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Learning about Ourselves from Financial Crisis
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The extent of tunnel vision of U.S. bankers and business
people is more deeply embedded than I had realized.
Investment bankers took for granted that they deserved year-
end bonuses regardless of performance. In their defense, many
of them and their spokespersons redefined the word “bonus”
(Webster’s New World Dictionary, “anything given in addition
to the customary or required amount,” italics added) to mean
“customary.” Whenever shareholders of large corporations
insisted on having an advisory voice on compensation of
senior management, the boards of directors recommended a
vote against the proposal using predictable and generally inane
language. Merrill Lynch paid out more than $4 billion in
bonuses last December just before the takeover by the Bank of
America. Wells Fargo paid for a full-page ad in the New York
Times to justify its plan to hold a meeting in an expensive
location to express gratitude to its employees even after
accepting $25 billion in government bailout money—in effect,
asking the U.S. taxpayer to pick up this cost. I felt that my
intelligence was insulted when bankers argued that
expenditures like these were made with their own resources
and not from bailout funds. The average pay package of the
chief executive officers of the companies in the Standard &
Poor 500 Index in 2008 was $10.5 million, according to a
widely read report; this was 344 times the pay of typical U.S.
workers.

In addition to tunnel vision (i.e., not really understanding the
anger of the general public about the risks taken by financial
institutions during the housing bubble that has so devastated
the U.S. and global economy with the loss of millions of jobs,
destruction of many businesses, decimation of retirement
accounts, and the consequent public expenditures to rescue
their institutions), it has become increasingly clear how large a
role ideology plays in policymaking. I have in mind the
unwillingness of ideologues to think outside their customary
tunnel even after evidence is provided that new thinking may
be necessary. This is not unique to financial activities; on this
150th anniversary of the publication of Darwin’s On the
Origin of Species, millions of people are still unwilling to
accept the evidence on evolution. The Republican Party
apparently believes that the solution to all economic problems
is lower taxes. Many political conservatives, Republican and
Democratic, continue to believe in the sanctity of balanced

budgets in all circumstances. John Maynard Keynes is still
being attacked for his proposals on how government budgets
can be used under different circumstances to stimulate or slow
inflation in national economies.

Henry Paulson, during his tenure as secretary of the treasury,
proposed what later became the TARP (Toxic Assets Relief
Program). He deserves much kudos for going beyond his
inherent ideology in this instance. But he could not escape a
lifetime of giving priority to the private sector in order to limit
the government’s role and advice in operations of the banks
where the toxic assets were located. In his speech on February
10, Timothy Geithner also demonstrated his opposition to the
government taking sole control for dealing with toxic assets;
he wanted the private sector in on the program in ways that are
not clear, and he apparently argued for this position in internal
policy discussions.

Senior financial officials have shown a tendency to suggest
new policies before they have been fully thought through.
Secretary Paulson’s first idea was to buy up the toxic assets
that were besetting the operations of commercial and
investment banks, and his legislative proposal was based on
that. Then, in midstream, he shifted and instead used the initial
$350 billion of the TARP money to shore up the capital of
leading financial institutions. Secretary Geithner dropped the
name TARP for the remaining $350 billion because it was
clear that the public found little to praise in the way TARP was
executed. Unfortunately, his speech on the new Financial
Stability Plan generated little support because he rushed to set
forth concepts without providing detail on the main
elements—and U.S. stocks plummeted. As everybody knows,
the detail is where the devil is. Twice now the top financial
official of the U.S. government talked about the way huge
sums of money should be spent to deal with an enormous
problem only to later make it evident that he had not thought
through what could be done. This proclivity of talking first and
thinking later has been offsetting.

The distribution of income in the United States has become
highly unequal. The latest official data from the Census
Bureau (for 2007) indicate that the 20 percent of families at the
top of the income hierarchy received 50 percent of national
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income; the top 5 percent alone received 22 percent of this
aggregate income. The income share of the 40 percent of
families at the low end was 20 percent of the total—slightly
less than the income share of the top 5 percent. The tax
reductions of the George W. Bush (Bush 43) administration
went mostly to families with high incomes on the theory that
they would invest, create jobs, and thereby benefit people with
lower incomes. That argument turned out to be wrong.
According to the U.S. Bureau of Labor Statistics, job creation
during the Bush administration (except for the last three
quarters of 2008 when employment declined) was less than 2.9
million; by contrast, job creation during the eight years of the
higher tax context of the Clinton administration was more than
21 million.

The way the U.S. financial crisis developed and the
argumentation about the most effective way to stimulate
recovery showed that the tunnel vision of many wealthy and
influential people in the United States made them relatively
unconcerned about income inequality. This issue was largely
brushed aside by those who made tax policy during the Bush
administration. By contrast, inequality has long been a
problem that has troubled economists. Income inequality,
despite the fact that this became even worse during the good
economic years under Bush 43, was generally accepted in the
United States, albeit with some grumbling by spokespersons
for those at the bottom, as long as most incomes were rising.
However, income inequality became a more salient issue when
the U.S. economy faltered in the latter years of the Bush
presidency. Bush’s popularity ratings were extraordinarily low
when he left office, in large part because of economic policy
that was increasingly seen as unfair. The issue also arose in a
peculiar way during the recent presidential campaign when
John McCain raised it in one of the debates; McCain referred
to Joe the plumber’s casual conversation with Barack Obama
in which Obama talked about the need for less income
inequality. McCain’s argument was essentially that the
government should not use the tax system for redistribution—
that the government should not take money away from those
who earned it to reduce income inequality. There was a
legitimate issue on the level of income at which Obama’s
proposed tax increase for the wealthy should be triggered,
especially for small businesses, but most attention was given
in the presidential campaign to redistribution.

My inclination is to treat income inequality as a major concern
for the United States. This issue has come to the forefront of
U.S. politics time and again, usually during periods of low
economic growth, such as the Great Depression and now as the
economy is faltering. Income inequality is the hallmark of
many developing countries, especially in Latin America. The
World Bank and the Organization for Economic Co-operation
and Development have each compared data on a key measure
of inequality, the Gini coefficient, in developed European
countries and developing countries in Latin America. This
research showed that the Gini coefficients in both regions were

similar before taxes, but the after-tax coefficient showed less
inequality in the European countries than in Latin America.
Tax collections and budgetary redistributions are one way to
make capitalist systems fairer.

Capitalism, in my view, will endure as long as the winners
from this economic system compensate the losers. Democracy
in Latin America is shaky because the population in country
after country is aware that such compensation is not taking
place. Compensation of the losers is less entrenched in the
United States than in countries of the European Union. This is
not the only difference in the way that capitalism is practiced
on the two sides of the Atlantic Ocean, but it is at the heart of
what many critics of the U.S. system are getting at when they
refer to the “savage capitalism” of the United States.

We have long known about tunnel vision, the importance of
ideology in decisionmaking, and potential consequences of
income inequality, but their intensity has become clearer in
recent months. The frequency with which banks continued
their old bonus habits even after receiving TARP funds was
something of an eye opener. The contention of representatives
of the banking community that bonuses were merely
customary compensation was troubling because the original
justification of the bonus system was for a job well done—
actually for services rendered over and above what the job
called for. Losing billions of dollars surely was not a
demonstration of a job well done.

The Republicans were able to exert great pressure on the
content of the recent stimulus package because of the
requirement in the U.S. Senate that 60 votes, rather than a
simple majority of 50, are required to approve controversial
legislation. While we have witnessed serious errors of
judgment, the stimuli that the U.S. government and the Federal
Reserve have injected into the U.S. economy have been
valuable; and I am persuaded that the current economic
situation would be worse if these actions had not been taken.
However, the U.S government could have done better—and I
hope the authorities show more adroitness as the new stimuli
are applied. I have criticized other countries for the failure of
their political parties to come together to confront a national
emergency. It troubles me that the United States is exhibiting
comparable behavior in its current period of crisis
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