enemies than in reality.

Reagan returned to welfare reform in his 1986 State of the Union
address. The renewed struggle began on the same (and only) com-
mon ground that had existed since 1967: parental support orders
should be enforced. Beyond that, liberals wanted more and more
uniform benefits while conservatives wanted working recipients,
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lower costs, and more experimentation from the states. In the end,
conservatives won on work (one parent in two-parent welfare fami-
lies had to work at least 16 hours per week) and lost on the overall
cost of the bill. Liberals did not like the work requirement but gave
in since the law gave recipients more money, medical benefits, and
job training.'® The 1988 law was praised as an example of governance
and bipartisan compromise.

It did not take welfare off the public agenda. In the 1992 campaign,
Bill Clinton signaled his moderation by promising to “end welfare as
we know it.” Reforming welfare, however, was not a priority for
the new administration. His first proposal harkened back to Carter.
Recipients would be required to find work within two years of accept-
ing welfare. Those who could not find work would receive a job
subsidized by the federal government. The federal government would
also subsidize job training and childcare for welfare recipients.

Clinton served up the proposals with new rhetoric. Only a few
years earlier, Democrats had called work requirements “slavefare”;
many still did in 1994. Clinton said in contrast: “We propose to offer
people on welfare a simple contract. We will help you get the skills
you need, but after two years, anyone who can go to work must go
to work—in the private sector if possible, in a subsidized job if
necessary. But work is preferable to welfare. And it must be
enforced.”” The language of work might enable Clinton to get new
education and welfare spending by the public.

The competing Republican proposal departed from past initia-
tives, even in the Reagan era, by focusing on illegitimacy and on
limiting welfare spending. The Personal Responsibility Act sought
to overhaul “the American welfare system to reduce government
dependency, attack illegitimacy, require welfare recipients to enter
work programs and cap total welfare spending.” It also gave states
much more control over benefits and work programs, especially
with regard to AFDC." The Contract with America also identified
AFDC as a failed program that had exacerbated social pathologies.
It advocated denying welfare to noncitizens as a way to save $22
billion over five years. Most taxpayers in 1995, it might be said,
would be surprised to learn that noncitizens received billions of
dollars in welfare from the federal government.

Clinton vetoed the first welfare reform to pass Congress.”® He
had stopped reform temporarily, in part because the struggle over

193



THE STRUGGLE TO L1MIT GOVERNMENT

the government shutdown obscured the welfare issue. But he was
playing a dangerous game in a year he would face the electorate.
Taking the side of welfare recipients could cost any president votes
if not reelection. Clinton was more vulnerable. He had promised to
end welfare and then blocked all attempts to end it.

As the election drew near, both Clinton and many Democrats
abandoned opposition to welfare reform. Clinton’s decision to sign
the bill brought grief from some Democrats. Some Senate Democrats,
led by Daniel Patrick Moynihan of New York, opposed any end to
a federal entitlement to welfare. Other Democrats in both chambers
of Congress resisted restraint on spending on food stamps and on
welfare for noncitizens. The prominent leftist Marian Wright Edel-
man said the president’s decision to sign the reform “makes a mock-
ery of his pledge not to hurt children. It will leave a moral blot on
his presidency and on our nation.” The Urban Institute, the research
organization created by the Johnson administration, came to the
defense of this New Deal entitlement by estimating that the reform
would throw nearly 2.6 million people, including 1.1 million chil-
dren, into poverty.

Democrats in Congress had given up on the entitlement to welfare.
Other Democratic senators were willing to take a chance on reform,
not least because the current program had turned into a perennial
electoral liability for the party. Newt Gingrich provided an accurate
assessment of the outcome. Clinton had decided to affirm welfare
reform “because he can’t avoid it and get re-elected.”™ No politician
could be elected by promising to cut the pension payments provided
by the Social Security Act of 1935; 60 years later, few politicians could
be reelected by promising to defend payments to AFDC clients. The
result of the welfare reform vote and its emphasis on work suggested
that American political culture was healthier than one might think."®

Can we determine the effects of welfare reform? The number of
families receiving welfare declined by more than 50 percent from
1994 to 2004; enrollment comprised 2.2 million families in 2004 com-
pared to a zenith of 5.08 million in March 1994. In 2002, the Council
of Economic Advisers concluded that time limits alone brought
about more than 10 percent of this decline from 1993 to 1999. Other
economic research suggested that roughly half the decline in the
caseload during the 1990s came from fewer new recipients entering
the programs.'”
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This decline in the number of recipients did not mean the federal
government (or governments more generally) no longer redistrib-
uted money to the poor. In the 2002 fiscal year, experts estimated
that federal funding for the poor amounted to over $44 billion; total
spending on services and case benefits for the poor reached almost
$170 billion. Of this, just over $13 billion in state and federal money
was spent through the Temporary Assistance for Needy Families
program, which replaced AFDC.'" The largest redistribution comes
from the Earned Income Tax Credit, which is offered to those who
earn relatively low wages. In 2004, 22.3 million tax filers received
$40.6 billion through this mechanism. Poor families with one child
garnered on average a credit of $1,728, and families with two or
more children received $2,669."' In some cases, benefits rose sharply
from 1994 to 2000: the maximum Earned Income Tax Credit for
families with two or more children, for example, rose by more than
50 percent during that period.'®

As the number of AFDC/Temporary Assistance for Needy Fami-
lies recipients fell, work increased. The participation rate of single
mothers grew from 44 to 66 percent between 1994 and 2001, a greater
increase than any other group of women experienced over this
period. By 2004, their labor force participation had fallen to 61 per-
cent, which was still well above where it had been in the early 1990s.
Their incomes grew also, and increases in their earnings were larger
than the decline in welfare benefits. Poverty rates among single-
mother households dropped to record low levels by the end of the
1990s and remained well below earlier levels in 2004. Poverty among
households headed by single mothers fell to historically low levels
by the late 1990s. Some experts continued to be concerned about
poverty among working mothers, while others argued that the
effects of welfare reform on their children were largely unknown.'®®
The experts who had predicted a catastrophe after the 1996 reform
turned out to be wrong.

Welfare reform did not get government out of the business of
controlling the conduct of the poor or of spending money on their
welfare. The reforms built on a conservative cultural foundation
were accepted by everyone, including Bill Clinton.** As Clinton put
it, the poor had a legitimate expectation of public support, and
taxpayers could legitimately expect the poor would improve their
lives through work.'® Instead, the states would require the poor to
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work and would give them benefits to make them productive enough
to support themselves and their children.

Did welfare reform cut back the powers of the federal government?
Recipients left (or did not enter) the welfare rolls rapidly after 1996.
The welfare rolls were smaller; fewer people became dependent on
AFDC. The federal government, as we have seen, continued to spend
a great deal of money (including direct redistribution) on the poor.
The reform also assumed that the federal government should rein-
force widely held norms through policy choices. Welfare reform was
not a policy of ending welfare and letting people live with the
consequences of their choices. Instead, it ended welfare to affirm
the superiority of a way of life defined by work and personal respon-
sibility. Welfare reform worked against corruption and for the vir-
tues that undergirded limited government, not to mention prosper-
ity. Welfare for the relatively well-off, however, remained.

In April 2008, Congress passed a new farm subsidy law providing
over $5 billion in direct payments annually, mostly to a small number
of wealthy farmers. Tom Harkin, a Democratic senator from the
largely rural state of Iowa, said of the bill: “It doesn’t make sense,
but farmers continue to get it. . . . People love free money.”'* Farm
subsidies are common internationally, although they complicate lib-
eralizing international trade and thereby reduce human welfare.
Domestically, such programs “typically transfer income from con-
sumers and taxpayers to farm operators, especially to owners of
farmland and other resources used in farm production.” Those who
pay this welfare—consumers and taxpayers—are a large group and
thus incur small per capita costs. Recipients of farm subsidies are
politically mobilized and active, while those who pay for this redis-
tribution remain inattentive of their losses and thus politically
inert.!” In light of this iron law of misrule, it is amazing that the
1994 Republicans not only attempted to eliminate but also succeeded
in eliminating farm subsidies—for a time.

An earlier chapter discussed the origins of farm subsidies and
regulation in the New Deal. Since 1973, the federal government
offered “deficiency payments” to farmers that equaled the difference
between a “target price” and the national average market price for
a commodity. Congress set target prices well above market prices.
This subsidy led to higher production of food, which in turn
depressed prices. The secretary of agriculture was required in some
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situations to limit the acreage farmed. Some of the costs of the
intervention thus fell on consumers. The government also offered
marketing loans tied to a target price in local areas. The deficiency
payments alone cost $30 billion from 1991 to 1995.'®

In 1996, Congress tried to liberalize agriculture by enacting the
Federal Agriculture Improvement and Reform Act. It replaced defi-
ciency payments with “market transition payments,” which were
phased in over six years. These latter subsidies were neutral toward
production and thus reduced the incentive to keep land idle. The
Agriculture Department also lost the power to limit the acreage
farmed.

Why did the new majority undertake such a difficult task as
reducing farm subsidies? The budget was tight, and deficits seemed
to matter to the public. The majority had committed to markets
replacing government. Recipients of farm subsidies had a weak case,
their persistence notwithstanding. The reformers also had some luck.
Farmers were doing well in 1996. The payments planned by the act
were larger than the deficiency payments they would have received
under the old policies. In exchange for this windfall, farm interests
would accept the longer-term savings and efficiencies of liberalizing
agriculture.'”

Richard Lugar (R-IN), the chair of the Senate Agriculture Commit-
tee, concluded: “From now on, the federal government will stop
trying to control how much food, feed and fiber our nation produces.
Farmers will be producing for the market, rather than being
restricted by federal government supply controls, for the first time
since the Great Depression.”"”” The ambit of the federal government
appeared to have been restricted, the “free money” notwithstanding.
It was an astonishing moment in American political history, but a
wholly misleading one. The law overlooked what economists call
the “time consistency” problem."”"

The new law was costly. It authorized about $56 billion over seven
years for farm and forestry programs, with additional money for
nutrition programs. The Congressional Budget Office reported that
the law would save $2.1 billion compared with previous farm pro-
grams. Farmers were supposed to receive an estimated $5 billion in
additional payments in 1996 and 1997, when market prices were
expected to be high, and lower payments later in the decade, even
if market prices dropped. Some Democrats promised to revisit the
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issue and repeal the bill if they controlled Congress: “The minute
that those of us who think this is a bad farm bill have enough
strength in Congress, we will move quickly. We will have another
day.”"” The law ended, or seemed to end, six decades of government
intervention in the production and pricing of wheat, soybeans, rice,
and corn. Dairy, sugar, and peanuts escaped radical reforms. Most
Republicans supported the changes; some Democrats, though not
most, voted for the law.!”

It was remarkable enough that Congress had taken farmers off
the federal dole. Could government resist the demand for new sub-
sidies if the agricultural economy went bad? In 1998, foreign demand
for American food fell, and prices followed. Farmers still had their
loan program, which the Agriculture Improvement and Reform Act
had not touched. Lobbyists for farmers demanded direct assistance
to meet the “crisis” of falling prices. President Clinton and Congress
complied, offering $25 billion in “emergency” payments along with
enhanced (and ironically named) “market transition payments.”
“Emergency” was more than an adjective; it exempted the payoffs
from budget rules. Between the new subsidies and the windfall from
transition payments, farm aid actually increased after 1996."”*

The Agriculture Improvement and Reform Act was the greatest
threat to farm subsidies since the New Deal. In 1996, farm prices
were high, public budgets were tight, and politics tended toward
free markets. The recipients of farm subsidies overcame these cir-
cumstances by promising to “stop drinking” at a future date if Con-
gress would keep the bar open with more booze for the time being.
In 1998, when the time came to stop drinking, the world had changed,
and Congress could not make good on its 1996 intentions. Farm
prices were low, and farmers were struggling. The federal budget
had turned toward surplus, which allowed Congress to avoid tough
choices. The highly mobilized farmers beat the uninformed con-
sumer."” Worse was still to come.

The 1994 majority promised to impose cost-benefit analysis on
federal regulations and, more generally, to reign in regulation “to
create additional jobs, enhance wages and recognize private property
rights.”"¢ Tt tried to force federal agencies to assess the risks that
new regulations ought to address and laid out a specific process for
analyzing the costs and benefits of such rules. The House Republi-
cans also proposed protecting private property rights by enforcing
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the Fifth Amendment, which required “just compensation” to land-
owners when government regulations reduced the value of their
property. The House quickly passed a bill to make good on these
promises.'”

The reform effort, however, faced opposition in the Senate from
Rhode Island’s John H. Chafee, who chaired the Environment and
Public Works Committee, and at the White House."”® Ultimately, the
Senate passed a regulatory bill with numerous amendments limiting
the reforms of environmental regulations.”

Other unpleasant surprises awaited reformers. In July, the House
removed parts of an appropriations bill that would have prohibited
the Environmental Protection Agency from implementing some
aspects of existing laws.

By the end of 1995, a Congressional Quarterly reporter would write,
“After a year in office, the GOP has virtually nothing to show for
its ambitious environmental agenda, which was to have included
rewrites of water, hazardous waste and endangered species laws.”
House Speaker Newt Gingrich (R-GA) conceded that “we mishan-
dled the environment all spring and summer.” The problem, how-
ever, ran deeper than mistakes by the leadership. The Republican
caucus was not unified in opposition to environmental regulations.
Forty moderates from the Midwest and Northeast wished to move
carefully and slowly in reforming the environmental laws; another
70 Republicans from the West or rural districts wanted more reforms,
more quickly. The leaders could not get this fractured group behind
reform bills that would also pass the Senate.”® Hence, the Environ-
mental Protection Agency’s budget avoided significant cuts, the
Endangered Species Act remained largely unchanged, and oil did
not flow from the Alaskan wilderness.'

Republicans, among others, had complained about the slowness
of new drug approvals at the Food and Drug Administration, but
Congress did not eliminate or even reform the FDA. However, the
pressure it put on the agency did lead to improvements in speeding
up approval of some new drugs to head off legislative changes'®
Such changes notwithstanding, the FDA of this period will be
remembered most for declaring tobacco an addictive drug and
approving sweeping new tobacco regulations.'®

Republicans might also claim to have fostered some constraint on
workplace regulations. The top two proposals on the agenda of the
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Occupational Safety and Health Administration were for increasing
penalties by 5 percent and bolstering enforcement. The new majority
proposed cutting back on OHSA’s regulatory ambit, and 1995
brought more talk from the agency of consultation and training.
OSHA officials argued the changes came before the 1994 elections.'®

The 1994 Republicans did restrain the administrative state. A
scholar of the federal bureaucracy remarked in the fall of 1996:
“Congress can take a lot of credit for creating a climate that has
changed the agencies’ most substantive processes. The regulatory
agencies have become much more cautious. Fewer rules have been
generated. There are fewer new regulations. It’s just self-preserva-
tion. Any reasonable bureaucrat now knows there’s trouble down
that road.”™ Yet the change was by its nature temporary. If a Repub-
lican majority was not tightly overseeing federal officials, they might
well return to their old ways of attacking business and expanding
the scope of their authority.

The Great Society had created or expanded many government
agencies. Almost all the Great Society agencies survived the Reagan
presidency, although, as noted earlier, some received less support.
Did the class of 1994 do any better?

Consider housing policy and the Department of Housing and
Urban Development, a Great Society anachronism. The class of 1994
wanted to but did not eliminate HUD. It did stop Clinton’s plans
for more HUD spending, and the new majority’s influence forced
the Clintonites to move right even without a legislative mandate.
Henry Cisneros, the secretary of HUD, started talking about demoli-
tion of public housing, law enforcement, and budget restraint instead
of building more units and preservation.'®

The first HUD budget after the 1994 election reduced the agency’s
funding by 25 percent.’” With HUD, as with much else, the Senate
proved more moderate than the House in seeking reform. It took
three years for both chambers to agree to a housing bill. The bill
that did pass devolved some power over public housing away from
the federal government. It also sought to diversify public housing
by allowing more near-poor in while increasing vouchers. The law
amended but did not repeal the Housing Act of 1937."% The House
Republicans changed federal housing policy. They even reduced
spending and control by Washington over housing. But the pro-
grams once in question survived.
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Federal intervention is energy markets had grown quickly in the
1970s. Clinton promised in his 1992 campaign to increase the budget
for civilian research at the Department of Energy and direct it away
from nuclear weapons research toward “industrial competitiveness,”
the Internet, clean-running automobiles, and alternative energy
sources.

The Republicans fought back. They demanded the elimination of
the department. This wish met two obstacles. First, the Department
of Energy enjoyed significant support in the Senate. Second, the
freshmen had not worked out the details of abolishing the agency;
they had not refined the proposal to the point of identifying where
surviving DOE programs would be moved.'®

Instead of abolishing the agency, the House committee reduced
its spending by 7 percent from the previous year. The Senate balked
at the cut and restored funding. Eventually, a conference between
the two chambers added over half a billion dollars to the House
number. The final number reduced DOE spending by 3.5 percent
compared to the previous year.” Reducing spending by an agency
must count as a success, given the history of increases in most
programs at most times, but cutting just over 3 percent of a budget
is a long way from abolishing an agency.

Having failed to eliminate the agency, they turned to oversight,
holding hearings on DOE’s waste of taxpayer money. House Repub-
licans repeatedly called for the head of DOE, Hazel O’Leary, to
resign. They also used the spending power. A DOE official compared
1993 to 1995: “There was real momentum growing toward new and
different goals. That momentum has completely disappeared for the
sake of the institutional survival of the agency.” In May 1995, O’Leary
announced that she would close over 20 agency offices, reduce
employment by 3,788, or 27 percent, and save $1.7 billion over five
years. Thereafter the savings pledged by the department grew to
$10.5 billion."

The DOE story, however, did not end well. DOE began to spend
more on research on nuclear weapons. This story of a Clinton defeat
becoming a victory for big government was written primarily by
Pete V. Domenici, the chair of the Senate Budget Committee and a
veteran of the Reagan era budget battles. His state, New Mexico, had
two of DOE’s three major nuclear weapons labs. Domenici wished to
increase DOE’s spending for 1997 by a quarter of a billion dollars
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more than Clinton’s request.””> The struggle over DOE eventually
reflected a Republican priority. That priority, however, was not
spending less. The voters of New Mexico and their relative prosper-
ity mattered more than ideals like liberty and limited government.

Lyndon Johnson proved to be prescient regarding public televi-
sion. The Corporation for Public Broadcasting, the government insti-
tution responsible for public television, had begun with little fund-
ing. By 1995, public television had become a $2 billion undertaking.'?
The 1994 class had hoped to eliminate public broadcasting. It sur-
vived, but not without difficulties.

In the final budget battle, 133 House Republicans voted on the
floor to completely cut off funding for CPB."” The House ultimately
passed an appropriations bill that cut CPB funding by 24 percent,
a large cut by Washington standards but far from 100 percent, the
promise made at the start of 1995 by the GOP leadership.”” The
Senate ended up passing an appropriations bill that included $20
million more for CPB, a 17 percent cut over current spending. The
final budget rescinded $55 billion in planned spending by CPB over
several years.'” The struggle had achieved something, but it had
also taken its toll.

Why did public television survive? Its supporters used a version
of the Washington Monument strategy. If someone proposes cutting
government spending, federal officials respond by proposing to
close the Washington Monument to tourists to save money. When
threatened with cutbacks, government employees and their support-
ers offer to eliminate their most popular programs, not their least
defensible. The public (or some of the public) then rally to the cause
of the popular program, and both the popular program and the
wasteful effort survive the budget knife.

The supporters of public television raised the possibility of elimi-
nating Sesame Street, a popular program for children.”” The Republi-
cans were thus cast as villains who wished to harm children and
not accidentally deny their parents some free time. Just as the later
SCHIP struggle had pitted tobacco companies against children, the
Republicans found themselves squaring off against Big Bird.

By March 1996, the House GOP had decided to reform rather than
eliminate public broadcasting. But again, the Senate precluded even
this modest reform of CPB, largely because Sen. Larry Pressler, a
Republican from South Dakota, faced a tough reelection battle. The
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previous year, Pressler had been attacked for supporting reforms of
public television. His vote was crucial to the reform effort in commit-
tee. The effort to eventually remove public funding from CPB came
up short in committee.'

Congress settled on an annual appropriation of $250 million for
CPB. It had been cut for two straight years compared to its budget
baseline and its starting point of $315 million in 1995."” But CPB
had not been eliminated or even cut severely. Like Amtrak, the
public train service that Reagan promised to end, CPB had built up
enough support among officials and some of the public to survive
in 1995.

To be sure, if CPB had been eliminated, some taxpayer at some
future point would have had slightly lower taxes to pay (or perhaps
we could say a current taxpayer would have less debt to be concerned
about and less motivation to save to meet future public obligations).
But that small sum now or in the future mattered little compared
to the intense losses imposed on a few people by eliminating CPB.
Those who loved Big Bird were a special interest, though not a
particularly effective one, relatively speaking, but one that had more
clout than the generals.

Defense spending dropped during the 1990s. The defense budget
declined by just under 17 percent from the last Reagan budget in
1989 to the last Bush budget for 1993. From 1993 to 1998, spending
on defense again declined by about 13 percent. The administrations
of both George H. W. Bush and Bill Clinton proposed declining
budgets for the 1990s; indeed, the Clinton administration proposals
differed little from the long-term expectations of the Bush presi-
dency. The Republican Congress after 1994 did add some funding
to Clinton requests from 1996 to 2001, but the increases amounted
to perhaps 3 percent of the overall outlays.”® The budget year that
would eventually include September 11, 2001, saw Congress add
1.5 percent to Clinton’s final defense budget request.”

The restraint on defense spending thus cannot be credited to one
party or the other; if anything, the Democrats deserved marginally
more praise for reducing spending. But a larger factor mattered
more than the hopes and machinations of either party: the threat
posed by the Soviet Union had ended, along with the nation itself,
in 1991. Absent that threat, the United States had reason to spend
less on defense. In that light, the $300 billion defense budget of 2001
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might seem an apt exemplar of bureaucratic success in sustaining
spending whatever might happen. Nonetheless, the decline in
defense spending, supported by both parties, remains the most
remarkable sustained reduction in the federal government in the
years after Ronald Reagan became president.

Conclusion

The party that controlled the House of Representatives from 1995
to 1997 tried to continue to fulfill Reagan’s legacy. It truly sought
to turn back the growth of government in many ways. We have
seen that these efforts often fell short. That is not surprising. Many
elected that year had radical hopes for reducing government to the
boundaries set out in the U.S. Constitution. The failure in radical
hopes is an old story, one that Newt Gingrich himself foresaw in
November 1994 when he said of Washington: “This is a city which
is like a sponge. It absorbs waves of change, and it slows them
down, and it softens them, and then one morning they cease to
exist.”® The institutions of the federal government—a moderate
Senate, a skilled president, and established organized groups—
absorbed and slowed the hope to limit government in the 1990s.
After the budget agreement of 1997, this hope to limit political power
would be replaced by new aspirations that seemed to offer better
prospects of winning elections.
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6. The Politics of Moral Renewal

Republicans faced a political crisis that began after the 1996 elec-
tions and extended throughout 1998 and the elections of that year.
In response to that crisis, the Republican leadership began to look
for other foundations for their coalition and eventually new leader-
ship. In 1998, these leaders sought to strengthen their hold on power
by responding at last to the desires of social conservatives. In 1998,
the Republican majority moved to impeach a president for sins that
led to crimes. The gambit did not work. In that same year, the next
Republican presidential candidate would seek a new foundation for
what he hoped would be an emerging GOP majority. In 1997, a
post-Reagan Republican Party came into view, a party that would
rule until 2006.

The Turn

Republicans’ problems began with their leader, Newt Gingrich,
who admitted ethics violations. The sudden admissions of guilt
surprised many House Republicans, who had defended Gingrich
for two years. They had believed, not without reason, that his ethics
investigation was highly partisan and nothing more. But in part,
the probe had also turned out to be correct. The 1994 majority had
promised a cleaner and more responsive House. Many were them-
selves idealistic about the prospects for changing, indeed for saving,
the United States. Gingrich had not turned out to be corrupt; he had
proved to be less than observant of the rules of the House. The
Gingrich result, for all the partisanship, must have dejected more
than a few of the class of 1994.

Gingrich soon developed other problems with his troops, prob-
lems created in part by his pursuit of a budget deal. House Republi-
cans who still believed in the ideals of 1994 became increasingly
frustrated. Gingrich and the other leaders, in this view, were becom-
ing corrupted by their desire for power and by the ways of Washing-
ton. About a dozen sophomores in the 105th (supported by 20 other
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members originally elected in 1994) met regularly to come up with
ways to refuse and resist the new corruption. Most of these rebels
had been among the Speaker’s most stalwart admirers during the
early days of the 104th Congress.! The Republican coalition that
favored limiting government began to fracture.

There were early signs of trouble. In March 1997, 11 House Repub-
licans voted against a rule for consideration of House funding of
committees to protest their moderating leadership. Gingrich then
seemed to be backing off on tax cuts.”? Subsequent debates within
the GOP caucus evinced broader support for the 11. The turning
point for the rebellion came later in the spring. A spring flood in
the upper Midwest goaded the House to send money to midwestern
farmers and flood victims. Instead of allowing a quick passage, the
GOP leadership added provisions to the flood relief bill, one of which
would have set up an “automatic CR” as a budget management tool
for the House. This CR (or continuing resolution) reflected lessons
learned in the earlier struggle with Clinton. It provided for automatic
funding for government agencies at existing levels if budget negotia-
tions hit an impasse and a regular appropriations bill was not enacted
by the start of the next fiscal year. Republican leadership decided
that if government shutdowns were bad for their image, then the
public would like the idea of a guarantee against shutdowns, but
one that might persuade the president to support budgets favorable
to the GOP. The automatic CR tried to weaken the president’s hand
in budget negotiations. It gave House Republicans a worst-case sce-
nario—continuation of current spending—that held the line on
spending increases for parts of the federal bureaucracy. The presi-
dent, in contrast, probably favored such increases. In any case, he
would have reason to agree to any budget slightly better than the
automatic CR. The House Republican leadership also knew that they
would be happier with either an automatic CR or a budget negotiated
under the gun of an automatic CR than they were under the current
system in which the failure of negotiations led to a government
shutdown and an outcome favoring the president.

Bill Clinton also understood the implications of an automatic CR:
it would limit his leverage over budget outcomes compared to the
status quo of a government shutdown as the last resort. Hence,
Clinton would normally veto any bill with an automatic CR. The
Republican leadership thus decided to attach the automatic CR as a
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provision to the flood relief bill. They were hopeful that the president
would not risk public disapproval by vetoing a bill to help disaster
victims. The proposed automatic CR was smart legislative politics.
The 1994 leaders were improving their political skills.

Smart maneuvers required party unity, and the House GOP was
not unified more generally. Members objecting to the moderating
trend of the leaders chose to make a stand. Forty-three Republican
members voted against the procedural rule to guide debate on the
flood relief bill. Several GOP sophomores led this insurrection, and
they were joined by Tom DeLay, the majority whip. Some of the
rebels recalled the Speaker’s recent unwillingness to back their oppo-
sition to a dam project in California. Others complained that the
leadership did not explain their tactics.

With the flood relief bill tied up by internal GOP struggles, the
public relations disaster that Republicans had planned for Clinton
fell on the House majority. The media message was not good: the
House Republicans were willing “to let thousands of people in North
Dakota live in temporary shelters if need be” to attain their political
objectives. One poll found that 55 percent of respondents blamed
Republicans for delaying the disaster aid, compared with only 25
percent who blamed Clinton. In the end, Gingrich once again had
to back down and send the president a flood relief bill without
riders.* More and more, Speaker Gingrich appeared incompetent as
well as too moderate to many GOP members.

Voters had also become a problem. Certainly, many Americans still
doubted the morality or competence of the federal government. Many
voters might say they would like a smaller government; indeed, many
had told survey researchers something like that in the months before
the 1994 election. In 1997, an ambitious Republican politician could
recall, however, that the people had not supported limiting govern-
ment in the government shutdown struggle or in the many minor
fights over programs. In 1997, the public mood had begun to change.
The public no longer wanted less government. One measure of the
public mood shows no consistent trend in the second half of the
1990s. Yet, looked at in two-year averages, we can now see that 1997
marked the beginning of a shift toward more public support for
spending.* Politicians specialize in detecting changes in the public
mood. In 1997, the public had begun to move away from limited
government. With their House leadership in shambles, Republicans

207



STRUGGLE TO LIMIT GOVERNMENT

were not in a good position to lead and sustain support for limiting
the federal government. The only relevant question might have been:
should they resist or follow the incipient changes in the public mood?
Politicians do not sustain a career by opposing what voters want. The
Republican majority began to follow the public.:

Following the budget agreement, the GOP majority lacked interest
in continuing to pursue limiting government. Its members could go
to the electorate in 1998 and say they had balanced the budget, one
major concern of voters in 1994. The budget situation seemed much
less critical. For the first time in more than a generation, the appro-
priate federal agencies began projecting budget surpluses. Members
of both parties were freed from deficits and their progeny, spending
caps. By 1998, the surplus had reached $70 billion, and everyone,
the GOP included, had ideas about how to spend the money. Taxes
might have been cut, but congressional Republicans had been outma-
neuvered by Clinton and his demand to “save Social Security first.”
Congress passed a $217.9 billion transportation bill that increased
spending on highways and mass transit by 40 percent. Actual outlays
violated the spending caps enacted a year earlier in the budget
agreement.® No one cared.

Budget discipline disappeared in other ways. The next year’s bud-
get included a $21 billion supplemental funded by the emerging
surpluses. Congress defined most of this spending as “emergency”
spending to avoid the budget caps.’

Both parties got a piece of the growing federal pie. No one seemed
interested in reducing the size of the pie. Consider the political logic
of this outcome. Republican members—or indeed, a member of
either party—might have refused to vote for programs that would
benefit his or her constituents directly. Two conclusions then follow.
The members of Congress who were willing to vote for more spend-
ing would have more money to spend on their constituents. Second,
challengers might emerge contending that the members who stuck
to the principle of limited government had failed to procure benefits
for their constituents. If elected, the challenger would not fail to
bring home the bacon. In this context, new taxes need not be men-
tioned: there was a surplus to be spent. A member inclined to vote
against more spending would thus decide after due consideration
to vote for more spending to avoid these two unpleasant outcomes.
This grim political logic underlay the outburst of spending in 1998.
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This logic also raised a question. The Republican brand had stood
for constraining spending and cutting taxes. Now spending seemed
the road to a permanent majority for the GOP (or at least, the path
toward maintaining its control of Congress). The Republican brand
needed to change; Republicans needed to become a different party,
more friendly to government and thereby more electorally successful
than they would be if they remained committed to constraining
spending. Ironically enough, it was President Clinton who set the
GOP on the road to its new identity in early 1998.

Impeachment

1998 began with revelations about the president’s sexual affair
with a White House intern. It ended with the House of Representa-
tives voting to impeach the president on two counts, one for perjury
and the other for obstruction of justice.® In between, the GOP did
poorly in the midterm congressional elections and replaced its leader
from the 1994 takeover of Congress. Punishing sin, not containing
power, seemed to have become the primary concern of the GOP.
As we have seen, this turn toward faith had been coming since 1990,
when Christian conservatives began flocking to the GOP. This first
essay at a post-Reagan identity for the GOP did not end well.

The details of President Clinton’s conduct in 1996 need not be
recalled.” He faced allegations that he had perjured himself while
testifying before a grand jury investigating sexual harassment
charges against Clinton. An independent counsel, Kenneth Starr,
was investigating the perjury question and whether Clinton had
also obstructed justice.”” Almost a month after Clinton admitted lying
to the public, Starr reported 11 specific charges that the president had
lied under oath, obstructed justice, and suborned perjury from his
personal secretary. Clinton argued that his conduct was bad but a
private matter. Starr had made the case for lawbreaking and, hence,
a public interest in the case. Congress was faced with the question
of impeachment.

The U.S. Constitution states that the president “shall be removed
from office on impeachment for, and conviction of, treason, bribery,
and other high crimes and misdemeanors.”"! Were Clinton’s actions
“high crimes and misdemeanors”? But that was not the question.
Politics, informed by public opinion, would decide whether Clinton
should be removed from office.
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Polls showed that most of the public held Clinton in low regard
and did not trust him. Other polls showed that his approval ratings
had steadily risen throughout the year.” Two-thirds of the public
were also against impeachment.” Clinton had one great advantage:
for three out of the four quarters of 1998, the economy grew by
more than 5 percent on an annual basis." Strong economic growth
prompts public content with the status quo, including the president.
Clinton’s foibles on the morality front had not precluded prosperity.
In any case, while concern about moral and cultural decline grew
during this period, it never came close to being as important to the
public as the economy or entitlement issues.”

The House GOP, polls notwithstanding, moved ahead with
impeachment. Perhaps the public mood was changing, leading to a
large Republican majority.'* Perhaps voters would punish the presi-
dent’s party for his conduct.” The impeachment effort, however,
appealed to an intense minority. Committed evangelical Christians
had become an ever-larger part of the Republican base. These voters
needed a reason to vote. Most religious people in 1998 approved of
Clinton’s job performance in 1998, thought the Lewinsky matter was
private, judged the president to be immoral, and opposed impeach-
ment. The one exception was “committed evangelical Protestants,”
a majority of whom favored impeachment and linked the Lewinsky
matter to presidential job performance.’® For evangelicals, impeach-
ment rewarded their loyalty after years of being ignored by the
Gopr.”

The significance of the impeachment effort should not be dis-
counted. FDR built the old regime on promises of government provi-
sion of prosperity and security. Ronald Reagan argued that liberty
would be more likely to bring sustained prosperity. Newt Gingrich
had agreed with Reagan in 1994. In 1998, however, he saw govern-
ment as a means to private virtue through public shaming and
punishing a cad. The Republicans were offering a different kind of
politics, one more concerned with morality than with prosperity.
They were groping toward a new regime founded in traditional
virtues, a politics that could not be called libertarian. The moral
drama of impeachment, however, failed utterly as political gambit.

A president’s party usually performs poorly in elections held in
the middle of his second term.” A result even half as good as the
historical average would have created a Republican House majority
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that might persist for a generation or more. History did not repeat
itself.?! Turnout had shifted away from the GOP, and the impeach-
ment gambit had not mobilized even the evangelicals. In a historical
year, the election outcomes suggested continuity. The Democrats
picked up five House seats, and the partisan division of the Senate
remained unchanged. Over 98 percent of congressional incumbents
who ran won reelection.” The president’s party had won House seats
in his second midterm election.

Gingrich resigned as Speaker of the House and leader of the
Republican Party. For all his shortcomings, Newt Gingrich had been
a man of ideas who pursued a politics of ideas, not least of which
was the idea of limiting government. Dennis Hastert (R-IL) became
Speaker with the support of Tom Delay, the man who more than
any other had brought about the impeachment vote in the House.”
Hastert sought to “get things done” by calling on a large network
of personal relations built up in over a decade in Congress. His first
mentor had been Robert Michel, the Republican minority leader
who had been willing to go along with the Democratic majority.
Hastert was a dealmaker; he was unlikely to go to the ramparts to
repel the invasions of Big Government.

DeLay was a partisan whose major concern was finding the votes
to get the GOP agenda through the House. He was tough, effective,
and unsentimental in making the deals that made the majorities that
advanced the Republican agenda. He did not lack a political vision.
He was a conservative who respected markets and wished to limit
government in some ways.* But Delay was also the exemplar of the
new Republican politics of moral renewal. After the 1998 election,
House Republicans might have abandoned the impeachment inquiry
for lack of votes. Congressional Quarterly explained why impeach-
ment went forward:

Activists on the right, the conservative-dominated Judiciary
Committee and DeLay quietly brought the party together. They
painted Clinton’s alleged perjury as not just a political or legal
issue, but part of a pattern of lies and a sign of a moral decline
in society that had to be checked.”

The events of 1998 had handed the Republican revolution over
to a skillful leader—Tom DeLay—dedicated to social conservatism
and limited government, in that order. The impeachment project
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now seems foolish, at least to the politically astute, but those who
pursued Clinton thought morality and society itself depended on
their efforts, political consequences notwithstanding. They saw
themselves practicing a politics of moral renewal. Republicans under
Reagan had sought to overturn the old regime in favor of prosperity
and liberty. The post-Reagan party had taken its first steps toward
a very different political vision.

Compassionate Conservatives

The founder of the post-Reagan Republican Party and the most
radical American leader since Lyndon Johnson began his national
political career by being elected governor of Texas in 1994. As gover-
nor, George W. Bush pursued tax cuts, education reform, and biparti-
sanship while seeking votes from Hispanics. In 1998, Bush won
reelection with almost 70 percent of the vote. His total included
almost half the Hispanic vote and over one-quarter of the African-
American vote.” Bush won big even as the House GOP floundered.
His main adviser, Karl Rove, thought Republican successes on wel-
fare, taxes, and crime had taken the party’s issues off the table.”
Instead, the public was now concerned about education, Social Secu-
rity, and health care, all issues largely associated with the Democrats.
Rove concluded that the GOP had to change, but “we don’t have to
deny our roots. What we've got to do is find a way to make them
relevant to a changing demography, to a changing economy, to a
changing set of political circumstances and break out of a routine
of talking about things that the American people no longer find
relevant.”® The shift in public mood first sensed by the congressional
Republicans in 1997 now informed presidential politics.

Bush had a new philosophy and a new agenda for the new circum-
stances: “compassionate conservatism.”” Conservatism now needed
qualification. The Democrats had long styled themselves as the party
of compassion.¥ Perhaps Bush was both liberal and conservative.
In fact, compassionate conservatism was more than a slogan.’ It
grew out of Marvin Olasky’s books, The Tragedy of American Compas-
sion and Compassionate Conservatism. Candidate Bush provided a
foreword to the latter repudiating both big government and those
who “are content to let markets be our only guide.” The needy in
American deserve “our care” and “compassionate conservatism is a
conservatism that cares about them.” To be sure, Bush favors a
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government that knows its limits; government cannot “put hope in
our hearts or a sense of purpose in our lives.” Those tasks belong
to religious institutions and charities. Government is charged with
helping the American people show their natural compassion for the
needy.” Bush offered a third way between big government and the
market, an alternative that seemed conservative and yet differed
from the limited government conservatism of Reagan. Bush'’s philos-
ophy made room for the state as funder and monitor of civil institu-
tions.® From the moment he appeared on the national stage, Bush
repudiated the older conservatism of individual liberty and limited
government.”* He “wanted to use the resources of government to
build a moral society, encourage government to use the resources
of faith-based groups, and use the bully pulpit of the presidency to
expound God’s teaching on the sanctity of life.”*

Bush'’s religious conservatism would seem to stand in complete
opposition to the ideas and intimations of the old regime. Contempo-
rary liberals are resolutely secular. When Lyndon Johnson declared
war on poverty, he hoped the poor would become materially better
off and vaguely more spiritual, perhaps by communing with the
beauty of nature. He did not worry at all about their souls or their
character. Yet the crusading zeal of the contemporary liberal often
differs little in fervor from that of those eager to spread the message
of religious salvation. This perception should not be surprising.
Historians recall that progressivism included the Social Gospel
movement, which urged Christians “to focus on salvation in this
life, in the form of social goods achieved through the state.”* In this
regard, Bush might be called a progressive conservative. He wished
to restore the lost politics of the Social Gospel, the hope to realize
Christian ends through government action. Bush’s progressivism
necessarily rejected individualism and limited government.” He
looked instead to ideas that fostered the old regime as a foundation
to transcend both it and the hope for limited government.

Karl Rove saw the political potential of compassionate conserva-
tism.® The House impeachment inquiry had mixed religion and
politics to the political detriment of the GOP. Compassionate conser-
vatism hoped to show a different side of religion: the Good Samaritan
coming to the aid of the vulnerable and transforming their lives
through love.* Compassionate conservatism also appealed to Roman
Catholics, voters who compose one-quarter of the population.®”’ Cath-
olic doctrine endorsed left-leaning economic policies with socially

213



STRUGGLE TO LIMIT GOVERNMENT

conservative ethical precepts. Democrats claimed Catholic votes
with compassionate economic policies. Bush offered both compas-
sion and moral traditionalism. Compassionate conservatism also
appealed to the material interests of Christian conservatives, espe-
cially those who were in the business of helping the poor. In 1990,
the Department of Health and Human Services would spend just
over $400 billion.*! A small portion of that sum would greatly
increase funding for religious charities. Finally, compassionate con-
servatism tried to cut into an emerging gender gap among voters.
From 1976 to 1988, Republican presidential candidates had received
around half the female vote. In 1992 and 1996, Bush and Dole gar-
nered far less than 50 percent of that vote.* The Bush campaign of
2000 hoped that a softer conservatism that came “from the heart”
would attract women back to the GOP.*

Bush’s speech accepting the nomination reflected this turn away
from the older outlook.* To be sure, the speech included several
traditional conservative positions.” In general, however, the tone
and substance of the speech greatly differed from Reagan’s call for
a return to limits on government. Bush associates laissez faire with
indifference and counsels subsidized charities as the solution to
poverty. Education also figured prominently in the speech; the candi-
date saw federal efforts in education as a response to poverty.*
Apart from the tax cuts and glancing reference to entitlement reform,
Bush sounded like a moderate churchgoing liberal with doubts about
Big Government: government should not so much protect rights to
life, liberty, and property as oversee social work with a spiritual
bent funded by taxpayers.

Candidate Bush only mentioned Reagan twice in his acceptance
speech: once in regard to the end of the cold war and once in praise
of his optimism.*” Both mentions are significant for understanding
the Bush presidency. George W. Bush could not win the presidency
by promising to defend voters from the Soviet Union; that battle
had been won, and the electorate’s gratitude toward the GOP,
assuming it ever existed, hardly mattered by 2000. Reagan’s opti-
mism was a personal virtue with putative political appeal. How
the man stood—upbeat and optimistic—mattered a great deal more
to Bush than what he stood for. In Bush’s truth, Bush repudiated
sotto voce the Reagan aspiration to limited government and indi-
vidual liberty.
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The struggle for power that followed the 2000 election is well
known. Commentators have paid less attention to the less spectacu-
lar aspects of the voting. The Republicans did poorly in Congress,
losing four seats (and their clear majority) in the Senate and two
seats in the House. The House majority first gained in 1994 had
steadily declined.”® The number of voters identifying themselves as
Republicans had also declined.” Bush did well among independents.
Such voters rated Bush higher than any GOP presidential nominee
since 1988, and he garnered the highest proportion of the indepen-
dent vote of any Republican candidate since that era.” The propor-
tion of women voting for the Republican presidential candidate also
edged up compared to 1996 but only attained the level of 1992, itself
far below the female GOP vote in the 1980s.”" Without compassionate
conservatism, Bush might argue, he would not have done so well
among independents, and without their votes, he surely would not
have won at all. Yet he had still not won a plurality of the vote, and
the GOP itself had not arrested its decline with a gentle (or earlier,
a harsh) mixing of religion and politics. Something more was needed
to bolster the prospects of the post-Reagan party.”

Bush in Power

Bush was true to his campaign promises in the early months of
2001. Bush moved quickly to support education reform. Schools that
came up short would face an exit of students through public school
choices or private school vouchers.” The president was more inter-
ested in national testing: he would not, as Undersecretary of Educa-
tion Eugene Hickok later put it, “sacrifice accountability on the altar
of school choice.” While the House was at work, the Senate had
come under Democratic control when James Jeffords of Vermont
shifted parties. The Senate version of the education bill included
higher spending and no vouchers.”” Some more conservative House
Republicans resisted the new centralization over education. The
Bush team sought Democratic votes to replace them and ended up
with a bill mandating testing without vouchers.” The two versions
of the bill went to a conference committee. President Bush fashioned
the bipartisan coalition that ultimately saw the bill through Con-
gress. He created that coalition by obtaining the votes of Republican
members while abandoning traditional Republican concerns regard-
ing accountability and federalism in education.” For Bush, compas-
sion meant more education spending and more centralization of
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power over education in Washington. He cared about vouchers and
private choice, but he cared more about accountability and political
success. His fealty to his priorities meant his administration aban-
doned the cause of limited government.

Bush also remained true to his promise to support religion in a
new war on poverty. On January 29, 2001, he signed two executive
orders, one creating a White House Office of Faith-Based and Com-
munity Initiatives and the other establishing centers in five cabinet
departments to cut back on regulations that prevented religious
groups from offering drug treatment and prisoner rehabilitation
programs. The next day, he proposed that Congress enact tax incen-
tives to encourage charitable giving and expand “charitable choice,”
a part of the 1996 welfare reform that allowed religious groups
to apply directly for federal funds for welfare-to-work and drug
treatment programs. Charitable choice permitted religious groups
to receive federal money to deliver social services without altering
the religious content from their programs.®

Many people opposed tax funding of programs with religious
content. Some senators also conjectured that the bill would exempt
religious groups from the anti-discrimination laws. But some reli-
gious groups worried that the proposals would make churches and
charities dependent on the government and politics; others, includ-
ing Marvin Olasky, argued that the proposal would lead to discrimi-
nation among religions. Bush’s proposals barely passed in the House
and became stalled in the Senate during the summer of 2001.” The
religious aspect of compassionate conservatism failed quickly.

The “compassionate” part did well, if we equate compassion with
increased federal spending. The 2001 budget resolution called for
increasing Medicare spending by $313.7 billion over 10 years, includ-
ing a $300 billion reserve fund for a Medicare prescription drug
benefit. Congress also spent more to restore payments to Medicare
home health care providers. These commitments reflected a Bush
promise during his campaign.”’ The post-Reagan Republican Party
had moved from symbolism and rhetoric into concrete action. Big
Government conservatism was born.

Not all Bush’s proposals departed from traditional Republican
ideas, at least on the surface. He proposed tax cuts and higher
defense spending as promised. But Bush’s tax cuts were different
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from Reagan’s in two ways. Reagan and members of his administra-
tion argued that reducing tax rates would reward work and innova-
tion, thereby contributing to national welfare from the supply side.
George W. Bush supported his tax reductions with Keynesian argu-
ments: they would increase consumer spending and disposable
income while countering an economic slowdown.® The Reagan
administration had thought tax cuts would both reduce the burden
of government directly and ultimately constrain spending. Keyne-
sian justifications aside, Bush’s tax cuts were more like fulfilling a
promise to a valued member of the coalition. They had no connection
to constraining government because George W. Bush had not prom-
ised to constrain government. His other promise to propose private
accounts for Social Security received no attention from the president.

Perhaps this shift toward government activism reflected electoral
and political realities. We noted earlier that the public mood became
more favorable toward government spending in 1997. Bush’s mes-
sage on the campaign trail reflected that shift. His actions in 2001
and 2002 adapted to the public mood as a means to political success.
Unfortunately for Bush, the data do not support this defense of his
first two years in office. The public was actually less favorable toward
government activism in 2001 and 2002 than it had been at any time
since the budget deal of 1997.¢ In other words, from the perspective
of 2001 and 2002, the trend in public opinion was away from more
government. That downward trend would be short-lived, but no
one knew that in 2001 and 2002. From the standpoint of limited
government conservatism, Bush may be criticized for missing an
opportunity in 2001 and 2002. He acted on the public mood of 1998
and 1999. In doing so, he failed to detect the possibilities of 2001
and 2002. Bush the politician undertook an expansion of government
that was not necessary to placate the public.

How did George W. Bush relate to the old regime before Septem-
ber 11, 2001? He would seem to be more a friend than an enemy of
the old regime. Unlike Reagan, who spoke of restoring liberty, Bush
spoke of compassion delivered by government or by public subsid-
ies. But his support for an active federal establishment concealed
his radicalism. Bush could not be a reformer like Reagan. He sought
a government that pursued neither liberty nor prosperity. In the
end, Bush saw public policy as a means to religious virtue. In his
presidency, both in word and deed, Christian evangelicals found a
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new Republican seeking to realize their political aspirations. Of
course, the first ninth months of Bush’s presidency revealed the
difficulties of founding a new regime, given the secular character
of the old regime and an underwhelming mandate from the elector-
ate. But Bush had the aspirations of a founder of new regime, and
the events of September 11th would offer an opportunity to act on
that ambition.

After September 11th

Many Americans now look back on September 11th as a day that
changed everything. Much did change, of course. The nation gained
for a while a novel sense of vulnerability and concomitant desires
for justice and security. For that reason, September 11th was both
a tragedy and an opportunity. Pearl Harbor marked the beginning
of a war that consolidated and perhaps extended the life of the old
regime. September 11th might also have consolidated great changes
in American politics. George W. Bush saw in the aftermath of that
day the possibility of a new regime founded on compassionate con-
servatism writ large.

Attacks on the homeland of any nation sometimes end a govern-
ment, but they rarely limit its ambit. In a democracy, the government
responds by striving anew to offer security to voters, and that quest
generally requires more power for public officials, putatively to
protect against future attacks. Just over a week after the attacks,
Attorney General John Ashcroft asked for new law enforcement
powers, many of which had been proposed by the department for
years. The attorney general asked for broader powers to search, to
wiretap, and to surveil the Internet, to hold noncitizens indefinitely,
and to use information gained by foreign intelligence. Ashcroft also
sought tougher penalties for terrorism and procedural changes like
consolidated judicial appeals. Congress held few hearings and
worked in secret; the Patriot Act passed in late October about seven
weeks after the attacks. The Senate resisted Ashcroft’s proposals
more than the House, but neither resisted all that much; Sen. Orrin
Hatch (R-UT) would say the bill contains “virtually everything that
Attorney General Ashcroft and the Bush administration have asked
for.”® The final bill changed the administration’s proposals slightly
and then passed both houses by large margins.® The federal govern-
ment had new powers to prevent terrorism.®
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The tasks and ambit of government grew even more in foreign
policy. In the 2000 presidential debates, candidate Bush could adum-
brate what had become a typical Republican outlook on foreign
affairs: realistic in ends, limited in scope, and concerned about the
military. Bush promised to use force “if it’s in our vital national
interest, and that means whether our territory is threatened or people
could be harmed.” He added that the mission should be clear and
an exit strategy in place. Bush remarked, “I would be guarded in
my approach.” He was also guarded about using force to build
nations: “I would be very careful about using our troops as nation
builders. I believe the role of the military is to fight and win war
and therefore prevent war from happening in the first place.”*

Bush’s views then fit well with the doctrine of realism, which
supports foreign policies, including the use of force, that relate to a
nation’s vital interests.” Realism had become associated with conser-
vatism by 2000, especially after the Clinton administration inter-
vened in the Balkans’ struggle in the absence of a vital American
interest. Bush’s outlook on foreign policy was hard: it was rooted
in power, national interests, and prudence.®®

This outlook also implied that those who made foreign policy
would recognize the limits of government. Humanitarian interven-
tions would have no place in a restrained foreign policy agenda
founded on realism. The nation would not use force to realize democ-
racy and human rights or to save foreigners from their despots.
In a major foreign policy speech during the 2000 campaign, Bush
mentioned democracy only once and then merely as a means to
defend the core American ideals of individual freedom and dignity.®
The realism of the early Bush months did not see the use of force
as a way of remaking the world toward democracy.”

Foreign policy did not matter much then; the cold war had ended
a decade earlier, and the United States had enjoyed declining defense
budgets and no real challenges to its preeminence. Foreign policy
offered few electoral opportunities. No foreign power threatened
(or could be imagined to threaten) the security of American voters.
Politicians could not win election or reelection promising to protect
such voters from foreign threats. Prudence was required to avoid
messes like Somalia, but prudence produced few votes. The Bush
administration said little about extending compassionate conserva-
tism to foreign policy. Voters simply did not care, and no one
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believed that softness and compassion for foreigners would sell on
election day.

Bush’s realism in foreign policy had shallow roots in his politics
and his optimistic personality.” Bush the candidate had endorsed
a crusade funded by taxpayers to save the poor, a soft crusade
informed by compassion and a novel mixture of the state and reli-
gion. Bush himself did not have strong views about international
affairs.”? This indifference should not surprise anyone. He had been
a governor and had risen to prominence through domestic innova-
tions in domestic policies and in image. Three months after endors-
ing realism, in his first statement as president-elect, Bush suggested
“the essence of compassionate conservatism” comprised among
other things “a bipartisan foreign policy true to our values and true
to our friends, and . . . a military equal to every challenge and
superior to every adversary.”” Values, not interests, had begun to
define American foreign policy. What might the values of compas-
sionate conservatism imply for American foreign policy?

The first response to the attacks comported well with foreign
policy realism and domestic popularity. He ordered a war against
the perpetrators of September 11th and invaded Afghanistan, the
country that had given al-Qaeda support and sanctuary. The Ameri-
can military did what it does better than anyone ever: killing people
and destroying property. Both were done to exact retribution and
to properly price future threats. By the end of 2001, the United States
had conquered Afghanistan and routed for the time being both al-
Qaeda and its former sponsors, the Taliban. The politicians remained
aloof and did not worry whether the carnage improved anyone’s
spiritual life. By December, all national surveys reported that the
president’s approval ratings were above 80 percent.”* For the
moment, the war in Afghanistan was a political success, and the
2002 midterms suggested a rising GOP.

The realism of the war in Afghanistan set limits on its utility as
a political and electoral gambit. Having conquered the country,
President Bush faced unpalatable choices. The U.S. military could
stay in Afghanistan to keep a peace and to transform a failed state
into an American ally; the former task would have continual costs
in lives, while the latter should have seemed unlikely, given the
history of the country. On the other hand, the military could leave
Afghanistan under the control of American allies in the war, the
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various warlords and faction leaders that might exercise authority
in the postwar era. Neither option bode well for the upcoming
American elections. Bush’s father had conquered Kuwait in 1991.
That remarkable victory had not mattered at all to the outcome of
the 1992 presidential election. Bush’s father had also seen off the
Soviet threat without fostering lasting public support for his party
or his presidency. George W. Bush had temporarily reversed Repub-
lican political decline. But the fix might have seemed likely to be
only temporary.

American leaders were worried about Saddam Hussein’s Iraq
before September 11th. American policymakers had long sought a
peaceful and stable Middle East with open access to Persian Gulf oil
at relatively stable prices. The first Bush administration had fought a
war to expel Iraq from Kuwait to preclude a presumed threat to that
national interest. The Clinton administration also valued regional
stability. Like their predecessors, the Clintonites saw Iraq as a pro-
found threat to regional stability.”” The Clinton administration con-
tinued the Bush administration strategy of containing Iraq until an
opportunity arose for Saddam’s overthrow or in the parlance, regime
change. " The Clinton policymakers hoped regime change would
come from indigenous forces.” The administration did not seriously
consider an attack to change the Iraqi regime followed by an occupa-
tion and transition to a government more suited to American inter-
ests.” Some conservatives complained that Clinton’s efforts at con-
tainment relied too much on international institutions and diplo-
macy. The Clinton administration’s putative commitment to regime
change, these critics argued, should be taken more seriously, perhaps
by actively supporting an Iraqi opposition.”

Another group of critics— the neoconservatives—saw American
foreign policy and Iraq differently. They agreed that Iraq threatened
American interests. They denied, however, that American foreign
policy should be guided by interests alone. Instead, they spoke of
a foreign policy infused with moral clarity and moral purpose. By
that, neoconservatives meant the United States should actively pro-
mote “American principles of governance—democracy, free mar-
kets, respect for liberty” through its foreign policy.® This sense of
moral clarity, however, did not require immediate regime change
among America’s enemies; the nation should pursue policies “ulti-
mately intended . . . to bring about a change of regime.”" Two
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leading neoconservatives, Robert Kagan and William Kristol, saw
an idealistic foreign policy as a way to improve the nation and the
individual:

A true “conservatism of the heart” ought to emphasize both
personal and national responsibility, relish the opportunity
for national engagement, embrace the possibility of national
greatness, and restore a sense of the heroic, which has been
sorely lacking in American foreign policy—and American con-
servatism—in recent years.®

Kagan and Kristol had titled their 1996 Foreign Affairs article
“Toward a Neo-Reaganite Foreign Policy,” implying that their call
for a moralistic, crusading foreign policy represented the true legacy
of the former president. Reagan had come to power with a promise
to renew the struggle against Soviet power by increasing defense
spending. He had called the Soviet Union an “evil empire” and acted
forcefully in Central America and Libya.” Yet Reagan soon attracted
criticism from the neoconservatives. He invaded Grenada but care-
fully avoided direct military confrontation with the Soviet Union.
The invasion itself was more like an application of the Monroe
Doctrine than an attempt to build democracy.* His second secretary
of state, George Schultz, was a moderate conservative who believed
that the evolution toward democracy should come from within
nations and not be imposed from the outside by force.* Reagan’s
secretary of defense, Caspar Weinberger, set out six tests for the use
of armed force by the United States, rules that contained phrases
like “vital interest” and “last resort.”® Realism rather than a crusade
marked Reagan’s foreign policy.

The differences between Reagan and neoconservatives went
beyond realism and idealism in foreign policy. Neoconservatives
believed that the United States and its people were in decline; the
optimistic Reagan believed the growth of government had not cor-
rupted the virtues of the people.” Reagan was an exemplary Ameri-
can conservative who celebrated individualism and the concomitant
ideal of limited government. Left to their own devices, individuals
will rise to greatness or, at the very least, to the pursuit of happiness.
In the larger history of ideas, American conservatism had much in
common with classical liberalism. In Europe and elsewhere, conser-
vatism had cast a cold eye on individualism; the individual freed
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from tradition and social structure lacked direction and became
miserable and anomic.

The older generation of neoconservatives—led by Irving Kristol—
was more conservative in this European sense than liberal in the
American way. For the senior Kristol, individuals who live their lives
in pursuit of self-interest achieve only an ephemeral self-gratification
and end up living empty and meaningless lives. This degradation
of the individual brings with it a decline of society as the moral and
social bonds necessary to a healthy public order are destroyed by
the pursuit of individual concerns.®

Arresting this decadence poses a great challenge to modern liberal
societies. For neoconservatives, part of the answer to moral decay
is recovering the founding ideals of the American republic, not least
a republican virtue that links individuals to a larger social and yet
liberal whole. But a look backward to 1789 is not enough; that is the
failed hope of the older limited government ideal. Modern politics
demands a pursuit of progress in the future. In foreign policy, the
nation acted as an agent of progress. Neoconservatives endorse a
nationalism informed by ideals that motivate commitment and
action from individuals. Americans might thus overcome their exces-
sive individualism through a commitment to the larger nation and
its ideals.”

The neoconservative policy prescriptions of 1996 reflected the
philosophical wariness of the 1970s: American greatness in foreign
policy might be the antidote to American decay fostered by a perva-
sive individualism. Americans would find their redemption, as the
president would say in his 2002 State of the Union address, by
becoming a nation that serves goals larger than the self.” In this
light, we can see why a neoconservative foreign policy appealed to
George W. Bush. Both neoconservatives and Christian conservatives
saw a nation in decline. Both believed that decay could be arrested
and reversed by government action. Both rejected the individualism
and restrained government that had guided the conservatism of
Reagan and earlier Republicans. Neoconservatism offered in foreign
policy, as compassionate conservatism had in domestic matters, a
fundamental break with Reaganite orthodoxy.”

The 15 months between the initial victory in Afghanistan and the
invasion of Iraq saw the president and his foreign policy cadre
appeal to both interests and ideals. The appeals to interest are hardly
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surprising: national leaders are supposed to protect voters from
being killed by foreigners, whatever other tasks the government
might undertake. The invasion of Afghanistan related to al-Queda
and hence to protecting the nation against terrorism. The Bush
administration set about showing that Iraq as well threatened vital
American interests.”

Yet as neoconservatives had hoped, the confrontation with Iraq
transcended mere interests. President Bush’s State of the Union
address in 2002, delivered one year before the Iraq invasion, recalls
Kristol and Kagan’s admonition for moral clarity in foreign affairs:

America will lead by defending liberty and justice because
they are right and true and unchanging for all people every-
where. No nation owns these aspirations and no nation is
exempt from them. . .. America will always stand firm for the
non-negotiable demands of human dignity, the rule of law,
limits on the power of the state, respect for women, private
property, free speech, equal justice and religious tolerance.
America will take the side of brave men and women who
advocate these values around the world, including the Islamic
world, because we have a greater objective than eliminating
threats and containing resentment. We seek a just and peaceful
world beyond the war on terror.”

Threats and containment, key concepts in the realist lexicon, no
longer guided American foreign policy. Eight months after Bush’s
2002 State of the Union speech, his preface to the nation’s official
National Security Strategy restated his idealism now conceived as
America’s mission to do good in an evil world:

Freedom is the non-negotiable demand of human dignity; the
birthright of every person—in every civilization. Throughout
history, freedom has been threatened by war and terror; it has
been challenged by the clashing wills of powerful states and
the evil designs of tyrants; and it has been tested by widespread
poverty and disease. Today, humanity holds in its hands the
opportunity to further freedom’s triumph over all these foes.
The United States welcomes our responsibility to lead in this
great mission.”

The document itself took up Bush’s themes:
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The U.S. national security strategy will be based on a distinctly
American internationalism that reflects the union of our values
and our national interests. The aim of this strategy is to help
make the world not just safer but better.”

In pursuit of those nonnegotiable ends, the United States would
take up the task of remaking the Middle East. The consequences of
the coming crusade, it was promised, would be worthy of a great
nation. As the United States went to war in Iraq, neoconservatism
had become the vision and strategy behind the invasion and what
was taken to be the subsequent effort at nation-building.

Domestic affairs garnered few headlines as the nation went to
war. Yetin line with Bush’s commitments, the government continued
to expand in defense and elsewhere. Nondefense discretionary
spending began to rise relative to the post-1980 years.” In early 2002,
No Child Left Behind passed, increasing both spending and national
oversight in education. Business failures and scandals at Enron and
WorldCom brought new regulations on corporate governance and
accounting firms. The Enron affair then contributed to Congress’s
passing the McCain-Feingold campaign finance law, which enacted
new restrictions on political speech. 7 In domestic as in foreign
affairs, Congress and the Bush administration had taken up a crusad-
ing, Progressive mien, determined to set the particulars of the world
right at home and abroad. Bush also refused to constrain Congress’s
worst inclinations. He signed a 10-year farm bill expected to cost
$190 billion.”® Perhaps the Bush administration could boast of enact-
ing new policies. The innovations, however, were not in pursuit of
limited government.

President Bush and the Republicans in Congress entered the 2002
election offering voters security from terrorism. The president had
tried to expand that hope for protection into something more. The
Bush Doctrine proposed to remake the Middle East, the world, and
American foreign policy. But the Bush vision for foreign engagement
was also a gambit for domestic politics, an effort to attract a lasting
majority dedicated to compassion at home and abroad. Bush offered
Americans the chance to participate in a heroic adventure to make
the world better. On the home front, government had begun to
expand, ostensibly in pursuit of virtue.

The 2002 election outcomes were widely considered a success for
the president and his party. Republicans picked up six House and
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two Senate seats. The former strengthened their hold on the House
after three declining elections, while the latter returned control of
the Senate to the GOP. It was the first time since 1934 that a presi-
dent’s party had picked up seats in both houses of Congress in a
midterm election. In the previous three elections, the overall GOP
advantage in votes for House candidates had been less than 1 million.
In 2002, their total vote count was 3.6 million more than the Demo-
crats. ¥

These results were normal in one sense.” Most congressional
elections from the 1970s onward ended with small changes in the
partisan divide. Knowing that, one might predict some gains or
losses for the Republicans in the House and a close battle for control
of the Senate, which is what happened. The Republicans were also
less likely to lose a large number of seats since Bush’s victory in
2000 had not brought about many Republican congressional victories
in districts or states that normally voted Democratic or were competi-
tive. His lack of coattails in 2000 implied fewer targets for the Demo-
crats in 2002.1"

Redistricting may have mattered. Normally, the first congressional
election after a redistricting sees a larger than usual number of
incumbents lose their reelection bids. Incumbents are often not
totally familiar with their new districts, which in any case may have
fewer voters from the member’s party. Demographic change also
deprives some states of representation, thereby forcing incumbents
to run against one another. When districts were redrawn after 1990,
111 House seats were won in 1992 with less than 55 percent of the
vote, and 43 incumbents were defeated, 19 in the primaries and 24
in the general election. Some thought the 2000 redistricting focused
more on protecting incumbents and less on gaining partisan advan-
tage. In 2002, 50 House members won with less than 55 percent of
the vote, and just 16 incumbents were defeated, 8 in both the pri-
maries and the general election.'” It may be that a pro-Republican
bias in redistricting helped preserve their House majority in 2002.'®

The economy, in contrast, worsened Republican prospects. The
economy grew 1.6 percent in 2002 after expanding only 0.8 percent
in 2001." Normally, a weak economy translates into a poor public
assessment of the performance of the dominant party. In 2002, the
economy and presidential approval went separate ways. His
approval ratings were good, especially in light of the economy. But
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a 60 percent approval rating had not led to gains for the president’s
party in congressional midterms except in 1998." Clinton’s party
had done well in 1998 with a strong economy and an unskillful
opposition; Bush’s party won about as many seats in Congress in
2002 with a bad economy. Year 2002 makes a stronger case for
presidential approval making a difference in the election. In Septem-
ber and October 2002, just over 60 percent of the nation approved
of Bush’s performance as president. His approval rating had declined
since the spring by about 10 points, but Bush’s support was strikingly
strong given the weak economy and considerably higher than in
the late summer of 2001."°

Bush’s popularity, however, did have an effect on the 2002 out-
comes. Consider two worlds, one imagined and one real. In the
imagined world, September 11th does not happen and the Bush
administration continues along its earlier path. The president’s
approval ratings stay in the low 50s and then decline with the econ-
omy in 2002. Statistical models of midterm elections indicate that
in the likely event that Bush’s approval ratings were below 50 per-
cent, the Republicans would have lost control of the House in 2002.1
Now consider the real world and the effects of terrorism:

The shock of September 11 and the president’s forceful
response to the crisis rallied the entire nation to his side. The
terrorist attacks radically altered the context in which people
responded to the approval question; the president was now to
be evaluated as the defender of American democracy against
shadowy foreign enemies rather than as a partisan figure of
questionable competence and legitimacy.'®

The economy mattered less to Americans after September 11th.
Before the attacks, Bush’s overall rating was on average 8 percentage
points higher than the public rating of his performance on the econ-
omy; afterward, it became on average 21 points higher."” The attacks
also put terrorism at the top of the public agenda, and majorities
thought the GOP would do a better job of dealing with terrorism
and related issues (including Iraq and foreign affairs generally) than
the Democrats.' Bush’s popularity among Republicans also helped
give the GOP a significant edge in turnout.'

Why did the public approve of the president? His response to
September 11th had been pleasing. That response may be divided
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into concrete actions to secure America against terrorism and a
larger, prospective agenda that promised war, progress, and democ-
racy. It seems likely that the approval rating reflected Bush’s actions
in foreign affairs (notably the war in Afghanistan) and internal
security.

What about the prospect of war in Iraq? Polling from just before
the 2002 election indicates that about 50 percent of the public thought
there was enough of a link between Iraq and terrorism to justify a
military attack on that nation."” About half the respondents to a
CBS/New York Times poll thought Saddam Hussein was personally
involved in the September 11th attacks.'” Just after the election, two-
thirds of respondents believed Iraq currently had weapons of mass
destruction." In October, the nation was evenly divided on the
question of whether the United States had “done all it can do to
solve the crisis with Iraq diplomatically.”"” In the weeks before the
election, support for military action against Iraq rose to around 60
percent."® This support declined, however, if the question of war
included a reference to troops or, especially, to “thousands of Ameri-
can casualties.”’” As late as February 2003, respondents remained
divided about whether Iraq’s development of weapons required
immediate military action."® For all that, large majorities of Ameri-
cans were convinced before and shortly after the 2002 election that
war between Iraq and the United States was inevitable."

Did the Bush political strategy after September 11th succeed? The
public approved of Bush’s performance as president but remained
ambivalent about war with Iraq. President Bush had called for a
crusade to liberate and democratize the Middle East, if not the world.
I have found no evidence of public support or resistance to this
larger vision in the fall of 2002." Bush had succeeded politically
not because he was a compassionate conservative or a warrior for
democracy but rather because he offered protection from foreign
and domestic threats. His hope to found a new Republican majority
and, indeed, a new political regime was floundering even at the
moment of his greatest political success, the 2002 elections.

The war with Iraq remained the Bush administration’s major prior-
ity after the 2002 election. Its efforts at persuading the public to go
to war had some success from November 2002 to March 2003. More
Americans believed Iraq had weapons of mass destruction.'” The
view that the United States had done all it could diplomatically to
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avert war also found more adherents during this period.'” The belief
that the Iraqi threat required “military action right now” had attained
a bare majority by March.'” Respondents who believed the nation
should try to achieve its goals without force dropped rapidly but
remained a majority of the respondents in March.'” More people
also came to think that Bush had made an adequate case for war
during these months.'® It is also true that large majorities—in the
60 and 70 percent range—came to support using military force
against Iraq in the first quarter of 2003." Yet responses changed
considerably when survey firms asked whether respondents would
support or oppose the war if there were thousands of American
casualties. Given that condition, support for the war barely rose in
early 2003, and a bare majority remained opposed.”

As war approached, Bush also moved on the domestic political
front. When running for president, Bush had supported new federal
spending to subsidize purchasing prescription drug coverage by
private insurers for the poor.'® The president and his Republican
allies could expect a favorable response by voters, especially older
ones, to his overture: per capita spending on prescription drugs had
increased annually by 13 percent or more each year from 1998 to
2002."” Majorities supported adding this benefit to Medicare, espe-
cially when costs were not mentioned.”™ Bush and the Republican
Congress “committed $400 billion to a prescription drug benefit,
established a new entitlement in Medicare, and provided federally
subsidized drug coverage for all enrollees and supplemental cover-
age for low-income beneficiaries.”" These benefits were expected
to increase Medicare spending by 30 percent over the next decade.'*

Bush’s willingness to proposal and to support an expansion of
the welfare state surprised many people. It should not have. Bush
had worked hard since 1998 to avoid being seen as traditionally
conservative in the sense of trying to limit government. Bush had
run against such conservatism to gain the Republican nomination.
He had turned his back on a prudent realism in foreign policy in
search of a permanent majority and a new regime. In that context,
offering a large new entitlement to buy votes normally purchased
by Democrats fit well with Bush’s larger agenda and political style.'®
None of this had much to do with limiting government: securing
voters against terrorism and medical expenses required more spend-
ing and thus more government.
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The Bush administration did have difficulty passing the new enti-
tlement. Liberals in Congress found its provisions too spare, while
more than a few House Republicans recalled older ideals and
doubted the wisdom of expanding Medicare coverage. The adminis-
tration sought support from powerful groups engaged in struggles
over health care policy. The American Association of Retired People
endorsed the plan with the expectation that it would do nothing to
change the existing Medicare program and that its benefits would
expand over time; AARP had read its LBJ and learned the lessons
of past policy battles. It also got an enhanced subsidy for the poor
in the new benefit package. The pharmaceutical industry sought to
preclude two outcomes: government control over drug prices and
federal permission to purchase medication from firms in other
nations. The 2003 bill included neither. Managed care firms and
private insurance companies won a larger portion of the Medicare
pie and more subsidies to participate in the growing Medicare mar-
ket. Employers received more than $70 billion in subsidies to main-
tain retiree insurance for prescription drugs. Physicians had been set
for a 4.5 percent reduction in payment rates; instead, they obtained a
1.5 percent increase. Small business owners and advocates of con-
sumer-driven health care obtained expanded health savings
accounts. Hospitals won higher reimbursements for care and a halt
to constructing specialized hospitals that might effectively compete
for the same patients. Health care providers in rural areas received
hefty subsidies.™

The bill passed after Herculean efforts by the administration, not
least in the House, where the final roll call of votes remained open
longer than any other in history. The final votes were roughly along
party lines." The administration argued that enacting the law would
ensure Bush'’s reelection and that the GOP had gone too far politically
to turn back: if they failed to pass the bill, voters might turn on their
president and his party in 2004." The bill had another advantage
for all members: the “pay-as-you-go” budgetary rules enacted in
1990 had expired a year earlier. Congress could vote for the new
prescription drug entitlement without imposing new taxes on
seniors or taxpayers generally or cutting other parts of Medicare or
other domestic programs.'”” This desire for benefits without costs
reflects American public opinion on the Medicare issue.”*® Finally,
the bill might co-opt a normally Democratic issue. If the GOP were
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trusted as much as the Democrats on health care and more on
national security, might not the party of Roosevelt and Johnson
become a permanent minority? Republicans might have asked in
response: how would the party of Reagan then differ from the party
of Roosevelt and Johnson?

Some on the left were unhappy with the law. They believed the
benefits were too spare and the concessions to the hated pharmaceu-
tical industry too large. They also believed the law transformed
medical care into a private good when it should be publicly funded
and publicly provided. Jonathan Oberlander lamented: “The medi-
care Modernization Act takes market-based reform in Medicare to
anew level. . .. There is no Medicare drug plan directly offered by
the federal government; drug coverage in Medicare has effectively
been privatized.”*

For the left, symbolism mattered more than reality in this regard.
The federal government established the plan and collected the premi-
ums that paid for part of the benefits; the taxes that would pay
the rest would also be taken by the federal government and not
voluntarily; the benefit was publicly funded in large measure. The
left also tended to equate private firms and their interests with free
markets and limited government. The efforts of the pharmaceutical
firms did constrain the federal government. Price controls on pre-
scription drugs would have been an expansion of the ambit of gov-
ernment; avoiding such oversight thus limited the state. Its other
efforts increased the scope of government. The 2003 law prohibited
competition with existing pharmaceutical firms by prohibiting vol-
untary exchanges of money for medicine across borders. This limit
on competition would create above-average returns for the pharma-
ceutical firms. Those returns should be protected, it was argued, to
provide capital for the expensive research needed to produce new
generations of medicines. The constraints on markets were an
attempt by the government to ensure that an industry had the “cor-
rect” amount of capital for investment, an effort to manage the
industry for the longer term. Such efforts may be confused with
free markets if one forgets the large ambit of government power.
Congress also did little to enhance the overall role of private health
insurance in Medicare."

The new entitlement appeared to be politically perfect. It provided
benefits to virtually every organized interest, including the most
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powerful, elderly voters, without immediately imposing costs on
anyone. Some conservatives resisted the expansion of the welfare
state, but many relented to the political logic of Bush’s reelection
strategy. Some even hoped to control Medicare costs through privati-
zation. The iron logic of electoral success prevailed.

What of Christian conservatives? Karl Rove, the president’s politi-
cal adviser, stated several times that 4 million evangelicals had
stayed home on election day in 2000. Bush’s reelection depended on
getting those voters to the polls."*! The campaign faced two questions.
How could the president motivate evangelical voters? How could
evangelicals be prompted to the polls while alienating as few other
voters as possible?

Opposition to gay marriage answered the motivation question.
Polls indicated that 65 percent of Protestant evangelicals opposed
any legal recognition of gay relationships, including civil unions.
Eight percent of this group favored gay marriage. Being against gay
marriage had its risks. Thirty-eight percent of Americans opposed
gay marriage, 31 percent favored it, and another 31 percent sup-
ported civil unions for homosexual couples. Other parts of the elec-
torate are secular or liberal on this issue. Secular voters respond
badly to religious appeals in elections. Liberal voters may profess
a faith but deny that government should enforce religious doc-
trines."? A direct and candid opposition to gay marriage would both
attract and repel voters.

The Bush campaign talked about the president’s opposition to gay
marriage to evangelicals but not to the rest of the nation. The presi-
dent himself rarely mentioned this position. Little was heard on
television about the issue: only nine ads from the presidential cam-
paigns, parties, and interests groups touched on gay marriage in
the 2004 struggle.'* Instead of broadcasting, the campaign targeted
telephone calls and direct mail to membership lists of churches and
other relevant organizations. Christian conservatives and evangeli-
cals received direct and customized appeals to vote, arguments
rooted in religious faith.'* Several states at issue in 2004, including
Ohio, had initiatives before the voters proposing to prohibit gay
marriage. The Bush effort would supplement the interest created
by the initiative campaigns. The Republicans veered away from
compassionate conservatism toward the tactics of 1998. For some
voters, they offered to defend the tenets of traditional Christian
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morality against forces tending toward cultural decay.'* Unlike 1998,
however, the appeal went to some and not all voters. The political
lesson of the 1998 election had been learned.

We should wonder whether terrorism, prescription drugs, and
foreign crusades had much to do with the 2004 election. George W.
Bush ran for reelection at a propitious time. Overall, the nation’s
wealth grew much faster than at any time since the late 1990s. The
economy expanded by more than 3 percent over the year; growth
was especially strong in the second and third quarters.'* Economic
models of presidential elections predicted a substantial victory for
the president; based on economic conditions, Ray Fair, an economist
at Yale University, estimated that Bush would receive 57.7 percent
of the two-party vote for the presidency.' In fact, Bush received 51.3
percent of the two-party vote in 2004."* This 6.4 percent difference of
the two-party vote means Bush received almost 8 million fewer
votes than he should have garnered given the favorable economic
conditions. The surprise in 2004 was not that Bush won. The surprise
was how close the election was. The question remains, what could
have accounted for the loss of 8 million votes? Looking away from
the general conditions of the election, what policy or combination
of policies might have cost Bush votes?

Apart from economic problems, and later prosperity, George W.
Bush’s first term was marked by September 11th and the wars in
Afghanistan and Iraq. Public approval of Bush’s performance as
president rose sharply twice: after September 11th and at the begin-
ning of the Iraq War. In both cases, Bush’s approval ratings were
well above the averages for popular presidents in recent memory.
However, his ratings began to fall at almost the moment he declared
victory in Iraq. This decline in public approval continued unabated
until the end of 2003. Thereafter, about half or slightly less than half
of Americans approved of Bush’s performance. Disapproval had
also risen sharply during this period. His loss of approval did not
preclude reelection; his approval rating remained higher than incum-
bent presidents who had lost their bids for reelection. But his popu-
larity was clearly below that of most presidents who had won
reelection.'”

Public opinion about Bush’s handling of the Iraq War explains
much of this decline in his popularity. The proportion of the public
that approved of Bush’s handling of Iraq declined by 30 percentage

233



STRUGGLE TO LIMIT GOVERNMENT

points from the beginning of the war until the late summer of 2004.
The decline was steady save for a brief upturn when Saddam Hus-
sein was captured. His general approval rating followed a similar
path, although the decline reached only a little more than 20 percent-
age points.” Taking into account other factors, every 100 deaths of
American soldiers in Iraq cost Bush 3 percentage points in his public
approval of his handling of the war."” In late October 2004, Bush’s
overall approval rating would have been “on the order of 58 percent
were it not for the casualties suffered in Iraq.”"* Fifty-eight percent
approval fits well within the range of previous presidents who hand-
ily won reelection. A later study would find that a one-point drop
in public approval of Bush’s handling of Iraq translated into a one-
third of a point drop in his overall approval rating; the effects of
the former on the latter are cumulative, however, which suggests
that a one-point drop in approval on Iraq led to a one-point fall in
Bush’s overall approval.'

Some argue that the war in Iraq and Bush’s case for war ultimately
helped his reelection campaign. They note that President Bush did
win reelection despite the rise in American casualties. They argue
that voters who believed the war was “the right thing to do” sup-
ported Bush even when the casualties mounted and that such sup-
port persisted even when controlling for party identification.” It is
also far from clear that the war mattered as much as the economy
in 2004."° Unfortunately, the authors do not offer evidence that this
view of the war predicts voting for Bush if we control for short-
term economic conditions.’

The marginal effects of beliefs about the rightness of the war matter
little in the larger picture of the 2004 election. It is true that about
half of Americans on election day in 2004 still believed the war in
Iraq was the “right thing to do,” but that proportion had dropped
precipitously since March 2003. The number of Americans who
thought the war was a mistake had risen by a similar number. By
election day, the nation was evenly divided about the rightness of
the Iraq War."”” A 50 percentage point gap in public opinion favoring
the rightness of the war had turned into essentially no gap at all.
Surely more than a few of those who changed their view of the war
might have voted for Bush, absent that change. The Iraq War was
anything but a political success for Bush in 2004, in large part because
ever-fewer people believed the war had been the right thing to do.
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The prescription drug benefit did not help Bush’s cause. The public
did not like the new benefit. In a survey conducted at the time
President Bush signed the law, 47 percent of senior citizens opposed
the changes, and only 26 percent approved. Among people of all
ages who reported closely following the Medicare struggle, 56 per-
cent said they disapproved of the legislation, and 39 percent sup-
ported it When asked whether the new law would benefit Medi-
care participants or prescription drug companies, half the respon-
dents said drug companies. The proportion who thought it would
help people on Medicare dropped by almost a third (from 36 percent
to 25 percent) from 2003 to 2004."

One poll indicated that the drug benefit had done little to redefine
the two parties. The prescription drug benefit was signed into law
in December 2003. For example, in January 2003, Democrats held a
15-point advantage on the health care question.'™ In February 2004,
respondents accorded Democrats a 21-point lead over Republicans
(52 percent to 31 percent) on which party would do a better job on
health care issues.”® As we shall see, this situation did not change
later.

Bush had not co-opted a signature Democratic issue. He had shifted
the Republican Party to the left, in fact if not in the minds of liberal
commentators. What he had not done was convince many Americans
that the program would work. Yet the prescription drug law proba-
bly accounts for no more than a few of Bush’s missing votes in 2004.
Apart from a benefit for the poor, the law had not yet gone into
effect. Absent actual results, the bill is unlikely to have cost the
president a significant number of votes.

The moral conservatism of the Bush administration, exemplified
above all in the support for bans on gay marriage, might have
convinced secular voters to support Kerry or to stay at home. It
appears that Bush both gained and lost voters in states having an
initiative vote on banning gay marriage. His opponent, John Kerry,
did not benefit from the voters repelled by Bush’s moral conserva-
tism. Bush’s position did keep some more secular Republicans at
home, but it attracted more evangelicals and thus, on net, appeared
to add to Bush’s votes.'”

This examination of the 2004 election began by asking why Bush
won reelection narrowly rather than widely as predicted by eco-
nomic conditions. Factors like the prescription drug benefit and

235



STRUGGLE TO LIMIT GOVERNMENT

opposition to gay marriage had minor effects on the outcome. The
war in Iraq drove down the president’s approval ratings and ulti-
mately reduced his vote share compared with what a strong econ-
omy and no war would have predicted. It is possible, though
unproved, that the president avoided defeat by retaining enough
votes of people who believed Iraq had been the right thing to do.
It is more likely that the strength of the economy arrested the presi-
dent’s slide near the edge of the electoral cliff. In either case, the
president was sliding downhill when he should have been enjoying
an untroubled walk toward victory.

The 2004 election offers little support for President Bush’s effort
to refashion the Republican Party. He did win reelection, but he
won despite rather than because of the issues he hoped would define
the post-Reagan GOP. Compassionate conservatism rapidly fell
apart when translated into policies, and religious issues had to be
handled carefully to avoid costing the GOP votes. The prescription
drug benefit had largely not gone into effect in 2004, and public
opinion seemed doubtful if not hostile to the policy. In any case,
the public still trusted the Democrats much more than the GOP to
deal with health care. Bush’s largest gambit—the Iraq War and the
larger crusade for democracy throughout the world—had cost his
campaign millions of votes. Economic growth had saved Bush from
his own follies, domestic and international. But those follies hardly
laid a sound foundation for a permanent Republican majority, much
less for a new regime that combined crusades at home and abroad.

President Bush had won reelection. His victory, however, had
little meaning. Americans voters were deeply divided in 2004, not
least over the war in Iraq. Bush sought to claim some meaning for
his victory in his second inaugural address. He began by signaling
that what had been important in his first term would remain essential
during his second term: national security and foreign affairs. His
rhetoric remained the same as it had been since early 2002: “The
survival of liberty in our land increasingly depends on the success
of liberty in other lands.” Foreign policy was a “mission” dedicated
to advancing ideals, a mission that happily had become “the urgent
requirement of our nation’s security.” Foreign policy was no longer
alimited matter, a management of intractable problems and conflicts,
seeking to vindicate national interests. Instead, foreign policy sought
“to seek and support the growth of democratic movements and
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institutions in every nation and culture, with the ultimate goal of
ending tyranny in our world.” That task, not surprisingly, would
be “the concentrated work of generations.” Just as the president in
2002 had demanded service to goals higher than the self, he now
challenged young people to “make the choice to serve in a cause
larger than your wants.” Sixty-four percent of Bush’s address was
given over to such exhortations toward an international crusade for
freedom. The crusade was the first thing he mentioned, and clearly,
judging by the valued time given to the topic, the most dear to the
president’s heart. This mission also occupied the last 19 percent of
Bush’s speech.

Apart from the crusade for liberty, Bush devotes 17 percent of his
speech to domestic matters, and here his post-Reagan preoccupa-
tions dominated. The president notes that politics depends on char-
acter, which in turn is “built in families, supported by communities
with standards, and sustained in our national life by the truths of
Sinai, the Sermon on the Mount, the words of the Koran, and the
varied faiths of our people.” Compassionate conservatism appears
in explicit opposition to the older individualism: “In America’s ideal
of freedom, the exercise of rights is ennobled by service, and mercy,
and a heart for the weak. Liberty for all does not mean independence
from one another.” One paragraph obliquely mentions the owner-
ship society and the reform of entitlement programs along with
the putatively higher standards for education. His recognition of
Christian conservatism would take up almost 40 percent more space
in his second inaugural than his restrained endorsement of the own-
ership society.'®

Bush’s call for a renewed crusade for freedom continued to fail
politically. Ever-fewer Americans believed the war in Iraq had been
“the right thing to do,” although the rate of decline in support
slowed. By the middle of 2007, 40 percent of Americans thought the
war in Iraq had been the right thing to do; 55 percent found the
war a mistake.'® About the same proportion of the nation believed
then that “it was worth going to war in Iraq.” Public approval of
Bush’s handling of the war in Iraq fell even more: by the start of
2007, 25 percent of the public approved of the president’s work. This
measure would recover a bit but remain well below his support on
election day in 2004."® Not surprisingly, his general approval rating
also sank during this period; by the middle of 2007, a little more
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than one-third of the nation approved of the president’s performance
in office.'® Having barely won reelection, he would begin his second
term with relatively little political capital to spend on new initia-
tives.!'” His Iraq adventure had also alienated independents and
Democrats, the two groups whose support he would need to reform
entitlements.'® Most of his capital had already been spent in Irag;
the rest would slowly be frittered away in that dark land and dubi-
ous enterprise.

Bush had spoken for several years about building an “ownership
society” that encompassed several policies to encourage personal
savings for health care expenses and retirement. Bush proposed
allowing people to create and fund private accounts from taxes that
would otherwise go to Social Security. Before the 2004 election, he
supported new savings vehicles that might eventually begin privati-
zing Social Security.'™ In his 2005 State of the Union address, Bush
set out his Social Security proposal. He proposed no changes in the
program for current recipients and others nearing retirement. His
plan would allow younger Americans to invest part of their payroll
taxes into personal retirement accounts. The proposal was hardly a
full privatization. Individuals could only invest part of their payroll
deduction and then only in a restricted set of options decided on
by the government. The earnings from the private accounts would
then replace benefits owed to the individual by Social Security."” To
his credit, Bush sought to reform an essential part of the old regime.

Politically, Bush faced a difficult task reforming Social Security.
The program had existed for 70 years. Those who contribute to it
early in life assume they have a right to whatever benefits Congress
enacts later in life. Changing the program may thus be perceived
as introducing an overt measure of risk to “benefits earned.””” FDR
had designed the program to persist long beyond his presidency.
Creating a sense of desert protected the program from future reform-
ers. Voters might accept that risk to “benefits earned” if the program
were likely to fail otherwise. Social Security’s future financing diffi-
culties were well known, but the future is not now, and the history
of policymaking about Social Security (and much else) indicates that
Congress only acts when no other choice exists. Absent changes, the
program would become insolvent eventually, but eventually would
not arrive before the first Tuesday after the first Monday in Novem-
ber 2006. The elderly were unlikely, to put it mildly, to accept the
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risk of changes in the program in order to achieve benefits for future
generations."”” Younger voters might support reforms, but they voted
far less often than the elderly and the near-elderly.

Public opinion offered mixed signals. Some were optimistic. In
September 2004, 58 percent of respondents to a Pew poll expressed
supported for personal retirement accounts.””” Much of the public
also had little confidence in the future of Social Security. Most Ameri-
cans believed Social Security was in crisis or in serious trouble.
Earlier polling had shown deep disagreement among the public
about solutions to the program’s problems. It had shown majority
support for the public’s panacea for all problems in public finance:
raise taxes on the wealthy."”

From the start, the Bush proposal also lacked support from within
the GOP. Social Security reform recalled an older Republican Party
relatively united around a concern for limited government and indi-
vidual liberty. Bush’s new GOP was built on a concern for moral
decay and moral renewal under the guidance of Christian conserva-
tives and neoconservatives. Not surprisingly, leaders of these fac-
tions objected to Bush’s Social Security plan. Gary Bauer, a former
presidential candidate and leader of social conservatives, objected
that his constituents feared introducing stock market investments
to the pensions system. Bauer demanded that Bush put more effort
into supporting a constitutional ban on gay marriage.”” William
Kristol, an architect of Bush’s democracy crusade, also opposed
reforming Social Security.”® Republican members of Congress feared
that Bush’s effort at reform would hurt their chances at reelection.
Consequently, they were far from unified in favoring privatization
in early 2005."”

Congressional Democrats, in contrast, were united in opposition
to the proposal. Such moderate Democrats as existed in Congress had
little reason to help Bush: he had campaigned overtly and effectively
against moderate Democrats in 2004.”® Bush’s proposal attracted the
expected interest-group opposition, not least from AARP, which
had supported his proposal for a new entitlement to prescription
drugs. The powerful lobby for the elderly was joined by labor unions
and organizations representing minorities."”” Bush might have had
better prospects with some Democrats: “economic growth and
declining unemployment from mid-2003 through early 2007 would
almost certainly have provided a good boost to Bush’s public
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approval had it not been overshadowed by the Iraq War, and it is
hard to conceive that, without the war, Bush’s job approval ratings
among ordinary Democrats and independents could have become
so abysmal.”'®

The power of the presidency was Bush’s major hope for overcom-
ing the odds against Social Security reform. But whatever influence
the president might have had was wasted in the Iraq adventure.
Bush, Vice President Richard Cheney, and Treasury Secretary John
Snow campaigned from February to April in 2009 on behalf of the
reform proposal. Their effort received largely positive or neutral
coverage in local newspapers and other local media.™ At the height
of their efforts, public support for personal accounts had fallen to
44 percent of the public. Some polls suggested that proposals for
reforming Social Security lost 10 percentage points of support when
respondents were told Bush favored them. In July, Congress moved
on. Social Security reform had ended for the time being.'

Why did Bush’s effort fail? His opponents will say their argument
prompted latent public support for Social Security to become mani-
fest and, thereby, fatal to Bush’s effort. We have seen that the design
of Social Security created support for the program by fostering expec-
tations. For the average voter, his or her expectations about Social
Security can change for the better or for the worse. A voter might
expect that changes for the better (i.e., benefit increases) will be
clearly indicated by politicians. If the nature of the changes is unclear,
a voter might assume that a benefit cut is coming since otherwise
a benefit increase would have been clearly indicated by politicians.
Of course, a reformer might argue that changes in Social Security
would improve the prospects of future generations, but voters had
learned from the managers of the old regime to believe that their
contributions meant they, not future generations, deserved existing
(or increasing) pension benefits.

Paradoxically, to reform Social Security, a significant part of the
public needed to trust the president and the federal government.
They had trusted both for some time after September 11th. By the
end of 2004, trust in both was in decline. Distrust of the federal
government, a healthy civic virtue, had in some measure impeded
the liberalization of Social Security.'®

The responsibility for the failure lies with Bush himself. He
decided to undertake the effort and must have known of its diffi-
culty. Perhaps no president could have overcome those difficulties
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in 2005, but it is certain that only a president who enjoyed the trust
and support of more than a bare majority of Americans could have
transformed public opinion in 2005. Bush was not that man. To
transform the nation, he would have had to appeal to its finest
traditions, not least the expectation of personal responsibility. But
Bush had embraced compassionate conservatism and heavy govern-
ment spending, both of which contravened personal responsibility.

Far more important in explaining Bush’s failure was the ongoing
disaster in Iraq. From September 2004 until July 2005, public
approval of Bush’s handling of the Iraq War dropped by 10 percent
and for the first time dipped under 40 percent of the nation. During
his three-month effort to create support for reform, his Iraq approval
numbers matched the downward trend for the September to July
period as a whole.”® The struggle over Social Security reform was
not lost in Iraq alone. But the president was proposing that voters
accept a significant domestic innovation when his other great initia-
tive was undermining his credibility by the day. The public had
largely believed Bush in early 2003 about Iraq and terrorism. Why
should they again trust him about a major policy change?

Compared to the Iraq War, the other failures of Bush’s second term
were minor. The administration’s response to Hurricane Katrina in
New Orleans appears to have done little, if any, damage to Bush."™
The Republican Congress intervened in the case of Terri Schiavo, a
woman from Florida in a persistent vegetative state since 1990.'%
Polls from early April 2005 showed that a bare majority disapproved
of Bush’s involvement in the Schiavo case and a large majority (75
percent) disapproved of Congress’s intervention. Like the Clinton
impeachment, the Schiavo case showed Republicans to be responsive
to their Christian conservative base. As in 1998, that responsiveness
did not yield political benefits. Ironies also abounded. Bush had
offered the electorate a chance to crusade for moral renewal at home
and abroad. Several congressional Republicans declined to join the
effort. By late 2006, the GOP congressional brand stood for minor
scandals and major corruption.'”

The prescription drug entitlement did little to mitigate the losses
caused by these errors. In 2006, only 28 percent of registered voters
approved of Bush’s handling of the health care issue. At that time,
47 percent of elderly voters trusted the Democratic Party to handle
the prescription drug issue; 30 percent trusted the GOP.'* The Demo-
cratic edge with prescription drugs reflected a traditional advantage
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for the party, an edge that existed before the enactment of Medicare
Part D." In any case, Gallup found that almost a majority of respon-
dents thought the program was not working.' On the whole, Repub-
lican support for the drug benefit did little if anything to change
public views about the GOP and health care.

The politics of the drug benefit are not complex. Eighty percent
of the public favored adding this entitlement to Medicare.””" Yet
much dissatisfaction greeted the new benefit. Why was it unpopular?
About two-thirds of all voters, not just the elderly, took an unfavor-
able view of the prescription drug benefit because “it did not provide
people on Medicare enough help with their drug costs.”**? Bush had
initially proposed a $400 billion benefit; in the end, the law was
expected to cost more than $500 billion. His opposition, however,
had proposed a benefit that would cost $800 billion."* Compassion-
ate Bush Republicans would find it difficult to outbid compassionate
Democrats for the votes of the elderly. Providing something, but
not enough, need not garner a vote if the other party is offering
something more.

Exit polls in 2006 showed that majorities of the electorate disap-
proved of how Congress was handling its job, of the U.S. war in
Iraq, and of the direction of the nation. A significant majority (59
percent) thought the war in Iraq had not improved national security.
Meanwhile, public approval of President Bush’s general perfor-
mance and his handling of Iraq declined steadily throughout 2006,
reaching new lows on both measures around election day." The exit
polls also revealed that almost 40 percent of the electorate strongly
disapproved of the Iraq War , almost all of them Democrats. (Asked
their opinion of the president, 29 percent of the electorate replied
“angry.”) The Republicans did not completely lose their advantage
over the Democrats on the terrorism issue. More people said the
Republicans would keep the nation safe than said the same of the
Democrats; a majority, however, did believe the Democrats would
keep America safe.”

The GOP faced an electorate where its previous strengths had
dissipated, and its opponents were angry and mobilized. The results
were predictable. The GOP lost 6 seats on net in the U.S. Senate and
with them, control of the body."” The Democrats gained 28 seats in
the House, along the way defeating 21 Republican incumbents; most
elections in recent years had resulted in overall incumbent losses in
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the single digits. The Democrats had effectively nationalized the
contest by making local races into referendums on President Bush
and his party in Congress.'” Given the unpopularity of the incum-
bent, the results were perhaps better than might have been
expected.”® George W. Bush’s effort to fashion a post-Reagan GOP
had come to an end. It had lasted eight years.

Conclusion

George W. Bush both accepted and rejected the old regime. He
largely accepted its emphasis on active government as a way to
promote the welfare of individuals. He also accepted the implication
of his views: government should not be limited to protecting life,
liberty, and property. Bush rejected the old regime’s justification for
its programs and policies. His most important innovations did not
seek to augment prosperity. They sought instead to save all God’s
children from moral decay at home and political tyranny abroad.
Bush also tried to mildly reform Social Security, a core part of the
old regime. His effort came relatively late in his presidency, which
indicated both the difficulty of the task and his attachment to other,
more important priorities. The Bush administration, like others, was
often overtly political. His tax cuts and prescription drug benefit
belong in this category. Taken as a whole, Bush adumbrated a new
regime that rejected both FDR and Reagan. In that regime, had it
come to pass, individuals would live for a larger whole. Crusades
for virtue at home and democracy abroad would raise Americans
up from moral decline and realize the promise of the older
progressivism.

Bush’s aspiration to found a new regime failed. The crusade for
democracy in Iraq enervated the Bush administration and ended
Republican control of Congress. The war did enormous damage to
the Republican Party’s standing with the public; support for the
GOP fell along with Bush’s approval ratings."’ In Bush’s second term,
the Democrats enjoyed a steadily rising advantage in the number of
people identifying with their party compared to the GOP; by election
day 2008, the gap was 12 percent.*” The Bush years wiped out the
relative gains in party identification made by the GOP beginning
with Reagan. "

The Iraq War was initially presented as a defensive war against
an emerging threat that would culminate, if not checked, in more
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September 11ths. This justification for war offered voters security
at a price. The war was also presented as a vindication of democracy
and an unchanging moral code. This justification for war offered
voters a chance to improve the lives of foreigners along with the
satisfaction of having done the right thing.

The security rationale for the Iraq War turned out to be wrong.
The democracy promotion justification proved to be difficult and
costly. One could argue that the Iraqi people were better off without
the Saddam Hussein regime. But that improvement in their welfare
came at a steep and rising price to American voters. Politicians have
to at least promise voters that in exchange for their vote, they will
receive something they want, at a low price. Many voters clearly
did not care all that much about the welfare of Iraqis or a feeling
of having crusaded on behalf of righteousness.

Christian conservatism turned out to be more of a political prob-
lem than a foundation for an enduring majority. Christians lost a
fair fight in trying to impeach Clinton for sinning. The Shiavo case
indicated the political consequences of mixing religion in politics.
Both impeachment and the Shiavo case suggest that many Americans
see a zone of privacy that should exclude politics infused with
religious conviction. Compassionate conservatism fostered political
opposition and quickly came to nothing largely because many
Americans wish to maintain Jefferson’s wall of separation between
church and state. The years after 1997 offer little hope that Christian
conservatism will lead to political success.

Other Bush policies failed in different ways. The efforts to assimi-
late the old regime to conservative ends—education reform and the
prescription drug benefit—came to nothing politically. Bush’s effort
to reform Social Security indicated how deeply entrenched the old
regime had become.
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7. Conclusion

Over 40 years, beginning in the 1930s, American politicians created
a regime of institutions and politics rooted in progressive ideology
and ideals. The old regime opposed the American constitutional
order that limited government in pursuit of individual liberty. It
promised prosperity through government management of the econ-
omy as well as security through the appearance of self-help and
through government health care programs. In the 1970s, the econ-
omy rapidly declined, and the old regime fell into crisis, thereby
fostering the rise of Ronald Reagan. This book has recounted the
struggle Reagan and some of his successors mounted against the
old regime. It is now time to draw some conclusions and perhaps
some lessons for those who still hope to live in a society of free and
responsible individuals.

What Next?

I'begin by considering the two major political parties in the United
States. The two parties primarily seek to win elections and hold
power. To accomplish that, they adopt ideas and agendas they
believe will attract majority support. The major parties are thus the
most likely means to actual changes in institutions and policies,
especially in a polarized polity like the United States. By looking at
what the parties have done since 1980, we might gain some insight
about their futures as a means to limiting government.

As a candidate and as president, Ronald Reagan embodied a
central tension of the struggle to limit government. His rhetoric
and proposals looked toward a revival of limited government and
thereby to an end of the old regime. At the same time, Reagan the
candidate embraced the goal of prosperity rather than liberty. He
meant to make people wealthier through less government while
protecting Social Security. In that way, Reagan proposed both to
undermine and to reform the old regime.
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Reagan the reformer made a difference. The share of national
wealth taken by government changed around 1980.! Had the earlier
trends in spending and taxing simply continued, the federal govern-
ment would have been perhaps 25 percent larger than it was at
the end of the second Bush’s term. On its terms—as set out in
Memorandum No. 1 by Martin Anderson—the Reagan administra-
tion succeeded: it reduced the government share of national wealth.
That success might appear to be a limited achievement. But it might
not have happened at all: the trend before Reagan suggested govern-
ment would grow ever larger. One could argue that Reagan saved
the old regime by introducing mild fiscal reforms. It is possible that
if spending and taxation had continued to grow along the lines of
the decades before 1980, the old regime would have experienced
another, more serious crisis. Since his policies precluded such a crisis,
we can see Reagan in another light as a reformer (and upholder) of
the old regime.

The Reagan years and the first Congress after the 1994 elections
were also more politically successful than many critics now recall.
Reagan sustained more than enough popularity in 1981 to cut gov-
ernment spending and tax rates. He and the GOP did better than
they should have in the 1982 elections, given the depth and length
of the recession at that time. The 1994 Republicans did lose a high-
wire struggle with Bill Clinton over Medicare and cuts to spending,
but that struggle did lead to some constraint on spending. The GOP
did well in the ensuing congressional elections of 1996.

From the summer of 1997, Republican leaders began to repudiate
the older concern for limited government and individual liberty. The
public mood seemed to favor more spending. Republicans sought a
new agenda based on the concerns of a different group of voters
than those who had supported Reagan and Gingrich. They sought
to punish the sins and abuses of Bill Clinton through impeachment,
a move that reflected the concerns of the GOP’s new evangelical
voters. George W. Bush ran against the older Reaganite themes,
not least of which was limited government and free markets. Bush
enjoyed success for a time in transforming the GOP into a party of
compassionate conservatives at home and crusading progressives
abroad. Bush adumbrated a new regime and might have become
the FDR of evangelical and neoconservative aspirations.

Some Republicans argue that the Republican Party should persist
in the pursuit of virtue at home and democracy abroad. The purest
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statement of “staying the course” can be found in Grand New Party
by Ross Douthat and Reihan Salam.? The authors argue that Republi-
cans need to win back the votes of the working class, which today
“is defined less by income or wealth than by education—by the lack
of a college degree and the cultural capital associated with it.”
The working class is—or should be—Sam’s Club Republicans. This
group is experiencing a “crisis of insecurity and immobility.”* Dou-
that and Salam mention markets favorably from time to time, but
by far most of their efforts go toward outlining how an activist (and
expanding) government can win over its working class. Every other
page of the last three chapters outlines a new initiative, sometimes
of great complexity, to help the target group. The authors have
in fact created an agenda for a Republican Party that has largely
abandoned all commitment to limiting government. What they offer
instead is the promise of cultural stability and economic security
through state action.

David Frum also advises staying the Bushian course. He notes
that Bush recognized the exhaustion of Reaganism and tried to
escape the dead end of conservatism.> According to Frum, Bush was
right to reject Reagan. The limited government ideas Reagan stood
for addressed the problems of two generations past, not the problems
of the coming century.® A more principled, more Reaganesque
agenda, Frum argues, would have led to a political defeat greater
than any suffered by George W. Bush.” For Frum, the times now
call conservatives to change and adapt or watch their ideas and
party become irrelevant.® Liberty is not threatened today in the
United States: “the ideal under threat today is not the nation’s liberty,
but the nation’s security, its unity, its effectiveness and . . . its beauty.”
To meet these new problems (and win elections), the GOP should
jettison individualism and become what it has always been, “the
party of American democratic nationhood.” Being the party of the
nation means valuing “public service as much as private wealth
creation” and appreciating “the duties of government” as much as
“the rights of the marketplace.” Frum then endorses “reforms”:
universal health insurance, rising living standards, a renewed war
on terror,’ and a conservative environmentalism.

Those who advocate staying the Bushian course might consider
its political consequences. Bush’s revisions came close to destroying
the party politically. The Republicans followed the loss of control
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of Congress in 2006 by losing the presidency (and more congressional
seats) in 2008. These losses do not convey the depth of Republican
troubles. By 2009, the GOP held 178 seats in the House, the lowest
number since the late 1980s and early 1990s. From Reagan onward,
Republicans had narrowed the gap in partisan identification. After
2004, “Democrats have reclaimed most of the ground they lost during
the Reagan era” by opening up a 5- to 10-point lead in partisan
identification in the population."! The GOP had not been in such
bad shape since the 1970s.

The Bush innovations accomplished little for his party. Religious
voters received neither lasting programs nor authority to remake
the culture. Congress removed the conservative aspects of education
reform, and the Medicare drug benefit convinced few voters that
Republicans were better than Democrats on health care. This willing-
ness to expand government for political reasons led to a loss of all
discipline. In his last year in office, George W. Bush expanded the
ambit of the federal government in unprecedented ways. By the
middle of 2009, the government ended up “owning controlling inter-
est in an insurer (American International Group) and a car company
(Chrysler), and big chunks of another car company (General Motors)
and a big investment house (Citigroup).”* It is said the ends can
justify the means in politics, but Big Government conservatives gave
up on the goal of limited government in pursuit of majorities. They
ended up with neither limited government nor enduring majorities.

Putting aside matters of principle, we might wonder if staying
the Bushian course can consistently win elections. Republicans ran
on a Big Government conservatism agenda for almost 10 years before
the electoral debacle of 2006. In those years, only the midterm elec-
tions of 2002 were an unqualified success, and those races were run
in the shadow of September 11th, a time when national security and
terrorism were the most important issues for voters. The gains in
that election should be balanced against the huge electoral losses
that grew out of the Iraq adventure.

Judging times and circumstances can be a perplexing business.
Consider the case of Richard Nixon. He adapted his administration
to the times as he saw them and offered voters an expanding govern-
ment, a realist foreign policy, and recognition of socially conservative
values. In retrospect, Nixon’s approach failed and not just because
of Watergate. The old regime was entering a crisis, difficulties that
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would bring Ronald Reagan to the presidency and not Gerald Ford,
John Anderson, or Charles Percy. Those who urge staying the course
with Bush now tell the GOP to follow Nixon, not Reagan.

Like Nixon from 1968 to 1971, Douthat, Salam, and Frum fashioned
their proposals during bad times for limited government, 2005 to
2008. Their proposals are rooted in pessimism about the electoral
possibilities of the older agenda: voters want more government, not
less, and the GOP must adapt to those desires. In the run-up to
the 2008 election, the public mood did favor more spending. That
preference, however, was far less intense before Obama’s election
than it had been before the victories of Clinton and LBJ. Moreover,
such trends in the public mood are generally followed by a shift
toward a preference for less spending.” Those loyal to Bush’s legacy
may be simply repeating the best thinking of GOP consultants in 1999.

Might the Republicans become Reaganite again? These pages sug-
gest how darkly the shadow of the past falls on the present. So it
is with the Republican Party. Wars to save American culture and
foreign nations have proved to be an electoral disaster for the GOP.
That failure does not necessarily mean the party will change course.
Over the last two decades, conservative Christians have become a
much more important part of the Republican Party and its organiza-
tion. They will demand that party candidates and leaders continue
to fight the culture wars. The GOP also remains wedded to an
interventionist foreign policy. Here, the outlook is more hopeful.
Surely it will be some time before “being strong on national security”
translates into humanitarian interventions to save backward regions
from their history. Moreover, the Reagan and Gingrich eras show
that the GOP can be “strong on national security” while lowering
defense outlays." If social immoderation and failed wars have led
to electoral disaster, perhaps the GOP might try Reagan’s agenda
of liberalizing markets, social moderation, and prudence in for-
eign affairs.

Given the record of the George W. Bush administration, we might
ask whether the Democrats are the true party of limited government.
The history recounted here provides a quick answer. The Democrats
are the party that built and sustained the old regime. Apart from
supporting some deregulation in the late 1970s, the Democratic Party
has supported more, not less, government. When Republicans held
Congress, a large majority of Democrats in Congress opposed most
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efforts to cut programs or spending. Democrats showed less resis-
tance to tax reductions, at least in the early 1980s. When Democrats
held the presidency and the Republicans controlled Congress, Presi-
dent Clinton largely offered promises of limited government com-
bined with astute resistance to any real cutting of programs or taxes.
He won the struggle over the government shutdown by defending
higher levels of Medicare spending, and he precluded tax cuts by
calling for Congress to “save Social Security first.” Earlier, when
Clinton was unencumbered by a Republican Congress, he proposed
a sharp and fast expansion of spending and government power.
More recently, many Americans initially saw Barack Obama as “a
new-style Democrat who will be careful with the public’s money.”"
Like Clinton, Obama proposed expanding government subsidies
and management for health care along with a cap-and-trade program
that asserted collective control over the energy sector.

Even when a majority of Democrats vote to limit government—
as they did with the Tax Reform of Act 1986—they sought thereby
to curb the power of business or special interests. They did not
support such reforms to cut back on government control of the
economy. On budgetary matters, what seems to be the case actually
is: the Democratic Party is a party pursuing progressivism, a vision
that has come to mean helping the oppressed and harming the
oppressor. More specifically, the Democrats remain the party of the
old regime that promises to help those who do not do well under
laissez faire." They are notinclined to “allow to do” and, indeed, tend
instead to “not allow to do.” More generally, Democrats presume
that individuals and property should be under government control
absent strong arguments to the contrary. That presumption might
be overridden, for example, if private control over resources contrib-
uted more to economic growth than other alternatives, including
government control of those resources. On economic issues, the
Democratic Party represents old ideals with proven electoral appeal.
Liberty from coercion by government is not among them.

The Democrats have a reputation for reticence in the use of force
in international matters. The Clinton administration used force in
Kosovo but avoided a sustained intervention. Yet Democrats are
first and last progressive, and while Vietnam may still cast a shadow
on their leaders, progressivism as a governing ideal was from the
start imperialistic in foreign affairs."”
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Iraq was a progressive war, as George W. Bush made clear: the
nation should conquer another country in self-defense and to
improve the world (or at least, the region). The war would be a
humanitarian effort against an undoubted tyrant. Perhaps its Pro-
gressive roots (along with electoral concerns) prompted the Clinton
administration to support regime change in Iraq as a matter of policy
if not practice. The Democrats largely supported the actual decision
to authorize war with Iraq in 2002."® As noted in Chapter 6, they also
supported regime change in Iraq during the Clinton administration.

Does Democratic secularism serve the cause of liberty better than
Republican culture wars? It might seem so. But progressivism often
seems to be a religion for secular people, and many seem ready
to use government to enforce its doctrines. For example, Democrats
are given to paternalism in most matters not involving sex. They
desire to manage people’s eating and exercise, thereby improving
their health. Democrats are also likely to use government to change
people’s ideas about the good life, especially when such ideas
contradict ideas about the good life held by key Democratic
constituencies."”

These considerations do not lead to absolute conclusions. Demo-
crats may sometimes support libertarian proposals for egalitarian
reasons. When they do so, as with tax reform in 1986, both parties
might vote for restricting government management of the economy
for different reasons. Republicans may persist in cultural reform
rather than market liberalization. If so, they are likely to become a
permanent minority party. The Republicans were the only party that
proposed, pursued, and passed actual constraints on government
spending and taxing after 1980.

Beyond the parties, there is the question of the voters. If a majority
of voters truly want to cut back the federal government and persist
in that desire, both parties will respond. Based on the period covered
in this book, we might surmise that the Republicans would propose
cutting spending and regulations while the Democrats would temper
their plans for increasing spending, taxes, and the role of govern-
ment. Such majority support existed at times in the era covered by
this book, but it proved fleeting at crucial moments. We will never
know what might have happened absent the steep recession of 1982,
but we do know that Clinton won the battle over Medicare in 1995.
Have Americans lost a desire for limited government?
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The People

Ronald Reagan and David Stockman thought government had
grown too large. They believed also that Americans had not been
corrupted by life in the old regime. Cutting back the federal establish-
ment would follow the will of the people. That faith in Americans
was perhaps not wholly wrong, but it was too optimistic. The institu-
tions and policies of the old regime created both a politics of entitle-
ment and a people who favor the persistence of such benefits. In
that way, the old regime partially changed the American character;
it fostered dependence on government among a people culturally
disposed toward liberty. Nonetheless, about 14 percent of Americans
can be called libertarian in that they support both free markets and
social tolerance.”” Can anything be done to temper and change the
desire of Americans for public largesse?

The government offers benefits to Americans along with costs. If
those costs and benefits were internalized—that is, if each taxpayer
or household pays the costs of the services and benefit government
provides—there could be little reason to object to government spend-
ing. But government does not internalize its costs and benefits.
Instead, it offers benefits to the many at a cost to the few (majoritarian
abuse of power) or benefits to the few at a cost to many (special-
interest politics). The former would seem to be the normal outcome
in a democracy. In fact, we have seen that many of the policies of
the old regime offer concentrated benefits to highly organized
groups and then pass the costs of those benefits to most of society.
Reform is difficult: the highly organized are heard from because
they may lose significant benefits while the large majority has little
to gain and remains silent.

Reagan tried to cut spending with a novel strategy: if taxes were
cut, Congress would not have money to spend and would have to
choose between current spending and deficits. He assumed Congress
would choose the former given the electoral risks associated with the
latter. This strategy had an additional advantage: as we saw, voters
wanted taxes cut in 1978. They also wanted more spending on specific
programs. The Reagan strategy, had it worked, would have cut this
Gordian knot in a politically successful way. Taxes would have been
reduced, thus pleasing the public, while Congress would have had
little choice but to cut programs, and public displeasure would have
then fallen (mostly) on Democrat members of Congress.
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Congress had two options to escape this trap. It could have raised
taxes on affluent taxpayers to pay for spending and thereby avoided
deficits. President Clinton and a Democratic Congress pursued this
strategy in 1993; President Obama mooted the idea in 2009. Taking
from the rich, however, did not cover the spending, imposed eco-
nomic costs (and perhaps political costs). The alternative was to
continue spending, hold taxes steady, and borrow the difference.
Government can borrow, of course, and the development of global
credit markets has permitted revenues to run below public spending
most of the time since 1980.

Reagan’s gambit failed: spending was not brought into line with
the taxes people were willing to pay. Borrowed sums must also be
repaid with interest.” All things being equal, earlier cohorts pay
lower taxes than they would have if they had paid for all government
spending, and later taxpayers make up the difference with interest.
Over a longer period, if spending remains the same, a tax reduction
shifts rather than reduces the taxes owed by voters. If cutting taxes
had forced Congress to spend less, taxes would have been lower
than they otherwise would have been, and tax cuts now would have
been compatible with lower taxes later, even given minor deficits.

Perhaps the Reagan strategy had a fatal flaw. If a business cuts
prices, it will induce more demand for a product or service, all things
being equal. If it raises prices, demand will fall. Cutting taxes reduces
the price for government; citizens will want more of government at
the lower price. Lower prices and more government might seem to
be what voters want, leading politicians of both parties to offer
more programs for a lower price in taxes.? In fact, empirical studies
indicate that reducing taxes has not led to lower spending.”

This theory would suggest the opposite: if taxes (prices) are raised,
demand for government will fall. If spending falls, the total cost of
government, now and later, will also fall compared with a world
with lower taxes (now), stable (or rising) spending, and borrowing.
As noted earlier, the 1970s saw rising taxes across the board for
Americans, a development that appeared to foster Ronald Reagan’s
election victory and early political success.

Perhaps higher taxes are the way to lower spending and lower
taxes overall and thus the way to a more limited government or, at
least, to a government that would be smaller than it would have
been otherwise over the long run. Increased taxes would accomplish
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this by fomenting resistance to current spending. This argument
assumes reasonably that voters really do not want the current level
of spending since they are evidently not willing to pay for it.** Forced
to pay for current levels of spending, they will rebel and tell their
representatives to spend less to a point that they are willing to fund.
Both taxes and spending would then fall to this lower point. The
new government budget would be both smaller and more efficient
in that voters would be willing to pay for what government provided
and not shift the costs to future taxpayers.

This argument for lowering spending makes sense assuming that
all voters are equally taxed to pay for increments of government
spending. In that world, more spending leads to more taxes, and
thereafter to voters’ giving voice if they are paying for more govern-
ment than they want. But we do not live in that world. In reality,
some voters pay more taxes than others. In general, a majority of
voters paid a little less than 3 percent of all income taxes in 2007.
The top 10 percent of earning households accounted for just over
70 percent of all income taxes that year. The average tax rate on the
bottom 50 percent was 3 percent, on the top 10 percent, just under
19 percent.” More specifically, perhaps one-third of households pay
no federal income taxes at all.* In sum, the suppliers of tax revenue
will be a different group of people than the consumers of public
spending. The costs of government will therefore not be fully inter-
nalized, and spending would not be constrained.

These considerations suggest that the costs of government should
be spread widely. A flat tax on consumption—a tax on what people
spend rather than on what they earn—would seem to affect every-
one.” After all, everyone spends money. It need not, however, spread
the costs of government to all voters. Such a tax would include an
exemption for some spending and could impose different levels of
taxation on increased consumption.

Nonetheless, a genuine flat tax—a constant tax rate—would
spread the costs of government to all its citizens.” The flat tax would
also be a reform that removed tax preferences from the code. If all
this could be accomplished, the spending induced by organized
groups would lead to increases in taxes for everyone, including the
groups seeking the increased spending. If a reasonably flat tax could
be achieved, we would know whether people actually want as much
government as we have.” The logic of concentrated benefits and
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shifted costs indicates that Americans will not want as much govern-
ment as they have.

The Next Crisis?

We might wonder if more dramatic changes were possible. Reagan
the revivalist and enemy of the old regime failed. The federal govern-
ment still spends trillions of dollars, much of it borrowed. Few
programs or program areas were eliminated or even cut significantly.
The major entitlement programs—Social Security, Medicare, and
Medicaid—remain in existence and largely unreformed. Reagan and
Gingrich did not roll back the state to its constitutional limits or to
a libertarian ideal. Both politicians talked of radical change and a
renewed liberty. Whatever their intentions, they—Reagan espe-
cially—ended up as reformers whose innovations shored up rather
than ended a regime in crisis.

Yet for all its persistence, the old regime has problems. We begin
with its age. The government of the United States changed in impor-
tant ways in the 1860s and the 1930s. This suggests two thoughts.
First, a set of institutions and policies—a regime—does not last for
long periods in the United States. Second, the old regime fashioned
during the New Deal is over 70 years old and has persisted slightly
longer than the Constitution of 1789 and the post—Civil War political
order.” Yet time itself did not bring change in the 1860s and 1930s:
slavery, differences in economic development, progressivism, and
policy errors—among other factors—contributed to the political
changes noted earlier. Does the history of the progressive regime
suggest weaknesses that might foster its end?

The regime promises continual prosperity through government
management of the economy. Economic difficulties, if they persist,
become more than bad times; they can become a failure of govern-
ment and raise questions about its validity. As we have seen, the
malaise of the 1970s made Reagan’s presidency (and subsequent
reforms) possible. Other changes happened at that time. The failure
of Keynesian economic management shifted authority over the econ-
omy to the Federal Reserve Board and monetary policy. Just as fiscal
policy seemed to have solved all economic problems in 1965, the
monetary authorities appeared to have induced a “great moderation”
by 2005. It is possible that the Fed will take the blame for the financial
and economic crisis of 2008, especially if subsequent Fed actions
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lead to renewed inflation or poor economic performance. If both
fiscal and monetary policies and the institutions that control them
have lost credibility, how can the old regime perform its central task
of fostering prosperity?

A second weakness concerns the political legitimacy of the old
regime. The last 30 years have seen two low points of public trust
in the federal government. The first came about the time Reagan
won the presidency. The second fell in 1994.* In some measure, this
weakness comes from simple partisanship; people do not trust the
government when their enemies have power. Beyond that, the gov-
ernment appears unable to persistently convince a majority that
federal officials can be trusted to do the right thing. Such persistent
doubt about the federal government has not ended the old regime.
But it may reflect a larger weakness.

Americans have shown a great deal of trust in the federal govern-
ment twice in recent history: in the years before 1963 and for a
period after September 11th. In both cases, Americans had a sense
of common purpose rooted in a sense of external threat (the Soviets
in the earlier case, terrorists in the latter). In time, the policies to
deal with that threat provoked conflict, as did disagreement over
domestic policies. Such unity about national goals is the exception,
not the rule, in the United States. As we have seen the federal
government usually pursues many purposes through many policies.
Absent agreement about ends, the federal government will always
be pursuing ends and policies that many people disagree with.
Many Americans may much of the time conclude that the federal
government is not doing “the right thing.” The federal government
will normally be active and distrusted, apart from times of national
threat and common purpose. Perhaps that distrust will slowly sap
the old regime of its legitimacy.

A third weakness is fiscal. For most of the years covered by this
study, spending by the federal government has exceeded its reve-
nues. The difference has been covered by borrowing. Clearly, the
old regime has both fostered and responded to a sense of entitlement
to government benefits. It has not found a way to convince Ameri-
cans to pay for the spending done by the federal government, per-
haps because only a minority trusts the federal government. This
failure should raise questions about the old regime. A business that
must continually sell its products for less than it costs to produce
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them would eventually go out of business. Government can continue
in business because some of its costs can be shifted to future taxpay-
ers who have no say about current budgets. Deficits raise questions,
in other words, about the quality of consent to the old regime.

As a political fact, deficits and borrowing have proved to be
remarkably stable since 1980. For voters and candidates, tax increases
are bad, and spending cuts would harm specific constituencies. Defi-
cits are said to be bad but, as a matter of fact, remain an unproven
harm. Something like this may be what former vice president Cheney
had in mind when he said Reagan had shown deficits don’t matter.
If nobody loses an election because of deficits, perhaps the future
will be like the past, and the old regime will remain stable even if
the public debt grows.

The fiscal future of the United States, however, may not be like
the years covered in this book. Already, obligations incurred during
the George W. Bush years are expected to add trillions of dollars to
the public debt in the next few years, thereby raising the ratio of
public debt to national output by over 50 percent.”> The Obama
administration may add expensive commitments in health care
spending.® In any case, the new spending may well follow LBJ’s
expectation: it will gain supporters and continue to expand. Beyond
that, the core spending programs of the old regime—Social Security,
Medicare, and Medicaid—are expected to grow relative to gross
domestic product by 30 percent over the next 10 years and nearly
50 percent over the next 25 years.* By that time, federal spending
alone would rise to over 27 percent of GDP, perhaps one-third higher
than the range experienced during the years covered in this book.*
State and local spending would be on top of that. Put otherwise,
federal spending would rapidly return to the upward trend of 1948
to 1980 and then go well beyond that.

The future will thus present the same choices with rising fiscal
pressures. We have little experience of federal taxes taking over 20
percent of GDP, let alone 27 percent. We might recall that Carter
foresaw taxes rising to 24 percent of GDP in his last budget. His
electoral fate may have been related to his plans. Voters may reject
candidates who impose dramatically higher taxes.

As we have seen, Congress has not been able to cut Social Security
spending except for outside a 20-year window. It has not been able
to consistently restrain Medicare and Medicaid. Indeed, the federal
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government under both parties has added (or is likely to add) expen-
sive new entitlements in health care. A fear of voters, especially
elderly voters, informs the calculations of most candidates for
national office. The federal government and the people who elected
it clearly prefer deficits to the alternatives.

What might change this trajectory? The first ancient régime may
have fallen because it reached an upward bound on its ability to
borrow.* Almost all of the past 30 years in American politics suggests
the federal government will continue to prefer borrowing to tax
increases or spending cuts until an upper bound on borrowing is
reached.”

A public financial crisis of this kind might lead to default or
inflation. More likely, it might lead to efforts to constrain borrowing
before government reaches the upper bound to borrowing. Those
efforts may lead to much higher taxes or much lower spending,
or some combination of the two. Much higher taxes would lower
economic growth, thereby raising more questions about the compe-
tence of the old regime in its central preoccupation. Steep spending
cuts will antagonize constituents and disappoint their expectations
of entitlement. Perhaps the unhappiness will be great enough to
bring about the end of our old regime.

Conclusion

The future of limited government depends on the answers to two
as yet unanswered questions. Will the failures of the progressive
regime bring its end and the start of something new? Its crises and
failures have not yet proved deep enough to foster deeper changes.
Do the American people still wish to live under a more limited
government that offers more liberty if less of other goods? At various
times over the past 30 years, American voters have answered both
yes and no to this question. The future may require an end to their
ambivalence.
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