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1

Thinking like an Economist


In 2008, Barack Hussein Obama was elected to the presidency of the United States on a promise of “hope and change.” The first Black president, born fifteen years after Bill Clinton and George W. Bush, Obama’s election represented for many the turning of a page: the arrival of a new, multiracial America that would be able to transcend its racist past and build a brighter, more inclusive future.

Beyond the symbolic importance of breaking what the New York Times called the “last racial barrier,” many of Obama’s supporters anticipated that he would usher in substantial policy change.1 After eight years of the George W. Bush presidency, these voters hoped Obama would find a way to ensure that all Americans had healthcare, rein in Wall Street, and finally address the mounting crisis of climate change. Progressive Democrats, in particular, were excited and energized by the results of an election that had once seemed so unlikely.

Obama did oversee the resolution of the 2008 financial crisis and the nation’s long, slow climb out of the Great Recession. He had some major legislative accomplishments, which included the Affordable Care Act (ACA), the Dodd-Frank financial reforms, and a massive economic stimulus package. Yet even before 2010, many progressives began expressing disappointment with Obama’s policy leadership.2

What stands out in retrospect about the Obama presidency is its continuity with the recent past. The truly ambitious new policies—ones that might have been top-of-mind for Democrats in 1970, or 1935—never materialized. This is not because such possibilities were pursued unsuccessfully; they were never even seriously considered. And the policies that were proposed tended to share some characteristics more commonly associated with Republican administrations: a focus on leveraging choice, competition, incentives, and the power of markets in the pursuit of outcomes that would be not just effective, but efficient.

Take healthcare policy. Obama’s signal accomplishment in social policy, “Obamacare,” was modeled after Republican Mitt Romney’s 2006 Massachusetts healthcare reform bill. Obama’s version combined elements from both Republican and Democratic health reform plans of the early 1990s.3 The ACA increased the number of people with insurance, but it did not establish universal coverage or a right to healthcare. It established a complex system that sought to harness competition between insurers to keep costs down and incentivized the purchase of insurance with subsidies for those with lower incomes. The law also levied penalties against those who chose to forgo insurance. While some Democrats mentioned the possibility of universal, single-payer healthcare—which had been the party’s platform in the 1970s—the insider consensus was that such an approach was not only politically unrealistic but also actively undesirable because it would fail to keep costs down.4

Financial reform offers another example. The Dodd-Frank Act, passed in the aftermath of the 2008 financial crisis, was meant to ensure that banks deemed “too big to fail” could never again threaten to bring down the entire financial system with them. Yet while the bill introduced new regulatory requirements and created the Consumer Financial Protection Bureau, Dodd-Frank did little to take on the power of the banks.5 In the late 1990s, a bipartisan deregulatory impulse had led to the repeal of the Glass-Steagall Act, which had separated commercial and investment banking, and to rapid expansion of the biggest banks.6 But even after the 2008 crisis, policymakers never seriously reconsidered reinstating the division between commercial and investment banks. The idea of using antitrust policy to break up the banks was never on the table.7

Or consider policies to address climate change, a core plank of Obama’s 2008 campaign. The administration originally supported the Waxman-Markey Bill, a 2009 cap-and-trade bill that would have limited greenhouse gas emissions for the first time, but the proposal died in the Senate.8 Obama then turned to regulation as a next-best option. New fuel economy standards and a plan to reduce power plant emissions tried to use the authority of the Clean Air Act to address climate change, with very modest success.9 Both the cap-and-trade and regulatory approaches built on an economic framework that sought to use market forces (in the former case) or cost-benefit calculations (in the latter) to achieve efficient policy results. The strategy of simply instructing government to determine safe levels of emissions and requiring firms to meet them, as Democrats might have proposed in the 1970s, was not even discussed.

Obama was, of course, faced with many constraints that shaped both the options he considered and what he could actually accomplish: Republicans in Congress, more conservative members of his own party, the particular scrutiny he received as a Black man in the White House, and, notably, the worst recession in seventy years. The limits on what he was able to realize as president are not solely explained by a failure of imagination. But what is so striking about Obama’s time in Washington is not that he sought to achieve fundamental change and failed. It is how constricted the very horizons of possibility seemed to be.

Moments of crisis like 2008 can be moments of political transformation. As Rahm Emanuel, Obama’s chief of staff, suggested that year, “You never want a serious crisis to go to waste.”10 So why, then, did the Obama administration not produce, or even seek, more fundamental change, despite coming to power during just such a crisis and having, for two full years, control of both the House and the Senate? Why did it remain committed to an incrementalist, modestly ambitious vision of government, even as the country faced unprecedented challenges? And should we expect the same from the Biden administration, which inherited much of Obama’s legacy (and many of his advisors), and came to power during a global pandemic, but also at a time of greater mobilization on the political left?

There is no single right answer to this question. The Democratic Party’s enduring commitment to a market-friendly, technocratic approach to policy since 1990 has many sources, including the influence of the tech and finance industries within the national Democratic Party, the ever-rightward shift of Republicans, the relative weakness of organized movements on the left, and the depth and complexity of interest-group politics in domains like healthcare and climate policy. Any one of these makes transformative change hard; combined, they can make it feel impossible.

This book addresses a critical, yet underappreciated, historical change that helps explain Democrats’ apparent lack of ambition, among other political shifts: the rise of a distinctive way of thinking about policy—what I call the “economic style of reasoning”—that has become prevalent in Washington. The economic style of reasoning is a loose approach to policy problems that is grounded in the academic discipline of economics, but has traveled well beyond it. It is often perceived as politically neutral, but it nevertheless contains values of its own—values like choice, competition, and, especially, efficiency. Today, its dominance as a framework for thinking about policy problems is often taken for granted, but this has not always been the case.

In the chapters that follow, I provide an account of where the economic style of reasoning came from, how it spread and was institutionalized in Washington, and what its political effects have been. Between the 1960s and the 1980s, two intellectual communities—both initially led by liberal technocrats who thought government could solve social problems and improve the working of markets—introduced this distinctive style to new parts of the policymaking process. One was a group of systems analysts who came from the RAND Corporation and offered new answers to the age-old question, “How should government make decisions?” The other was a loose network of industrial organization economists who came to Washington to ask, “How should we govern markets?” I follow the movement of these economists and their fellow-travelers into a variety of policy domains and show how they helped to institutionalize an economic style of reasoning through law, regulation, and organizational change.

I also demonstrate the political effects of this change. The high value that the economic style placed on efficiency, incentives, choice, and competition frequently conflicted with competing political claims grounded in values of rights, universalism, equity, and limiting corporate power. As the influence of the economic style became more durable, it became harder for those competing claims to gain political purchase. While the economic style had the potential to conflict with conservative as well as liberal values, in practice, its predominant political effect has been to reinforce the conservative turn that began in American politics in the 1970s. For Republicans, economic reasoning remained a means to an end; for Democrats, the values of economics became an end in themselves.

The results of this turn continue to play out in politics today. Material interests play an undeniable role in determining which ideas get political attention in the first place. But once a particular intellectual framework is institutionalized, it can take on a life of its own, defining the boundaries of what is seen as politically reasonable. For Democrats, the institutionalization of the economic style has limited political options over the last thirty years, even as social movements and an increasingly organized left have introduced new voices and a new level of dissatisfaction with the status quo. Whether those voices will gain greater influence will, once again, depend on collective action as well as ordinary interest group politics. But their success will also depend on their ability to reform or dislodge a way of thinking about policy that has become thoroughly naturalized, and that is much less politically neutral than it appears.


The Economic Style of Reasoning and Its Importance

Philosopher Ian Hacking initially proposed the term “style of reasoning” to capture the distinctive ways of thinking made possible with the emergence of statistics.11 But styles of reasoning are not scientific paradigms, nor are they particular theories or models. Instead, they are collections of orienting concepts, ways of thinking about problems, causal assumptions, and approaches to methodology.12

The economic style of reasoning is a loose approach that began turning up in Washington as early as the 1950s, but that really spread in policymaking between about 1965 and 1985. It starts with basic microeconomic concepts, like incentives, various forms of efficiency, and externalities. It takes a distinctive approach to policy problems that includes using models to simplify, quantifying, weighing costs and benefits, and thinking at the margin.13 It also includes causal policy stories linked to economic theories—that, for example, investing in education will increase human capital and raise incomes.14

The style is grounded in the authority of PhD-producing economics departments, which reproduce it, certify those credentialed to use it, and, over time, gradually drive its evolution. These departments are at the center of what microbiologist and philosopher Ludwik Fleck called an “esoteric circle,” one made up of those who publish in top economics journals and create new knowledge in the discipline.15

A weaker version of the style circulates well beyond the rarified air of elite economics departments. Economics PhDs teach in law, policy, and business schools, where graduate students in other disciplines are exposed to the basics of the style. Indeed, as sociologists Tim Hallett and Matt Gougherty show in their ethnography of a public affairs program, learning to “think like an economist (without becoming one)” is integral to pursuit of the master’s degree.16 An even broader set of people learn the style’s elementary concepts in Econ 101 classes, or in other undergraduate courses grounded in economic reasoning.

This much larger group of people, who lack PhDs in economics but are familiar with the basic principles of economic reasoning, make up concentric “exoteric circles” of those influenced by the economic style. Their numbers include faculty in professional schools oriented toward it, producers of policy knowledge who apply it, and policymakers and advocates who adopt its approach, sometimes unawares.17 While the inhabitants of these exoteric circles may not be familiar with the cutting edge of the discipline, what’s happening at the frontiers of knowledge may not matter much for policy purposes. As economist Alain Enthoven, one of Robert McNamara’s whiz kids, wrote in 1963—and others have reaffirmed—“the tools of analysis that we use [in policymaking] are the simplest, most fundamental concepts of economic theory [that] most of us learned as sophomores.”18

In practice, the economic style is a loose and flexible approach to analyzing policy problems that has evolved gradually over time. But the style does reflect two core stances whose implications can be seen playing out in a variety of policy domains. First, it maintains a deep appreciation of markets as efficient allocators of resources. This does not mean that its adherents believe that markets are perfect, that deregulation is always the answer, or that market failures are not a problem. But it does mean that they tend to see government’s role as creating the legal framework that will facilitate well-functioning markets and correct for any market failures. It also means that they tend to view policy domains through a market lens. They display an affinity for introducing market-like elements—like choice and competition—into areas, such as education or healthcare, that are not governed primarily or solely as markets.

Second, the economic style places a very high value on efficiency as the measure of good policy. Once a particular objective has been democratically chosen, adherents of the economic style regard a good policy as the most cost-effective means to reach that objective. Policy goals themselves can also be evaluated through the lens of efficiency: an appropriate level of regulation, for example, is the one that will maximize net benefits to society. The economic style portrays efficiency as a politically neutral value. Any objective can be achieved in a more or less efficient manner, and who would advocate for inefficiency? Yet, as we will see, centering efficiency often means displacing other political values, or ignoring the politics behind the process of identifying efficient policy decisions.



A brief foray into the rise of the economic style in environmental policy between 1970 and 1990 can put some empirical flesh on this abstract description. The years around 1970 saw Washington enact a major wave of environmental policies in response to growing public concern with pollution and the rise of a powerful environmental movement. These policies, which included President Richard Nixon’s creation of the Environmental Protection Agency (EPA, 1970) and Congress’s passage of laws like the National Environmental Policy Act (NEPA, 1969), the Clean Air Act (1970), and the Clean Water Act (1972), had broad, bipartisan support.19

This wave of policy change was motivated by a complex mix of factors. NEPA, for example, emphasized ecological interrelations. The law declared that it would “encourage productive and enjoyable harmony between man and his environment.”20 The Clean Air Act focused on “the effects of air pollutants on public health and welfare.”21 Both the Clean Air and Water Acts were influenced by political scientist Theodore Lowi’s argument for strong, inflexible rules to combat regulatory capture. They required strict standards for pollution control based on what was technologically possible, and they limited air pollution to levels that would provide “an ample margin of safety to protect the public health.”22 The policies were, by and large, effective, and pollution trended sharply downward in the years that followed.

This early-1970s wave of environmental legislation did not reflect much in the way of economic reasoning. Economists, who were also concerned about high levels of pollution, had a very different—yet internally coherent—way of thinking about the problem. From an economic perspective, pollution was an externality: a side effect of producing some good or service, whose cost was borne not by the consumer of that product, but by the breathers of air and drinkers of water. The solution to this market failure was to put a price on pollution, perhaps through a tax, so that consumers of polluting products, rather than members of the larger public, would bear their full cost.23

Economists were quite critical of the environmental approach taken by Congress in the early 1970s. From an economic perspective, the regulatory solutions it had settled on—rigid limits on how much pollution firms could emit and requirements that they adopt particular mitigating technologies—created problems of their own. They did not distinguish between changes that were inexpensive for firms to make and those that were very costly. They failed to acknowledge that the more pollution was reduced, the more expensive further reductions would likely be. And they did not account for the fact that, while pollution itself was unwanted, it generally accompanied some otherwise desirable activity, and limiting it would have costs.24

Economists were well-represented in the Nixon White House, but when it came to the environment, their views were largely ignored. Moreover, in an era of ascendant environmental politics, the idea of pollution taxes struck many policymakers as morally objectionable—“a purchased license to pollute.”25 One economist subtitled his retrospective analysis of the Clean Water Act, “Why No One Listened to the Economists.”26 But by the time Congress revisited the Clean Air Act two decades later, the situation had changed considerably. By 1990, the economic style had pervaded many more domains, including environmental regulation.

A centerpiece of the Clean Air Act Amendments of 1990 was the Acid Rain Program. In the 1980s, acid rain—a phenomenon created by power plants expelling sulfur dioxide from multi-hundred-foot-high smokestacks—became a major environmental concern.27 Falling up to hundreds of miles from these sources, acid rain destroyed aquatic ecosystems, killed trees, eroded building materials, and harmed human hearts and lungs. The Acid Rain Program was a new and ambitious bipartisan attempt to solve this problem. But while earlier environmental legislation had made ecological references to “harmony” and “the interrelations of all components of the natural environment,” Congress’s new solution drew on the economic style.28 Acid rain would be cut in half by “design[ing] mechanisms … which take advantage of the forces of the marketplace in our economy” to protect the environment in “economically efficient” ways.29

The Acid Rain Program proposed to do this by creating the first national cap-and-trade program in the United States. Rather than requiring power plants to install “scrubbers” that would remove sulfur dioxide, it limited how much of the pollutant they could emit and gave producers credits for reductions they made beyond that requirement. Companies could then sell these credits to other companies for whom reducing emissions was more expensive. Economists argued that a market in emissions credits would reduce the amount of sulfur dioxide in the atmosphere more efficiently than simply requiring all plants to limit their emissions by the same amount.30

Economists had been writing about the possibility of tradeable permits since the late 1960s and had strongly advocated for their incorporation into the Clean Air Act amendments.31 They were delighted to see Congress incorporate an approach consonant with their own style of reasoning into policy thinking about pollution. In the thirty years since its passage, the Acid Rain Program has widely been viewed as a major success, contributing to an eventual 94 percent reduction in sulfur dioxide emissions, along with parallel improvements in the effects of acid rain on ecosystems and human health.32 It has since served as a model for cap-and-trade programs around the world.33

The policy differences in approach between the Clean Air Act of 1970 and its 1990 amendments may seem subtle. Both laws passed with strong bipartisan support. Both represented serious attempts to ameliorate environmental problems. And both were successful at achieving meaningful pollution reductions. But the differences between the two laws represent a transformation in the logic of environmental policy.

Over the course of the 1970s and 1980s, environmental policy turned away from a moral framework that stigmatized polluters and toward the position that pollution was simply an externality to be priced. Instead of identifying acceptable levels of pollution, the policies began focusing on the most efficient means to achieve previously designated targets. Instead of promoting technologies of pollution reduction, it pushed technologies of market design. The top-down, one-size-fits-all regulatory approach of the 1970s was delegitimated in favor of more a flexible strategy that took costs into account—but that failed to take seriously some of the practical and political advantages of the original tactic, instead simply seeing it as economically illiterate.

This growing expectation that environmental claims should be made in economic terms, at least if they were to be upheld by federal agencies and the courts, changed the political space for making them. Ecological arguments, so integral to the passage of NEPA, rested on the idea that organisms and their environment depend on one another in complex, unpredictable ways; these ideas did not translate easily into economic equivalents. Instead, the 1990s saw ecology rethought in terms of “ecosystem services”—priceable contributions the environment made to human welfare—so that such services could be incorporated into cost-benefit calculations. Yet the ecosystem services concept failed to capture the deep interdependence of the living and nonliving elements in an ecological system. It also lacked the moral appeal ecological thinking had held for many.34

Similarly, when people of color organized in the 1980s to demand environmental justice in response to the disproportionate pollution of their communities, they drew on the language of civil rights, asserting “the right to participate [in environmental governance] as equal partners.”35 Yet when the EPA finally responded to these calls, it did so by turning demands for racial justice into an economic calculation of “the relative risk burden borne by low-income and racial minority communities.”36 Gone were their calls to end toxic waste production and references to the sacredness of Mother Earth.37

The power of economic reasoning rests partly in its ability to bring new concerns—whether with the value of pollinators or the siting of landfills in racialized communities—into its framework. But rethinking competing values in the language of economics often comes at the cost of some violence to the originals.

The implications of this shift toward economic reasoning in environmental policy continue to play out. The most important environmental issue of our time is climate change. But the language of moral imperative has been relegated to the margins of climate policy—perhaps something to be referenced in press releases, but not as a starting point for practical action. To be taken seriously by the Washington establishment, climate proposals must be consistent with the economic style—that is, they must understand greenhouse gas emissions as a particular kind of problem resolved by a particular kind of solution—one that fixes the market by pricing the externality. This requirement places significant constraints on the range of possibilities and types of approaches that policymakers define as reasonable. It is no wonder that more meaningful change has not taken place.



Environmental policy provides one illustration of how the economic style has changed the political conversation. But it is certainly not the only one. A wide range of policy domains adopted the language of economics between the 1960s and the 1980s. Analogous changes took place, to a greater or lesser degree, in social policy areas from poverty to healthcare to housing to education policy. Economics also gained influence in antitrust policy and in the governance of regulated industries like transportation, energy, and communications. And it affected not only environmental regulation, but regulation of public health and safety as well. In many of these arenas, economics was almost irrelevant to policy in the early 1960s; by the 1980s, its language shaped the terms of debate in domains once seen as well beyond its scope.

As was the case in environmental policy, the growing influence of the economic style went hand in hand with the declining legitimacy of competing frameworks for thinking about policy. Today, the economic style is so widespread as to be taken for granted. It was at the heart of the kinds of policies that were advocated by the Obama administration and that continue to be supported by centrist Democrats. In addition to its prevalence in climate policy, it can be seen in approaches to healthcare reform that emphasize choice and competition, means-testing, and the careful structuring of markets as a means to improve efficiency. It is reflected in an approach to antitrust that understands consumer welfare solely in terms of prices and defines issues like “too-big-to-fail” banks as beyond its scope. In each of these areas, competing frameworks for thinking about policy—ones that open up the possibility of more ambitious change—exist. But as long as such frameworks lack the legitimacy and institutionalized support that have been put into place for economic reasoning, they will struggle to gain ground.



The Spread of the Economic Style of Reasoning

Economists could be found in the federal government from the early twentieth century. They had real influence in particular policy areas—especially macroeconomic ones, like fiscal policy—in its middle decades. But the economic style of reasoning is a distinctively microeconomic approach. It brings the tools of economics to less obviously “economic” domains, like transportation governance and education policy. It only really began to take off in the 1960s, as two intellectual communities rooted in the economics discipline first brought their insights into policymaking.

One was a systems analytic group that came to Washington from the RAND Corporation at the dawn of the Kennedy administration. Kennedy’s Secretary of Defense, Robert S. McNamara, introduced an initiative called the Planning-Programming-Budgeting System (PPBS) at the Department of Defense (DOD). The systems analysts—who mostly wanted to improve, not to shrink, government—thought that they could provide neutral, technocratic answers to the question, “How should government make decisions?” Their influence spread when, in 1965, President Johnson required nearly all executive agencies to adopt PPBS. Timed to coincide with the Great Society’s dramatic expansion of social programs, PPBS introduced the economic style into welfare, health, housing, and education policy—domains where it was initially unfamiliar.

The systems analysts were joined by a second, looser network of industrial organization economists who had answers to the question, “How should we govern markets?” This network included both a liberal Harvard branch that was friendlier to government intervention and a conservative Chicago branch that was skeptical of it. Both groups, however, thought that the purpose of market governance was to promote allocative efficiency, and that the existing approach to regulation was making markets less efficient. By introducing economic reasoning to law schools, encouraging it at agencies like the Antitrust Division and the Federal Trade Commission (FTC), and building hubs in Washington—first at the Brookings Institution and later the American Enterprise Institute—industrial organization economists spread economic reasoning into areas like antitrust, transportation, energy, and communications policy.

As the territory of economic reasoning expanded, these two communities intersected and recombined in sometimes unexpected ways. Industrial organization’s focus on eliminating economic regulation—that is, price and entry controls in various industries—would be married to the systems analysts’ cost-benefit approach to produce “regulatory reform”: cost-benefit analysis of environmental, health, and safety regulations. The systems analytic concern with policy efficiency would meet industrial organization’s interest in market structure to promote ideas like emissions trading—as would be realized in the Acid Raid Program. While these networks were tied to different parts of the economics discipline, and focused on different policy problems, their underlying commitment to the economic style of reasoning—to the potential benefits of markets, and the value of efficiency—made them natural allies.

This book explores the arrival, institutionalization, and effects of the economic style of reasoning in the three key domains of social policy, market governance, and social regulation (that is, rules governing the environment, health, and safety). Each of these areas followed a pattern analogous to the one illustrated by environmental policy. Different ways of thinking, orthogonal to the economic style, dominated policymaking in the 1960s and into the early 1970s. But in each area, a competing approach grounded in economics was consolidating, and gradually gained influence, during this same time period. Over time, the economic style was institutionalized into the policymaking process in various ways, naturalizing it and making competing ways of thinking about policy seem less reasonable. In the chapters that follow, I demonstrate how this process unfurled in antipoverty policy, antitrust policy, environmental regulation, and various other domains.38

One major impetus for the growing influence of the economic style in the 1960s, at least in social policy and social regulatory domains, was the dramatic expansion of the federal government. With the War on Poverty and its associated Great Society programs, the Johnson administration raised the government’s ambitions for antipoverty, healthcare, housing, and education policy. Another wave of growth, this one focused on social regulation, followed under Richard Nixon’s watch: the Occupational Safety and Health Administration (OSHA), the National Highway Traffic Safety Administration (NHTSA), and the EPA were all created around 1970. In many policy domains, the spread of the economic style might best be understood as an attempt—mostly from the political center—to rationalize and temper this expansion of government.

In market governance, which saw less dramatic policy change during these years, the economic style spread via a different path. The United States’ existing market governance regime had largely been put in place by the 1930s, primarily to ensure stability and access to markets at equitable prices. By the 1970s, many different actors, from consumer activists to populist politicians to Chicago economists, were coming to see this style of market governance as obsolete. The economic style, initially advanced by centrist Democrats, provided a compelling alternative framework and found influential allies on the populist left.

Critically, I argue that in contrast with accounts centered on the Chicago School, neoliberalism, and the Mont Pelerin Society, the most important advocates for the economic style in governance consistently came from the center-left. In none of these cases did the initial push for economic reasoning come from the political right. Over and over again, the economic style was introduced to policymaking by technocrats associated with the Democratic Party who wanted to use government to solve social problems. When Chicago School adherents did play a role in certain policy domains, particularly in the 1970s, they were decidedly more skeptical of the positive potential of government. But this is not, first and foremost, a story of right-wing economists pushing for smaller government and freer markets.

Yet whether they came from the left, right, or center, economists and other advocates of economic reasoning became increasingly active in various policy domains after 1965. As they did, the economic style was institutionalized to varying degrees through organizational change, legal frameworks, and administrative rules. Some parts of the federal bureaucracy created entirely new offices oriented toward economics; others expanded and upgraded the role of economics in existing offices. In the process, these offices sometimes reshaped how whole agencies thought about policy. Outside of government, law and policy schools hired economics PhDs and introduced economic reasoning into their curricula, while new funding streams fed the growth of economics-oriented policy research organizations that also helped set policy agendas. At the same time, economists helped to shrink or close government offices whose orientation directly conflicted with economic reasoning.

Evolving legal frameworks also helped institutionalize the economic style. At times, economists worked to tear down old frameworks that clashed with economic reasoning, as in their support for legislation dismantling the regulation of the airlines, rail, and trucking. At others, they built a constituency for new frameworks, as in their advocacy of an efficiency-centered vision of antitrust—a long-term project that was realized as the antitrust agencies, law schools, and eventually the Supreme Court came to agree with them. Administrative rules offered a third pathway through which the economic style was reproduced. Executive orders and agency rulings, for example, expanded the use of cost-benefit analysis in issuing environment, health, and safety regulation.

Institutionalizing the economic style through organizational change, legal frameworks, and administrative rules did more than increase the presence of economists, their allies, and their way of thinking in policymaking spaces. It also created a positive feedback loop. Institutionalizing economic reasoning in one location tended to generate more demand for it in another, as when Congress responded to the executive branch’s growing analytic capacity by creating the Congressional Budget Office (CBO) to provide itself with such capacity. And hiring staff to meet one kind of analytic demand—for example, to conduct cost-benefit analysis—could also create a constituency of enthusiasts for the economic style who would promote its further expansion.

As the economic style of reasoning pervaded Washington, its previously unthinkable approaches to policy problems began to seem obvious, even intuitive. Deregulating railroads stopped seeming “heretical,” as economist John Meyer declared the idea in 1959, and became the conventional wisdom.39 Democratic members of Congress no longer saw the taxing of emissions and effluents as providing a “license to pollute,” but as the most reasonable response to managing environmental quality—unless, even better, it might be possible to create a market for emissions credits. And bureaucrats increasingly made social policy decisions through a lens of cost-effectiveness, in which it seemed only sensible to limit access to public programs to those who could not afford to pay.

The economic style became a taken-for-granted approach to policy problems, one that was embedded in the state: in bureaucratic offices, in the ecosystem of policy organizations surrounding the federal government, and in the law and policy programs that trained the staff of both. Of course, politicians did not always use economic language, challenger groups continued to make other kinds of claims, and economists themselves remained frustrated at the sheer irrationality of much of the policy process. But within the technocratic communities of think tanks, regulators, bureaucrats, and professional schools—communities that played a critical role in setting the policy agenda and laying out political possibilities—“thinking like an economist” had become the new norm.



The Political Effects of the Economic Style

The economic style of reasoning provided an intellectual tool kit for thinking about policy problems. Many of its advocates saw it as value-neutral and were not themselves particularly partisan. Typically, they hoped economic reasoning would promote more rational decision-making in a process that was, most of the time, fundamentally illogical.

But the economic style was more than an approach to thinking about problems. Values were also built into economic reasoning—first and foremost, the value of efficiency. Indeed, Charles Schultze—Johnson’s budget director, chair of Carter’s Council of Economic Advisers, and archetype of the Democratic economist—famously argued that economists’ most important job in Washington was to serve as “partisan efficiency advocates.”40 From welfare to health to housing policy, from regulatory to antitrust to environmental policy, the economic style made efficiency its cardinal virtue.

Efficiency, for economists, came in multiple varieties—productive, allocative, Kaldor-Hicks—the details of which we will save for later. Yet in each of our broad policy domains, economists saw some type of efficiency as a central guiding value. In social policy, the economic style typically valued policies that provided the most (measurable) bang for the buck—that is, that were cost-effective. In market governance, it valued the kind of efficiency produced by well-functioning markets not subject to failures like monopoly or unpriced externalities. And in social regulation, it valued policies that maximized societal benefits while minimizing societal cost.

While the virtues of these kinds of efficiency may seem self-evident, the pursuit of efficiency frequently conflicted with commitments to competing values. Advocates for national health insurance, for example, made their case by centering the right to medical care, equality of access, and universalism as important, whether for moral reasons or for political viability. If efficiency were the measure of good policy, however, the best healthcare program should be based on means-testing and cost-sharing, not universal full coverage, as it would provide the maximum amount of medical care at the minimal cost to government. Advocates of robust antitrust enforcement might rail about the political power of big business, or point to the role of small business in the fabric of local communities. These values conflicted with an economic vision that took no position on the desirability of small businesses or the danger of big ones, so long as prices remained at competitive levels. And advocates of strict environmental regulation might take that position because of concerns with the immeasurable ecological impacts of pollution, because of a belief that polluters should be punished, or because they thought rigid standards would make it harder for polluters to weaken environmental protections. Yet all these positions clashed with the economic idea that regulation should prioritize the maximization of measurable net benefits, while setting aside the morality of pollution and “political” questions like policies’ practical viability or the issue of gained and who lost.

Economists, of course, were neither monolithic nor monomaniacally committed to efficiency. Many were deeply aware that the values inherent in the economic style conflicted with other values that they, themselves, might hold. Alice Rivlin, later founding director of the CBO, wrestled with these conflicts in 1960s memos to her colleagues as a young economist at the Department of Health, Education, and Welfare (HEW).41 Kenneth Boulding, as president of the American Economics Association, addressed them in a 1968 lecture to the discipline titled “Economics as a Moral Science.”42 Arthur Okun, the chair of Johnson’s Council of Economic Advisers, wrote Equality or Efficiency: The Big Tradeoff in 1975 to grapple with exactly these issues.43 In the end, most decided that the benefits conferred by using the economic style—benefits that often had few advocates in the self-interested world of politics—outweighed the risk of squeezing out values less integral to economics.

Yet as the economic style was, in fact, institutionalized in various policy domains, and as considerations of efficiency were naturalized and sometimes legally required, it became harder for policymakers to make arguments based on these competing logics. How much harder depended on how fully the economic style was institutionalized, which varied across policy domains. Where the language of economics came to dominate, but its use was not built into formal rules, other arguments simply came to seem less legitimate. But where elements of the economic style were integrated into more formal decision-making processes, like legal frameworks, the barriers to challenging it rose. A series of Supreme Court decisions, for example, made consumer welfare—understood as allocative efficiency—the sole legitimate goal of antitrust policy.44 This meant that advocates of alternative goals would not only have to convince others that their way of thinking was legitimate, but would actually have to change the law. This was a formidable task.

Many enthusiasts of the economic style wanted to use government to solve problems. They saw the style as an apolitical way to improve its effectiveness. But the collective effects of the economic style were less liberal than such advocates might have preferred. This, in turn, often placed Democratic economists into opposition with other members of the Democratic Party. By the 1980s, for instance, Democratic advocates of the economic style typically preferred—on grounds of efficiency—housing programs that provided vouchers to low-income families instead of investing in public housing.45 Democratic economists opposed universal health insurance, advocated against a universal family allowance, and thought tuition-free higher education was misguided. Centering efficiency repeatedly put Democratic advocates of the economic style into conflict with those they were otherwise politically aligned with.

The economic style could conflict with conservative values as well as liberal ones. For example, economists’ focus on efficient solutions to poverty, like the negative income tax, left them relatively uninterested in the moral virtue of work, a central concern of conservative welfare reformers. And economists might advocate for public spending on health and education programs on the grounds that the payoffs in terms of human capital were likely to exceed the costs, while conservatives might prefer a smaller government role on philosophical, not economic, grounds.

On balance, though, the spread of economic reasoning was not as constraining for conservatives as it was for liberals for several reasons. First, value conflicts between the economic style and conservative positions were less frequent. Liberal economists of the 1970s, for example, typically supported less economic regulation and more limited antitrust enforcement, which aligned with conservatives’ preferences as well. Second, the economic style prescribed government efficiency, but often implied no clear position on what government should or should not try to do. In practice, this meant that its advocates often argued against specific liberal programs—like the early 1970s push for a universal family allowance—on efficiency grounds, while supporting a more efficient alternative—like a negative income tax.46 Yet when conservatives simply argued against using government to solve poverty, from either a moral or a practical perspective, advocates of the economic style had fewer compelling counterarguments.

More broadly, though, conservatives were better at using the economic style strategically, in pursuit of noneconomic objectives. This was true to some extent as early as the Nixon administration, which supported basic income experiments (favored by economists) in part because experiments defused activists’ push for broader antipoverty programs. This phenomenon was particularly visible under Ronald Reagan, whose appointees used the economic style when convenient, and ignored it when not. The Reagan administration slashed support for economic analysis in social policy areas, where the president expected it to prop up the welfare state, while expanding it in areas like antitrust and environmental policy, where he thought it would support his preference for less regulation.

Ultimately, Republicans proved more willing than Democrats to simply ignore economic reasoning when it conflicted with other, more fundamental values or interests. The Carter administration, for example, substantially expanded cost-effectiveness analysis of regulation on efficiency grounds, even though the left wing of the Democratic Party opposed such moves. Reagan, though, shifted the focus to “regulatory relief”—simply removing regulations, regardless of whether their benefits outweighed their costs—out of commitment to small-government ideals and support for business interests. This difference set the stage for how Democrats and Republicans would continue to interact with the economic style over the next thirty years. In short, the economic style constrained Democrats, while Republicans used it strategically.



What Makes This Story Different

Many scholars have written about the political and economic transformation that began in the United States in the 1970s and continues to the present, sometimes subsumed under the term “neoliberalism.” Economically, the nation saw a long, steady rise in inequality, as corporations became stronger, unions became weaker, median incomes flattened, and wealth began to concentrate.47 Politically, it changed as well. Ronald Reagan promised to “bring our government back under control,” and put it “on a diet.”48 But Democrats, too, became more business-friendly, more market-friendly, and reined in their expectations of what government could, and should, do.49

Multiple factors contributed to this transformation—global economic changes that were pressuring the United States in new ways, the fracturing of political coalitions and party realignment, collective action among the conservative grassroots and business elites.50 On the ideological side, scholars have emphasized the limited-government, free-market ideology of the Chicago School and Mont Pelerin Society and the role of conservative think tanks and legal institutions.51

What the account presented here does is turn our attention in a new direction—toward an economic style of reasoning that is not associated with the right, that is not explicitly political (and indeed gets part of its power from its appearance of neutrality), and that has been advanced by Democrats even more than Republicans.

This substantially challenges our thinking both about what changed politically in the 1970s and about what the lasting consequences of those changes have been, particularly for the political left. I do not claim that the economic style of reasoning directly caused Democrats’ rightward shift, which was driven by many factors. That is, I do not argue that, had economists been absent, Democrats would necessarily have remained committed to New Deal ideals, or ecological conceptions of the environment, or remained more “liberal” in any meaningful sense.

Instead, I make a subtler claim: that the economic style—and in particular its institutionalization through legal frameworks, administrative rules, and organizational change—was the channel through which such a shift was made durable. This shift made it much harder for competing claims, grounded in different values and ways of thinking, to gain political purchase. Centrist technocrats’ efforts to advance the economic style reinforced the conservative turn in politics by undermining some of Democrats’ most effective language—of universalism, rights, and equality—for challenging it. Understanding how this change occurred and why its effects have been so lasting is critical to understanding the larger political legacy of the 1970s.

This insight reorients the scholarly conversation, and particularly that part of it that focuses on how ideas have reshaped politics, in several ways. First, it points our attention toward the political center-left, and not the right. With rare exceptions—particularly sociologist Stephanie Mudge’s impressive work on policy economists and the political left—accounts of the intellectual currents of this period have focused heavily on the rise of free-market economic ideology, with the implication that liberals were simply dragged toward a center that shifted rightward.52 But technocratic centrism has its own underlying ideology that is just as important to understand. It should be seen as an independent force, not just a downstream effect.

Second, this account emphasizes the role of micro-, rather than macro-, economics. Again, while the occasional scholar—notably, historian Daniel Rodgers in Age of Fracture—has highlighted the importance of microeconomics as a distinctive way of seeing the world, the vast majority of scholarly attention has focused on macroeconomics, and particularly paradigm shifts from Keynesianism to monetarism or supply-side economics.53 But while it is true that macroeconomics has long had influence in domains traditionally thought of as “economic policy” (fiscal policy, monetary policy), the spread of a distinctively microeconomic style of reasoning has dramatically extended the reach of the discipline by bringing all sorts of new policy domains, including those not obviously “economic,” under its influence.

Third, this approach focuses on a diffuse style of reasoning, not economic policy advice. Most work has focused on the recommendations economists make to decisionmakers and whether they matter or not, or perhaps the position of economics in organizations like the Federal Reserve, where economists have decision-making authority.54 But a close look at the more diffuse, but pervasive, style of reasoning about policy problems shows how the indirect influence of the economics discipline can be much greater than the direct influence of economists’ policy advice. The economic style is not just advice from economics PhDs. It is a way of thinking that has become embedded in bureaucratic expertise and that is reproduced in the organizations and institutions in and around government.

Last, I draw our attention to how the economic style is embedded in the state itself, and not just advanced by overtly political actors. Most efforts to understand the political role of economics have emphasized the role of various groups, like business elites or conservative intellectuals, who have sought to leverage particular forms of economics to achieve specific political goals.55 But the economic style of reasoning was not proposed as a self-consciously political project, and its power is partly a function of its perceived neutrality. The style’s ongoing influence and its continued reproduction rests significantly on its embeddedness within government bureaucracy.



What It Means Today

This story is of more than historical or academic interest. It also has lessons for how we should think about the present political moment. The economic style of reasoning—anchored in the authority of the economics discipline, but extending well beyond it—is still dominant in and around many government organizations. It is dominant in places like the Congressional Budget Office, agency-level policy offices, and at most of the think tanks that produce policy options. It also remains dominant in public policy schools, and influential in law schools as well. This institutionalization means that a whole range of actors are constantly generating potential policies compatible with the economic style for the policy stream.56 It also means that solutions grounded in other forms of reasoning are often rejected out of hand by those who populate such organizations (and others who look to them for cues) as objectionable, irrational, or inappropriate.

The institutionalization of the economic style, and the marginalization of alternatives, helps explain why the universe of options considered by the Obama administration seemed so impoverished to those on the left. Democrats drew inspiration for their new policy options—from Obamacare to the Race to the Top program that encouraged states to compete for federal education dollars—from the economic style. When outside voices mentioned more ambitious possibilities—from Medicare for All to breaking up big tech—the policy establishment tended to dismiss them as unreasonable, by which they meant incompatible with the economic style. While these dynamics continue to evolve, their legacy has shaped the options available to the Biden administration.

A style of reasoning does not exist outside material interests. The economic style poses a barrier to more aggressive antitrust policy, but so, too, do the objections of powerful companies with deep pockets. A mutually advantageous relationship exists between those who benefit from the status quo and those whose way of thinking about the world tends to defend it. And when critics grow too loud, they may find powerful interests lining up against them. For example, when in 2017 the antitrust program at the New America Foundation, a prominent liberal think tank, became too vocally critical of the economics-dominated antitrust regime and its complacency about big tech, it ran afoul of Google, a major funder of the think tank, and found itself cut loose.57 Similarly, while economists may question universal health insurance on efficiency grounds, it is the opposition of insurance companies, physician’s associations, hospitals, and pharmaceutical companies whose profits it threatens that presents the most formidable barrier.

We know that strong public demand for a policy can overcome entrenched interests, particularly when it aligns with arguments made by intellectual elites.58 If those elites dismiss such demands as unreasonable, though—that is, as inconsistent with the dominant style of reasoning—it will make the barriers to defeating those interests that much more formidable, even in the face of organized social movements. If policies with strong grassroots support, like Medicare for All, are dismissed as not sensible by think tanks reflecting the dominant approach (for example, Brookings) as well as by government organizations reflecting the economic style (for example, the Congressional Budget Office), the barriers will be high indeed. This is true not just for healthcare, but also in antitrust policy, climate policy, student debt policy, and many other areas.

This sort of constraint is much stronger for Democrats than Republicans. Although the economic style can certainly be found in conservative think tanks, the right has a much deeper bench of institutions grounded in other, noneconomic principles (for example, the Federalist Society, or the Cato Institute). The left wing of the Democratic Party has had some success in the past few years in getting its preferences on the policy agenda, mostly in areas where grassroots organizing has been accompanied by investment in an alternative intellectual infrastructure. Proposals for policies that have only recently moved inside the Overton window, like student debt cancellation, or breaking up big tech companies, or the Green New Deal, have been advanced by successful left-Democratic politicians (Bernie Sanders, Elizabeth Warren, Alexandria Ocasio-Cortez) working with a range of experts and activists, including economists not committed to the economic style.

More important than the advisors sought out by any single politician is the larger infrastructure that produces, and reproduces, particular ways of thinking about policy options. Smaller—but growing—think tanks like the Roosevelt Institute, Demos, and the Economic Policy Institute tend to be less attached to the economic style, and the economists they do rely on are often less central in disciplinary networks and more open to alternative approaches. Many of the ideas they advocate either emerged from, or have been taken up by, different intellectual networks on the edges of the economics discipline (for example, the baby bonds proposal to redress the racial wealth gap). Others come from legal circles developing alternatives to economic reasoning (the law and political economy movement), or from foundation spaces interested in promoting alternatives (the Hewlett Foundation’s “Beyond Neoliberalism” initiative).59

New think tanks and research organizations have emerged in this space as well—the People’s Policy Project, Data for Progress, the Open Markets Institute to name only a few—although they have a smaller donor base than their centrist counterparts. And as the grassroots left gains strength within the Democratic Party, the larger center-left think tanks find themselves more frequently inviting in experts whose policy positions are decidedly not grounded in an economistic, cost-benefit approach.

As of this writing, in the early days of the Biden administration, the political future of the United States is very much in flux. On the one hand, fascist and antidemocratic movements threaten to upend—and perhaps destroy—not only the current political order, but democracy itself. On the other, we have managed to successfully muddle our way through the presidential transition. The Biden administration is faced with the temptation to try to return to the past—to revive an Obama-era approach, which itself requires pretending that an Obama-era politics is even a possibility after the Trump years. But Biden came to office at a time when the progressive wing of the party was historically energized. The administration’s early actions seem to signal a recognition that a third Obama administration is neither possible nor desirable.

The influence of this energized left wing will depend on two things. One is grassroots strength—from on-the-ground organizing, demographic change, and rejection of both Trumpism and the status quo that allowed it to emerge. But translating this into policy will require reckoning with the dominance of the economic style. This will mean either working to make it more open to alternative ways of thinking about policy, or—more likely—building intellectual frameworks, networks, and institutions that circumvent it and that can provide competing, and less limiting, ways of thinking about policy problems. For those sympathetic to such goals, when our political values align with those of economics, we should embrace the many useful tools it has to offer. But when they conflict, we must be willing to advocate, without apology, for alternatives—rather than allowing our values to be defined by the values of economics.
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The Economic Style and Its Antecedents


This book follows the rise of a distinctive, microeconomic style of reasoning that took off in the world of policymaking in the 1960s. But the economists who gained policy influence during that decade were not the first to build ties between the academic discipline of economics and the power corridors of Washington. Such ties date back to the late nineteenth century—as long as economics has been its own field of study.1 Indeed, as sociologist Marion Fourcade has argued, the discipline itself has always been co-constituted with the development of the state.2

The economists and fellow-travelers who arrived in the 1960s introduced a new way of thinking about how to make policy decisions and how to govern markets, which they would eventually institutionalize through new offices and organizations, as well as through laws and regulations. They were different from, and sometimes disdainful of, their predecessors in the discipline. Yet in their efforts to disseminate their own way of thinking and establish institutions that would help to reproduce it, these new economists built directly on earlier economists’ efforts to create locations from which they could exercise policy influence.

To understand how the generation of economists who arrived in the 1960s eventually established so much influence, we must first give at least a little attention to the predecessors who laid the foundation that their successors would build upon. While parts of the U.S. government began interacting with the emerging academic discipline of economics during the Progressive Era and World War I, the most important antecedents for our story can be found in the decades that followed. In the 1920s and 1930s, both the administrative apparatus of the state and the role of experts in government more generally expanded.3 As this took place, two successive waves of academic economists—one now largely forgotten, and the other still influential—began to build more lasting ties with Washington and shape the policymaking process.

The first wave, which started early in the twentieth century and crested in the 1930s, brought institutional economics. Institutional economists thought the workings of capitalism changed with the social, legal, and cultural institutions that governed it, rather than being ruled by unchanging laws of supply and demand. Historicist in method and progressive in politics, they had little interest in mathematical theory, but were avid gatherers of quantitative data.4 By the 1930s, the decline of institutional economics within the academy had begun; by the 1950s, it had been relegated to the margins of the discipline.5 Its influence in Washington lasted longer, though, and many government economics offices retained an institutionalist flavor into the 1950s and even beyond.

The second wave, of macroeconomics, emerged in the late 1930s and peaked in the early 1960s. Building on groundwork laid by the institutionalists, macroeconomists took the entire economy as their object of analysis, focusing on large-scale issues like employment levels, economic growth, inflation rates, and business cycles. Dominated at its peak by a Keynesian approach that saw recessions and depressions as a constant threat that government could avoid through careful management, macroeconomists reached their highest level of influence during the Kennedy administration. That influence declined somewhat after 1965, as the Keynesian consensus fractured and macroeconomists offered less clear guidance to policymakers. Unlike the institutional economists, though, macroeconomists’ influence would plateau rather than plummet. They would remain influential in Washington.6

These two successive waves of policy-oriented economists created a lasting role for the economics discipline in Washington. They built an infrastructure for producing economic statistics, established organizational locations for conducting economic analysis, and routinized the giving of economic policy advice. Yet their influence was also, in many ways, limited. The institutionalists’ approach to economics fell out of favor, while macroeconomists’ impact was limited to a handful of policy domains. The perspective of macroeconomists remains important in organizations like the Federal Reserve, but their degree of influence has depended on the presence of a president interested in their advice.

By the 1960s, though, a new, microeconomic style of reasoning was ascendant in Washington—one that would have both broader and deeper influence. Mathematical, quantitative, and organized around problems of constrained optimization, microeconomics fit a definition of economics offered by Lionel Robbins in 1932: “the science which studies human behaviour as a relationship between ends and scarce means which have alternative uses.”7 Having established a toehold in U.S. academia in the 1940s, by the 1950s this new economic style was becoming part of a recognizably modern “grand neoclassical synthesis” that would prove remarkably durable both in and beyond the discipline of economics.8 This new economic style was distinct from previous waves of economics, but was indebted to connections that predecessors had made between the discipline of economics and the world of policy. Yet it would, in the end, transcend their influence by changing other academic fields as well, and by reaching policy domains in which economics had never before been understood as relevant.


The Rise and Fall of Institutional Economics

By today’s standards, the institutional economists of the early twentieth century hardly look like economists at all. They preferred words to equations, had little interest in identifying general rules of economic behavior, were deeply interested in law and in history, and prioritized the collection of descriptive statistics. The mathematical economists who came to dominate the discipline after World War II would find little of value in institutionalism—dismissing it, in Tjalling Koopmans’s well-known phrase, as “measurement without theory.”9 Yet institutionalists were completely in the mainstream of the economics discipline in the early twentieth century. They were the most influential economists in pre–World War II policy circles, and they started organizations that remain important links between government and academic economics even today.10

Although its origins date back to the late nineteenth century, institutionalism became a self-conscious intellectual movement in the years following World War I. Associated with such figures as Thorstein Veblen, John Commons, and Wesley Mitchell, American institutional economics emerged particularly in reaction to two separate developments: the rise of neoclassical economics, centered on a deductive, theoretical analysis of supply and demand; and a broader tendency in the emerging discipline toward pro-business, anti-government conservativism.11

Institutional economics had a distinctive methodological, theoretical, and political reaction to these currents. Methodologically, it was highly empirical. Institutionalism emphasized the collection of quantitative data, but with an inductive, historical approach in mind. Theoretically, it rejected neoclassical formalism in favor of a context-specific approach that assumed that humans were irrational, existing institutions shaped economic behavior, and economic laws evolved over time. Politically, it rejected a laissez-faire approach and tended to favor progressive-to-socialist reforms, with a strong role for the state.12 While later generations of economists would portray institutionalism as less-than-scientific because of its lack of interest in formal, mathematical theory, institutionalists’ respect for empirical evidence and consideration for findings in psychology, anthropology, and law led them to understand themselves as the most scientific of economists.13

Institutionalism was highly influential in economics during the pluralist period between the two world wars.14 It was dominant at Columbia (where it centered around Wesley Mitchell) and Wisconsin (home to John Commons), two of the four major economics departments—and largest producers of PhDs—in the early twentieth century.15 It was also highly influential in law schools, particularly through the legal realist movement of the interwar decades, which attempted to place legal scholarship on an empirical, social scientific basis. Indeed, law professor Herbert Hovenkamp has gone so far as to call legal realism “the lawyer branch of institutionalism.”16

The impacts of institutional economics went well beyond the academy, though. Institutionalists were the first economists to exert a lasting influence on policymaking, through both direct and indirect channels. Although some of their efforts would prove more durable than others, collectively they laid the groundwork for future generations of economists who wanted to play a role in government. Their actions shaped the opportunities those future economists would have. Their impact took at least four different forms.

First, institutionalists played a major role in developing the economic indicators that the U.S. government would produce for the rest of the century. Here, their role began as early as World War I, during which Edwin Gay, a Harvard economist with institutionalist sympathies, led the effort of the wartime Central Bureau of Planning and Statistics to gather data on industry conditions to facilitate the government’s exercise of administrative control. Elsewhere in the war administration, Columbia’s Wesley Mitchell collected price data to assist with government price-fixing efforts.17 After the war, Gay and Mitchell went on to found the National Bureau of Economic Research (NBER), “on the view that an increase in basic knowledge concerning the economy and its functioning was a prerequisite to improved economic policy and social control.”18

NBER remained closely associated with the institutionalist movement in its early decades and pioneered the development of national income statistics in the 1930s.19 Led by Simon Kuznets, a student of Mitchell, and conducted in partnership with the Department of Commerce, the effort to establish national accounts—a system for tracking all economic activity in the country—made it possible for the first time to talk about changes in “the economy.”20 While the history of the national accounts, and gross domestic product (GDP) in particular, is relatively well known, these were not the institutional economists’ only important statistical contributions. They also shaped government decisions about how to measure the cost of living, the rate of unemployment, and industrial output, among other economic indicators.21 The availability of these numbers made it possible for policymakers to think about the economic world in new ways, in much the same way that population censuses and survey data changed people’s understanding of the social world.22

Second, institutionalist economists blazed a path in providing economic advice to policymakers. The decades after World War I saw the gradual expansion of both the administrative state itself and the importance of experts within it, and institutionalists were very visible in this expansion. When expert-led commissions like the Industrial Relations Commission and the U.S. Permanent Tariff Commission began to spread even before the end of World War I, they included institutionalists among their members.23 In the 1920s and 1930s, presidents Herbert Hoover and Franklin D. Roosevelt turned more directly to economists—and particularly to institutionalists—in their efforts to manage the economy.

The institutionalists’ affinity for expert-led governance and progressive social reform made them more obvious allies for some administrations than others. That said, even a conservative like Hoover, with his engineer’s appreciation for statistics, could support their data-collection efforts and their interest in efficiency—although in his case, more directly while secretary of commerce than as president.24 But FDR, whose political inclinations aligned closely with those of the institutionalists, drew heavily on “an informal president’s council of economic advisors before there was such an institution,” made up predominantly (although not entirely) of institutionalists.25 While this type of economic advisory role would not be formalized until Congress created the Council of Economic Advisers (CEA) in 1946, this less formal pathway to influence set an important precedent.

Third, institutionalists helped establish a variety of new government offices in which economists would play significant roles. The Federal Trade Commission (FTC), for example, established an Economic Division two years after it was created, in 1915. Institutionalist in orientation, this office accounted for more than 25 percent of the FTC’s budget in the 1920s and published a series of detailed industry reports running to as many as ninety-five volumes in length.26 In 1922, the Department of Agriculture (USDA) created the institutionalist-influenced Bureau of Agricultural Economics, which would become home to the largest collection of government economists before World War II and would find a place at “the vanguard of efforts to produce an economic knowledge that could be used for managerial manipulation.”27 The Department of Commerce saw its Bureau of Foreign and Domestic Commerce (a predecessor of the Bureau of Economic Analysis) grow to become a massive producer of new data on economic activity in the 1930s; its director was “allowed to increase its budget by a factor of six and its personnel by a factor of five.”28 And at the Department of Labor, a student of Thorstein Veblen turned the Bureau of Labor Statistics into an influential voice in national economic policy, similarly overseeing a quadrupling of its budget and staff, before being followed by a student of John Commons.29 While some neoclassical economists played a policy role in interwar Washington as well, theirs was not the dominant type.30

Last, institutionalists created important organizations at the interstices of academia and policy—organizations that would long outlast the institutionalists’ own influence. NBER, for example, founded in 1920, was established “to conduct … exact and impartial investigations in the field of economic, social, and industrial science.” Its board included representatives from academia, industry, and labor, and it worked closely with government agencies—particularly the Department of Commerce—to develop not only national income statistics but also studies of unemployment, immigration, and business cycles that would be used in policymaking.31 The Brookings Institution was similarly established by institutionalists in 1928 with the intent of bringing academic expertise to bear on government problems—particularly (but not exclusively) economic problems—and was led by institutionalist Harold Moulton for its first twenty-five years. Organizations like these linked academic economics with the world of policy in new and lasting ways.

But despite substantial organization-building, real development of new knowledge, and an initially promising trajectory, institutionalism did not maintain its place of prominence, either in departments of economics or in Washington. By the 1930s, marginalist economists were enjoying a resurgence in the discipline. The rise of Keynesianism—which attracted some of those interested in a critical challenge to the neoclassicals, and who in the past might have been drawn to institutionalism—soon followed: as economist Geoffrey Hodgson put it, “[a]s early as 1934 the writing for institutionalism was already on the wall” in academia.32 Although institutionalist thought would continue to develop, particularly through the legal realist movement, it had already begun tipping into what would become a rapid decline in the economics discipline.

The influence of institutionalism in Washington, though, persisted substantially longer. Its pro-government orientation ensured that its adherents would be visible there even after its peak years. Institutionalist PhD-holders from the University of Wisconsin, for example, were overrepresented in government relative to PhDs from other economics departments in the mid-twentieth century.33 The Council of Economic Advisers retained a notable institutionalist flavor even throughout the 1950s, as did offices like the FTC’s Bureau of Economics.34 The most powerful economist at the Federal Reserve in the 1950s received his PhD from the heavily institutionalist Brookings Institution (which had, for a time, its own graduate school).35

By the end of World War II, the influence of institutionalism was nevertheless clearly on the wane, even in Washington. Some of the institutionalist organizations, like NBER and Brookings, would gradually evolve along with the dominant frameworks in the economics discipline.36 Others would simply decline in influence—a later director went so far as to call the 1950s Bureau of Economics “the graveyard of the FTC”—before their eventual reorganization and rejuvenation around new kinds of economics.37 And some, like the USDA’s Bureau of Agricultural Economics, would be shut down entirely, eventually to be replaced by new offices housing different kinds of economists.38

Later generations of economists often dismissed the work of the institutionalists as inconsequential. Ronald Coase, whose work would decades later inspire a more formal, neoclassically grounded “new institutionalist” movement, memorably argued that the old institutionalists “had nothing to pass on except a mass of descriptive material waiting for a theory, or a fire.”39 Yet, as sociologist Yuval Yonay notes, the reality is more complicated: the original institutionalists “had no theory of the neoclassical type.… This, though, does not mean they lacked theory in some other sense of the word.”40 And while their ninety-five-volume descriptive reports on utility corporations may have been easy for later economists to ridicule, the infrastructure for economic statistics that they produced would make much of those later economists’ work possible.41 Through their efforts to collect systematic economic data, their pioneering advisory roles, and their organizational footprints both within and around government, the institutionalists created a legacy that future economists in Washington would continue to rely upon—often unknowingly.



“Whispering into the Ears of Princes”: Macroeconomics and Policy Advising

When political scientists write about the “political power of economic ideas,” they typically mean macroeconomic ideas.42 In these discussions, scholars debate the rise of Keynesianism or try to understand its displacement with monetarist and supply-side economics. Such conversations focus on a particular segment of the economics discipline, with particular relevance to a handful of policy domains—especially fiscal and monetary policy. This is the domain of macroeconomics.

Macroeconomics began its rise to policy influence after the 1930s, as institutionalism was passing its zenith. By the 1960s, it had become the dominant branch of economics in economic departments as well as Washington.43 Modern macroeconomics is typically dated to the publication of Keynes’s General Theory of Employment, Interest, and Money in 1936. Keynes argued that long-term underemployment, caused by inadequate aggregate demand, could become a self-reinforcing state owing to the “stickiness” of wages and prices. This condition, he claimed, was a common circumstance in which the rules of neoclassical economics no longer applied. Instead of limiting government spending and allowing wages to fall until the economy stabilized, Keynes argued that only government spending could reliably increase total demand and break this loop.44

Keynes’s argument for deficit spending as a response to economic depression was not entirely new, having already been made by American institutionalists.45 And while his larger framework was novel, the spread of Keynesianism in the United States was heavily shaped by the institutionalist legacy. It grew out of institutionalists’ interest in business cycles—the periodic expansions and contractions of economic activity—that neoclassical economics could not explain, and the quantitative description of which was a prime focus of early NBER efforts.46 Its development was heavily dependent on the existence of national income statistics and other macroeconomic data that the institutionalists had begun to collect.47 And, like institutionalism, Keynesian macroeconomics attracted those who were dissatisfied with the laissez-faire tendencies of academic economics and sought a justification for more government intervention. Keynes’s American apostle, Harvard economist Alvin Hansen, had trained under institutionalists Richard Ely and John Commons; the approach would be disseminated in part through Hansen’s many students, including luminaries like James Tobin and Paul Samuelson.48 Indeed, many institutionalists saw Keynesians not as replacing them, but as their logical successors.

Yet over the next few decades, Keynesian economics would become a highly mathematized affair that distanced itself from the institutionalist approach, both at the theoretical level and as a framework for econometric modeling.49 Although extremely generative within the discipline, the school was seen by some, in its early decades, as heretical owing to the major and explicit role it assigned to government in managing economic activity.50 Indeed, the first Keynesian economics textbook, published in 1947, was subject to a coordinated attack instigated by Rose Wilder Lane, daughter of children’s author Laura Ingalls Wilder and a libertarian activist, on political grounds.51 Yet Keynesian macroeconomics would be integral to Samuelson’s 1948 textbook, Economics—which he wrote “carefully and lawyer-like” to defend against such attacks. Its rise to dominance within the discipline would go hand in hand with the acceptance of Keynesianism in the political mainstream.52

This rise was facilitated by economists’ important contributions to winning World War II. The war saw economists—working on questions ranging from “How do we hold down inflation?” to “How should we mix machine-gun ammunition?” to “How much harm can be inflicted upon the enemy per unit cost to us?”—mobilized to substantial effect.53 Many of these economists—regardless of their academic background—found themselves dealing with microeconomic problems of resource allocation and rational decision-making, not with macroeconomic questions. But the experience of wartime also demonstrated the power of macroeconomic analysis. The rapid economic recovery that followed defense mobilization provided evidence for Keynes’s argument that government spending could, indeed, end the Great Depression. World War II also helped demonstrate the practical value of national income accounts, as Kuznets and his colleagues at the War Production Board worked to assess how quickly the U.S. economy could grow and how rapidly it could ramp up munitions production.54 As Samuelson himself wrote as the war was drawing to a close, “It has been said that the last war was the chemist’s war and that this one is the physicist’s. It might equally be said that this is an economist’s war.”55

But for economists and policymakers alike, the relief of the war’s end was accompanied by widespread fears of a return to economic depression. In response, Congress passed the Employment Act of 1946, which for the first time tasked the federal government with “promot[ing] maximum employment, production, and purchasing power.”56 The Employment Act had deeply Keynesian origins, with its original language effectively requiring that the federal government spend enough funds to ward off unemployment.57 Although this mandate was weakened considerably in the process of passage, the law nevertheless created an enduring framework for Keynesian countercyclical economic management.58

The Employment Act also created the Council of Economic Advisers, which for the first time gave social scientists a permanent presence in the White House. In its early days it was unclear how academic the CEA would be and what policy role it would play; as noted earlier, its early appointees tended toward institutionalism.59 Relatively quickly, though, the CEA became defined by “growthmanship”—the pursuit of economic growth, often guided by a broadly Keynesian view of the economy—as an overarching political goal. While the Eisenhower administration adopted a more skeptical stance on Keynesianism than had Truman’s, throughout the 1950s the CEA nevertheless continued to serve as a channel for Keynesian ideas, which were increasingly dominant in the profession.60

Macroeconomic issues—growth, inflation, productivity, income, unemployment—were of core concern to policy-oriented economists in the postwar years. In keeping with the Keynesian perspective, those economists tended to focus on fiscal rather than monetary policy. As economist and Federal Reserve historian Allan Meltzer notes, the Employment Act of 1946 neglected monetary policy because the conventional view among economists was “that fiscal policy was powerful and monetary policy was weak or impotent.”61 The Fed certainly employed economists, and the 1951 “Treasury-Fed Accord,” which set the Fed on the path to greater independence from the Treasury Department, also gave it the potential to become more technocratic.62 But at the time, its leadership was dominated by bankers and lawyers, with economists much less well-represented.63 Moreover, the Fed in the 1950s was simply a much less powerful institution—not only in terms of independence, but also its perceived centrality to the nation’s economic well-being—than it would later become.64

But while macroeconomists’ influence on monetary policy was less than a contemporary reader might imagine, their advisory influence over the president would rise to new heights with the 1960 election of John F. Kennedy. During the 1950s, the CEA had served as an on-and-off advocate for macroeconomic fiscal policy, with neither its commitment to Keynesianism nor its influence in the White House terribly steady.65 But Kennedy relied heavily on the advice of academic experts in general, and his trust in economists would prove no exception.66 Keynesianism, through the channel of the CEA and its influential chair, Walter Heller, rose to new levels of political authority in the early 1960s. But this change mostly reflected Kennedy’s personal interest in academic advice, rather than a lasting integration of economics into policymaking.

Kennedy’s CEA was both an intellectual powerhouse and solidly Keynesian.67 Heavily oriented toward economic growth, this “New Economics” of the Kennedy administration was confident—to the point of hubris—that economic “fine-tuning” was possible, and that the business cycle had finally come under (its) control.68 Heller and his colleagues sought to reduce unemployment and stimulate the economy through tax cuts, and were largely responsible for persuading Kennedy to support such tax cuts in what became the Revenue Act of 1964.69

Growth, a macroeconomic issue, was a central concern of the Kennedy administration. Historian Robert Collins notes that the Commerce Department was festooned, in these years, with signs asking, “What have you done for Growth today?”70 Yet Kennedy’s CEA, while dominated by macroeconomics, was interested in much more than fiscal policy. Influenced by new arguments that human capital was itself an important source of economic growth, his advisors advocated for an expanded government role in education and health provision—arguments that anticipated the legislation of the Great Society and what would become Johnson’s War on Poverty.71

Not long after, nagging inflation would begin to undermine the authority of the Keynesians. Macroeconomists’ disagreement over how to respond would reduce their policy relevance in a lasting way. But while the fortunes of macroeconomics would indeed decline in Washington, it would experience nothing like the institutionalists’ gradual slide into oblivion. Whether Keynesian or, later, monetarist or supply-side, macroeconomists would remain important voices and become more influential in the increasingly important Federal Reserve, even as they failed to recover a Kennedy-era level of influence over presidential decision-making.

Macroeconomists’ influence as advisors in the early 1960s did set the stage for the entrance of yet another wave of economists. Yet in some ways, that influence was built on softer sand than the foundation laid by the institutionalists. Institutional economists had—perhaps unsurprisingly—built new institutions: infrastructures for the production of statistics as well as lasting organizations both within and outside government. Even as the institutionalists themselves faded from the scene, many of their organizations would continue to link new kinds of academic economists with the world of policy. Their corridors would be filled with a new generation of economists willing and eager to speak to a range of policy domains much broader than the economists who came before.



A New Economic Style of Reasoning

The 1960s also saw a new type of economist, grounded in a distinctive style of reasoning, begin to arrive in Washington. These new economists were mostly trained in the more mathematical approach to economics that became dominant after World War II. They came from the growing part of the discipline that saw economics as the science of rational decision-making.72 And their focus was largely on micro-, not macro-, economics.

While adherents of this new economic style worked on a variety of issues and had no single approach to either economics or policy, they shared a framework for thinking about problems that they would bring with them to the world of policy. Broadly neoclassical in orientation, their starting assumptions were that individuals (or firms) could be treated as rational actors who sought to maximize their utility (or profits). Decisionmaking—whether by individuals in a market or policymakers trying to implement programs—could be thought of as optimization within constraints. Analyses should focus on trade-offs at the margin—what the benefits of an additional unit would be relative to the cost, and what else those same resources might be used for.73 Advocates of this new economic style typically favored formalization and quantification as a means to improve decisionmaking.

This framework was not new to the 1960s. Much of it was in place as early as the neoclassical era in economics, roughly 1870 to 1930, when economists like Alfred Marshall placed supply, demand, price, and the concept of marginal utility at the heart of the discipline. Throughout the early twentieth century, neoclassical economics was an important but by no means dominant approach to the discipline—one that coexisted with institutionalism. But while neoclassical economists were well-represented in academia, they were, with some exceptions, much less involved in policymaking than their institutionalist peers.74

Between 1930 and 1960, though, the discipline of economics changed in ways that would bring this broadly neoclassical style of reasoning to the center of economics and would lay the groundwork for its entry into policymaking as well. World War II, in particular, provided a stimulus to developments that would subsequently reorient the discipline. While macroeconomists were working on questions of how to mobilize the economy for war, microeconomists were developing a tool kit of techniques that could be used to answer specific, targeted queries on issues from minimizing losses as bombers were laying mines in Japanese waters to producing as much fuel as possible given existing raw materials.75 Such techniques, often deployed under the umbrella of “operations research,” played a critical wartime role and were highly valued by military and civilian leaders.76

The economists who engaged in these types of work operated within a highly interdisciplinary environment, in which they interacted with mathematicians, statisticians, physicists, operations researchers, and others. This intellectual ferment contributed to the increasing mathematization of economics after the war.77 While the mathematical economics of the 1930s rarely looked beyond calculus, and even many proponents thought the use of mathematics had its limits, fresh methods and techniques now flourished. This new, more technical, version of the discipline was more often than not being deployed in new institutional locations as well.

Economist Paul Samuelson’s Foundations of Economic Analysis, a book so technical that few economists were capable of reading it upon its 1947 publication, became the new foundation for graduate education in microeconomics.78 Under the leadership of mathematician and economist Tjalling Koopmans, the Cowles Commission saw mathematical economists build on wartime inventions like linear programming to develop highly abstract economic theory—for example, the Arrow-Debreu model of general equilibrium—that would become central to the reorienting discipline.79 New, mathematically centered economics departments were on the rise as well. MIT, under the leadership of Samuelson and others, notably transformed itself from a relative backwater in the 1940s to a position at the top of the national rankings by 1965.80 This shift toward formalization and mathematization was happening in both macro- and microeconomics. By contrast, institutional economics—which might be quantitative but was not particularly mathematical—was increasingly shut out of the discipline.

While the 1950s saw the esoteric circle of top graduate departments fusing around a technically sophisticated, math-heavy core, the discipline was also disseminating a simpler, less technical version of itself through undergraduate textbooks. This would be particularly important as this new economic style began its move into policy. Samuelson himself helped to write this new story of the discipline in his undergraduate Economics textbook, first published in 1948 and updated every few years thereafter, which treated “microeconomic behavior as maximization under constraints.”81

Although it has gradually evolved, the story set forth by Samuelson in Economics is still recognizable today. Historian of economics David Colander characterized the textbook’s 1998 edition as presenting microeconomics as an “efficiency story,” with one part describing the decision-making of rational individuals and a second the beneficial nature of markets in agglomerating those individual decisions: “The focus of this story is on rational choice; students are taught a variety of models—the profit-maximizing model of the firm, the utility maximizing model of the individual, and simple game theoretic models such as the prisoners’ dilemma—that either reinforce the efficiency theme or have meaning in relation to it.”82

The textbook did change over time, jettisoning descriptive material about economic institutions—about forms of business organization, the earnings distribution, the labor movement—while adding formal tools like game theory.83 Yet even the earliest editions of Samuelson’s textbooks fit Colander’s description remarkably well. Samuelson’s sixty-year best seller established a basic account of individuals, markets, and the relationship between them that became the standard way novices were introduced to the discipline. This account would reach many who would not go on to study economics in great depth, but who would retain some of its lessons.84

It would take time for these changes to reach all corners of the discipline. Historian of economics Roger Backhouse reminds us that, as measured through the contents of three major economics journals, “the mathematization of the subject … was far from complete,” even by 1960.85 But the cutting edge of the discipline had, in the 1950s, moved rapidly in that direction, and its students, whether at the undergraduate or graduate level, were increasingly being exposed to a newly crystallized microeconomic style of reasoning.86



This newly consolidated microeconomic story is what I refer to throughout this book as the “economic style of reasoning.” In both its introductory and its more advanced versions, the economic style had implications beyond individual decisionmaking and the private sector. It also had clear ramifications for how one should approach policymaking: in thinking about how government should make decisions, and about what rules should govern markets. In both cases, the story implied that efficiency was the appropriate lens through which to look.

But economists brought multiple types of efficiency to bear on policy questions, depending on the nature of the problem at hand. To identify the best policy for reaching a democratically determined end goal, the economic style prescribed productive efficiency: seeking to achieve that goal at minimum cost. If one’s object was to defend the United States against a Soviet missile attack, for instance, one should compare the relative costs and benefits of alternative programs for reaching this goal and choose the most cost-effective option. While it might be difficult to do, putting a dollar value, however tentative, on these cost and benefits was the best way to make seemingly incomparable options commensurate.

But the economic style could also be applied to decide what government should try to accomplish in the first place. Here, Kaldor-Hicks efficiency was the objective. The Kaldor-Hicks criterion stated that government decisions were net improvements if all those who benefited could, in theory, compensate all those who lost, and still be better off—regardless of whether such compensation actually took place.87 For example, one might want government to “protect the environment.” But how much protection should it try to achieve? The correct strategy involved measuring the costs and benefits of achieving a particular level of protection, then choosing the level that maximized net benefits.

In addition to providing guidance for government decision-making, the economic style provided a framework for thinking about how policymakers should govern markets. Well-functioning, competitive markets resulted in a third type of efficiency, allocative efficiency. That is, they would produce goods to the point where the marginal cost of producing an additional unit equaled the marginal benefit to the consumer. Yet economists recognized that market failure was relatively common. Monopoly might lead to inefficiently high prices and low levels of production; negative externalities like pollution might impose costs on third parties and keep prices inefficiently low.88 The role of government, then, was to provide a legal framework that would keep markets competitive—by preventing monopoly, for example, or taxing pollution—thereby promoting allocative efficiency.89

The economists who advocated for this new economic style saw it as a neutral, technocratic framework for decision-making. They saw its goals—various forms of efficiency—as inherently unobjectionable, and its methods as objective and apolitical. Part of its power was that it could flexibly be applied to a wide range of policy domains, including many that had not previously been seen as “economic.” And from a present-day perspective, in which the economic style is pervasive, this approach may not seem especially controversial.

Yet as the economic style was consolidating in the 1950s, and as it started to become influential in policy circles in the 1960s, it did in fact seem both novel and controversial to the uninitiated. This new economic style was unrepentantly utilitarian and consequentialist. Policies were not good because they were well-intentioned, or because they reflected important moral values. Instead, a decision was a good decision if it had the effect of maximizing economic well-being, defined in a particular way.

But this approach conflicted with common ways of thinking about policy, among both policymakers and the public, in at least three different ways. First, it clashed with widely held deontological views—that is, moral values that were considered ends in themselves, rather than good because of their consequences. “Human life is sacred,” for example, is a deontological rule. If one subscribed to this rule, one could not ethically assign a dollar value to human life, as economists proposed, in order to weigh the costs and benefits of a government decision. Indeed, the very concept was so controversial in the 1950s that when the RAND Corporation reported to the Air Force on how best to achieve military objectives, it sidestepped putting a value on pilots’ lives entirely, in the process opening its economists up to a different sort of criticism.90 Similarly, if one saw pollution as morally objectionable, and something companies should not do simply because it was unethical, then allowing companies to compensate for their bad behavior by paying pollution taxes seemed wrong on principle.

Second, even in the absence of a pointed moral conflict, others might object to the economic style because they prioritized goals other than efficiency. While economists sought a legal framework that would promote efficiency within markets, for example, many policymakers—with the Great Depression still in memory—ranked stability as even more important. Other politicians wanted to protect small business because of its role in the civic fabric of small-town America, even if this produced market inefficiencies. In both cases, the resistance was not based on any moral objection to economic reasoning, but on having different priorities.

Last, even when others shared a goal with economists, they might reject the economic style in favor of a competing framework for thinking about how to reach that goal. During the War on Poverty, economists and advocates of community action both sought to improve the lives of poor Americans. But while most economists favored a negative income tax as an efficient way of reducing poverty, community action advocates thought that increasing democratic participation was a critical step to ending it. If one subscribed to the latter framework, a negative income tax would never be a sufficient response, however efficient it might be. Similarly, many policymakers and economists shared a desire to reduce pollution. But if one believed that Congress should set strict environmental standards because corporations would inevitably capture regulatory agencies, then designing procedures so those agencies could carefully weigh the costs and benefits of different regulatory standards was fundamentally misguided, because it would be politically ineffective.

The foreignness of the new economic style meant that its spread into policy circles was neither frictionless nor inevitable. Yet the consolidation of its academic version in the 1950s set the stage for that expansion in the 1960s and 1970s. During this period, economists working in the knowledge-producing esoteric circle of the discipline would continue to develop the economic style in new ways. They would apply its basic framework to novel areas, like discrimination and crime.91 They would flesh out its methods, developing new techniques for valuing intangibles like outdoor recreation or human life.92 And, increasingly, they would export the textbook version of economics into other professional schools—first law schools, then policy schools as well.93

These academic developments went hand in hand with the expansion of the economic style into new policy domains—initially, in defense, but soon in social policy and market governance. Here, advocates of the economic style would build on the networks and organizations established by the institutionalists and by Keynesian macroeconomists—but they would achieve a deeper, more pervasive influence. By first stabilizing a style of reasoning within the economics discipline, and then disseminating a basic version of that style both to professional schools and to organizational locations in and around government, economists in the esoteric circle nurtured a broader exoteric circle of advocates for the economic style—while retaining the centrality of core PhD departments as the ultimate arbiters of high-status economic knowledge.

The economics discipline itself would continue to develop and evolve. While it became ever more technical, it also gradually became more eclectic. Over the next several decades, the cutting edge of economics research would move further and further from the simple neoclassical model reflected in the economic style.94 But the textbook version of the economic style—the one that had become standard in the 1950s—remained almost every student’s introduction to economics. At some level, even more sophisticated students of economics internalized its lessons, and turned to it when navigating the difficult terrain of policy, in which attention to efficiency was typically in short supply.

The process of introducing the economic style of reasoning to the world of policy was a long, slow one: of building networks, building institutions, and building knowledge. Much of this work was undertaken by two intellectual communities—a group of “systems analysts” from the RAND Corporation and a looser network of industrial organization economists, initially centered at Harvard. Both groups were grounded in the newly dominant microeconomic framework, but each focused on a different aspect of policymaking: the systems analysts on how government should make policy decisions, and the industrial organization economists on how it should govern markets. The next two chapters will show how these communities began to build ties with Washington, and how the changes they initiated would start to reshape not only government, but law and policy schools as well.
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How to Make Government Decisions


The economic style of reasoning solidifying in the 1950s was rooted in academic departments at Harvard, MIT, Chicago, and other elite institutions—departments that produced the discipline’s PhDs and decided what kinds of knowledge would authoritatively count as economics. But the intellectual community that would play the most critical role in bringing that style to Washington developed not in an academic institution, but rather at the RAND Corporation, a few blocks from the beach in sunny Santa Monica. This community did so by bringing its basic conceptual tool kit to problems that were well-suited to its rapidly developing mathematical techniques, particularly systems analysis.

RAND (short for Research ANd Development) was a highly interdisciplinary organization, but one in which economists played a dominant role. Established by the Air Force in 1948 as a contract research center to continue scientific research begun by the military during the war, RAND’s mathematically oriented economists were tightly networked with the emerging elite of the changing discipline.1 Over the course of the 1950s—just as the economic style was consolidating in the discipline—RAND’s economists would develop systems analysis as an answer to the question, “How should government make decisions?” Systems analysis—originally short for “weapon systems analysis”—was a general approach to decision-making that started with questions like, “Here is the mission that some weapon must accomplish: what kind of equipment, having what sort of characteristics, would be best for the job?”2 According to the experts at RAND, such “problem[s] of choice” could be answered through “systematic examination … in which each step of the analysis is made explicit wherever possible,” in contrast with “a manner of reaching decisions that is largely intuitive.” Its proponents described systems analysis as “quantitative common sense.”3

Although economics was present at RAND from its outset, the organization was not initially centered on economics. Systems analysis began as a project of RAND’s mathematicians and engineers. But RAND’s early systems analyses were met with disfavor by the Air Force, and it was only when economists became involved that the organization identified workable solutions to decision-making problems that had stumped the mathematicians. Over the course of the 1950s, RAND’s economists used their techniques to advance both answers to the Air Force’s questions and their own influence within RAND.4

The economists’ systems analyses were better received than the mathematicians’, yet they nevertheless felt underappreciated by their patrons in the military. As they experimented with applying their tools to nonmilitary problems, their ambitions began to grow. In 1960, they hitched their wagon to John F. Kennedy’s presidential campaign. When Kennedy won the hotly contested election, RAND’s systems analysts soon found themselves in prominent positions in the Department of Defense (DOD), where they became Secretary Robert S. McNamara’s “whiz kids.”5

Led by Charles Hitch, former head of RAND’s Economics Division and now comptroller of defense, the RANDites at DOD threw their energies into transforming systems analysis into a new approach to government decisionmaking called the Planning-Programming-Budgeting System (PPBS). PPBS began by specifying the broad goals of an agency or office; identifying the various programs that might be used to achieve those goals; quantifying, to the extent possible, the cost-effectiveness of those alternative programs; and then using that information as a guide to budgeting.6 Although PPBS’s fast rollout at the Pentagon was met with some resistance, within its first few years it had been widely credited with improving decision-making throughout the DOD. In 1965, President Lyndon B. Johnson announced that he would be implementing PPBS across the entire executive branch.7

Over the next two years, PPBS made a huge splash in Washington. According to one observer, it “probably caused as noisy a disturbance … as any administrative idea since performance budgeting twenty years earlier.”8 As it spread, it propagated the economic style of reasoning it was based on and created new locations for its reproduction—first, in new analytic offices across the executive branch, then through the establishment of graduate programs in public policy, and last through the expansion of policy analysis in Congress. These offices were typically led by economics PhDs, which both linked them to the academic discipline and provided an employment pipeline for young researchers graduating from the new masters of public policy programs.

The spread of PPBS, and the economic style it carried with it, did not occur without conflict. The systematic, quantitative approach to decisionmaking that it embraced was deeply unfamiliar to most people in government. Agencies were not used to thinking of their activities either in terms of measurable goals or cost-effective means of achieving those non-existent goals—and often had no real desire to do so. Others criticized PPBS for its focus on what could be quantified and its tendency to disregard the rest, regardless of the relative importance of the unquantifiable. And last, while PPBS professed to be a neutral, apolitical decision-making tool, in practice it tended to centralize power within agencies while also providing window dressing for traditional behind-the-scenes politicking.

Within a few years, it was becoming clear that PPBS, as well as systems analysis more generally, could not deliver on its lofty promises. Rationalizing government decision-making, it turned out, was even harder than anticipated. The shine began to fade, and in 1970, President Richard Nixon quietly reversed LBJ’s order. Yet the organizational changes precipitated by PPBS would long outlast the technique itself. The analytic offices created to implement it, and the graduate programs developed to staff them, live on to the present. While PPBS was, as a management tool, mostly a failure, it linked the economics discipline to the world of policy in lasting ways and created permanent homes in Washington for the new economic style of reasoning.


Inventing Systems Analysis at RAND

The RAND Corporation’s exotic place in the Cold War imagination was captured most evocatively in the 1964 movie Dr. Strangelove, in which the title character reports on a study of a “doomsday machine” commissioned from the “Bland Corporation.” The organization itself was an odd hybrid of laid-back California openness (a 1959 feature in Life noted, “Staff members like to lunch in the patios”) and Cold War security (the same feature also emphasized that “many of the rooms are barricaded against even RAND employees who do not have the proper clearance”).9 Its initial mission, though, was to conduct research in service of the Air Force, although the organization had a considerable degree of freedom in how it chose to go about doing that.10
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FIGURE 1. The caption of this image, from the May 11, 1959, issue of Life magazine, reads: “After-hours workers from RAND meet in home of Albert Wohlstetter (foreground), leader of RAND’s general war studies. They are economists gathered to discuss study involving economic recovery of U.S. after an all-out war.” Leonard McCombe / The LIFE Picture Collection via Getty Images.


Most of RAND’s earliest work focused on hardware (airborne vehicles, rockets, electronics, nuclear physics), but one of RAND’s original five sections, “Evaluation of Military Worth,” tackled problems of decision-making: “to what extent is it possible to have useful quantitative indices for a gadget, a tactic or a strategy, so that one can compare it with available alternatives and guide decisions by analysis.”11 RAND initially conceived of the work of the Evaluation Section as applied mathematics, and as such, it was led by the brilliant and charismatic mathematician, John Williams.12 Williams was interested in bringing social science to bear on these problems as well, though, and the Evaluation Section was soon split into three divisions: Mathematics, Social Science, and Economics.13

RAND proposed to answer the Air Force’s questions about strategic decisions through an approach it called systems analysis. While systems analysis drew on the mathematical tools of operations research that had rapidly developed during the war, systems analysis was more open-ended and “future-oriented.”14 Economist Malcolm Hoag called the difference between operations research and systems analysis “less a matter of substance than degree”:


Consider, for example, the purchase of a house.… One aspect of that decision may be the choice of a refrigerator, and we may find that a space only 30 inches wide exists in the kitchen for a refrigerator, that the house is wired only for 115-volt current, and that no gas lines are available. Consequently our choice of refrigerators is very constricted, and for that reason the problem of choice may be fairly easy. On the other hand, if we are buying a new house, one yet to be designed, our choice of a refrigerator is quite a different problem. If we sit at the drawing board with an imaginative architect, the kind of house we can have, including a refrigerator, is wide-open. We are no longer constrained to think the refrigerator must be no more than 30 inches wide, and we can consider the alternative of a gas rather than an electric refrigerator, or even an electric refrigerator that will utilize 220-volt current rather than 115-volt if that alternative is relevant. Under these circumstances, our range of choice is far broader and the number of alternatives that are relevant is consequently far greater.15



RAND conceptualized systems analysis as the less constrained, more imaginative of these two types of decision-making.

Economists would soon become integral to systems analysis and to RAND, but they had not been central to the development of wartime operations research, its most direct antecedent. And the Economics Division did not play a leadership role in RAND’s first attempt at systems analysis, headed by mathematician Edwin Paxson.16 Completed in 1950 after three years of work, the Strategic Bombing Study sought to identify for the Air Force “the most efficient way for the United States to deliver nuclear weapons to Soviet territory.”17 Massive in scope, its core recommendation was that the United States should seek to saturate Soviet targets. In an era when atomic weapons could only be dropped from the air, the Air Force’s best strategy would be to build a larger number of slow, relatively inexpensive turboprop planes, rather than fewer expensive jet bombers.18

Despite the Paxson study’s technical sophistication, the Air Force rejected it. In seeking to understand the project’s failure, RAND’s leaders identified two primary issues. First, the Strategic Bombing Study sought to provide a single, mathematically defensible answer to a complex and evolving strategic problem. Doing so required the analysts to make fixed and unrealistic assumptions about a one-strike campaign using existing equipment. Second, the study struggled with what RAND called the “criteria problem”: on what criteria would the “best” solution be determined? The Strategic Bombing Study chose to maximize damage inflicted per dollars spent, a criterion that ignored pilots’ lives entirely. But pilots also disliked the alternative criterion proposed—aircrews lost per damage inflicted—for callously quantifying the value of their lives.19

RAND was initially somewhat complacent about its ability to handle these problems. But, as political scientist Charles Lindblom reported after an early-1950s visit, “[h]aving spent the summer tearing my finger nails on the rhinoceros hide of the criteria problem,” it “is surely as tough as it is ever said to be at RAND and much tougher than could be inferred from the relative ease with which it is disposed of in systems analysis.”20 Soon, RAND’s analysts became intensely immersed in an internal debate over systems analysis in general, and the criteria problem in particular.21

Finding a workable solution to these problems was what propelled the Economics Division to a central position within the organization. Division head Charles Hitch described what made economists’ approach different:


If you post a military problem—say, the defense of the United States against nuclear attack—to a group of physical scientists and to a group of economists, my experience is that the two groups will set about solving it in strikingly different manners. The physical scientists will start almost immediately with the characteristics of the hardware systems alleged to be available, and with the design of analytic models (e.g., of possible air battles) to reflect and predict the empirical world. The economists, by contrast, will usually begin by asking what we really want to do; what our national objectives are; what broad alternative means there are to achieve them; what test or criterion we can use to select the best or a good one in the light of national objectives.22



The problem with RAND’s system analysts, in other words, was that they were thinking like physicists, or engineers. To truly accomplish their mission, they needed to think like economists.

Hitch and his economist colleagues proposed a three-part solution to the problems encountered by the Strategic Bombing Study. The first involved looking for a handful of strategies robust to a range of possible conditions, rather than seeking one optimal decision under a specific set of constraints. The second was to embrace suboptimizing. A family trying simply to optimize its spending in all areas was bound to fail: “We could not write down the family’s general utility function because the family could not tell us what it was, and we could not conceivably derive it from any other source.”23 But an economist might be more successful at tackling the smaller problem of optimizing the family’s spending for an upcoming trip to New York, subject to certain constraints. Problems of military strategy must be broken down similarly.24 The third, and most important, part of the solution made cost-effectiveness the ultimate criterion for comparing options. If the criterion of aircrews lost per damage inflicted had felt callous to Air Force pilots, putting a dollar value on their lives seemed even more so. But, argued the economists, only by making lives, equipment costs, and damage inflicted commensurable could one make a rational choice among alternative options.25

RAND’s mathematicians and engineers recognized that, on this point, economists had a certain comparative advantage. Mathematician Edward Quade later recalled his work on a systems analysis conducted in 1951, just after the Paxson study, that also lacked an economist. When briefed on the study, the economists called it “naïve.” “We didn’t understand these things at all,” Paxson said, so that the economists “were able to catch us in errors, show us where we were wrong, and make us look ridiculous.”26 Soon after, RAND produced its first systems analysis led and mostly staffed by the Economics Division. The Strategic Air Bases Study advised the Air Force on where it should locate the numerous bases it was expecting to build to stage its atomic strike force. While the Air Force had originally prioritized minimizing costs, the study pointed out that the least expensive option—building a small number of large overseas bases—would leave the Air Force at greater risk of catastrophic failure if the Soviets struck without warning. Using cost-effectiveness as the decision criterion, RAND argued that basing the strike force in the United States and placing refueling bases overseas would best balance costs, strike capacity, and vulnerability to attack under a variety of conditions.27 The study created a different kind of tension with the Air Force, not over its methodological choices but over its recommendations, which dissented from the branch’s existing plans.28 But within RAND itself, the Air Bases Study, and the economic approach it took, were seen as quite successful.29

The Economics Division’s workable solution to the challenges of systems analysis moved it to RAND’s intellectual center. In the process, it expanded dramatically. What began as RAND’s smallest division in 1949, with fourteen staff members, expanded to fifty in the following decade, even as two entirely new departments (Cost Analysis and Logistics) were spun off from it.30 Its intellectually high-powered staff included, among others, Armen Alchian, Harry Markowitz, Burton Klein, William H. Meckling, Alain Enthoven, Richard Nelson, Thomas Schelling, Daniel Ellsberg, and Robert Summers.31

RAND was not primarily an academic organization, but its Economics Division was tightly networked with the academic elite. Its lengthy list of consultants, who often spent time in residence at Santa Monica, included luminaries like Kenneth Arrow, Robert Dorfman, Carl Kaysen, Albert Hirschman, Tjalling Koopmans, Wassily Leontief, Paul Samuelson, Theodore Schultz, Herbert Simon, and Robert Solow.32 Indeed, RAND itself was a place “to see and be seen,” in Simon’s words, in the “postwar quantitative social sciences.”33 And within RAND, by the early 1960s, the Economics Department (as it was renamed in 1960) “viewed itself, rightly or wrongly, as the leader.”34 Hitch, who oversaw this growth, later recalled, “No one foresaw just how important the economists and social scientists would be.… If they had, they might not have let us in.”35

As some of RAND’s economists came to see themselves as having solved the major limitations of systems analysis, they developed ambitions to make the techniques behind it applicable to a broader range of problems. Systems analysis had been developed for military purposes, but, as RAND economist Roland McKean noted, it was “closely related” to both operations research and cost-benefit analysis. He described all of these techniques as tools for resolving “problems of choice”: “[I]n all such research an attempt is made to trace out significant consequences of alternative policies that might be chosen.” As typically used, operations research compared alternatives for business contexts, systems analysis for weapons systems, and cost-benefit analysis—which at this point had primarily been used to make decisions about the building of dams—for water-resource projects.36 In the 1950s, RAND’s economists, including McKean, began to see these categories of analysis as increasingly permeable.

As generally practiced up until this time, cost-benefit analysis was the domain of engineers and bureaucrats, who typically applied it to compare the ratio of benefits to costs for a given set of water-management options. When RAND’s economists began to dip their toes into the realm of water resources, they brought the economic style with them and again, began to pick logical holes in the accepted methods of doing things. McKean argued that benefit-cost ratios were the wrong approach, because they put large projects at a disadvantage even if their payoff might be high. Instead, water resource analysis should maximize the net present value of benefits—the total value of benefits minus costs, adjusted to account for how far in the future the benefits would be received—a criterion that would eventually become accepted as standard.37 In 1958, McKean published Efficiency in Government through Systems Analysis: With Emphasis on Water Resource Development, which later became “a sort of Bible for cost-effectiveness calculators.”38

As Hitch later noted, “water is a good subject matter for such studies, because there’s a lot of money involved and a lot of things you can measure.”39 But for McKean, and for RAND more generally, “water” came on the right side of the colon: it was interesting primarily as a place to apply systems analysis. Nor did RAND’s interest in applying systems analysis to civilian governance end with water. By the late 1950s, McKean was collaborating with his Economics Division colleague Joseph Kershaw to extend systems analysis to the domain of education, where, unlike water resources, there was no antecedent for quantitative decision-making. Over the next few years, McKean and Kershaw wrote several papers on “the possibilities of making quantitative comparisons of education systems,” and argued “for more work to be done toward estimating the ‘input-output relationships’ in education.”40 Increasingly, RAND’s ambitions were becoming broader than the canvas with which the Air Force provided it to work.



To the Pentagon and Beyond: Bringing Systems Analysis to Washington

At the time that RAND’s economists had begun to explore the application of systems analysis to water resources and education, the vast majority of the think tank’s work focused on problems of immediate interest to the Air Force, its major patron.41 Internally, RAND saw its weapon systems analyses, led by the Economics Division, as a great intellectual success that demonstrated the power and flexibility of their marquee technique. But trouble was on the horizon: RAND’s findings had begun to challenge Air Force priorities and doctrine—in particular, the viability of President Eisenhower’s commitment to massive nuclear retaliation. RAND’s economists were pointing out unpleasant truths—for example, that the entire U.S. capacity for retaliation could be wiped out with twenty well-placed Soviet warheads.42

The resultant tensions between RAND and the Air Force came at a time when RAND’s systems analysts “continued to believe, indeed with increasing urgency, that their methods and ideas deserved elevated influence in the national policy structure.”43 Alain Enthoven, the young star economist who had written the report about U.S. vulnerability to attack, got “fed up” and left for a position in the Pentagon in early 1960.44 Enthoven was not, though, the only person at RAND looking for new opportunities. Around the same time, Daniel Ellsberg—then a young RAND economist freshly arrived from Harvard, but later best known as the source of the Pentagon Papers—put his new colleagues in touch with the presidential campaign of Senator John F. Kennedy.45 Seeing an opportunity to bring their ideas to a larger stage, a key group of RANDites began to advise the Kennedy presidential campaign without the knowledge of their Air Force patrons.46

This was a dangerous move for the systems analysts. RAND’s relationship with the Air Force was already tense; if news of RAND’s partisan loyalties got out and Kennedy lost the election, RAND might soon find itself without a sponsor. But Kennedy, more so than any president since Hoover, had an affection for expertise. As early as 1958, he had established an informal group of academic advisors in Cambridge, including a number of economists.47 And the systems analysts’ style—a form of Cold War liberalism that envisioned a strong role for government but embraced the idea that hard-headed, rational decision-making could improve it—was uniquely well-suited to Kennedy’s politics. Signing on with the Kennedy campaign was, as much as anything, a calculated bet.

The bet paid off. When Kennedy was elected president in November 1960, he quickly asked Robert McNamara to serve as his secretary of defense. McNamara had just been appointed president of the Ford Motor Company in recognition of his use of scientific management to revolutionize the firm’s operations.48 During the war, McNamara had worked in operations research himself; these were the techniques he had applied so successfully at Ford.49 He was primed to appreciate the potential contribution of RAND’s systems analysis to Pentagon operations. And the Pentagon’s exploding budget was a growing concern in the late 1950s, as Eisenhower’s farewell address—which noted that “We annually spend on military security alone more than the net income of all United States corporations”—emphasized.50 By the time Kennedy came into office, getting this spending under control was a top priority.

During the 1950s, RAND had worked to integrate the principles of systems analysis into the Air Force’s budgeting process as well as more general types of decision-making. In 1954, David Novick, an original member of RAND’s Economics Division, proposed that the Air Force use a “program budget,” which would begin not with categories of expenditure (for example, installations, aircraft, personnel, petroleum), but would rather work backward from goals.51 The budgetary needs of a program like the Strategic Air Command, whose goals could be specified, might be broken down into the types of planes that contributed to those goals (for example, medium bombers, heavy bombers, reconnaissance, fighters), with specific costs then worked out within those areas.52 The general idea of program budgeting—starting with program areas rather than procurement categories—was not new. But the idea of starting with policy goals, using systems analysis to compare the cost-effectiveness of different methods of reaching them, and then working backward from there to make budgeting decisions based on the most cost-effective way of achieving those goals, was.53

The Air Force ignored Novick’s recommendations. Within RAND, though, enthusiasm for program budgeting remained. For the next several years, Charles Hitch and Roland McKean worked on a book that would provide a clear, accessible argument for RAND-style “quantitative common sense” as applied to national defense. When published in 1960, The Economics of Defense in the Nuclear Age incorporated contributions from a number of RAND economists.54 The book explicitly made the case for non-economists to adopt the economic style, both in military problems and in government decision-making, more generally. The authors explained, “Economics is concerned with allocating resources—choosing doctrines, equipment, techniques, and so on—so as to get the most out of available resources. To economize in this sense may imply spending less on some things and more on others. But economizing always means trying to make the most efficient use of the resources available.”55 The Economics of Defense emphasized “program” thinking (in Novick’s sense), efficiency, opportunity costs, choosing the right criteria, the challenges of incommensurables (for example, comparing lives with dollars), the problem of uncertainties, and the importance of discount rates (an issue that water resource policy had long been concerned with). In other words, the volume synthesized the best that RAND, and the economics discipline, had to offer.56

When Robert McNamara read The Economics of Defense, its rational, quantitative approach resonated. McNamara almost immediately offered Hitch the job of assistant secretary of defense—comptroller.57 As Enthoven later said of Hitch and McNamara’s initial meeting, “I’m told it was love at first sight.”58 Hitch, eager for an opportunity to put his methods into action, accepted. His charge as comptroller was to design a centralized, program-based budgeting system for use throughout the Pentagon—a massive task that McNamara wanted ready to go in six months.59 Building and launching this system would mean synthesizing Hitch and McKean’s economic approach to defense decision-making with Novick’s budgeting techniques.

To accomplish this ambitious goal, Hitch called upon his RAND colleagues. Alain Enthoven quickly transferred into the Comptroller’s Office, where he would lead a new Office of Systems Analysis.60 Henry Rowen, an author of the Air Bases Study that had helped make economics central to systems analysis, became deputy assistant secretary for international security affairs.61 And RAND’s Economics and Cost Analysis Departments (the former now under the leadership of Joseph Kershaw, and the latter still headed by David Novick) established a satellite office in suburban Maryland, staffed with old RAND hands and new recruits.62 Other RANDites were “loaned” from RAND to DOD; as Kershaw wrote later that year, owing to such loans “perhaps a dozen RAND people have had a hand, and an important one, in many of the most important national security matters before the nation.”63 Reinforcements were brought in from academia as well; Merton “Joe” Peck, a Harvard economics PhD then teaching at the business school, soon became assistant deputy comptroller for systems analysis under Enthoven.64

Over the next couple of years, the RANDites worked overtime to integrate systems analysis into defense budgeting practice through what came to be known as PPBS, the Planning-Programming-Budgeting System. PPBS started by “planning” the military’s broad goals. It then compared the cost-effectiveness of different packages of “programs” that might be combined to reach them. Program packages were, in turn, broken down into program elements, “outputs such as B-52 bombers, POLARIS systems, or Army airborne divisions,” which in turn consisted of “a bundle of integrated inputs … ‘a combination of equipment, men, facilities, and supplies—whose effectiveness can, in some way, be related to national security policy objectives.’ ”65 Last, one “budgeted” for these basic elements in ways that would allow the broad policy goals to be achieved in the most cost-effective manner possible. Ultimately, this would produce a Five-Year Defense Plan intended to efficiently use the nation’s resources in pursuit of its military objectives.66 It reflected Hitch’s, and RAND’s, underlying belief that “only by using the economist’s complex tools of analysis to judge the cost and efficiency of each alternative course can military commanders choose the best solution.”67

PPBS encountered substantial resistance from career officers, especially given the perceived “arrogance” of the “young professors” in charge of executing it.68 As one senior officer put it, “I am profoundly apprehensive of the pipe-smoking, tree-full-of-owls type of so-called professional ‘defense intellectuals’ who have been brought into this nation’s capital.”69 PPBS also centralized budget decisions in McNamara’s office, forcing military branches to compete against each other on cost-effectiveness, thereby reducing their strategic autonomy.70 Military brass criticized the system for the limitations of its methods, their opacity, their disconnection from realities on the ground, and their potential for hiding political decisions behind neutral-sounding numbers.71 Many in Congress also saw PPBS as a threatening power grab by the executive branch.72

Yet McNamara stood firm behind Hitch and PPBS, and the general perception in Washington—at least in its initial years—was that the program was a great success. Its implementers and fans wrote enthusiastic accounts in venues from the American Economic Review to the Saturday Evening Post.73 It did not take long for others to begin looking with interest at these new, rational methods that claimed to improve budgeting and policy decision-making while also increasing control. Even in 1954, David Novick had emphasized to the Air Force that “[t]he military [was] selected solely for purposes of illustration” of his ideas: “The systems analysis methodology is applicable to other areas of governmental operations.”74 By 1962, he confidently—and accurately—predicted that “[v]ariants of PPBS may be expected to be adopted by other Government agencies,” adding, “As a matter of fact, some agencies have already indicated more than a cursory interest.”75



From DOD to BOB: Promulgating PPBS

John F. Kennedy was the president friendliest to expertise in several decades, and particularly to the advice given by economists. Under his administration, the Council of Economic Advisers (CEA) played an unprecedented role in policymaking, and he was the first to appoint economists to lead the Bureau of the Budget (BOB, the predecessor to today’s Office of Management and Budget).76 Lyndon Johnson was much more skeptical of academic expertise than Kennedy had been, yet it would be under his presidency that the economic style of reasoning—as distinct from the advisory influence of economists—expanded most rapidly.77 PPBS was the means through which this expansion took place.

Kennedy’s Budget Bureau knew about PPBS, of course. Economist David Bell, BOB’s director from 1961 to 1962, worked closely with McNamara to implement the system at the Defense Department. His successor, economist Kermit Gordon, later emphasized that PPBS had influenced the Bureau “very much, very much!” even before it was rolled out more broadly. As early as 1963, Gordon had begun “an effort to press the agencies into a more systematic and rigorous approach to the evaluation of the programs they were running and an examination of the alternative strategies which were available to them.”78 But it was not until 1965, when Charles Schultze had replaced Gordon as budget director (making him the third economist in a row to lead the office), that BOB officials made the case to Johnson for a broader rollout of PPBS.

By that point, RAND economists had themselves become well-represented among BOB leadership. William Capron, who had spent five years at RAND and collaborated with Hitch before joining Kennedy’s CEA staff, was appointed assistant director in 1964.79 Henry Rowen, coauthor of the Air Bases Study, moved from Defense to take the other assistant director position in January 1965.80 And when Capron followed Gordon to the Brookings Institution that summer, Schultze replaced him with yet another RAND economist, Charles Zwick, to serve in what Zwick later said had become “almost a RAND chair.”81 Thus by 1965, three of the top four positions at the Budget Bureau were held by economists, two of whom were alumni of RAND.82

When Johnson tapped Joseph Califano, then a young lawyer serving as McNamara’s special assistant at Defense, to serve as his top domestic advisor, it provided the perfect opportunity to move things forward. As Califano described it, “[t]here was a happy coincidence of people. Harry Rowen, who had been a PPBS man in the Pentagon, was an assistant budget director.… Charlie Schultze had just begun as budget director; he and I started within a few weeks of each other with the same idea” about expanding the use of PPBS.83

By the summer of 1965, when the decision took place, Johnson’s Great Society was well under way. Antipoverty and civil rights legislation had been passed the previous year, the Elementary and Secondary Education Act a few months before, Medicare and Medicare were created that summer, and the Higher Education Act was in the pipeline. At the same time, the political mood was just beginning to shift. Republicans’ nomination of conservative Barry Goldwater as their 1964 presidential candidate suggested a new interest in limiting, not expanding, government—at least in some quarters. And with spending on Vietnam starting to ramp up, some Democrats were starting to feel the tension between guns and butter as well.

The leaders of the Budget Bureau were appointed by a Democratic president. They were not, in principle, anti-government. They believed government could and should be used to solve social problems. But, by virtue of their institutional location as holders of the purse strings, they were also concerned with cost and efficiency. In the case of the economists, their professional training also inclined them in this direction. Although Schultze did not come from RAND—he earned a 1960 PhD from the University of Maryland and had spent most of his career to date in government—he believed that promoting efficiency in government was, in fact, economists’ comparative advantage.84 While systems analysis may have come from RAND, it resonated with Schultze—as it would with other trained economists—who intuitively saw it as a better way of making government decisions.

When Schultze and Rowen pitched PPBS to President Johnson, it was with several purposes in mind—certainly rationalization of budgetary decisions, but also centralization of budgetary control (as BOB unsurprisingly favored) and as a counterweight to the more expansionary tendencies of the War on Poverty. They recommended each department develop a five-year plan with specific goals, and Califano strongly endorsed the recommendation.85 On August 25, 1965, at a cabinet meeting followed by a press conference, President Johnson ordered nearly all of the executive branch to adopt PPBS, saying, “This system will improve our ability to control our programs and our budgets rather than having them control us.”86

As it had four years earlier at the Defense Department, PPBS caused quite a stir in the Washington bureaucracy. It created, for example, an unlikely best seller out of David Novick’s new book Program Budgeting, with federal agencies alone ordering 5,000 copies in the month after PPBS was announced.87 As one observer noted, “There were training courses galore to convert budgeteers (and many others) into PPBSers, a plethora of new monographs, case studies, and texts, and many new university courses and programs in pursuit of the new light.”88 By the middle of 1968, the General Accounting Office (GAO) identified about 1,000 full-time equivalent employees outside the Defense Department who were devoted to the implementation and management of PPBS.89

Yet while PPBS created a great deal of activity around its implementation, its use in most agencies remained superficial. The rational quantitative comparison of the most effective means to achieve well-specified policy goals never became a guiding force for agency decision-making, for several reasons. First, most agencies saw it as the BOB power grab it was and responded with successful foot-dragging rather than a sincere effort at implementation. Just as military brass recognized that PPBS transferred authority to McNamara’s office, the executive agencies perceived PPBS as existing largely for the benefit of the Budget Bureau. But while the bureaucratic hierarchy of the Defense Department limited internal efforts to resist PPBS, BOB’s authority over the executive agencies was much more restricted. Indeed, a 1968 study of the implementation of PPBS found that the agencies that agreed most strongly with the statement that PPBS was implemented primarily to serve BOB’s needs, rather than the agencies’, were among those that made the least progress in adopting the method.90

Second, systems analytic thinking was in many ways even harder for non-Defense agencies, with their ambiguous goals and lack of economic expertise, to adopt than it was for the military. The experience of the U.S. Geological Survey was a common one: it found itself lacking in “well-defined objectives which could readily be translated into plans amenable to Planning-Programming analysis.”91 Its staff possessed expertise in geology and other fields of the earth sciences, rather than in economics or quantitative analysis. The Geological Survey particularly struggled with identifying its “output” and the value of that “output” to its users.92 Many agencies never quite got the hang of it; those that did often succeeded by hiring former RAND staffers to show them the ropes.

Third, it quickly became clear to many agencies that, despite the reams of analyses they were dutifully producing and sending to BOB, PPBS was often window dressing for a more political budgeting process going on behind the scenes. The White House might propose a budget, but Congress enacted it, and the political process on Capitol Hill created a back channel for challenging the decisions produced using PPBS. This phenomenon further undermined agencies’ sense that the exercise was useful or meaningful.93

Last, observers like political scientist Aaron Wildavsky criticized PPBS for promising rational, neutral decision-making that it could never achieve. In addition to highlighting its political effects, which the agencies were well aware of, such critics emphasized the important things—perhaps the most important things—that couldn’t be measured, and thus were ignored in cost-effectiveness calculations. And they emphasized that far from being value-free, systems analysis valued a particular sort of efficiency, one that treated the marketplace was the correct arbiter of worth, and the existing distribution of income as appropriate.94 Agencies, too, were reluctant to accept that the only contributions that mattered were those that could be counted in dollars, and that cost-effectiveness was the best criterion for evaluating what they did.

When BOB and the GAO independently surveyed agencies about their implementation of PPBS in 1969, “[t]he scorecard was dismal.”95 While twenty of twenty-one agencies examined had developed some kind of PPBS framework as Johnson had required, only three had made “substantial progress” toward implementation.96 The long-term impacts of PPBS would be large, but they would take place through the introduction of new offices and types of personnel, not the budgeting system itself. In 1971, President Richard Nixon quietly eliminated the requirement for PPBS. With the exception of the Defense Department, it quickly fell out of use across the government.97

On its own terms, PPBS was largely a failure. Although elements of its approach would be integrated into later fads like zero-based budgeting and management by objectives, it was never a real driver of budget decisions. It certainly did not rationalize the budgeting process so that policymakers were choosing the most efficient means to achieve well-specified ends. Yet the effort to implement PPBS had enormous indirect impact in disseminating the economic style of reasoning throughout the federal government. This took place through two distinct pathways: organizational change that created beachheads for economic reasoning, first in the executive agencies and eventually in Congress; and the creation of a new academic discipline of public policy that would train a future generation of policymakers in the basic logic of economics.



A Beachhead for the Economic Style in the Executive Branch

When Johnson announced the widespread rollout of PPBS, he also told his cabinet heads, “[E]ach of you will need a Central Staff for Program and Policy Planning accountable directly to you.”98 In the months that followed, departments scrambled to find staff who could fill such a role and help implement the new and largely unfamiliar budgeting system.

A few agencies—NASA, the National Science Foundation, the Department of Labor—did this without changing their organizational structure. Most, though, created some kind of new office analogous to the Office of Systems Analysis that Hitch and Enthoven had established at DOD—often reporting, as Johnson had implied, directly to a department secretary.99 These offices had a variety of names, and were frequently renamed over the years. Often, though, they contained words like “policy,” “planning,” “program,” or—especially a few years later—“evaluation.”100 Collectively, I will call them policy planning offices (PPOs).

Few people already working in the executive branch had the relevant skills for implementing PPBS, so department heads looked elsewhere for the new offices’ leadership. One popular option was to turn directly to RAND. The Department of Health, Education, and Welfare (HEW), for example, tapped William Gorham, who had spent nine years as an economist in RAND’s Cost Analysis Department before moving to Defense in 1962 as head of its new policy planning office.101 At the new Office of Economic Opportunity (OEO), which was leading the War on Poverty, Joseph Kershaw, chair of RAND’s Economics Department, was chosen for the analogous position.102 When Kershaw moved to Washington, he brought economist Robert Levine, an “old friend” and former RAND colleague, along as his deputy.103 As Charles Zwick, former RANDite and soon-to-be BOB director, noted, “you can see we had a certain amount of incest going on here at this point in RAND.”104

Agencies that did not have the good fortune to hire a systems analyst trained at RAND typically turned to the next best thing: someone with graduate education in economics. The new Department of Housing and Urban Development (HUD), for example, hired William B. Ross, who held a graduate degree in economics from Princeton.105 The USDA, which had a long tradition of economic analysis, appointed its own Howard Hjort, who also had graduate economics training.106 While these economists may not have been the “whiz kids” of RAND, they shared an educational background that made the cost-effectiveness, choice-among-alternatives approach of PPBS seem natural. They also possessed the skill set conducive to making such comparisons.

The new offices varied in size, organizational location, degree of support from agency leadership—and effectiveness. A handful, mostly in social policy, “ma[d]e substantial progress toward implementing systematic planning and analysis” and had “staffs headed by individuals with acknowledged analytic and managerial skills.”107 In others, as a BOB study observed in 1969, “analysis … played a small role in agency decision making because systematic planning efforts [were] fragmented by relatively strong bureaus and other disintegrative factors.”108 Where they were functional, though, they introduced RAND’s systems analytic approach to policy to environments where such thinking was quite foreign.

At HEW, for example, Gorham hired three Harvard economics PhDs—including Alice Rivlin, who would go on to run the Congressional Budget Office and the Office of Management and Budget—and a political science PhD. Collectively, the office began working “to create a tradition of, if you will, scientific decision-making, which hadn’t been there at all.” As Gorham later recalled,


I interviewed in my office every single manager of every program of HEW. And I had a series of very simple questions like, “What is your program trying to do?” And it was amazing how few people had thought in those very simple ways. And after he answered that question, I said, “Well, what is it that you keep track of?” One of my memories: adult basic education, which was basically teaching people to read; it was literacy training. He’d say, “Yes, we’re trying to train people to reach at least the sixth-grade level.” That’s a clear objective. “Well, what is it that you measure?” “We measure attendance.” Well, attendance isn’t measuring; I mean, that just says somebody’s there. But that’s the kind of conversation it would be.109



By producing program analyses of specific areas, like “disease control,” Gorham’s office tried to determine how best to spend additional funds to “show the highest payoff in terms of lives saved and disability prevented per dollar spent.”110 This was a radically different way for the department to think about its activities, and Gorham’s office used the approach to advocate for particular programs: “Look … you’ve got a screening program for uterine cancer. For every dollar you spend you save this many lives. You also have a tuberculin program, in which you’re not saving lives any more; you’re far past the point where you’re saving lives. This is a much better way to spend money.”111

At a handful of agencies—the damning 1969 report on PPBS specifically pointed to HEW, USDA, and the OEO as exceptions to the rule—the new policy planning offices substantively shaped agency decision-making.112 At the USDA, this success was assisted by the agency’s long history with economics. Its Bureau of Agricultural Economics had, before the war, been “the most active and experienced agency in applying social science in government planning.” The bureau was broken up in the early 1950s, but economists continued to be represented in very significant numbers at the agency.113 Howard Hjort, who led its PPBS effort, benefited from the strong support of Secretary Orville Freeman, and even the USDA’s budget office—often the group most threatened by the implementation of PPBS—saw the new office as serving a useful function. As one budget official explained, “I have never seen a bureau which did not tend to defend its programs. Without an independent evaluation at the Secretary’s office, no changes can be made.”114

At OEO, the implementation of PPBS was similarly effective but less smoothly achieved. As a new agency, the OEO had no entrenched culture to overcome, but most of its initial staff came from activist backgrounds or had ties to disciplines like sociology and social work, which placed a higher premium on empowering poor people than on efficiency. Yet, as we will return to in chapter 5, the agency’s PPO nevertheless became increasingly influential within the agency. As it did, it effectively reoriented OEO’s focus away from community action and toward the goals and programs that made sense from a systems analytic lens, while also linking the agency more closely with academic economics.115

At other agencies, new PPOs were much less effective at their explicit purpose of introducing systems analysis into agency budgeting processes. But they nevertheless often created a foothold for economic reasoning in new locations—a foothold that typically long outlasted PPBS itself. The Department of Labor, for example, established a PPO that did not report to a high-level appointee and was initially ineffectual.116 But when economist George Shultz became secretary of labor in 1969, he created the Office of the Assistant Secretary for Policy, Evaluation, and Research (ASPER) and prioritized increasing the department’s analytic capacity.117 During the early 1970s, academic economists Orley Ashenfelter, George Johnson, Frank Stafford, Alan Gustman, and Daniel Hamermesh all served in leadership roles at ASPER. The office became a leading player in intragovernmental debates about the effects of welfare policy.118

PPOs at other agencies served similar roles in seeding the economic style of reasoning in ways that had limited short-term impact but long-term payoffs.119 The Federal Communications Commission’s PPO, for example, would successfully advocate for auctions of the telecommunications spectrum in the 1980s.120 The Environmental Protection Agency’s PPO, created in the waning days of PPBS, would promote cost-benefit analysis of environmental regulation and develop the prototype for emissions trading.121

Even as PPOs failed to change budgeting practices within federal agencies, they changed how those agencies understood their problems. As economist Robert Nelson, a director of the Department of Interior’s PPO, later wrote, the office “has been an advocate not so much of specific solutions as of a broader way of thinking and an overall outlook on the world.… This outlook, derived in significant part from economics, is often at odds with other ways of thinking that are well represented in the DOI policy-making process.”122 By “creati[ng] an analytical staff at the department level,” in Alice Rivlin’s words, and bringing in “a group of people who were trained to think analytically and whose job it was to improve the process of decision making,” PPBS created lasting homes for the economic style—and tied those homes not only to RAND and its systems analysts, but to the discipline of economics more broadly.123



From PPBS to Public Policy Programs

The rollout of PPBS across the executive branch quickly made it clear that the skills required to implement it were in short supply. While President Johnson told his cabinet members they would need a program planning staff, he couldn’t provide staffers who knew how to conduct a systems analysis or were comfortable with cost-effectiveness thinking. It quickly became clear to the Budget Bureau, which was in charge of PPBS’s implementation, that ordinary government employees with no particular background in economics, operations research, or systems analysis would need to be brought up to speed.

BOB’s Program Evaluation Staff, who were supervising the rollout, began making plans for how to train these neophytes almost immediately. Within five months, they had begun planning a range of courses, ranging from two-day seminars for these who merely needed familiarity with basic PPBS concepts, to a nine-month residential program for midcareer staffers who wanted serious training in policy analysis.124 Within a year, 2,000 government managers had taken the short class, and another 300 had undergone a three-week training at the University of Maryland, Harvard Business School, or the Naval Postgraduate School. Some eighty agency employees were also beginning an academic-year program at one of seven universities across the country.125

While the two-day seminars were necessarily superficial, the three-week course had slightly more ambitious goals. In addition to introducing PPBS, the course would “provide the student with a grasp of the underlying economic base of program budgeting” and “introduce the student to quantitative approaches to management planning and control, and improve his ability to communicate intelligently with quantitative analysts.”126 By mid-1968, nearly 1,100 people had enrolled.127 Many reported that learning “economic concepts” had been the “greatest professional benefit” of the course, and large majorities of those who completed the training agreed those economic concepts had influenced their thinking about government programs in terms of outputs, cost, objectives, and, especially, alternatives.128

But while it reached the fewest people, it was the academic-year program that had the greatest long-run impact: less because of who it trained than what it led to. The “Mid-Career Educational Program in Systematic Analysis” (EPSA) was initially offered at Carnegie Tech (soon to become Carnegie Mellon), Chicago, Harvard, Maryland, Princeton, Stanford, and Wisconsin.129 While each university proposed its own course of study, the programs shared a similar core: “mathematics (either as a prerequisite or as part of the curriculum), macroeconomics, microeconomics, public expenditure theory, and a workshop in benefit-cost and systems analysis.”130

EPSA was not especially successful as a program for teaching government employees to become systems analysts. The executive agencies (who had to pay for employees to attend) had to be strong-armed into participating.131 For their part, some universities were disappointed with the quality of students.132 Several of the students, meanwhile, reported feeling like an afterthought at universities focused on other priorities.133 A BOB-commissioned report by public administration scholar Allen Schick was critical of what students actually learned: “At most of the participating schools, EPSA is Masters-level education in Economics, with a heavy dosage of econometrics,” but “excessive reliance on economic skills robs PPB[S] of its utility for public decision makers.”134 But the shortcomings of the EPSA program did little to deter the BOB’s desire for a new curriculum centered on program budgeting. Schick’s report declared: “We must coin a new discipline.”135 In this new discipline, “economics must have the leading position,” but “[m]any other disciplines must be brought to bear.”136

There was, of course, an applied discipline of government already in existence: public administration. The first public administration programs had been founded in the nineteenth century, and the field’s professional association was established in 1939.137 Yet public administration, while well-established, taught a very different set of skills than PPBS required. Focused on management, such programs intentionally avoided questions of what policy should be, or of its efficacy, in favor of “training neutrally competent personnel.”138

Advocates of systems analysis tended to be critical of public administration for lacking a “clear conceptual identity” or even a coherent curriculum. A mid-1970s survey found “little consistency in core course requirements and (that) several programs have no core requirement at all.”139 Fans of RAND-style policy analysis called public administration “low in quality and academic prestige,” and found its “courses short on sophistication, lacking theory of any power, devoid of quantitative analysis or, indeed, rigorous analysis of any kind, generally unconcerned about costs and rarely weighing them against benefits, and always fearful of dealing with policy.”140 As RAND economist Burton Klein told the field’s professional association in 1967, “of one thing I am fairly certain. If public administration is ever to get to grips with the problem, it will have to be by … substituting an entirely new line of thinking essentially based on the insights that lawyers and economists have gained.”141

The implementation of PPBS shook up the field of public administration. As Joel Fleishman, a founder of Duke’s program, put it, PPBS “was instantly perceived by alert academics in key institutions as a potential market for universities to supply with graduates, a market likely to grow even larger. Moreover, it was a market for a fairly well-defined product—persons trained to do analyses like those done at RAND!”142 Between 1967 and 1972, about a dozen new academic programs were rolled out, primarily at elite institutions, to meet this perceived need—not in the suspect discipline of public administration, but in an entirely new field: public policy.143

The emergence of these new programs was not the result of an organized project. As one founder said, their creation “all seemed to happen at once, apparently without any prearranged effort.”144 There was, though, “some exchange of ideas among the principals … [p]artly through various associations with the RAND Corporation.”145 Indeed, a proposal for what would become the University of Michigan’s school of public policy was first published as a RAND discussion paper in 1968.146

Some of the new programs were at institutions (Harvard, Michigan, Minnesota) that already had schools of public administration, while others (Berkeley, Carnegie Mellon, Duke) did not. A couple (Harvard, Carnegie Mellon) had also been EPSA participants, but most were not. One (the RAND Graduate Institute for Policy Studies, founded by Henry Rowen shortly after he left BOB) was an entirely new school.147 Despite their institutional diversity, these programs shared an intellectual sensibility and a fairly unified curriculum, “emphasiz[ing] analytical/statistical techniques and macro/micro economics,” that overlapped heavily with the mix of courses included in the nine-month EPSA program.148 One dean described the programs as combining microeconomics, macroeconomics, statistics (“packaged as ‘quantitative analysis’ ”), and elements of operations research and decision analysis.149 In other words, the new public policy programs were producing “RAND lite.” Some early promoters even pointed to RAND’s Air Bases Study “as the implicit model of the kind of analysis graduates should be capable of doing and, perhaps, as a model of the process of policy making and implementation desirable for government.”150

During the 1970s, the new discipline would achieve maturity, establishing its own journals and professional associations.151 By 1976, more than 100 universities offered degrees in “policy studies,” and in the 1980s the Association for Public Policy Analysis and Management found that 150 schools had moved at least to labeling their programs as “public policy.”152 By 1990, about a thousand new masters of public policy (MPPs) were being produced each year—roughly the same number as economics PhDs.153 These public policy programs were producing a new breed of analyst: not economists, but comfortable with an economic style of reasoning; focused on choice among alternatives, cost-effectiveness, and quantitative analysis. These holders of the new MPP degree had “little difficulty finding places in the governmental system.”154 “It turns out,” a Stanford professor noted in 1975, “that demand for these skills [analysis, evaluation, and assessment] exists disproportionately in the ‘central analytical staffs’ of the federal government: the Defense Department, the Office of Management and Budget, and HEW”—that is, the offices where systems analysis had taken off.155

The new public policy schools not only trained RAND-style policy analysts, but they also promoted the use of policy analysis to maintain demand for their graduates. Graham Allison, dean of the Harvard’s Kennedy School of Government from 1977 to 1989, noted the schools’ importance in “champion[ing] the role of powerful staff offices in government agencies which hired individuals who could perform these tasks [of systematic analysis of public policies], and would allow them to become influential in public policy making and implementation.”156 By 1990, holders of the MPP had become “legion” in “the various policy analysis and program evaluation sections” (that is, the PPOs), as well as in the Office of Management and Budget (formerly BOB). They were also common elsewhere in the executive branch and Congress.157

While the new policy analysts might not do work recognizable as economics to faculty in economics departments, their approach nevertheless reflected the economic style. The concentration of economics PhDs within policy school faculty moreover ensured that the two fields would remain closely linked. As policy schools themselves became institutionalized, the indirect ties between academic economics and the world of Washington were, once again, strengthened.



Analysis Begets Analysis: From the Executive to the Legislative

The executive agencies created PPOs to meet the demands of PPBS, and universities created public policy programs to produce graduates with the training to staff them. When the Nixon administration abandoned PPBS, the PPOs and the policy analysts remained. Indeed, many agencies soon realized that the numbers PPOs produced could be used as a tool for self-defense.158 The competitive dynamic that resulted, in which offices expanded their capacity for policy analysis in order to defend themselves from other offices wielding competing numbers, contributed to the further growth and spread of analytic offices over the next decade, not only within the executive branch but in Congress as well. While this did not rationalize decision-making, as the architects of PPBS had once hoped, it did allow the economic style of reasoning to take root in new locations.

This competition unfolded in multiple ways. At times, the battle of the analysts took place within a single government agency. HEW, for example, had a main PPO located within the Office of the Assistant Secretary for Planning and Evaluation (ASPE), as well as an Office of Program Planning and Evaluation, located in the Office of Education. The two offices had conflicting interests: ASPE wanted to gather information that might drive changes in federal or local educational policies, but the Office of Education’s PPO sought data to defend the programs it administered.159 ASPE wanted to take a cost-effectiveness approach to evaluating Title I (of the Elementary and Secondary Education Act (ESEA), which funded schools with many low-income students), but struggled to identify inputs, outputs, and even the right population to study; the Office of Education began by trying to measure test scores, but when that proved difficult, turned to case studies of exemplary projects—a less analytical approach it took “over [assistant secretary for planning and evaluation] Alice Rivlin’s dead body.”160 By 1972, HEW had spent more than $50 million evaluating Title I, but as one Office of Education evaluator confessed, evaluation had been “prostituted to such an extent now that it can’t possibly have an impact … because everyone knows it is just fun and games.”161

More commonly, the analytic arms race took place across agencies, not within them. A few years later, during the Carter-era debate over welfare reform, ASPE found itself in a similar competition with ASPER, its counterpart at the Department of Labor. While HEW favored a negative income tax approach to welfare policy, Labor preferred a jobs program.162 Because ASPE had been developing computer models to simulate the effects of welfare policy changes since the 1960s, the office had considerable capacity to analyze the potential effects of reform proposals.163 Lacking such capacity, ASPER now beefed up its resources and began to develop its own microsimulation model as a way to counter ASPE’s position.164 Unsurprisingly, while ASPE’s model suggested that a jobs program would cost more than cash assistance, ASPER’s said just the reverse.165 The competition failed to provide decisive knowledge about the effects of policy decisions, but did support the growth of policy analysis at Labor.

But the expansion of analysis was not only a phenomenon of the executive branch. Analysis begat analysis within the legislative branch as well. Indeed, by the end of the Reagan era, which saw cutbacks in the analytic capacity of the executive branch, Congress had arguably become the branch with the greatest analytic resources.

Congress initially resisted analysis. Senators and representatives (accurately) saw McNamara’s introduction of PPBS as an attempt to increase his influence over budget decisions at the expense of their own. Their anger was intensified when McNamara declined to share key reports of the DOD’s Office of Systems Analysis with Congress, arguing that they were privileged recommendations for the president alone.166 By 1967, the Senate Subcommittee on Security and International Operations had launched a series of hearings challenging DOD’s use of PPBS.167

Apart from conducting hearings, Congress attempted to reassert its control by limiting funding for executive-branch analysis. At the same time, the legislative branch began—very slowly at first—to develop its own analytic capacity.168 The General Accounting Office, a Congressional office established in 1921, was the first site of this shift. In the decades after World War II, the GAO was, as its name suggested, actually an office of accountants, who audited the books of government agencies and consulted on their accounting needs.169 This changed in 1966, when President Johnson appointed Elmer B. Staats, who as deputy director of the Budget Bureau had helped Schultze implement PPBS, to the fifteen-year term of comptroller general, head of the GAO.170 Although Staats held a PhD in political economy, not economics proper, he favored the use of systems-analytic techniques to help “top decisionmakers to visualize the full implications of alternative courses of action.”171

Under Staats’s leadership, Congress began to turn to the GAO as an in-house source of policy analysis and evaluation, first through a major study of the poverty program.172 In 1970, Congress authorized the GAO to conduct cost-benefit studies of government programs, and further expanded its analytic responsibilities in 1974.173 This shift brought with it a diversification of expertise. In 1968, nearly all (96 percent) of GAO’s professional staff were accountants, with the rest lawyers. That year, the organization hired its first professionals from other fields: eleven management analysts, nine mathematicians, six economists, two statisticians, and one engineer.174 By 1977, only 64 percent of GAO professionals were accountants or lawyers.175

Neither economists nor the economic style of reasoning ever dominated the GAO. But the agency did become friendlier to the approach, particularly in its new focus on cost-effectiveness. While the old guard was accounting-driven, investigative, and fact-focused, the newcomers were “social scientists educated in public administration or economics and trained as policy specialists.”176 As one GAO accountant reflected, “When I worked with an economist, I found that we thought on different wavelengths.”177

Nor was the GAO the only Congressional office to move in an analytic direction in this period. The Legislative Research Service, which conducted research for individual members of Congress, was in 1970 renamed the Congressional Research Service (CRS) and given “new responsibility to provide policy analysis.” In 1972, Congress also created the Office of Technology Assessment (OTA), meant to analyze the effects of technological change.178 Neither CRS nor the OTA had a particular orientation toward economics. But the Congressional Budget Office (CBO), established in 1974, would become a key site for institutionalizing the economic style in Congress, as well as for linking academic economics with the world of policy.

The CBO was a product of intense budget conflicts between Congress and President Nixon in the early 1970s. To restrict or even eliminate programs he did not like, Nixon impounded (that is, refused to disperse) funds authorized by Congress for the executive agencies—which Congress saw as a clear infringement on its power of the purse.179 Among other responses to this interference with its authority, Congress created the CBO as an attempt to reassert control over the budget.180 The exact responsibilities of the new organization were, though, left quite vague. While the House of Representatives saw the CBO as an organization that would simply produce cost estimates of proposed legislation, the Senate imagined something with a broader approach and more analytic capacity.181 These different visions played out in a protracted debate over who would be appointed as the organization’s first director.182 The House’s candidate was Phillip “Sam” Hughes, a “public administration type” whose professional background emphasized budgeting and accounting over economic analysis.183 The Senate, in contrast, wanted economist Alice Rivlin, former head of HEW’s ASPE, who had written a whole book on systems analysis.184

The Senate won. Under Rivlin’s leadership, the CBO became an organization that not only provided cost estimates of legislation but that also had the autonomy to conduct economic analysis of the likely effects of policy options not currently on the table.185 To carry out this mission, Rivlin hired four PhD economists into key positions, one a RAND alum and two with PPO experience.186 Within six months, CBO had grown from two employees to 193, led largely by economists.187 In addition to producing “scores” (cost estimates) of legislation, the office launched the annual volume Budget Options, which presented Congress with, as one veteran of the office put it, “various options to reduce the deficit … rang[ing] from the relatively small effects of replacing the dollar bill with a dollar coin to major proposals to means-test entitlement programs such as social security.”188

In the late 1970s, the organization staked a claim to an expansive interpretation of its mandate when, on its own initiative, it analyzed President Jimmy Carter’s energy plan, even in the absence of proposed legislation that needed to be scored. CBO’s critical analysis established its broad role as an independent source of information willing to challenge the numbers being put out by the administration in power.189 By producing such analyses, CBO not only demonstrated its own autonomy and professionalism but also defined the range of options it considered legitimate.

As the CBO settled into its lasting form, economics became firmly established as its orienting discipline. The ten permanent directors who have followed Rivlin have, with one exception, all held PhDs in economics.190 Not only was the CBO “centered on the economist,” it was directly tied to the academic discipline.191 Rivlin established a bipartisan Panel of Economic Advisers to the organization, and appointed highly visible economists like Joe Pechman, Alan Greenspan, Barbara Bergman, Paul Samuelson, Lawrence Klein, Walter Heller, James Tobin, Albert Rees, Herbert Stein, and Robert Solow.192 This helped both with recruiting employees who had the appropriate training in economics and with maintaining an ongoing connection between current staff and the economics discipline.193

These close linkages produced an organization whose allegiance was to profession over politics—in part because staffers did not typically come from Congressional offices, but had careers in research organizations, whether in government, think tanks, or universities.194 The CBO gave economics a voice in the halls of power with no real equivalent in other disciplines, one that would shape policy conversations in lasting ways.



The Success of Failure: PPBS and the Creation of an Analytic Infrastructure

The systems analytic movement, and the Planning-Programming-Budgeting System it championed, was a powerful channel for moving an economic style of reasoning into Washington. Its new approach to answering a very old question—“How should we make government decisions?”—encouraged policymakers to clearly quantify the goals of policy and systematically compare potential pathways to reaching them in terms of their relative cost-effectiveness. As economist Robert Haveman wrote in 1976, “In effect, [PPBS] was the vehicle chosen by the executive branch to bring economic analysis into the budgetary and other allocative decisions with which it was confronted.”195

PPBS was a failure at its stated goal of rationalizing the budget process around forward-looking, systematic comparison of alternative means to achieve well-defined ends. Most agencies never fully implemented it, it was never a real driver of budget decisions, and no agency besides the Defense Department continued to use it as a budgeting method much past 1970. Even so, its long-term effects in spreading the economic style—calculative, efficiency-focused, choice-within-constraints-oriented—were considerable. PPBS created new and lasting organizational footholds for economic reasoning, most immediately through policy planning offices, but indirectly in Congress as well. And it directly led to the invention of the academic discipline of public policy, grounded in microeconomics, which would train future generations of policy analysts to think, at least a little, like economists. It did this in the face of considerable resistance, both from those who found its approach unfamiliar, and from those critical of its intended and unintended effects.

The systems analytic movement was not identical with, or limited to, economics. Yet its success durably linked the world of policy with the economics discipline and enabled the movement of both people and ideas between the two. Its advocates were not anti-government or strongly laissez-faire. On the contrary, they were brought in by a Democratic administration and were generally optimistic about the capacity of government to solve social problems. As they saw it, PPBS, and systems analysis more generally, were tools for improving government decision-making, not a rejection of its necessity.

But it was not only through systems analysts that the economic style made forward strides in policymaking, although their efforts would provide a scaffold for others to build upon. Another group of economists would also come to Washington in these years, bringing their own answers to a different question, “How should we govern markets?” Although the two groups occasionally overlapped, and in the years that followed their paths frequently crossed, they came from different intellectual locations and entered through distinct sets of pathways. It is to this second community, the industrial organization economists, that we turn next.
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How to Govern Markets


As RAND’s systems analysts were developing their techniques for using economics to improve government decisions, another intellectual community was beginning to ask itself, “How should we govern markets?” This group championed industrial organization (I/O), the subfield of economics that studies the relationship between firms, industries, and markets.

Just as systems analysts brought a distinctive approach to thinking about government decision-making to policy debates, I/O economists had their own way of thinking about how the world worked—one with definite implications for governance. Politicians, in the 1950s, thought about the business world primarily in terms of industries—the automobile industry, the textile industry—with economic aspects, but also political and social ones, that governance must take into account.

But economists were coming to think about these industries first and foremost as markets—places where the production and consumption of goods and services was coordinated through exchange and the price mechanism. Well-functioning markets, they believed, would distribute resources in optimal ways. Firms would compete with one another to offer more desirable products and to lower costs, and the fluctuation of prices would encourage more production where there was greater demand, and less production where demand was less. This would, in turn, produce “allocative efficiency”: the nation’s resources would go into producing the goods and services that consumers valued most highly, at the lowest sustainable prices.

The industrial organization framework focused on trying to understand the conditions under which markets strayed from perfect, or at least “workable,” competition, and failed to produce these desirable outcomes.1 The framework implied that allocative efficiency was a socially desirable outcome, and that government’s role was to create the legal rules that would promote it. This might mean preventing mergers that would lead to monopoly, or regulating prices in a “natural monopoly”—that is, a business like electricity transmission in which having multiple producers would be inefficient—so that firms did not abuse their market power by raising prices above a competitive level.

But a corollary of the I/O framework was that government rules promoting goals for markets other than allocative efficiency were inappropriate. Such rules might pursue particular social outcomes, as when politicians sought to protect small business because of its role in the civic fabric of small-town life. Or they might be political in nature, as when lawmakers advocated for breaking up large firms because they represented a dangerous concentration of power.

Industrial organization economics began to emerge in the 1930s and 40s at Harvard and was consolidating in the 1950s—just as the discipline of economics was taking its modern form, and as systems analysis was developing at RAND. But while Harvard was an important site for the field’s development, industrial organization did not emerge from the hothouse environment of a single institution like RAND. Instead, it comprised a looser, more diffuse network, centered in economics departments but gradually becoming tied to both law schools and, eventually, Washington.

Even as Harvard’s economics department remained a lodestar for I/O economics into the 1950s, a competing outpost was developing at the University of Chicago. The two schools shared some fundamental beliefs about the nature of markets. In particular, they understood achieving allocative efficiency as the main purpose of market governance. But the two groups took away somewhat different lessons for policy from their study of economics: while Harvard believed relatively high levels of government intervention were needed to ensure well-functioning markets (at least by present-day standards), Chicago prescribed a laissez-faire approach.

But despite their differences, their focus on efficiency meant that I/O economists from both traditions sought to move away from governing industries with attention to their social and political effects, as well their economic ones. And these economists would increasingly bring their distinctive ways of thinking about markets from the halls of academia to the halls of power in the 1960s and 1970s. First, they introduced economics into law schools, initially to the legal fields of antitrust and regulated industries. Increasingly, lawyers began to have some basic exposure to an economic style of reasoning—exposure they took with them into jobs in government and elsewhere. Next, members of this community increased the role of economics in two important regulatory agencies—the Antitrust Division of the Department of Justice and the Federal Trade Commission (FTC) of the Department of Commerce. Last, they established a network of I/O economists (and fellow-travelers) in Washington who would eventually come to play important roles in other government bodies that regulated industry, like the Department of Transportation, the Civil Aeronautics Board, and the Interstate Commerce Commission, as well as in the White House and Congress.

Initially, the Washington network of I/O economists was centered at the Brookings Institution, which was itself closely tied to the Harvard pole of industrial organization. By the early 1970s, though, the insurgent Chicago School of I/O was rapidly displacing Harvard as the dominant approach within the subfield. By the mid-1970s, the Washington network’s center of gravity was shifting—from the center-left Brookings to the conservative American Enterprise Institute (AEI). But the liberal and conservative I/O networks overlapped considerably, with their shared prioritization of efficiency, and both favored deregulation of transportation and other industries.

The shift toward thinking about industries as markets took time to achieve. Most policymakers took for granted that the regulation of business required attention to social and political, as well as economic, factors. They were concerned, like Eisenhower, about the “unfettered power of concentrated wealth,” and had some sympathy for the Jeffersonian idealization of small business.2 They understood government restrictions on prices and competition, which were in place in a whole list of industries, as necessary in many cases to maintain stability and ensure fairness. Indeed, when a group of Harvard economists recommended removing such controls on the transportation industry in 1959, they acknowledged that this “depart[ed] sufficiently from the emphasis of the solutions usually suggested as to be heretical.”3

Yet by the 1970s, advocates of the economic style were growing more influential. With their approach increasingly taught to lawyers, key offices staffed with PhD economists, and a durable network linking academia, think tanks, and government offices, economists’ distinctive way of thinking about market governance became increasingly mainstream. In the decades that followed, particular schools of thought would rise and fall within industrial organization economics, but the broad influence of economic reasoning in market governance—and the locations and networks that helped to reproduce it—would remain. Through industrial organization, the discipline of economics would become durably tied to the world of policy along a second axis.


Industrial Organization at Harvard and Chicago

Mid-century industrial organization economists were, more than some of their colleagues, focused on practical questions—questions that would be helpful in thinking about the real, on-the-ground world of business. Their central interest was in understanding what made markets competitive and under what conditions they strayed from competition, allowing firms to raise prices and produce suboptimal outcomes. They tended toward topics that can only be called unglamorous—studies of economies of scale across twenty industries, for instance, or the decline of monopoly in the metal container industry.4

In marked contrast to the economists at RAND, who directly sought to shape defense policy, most I/O economists were oriented toward academic conversations. Nevertheless, the industrial organization community was certainly aware of the policy relevance of its work—particularly so in the period following World War II, when it was taken for granted that government would play a major role in governing industrial activity. In fact, far from idealizing free markets, the I/O community associated with Harvard in the 1950s took for granted that markets ordinarily operated under conditions of oligopoly—control of a market by a handful of firms—and imperfect competition. While its members were interested in understanding the causes and consequences of this at an intellectual level, at a practical level they wanted to know what actions could be taken to make markets work better. They often assumed that these actions would take the form of government interventions.

The Harvard School of industrial organization originated in the 1930s. It was developed in Harvard’s economics department by Edward Chamberlin and Edward Mason, who, along with a generation of their graduate students, would go on to define it as a subfield.5 Chamberlin, whose 1933 book The Theory of Monopolistic Competition took a marginalist, microeconomic approach to thinking about the conditions under which monopolistic behavior would emerge, provided the theoretical framework; Mason, whose leanings were more institutional and policy-focused, contributed his considerable administrative talents.6

Over the next two decades, their students would combine the two approaches, producing dozens of “industry studies” examining the competitive workings of particular industries, ranging from petroleum to tobacco to rayon to aluminum.7 From today’s perspective, these industry studies look almost institutionalist, with their extensive, detailed empirical descriptions of the costs of moving a ton of goods a mile on different types of transportation, or how pricing decisions were made by the “big three” cigarette companies.8 They also still paid attention to non-economic factors that shaped the functioning of markets, like historical patterns with lasting effects and the beliefs of businessmen about how their industry worked.9

Yet these economists understood their work as departing from institutionalism in important ways. They saw their own approach as more theoretical than that of the institutionalists, with, as one observer noted, a “recognizable line of descent from neoclassical partial equilibrium theory.”10 And they were increasingly moving toward a more abstract conceptualization of industries, focused not on their historical specificities or the details of pricing decisions, but on the fundamental characteristics—numbers of competitors, or the extent of economies of scale—that allowed them to operate efficiently as markets.

The Harvard School’s works collected loosely around what would come to be called the “structure-conduct-performance” (SCP) framework. The SCP framework began with the assumption that market structure (for example, the number of competitors) determined firm conduct (for example, whether firms raised prices above the competitive level), which in turn determined industry performance (for example, whether firms consistently earned “excess profits,” which implied inefficiency).11 Much of this work focused on the emergence of monopoly and oligopoly, but often within the context of practical issues around how market governance could encourage competition.12

The Harvard approach to industrial organization produced a pragmatic approach to policy questions that was in step with the highly regulated nature of the U.S. economy in the 1950s. At the time, antitrust enforcement was at historically high levels. Antitrust law dated back to 1890, when the Sherman Antitrust Act banned monopolization and the attempt to monopolize.13 Since 1914, the Clayton Antitrust Act had outlawed companies from buying another company’s stock if “the effect of such acquisition may be to substantially limit competition.”14 The 1950 Celler-Kefauver Act had extended this restriction by also prohibiting firms from acquiring rivals’ assets under such conditions, chilling the climate for mergers considerably.15 The government additionally exercised significant control over major industries, including rail, trucking, airlines, communications, banking, natural gas, and electricity. In many cases, government entities had the authority to determine whether firms could enter into markets and the prices that they could charge.

For the most part, Harvard School economists took this reality for granted; they assumed government would play a substantial role in regulating markets. At the same time, though, they also believed that competition produced economically beneficial outcomes by promoting efficiency, keeping prices low, and encouraging innovation.16 They also believed that efforts to use regulation to achieve non-economic goals, as had historically been the norm, were largely misguided. Thus, their approach was not completely out of line with Washington’s expectations that markets would be highly regulated. But these economists tended to favor less regulation than the status quo, and they strongly opposed regulation that pursued other goals—like protecting small business, or ensuring “fair” prices—that might come at the expense of efficiency.

Two important books published by Harvard economists in 1959 illustrate what the Harvard I/O perspective on market governance looked like; five of their six authors would go on to play important policy roles in the following decade. Antitrust Policy: An Economic and Legal Analysis was written by Carl Kaysen, a Harvard economics professor, and Donald F. Turner, a Harvard law professor (and economics PhD). It was the culminating product of an influential Harvard antitrust seminar, led by Edward Mason throughout the 1950s, and applied the SCP framework in a way meant to influence attorneys and policymakers.17

Antitrust Policy sought to use economics as a practical framework for making antitrust decisions. It carefully weighed several possible goals for antitrust policy, including social and political ones like ensuring “fair dealing” and limiting the broad social power of big business.18 It then proposed that antitrust should instead focus on promoting competition in the broader service of efficiency. It would do this by limiting “market power”—the ability of a firm to “behave persistently in a manner different from the behavior that a competitive market would enforce on a firm facing otherwise similar cost and demand conditions.”19 The volume argued that decisions about whether market power existed should be made within an SCP framework, in which market structure determined firm conduct, which in turn affected market performance.20 Building on this framework, Kaysen and Turner advocated for policies that were broadly in line with the high-enforcement antitrust regime that dominated in the 1950s. They proposed, for example, that mergers between firms that would constitute 20 percent of a market be made prima facie illegal—a standard that today seems surprisingly strict. Efficiency, though, was still the overarching criterion—Kaysen and Turner recommended exceptions be made if such a size would produce significant economies of scale.21

But while Antitrust Policy received favorable reviews from both economists and legal scholars, its reception was cooler outside the academy than within it.22 Big business found Kaysen and Turner’s recommendations to limit potential mergers threatening, with Fortune magazine calling Antitrust Policy “a disturbing new book.”23 The reception by antitrust lawyers in government was no more friendly. Here, the conflict was not over the degree of enforcement, but between a legalistic approach that saw the purpose of antitrust policy as fully enforcing the letter of the law, and an economic one that sought to identify what enforcement actions would help achieve market efficiency.24 Many lawyers simply found the economic approach illegitimate, in conflict with the basic purpose of rule-based law, producing an environment “where economists were considered to be dangerous people.”25

As Kaysen and Turner were writing Antitrust Policy, four of their colleagues—John R. Meyer, Joe Peck, John Stenason, and Charles Zwick—were working on another book that applied Harvard I/O to policy questions: The Economics of Competition in the Transportation Industries. Meyer was a recent Harvard economics PhD who had subsequently joined the faculty; Peck, Stenason, and Zwick were graduate students and instructors in the department.26

At the time, the railroad and trucking industries were heavily regulated at the federal level, with the Interstate Commerce Commission limiting entry into the market and setting the prices that could be charged on different routes. The Economics of Competition drew on detailed data from those industries to hypothesize, on the basis of industry costs and consumer demand, what the market structure would look like in the absence of federal regulation. Starting with the assumption that “an efficient allocation of resources” is the goal of regulatory policy, Meyer and his colleagues argued that, given the current state of technology, the market structure of transportation industries would be relatively competitive.27 Indeed, they recommended a regime in which “[r]egulation in the strict sense would be retained mainly over rates in those very limited areas of transportation in which monopolies continue to exist,” such as oil pipelines.28

While the authors clearly asserted that competition was preferable to government regulation where possible, they also accepted its need in situations where “workable competition” could not be achieved—for instance, in the case of pipelines.29 Yet they also recognized that their proposition to mostly deregulate transportation was so out of step with political reality as to be “heretical.”30 The heresy was partly because deregulation conflicted with the interests of the regulated industries, which liked the stability it provided. But it was also because Meyer and his colleagues approached transportation policy with the same economic style that antitrust lawyers found so alarming in Kaysen and Turner’s work. They focused on what they saw as a tractable goal—that is, the efficient use of resources—and they used economics to propose governance rules that would allow that goal to be achieved. But the regulatory system itself had been built around complex and conflicting goals that included not just efficiency but also a desire for stability and an interest in fair access to shipping routes—aims that The Economics of Competition considered but dismissed relatively quickly. As was the case in antitrust policy, the economic style would encounter resistance not only because of its policy implications, but because of the very way economists approached policy problems.



The Harvard approach to industrial organization was clearly dominant in both academia and policy circles by the 1960s, but a competing approach was developing at the University of Chicago. Both schools saw themselves as building on the neoclassical tradition, and conceptualized the world in terms of markets, more than industries. But Chicago I/O took its work in another direction, coming to different conclusions both about the nature of market competition and how it should be encouraged.

Even before World War II, the Chicago School of economics was known for classical liberalism and skepticism of government intervention. Yet in that era, it exhibited wariness toward big business. For example, Professor Henry Simons’s 1934 pamphlet, A Positive Program for Laissez Faire, opposed business concentration almost as much as it opposed collectivism.31 With the arrival of economist Aaron Director—a contemporary of Harvard’s Chamberlin and Mason and devotee of Simons—at the law school, Chicago economics dropped that caveat. Director, a one-time socialist who had converted to a laissez-faire position as a Chicago graduate student, led a series of working groups: first the Free Market Study Project (1946–52), and then the Antitrust Project (1953–57).32 While Director began this period with some ambivalence about the dangers of business concentration, he gradually worked out a different stance over the next decade. Stimulated by the studies of his students, Director gradually embraced the position that competition would tend to undermine monopoly, that barriers to entry were of little importance, and that high levels of market concentration typically reflected business efficiency, not exploitation of market power.33

During the 1950s, the Chicago group collectively worked out an alternative to Harvard’s structure-conduct-performance paradigm, one with a different set of implications for market governance.34 PhD student G. Warren Nutter, for example, wrote a dissertation that empirically challenged the common assumption that monopoly had been increasing in the United States since 1900.35 John McGee, then an instructor, found that Standard Oil had not been engaging in predatory pricing at the time it was widely assumed to have been doing so.36 More generally, Chicago I/O shared a neoclassical starting point with Harvard, but dismissed the Harvard belief that there was a meaningful (if not yet theoretically grounded) relationship between market structure, firm conduct, and market performance. Chicago’s divergence on this point implied little need for strong government enforcement of antitrust law.37

Although the Antitrust Project itself would end in 1957, the intellectual momentum of these efforts continued to build. Director founded the Journal of Law and Economics, which became an important outlet for I/O research, in 1958. That same year, future Nobel Laureate George Stigler, who published extensively in industrial organization, was recruited to join the economics department.38 Director’s Antitrust Project students, moreover, were beginning to take positions at other universities; some ended up in economics departments, while others—including Robert Bork—went to law schools.39

At the same time, the broad Chicago approach to I/O—centering price theory, not market structure—was becoming more influential beyond the institution itself. In part, this took place through the building of ties between Chicago and other institutions. Yale Law School, for example, hired Director students Ward Bowman and Robert Bork in the 1960s. Chicago scholars were also increasingly networked with institutions whose economists had similarly free-market inclinations, including the University of Virginia, UCLA, and Rochester. And beyond academia, Chicago scholars played an integral role in the Mont Pelerin Society, an international network devoted to advancing classical liberal ideas against collectivism, and of which Director and Stigler, along with Chicago colleagues Friedrich Hayek and Milton Friedman, were founding members.40

Throughout the 1960s, the Chicago position remained a minority school of thought in industrial organization and the legal scholarship that was informed by it. A review of two major antitrust law journals from 1965 to 1970, for example, found ten economists or economics-focused legal scholars among the fifteen most-cited authors; seven of these were Harvard-type structuralists (Turner and Joe Bain, another Mason student, held spots one and two on the list; Kaysen occupied the fourth), while only two were associated with Chicago (Stigler, at number five, and Bork, at eleven).41 Although its time would come, at this point Chicago’s arguments about antitrust and regulatory policy were even further removed from decisions taking in place in Washington than Harvard’s.

Eventually, the Chicago approach to industrial organization—with its strong laissez-faire implications for market governance—would come head to head with Harvard’s approach, with its interventionist tendencies and its emphasis on concentration as an indicator of market power. But while the schools had different understandings of how economics applied to real-world markets and what policy lessons should be learned from that analysis, what they shared was as important as what they did not. For Harvard, as well as Chicago, market competition was fundamentally beneficial, and allocative efficiency its socially desirable outcome. Government should create a legal framework that would promote well-functioning markets, and not use its regulatory power to try to achieve potentially conflicting social and political goals. While Harvard and Chicago I/O economists might disagree on what sort of government rules would produce such efficient markets, they agreed that this goal was the appropriate one for policymakers to center, and that economics provided useful tools for thinking about how to reach it.



Bringing the Economic Style into Law Schools

Industrial organization economics, like systems analysis, would extend its influence via professional schools. But while systems analysis traveled first from RAND to Washington, and only then into public policy programs created specifically to meet the new demand for systems analysts, industrial organization moved from economics departments into law schools even before its major policy impacts began.

The separate fields of law and economics had a long and complex history by the 1960s. While some branches of law had virtually no interaction with economics, others—particularly those that governed economic institutions—had long traveled hand in hand with the economics discipline. The story of law and economics in the second half of the twentieth century, then, is not about the initial introduction of economics to law, but about the introduction of the microeconomic style of reasoning more specifically, and about its spread to a much broader scope of legal scholarship and teaching.

The 1930s had seen an alliance between institutional economics and the “legal realist” school of law.42 Legal realism argued that judges did not interpret the law using a handful of universal principles, as the previously dominant school believed, but instead that judges’ decisions did, and should, reflect the empirical context in which decisions were made, as well as the effects of those decisions on the real world.43 This perspective implied an important role for the social sciences in law. And so, during this period, the boundaries between (primarily institutional) economics and law were relatively fluid, with trained economists like Walton Hamilton and Robert Hale teaching in law schools.44

But as legal realism was entering its period of peak influence in the 1930s, institutionalism was already beginning to be eclipsed by neoclassicism within the discipline of economics. Neoclassical economics, with its abstract principles and—at the time—relative lack of empiricism, did not offer legal realists the kinds of tools they were looking for to help make decisions in real-world contexts.45 Moreover, by the 1950s, legal realism was itself being displaced by the legal process school. This approach saw legal rules as being justified not on the basis of their empirical consequences, but on having been created “through a legitimate set of procedures by legitimate institutions keeping within their proper roles.”46 Legal process theory had little use for economics, whether institutional or neoclassical in character. The 1950s, then, marked a low point for interactions between law and economics.47 Connections still existed, but they were fairly limited, largely institutionalist, and mostly in decline.

Yet it was just during this period of ebb that industrial organization began to build a new set of connections between departments of economics and law schools. Both Mason’s antitrust seminar at Harvard, and Director’s, at Chicago, used neoclassical tools to think about legal questions; both were located at the intersection of the two fields, drawing representatives from each discipline. Industrial organization, and antitrust, would be the entry point through which the modern economic style would first be introduced into law. Over the next two decades, economics would move from the margins of the law to its very center, coming to play at least some role (and sometimes a very significant one) not only in antitrust, but in almost every part of law.

As of 1960, Turner’s and Director’s positions as law school faculty with qualifications in economics were anomalous. They, along with Director student Ward Bowman at Yale, were the only trained economists with faculty appointments in the four most elite law schools of Harvard, Yale, Chicago, and Stanford.48 All focused on antitrust. But at Harvard, Turner would soon have company. Already, his colleague Derek Bok had authored an important piece on “the merging of law and economics” with regard to the Clayton Act.49 Now, in 1961, Turner was joined by Phillip Areeda, whose antitrust casebook took, in Turner’s words, “[t]he explicit and recurrent resort to economic analysis [that was] vital to rational treatment of antitrust issues.”50 In 1967, the faculty would add future Supreme Court justice Stephen Breyer, who had just finished a turn as Turner’s special assistant at the Antitrust Division, and who would also take an economic approach to antitrust, and law more generally.51

Economics’ impact on law at Chicago was even greater. Partly, this was because the Journal of Law and Economics (JLE)—a publication which had no equivalent at Harvard—consolidated an intellectual community beyond Chicago’s boundaries. But it was also because Chicago economists more rapidly applied economics to legal fields beyond antitrust. Although he was then still at the University of Virginia, Ronald Coase’s 1960 publication of “The Problem of Social Cost” in the third volume of the JLE opened the door for scholars to apply economics to new areas of law.52 Today the most-cited legal article of all time, the piece argued that, in the absence of transaction costs, private individuals in conflict over how to negotiate over externalities (for example, a confectioner whose noisy machinery disturbed the practice of a doctor next door) would bargain to the most efficient outcome, regardless of the initial distribution of property rights.53 Coase’s work, which until then had focused on standard I/O topics like the organization of firms, monopoly, and regulated industries, opened the door for economics to influence a wide range of legal issues, from contract law and torts to regulation more generally.

In 1964, Chicago Law hired Coase, who upon his arrival became editor of the JLE. This move marked the beginning of a rapid expansion of research at the intersection of law and economics at the university.54 By the late 1960s, Chicagoans had applied economic analysis to corporate law, employment law, and even criminal law.55 Economists like Gary Becker and William Landes were doing law-and-economics from the economics department.56 And Richard Posner, who would go on to become not only the dominant figure in law and economics but the most-cited legal scholar of all time, had joined the law school faculty as well.57

Harvard and Chicago industrial organization were not the only points of origin for the law and economics movement. Yale’s Guido Calabresi published a landmark article introducing economic analysis to tort law in 1961 that started a separate, fruitful line of intellectual exploration.58 But the example I/O economists set led to the rapid expansion of the economic style into other legal fields. By the end of the 1960s, economics had become pervasive in elite legal scholarship at law schools across the country. A survey of articles published in the Harvard, Yale, Chicago, and Stanford law reviews found that the percentage that could be classified as “law and economics” increased from 6 percent in 1960 and 7 percent in 1965 to a full 28 percent in 1970.59 The number of formally trained economists on the faculty of top-four law schools increased from three (of 134) in 1960 to eight (of 163) in 1970.60 A substantially larger number of legal scholars saw themselves as doing law and economics, and that number was growing.61

Perhaps even more important for imbuing aspiring attorneys with a broad sense of how to “think like an economist,” however, was the spread of economic theory classes in law schools. While in the late 1960s only four schools offered such a class, by 1973, fifteen of the twenty-two national schools taught one.62 These classes, which might be titled something like “economic analysis and the law,” focused on issues familiar to students of microeconomics: marginal utility, consumer choice, supply and demand, competitive markets, and market failures. They nodded, as well, to systems analysis and cost-benefit analysis.63

Law and economics would experience a second wave of development after 1973 with the publication of Posner’s Economic Analysis of Law. This work not only applied economic concepts to a wider range of legal fields but argued that legal institutions themselves have, and should, evolve to increase efficiency and reduce transaction costs.64 Its influence would continue to expand into the early 1980s.65 But by the time Posner launched this new wave, much of the initial introduction of economics into law had already taken place. Students at leading law schools, and particularly those focusing on the laws governing industries—or, as they were increasingly being conceptualized, markets—were already being exposed to a broadly economic style of reasoning as important for thinking through legal questions. They would take this exposure with them as they moved out into the world, and some of them would bring the economic style with them to Washington.



Bringing the Economic Style into Antitrust Policy

As modern economics was beginning its move into law, the industrial organization community was also advancing the economic style in the government’s antitrust agencies. By virtue of their disciplinary training, I/O economists, regardless of their lineage, believed that the purpose of antitrust policy was to promote efficient markets by ensuring that firms could not exercise market power—that is, set prices above a competitive level. The two dominant schools disagreed on how common it was for firms to be able to acquire and use market power, how difficult it was for new competitors to challenge them, and what government should do as a result. But they were in solid consensus that the social and political goals of antitrust, which included limiting the political power of big business and protecting less-efficient small businesses, were bad policy and bad law.

Economists had been studying monopolistic behavior for decades. But in the early 1960s, their influence on antitrust policy, and particularly the Department of Justice’s Antitrust Division and the Federal Trade Commission, the two agencies charged with enforcing antitrust law, was quite limited. Instead, these agencies were dominated by lawyers who had no systematic exposure to the modern economic style of reasoning. Antitrust lawyers were not generally interested in evaluating whether existing law was bad, or whether a particular merger would increase productive efficiency or reduce allocative efficiency. They were interested in winning cases: prosecuting as many violations as the law would allow in order to gain litigation experience.66 And, as employees of the executive branch, they set the enforcement agenda for the Antitrust Division and the FTC within the bounds of what their presidents would support.

Economists did have some presence at both agencies, but they were economists from an earlier era. The FTC’s Bureau of Economics had existed in some form since the agency’s inception in 1914, and the Antitrust Division hired its first economists in 1936. As of 1962, the latter had an “Economic Section” that employed twenty-six “professional economists.”67 These offices, though, were established during the period in which institutionalism dominated government economics; furthermore, their staff was neither highly trained nor highly ambitious. Instead, consistent with the institutionalist style, they were expert compilers of data. The main function of the Bureau of Economics was to produce “painstakingly detailed descriptions of the structure and business practices of a particular firm or industry”; such reports could run to dozens of volumes.68

As the status of institutionalism had declined in economics, and the relationship between law and economics weakened, the status of economics declined within the lawyer-dominated antitrust agencies as well. In 1953, the FTC moved its economists out of the economics bureau, placing them under the direct supervision of lawyers, many of whom “saw little value in economic analysis.” The Bureau of Economics subsequently became “the graveyard of the FTC.”69 Similarly, when Harvard’s Carl Kaysen and a colleague were asked to report on the role of economists in the Antitrust Division in the mid-1950s, they found that “[t]hey really had relatively low stature”: “[T]he lawyers thought of the economists pretty much as statistical clerks.… Because of the shortage of space, they even were housed separately, twenty minutes across town, so they had to come to work on a bus.”70 Even the directors of the economics offices themselves, in the early 1960s, emphasized economists’ “support” role at the agency, calling them “assistants to the legal staff.”71 The type of economist that Kennedy was bringing to Washington—the whiz kids of the Defense Department—had not yet made it to the antitrust agencies.

The economic style would only be institutionalized in the antitrust agencies through organizational change. In 1965, Lyndon Johnson appointed Donald Turner as assistant attorney general of the Antitrust Division of the Department of Justice. He would be the first economics PhD to hold the position. Turner, by then forty-four years old, came to the job with a strong sense that the division, and antitrust policy more generally, should focus on pursuing cases that had a clear economic rationale. That meant moving away from the presumption that “bigness is badness,” as those focused on social and political antitrust goals often presumed. It also meant that Turner did not encourage his staff to prosecute “every case he kn[ew] he could win,” a position with which some in the Division “deeply disagree[d].”72 Turner expanded the agency’s policy planning office and asked it to review proposed cases to make sure they were economically, as well as legally, justifiable.73 He also created a rotating “special economic assistant” position to bring in highly qualified young economists to advise him; future Nobel Laureate Oliver Williamson was one of Turner’s special assistants.74

Turner lasted until 1969; his replacement, Richard McLaren, undid some of his efforts.75 But when Nixon in turn replaced McLaren with University of Michigan law professor Thomas Kauper, more lasting changes began. Kauper was not closely associated with either Harvard or Chicago, but he held an undergraduate degree in economics and had also made the case for emphasizing economic goals in antitrust.76 When the longtime director of the old-school Economic Section retired, Kauper replaced the Section with a new Economic Policy Office (EPO), and put his special economic assistant, George Hay, in charge.77

Hay, a young I/O economist on leave from Yale, turned out to be a talented administrator. For the rest of the decade, he would oversee the steady upgrading of economics at the Antitrust Division.78 Although the EPO inherited many less-sophisticated analysts from the old Economic Section, Hay prioritized hiring of young economists with PhDs from elite institutions.79 EPO also worked to introduce the division’s lawyers to economics, both by bringing in outside economists to lecture and eventually through “a mandatory course taught by George Hay.”80 As this office gradually gained strength over the course of the decade, it became an important advocate for economic reasoning about antitrust policy, as well as an important employer of I/O economists.

As these changes were taking place at the Antitrust Division, economics was being substantially upgraded at the FTC as well. In 1969, a new round of critical reports of the largely ineffectual FTC led to a period of major reform, which saw the replacement of most top-level staff along with “nearly a third” of other FTC employees.81 Critics from a variety of backgrounds agreed that the agency needed more, and better-trained, economists. A reorganization in 1970 established a new economic advisor position similar to the one that brought Oliver Williamson and George Hay to the Antitrust Division; it also created a policy planning office.82 The FTC’s old Bureau of Economics, now headed by well-established I/O economists, was also steadily expanded and professionalized over the course of the 1970s. H. Michael Mann—one of Turner’s special economic assistants—was the first to lead the reorganized Bureau; he was followed by Frederic M. Scherer, a Harvard PhD and student of Joe Peck.83 During the decade that followed its staff would double, from forty to eighty economists, and their educational credentials would improve substantially. In 1970, only a fifth of the staff held PhDs, whereas ten years later a majority held such degrees—increasingly at prestigious universities. The rest were doctoral candidates.84

By 1970, then, the status of economic analysis had begun to be upgraded in both the Antitrust Division and the FTC. This change would prove durable. Economists, along with lawyers committed to economic reasoning, would eventually manage to legally redefine the purpose of antitrust as promoting the efficient working of markets. They placed discussions of the political power of big business, or the protection of small business, outside its bounds. Liberals and moderates, not Chicago School conservatives, were at the vanguard of this shift. Initially led by Harvard’s Donald Turner, these advocates of economics held no antipathy toward the government’s involvement in markets. While Chicago School antitrust would become much more influential over the course of the 1970s, industrial organization had by that point already introduced the economic style to antitrust policy.



Bringing the Economic Style into Regulatory Policy

Industrial organization economics spoke to questions of market governance beyond antitrust. In the late 1950s and early 1960s, I/O economists began to argue that the government controls on certain industries—on who could enter the market, the prices they could charge, and the conditions under which they could offer service—might have negative effects. Accordingly, I/O economists began to build networks in Washington that would advance an economic style of reasoning about market regulation instead. That style, which centered allocative efficiency as the core purpose of market governance, implied that governments should remove price and entry restrictions in transportation and several other closely regulated industries.

Industry-specific regulation, like antitrust enforcement, was at a historical high point at this time. While the legislation that had created bodies like the Interstate Commerce Commission, the Civil Aeronautics Board, and the Federal Power Commission dated from decades earlier, such agencies had become increasingly important in the 1950s and 1960s with the rapid expansion of interstate transport and commercial airline travel.85 That legislation, and the regulatory regime it produced, had sought to achieve social and political goals, not market efficiency. Each of the agencies had been created in times of severe economic turmoil and was intended to stabilize its respective industries and limit the consequences of “ruinous competition.” The agencies had also been meant to ensure reasonably equitable access to what were seen as necessary services, like rail transport and electricity.

Price and entry regulation in these industries, as carried out by the federal agencies, had more-or-less successfully achieved the purposes it was designed to fulfill. But by the 1960s, policymakers’ concerns with stability and equity no longer felt so pressing. Now, industrial organization economists argued that government action should center efficiency as the primary goal of regulating markets. Their analyses, which typically set questions of stability and equity to the side, increasingly showed that deregulating a number of industries—initially rail, trucking, and airlines, but soon natural gas, electricity, and telecommunications as well—would produce more efficient outcomes.

Advocacy for deregulation is often associated with a Chicago School, free-market approach.86 But while Chicago School economists were indeed supporters of deregulation, industrial organization economists from Harvard and elsewhere were more directly involved in advocating for their approach in Washington in the 1960s. Liberal and conservative economists shared the view that industry-specific regulation—certainly of transportation, and increasingly of other industries as well—produced a net harm by limiting competition and keeping prices too high.87

On this point, the economists had good timing. In contrast with broad public support for antitrust enforcement, scholars from several disciplines were growing increasingly critical of industry-specific regulation in the 1960s. Political scientists and legal scholars like Samuel Huntington, Marver Bernstein, and Louis Jaffe began arguing in the early 1950s that regulatory agencies were often “captured” by the industries they were charged with overseeing.88 They were joined, over the following decade, by both public choice theorists who provided formal arguments to explain why regulators might not act in the public interest and radical historians who saw government itself as largely subservient to the needs of business.89

Yet economists’ way of thinking about regulation—as problematic because it interfered with competition and the price mechanism that would produce efficient market outcomes—was distinctive and, at least through the 1960s, relatively unfamiliar to policymakers. During that decade, though, I/O economists—particularly those associated with Harvard—would introduce their approach into Washington along two different paths. First, economists would come to play a growing role in transportation policy, just as new offices like the Department of Transportation were being created. And second, they would build a new Washington-oriented network, centered at the Brookings Institution, that would eventually become integral to a larger deregulatory movement.



Harvard industrial organization was well-positioned to make such inroads during the Kennedy and Johnson administrations. Edward Mason, the “grandfather” of American I/O, had particularly deep connections in Washington.90 Mason had led the Research and Analysis Branch of the Office of Strategic Services during World War II, a position that put him in charge of fifty of the country’s most highly regarded economists, including at least one future Nobel Laureate.91 After the war, he had turned down an offer to serve as chair of the Council of Economic Advisers.92 Instead, he returned to Harvard but retained his networks. His student Joe Peck later recalled Mason declining to be interrupted by a call from the president of the United States until class had finished.93

Thus, when John F. Kennedy, Harvard man and fan of expertise, became president, it is not surprising that many of Mason’s students and colleagues found themselves tapped for trips to Washington. Unlike Mason, they tended to take the calls.94 The requests did not always involve their capacity as scholars of industrial organization; Carl Kaysen, for example, served as Kennedy’s Deputy National Security Adviser.95 On other occasions, though, the Kennedy administration consulted with the Harvard I/O economists specifically for their disciplinary insights. Kermit Gordon, the member of Kennedy’s Council of Economic Advisers (CEA) with responsibility for industrial organization and transportation matters, played an important role in bringing in this particular intellectual community.96 He turned to Harvard’s John Meyer and Richard Caves, another Mason student who had worked on the Meyer transportation study, to serve as consultants.97 As a result, the 1963 Economic Report of the President—the annual volume produced by the CEA—advocated, unusually for the time, for “diminished regulation” of transportation.98

Gordon continued to bring industrial organization economists into policymaking when he became director of the Budget Bureau at the end of 1962. He ensured that Johnson’s 1964 Task Force on Transportation was made up entirely of economists, and that Harvard I/O was prominently represented. While Mason, whom he suggested as chair, did not ultimately serve in that role, Meyer and three other Harvard economics PhDs were among the task force’s nine members.99 Its report, which emphasized “efficient accomplishment of the primary mission of the transport system,” again recommended broad deregulation of the sector, as well as the creation of a Department of Transportation to oversee it.100

Nor would Gordon be the only Budget Bureau economist who wanted more I/O in transportation policy. In 1965, after Gordon had departed to take a leadership role at Brookings, new Budget director Charles Schultze brought in Charles Zwick as assistant director. Zwick, a coauthor of The Economics of Competition in the Transportation Industries, had gone to RAND after receiving his Harvard PhD, where he became head of the logistics department before moving to Washington.101 Zwick saw the existing system of transportation regulation as “hidebound.” He also supported a new Department of Transportation on the grounds that “it would supply a very useful function of shaking up the existing structure.”102

As the Johnson administration moved toward creating a Department of Transportation, Zwick played a key role, heading a new task force on the new department’s mandate and helping to draft the legislation that created it in 1966.103 Unlike the existing regulatory agencies, the new Department of Transportation (DOT) included an institutionalized role for economists. Harvard PhD James R. Nelson became the first director of its Office of Economics, and DOT established an economic research advisory committee on which both Meyer and Joe Peck served.104 The DOT would become an ongoing advocate for transportation deregulation during the 1970s; Peck also personally advanced deregulatory arguments as a member of LBJ’s Council of Economic Advisers.105

Bringing industrial organization economists into the government offices that shaped transportation policy was important, but building Washington networks outside of government offices was also critical. In 1967, Kermit Gordon became president of the Brookings Institution. That same year, with a major grant from the Ford Foundation, Brookings also began a new program on government regulation of economic activity.106 Initially led by Peck, the program was intended to “evaluate the impact of government regulation upon the industries affected” and to “recommend changes in policies, institutions, and procedures in the interest of promoting the national welfare and improving economic efficiency.”107

In practice, much of the Brookings program’s efforts were devoted to building a community of academic economists studying government regulation through their particular lens.108 Over the next eight years, it commissioned books, supported research, and brought scholars—mostly economists, but also legal scholars oriented toward economics—and policymakers together. It also funded workshops and graduate students in industrial organization at seven different universities, including ones led by Caves at Harvard, Coase at Chicago, and Peck after he returned to his academic position at Yale.109 While much of the program’s early work focused on the transportation industries, it was soon publishing volumes on regulation and technological change, communications, sports, and energy as well.110 During its tenure, the program supported dozens of books, dissertations and journal articles, while stimulating new interest by economists in the study of regulation.111

The Brookings program had particularly close ties to the Harvard branch of I/O economics. Of the twenty-three members of the advisory committee, five were current or recent Harvard faculty and an additional nine held Harvard PhDs.112 The makeup of the advisory committee also highlights the close ties between the emerging economics of regulation community with antitrust scholarship, with several representatives working primarily in that area.113 And while the committee included a couple of outspoken conservatives, including Chicago’s George Stigler, its membership largely reflected Brookings’s close association with the Democratic Party.114

The economists and legal scholars brought together by Brookings’s program on government regulation would go on to play major roles in the deregulatory movement of the 1970s, working with both Democrats and Republicans.115 Even by 1970, Brookings-connected supporters of regulatory reform had already spread out enough in Washington to constitute something of a community.116 Nearly all of these reformers were thinking about regulation using the economic style: focusing on the governance of markets, and centering the goal of efficiency.

This is not to suggest that Brookings’s economists were the only ones critiquing regulation of transportation and other industries in the 1960s and 1970s. Ralph Nader and his followers were making antiregulatory arguments from further left.117 They too thought that regulation mostly served the interests of incumbents at the expense of consumers, although they approached the topic with a focus on power and equity, rather than market efficiency. Meanwhile, Chicago School economists were making them from the right. Stigler’s “Theory of Economic Regulation,” which stated that “[s]o many economists … have denounced the [Interstate Commerce Commission] for its pro-railroad policies that this has become a cliché of the literature,” was published in 1971.118 Still, by far the best-organized and most systematic critique at the time was coming from the center-left and was also firmly grounded in economics. This pragmatic, reformist approach argued that deregulation would produce more competition, lower prices, and more efficient markets. Ultimately, these newly developed networks for bringing economic expertise to Washington would prove important not only in regulatory debates to come, but also in domains quite far afield from transportation or energy policy.



The Rise of Chicago in Academia and Washington

During the same years that Harvard I/O was making its way to Washington, economists and legal scholars at the University of Chicago were building and strengthening their own distinctive approach to industrial organization, laying the groundwork for greater policy influence in the following decade. Both schools thought the purpose of government regulation should be to promote market efficiency. But while the Harvard economists concluded that this meant reining in antitrust enforcement somewhat and deregulating a handful of industries, the Chicago economists advocated that government should take a much larger step back.

The divergence in the two schools’ policy preferences was tied to the approach each took to economics. Harvard’s structure-conduct-performance framework assumed that in markets with high levels of concentration, firms would be able to raise prices above the competitive level, producing inefficient outcomes. This implied the need for government to limit market concentration through antitrust policy. Chicago turned this assumption on its head. Rather than assuming concentrated markets were probably inefficient markets, Chicago believed large firms got that way because they were more efficient than others. And if they tried to raise prices above the competitive level, they would attract new competitors—from outside the industry, if competition was limited within it. Chicago’s approach suggested that government rarely needed to intervene, even in concentrated markets.

During the 1960s, the Chicago approach to industrial organization—and indeed, to economics more generally—was on the rise. Initially, this took place mostly in the economics discipline, but by the mid-1970s the change was visible in Washington as well. Multiple factors contributed to Chicago’s climb. Some were intellectual. By the early 1970s, Harvard’s structuralist approach was hitting a wall. The evidence that market concentration did consistently predict high prices was not strong, and Chicago’s argument about the efficiency of big firms was convincing. Chicago’s framework also had an elegance that many found compelling; some of its most prominent supporters, like future judge Richard Posner, converted because of its appeal.119

But Chicago scholars were also successful proselytizers. Henry Manne, for example, was a Chicago-trained lawyer who had been part of Director’s antitrust workshop as a student, and who applied economic concepts to corporate law in the mid-1960s.120 Around 1971, he set up an annual summer school for law professors at the University of Rochester—by then, becoming a Chicago outpost—which would teach them the basics of economics, Chicago-style.121 Over the next few years, these professors formed an informal network of law-and-economics-friendly faculty across elite and less-elite institutions; while they were not all Chicago-oriented themselves, their exposure to economics had a Chicago flavor.122

Chicago also benefited from an elective affinity with the interests of the increasingly organized business community. The school had always received some financial support from conservative foundations who approved of its free-market stance. But during the 1960s, big business felt increasingly threatened, both by antitrust enforcement in particular and by anti-business sentiment in general. As a result, organized business, which had not been closely associated with a particular school of economics, became more interested in Chicago ideas.123 Manne, for example, found that between 1968 and 1971 it became much easier to raise money from large corporations for his “summer camp.” As he later told political scientist Steven Teles, “At this point, the [corporate] world knew that Chicago economics was the only thing that could possibly save them from an antitrust debacle, and I related it strongly to that.… Well, of the eleven [major corporations] I wrote to, within a few weeks I had $10,000 from ten of them, and the last $10,000 came in a few weeks later.”124

Soon, Chicago I/O was strengthening its ties with Washington, as well. Some signs could be seen by the end of the 1960s, when Nixon commissioned a “Stigler Report” on antitrust policy. The Stigler Report sharply reversed the recommendations of a similar (Harvard-inflected) task force appointed by President Johnson, instead reflecting the low-enforcement consensus of a group that counted Chicagoans Posner, Coase, and Ward Bowman (along with the eponymous Stigler) among its members.125 But its influence was becoming more visible by the mid-1970s, when Chicago I/O scholars began to displace Harvard-oriented economists at some of the new sites where they were located in Washington.

The Antitrust Division’s Economic Policy Office and the FTC’s Bureau of Economics, for example, were rapidly expanding, and the new PhDs they hired tended to be influenced by Chicago. Assistant Attorney General Thomas Kauper later reported that by the time he left the Antitrust Division in 1976, “our own economists disagreed, both with each other and with many outside the Division.”126 At the FTC, political scientist Robert Katzmann observed that, by 1978, “[m]ost of the staff [of the Bureau of Economics] attended institutions that are generally described as satellites of the U. of Chicago”—a statement that would not have been true five years earlier.127 The FTC’s Office of Policy Planning and Evaluation also took a sharp turn toward Chicago with the 1974 appointment of Wesley J. Liebeler, a UCLA law professor and Director student, to run it.128 Under his leadership, the press characterized the office Liebeler ran as “an Olympian observer loosing bursts of thunderbolts on the most obnoxious mortals down below. At least once a year, at budget time, Olympus would erupt, raining rhetorical destruction left and right (but mostly left).”129

The turn taking place in the antitrust agencies could also be seen in the think tank world. In the early 1970s, Republicans had no equivalent to the Brookings Institution, a valuable resource for Democrats.130 But now, the American Enterprise Institute (AEI)—a several-decades-old, but politically marginal organization—emerged as “a conservative Brookings.”131 AEI began to invest in economic experts of its own, particularly free-market advocates in the Chicago tradition. At first, the organization focused on establishing its intellectual respectability, which meant publishing fairly academic monographs by scholars like Stigler, Posner, and their colleagues.132 In very short order, though, the AEI embraced a faster, more responsive, more media friendly, and more combative identity.133

In 1975, AEI created a new Center for the Study of Government Regulation.134 Despite the monographs, AEI was not yet a center of influence on regulatory policy.135 But as it built its fundraising capacity, the think tank was able to secure grants from the Sloan Foundation, the Lilly Endowment, the Richardson Foundation, and the Glenmede Trust, all aimed at supporting the economic analysis of regulation.136 The Center, led by economists Marvin Kosters (a Chicago PhD) and James C. Miller III (whose PhD was from the closely aligned University of Virginia), quickly launched an accessible policy journal, Regulation, coedited by conservative economist Murray Weidenbaum and then-Chicago-law-professor Antonin Scalia.137 The intellectual center of gravity for deregulatory conversations moved sharply toward AEI.

By the latter part of the decade, then, the I/O community had introduced an economic style of reasoning to a number of new locations in Washington, and the policy views of the modal industrial organization economist had changed. As Chicago became the dominant approach within the subfield, economists increasingly answered the question of “How should we govern markets?” with, “less.” Less antitrust enforcement, less regulation of price and entry in transportation and other industries, and soon, less regulation of business in general. Substantial diversity remained in terms of just what economists thought government should do and what was the right amount of intervention for specific situations. But the days of governing industries with attention to their social and political, as much as economic, impacts were long gone. There was increasing agreement that efficiency was the appropriate criterion for judging how, exactly, government should regulate markets.



Industrial Organization and the Spread of Economic Reasoning

Unlike their colleagues the systems analysts, industrial organization economists did not come to Washington with a single clear project in mind. Yet while their points of entry into policymaking were more diffuse, I/O economists, and the economics-friendly legal scholars they associated with, became much more influential in the 1960s and 1970s. Starting with a focus on antitrust, and soon expanding their concern to transportation and other regulated industries, they brought a disciplinary perspective to the question, “How should we govern markets?” While the industrial organization community included a range of perspectives on just how much governance of markets there should be, its members agreed that the purpose of such governance was to promote the efficient allocation of resources, and that a neoclassical framework was useful for thinking about how to achieve it.

While the systems analysts clustered politically around the center-left and the Democratic Party, the industrial organization community included both a center-left, Democratic strand (associated with Harvard) and a conservative-libertarian, Republican strand (associated with Chicago). The shared language of economics and common commitment to efficiency, though, meant that the two groups were often on the same page when it came to questions of market governance. Although the latter strand would come to dominate both discipline and policy circles by the end of the 1970s, it was the former group that first began to build links between academia and Washington, starting in the Kennedy and Johnson administrations.

These efforts bore little direct fruit in the 1960s, and even in the first half of the 1970s. But the networks and institutions they established left I/O economists in place when the political winds began to change in the 1970s. Industrial organization economists built the law-and-economics movement, and they introduced the basics of the economic style of reasoning into the standard legal curriculum. They modernized the economics offices at the antitrust agencies and made them more influential. And they built networks of economists—initially centered at the Brookings Institution, and later AEI—interested in regulation and supportive of regulatory reform. These networks would go on to play a major role in the nascent deregulatory movement. All of these efforts went against prevailing winds, which did not yet see market governance through a lens of efficiency.

While the I/O economists were a distinct group from the systems analysts, economics was a small discipline, and there was plenty of cross-pollination between the two communities. Joe Peck, a coauthor of The Economics of Competition in the Transportation Industries and advocate of deregulation in Johnson’s CEA, also served as Alain Enthoven’s deputy in the Defense Department’s Office of Systems Analysis.138 Frederic M. Scherer got his start collaborating with Peck on a systems-analytic study of the weapons acquisition process, but would go on to lead the FTC’s Bureau of Economics in the mid-1970s.139 Charles Zwick, another coauthor of the transportation book, became head of RAND’s department of logistics before helping create the Department of Transportation from his position at the Budget Bureau.140 As economists began to apply cost-benefit analysis to regulatory questions in the 1970s, those networks would intersect in new ways.

By the time that intersection took place, the microeconomic style of reasoning that these two communities introduced into Washington had already begun to change how policymakers thought about the work of government. In the next three chapters, we will look at how the economic style was institutionalized in three broad policy domains: social policy, especially poverty and health; market governance, especially antitrust and transportation; and social regulation, especially environmental policy. The values embedded in the economic style prescribed certain types of policy solutions, while rejecting others, setting up conflicts between advocates of the economic style and other approaches to policymaking.
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The Economic Style and Social Policy


The systems analysts and I/O economists who brought the economic style to Washington typically saw it as neutral and technocratic. But its core values—particularly, its commitment to efficiency—led its advocates to distinctive types of policy solutions. Often, those solutions came into conflict with competing approaches to policy problems, particularly those represented by the liberal wing of the Democratic Party. As the economic style became partially institutionalized in federal policymaking, these conflicts became more visible.

In the case of social policy, the spread of the economic style was a second-order consequence of the major expansion of government that began in the mid-1960s. The Great Society, starting with the War on Poverty and continuing with Medicare and Medicaid, the Higher Education and Elementary and Secondary Education Acts, and a number of pieces of urban and housing legislation, massively scaled up the size and ambition of government. But Great Society legislation was not grounded in the economic reasoning of efficiency and cost-effectiveness. Instead, it prioritized other types of arguments that Lyndon Johnson and a substantial fraction of Democrats found compelling, including those based on universalism, equality, and rights.

These arguments came from a number of different places and interacted in complex ways. Some of them, dating back to the Progressive Era, were grounded in the logic of social insurance—that is, the idea that universal government programs could be used to protect people against risks associated with old age, unemployment, and sickness or disability. Others, more recent in origin, emphasized democratic participation or the establishment of new rights, including the right to income, to housing, and to medical care. Still others, emerging from the civil rights movement, sought to ensure racial and gender equality. These values imbued the laws that established a wide range of Great Society programs, even as they ran into resistance from politicians who subscribed to competing American political ideals.

The economic style of reasoning was not integral to Great Society legislation. Indeed, it often conflicted with the values that motivated Great Society programs. Nevertheless, the Great Society would facilitate the rapid spread of the economic style throughout the U.S. federal government. The dramatic expansion of domestic policy programs began at just the moment that Johnson required the executive agencies to put PPBS into place to identify “the least costly and most effective means of attaining [national] goals.”1 The policy planning offices created to implement PPBS grew rapidly alongside social policy spending, and they were staffed by the new kinds of experts who embraced the economic style, particularly economists and policy analysts from the new schools of public policy. As the Great Society produced a massive new stream of funds for research and evaluation of social policy, these experts would find homes in a whole ecosystem of policy research organizations both old (like RAND) and new (like the Urban Institute) that were exploding in size and number.

These experts tended toward the politically liberal, but they saw themselves as neutral. They typically accepted the values inherent in economics while understanding their approach as scientific and value-free. Their influence would prove uneven—significant in antipoverty policy, expanding in health and housing policy, and initially stymied in education policy. Where they became influential, though, they changed the terms of policy debate. Proposals to politically empower poor Americans, to provide a family allowance to all households with children (as did the U.K. and Canada), or to establish national health insurance started to seem inefficient or irrelevant, while proposals that emphasized cost-sharing, means-testing, and “institution-building for competition” increasingly seemed natural.2 The commitments to universality, rights, and equality had been sidelined by an emphasis on efficiency, incentives, and choice.


PPBS Meets the Great Society

The Economic Opportunity Act of 1964, initiated by Kennedy but signed by Johnson after Kennedy’s assassination, was the first of many pieces of legislation that would, collectively, transform U.S. social policy. This centerpiece of the so-called War on Poverty created a whole range of antipoverty programs, from the Job Corps to college work-study programs to Volunteers in Service to America (VISTA).3 But at the White House’s new Office of Economic Opportunity (OEO), most of the energy focused on one element of this ambitious, multipart initiative: the Community Action Program (CAP).4

Community action sought to empower impoverished rural and urban communities to initiate projects that would give residents a political voice while simultaneously providing access to social services.5 The legislation’s references to the “maximum feasible participation” of the poor were grounded in a sociological—and fairly radical—view of poverty that saw poor people as structurally excluded from political and economic participation. To end poverty, then, would require giving poor communities political power.6 At first, White House economists endorsed CAP, which they conceptualized as a practical means of service delivery, not a tool for redistributing political power.7 Relatively quickly, they realized the community action approach conflicted with their economic worldview, which saw poverty as an income problem to be solved through investment in human capital through education and healthcare.8

Kennedy’s Council of Economic Advisers, which nurtured concern with poverty throughout his administration, had provided much of the impetus for the Economic Opportunity Act, even if its members did not foresee how central community action would become to it. Economists would play a smaller role in shaping legislation for the other policy areas the Johnson administration tackled—health, education, housing, and urban problems—than they did in creating the OEO. The Great Society programs consistently reflected Democratic policymakers’ conceptualization of problems, not that of most economists.

Indeed, much Great Society legislation centered decidedly noneconomic values. The 1965 creation of Medicare, for example, was inspired by the Progressive Era movement for social insurance, which saw universal health insurance as a logical means of protecting Americans from potentially catastrophic risk.9 The Elementary and Secondary Education Act and the Higher Education Act, both passed in 1965, focused on ensuring the rights of all children to an education and improving equity and access to that right.10 And the urban and housing bills that passed in the late 1960s—the Housing Acts of 1965 and 1968, the Demonstration Cities and Metropolitan Development Act of 1966, and the Fair Housing Act of 1968—combined a New Deal commitment to “strong public institutions” with community action ideals and civil rights concerns.11 None of these laws emphasized cost-effectiveness or the economic payoffs to these programs.

Although they were passed into law with little input from economists, systems analysts, or economic reasoning, the Great Society programs would be implemented through PPBS. With its emphasis on identifying clear goals and then systematically comparing the cost-effectiveness of competing means to reach them, PPBS was one manifestation of a broader economic style of reasoning that centered incentives, choice, and competition. When President Johnson, pleased with how RAND’s systems analysts had implemented PPBS in the Defense Department, announced in August 1965 that PPBS would be rolled out in most government agencies, he set the stage not only for expanding economic reasoning in social policy, but also for reining in the Great Society.12

In the second half of the 1960s, advocates of the economic style—mostly liberals who saw themselves as supporting the Great Society’s general aims—used PPBS to manage this dramatic expansion of social programs. PPBS allowed the economists to push for their own way of thinking about the means and ends of social policy—a conceptualization that was quite different from that of the policymakers and bureaucrats who launched the programs. Where they were successful, the economic style of reasoning took hold, and efficiency became a more central goal of social policy. To the extent that it became dominant, the economic style displaced the competing, incompatible logics behind Great Society programs.

The Budget Bureau economists who advocated for PPBS’s use beyond the Defense Department found it appealing for just that reason.13 Programs like community action were threatening because they decentralized decision-making authority, putting it into the hands of people—implicitly, people who were poor, Black, or both—who might not share the Budget Bureau’s perspective on the appropriate response to poverty, and whose actions were likely to create political problems for the administration. PPBS, as its DOD rollout suggested, was a powerful tool for the central consolidation of decision-making.14 So it is perhaps unsurprising that the agencies most affected by Great Society legislation—the OEO and the Department of Health, Education, and Welfare (HEW)—found themselves with two of the most influential PPBS offices, led by high-powered economists who had firsthand experience at RAND.15



Expanding Policy Planning Offices

As the Great Society moved from legislation to reality, the policy planning offices at OEO and HEW became particularly important advocates for economic reasoning in social policy. Newly created in 1965, the Office of Research, Plans, Programs and Evaluation (RPP&E) at OEO and the Office of the Assistant Secretary of Planning and Evaluation (ASPE) at HEW gave economists access to top decisionmakers, linked the economics discipline to the policymaking process in new ways, and promoted policy continuity across presidential administrations. They also nurtured the careers of economists like William Gorham, Alice Rivlin, and Robert Levine, who would subsequently advance the economic style at not-yet-created organizations like the Urban Institute and the Congressional Budget Office.

While policymakers found the idea of PPBS appealing for a number of reasons, its potential for consolidating authority over unwieldy and intransigent programs ranked high on the list. Although Kennedy’s economists had supported making community action a key part of the War on Poverty, they did not expect it to become the heart of the Economic Opportunity Act. But the political compromises behind the legislation’s passage made the Community Action Program more central to the War on Poverty than even its proponents had expected.16 And when Sargent Shriver, Kennedy’s brother-in-law, was installed as head of the new Office of Economic Opportunity after the August 1964 passage of the act, he needed to quickly demonstrate what this new office could do.

The result was the rapid deployment of community action funds to grassroots organizations, with relatively limited oversight. In the next five months, OEO committed more than $200 million in local grants, including community action grants to nearly thirty states, cities, rural areas, and Indian reservations.17 This support went to a wide range of organizations, most of which were focused on the coordination of social services or collaboration with low-income Americans to identify and meet their needs. A relative handful championed the more radical goal of mobilizing the political voice of poor people.18

The members of Johnson’s administration who advocated for the broad rollout of PPBS—Budget Bureau director Charles Schultze and assistant director Henry Rowen, both economists, and LBJ advisor and former McNamara assistant Joseph Califano—were skeptical of this decentralized approach to the War on Poverty even in its earliest stages, before CAP had become a highly politicized and racialized program.19 Indeed, just months after the passage of the Economic Opportunity Act, and nearly a year before PPBS was fully rolled out, the Budget Bureau noted that the advantages of the consolidated decision-making it afforded made it “obvious that OEO needs a [Charles] Hitch-type operation”—that is, one of the sort that RAND had brought to the Defense Department.20 By virtue of both their institutional position and their intellectual commitments, the economists of the Budget Bureau favored a centralized, systematic approach to goal-setting and program planning over the bottom-up model of community action.

But these leanings were amplified as CAP did become politicized and as the War on Poverty quickly fractured along the fault line of race. Although most community action agencies were not focused on political mobilization of poor people, the ones that were rapidly began challenging city governments and urban political machines, provoking unhappiness in local power structures. In cases where local community action agencies represented Black people or other racialized groups, and city politics was white-dominated, this dynamic became explosive.21 By the summer of 1965, LBJ found himself facing a full-on “mayors’ revolt”—by the local Democratic leaders who were supposed to be his supporters.22

What made the BOB economists increasingly anxious about community action was the political implications for Johnson of this threat to white supremacy in local Democratic politics. As Schultze wrote to the president a few months later, while recommending $35 million in budget cuts for the program, “[CAP] is setting up a competing political organization in [the mayors’] backyards.… [W]e ought not to be in the business of organizing the poor politically.”23 Schultze’s solution, which Johnson approved with his initials, was not to eliminate CAP but to reorient community action agencies toward providing services to the poor, rather than empowering them.

It was in this context that BOB announced the broad rollout of PPBS in August 1965. That same month, Los Angeles saw the Watts revolt—partly a response to the War on Poverty’s failure to reach the Black community in Los Angeles—galvanize national attention and usher in an even more intense period of racial conflict.24 Shortly thereafter, RPP&E was established to oversee the implementation of PPBS at OEO. Almost immediately, the office became a beachhead for recapturing control over the War on Poverty from community action advocates.

More generally, RPP&E was committed not only to systems analysis specifically, but to a broader economic style of reasoning about poverty.25 With its emphasis on increasing political participation, CAP operated on the assumption that poverty was, at least in part, a cultural problem. In contrast, the economists at RPP&E understood poverty as a problem of income, and therefore set about finding better ways to measure it.26 RPP&E’s staff was deeply invested in the War on Poverty’s larger aim of ending poverty in the United States, but they saw that goal primarily in economic terms. If the goal was to bring all Americans above the income-based poverty line, what was the most efficient means to do so?27 And while, as one RPP&E economist later reflected, systems analysis might seem highly sophisticated, “the truth was that the practitioners were seldom using much more than sound microeconomic principles out of Paul Samuelson’s elementary economics textbook.”28

This commitment to efficient solutions quickly led the RPP&E to the idea of a negative income tax (NIT). As the name suggests, a negative income tax would simply provide additional money to households with earnings below the poverty line or some other specified amount. Popularized by libertarian economist Milton Friedman, the concept had also intrigued Kennedy’s Council of Economic Advisers.29 Its obvious efficiency endeared it to RPP&E as well—the concept certainly seemed more compatible with the systems analysis framework than the scattershot, loosely defined, hard-to-evaluate programs that made up Community Action.30 When RPP&E released its first five-year plan for OEO, in the fall of 1965, the office proposed that the majority of the agency’s spending take the form of a substantial new negative income tax. CAP would be relegated to a service coordination role.31

OEO director Sargent Shriver, who ran hot-and-cold on community action from the beginning of his involvement in the War on Poverty, was already inclined to take RPP&E’s recommendations seriously. But the timing of RPP&E’s plan, shortly after Watts amplified the administration’s concern with white backlash against community action, increased Shriver’s receptivity to the office’s technocratic approach.32 This put RPP&E in a position to displace CAP at the center of OEO.

Even as RPP&E sought to limit and deradicalize the Community Action Program, its ambitions for the War on Poverty remained bold. In fact, it proposed a budget of $9 billion for the OEO budget in 1967, more than quintuple what the agency expected to receive in 1966.33 Here, though, its timing was less fortuitous. August 1965 also saw President Johnson announce that he would be sending substantial numbers of new troops to Vietnam—a decision that introduced competing budget priorities that would constrain OEO’s future even as it provided a new, less welcome kind of political opening for RPP&E.34 By the time RPP&E carried out its next annual round of planning, budget constraints had come to dominate decision-making. OEO’s $9 billion budget request had, by the end of 1965, garnered a $1.5 billion counterproposal from BOB.35

This dramatic reining-in was crushing to the ambitious poverty warriors at the OEO, including those at RPP&E. According to one colleague, upon receiving BOB’s counterproposal, director Kershaw “indicated right then and there he wanted to resign.”36 Yet it was in this new context of budget limitations that RPP&E proved its value to OEO, both practically and politically. When there was an expectation of massive spending increases, the OEO felt little pressure to rigorously evaluate the cost-effectiveness of its activities: the priority was growth. But now, with expectations slashed, OEO had to decide not only what to do in the War on Poverty, but more importantly, what not to do. Here, RPP&E’s numbers proved useful both in defending the agency’s requests and in guiding reductions within OEO itself.37

The lower-than-expected budgets also opened a door for experimentation. Suddenly, research—rigorous, well-designed research of the sort favored by the systems analytic community—and small-scale demonstration seemed a much more appealing, or at least realistic, course of action in the War on Poverty than widescale, community-directed programming. The RPP&E expanded its research efforts dramatically, with consequences that would play out far beyond OEO itself.38

By the time LBJ left office in early 1969, the War on Poverty had lost much of its steam. OEO had narrowly avoided being disbanded by Congress in 1967, and director Shriver had departed in 1968.39 The more radical flank of poverty warriors, with their commitment to political participation of poor people, had been almost entirely supplanted by the systems analytic approach.40 With its commitment to quantitative evaluation of the most efficient ways to reach well-defined goals, and its economic conception of poverty as an individual problem defined by lack of income, systems analysis had proved its value both in making policy decisions and reining in radicals. OEO’s policy planning office would initially thrive under President Nixon, as would the economic approach to poverty more generally. By the time Nixon closed the Office of Economic Opportunity entirely, in 1973, much of the work of disseminating economic reasoning about poverty was complete—not only within OEO, but, as we shall see, to organizations well beyond it.



While the War on Poverty was the opening salvo of the Great Society, the wave of legislation that followed the Economic Opportunity Act expanded the aims of social policy well beyond antipoverty efforts. In these other arenas, HEW’s ASPE would prove instrumental in advancing the economic style of reasoning. ASPE had a different set of challenges than RPP&E, and would not become so dominant within its agency. In the long run, though, it would have an even greater impact across a range of social policy domains.

Like RPP&E, ASPE was created in response to Johnson’s 1965 requirement that executive agencies implement PPBS. But while OEO was a brand-new office, free of existing fiefdoms and bureaucratic routines, the Department of Health, Education, and Welfare (HEW) was an established institution, having been formed in 1953 from a number of already-existing agencies. Charged in 1965 with overseeing the new Medicare and Medicaid programs, as well as expanding support for primary, secondary, and higher education, HEW experienced dramatic growth in the 1960s. Its budget more than doubled between 1963 and 1969, from $20 billion to over $50 billion, by which point it accounted for nearly a quarter of all federal expenditures.41

William Gorham, an economist with experience at both RAND and the Defense Department, was given the job of using PPBS to tame this behemoth.42 Gorham brought in the usual suspects to staff his new office: three Harvard economics PhDs—Robert Grosse, who Gorham had known at RAND; Alice Rivlin, whom Gorham hired away from the Brookings Institution; and C. Worth Bateman, who also came from Defense—as well as Samuel Halperin, a legislative specialist who held a PhD in political science.43 Gorham faced a challenging task: applying PPBS to a massive agency that possessed a well-entrenched bureaucratic apparatus with no clear hierarchy. While expanding budgets made hiring possible, ASPE was nevertheless small. Gorham inherited about ten employees and hired a dozen more.44 Initially, the office lacked any funding to conduct research of its own.45

With limited staff, oversight of a budget in the tens of billions, and very little existing program data on which to base analytic recommendations, ASPE was forced to focus its effortsto, in Gorham’s words, “sharpen … the knife that cuts the public pie.”46 Gorham began by requesting analyses of five important program areas: Disease Control, Human Investment, Child Health, Income Maintenance, and Financing Higher Education. In keeping with the systems analytic approach, each study attempted to promote better government decisions by applying cost-effectiveness criteria linking agency programs to policy goals. While this approach was standard for the systems analysts, it was a radically different way for most HEW employees to conceptualize their activities. Most program managers at the time did not think of their programs in terms of measurable indicators.47

As was the case at RPP&E, the economists and policy analysts at ASPE understood the purpose of social policy differently from many of their HEW colleagues, not to mention those outside the agency who were affected by its programs. ASPE, for example, saw health and education as “human investment programs … designed to increase the income earning capacity and improve the functioning of individuals and families.”48 They saw them, in other words, in terms of human capital: investments in individuals that would improve their economic productivity, and therefore (they assumed) their wages as well. Yet, as Rivlin noted in an internal memo, “rightly or wrongly, doctors and teachers and social workers do not think in economic terms and will resent our efforts if we seem to stress the economic aspects of their activities.”49

This tension at HEW between advocates of the economic style and those who took a more holistic view of the value of health and education inevitably produced conflict. And it produced resistance to the use of PPBS, which many experienced agency hands viewed as “either a nuisance or a threat.”50 As was the case in other agencies, much of the existing HEW bureaucracy reacted to PPBS with “foot dragging.”51 Yet Gorham regarded the ASPE’s analyses as effective in at least some instances. Looking back on his time at the office, he noted that ASPE “force[d] … the reallocation of money” toward more cost-effective programs—for example, from a tuberculin program to one screening for uterine cancer.52

As the office increased its influence over program priorities within HEW, ASPE also began to push the Johnson administration to think differently about its larger political agenda for health, education, and welfare—for example, on higher education funding. With college enrollments expanding rapidly, there was a broad policy consensus within government that higher education required more federal support.53 Within that consensus, policymakers debated whether that support should take the form of institutional aid—aid going directly to colleges—or individual aid to students in the form of grants or loans.54

In the wake of the passage of the access-oriented Higher Education Act in 1965, the administration favored more institutional aid.55 This was how K–12 education was funded, and served as the basis for the public university model. But ASPE, reflecting a minority position, strongly favored individual aid. From an economic perspective, it made sense for students to bear the cost of higher education, because human capital theory implied students would personally benefit: education would increase their economic productivity, which would in turn raise their wages. The economists at ASPE favored student loans, which were not heavily used at the time. The office did support grants for lower-income students, but they saw funding colleges directly as regressive, because much of that money would effectively flow to well-off students—students who would receive financial benefits from their degree, yet could have afforded to pay their own way. ASPE economists also liked the market pressure that individual aid would bring to bear on colleges that would have to compete for students.56 Reflecting this perspective, Gorham argued that “a ‘program of general stringless institutional support’ would be ‘a serious error.’ ”57

ASPE’s advocacy led the Johnson administration to shift its priorities. Instead of drafting legislation that would have created such a program of institutional support, LBJ turned his higher education funding initiative over to Alice Rivlin—who in 1968 replaced Gorham as director of ASPE—for further study.58 The 1969 Rivlin Report, released just as Johnson was leaving office, recommended support centered on student aid, including a substantial loan component. Institutional aid would come primarily in the form of a cost-of-education allowance tied to individual students, which would still promote competition.59 The Rivlin Report remained a key reference point under the Nixon administration, its imprint clearly visible in the Higher Education Act Reauthorization of 1972, which prioritized individual aid over institutional support.60

ASPE’s priorities produced similar continuities between the Johnson and Nixon administration in other policy areas. As was the case for RPP&E, ASPE thrived in periods of retrenchment. Administrators at the HEW found the office’s numbers and analysis useful in deciding how to spend shrinking resource pools. The office would grow in both size and influence during the Nixon presidency, becoming the administration’s “locus of power” in health affairs and playing a critical role in welfare reform efforts.61 And its influence would be felt well beyond HEW, as the office’s alumni and the funding streams it came to control nurtured a new generation of economic thinkers about social policy.



Policy planning offices, and the economic style of reasoning that went with them, did not have as much influence in every social-policy-focused agency as they did at OEO and HEW. As we have seen in chapter 3, many federal agencies resisted the PPBS process; some agencies did not develop strong, economically oriented PPOs in the 1960s at all. Yet even in places where they did not initially take off, such offices were created, expanded, and upgraded in the 1970s—after PPBS itself was abandoned—as the perceived value of policy analysis increased.

The Department of Labor, for example, oversaw “manpower” programs—job training efforts and the like—yet initially lacked any serious implementation of PPBS.62 Only under the Nixon administration, when the executive branch was moving away from the use of PPBS itself, would Labor create its Office of the Assistant Secretary for Policy, Evaluation, and Research (ASPER)—partly to rein in those very programs.63 But while ASPER’s creation came relatively late, in the 1970s the office would be led by a series of high-powered labor economists. Like the rest of Labor, ASPER continued to advocate for jobs programs. Unlike the rest of the department, it pushed for a “net impact” approach that would use either experimental methods or econometric models to estimate the treatment effects of such programs. The more rigorous methods also made it harder to demonstrate program effectiveness, a key reason George Shultz, Nixon’s labor secretary, supported the office.64 By the end of the decade, ASPER was a serious analytic competitor to ASPE, and well-positioned to marshal data of its own to argue for its preferred programs.65

Similarly, the Department of Housing and Urban Development (HUD), created the month after PPBS was rolled out, was in charge of a substantial portion of the Great Society agenda.66 The agency was even led by an economist—Robert C. Weaver, the first Black Harvard economics PhD as well as the nation’s first Black cabinet member.67 But Weaver, who was fairly alienated from the economics profession, was uninterested in PPBS, and a 1969 study rated HUD one of the least effective agencies at implementing it.68 It was not until Nixon’s second term that a new Office of Policy Development and Research, reporting directly to the secretary and led by economist Michael H. Moskow, was created.69 Already Nixon had shifted HUD’s focus away from public housing and toward a focus on low-cost building technologies.70 Now, with Moskow’s appointment, HUD’s attention shifted again: toward the Experimental Housing Allowance Program (EHAP), which would test the effectiveness of giving low-income families vouchers to reduce the cost of housing, as an alternative to politically unpopular public housing projects.71 This would signal a new direction in housing policy, and one in which economic analysis would play a much larger role.

The influence of policy planning offices during the PPBS era, then, was significant but uneven. But as the economic style became more pervasive in social policy, these offices continued to develop. Their importance was not limited to the Great Society period itself. Indeed, in most cases their influence actually increased during the Nixon years, as they continued to disseminate economic reasoning not only within their agencies but—particularly through the research and evaluation they supported—well beyond.



From Policy Planning Offices to Policy Research Organizations

Policy planning offices advocated for an economic approach to thinking about decision-making in their own agencies and their own policy domains. At the same time, they also helped disseminate an economic style of reasoning to a much broader policymaking space. Conducting systematic analysis required good, quantitative information about what a given agency’s programs were doing and how successful they were at achieving their stated goals. Yet such information was typically difficult, if not impossible, to come by.

In seeking to fill this gap, policy planning offices became major supporters of both applied research—research that could be used to promote better government decision-making—and policy evaluation. The Great Society programs funneled unprecedented sums of money into research and evaluation. Although only a fraction of this was spent by the policy planning offices directly, their staff bore the primary responsibility for determining which grantees and contractors this money would go to. As these funding streams grew dramatically, they came to support a new and growing ecosystem of policy research organizations, oriented toward a broadly economic style of reasoning, that would ultimately dwarf the policy planning offices themselves. Eventually, this new world of policy research organizations, sustained by government research and evaluation contracts, would themselves help to shape the terms of social policy debate.

The initial steps of PPOs to support outside research were tentative and met with mixed success. At OEO, RPP&E quickly realized its need for an “academic RAND” that would produce knowledge useful for conducting the War on Poverty. It began by funding the new Institute for Research on Poverty (IRP) at the University of Wisconsin, hailed by Business Week as “a think tank that thinks for the poor.” Although IRP was generously supported by OEO and attracted “top-notch” economists, the different work cultures of Wisconsin’s academics and Washington’s policymakers produced immediate tension. The academics expected to set their own research agenda and focus on long-range questions, while the bureaucrats had hoped IRP would respond to their short-term policy problems.72 It soon became clear that a purely academic institution would not be able to meet all of OEO’s needs for policy research.

ASPE, too, sought to commission outside research to improve the cost-effectiveness of HEW programs, in its case, by leveraging evaluation requirements that were being written into Great Society legislation. Senator Robert Kennedy had ensured that the Elementary and Secondary Education Act (ESEA) required that schools report on their results and “projects be regularly assessed for effectiveness.”73 Kennedy’s concern was not with efficiency, but with the possibility that the resources provided by the bill might not actually reach low-income, and especially Black, children.74 As Samuel Halperin, who helped shepherd ESEA through Congress as an Office of Education appointee, observed, Kennedy’s “notion of evaluation was that poor people should have made available the numbers and figures on how their kids are doing.” They deserved access to information that could help them demand accountability from both local leaders and Washington—a stance aligned with the idea of “maximum feasible participation.”75

Kennedy recognized that Southern states, especially, would resist allowing federal funds to go to Black students. So, to ensure equitable access to promised resources, he added in an evaluation requirement that applied to a billion dollars per year of Title I funds directed to disadvantaged children. But to the economists at ASPE, the point of conducting an evaluation was to assess the cost-effectiveness of HEW’s investments in education. In Gorham’s words, the evaluation funds presented the opportunity for “a vast experiment designed to find effective ways of reaching disadvantaged children.”76

From Gorham’s perspective, education was a production function. The game was to identify the relationship between inputs—money, teachers, classrooms—and outputs—gains in academic achievement. Through careful measurement and estimation, the analyst could “help the decision-maker realize that an extra dollar spent in one way may involve greater welfare gain than a dollar spent in another way.”77

The evaluation program got off to a rocky start. ASPE’s early contracts with outside research organizations to conduct preliminary cost-effectiveness analyses of Title I produced mostly frustration. An initial effort, for example, asked TEMPO—a division of General Electric—to identify the features of Title I projects that were effective at compensating for educational disadvantage. Yet “[e]ven within a universe of supposedly ‘successful’ programs, TEMPO analysts were able to identify neither a Title I population, nor a Title I program, nor significant achievement gains that could be attributed to Title I funds.”78 The way funds were spent in the real world simply did not map onto a systems analytic conception of government.

The next round of research and evaluation partnerships between RPP&E, ASPE, and outside organizations produced more satisfying results. At OEO, the turning point was the New Jersey Income Maintenance Experiment, which took the then-novel approach of randomly assigning some poor families to receive a negative income tax, and others not.79 While Wisconsin’s IRP played a role in running the experiment and contributed academic legitimacy to the project, a then-small consulting group called Mathematica carried out much of the day-to-day work.80

Mathematica had been founded in the late 1950s by a group of Princeton faculty—economists and mathematicians—to apply “abstract mathematical research in problems of marketing and management.”81 By the mid-1960s, it had diversified into policy studies, although its total budget was still under $1 million.82 The company’s breakthrough moment came in 1966, when Princeton economists William Baumol and Albert Rees proposed to OEO that they, on behalf of Mathematica, should lead its NIT experiment.83 Over the next few years, the New Jersey Income Maintenance Experiment channeled $4.4 million to the firm—more than was actually distributed to recipients of the experimental NIT.84 As Great Society research contracts became Mathematica’s new bread and butter, the company grew rapidly, reporting over $2 million in contracts by 1969 and $7 million by 1972.85

Like RPP&E itself, both IRP and Mathematica reflected an economic style of thought. Economists made up a plurality of Mathematica’s principal staff in the mid-1960s. A 1970 National Academy of Sciences panel noted that “while not entirely of the economics discipline, [IRP] is disciplined by economics.”86 Although sociologists and social psychologists also worked on the NIT experiment, and the psychologists, at least, had more experience with experimental design than the economists, a follow-up study reported that “economists dominated the design process.”87 On the one hand, the centrality of economists made sense, given that the experiment was intended to estimate the effects of an NIT on labor force participation. But their dominance meant that recipients’ feelings of anomie and alienation, which the sociologists thought were important, were dismissed because the economists “regarded [them] as bordering on the ridiculous.”88

In the years that followed, the New Jersey Income Maintenance Experiment would serve as a model for several other major social policy experiments. These studies would provide additional resources to contract research organizations—what historian Alice O’Connor has called the “poverty research industry,” although its attention was directed well beyond poverty—in years to come.89 This money would flow primarily to organizations oriented toward an economic style of reasoning, expanding its sphere of influence within social policy.

Back at ASPE, William Gorham remained optimistic about the possibilities of evaluation, despite the office’s initial frustrations with Title I programs. When another Great Society bill—this time, the Child Health Act of 1967—crossed his desk for comment, he seized the opportunity to secure a new flow of resources that could be used to expand and improve evaluation efforts in the future.90 As he later recalled in multiple accounts, “I’d been terribly troubled by this fact that evaluation wasn’t going to get anywhere unless it had some money.”91 And so, he proposed that 1 percent of all money appropriated for the bill be used for evaluation. After BOB director Charles Schultze signed off on the plan for the Child Health Act, it became standard practice to set aside 1 percent of social policy funding for evaluation. Between 1967 and 1973, twenty-seven new laws affecting poverty, health, education, and more included the set-aside language.92 In 1969 the government had spent a total of $17 million on evaluation efforts; just three years later, that had increased to roughly $100 million, most of which went through HEW and ended up in the hands of various contract research organizations.93 More than $50 million was spent evaluating Title I alone.94



OEO and HEW were not the sole sources of support for the new and expanding policy research organizations. The growing attention to urban problems led, for example, to the establishment of an important new think tank, the Urban Institute, that would similarly reflect the economic style. The creation of HUD in September 1965 gave housing and urban problems an official administrative home. But no “urban RAND” existed to conduct research that would inform the new agency’s decision-making.95

In the second half of 1966, economist Henry Rowen—then implementing PPBS from the Budget Bureau, but having just been selected as RAND’s next president—began advocating for “a Great Society policy research center [to] be established at RAND.” The idea was to create an “Urban Institute” that would be financially supported by the new HUD, but independent of it.96 After some internal politicking, though, President Johnson decided to establish an entirely new organization instead. In December 1967, Johnson announced the formation of the Urban Institute, calling its relationship with HUD “analogous to the relationship of Rand [sic] to the Air Force.”97

The analogy with RAND was indeed appropriate. The Urban Institute would be led, for the next thirty years, by William Gorham, who left his position as assistant secretary at HEW to take on its presidency.98 Urban’s earliest reports were “ground[ed] … in the methods of cost-benefit analysis”; it even “shared a building” with RAND’s Washington outpost.99 In its first two years, Urban’s budget came mostly from government, including $6 million from HUD and $1 million from the Department of Transportation. It received an additional $1 million from the Ford Foundation.100 Like Mathematica, the organization expanded rapidly during the late 1960s thanks to research and evaluation dollars. By 1972, its budget had grown to about $10 million a year.101

RAND lost the opportunity to house the Urban Institute itself, but it nevertheless found a way to insert itself into the rapidly growing social policy research space. As president, Rowen actively pursued the diversification of RAND’s almost entirely defense-centered research portfolio. By the end of his first year, RAND had secured contracts from OEO, the new Department of Transportation, the National Institutes of Health (part of HEW), and HUD, as well as from several foundations and the city of New York.102 Over the next few years, RAND would expand these efforts in several different directions. It began working on education “on a substantial scale” in 1969. By 1972, it was conducting some fifteen education-related projects, including a study of the effectiveness of private companies at improving test scores in public schools (sponsored by ASPE) and an evaluation of a school voucher experiment (sponsored by OEO).103

While many of the government contracts that supported Urban, RAND, and other policy research organizations were relatively modest in size, the political success of the New Jersey Income Maintenance Experiment produced a wave of social policy experiments in the early 1970s that would provide resources on a larger scale. RPP&E and its successors would support the Rural Income Maintenance Experiment (1969 to 1973), which focused on families in rural, rather than urban, locations; the Gary (Indiana) Income Maintenance Experiment (1971 to 1974), which focused on Black households, many led by single women; and the Seattle/Denver Income Maintenance Experiment (SIME/DIME, 1971 to 1982), which offered a larger income and, for some recipients, a longer time period.104 The income maintenance experiments alone produced tens of millions of dollars for the outside organizations that conducted the studies and analyzed their results.

The social experiment trend did not end with income maintenance. The 1970s also saw HUD sponsor the Experimental Housing Allowance Program (EHAP) to test the effectiveness of a “housing allowance” that low-income recipients could use where they chose.105 In terms of participants, length, expense, and organizational complexity, EHAP was the largest of all the social experiments of this era.106 Over the decade it channeled $175 million—close to three-quarters of a billion today—through the Urban Institute, RAND, the Stanford Research Institute, and Abt Associates and trained a generation of economics-oriented researchers on housing issues.107 The decade also saw RAND conduct its OEO- and ASPE-funded Health Insurance Experiment (HIE), which examined the effects of a variety of cost-sharing agreements on consumption of medical care and on health outcomes.108 And the Department of Labor tested its new Supported Work program, which provided transitional work for the “hard-core” unemployed. The program in turn committed $80 million to an entirely new organization, the Manpower Demonstration Research Corporation (later MDRC), to carry out an experiment of its own.109 Economists were heavily represented among MDRC’s leadership, and MDRC, too, would grow rapidly during these years.110

Between the major social policy experiments and the new federal set-aside for evaluation, hundreds of millions of dollars flowed into the coffers of policy research organizations in the 1970s. Evaluation was proliferating so rapidly in the early 1970s that one of the Urban Institute’s first major projects was an evaluation of evaluations—a review of those conducted at HUD, OEO, HEW, and the Department of Labor—led by Joseph Wholey, formerly Alice Rivlin’s assistant at ASPE.111 While evaluation research would ultimately develop in different directions, some of which were qualitative and fairly distant from economics, a substantial portion of evaluation money supported organizations and studies that relied upon econometric methods and reproduced the economic style.112

The research and evaluation money that grew out of Great Society legislation produced massive growth among policy research organizations in the 1970s. By 1974, Mathematica was involved in federal studies on health insurance, housing assistance, income maintenance, “Black Perceptions,” welfare reform, and childcare. Its revenues that year were $12 million.113 By 1980, Urban’s budget would approach $20 million and RAND’s $50 million, about half of which was being spent on social policy research.114

The omnipresence of these organizations gave them a disproportionate voice in social policy conversations, particularly in setting the terms of debate: pushing antipoverty policy, for example, to focus on the effects of income on individual work and family decisions, or encouraging health policy to center the issue of moral hazard—whether insured people used more healthcare than they needed, because they did not directly pay for it—above all other policy questions. The terms of policy debate that were accepted by this community became the terms of debate that policymakers centered more generally. And ultimately, these new terms of debate would shape the kinds of policy positions that were seen as legitimate to take.



Competing Conceptions of Social Policy

The Economic Opportunity Act, Medicare and Medicaid, the Elementary and Secondary Education Act, and other Great Society laws and programs focused on equality, universalism, rights, and democratic participation. In contrast, economic reasoning focused on efficiency and cost-effectiveness, which typically meant means-testing and measurable outcomes. As economic reasoning expanded into these new domains, it became a way for first the Johnson administration and even more so Nixon’s to contain some of the effects of Great Society legislation that they found politically inconvenient. The policymakers who sought out advice based on economic reasoning were receptive to advocates’ claims of value neutrality. This neutral epistemic authority, which proponents claimed gave them the ability to make rational decisions about what social programs would be most efficient and effective, delegitimated value-based arguments grounded in competing worldviews.

The economic perspective rejected the idea that poor people’s lives would only be improved through increased political participation. Instead, its advocates argued that antipoverty efforts should be evaluated through scientific tests, ideally experimental, of measurable effects of specific government interventions. The economic perspective could not justify universal healthcare on the grounds that social insurance programs were more politically resilient than welfare programs, or that medical care was a human right. Instead, it pointed out that it was inefficient for government to insure those who could pay for private insurance, and that people who did not have to pay for healthcare would likely use more of it. While some adherents to the economic worldview acknowledged what the perspective necessarily overlooked, the more typical response was simply to discount these alternative ways of thinking about social policy.

This dynamic played out in multiple policy domains that were central to the Great Society. In antipoverty, health, housing, and education policy, economic reasoning reached deep into government, but encountered resistance from other types of political claims. Where the economic style gained influence, it visibly changed the space of political debate, making it harder to defend claims grounded in political values that conflicted with economic reasoning.


THE NEGATIVE INCOME TAX VERSUS SOCIAL INSURANCE

Nowhere were these tensions more evident than in debates over how to solve poverty. Here, the economic style conflicted not only with proponents of community action, who centered political participation, but also with advocates of social insurance, who preferred universal programs to those aimed specifically at the low-income. Within the OEO, RPP&E was the primary channel through which the economic style counterbalanced and eventually came to displace the Community Action Program. But economists in the Council of Economic Advisers, which had encouraged Kennedy to tackle poverty in the first place, also worked to advance economic reasoning by pushing back against the universalism of social insurance advocates within the administration.

While the community action proponents were newcomers to Washington, the social insurance approach had a much longer history. Social insurance programs focus on protecting citizens from risk through universal coverage—for example, through national health, unemployment, or old age insurance. Everyone eligible is required to contribute, and the receipt of benefits is tied simply to participation, not to the amount contributed. In the United States, the social insurance concept gained influence in the New Deal, with its principles reflected in both the Social Security Program, established in 1935, and Medicare, created in 1965. The 1960s also saw social insurance proponents advocating for family allowances, which had been implemented in Canada and the U.K., and which provided a cash benefit to all households with children as a protection against child poverty.115

Advocates of social insurance liked universal programs in part because of their political durability. As Wilbur Cohen, an architect of Social Security and Medicare, famously argued, “[a] program for the poor will most likely be a poor program.”116 Yet liberal economists viewed social insurance programs with relative skepticism, prioritizing program efficiency over Cohen’s goal of ensuring broad-based political support. Social insurance programs benefited—unnecessarily, in the economists’ view—the well-off as well as the needy, making the programs both less progressive and more expensive. Economists much preferred the negative income tax as a solution to poverty, as it efficiently targeted the neediest Americans.117

Between 1965 and 1972, economists made the case for an NIT in a range of outlets, typically over the objections of advocates of universal programs. For example, in 1966 The Public Interest, then a new magazine aimed at dispassionate analysis of social policy, published an extended exchange between James Tobin, a Kennedy CEA member and NIT advocate, and Alvin Schorr, a former social worker who held posts in OEO and HEW and was a strong advocate of family allowances.118 Schorr criticized Tobin’s NIT proposal on multiple grounds, arguing instead for what he called “income-by-right”—universal programs like social security and family allowance. Tobin, by contrast, dismissed the desirability of family allowance based on its inefficiency as an antipoverty program.119

Even if an NIT was not on the table, advocates of the economic style still favored means-tested assistance over universal social insurance, again on efficiency grounds. When Cohen, also known as “Mr. Social Security,” became secretary of HEW in 1968, he urged the Johnson administration to use its final months to pursue an across-the-board increase in Social Security benefits. He strongly opposed the idea of expanding programs targeting solely the poor.120 This put him at odds with CEA member Joe Peck, who was instead pushing for a modest expansion of welfare (Aid to Families with Dependent Children) in conjunction with the introduction of means-testing into Social Security.121 This proposition—means-testing Social Security!—was abhorrent to Cohen, yet Peck was reportedly “furious when the White House summarily rejected his plan and chose Cohen’s.”122 Neither of these proposals became policy at the time. Yet as economic reasoning became more entrenched in the policymaking process, the barriers to advancing social insurance proposals that conflicted with the efficiency mandate would grow higher.

Advocates of the economic style continued to push for an NIT into the Nixon administration. President Nixon was no poverty warrior, but discontent from the states about the uneven distribution of welfare, plus the fresh memory of urban revolts, meant that welfare reform of some sort was high on the agenda.123 When John Veneman, a liberal California Republican and undersecretary at HEW, was placed in charge of fleshing out the details of Nixon’s reform plan, he turned to analysts left over from the Johnson administration as the best available sources of welfare program expertise.124 At his request, Worth Bateman, one of Gorham’s initial hires at ASPE, and James Lyday, an economic analyst at OEO, developed and advocated for an NIT-based proposal.125

The conservative wing of the Nixon administration opposed welfare reform based on an NIT, instead preferring more modest changes that would even out state-to-state variation without centralizing federal control. But command of the numbers worked in Bateman and Lyday’s favor. While both wings purported to be grounding their recommendations in systems analysis, only the actual analysts had access to the computerized database from which a systems analysis could be built. Thus, both sides were dependent on the HEW/OEO analysts to provide numbers to back their policy recommendations—and those analysts had an agenda.126 Ultimately, Nixon signed on to the NIT proposal, not least because of Bateman and Lyday’s ability to present convincing numbers.127

The Bateman and Lyday proposal—written by liberal economists—became the basis of Nixon’s Family Assistance Plan, which guaranteed a minimum income, required recipients to seek work or job training, and gradually phased out assistance with increased income so as to incentivize work. Indeed, as Alice Rivlin recalled of the transition to the new administration, “I couldn’t believe that I was sitting there talking to a Republican administration that seemed eager for this new solution [NIT] that six months before I hadn’t been able to convince Wilbur Cohen was the right thing to do.”128 While the Family Assistance Plan died in Congress—the closest the United States has ever come to a guaranteed income—the fact that it became the administration’s plan at all shows how economic reasoning was changing the terms of debate.129



COST-SHARING AND COMPETITION VERSUS NATIONAL HEALTH INSURANCE

Economic reasoning was even less visible in first round of Great Society healthcare legislation than it was in the Economic Opportunity Act. The CEA economists who helped to spark the War on Poverty had little involvement in the passage of the Social Security Amendments that established Medicare and Medicaid in 1965.130 That legislation, the product of a decade of debate and negotiations, joined multiple logics to justify an expanded federal role in healthcare through a grand political compromise.131 Medicare Part A paid for hospital care for all Americans over sixty-five; the optional Medicare Part B allowed older Americans to purchase heavily subsidized insurance to cover the costs of physicians’ services; and Medicaid expanded the 1960 Kerr-Mills Act that had begun to provide medical coverage for the low-income.132

The debates leading up to the establishment of Medicare and Medicaid were driven partly by the logic of social insurance. Medicare Part A, in particular, involved compulsory contributions leading to universal access for those who reached the age of eligibility.133 Both programs were also shaped by demands for civil rights—hospitals in the South were still racially segregated in 1965, and the public benefits system built into federal healthcare legislation forced that to change.134 In addition, a growing public sense that medical care was not just a privilege, but a right, undergirded the entire debate.135

From the beginning, leaders in Congress had expressed concerns about limiting the potential costs of the program. Wilbur Mills, the powerful chair of the U.S. House Ways & Means Committee, played a particularly important role in cutting the final deal.136 Yet no one carried out anything resembling a systems analysis of the proposed legislation—there was no scoring of its cost akin to what the not-yet-created Congressional Budget Office would later do—nor was the debate conducted in the language of efficiency and cost-effectiveness. While legislators were concerned about the potential price tag of Medicare and Medicaid, those bills nevertheless became law untouched by the analytical framework of economics.

Even after the passage of these landmark bills, when PPBS was bringing the economic style into antipoverty policy, economic reasoning still had a limited impact on health policy. Nor had healthcare attracted much attention within the academic discipline of economics until the 1960s.137 Future Nobelist Kenneth Arrow had published an important paper on the fundamental role of uncertainty in the healthcare market in 1963, and Victor Fuchs, a Columbia PhD, established health economics programs at both the Ford Foundation and the National Bureau of Economic Research in the mid-1960s.138 At that point, though, “health economics” did not yet exist as a separate subfield within economics.

This would change overnight with the creation of Medicare and Medicaid. Rising costs became an issue almost as soon as government got into the healthcare business in a serious way. In August 1966, Johnson requested HEW “study the reasons behind the rapid rise in price of medical care” and “offer recommendations for moderating the rise.”139 In response, ASPE published the “Gorham Report,” prepared under Alice Rivlin’s supervision, which analyzed healthcare as a market—at the time, an unconventional approach—and centered heavily on finding ways to promote efficiency.140 Its recommendations led to a National Conference on Medical Costs in 1967 and the creation of the National Center for Health Services Research and Development a year later. The latter would become an important funder of health economics research.141

These efforts—and more generally the funding that accompanied this new government interest in understanding and controlling medical costs—would help support health economics as an emerging field. But during the Johnson administration, these ideas still occupied the fringes of health policy. It was not until Nixon’s presidency that the PPBS infrastructure created by Johnson’s liberal economists would meaningfully affect health policy, and the conflict between the economic style and the logics of social insurance, universalism, and rights would become clear.

The Nixon administration was more attuned to questions of cost control and healthcare inflation than Johnson’s had been, and these concerns continued to shape health policy debates. Yet Nixon was also forced to respond to a new sortie coming from the left wing of the Democratic Party. In 1968, the United Auto Workers organized the Committee for National Health Insurance, which included among its more prominent members Senator Edward (Ted) Kennedy.142 The committee drafted a model bill called Health Security, which would fold Medicare and Medicaid into a new, federally run health insurance program. The program would be universally available to U.S. citizens and permanent residents, without age or income restrictions, and require no cost-sharing on the part of the insured. It would be fully national health insurance.143

Not wanting to be preempted by Kennedy, yet having no clear alternative to offer, Nixon spent a good part of his first term looking for a competing plan of his own. His administration’s response was shaped by the legacy of PPBS in two important ways. First, it solicited a proposal from RAND for a massive Health Insurance Experiment (HIE).144 In 1968, economist Mark Pauly, a new PhD at the time, had published “The Economics of Moral Hazard” in the American Economic Review.145 Pauly’s paper made an argument familiar to insurers, but then new to economists: that individuals who are insured against all health costs will seek out more care than those who are not fully insured, implying that insurance that includes no deductible or cost-sharing will result in “overuse” of care.146 The work attracted immediate attention in the discipline, as well as stimulating policy interest.147

The RAND HIE, initiated by OEO’s policy planning office, was effectively a large-scale experimental test of the effects of moral hazard: households were provided with access to health insurance providing different levels of coverage, and researchers followed both their use of medical care and their health outcomes. It was organized around the assumption that the appropriate policy question was not whether consumers should pay part of the cost of medical care directly, but what the appropriate level of cost-sharing was. Indeed, from the RAND perspective, “comprehensive [national health insurance] was a problem, not a solution.”148

Like all the large-scale social policy experiments, the HIE took a long time to produce results, and it had no immediate effect on policy debate.149 Supported first by OEO and then ASPE, and carried out in partnership with Mathematica, the HIE lasted fifteen years and eventually cost $80 million, the equivalent of roughly $400 million today.150 Yet its size meant that the experiment trained a whole generation of researchers who accepted its foundational assumptions and who would go on to make other contributions to the healthcare debate.151 As economist John Nyman argued in 2007, this early work on moral hazard “provided the intellectual justification for transforming the healthcare delivery system of the 1960s and 1970s into the one we have today.”152

More immediate than the impact of RAND’s HIE, though, was ASPE’s role in helping Nixon develop a health policy direction. With few strong preexisting commitments in healthcare, Nixon turned to his relatively liberal HEW appointees for ideas, who in turn looked to the similarly liberal technocrats at ASPE.153 Neither Nixon’s appointees nor the career analysts opposed the idea of national health insurance; indeed, Lewis Butler, Nixon’s first assistant secretary for planning and evaluation, wrote in 1969 that “ultimately some kind of national health insurance system should be enacted.”154 “But,” he continued—and here the career analysts generally agreed—“the immediate problem is to … get … into more efficient systems.”155

This priority made ASPE quick to embrace the concept of health maintenance organizations (HMOs), a new spin on prepaid group practice that physician Paul Ellwood advocated as a path to cost control by promoting competition and efficiency. As political scientist Lawrence Brown later wrote, the HMO strategy reflected the emerging “notion that the proper manipulation of incentives, markets, competition, reorganization, and the like can improve on present arrangements.”156 Distinct from the systems analysts’ focus on comparing the cost-effectiveness of government programs, this type of “institution-building for competition” was nevertheless very much of a piece with the economic style.157 HMOs became an early and central part of the Nixon healthcare strategy. A watered-down version of HEW’s proposal would become the Health Maintenance Act of 1973, Nixon’s first attempt at healthcare reform.158

But with Ted Kennedy and Wilbur Mills introducing a new national health insurance bill that same year, and with the threat of Watergate looming over Nixon, the president now charged HEW with producing a bill of its own.159 Stuart Altman, the deputy assistant secretary of planning and evaluation for health who ended up writing most of it, was himself a product of the PPBS community. A labor economist who was once a “junior whiz kid” under Gorham in the McNamara Defense Department, Altman was a self-proclaimed “believer” in markets. He did not consider himself particularly political.160 Working closely with OMB economist Peter D. Fox, Altman led the development of Nixon’s second attempt at healthcare reform at a moment when national health insurance seemed so close to becoming reality that Rivlin called it “virtually certain.”161

Altman’s plan, embraced by Nixon, included a mandate for employers to provide comprehensive health insurance to employees and a government-funded program run by private insurance companies to insure those not covered by employers or Medicare. The plan would be free for people with low incomes, with assistance phased out at higher incomes.162 While the plan included “substantial cost sharing,” it was, as Altman and David Shachtman wrote in 2011, “a plan that many health policy advocates in the Obama administration would be happy to support.”163

From today’s perspective, the ideas proposed by Nixon’s ASPE seem liberal. They were not in fact so distant from what would eventually become Obamacare.164 Yet the focus on cost-sharing for everyone and means-testing for those not covered by employers or Medicare reflected the economic style of reasoning and its prioritization of cost-effectiveness. By contrast, Nixon’s plan conflicted with the social insurance approach, which emphasized universal access and had animated Medicare. At that time, many Democrats hoped to simply extend Medicare’s coverage to the whole population. Nixon’s plan also conflicted with arguments about the right to medical care, which by the late 1960s were being endorsed by civil rights leaders, the feminist movement, the emerging welfare rights movement, and the public health community.165 Indeed, Ted Kennedy’s 1971 Health Security bill began by stating that “adequate health care for all of our people must now be recognized as a right.”166

Yet from the economic perspective, support for universal free access and absolute rights to care made little sense, given its commitment to efficiency and cost-effectiveness. The Health Security bill required consumers to pay nothing for care; cost-sharing was a frequent target of criticism from the left.167 But for economists—including liberal economists—and their analytical allies, cost-sharing seemed like the only reasonable approach, even before the RAND experiment provided convincing evidence that healthcare, too, followed the laws of supply and demand.168 Indeed, Rivlin, writing in the New York Times, blamed organized labor for continuing to maintain the position that national health insurance should “provide free care for everyone without any cost-sharing” and was relatively approving of the Nixon plan.169 The more economic reasoning became a necessary means to justify new policy proposals, the harder it became for more liberal Democrats to advance arguments about universalism and rights.



BEYOND POVERTY AND HEALTH

Across a whole range of social policy domains, similar conflicts between the logic of efficiency and the logics of equality, rights, and universalism continued to play out. Over time, the organizations and networks put into place by PPBS gradually changed the terms of debate. The institutionalization of the economic style was uneven, but where it took hold, its effects were significant.

In housing policy, for example, Great Society legislation reflected a (tempered) commitment to the idea of public housing, along with a civil-rights-based commitment to ending racial segregation.170 Liberal economists, though, typically preferred housing allowances, or vouchers, as a more efficient means of assisting low-income families. They tended to skirt the question of race entirely—a pairing of positions that set them up for a productive alliance with Nixon.171 While Nixon was leery of housing policy that promoted desegregation, he also sought to make his mark as a “conservative domestic innovator.” With his hopes for passing a Family Assistance Plan disappearing, Nixon increasingly saw housing allowances as a way to achieve something similar. What was more, the approach hewed to conservative principles of limited government and individual responsibility by paying support directly to recipients and not requiring government ownership or complicated programs.172

Nixon’s position proved fortuitous for advocates of the economic style. The first half of the 1970s saw a dramatic expansion of economic analysis at HUD. The massive Experimental Housing Allowance Program, discussed earlier, was grounded in the idea that aid to individuals that could be used in the open market might be a more effective form of assistance than public housing. In 1974, HUD introduced the Section 8 voucher program, which would become the backbone of federal housing policy.173 Housing vouchers brought together moderate Republicans with liberal economists. More efficient than either public housing or subsidies for builders, they also expanded choice for renters and competition among landlords. From Nixon’s perspective, vouchers also offered the benefit of sidestepping racial politics by moving assistance from the level of housing projects, where it produced visible conflict, to individuals, where discrimination would be hidden.174 With its embrace of vouchers, Nixon’s HUD used economic logic to move sharply away from the New Deal commitment to “strong public institutions” in housing as well as the civil rights commitments of Great Society housing legislation.175

A similar conflict between the economic style and logics of equality played out in education policy, but—at least in the short term—produced different results. Great Society education legislation was motivated by ideals of access and equity for poor students, Black students, and other disadvantaged groups.176 Liberal economists typically shared these goals, but they focused on the question of how to achieve them in a cost-effective manner.177 In addition to promoting a shift toward individual, rather than institution-level, support for higher education, they aimed to make schools more efficient at turning inputs (for example, teachers, buildings) into outputs (higher test scores). They were also increasingly intrigued by the idea of expanding choice and competition in education.178

In 1972, Congress created the new National Institute of Education (NIE) within HEW, which was imagined as a National Science Foundation for education research.179 The NIE was closely tied to the analytic community, with ASPE among its strongest advocates. Economist Thomas K. Glennan, its first director, was an alumnus of both RAND and OEO’s policy planning office. Such supporters hoped the NIE would serve as a “sparkling gem of rationality” within what they saw as a muddled and ineffective education establishment, and with its creation, economic reasoning looked poised to fully take hold in education policy.180

But bad timing (budgets were not as generous in 1972 as they had been in 1965), political missteps (Glennan was a sharper analyst than he was a political actor), and the competing presence of “educationists” (practitioner-focused researchers trained in schools of education, not at all oriented toward economics) led to a rapid loss of congressional support for NIE. When Congress created the new, standalone Department of Education in 1979, NIE was downsized and downgraded, before being eliminated entirely.181 By the time the National Academy of Sciences conducted an in-depth survey of the fields influencing education research in 1992—cognitive sciences, psychology, sociology, among several others—economics did not even merit a mention.182

The language of efficiency, competition, and choice would eventually rise again in education policy, the second time stronger than before. But the reversals of the 1970s meant that the spread of the economic style into education policy was more halting than in other domains of social policy. Yet even in this domain of more limited influence, the institutional resources produced by the Great Society kept economic reasoning alive in educational policy, and in the 1990s it made a resurgence. By the early years of the twenty-first century, the economic style had become the governing logic of federal educational policy as well.183




Institutionalizing the Economic Style in Social Policy

Lyndon Johnson’s Great Society legislation transformed a wide range of social policy domains. This historic wave of legislation would never have come to pass without a varied set of political developments, from postwar economic expansion to the Civil Rights Movement to John F. Kennedy’s assassination. Still, advocates’ arguments on its behalf consistently centered a handful of ways of thinking about the legislation’s purpose that focused on universalism, equality, and rights.

One of these was a logic of social insurance, which advocated for compulsory, universal government programs to insure Americans from unavoidable risk—of reaching old age, of sickness, of unemployment. Another, newer to the 1960s, was a logic of political participation. This emphasized the importance of citizens having a meaningful voice in government programs meant to assist them. A third was a logic of equality, especially racial equality, but also equality of opportunity for lower-income Americans. And a fourth, newly resurgent in the 1960s but also echoing Franklin Roosevelt’s Second Bill of Rights, was a logic of rights, in which Americans had not only civil rights, but a right to welfare if needed, to decent housing, to medical care, to a good education.

The logics behind the Great Society legislation conflicted in many ways with economic reasoning, which emphasized efficiency and cost-effectiveness over rights, universalism, and equality. Yet the Great Society programs themselves, launched simultaneously with the rollout of PPBS, inadvertently boosted the role of economic reasoning in multiple policy domains. Policy planning offices advocated for an economic way of thinking about policy problems, while new streams of research and evaluation funding supported a growing ecosystem of economics-oriented policy research organizations. Across a range of domains, a broadly economic approach to policy problems began to flourish.

Policy analysis in the economic style was originally introduced to make social programs work as well as possible, if “success” was defined as getting the most bang for the taxpayer’s buck. This definition already moved the goalposts from the original aims of program advocates. But the economic style of policy analysis had an epistemic authority those advocates lacked. It proved surprisingly useful for political purposes as well. The Johnson administration found it a valuable tool for regaining control over the War on Poverty, as community action started to become a political liability for the Democratic Party. Its importance as a means for deciding how best to spend government money only increased as the budgetary mood began to turn from expansionary to contractionary in 1966.

The election of Richard Nixon in the fall of 1968 might, at first glance, have seemed to spell the end of an era for Johnson’s liberal policy analysts. The leadership of various policy planning offices changed hands, and the conservative wing of the Nixon administration attempted to undo the government expansion of the Great Society. Yet the analytic community found an unexpected ally in Nixon, whose first term focused more on transforming the Great Society than on repealing it. The analysts’ organizational base in the executive bureaucracy allowed them to advocate for a range of policy ideas that still reflected a belief that government had a major role to play in these policy domains. Even so, their economic approach conflicted with the commitment to universalism, equality, and rights that had motivated the Great Society. Just as Johnson’s economists had, Nixon’s economists circumvented the explosive issue of race by finding ways to address social problems while ignoring their racial dimension, in a way that liberal programs like community action or public housing could not. Indeed, while the economics-oriented analytic community experienced some setbacks under Nixon, on balance the Nixon years were a time of substantial growth for it.

The economic style of reasoning meanwhile continued to spread across the nominally nonpartisan space of policy conversation both in and out of government—through policy planning offices and policy research organizations, through the training of public policy students and lawyers in the basics of economics, and eventually through the creation of the Congressional Budget Office. Within this space, economic reasoning came to be seen as the appropriate stance for thinking about social policy problems. From this perspective, even if one believed in using government to improve people’s lives, the Great Society’s orientation toward universalism, equality, and rights was misguided. One might achieve the same goals more efficiently through targeted programs, the argument went, and absolute rights to health or education might come at too high a cost. A handful of groups—labor unions advocating for universal health insurance, educationists prioritizing equity for underserved students, and civil rights leaders skeptical that housing vouchers would work as well for Black Americans as for white Americans—continued to center competing arguments. But their perspectives were becoming more marginal even within the Democratic Party, which was increasingly taking its cues from advocates of the economic style.

The economic style advanced unevenly across social policy domains. Its influence was always subject to pushback. Yet by the time Democrats returned to the White House under Carter, it had come to play a much more visible role in shaping liberal policy proposals. Increasingly, arguments about social policy reform were arguments about choice, incentives, and cost-effectiveness. Arguments focused on universalism, rights and equality were moving out of the mainstream of policy debate. With the analytic community a critical source of new policy proposals, competing approaches had become increasingly easy to dismiss.
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The Economic Style and Market Governance


The late 1960s and early 1970s saw systems analysts and their heirs disseminating an economic style of reasoning in social policy: evaluating government programs on their cost-effectiveness and promoting the use of incentives, choice, and competition. But they were not the only group advocating for the use of economic reasoning in Washington. It was during this same era that industrial organization (I/O) economists began encouraging policymakers to govern markets through the lens of efficiency.

Market governance policy domains include all those that set the rules for market competition, either across the economy broadly (for instance, antitrust or intellectual property policy), or in specific sectors that are seen as requiring special rules (transportation, energy, finance, communications, healthcare).1 At the time that I/O economists were making their way to Washington, antitrust policy as well as many of the industry-specific policy domains were governed by legal frameworks put into place decades before, between the Gilded Age and the New Deal. When first implemented in the late nineteenth century, antitrust policy and railroad regulation were motivated by logics that would continue to resonate as regulation was extended to both existing (electricity, natural gas) and emerging (trucking, airlines, telecommunications) industries in the 1930s. These included a concern with limiting corporate power; demands for a rough equity in access to, and pricing of, services; and a desire to bring stability in the face of “ruinous competition.” While these goals were often contested, and legislative battles to achieve them hard-fought, by the end of the 1930s a regulatory regime had been put into place that largely reflected them.

By the 1960s, though, the frameworks that had proved compelling thirty or sixty years before were starting to show their age. The trusts were a thing of the past, and with the Great Depression increasingly distant, policymakers had lost their fear of market instability. With the proliferation of options in transportation and shipping, officials no longer regarded equitable access to markets and pricing as such pressing concerns. And observers on both left and right were increasingly concerned that regulation often seemed to serve the interests of the regulated over those of the general public.

This changing political-economic context set the stage for advocates of the economic style—industrial organization economists and similarly inclined lawyers, for the most part—to challenge the existing regime of market governance. From an economic perspective that valued markets for their efficient allocation of resources—keeping prices competitive and giving as many people as much of what they were willing to pay for as possible—it seemed only logical that market governance should focus on promoting such efficiency.

This position, by the 1960s already a consensus one within the economics profession, was often at odds with the values that had historically motivated U.S. antitrust and regulatory policy. Yet as I/O economists and those who adopted their framework moved into positions of influence across all three branches of government as well as in policy think tanks, they advocated for this way of thinking about market governance.2 In antitrust, this meant moving away from simply limiting size and toward evaluating policy on the basis of whether it promoted competition and efficiency. In regulatory policy, it meant pushing for the end of price controls and barriers to entry—particularly in transportation industries, but also in energy, communications, and elsewhere. And it eventually reached policy arenas, like healthcare policy, that had not always been seen as markets to be governed at all.

Early on, proponents of the economic approach to market governance tended to be liberal and associated with the Democratic Party; as the 1970s progressed, Chicago School conservatives and libertarians became more prominent voices. What both camps shared, though, was a commitment to efficiency. And as they found themselves in positions of increasing influence, the older legal frameworks of market governance—intended to limit corporate power, ensure equity, and promote stability—were gradually dismantled, and new ones—centered on efficiency, choice, and competition—were put in their place.


The Slower Spread of the Economic Style in Market Governance

The spread of an economic style of reasoning was slower and more piecemeal in market governance than it was for social policy. In part, this reflected the relatively diffuse networks of industrial organization, the subfield of economics most immediately relevant to thinking about how government should regulate markets. Unlike the systems analysts who developed their approach in the hothouse environment of RAND, advocates of the economic style in market governance were scattered across economics departments and law schools, although important clusters could be found at Harvard and Chicago. Those who occupied positions within the policy realm in the late 1960s, like Donald Turner at the Antitrust Division of the Department of Justice or Joe Peck at the Council of Economic Advisors, tended to work as individual advocates rather than heads of well-resourced policy planning offices. When it came to market governance, there was no single precipitating event like the PPBS rollout to rapidly advance economic reasoning.

Turner, Peck, and their like-minded colleagues encountered another challenge that the systems analysts working in social policy sometimes avoided: entrenched bureaucracy. As new government offices, the fundamental orientation and day-to-day administrative practices of entities like the OEO and HUD were still up for grabs. In these and other new offices established as part of the Great Society, the economic style had only to displace relatively novel approaches, like community action programs, that were not yet fully rooted in the bureaucracy or in law. In market governance, by contrast, advocates of the economic style encountered a body of legislation passed as early as 1887 and largely completed by the end of the 1930s, decades of case law, and the organizational culture of the Antitrust Division and longstanding independent regulatory agencies like the Interstate Commerce Commission. Instead of displacing weakly institutionalized alternative logics advanced through recent legislation, advocates of the economic style had to tear down a very durable legal and organizational framework—one grounded in a fundamentally different way of thinking about the purpose of government—that had been put into place decades before.

Centering efficiency, choice, and competition in market governance required advocates of the economic style to change decision-making processes in those long-established agencies, sometimes through the introduction of new leadership and sometimes through the expansion of economics offices within them. It required replacing legislation that propped up the old order, particularly through bills deregulating specific industries like airlines, railroads, and trucking. And in antitrust, where the courts played a major role in determining policy, it required new case law that rejected older frameworks that balanced a set of competing policy goals and instead embraced the promotion of efficiency as the sole purpose of antitrust.

A final challenge of introducing the economic style into market governance concerned its orientation toward governance itself. In social policy, even those policymakers who advanced the economic style worked from the underlying assumption that government should act in the realm of social policy—the question was what kind of actions it should take. But in market governance, advancing the economic style did, in many cases, mean limiting government intervention. This was not always the case; sometimes, as in healthcare policy, advocates argued for a government role in building an infrastructure for competition.3 In domains like railroad, trucking, and airline regulation, though, advocates of the economic style saw their primary task as dismantling existing systems for setting prices and controlling entry into the relevant markets. In effect, they proposed to regulate by deregulating.

As all this was accomplished, the older ways of thinking about market governance as a way to limit corporate power, ensure equity, and promote stability mostly faded away. This was not only because the economic style had come to dominate the space of policy debate, as in social policy, although it increasingly did. With the ascent of the economic style, the underlying priorities associated with it—of efficiency as a central goal of policy, with choice and competition as its corollaries—were also incorporated into legal frameworks.



Establishing the Consumer Welfare Standard in Antitrust

Since its origins with the Sherman Act of 1890, the very purpose of antitrust policy has been persistently contested. The original antitrust movement, motivated by fears about Standard Oil and other trusts that had effectively monopolized entire industries, reflected a broad set of concerns about the growing power of big business over farmers, labor, and government. The Sherman Act itself declared contracts, trust combinations, and conspiracies in restraint of trade or in attempt to monopolize illegal.4 But at less than a thousand words in length, it left much to the imagination. Scholars—and the courts—have repeatedly reinterpreted it, arguing at different times not only that it was meant to limit economic power broadly defined, but also that its main intent was to protect competition, increase consumer welfare (often defined specifically as allocative efficiency), protect small business, or even redistribute wealth.5

The most politically salient aspect of these concerns would vary tremendously over the next seventy-five years. In the 1930s, many Americans feared that the rise of chain grocery stores—particularly the rapidly growing A&P supermarket—would devastate local businesses and undermine the economic fabric of small-town life. The Jeffersonian impulse to protect small businesses drove Congress to pass the Robinson-Patman Act in 1936, which limited manufacturers’ ability to give discounts to big chains, and very nearly led to legislation that would have taxed chains out of existence.6 But the 1930s also saw “the consumer” emerge as a stand-in for the public interest more generally, with policymakers expressing a growing concern for protecting consumers from high prices.7 This consumer protection impulse was recognized in court decisions like Apex Hosiery v. Leader (1940), which interpreted the Sherman Act as barring practices that “restrict production, raise prices, or otherwise control the market to the detriment of purchasers or consumers of goods and services.”8 This impulse sat in tension with the desire to protect small businesses, which frequently had to charge higher prices than their larger, more efficient competitors.

As these examples suggest, Congress and the courts shared responsibility for, and sometimes sparred over, setting the priorities for antitrust policy. With the Sherman Act and other antitrust laws so open to interpretation, the courts played an outsized role in determining the actual contents of antitrust policy. Between 1962 and 1967, the Warren Court upheld a series of government challenges to mergers that by present standards seem quite modest.9 For example, in the landmark Brown Shoe Co. v. the United States decision (1962), the Court invalidated a merger that would have given the firm in question a 5 percent share of the market, because of what it saw as a general tendency toward consolidation in the shoe industry.10

Into the 1960s, the Supreme Court accompanied appeals to Jeffersonian democracy with a stated commitment to limiting corporate power and protecting consumers, to the point of invoking inconsistent judicial reasoning. The court consistently asserted its desire to protect competition and, at least through the 1960s, issued decisions that limited mergers and restricted corporate behavior. In Brown Shoe, it noted that the Congressional debate around the Celler-Kefauver Act of 1950 reflected Congress’s “fear of what was considered to be a rising tide of economic concentration in the American economy.… Other considerations … were the desirability of retaining ‘local control’ over industry and the protection of small businesses.” Here, competition meant “the protection of viable, small, locally owned businesses,” even if it meant “occasional higher costs and prices.”11 At other times, the court emphasized that “the test of a competitive market is … whether the consumers are well served,” not only through low prices but also through freedom of choice. But because prevailing economic theory suggested that market concentration would lead firms to raise prices, a judicial approach that prioritized the well-being of consumers also led to court decisions that limited mergers.12

The courts had long acknowledged that big businesses might be able to produce at lower cost than smaller businesses, potentially keeping prices lower as well. Yet regardless of whether the Supreme Court centered small business or consumers in its decisions, efficiency—whether in its productive sense of resulting in the most output with the fewest inputs, or its allocative sense of producing the collectively most-valued goods and services—had not been a central theme of the court’s antitrust decisions. In the early 1960s, though, the Supreme Court began to cite economics more frequently—if erratically—in antitrust cases. For example, United States v. Philadelphia National Bank, a 1963 Supreme Court case that prohibited the merger of two banks that would have controlled 30 percent of the regional market, cited several economists, including Turner, Carl Kaysen, and George Stigler.13 The opinion itself was written by Richard Posner, then a recent Harvard Law grad and a clerk for Supreme Court Justice William Brennan, in one of his first encounters with the economics literature.14 It required mergers leading to control of an “undue” percentage of the market to show they would not have anticompetitive effects.15

Industrial organization economists, of course, had already begun to articulate an efficiency-centered vision of antitrust by this time. Turner, the Harvard School economist who would be appointed chief of the Antitrust Division in 1965, was particularly concerned that, in its effort to protect small businesses, the courts were preventing mergers that would increase efficiency and thereby benefit consumers. Turner called this position “not only bad economics but bad law.”16 However, as an adherent to the structure-conduct-performance (SCP) framework, Turner also believed that high levels of market concentration tended to produce anticompetitive conduct—including the ability to raise prices—which in turn would reduce allocative efficiency. Posner’s opinion in Philadelphia National Bank was grounded in this framework, although Posner would, upon converting to the Chicago School a few years later, come to reject the position.17 Thus, Turner endorsed the idea of a sweet spot for antitrust policy: allowing mergers might promote efficiency, but too much concentration was likely to reduce it.

Robert Bork and Ward Bowman, representing the insurgent Chicago School, similarly centered efficiency as the ultimate purpose of antitrust. But from their perspective, the protection of small businesses was misguided. They rejected the SCP framework and assumed that both size and concentration typically reflected efficiency. As they noted in 1965, “the existence of the trend [toward concentration] is prima facie evidence that greater concentration is socially desirable. The trend indicates that there are emerging efficiencies or economies of scale … which make larger size more efficient.”18 Their statement not only endorsed efficiency as the proper lens for evaluating policy but also assumed that if markets were concentrated, it was for good reason.

In the mid-1960s, representatives of the I/O community—both economists and sympathetic legal scholars, like Bork—moved into positions of policy influence. As they did so, they worked to advance, and ultimately institutionalize, their efficiency-centered view of the purpose of antitrust. And as Chicago came to replace Harvard as the dominant school of thought in industrial organization during the 1970s, the policy implications of economic reasoning would change significantly. By the 1980s, this process would be complete: antitrust policy would be based on the value of efficiency rather than a commitment to limiting political power or encouraging small business.

This change was gradual, and took place along two pathways. The first was through the integration of economic reasoning into the executive branch, specifically the Antitrust Division of the Department of Justice and the Federal Trade Commission at the Department of Commerce. As I/O economists gradually filled the ranks of these bureaucracies, these agencies began pursuing different kinds of cases. The second change took place through the courts, which gradually came to accept a new, efficiency-centered conception of consumer welfare as the primary purpose of antitrust law. As the courts changed their approach to these cases, a feedback loop developed: as the courts interpreted antitrust more narrowly, the agencies became less likely to bring cases that they once might have considered, and as the agencies narrowed their own criteria for thinking about antitrust, the courts pointed to those changes to justify their own decision-making. Soon enough, antitrust policy in the United States was locked into the economic style.


ADVANCING EFFICIENCY THROUGH ORGANIZATIONAL CHANGE

At the time Donald Turner was appointed Assistant Attorney General in 1965, staff at both of the antitrust agencies saw their role primarily through an enforcement lens. Dominated by attorneys whose careers advanced through litigation experience, and little influenced by economists, the agencies focused not on evaluating the larger purpose of antitrust policy or the economic rationale behind a particular legal challenge, but on prosecuting as many winnable cases as they could.19 Replacing this perspective with an efficiency lens, in which the agencies would only challenge mergers or corporate behaviors that reduced allocative efficiency, required significant organizational change. Not only would the agencies need to create modern economics offices, but they also had to revise their decision-making processes to incorporate economic reasoning in case selection.

In much the same way that the Johnson administration’s political calculations about the perceived radicalism of the OEO propelled systems analysts into positions of power, the arrival of I/O economists in the antitrust agencies responded to a political problem. Lyndon Johnson appointed Turner in part to appease the business community, which was increasingly anxious about the impact of decisions like Brown Shoe on their corporate strategies.20 Economic boom times led corporate America to seek expansion through mergers, and the mid-1960s saw the largest merger wave in forty years.21 The Celler-Kefauver Act had made it harder for firms to sidestep the Clayton Act prohibition on mergers that “substantially limit[ed] competition,” however, and, as the Wall Street Journal observed, “Many a company, faced with the prospect of long and costly litigation, has decided not to go ahead with a merger, even though it might actually enhance competition.”22

As assistant attorney general of the Antitrust Division, Turner set the course for the Department of Justice’s antitrust policy, and he particularly pushed the use of the economic style. Upon his arrival, he created a policy planning office and a special economic assistant position. He also initiated the division’s first published merger guidelines, issued in 1968, which were particularly important in signaling a shift in the purpose of antitrust policy. The guidelines made no reference to broad economic power or the virtues of small business, instead emphasizing that “the primary role of Section 7 [of the Clayton Act] enforcement is to preserve and promote market structures conducive to competition”—a structuralist, but recognizably economic, interpretation.23 While it was initially unclear whether the courts would defer to the new guidelines, it turned out that they were taken seriously.24

Turner’s efforts encountered opposition from the litigation-minded attorneys of the division. As political scientist Suzanne Weaver observed, “[S]omeone had, in the lawyers’ eyes, changed the criteria of review, adding standards alien to the lawyers and repugnant to their notions of good prosecution. One did not turn down a case involving a clear, predatory violation of the law simply because it had little economic impact.”25 When President Nixon replaced Turner with the more enforcement-oriented Richard McLaren, many of the division’s attorneys experienced a sense of relief.26

McLaren, though, proved politically problematic for Nixon. While Turner had been friendly to the conglomerate mergers that were the dominant form in the 1960s, McLaren was not.27 He filed multiple suits challenging conglomerate mergers pursued by International Telephone and Telegraph (ITT), a major Nixon backer.28 Nixon intervened, telling attorney general Richard Kleindienst to “stay the hell out of [the ITT mergers],” or “McLaren’s ass is to be out within one hour.”29 When McLaren did not oblige, Nixon disposed of him by appointing him to serve as a federal judge.30 The subsequent scandal, exposed by Washington Post columnist Jack Anderson, was the first in a series of escalating events that eventually culminated in Watergate.31

McLaren’s replacement, Michigan law professor Thomas Kauper, was friendlier both to conglomerate mergers and to economics.32 Although not a strict Chicago School adherent, Kauper was influenced by Richard Posner’s recent work, which argued that economic efficiency should be the only consideration of antitrust policy.33 Working in close collaboration with economist George Hay, who oversaw the creation and expansion of a new Economic Policy Office (EPO), Kauper integrated economic reasoning into the process of developing cases while minimizing the ire it raised from litigators. One strategy involved bringing economists into the case selection process early, rather than having them review cases that attorneys had already sunk time into developing. Indeed, Kauper and Hay found ways to make the EPO generate economically rational cases that the lawyers might otherwise overlook—thus countering economists’ in-house reputation as “case-killers.”34 And, of course, they began teaching basic economics to the lawyers.35 The 1976 passage of the Hart-Scott-Rodino Antitrust Improvements Act, which encouraged the division to analyze mergers before their consummation, rather than litigate them after, facilitated their efforts.36 Although the project was not without its challenges, and conflict within the agency continued, over time efficiency become a much more central lens through which the Antitrust Division selected cases.37

A similar process was under way at the FTC, where the Bureau of Economics was likewise substantially upgraded during the 1970s.38 At the FTC, the policy planning office, created in the agency’s 1970 reorganization, also played a significant role in advancing economic reasoning—particularly, its Chicago variant. Initially, the Office of Policy Planning and Evaluation undertook PPBS-inspired activities like “develop[ing] a formal econometric model to determine where enforcement efforts would reap the greatest benefits.”39 But with the 1974 appointment of Wesley J. Liebeler, a UCLA law professor and one-time student of Aaron Director, the office took on greater importance and a different approach.40 This new office would play a significant role in advancing economic reasoning at the agency as the decade progressed.41

Liebeler dramatically increased the policy planning office’s role in budgetary review and pushed for the agency to reallocate resources toward what he took to be the agency’s mission. As he described the purpose of antitrust law, “[T]he basic objective of these laws is to maximize consumer welfare [that is, allocative efficiency].… We are not aware of any other operationally viable objective available to the Commission in setting priorities.” He explained that the FTC should base its programming and decisions “on the basis of their expected economic impact on the consumer in dollars-and-cents terms.”42 This meant ignoring behavior that was, on its face, illegal, but that could not be directly demonstrated to reduce market efficiency. The litigating bureaus pushed back against what they saw as Liebeler’s overreach, and some of his recommendations—like an effort to give the Bureau of Economics and the policy planning office veto power over the conduct of preliminary investigations—were not realized. But Liebeler nevertheless succeeded in centering efficiency as the main criterion for agency decision-making.43

By the time of the Carter administration, economics and efficiency had become much more integrated into antitrust decision-making—to the point where it was difficult for new agency leadership to even try to pursue an enforcement agenda motivated by other goals. In one telling example, Assistant Attorney General John Shenefield expressed “almost evangelical” support for a Ted Kennedy bill that would have put strict size tests on mergers, and “acknowledged he was going after bigness as such.”44 Yet after promising to bring a “shared monopolies” case within half a year, Shenefield was forced to recant “ ‘because we didn’t know and do not know’ the outcome of a lengthy staff investigation.”45 While antitrust appointees could try to set their own policy directions, they relied on career staff to do the legwork that would make action possible. If career professionals saw a particular direction as fundamentally in conflict with the agency’s mission, they might drag their feet.

Similarly, Shenefield’s successor, Sanford Litvack, oversaw limited enforcement, even as he voiced a traditional view of antitrust. Reflecting on his term as assistant attorney general, he observed that the Antitrust Division “appears to be backing away from this law enforcement obligation.… [M]uch more emphasis is now placed on economic theory, study, and research, while less emphasis is given to investigation, prosecution, and the nuts and bolts of effective litigation.”46

Even when Carter’s appointees did convince their agencies to pursue antitrust enforcement, they increasingly encountered resistance in the courts. At the FTC, Carter appointed as chair consumer activist Michael Pertschuk, who made his concern with “the dispersal of economic and political power” explicit.47 Pertschuk, who replaced Liebeler with the liberal Robert Reich, was able to leverage the support of sympathetic structuralist leadership in the Bureau of Economics to pursue a fairly aggressive agenda, if one couched in economic language.48 But despite this, the FTC’s success rate in the courts fell in half, from 88 percent in 1976 to only 43 percent in 1981.49 The courts, as well as the antitrust agencies, were also coming to accept an efficiency-centered framework—and, specifically, one grounded in Chicago School reasoning—for interpreting the antitrust laws.



ADVANCING EFFICIENCY THROUGH SUPREME COURT DECISIONS

As decision-making processes were changing in the antitrust agencies, the courts were undergoing an evolution of their own. As late as 1967, the Supreme Court had explicitly articulated concern with the protection of small business as a factor it considered in its decisions—in three different cases, no less.50 But, as in the Philadelphia National Bank case, it was increasingly mixing these non-economic considerations with ones based on structuralist economics.51 Over the next decade, the Supreme Court moved toward centering efficiency as its sole lens for making decisions about antitrust cases, to the exclusion of competing concerns about small business or corporate power. Moreover, when it drew on economic reasoning, it would increasingly rely on a Chicago School approach, rather than Harvard structuralism.

This shift did not, of course, take place outside the context of politics. Between 1969 and 1971, Nixon appointed four Supreme Court justices, ending the Warren era and ushering in the Burger Court. At the same time, the big business community was becoming better organized, and antitrust was one of its major areas of concern. The exact relationship between the changing composition of the Supreme Court, organized business’s increasingly vocal displeasure with the state of antitrust, and the rise of Chicago I/O, each of which contributed to the shift, is difficult to disentangle.

Regardless of the mix of factors that contributed to it, over the course of the 1970s the Supreme Court came to thoroughly reject noneconomic conceptions of antitrust policy. In no case issued after 1967 did the court invoke small business protection as a goal of antitrust. Each of several significant antitrust decisions issued in the first half of the 1970s gradually increased the standard of evidence required to restrict corporate behavior, and each invoked economic reasoning.52 Brunswick Corp. v. Pueblo Bowl-O-Mat (1977) placed the final nail in the coffin for the protection of small business as a legitimate goal of antitrust. Citing Brown Shoe to new purpose, the unanimous opinion emphasized that “[t]he antitrust laws … were enacted for ‘the protection of competition, not competitors,’ ” and that private antitrust litigants could not challenge a merger on the likelihood that it might drive smaller competitors out of business.53 This decision effectively marked the end of noneconomic concerns being addressed, even erratically, by antitrust policy.

At the same time, the Supreme Court was increasingly enshrining efficiency as the specific purpose of antitrust policy, and a Chicago approach as the correct one for thinking about how to promote it. That same year, the court decided Continental Television, Inc. v. GTE Sylvania, Inc., which has been called “the most important [in antitrust] since World War II,” and which drew heavily on the work of Chicagoans Robert Bork and Richard Posner. The majority opinion declared that resale restrictions it had found per se illegal in 1967 were in fact not illegal, because they could potentially increase efficiency.54 In a concurring opinion, Justice Byron White criticized the majority reasoning for “summarily rejecting” concern with “the autonomy of independent businessmen,” arguing that “this principle is without question more deeply embedded in our cases than the notions of ‘free rider’ effects and distributional efficiencies borrowed by the majority from the “new economics of vertical relationships.”55 And yet, this was a concurrence, not a dissent.

By 1979, the Court had fully accepted Robert Bork’s argument, laid out in his landmark 1978 book, The Antitrust Paradox, that consumer welfare should be defined as allocative efficiency.56 In Reiter v. Sonotone Corp., Chief Justice Burger—in something of an aside to the main argument—quoted Bork, writing, “Congress designed the Sherman Act as a ‘consumer welfare prescription.’ ”57 Since then, the courts have accepted consumer welfare, generally understood narrowly as economic efficiency, as the sole legitimate purpose of antitrust (although debate continues over exactly how it should be defined).58

Over the course of fifteen years, the purpose of antitrust policy narrowed from a complex mix of goals, including the promotion of broad consumer interests, the protection of small business, and the limiting of corporate power, to a single, efficiency-centered conception of consumer welfare. The change took place because both the federal antitrust agencies and the U.S. Supreme Court embraced the economic style, at a time when the business community was organizing and advocating for less aggressive antitrust enforcement. The “Reagan Revolution” has sometimes been seen as the start of a new era in antitrust, but for the most part, economic reasoning was already institutionalized by the time Reagan’s appointees arrived at their desks. As political scientist Marc Eisner wrote in his analysis of the antitrust agencies, “this revolution in antitrust was at most a coup.”59




Deregulating Transportation Markets

Centering efficiency in antitrust policy involved positive change: institutionalizing a new style of reasoning in the antitrust agencies, and a new goal for antitrust—consumer welfare—in the courts. As this took place, older, competing purposes were gradually delegitimized. In transportation policy, by contrast, the spread of economic reasoning involved a more active tearing down of an existing regulatory regime. By the 1970s, the United States maintained an extensive system of market regulations in the transportation industry that regulated prices and controlled entry into the rail, trucking, and airline industries. This system was designed not to promote efficiency, but rather to create stability and preserve a rough equity across consumers in different locations.

Economists across the political spectrum believed that easing these restrictions was desirable because it would improve efficiency. Doing so would require dismantling nearly a century’s worth of regulatory measures and agencies. This took place through the passage of legislation that deregulated each of these industries, as well as the elimination of the organizational locations (the Interstate Commerce Commission [ICC] and the Civil Aeronautics Board [CAB]) that propped up the old regime. A view of efficiency as the purpose of transportation regulation became hegemonic in the world of think tanks and policy advisors, yet it was never institutionalized through the law.



Federal regulation of transportation began with the railroads, sparked by the same late-nineteenth-century social upheavals that produced the antitrust movement. The Interstate Commerce Act of 1887 resulted from an uneasy alliance between a variety of groups with conflicting interests (farmers, shippers, merchants), but who shared an opposition to the monopolistic power of the railroads.60 Nearly fifty years later, New Deal legislation prioritized stability and access in the trucking and airline industries in the face of cutthroat competition.61 Carriers assented to price regulation and a commitment to ensuring broad access to service (including on unprofitable routes) at equitable prices, in return for which they would receive considerable protection from competition.

These principles remained solidly established into the 1960s. The regulated industries supported the existing governance regime, which faced little organized opposition. But by now, economists had begun to articulate a competing vision of market governance—one that applied not only to transportation industries, but to a variety of markets (energy, communications) where government set prices and limited entry. In this vision, the main goal of policy was to promote allocative efficiency.

In the 1960s, the economists gained a somewhat unexpected ally: liberal Democrats. A generation earlier, New Deal Democrats had supported transportation regulation out of a desire to achieve stability and equity. Starting in the 1950s, though, liberal political scientists—who began with the Interstate Commerce Commission and then moved on to agencies like the Civil Aeronautics Board, Federal Communications Commission, and Federal Power Commission—started to argue that government regulation tended to serve the interests of industry, which “captured” the agencies that governed it.62 By the 1960s, radical historians were amplifying the critique, claiming that the entire Progressive-era regulatory movement had effectively subsumed the public interest to the interests of business.63 Meanwhile, a growing consumer movement led by Ralph Nader portrayed transportation regulation as a technique to keep prices artificially high.64 Both the academic and popular critiques of economic regulation were more interested in market fairness than market efficiency, but they nevertheless produced liberal Democratic allies for economists’ deregulatory arguments.

Even so, the economists’ position remained a hard sell throughout the Kennedy and Johnson administrations. Both the strength of pro-regulatory interests and a strong conventional wisdom favoring transportation regulation favored the status quo. Johnson notably did display some curiosity toward deregulation by, for example, calling for “heavier reliance on competition in transportation” in his 1965 State of the Union address, but showed little follow-through.65 While Kennedy and Johnson paid lip service to the deregulatory arguments of their economists, the issue failed to gain momentum during their years in the White House.

Richard Nixon, surrounded with his bevy of Chicago School economists, moved transportation policy a step closer to deregulation. He created a committee, led by Harvard economist and CEA member Hendrik Houthakker, to review the possibility of “decontrol” of trucking and railways, a prospect Nixon thought might allow him to bring in the consumer movement as allies. When the massive Penn Central Railroad filed for bankruptcy in mid-1970, Nixon hoped that a deregulatory coalition might be put together that could overcome the almost certain opposition of truckers and other beneficiaries of regulation.66 But when his Department of Transportation drafted a bill proposing partial deregulation of the two industries in mid-1971, the administration abandoned it, declining to lobby on its behalf.67 Staff at the CEA and Antitrust Division continued to support the bill, but thought the administration’s lack of support was weakening its prospects.68

Houthakker continued to advocate for deregulation after returning to Harvard in 1971, to no immediate avail. The administration prepared another bill to deregulate railways in mid-1973, but by this point Nixon was becoming mired in Watergate, and no further progress was made.69 As CEA member Gary Seevers described them, the Nixon-era deregulatory efforts were “the story of a few brave but lonely economists stubbornly attacking the American economy’s largest legal cartel.”70



It was not until Gerald Ford took office in August 1974 that the deregulatory tide began to turn. By that point, the bipartisan, Brookings-centered network of I/O economists had expanded. Not only had the group supported an outpouring of academic work on the economics of regulation, but it had established ties with the CEA, the Antitrust Division, the Department of Transportation, and the Senate Judiciary Committee, among other locations in Washington. As future Supreme Court justice Stephen Breyer, a linchpin of this network, later recalled, by this point “[t]hey were all over the place, this group of people interested in deregulation, or lessened regulation.”71

Growing concern with inflation—which by mid-1974 had reached a record rate of almost 10 percent—also created an unexpected opportunity for economists to push deregulation up the political agenda.72 Upon ascending to the presidency, Ford immediately convened a “summit conference” on inflation that brought together a wide-ranging group of economists, both liberal (Kermit Gordon, Walter Heller, John Kenneth Galbraith) and conservative (Milton Friedman, Herbert Stein).73 The economists admitted they did not know how to stop inflation, but nearly all agreed that removing price and entry restrictions in regulated industries would be good policy. When Thomas Moore, a senior staffer in Nixon’s CEA and the author of a monograph on freight regulation, presented the group with a list of deregulatory goals, he found widespread support.74 All but two of the twenty-three economists present—including nearly all the liberals—signed off on the program.75 Although even Moore admitted that the link between economic deregulation and inflation was somewhat tenuous, he argued—and his colleagues apparently agreed—“I do think that it will help move things in the right direction … it is a desirable thing to achieve.”76

This growing advocacy among economists might not have mattered had Ford himself not been a strong personal advocate of deregulation. A month after the economists’ conference, Ford gave his “Whip Inflation Now” speech, which proposed deregulating the natural gas industry, establishing a National Commission on Regulatory Reform to overhaul the independent regulatory agencies, and reviewing the inflationary impact of all major executive regulations.77 Over the next two years, Ford repeatedly used his platform to advocate for deregulation, particularly, although not exclusively, of the transportation industries.78 Indeed, proponents of deregulation within his administration were pleasantly surprised, and his political strategists a bit dismayed, by just how committed to the project Ford turned out to be.79

Ford’s efforts were facilitated by a counterpart on the other side of the political aisle. Ted Kennedy, who saw himself as a consumer advocate, had become a champion of airline deregulation thanks to the efforts of Stephen Breyer. In the years since leaving his position as special assistant to Turner at the Antitrust Division, Breyer had honed his arguments for energy deregulation in a Brookings volume coauthored with Yale economist and Ford CEA member Paul MacAvoy.80 In 1974, he became special counsel for a Senate Judiciary subcommittee chaired by Senator Kennedy. From that post, Breyer advocated for airline deregulation—the industry where the strongest deregulatory case could be made.81 Kennedy picked up the issue and, in early 1975, orchestrated major hearings on airline deregulation that turned out to be “an outstanding dramatic success.”82 The substantially lower cost of intrastate flights in California and Texas, which were not subject to the same federal regulations governing interstate travel, proved to be a media hook that put a public face on the issue: “[W]hy can I fly from Los Angeles to San Francisco for $18, but to go from Washington to Boston is $45?”83 To Breyer’s surprise, not only did the hearings get media coverage, “it was front page of the New York Times.… Page one! We didn’t think it would be page one.”84

Indeed, between Ford’s repeated advocacy and the Kennedy hearings, media coverage of regulation increased dramatically in the mid-1970s, as evidenced, for example, by headlines in the New York Times. This growing public attention proved helpful when Ford sought to leverage a crisis in the railroad industry into a new political opportunity. By mid-1974, no fewer than eight railroads had filed for bankruptcy protection, an opportunity Ford sought to leverage by asking Congress to make railroad loans conditional on deregulation. After difficult negotiations, he managed to get the Railroad Revitalization and Regulatory Reform Act, which gave railroads more freedom to set their own rates, through Congress in February 1976.85 Upon its signing, Ford noted with satisfaction that removing these regulations would help “our railroads to operate efficiently and competitively.”86

By 1976, Ford had also begun to move the needle on airline deregulation. He appointed John Robson, a strong supporter of deregulation, as chair of the Civil Aeronautics Board (CAB), which set fares and routes for the airline industry.87 Robson used his position to advocate for a deregulatory agenda within and beyond the agency—for example, in its communications with Congress.88 And John Snow, an economist serving as a senior official at the Department of Transportation, was put in charge of assembling a bipartisan coalition. Snow organized a major push to identify likely supporters in Congress, and talked to some seventy-two members himself. Inspired by the arguments that I/O economists had been developing for a decade but facing a more favorable environment for action in the wake of Kennedy’s airline hearings, Ford’s appointees continued to build support for airline deregulation. Yet momentum on the issue disappeared as the presidential campaign got fully under way, and Ford would not be the one to see the issue through.89

President Jimmy Carter ultimately became the unlikely champion of transportation regulation. While the issue did not feature prominently in his campaign, as president, Carter oversaw deregulation of all three major modes of commercial transportation: air, trucking, and rail.90 While Carter became a strong advocate of deregulation, the rising tide of Congressional support and his staff’s commitment to the issue, along with decreasing industry opposition in the face of de facto deregulation by CAB and the changing public mood, were more important than his advocacy. As political scientists Martha Quirk and Paul Derthick put it, “it was a ripe issue to which he conveniently fell heir.”91 But other developments were more important to deregulation’s success than Carter’s personal support.

First, Congressional leaders from both sides of the aisle continued to advocate for transportation deregulation. Kennedy’s commitment to airline deregulation persisted; in 1978 he also held hearings on trucking deregulation.92 Fellow Democrat Howard Cannon, chair of the Senate subcommittee on aviation, became an advocate as well.93 And Mary Schuman, who helped write an early Kennedy-Cannon airline deregulation bill from her staff position at the Senate Commerce Committee, became Carter’s main staffer in charge of deregulatory legislation.94 Republicans, too, supported the effort; both James B. Pearson, the ranking minority member of the Senate aviation subcommittee, and Gene Snyder, his House counterpart, were proponents of airline deregulation.95

Second, Carter’s economists, like Ford’s, were basically unanimous in their support of transportation deregulation.96 Charles Schultze—onetime champion of PPBS as director of LBJ’s Budget Bureau—chaired Carter’s CEA. During a recent stint at Brookings, he had written The Public Use of Private Interest (published in 1977), which advocated for the use of markets and incentives, rather than rules, to achieve regulatory goals.97 Both of the economists who filled the CEA’s microeconomics slot (first William Nordhaus then George Eads) were strong supporters of deregulation.98 And the Council on Wage and Price Stability, an economics office established by Ford to combat inflation that Carter continued, saw deregulation as an important component of its project.99

Yet while the economists’ take on transportation deregulation was now bipartisan and widely held, industry interests in maintaining the regulatory regime were still too entrenched to permit immediate legislative change. Across the transportation industries, the incumbent players appreciated the stability of government regulation, the protection it offered from competition, and the market it ensured. They had significant influence in shaping the form regulation took, even if they did not always like being confined by it. While smaller participants—regional airlines, independent truck owner-operators—might chafe at being restricted from some markets, the support of the biggest regulated companies for the existing regulatory regime was a significant barrier to its removal.

The critical step in overcoming that block was Carter’s appointment of an avid deregulator to chair the CAB, a decision that indirectly pushed the Interstate Commerce Commission, which oversaw the rail and trucking industries, in a deregulatory direction as well. Through administrative means alone, the regulatory agencies began to dismantle the regulatory process, destabilizing the environment and thus removing one of the major benefits of regulation for the dominant industry players. Eventually, this reached a point where some industry leaders began demanding congressional action—which would at least restore predictability—as preferable to continued uncertainty.

The most important actor in this process was Cornell I/O economist Alfred Kahn, who Carter appointed to lead the Civil Aeronautics Board in the summer of 1977.100 Kahn began his career as an institutional economist with a strong pro-regulatory bent, but in the 1960s he underwent a road-to-Damascus conversion to neoclassical economics.101 His politics remained liberal, and his two-volume 1971 classic, The Economics of Regulation, continued to reflect an institutionalist attention to real-world detail, but Kahn nevertheless adopted the deregulatory position that had become standard among modern economists.102 In the mid-1970s, as chairman of the New York Public Service Commission, he led a major reform of electricity and telephone regulation in New York State that launched his national reputation as a policymaker as well as an economist.103

It is not surprising, then, that Kahn was Carter’s pick. Indeed, Stephen Breyer later recalled that “[t]he object [upon Carter’s election] was to get Fred Kahn appointed [c]hairman of the CAB.… Everybody [in the deregulatory network] is working for that.”104 Upon arriving in Washington, Kahn quickly got to work. He garnered headlines with his mediagenic personality (he once quipped to airline executives, “I really don’t know one plane from the other. To me they are all marginal costs with wings”), but he made substantive changes behind the scenes, including in staffing the board.105 Kahn immediately appointed new leadership at the CAB more in line with his own views, including Philip Bakes (an attorney who had worked on Kennedy’s airline hearings) and Michael E. Levine (a law-and-economics professor best known for a 1965 article on the airline industry titled “Is Regulation Necessary?”).106 Then he created a new Office of Economic Analysis and placed economist Darius Gaskins, most recently director of the FTC’s Bureau of Economics, in charge.107 Kahn also benefited from the strong support of fellow Carter CAB appointee (and I/O economist) Elizabeth E. Bailey, who Kahn later called “the most ardent deregulator on the board.”108

With committed proponents now in key positions, CAB began deregulating unilaterally.109 The agency began giving airlines a greater ability to discount fares, by as much as 50 percent, from the CAB-approved rates.110 It authorized applicants to fly out of new airports, like Chicago Midway, to promote competition. By mid-1978, half of coach tickets were being sold for less than the official rate set by CAB. Kahn and his allies on the board were highly satisfied with the changes they had made to CAB’s procedures.111 And those changes not only increased economic efficiency, to Kahn’s satisfaction, but were popular with consumer advocates like Nader, who did not particularly value efficiency for its own sake.

With Kahn making headlines at the CAB, other regulators paid attention. At the Interstate Commerce Commission (ICC), A. Daniel O’Neal, an attorney who had been appointed to the commission by Nixon and made chair by Carter, was not a particular supporter of deregulation at the time he was elevated into the position. But in response to the prevailing political winds, O’Neal hired an economist to head a new policy planning office within the ICC.112 Armed with economic insights from his new analysts, O’Neal began dismantling the regulatory framework that governed freight transport. These efforts only intensified when Carter appointed Darius Gaskins, head of CAB’s Office of Economic Analysis, to replace O’Neal as ICC chair in 1980.113

The 1976 Railroad Revitalization and Regulatory Reform Act had already stripped the ICC of most of its authority over rail transport. By the time Carter took office, the ICC’s responsibilities primarily focused on trucking. The measures that first O’Neal, and later Gaskins, implemented in the trucking industry paralleled the changes that Kahn set in motion in the airline industry. Just as CAB had, on its own volition, allowed airlines to sell tickets for less than the government-approved rate and encouraged competition on new routes, the ICC also increased truckers’ flexibility in setting rates and started approving new entrants much more freely. By encouraging competition and allowing the market, not the government, to set prices, supporters hoped these industries would become more efficient, with benefits for producers and consumers alike.114

On their own, CAB and the ICC could not simply repeal transportation regulation. But they had considerable discretion in their actions. Congress had asked them to set rates for the transportation industries, and gave them authority to limit who could offer service on particular routes. But the agencies could carry out their mission so in ways that were more or less promoting of price competition, reflecting their own view of their purpose. Their leadership could also change the agencies’ internal structure and staffing, so that adherents to the economic style were better represented. This would encourage the agencies to carry out their work in ways that favored, instead of limiting, competition.

These sorts of unilateral changes also had a political ripple effect, in that they disrupted the status quo and made the regulatory regime look increasingly undesirable to regulated industries, which favored it in part because of its predictability. By changing the politics of the situation, the leadership of the regulatory agencies created the space for Congress to act. The airlines withdrew their opposition to a deregulatory bill, and the trucking industry came to actively support one.115 Congress forged ahead with the passage of the Airline Deregulation Act in 1978, followed in 1980 by the Motor Carrier Act and the Staggers Rail Act, which further loosened rules already relaxed by the 1976 railroad deregulation legislation.116 Significantly, these laws not only removed price and entry restrictions in transportation industries, but also put the regulatory commissions themselves on a path to disappearance. The Airline Deregulation Act set CAB to sunset in 1984, and the trucking and rail laws limited the ICC’s scope. The latter would be abolished entirely at the end of 1995.117

In transportation policy, the advance of the economic style meant tearing down an existing regime instead of restructuring it. By helping to pass legislation that ended price setting and entry restrictions in transportation markets, and by eliminating entirely the commissions that had, for decades, used a stability-and-equity lens to administer those restrictions, advocates of the economic style changed the rules of market governance so that they centered efficiency in fact, if not in law.



Beyond Antitrust and Transportation

While the influence of the economic style in antitrust policy and transportation regulation is particularly striking, economic reasoning also became more important to other types of market governance. In a number of actively regulated markets, the logic of efficiency became increasingly visible in the 1970s. As I/O economists and likeminded thinkers changed the terms of debate, their approach came into conflict with other prominent logics, including fair prices, equitable access, reasonable returns, and professional privileges. The institutionalization of the economic style was not always as thorough in these other domains as it was in antitrust, nor were economists’ recommendations as fully implemented as they were in transportation policy—but to the extent that institutionalization occurred, it produced visible effects on policy.

In policy domains governed by a New Deal stability-and-equity regime, including energy, telecommunications, and banking, an embrace of the economic style generally meant making efficiency a central goal. It could, though, also involve attention to other concerns, like innovation, that made sense within an economic framework. Economists working in these policy domains typically advocated for deregulation—that is, removing restrictions on competition and allowing the market, not government, to determine prices—but they favored it less uniformly in areas beyond transportation, in which the economic evidence was understood to be quite strong. Regardless of the extent to which they thought a given industry should be deregulated, though, advocates of the economic style usually viewed allocative efficiency as the goal that market governance should be striving toward.

Telecommunications, for example, was governed by regulatory arrangements that were solidified with the creation of the Federal Communications Commission (FCC) in 1934. Like transportation, the telecommunications regime sought to ensure nondiscriminatory, “fair and equitable” access to telephone services at “just and reasonable” prices.118 Decades later, some industrial organization economists still believed that natural monopolies existed, that telephone service might be such a monopoly, and that government regulation of a natural monopoly might produce a better outcome than leaving the monopoly unregulated. But they viewed the question of whether the government should be regulating prices and entry through the lens of maximizing total surplus rather than fairness or equity.119

For most of the twentieth century, long-distance telephone service was monopolized by AT&T, a conglomerate whose regional subsidiaries also controlled local phone service in most of the United States. The FCC regulated the rates AT&T could charge for long distance and the services it could offer, largely with the company’s approval. The FCC began taking baby steps toward promoting competition as early as 1968 in response to congressional criticism that it was too lax in its oversight of “Ma Bell,” and the monopoly’s inability to keep up with demand for certain specialized services.120 These changes were meant as tweaks to the existing regulatory paradigm, rather than being motivated by the economic style. But with the deregulatory movement gaining influence in the 1970s, Charles Ferris, Carter’s FCC chair, began staffing his agency with the same sorts of economists who were driving change in antitrust and transportation policy. He expanded the commission’s Office of Plans and Policy, placed it under the direction of economists, and “more than doubled the total number of economists in the agency, “to about 100.”121 In the following years, the FCC increasingly discussed the purpose of telecommunications governance in economic terms, rather than in its older language—a shift that would affect, for example, its management of the electromagnetic spectrum.122 And while each regulatory domain unfolded along its own path, similar patterns could be seen in the governance of energy markets (oil, natural gas, electricity) and in banking.123

Not all less-than-perfect markets, though, were governed by a stability-and-equity regime. Healthcare, for instance, had not generally been thought of as an industry prior to the 1970s, and indeed the very notion would have been rather odd. This meant that medicine was not subject to the same kind of government rate-setting and direct control over entry seen in telephone service or the airline industry. For most of the twentieth century, the federal government left medicine mostly to the states, which treated it as a profession, granting a monopoly to physicians in exchange for ensuring the qualifications of practitioners and a nominal commitment to an ethical code. But as Washington stepped in with the creation of Medicare and Medicaid in the 1960s, medical care moved closer to becoming another federally regulated industry in which government set prices and controlled the entry of providers. Policymakers justified this shift with concerns about equity and the idea of a right to medical care.124

Over the next decade, advocates of the economic style—including a RAND-aligned group committed to efficiency in government spending and a Chicago-aligned group committed to efficiency through market forces—came to articulate a competing vision for healthcare.125 They championed “institution-building for competition,” with the goal of harnessing market forces to promote efficiency, over either professional monopoly or government regulation of prices and entry.126 The view culminated in Alain Enthoven’s late-1970s proposals for what would come to be called managed competition.127 As economists became more influential at agencies like the Department of Health, Education, and Welfare and the FTC, they were increasingly able to advocate for this market-centered view of healthcare.128

In contrast with markets governed by New Deal stability-and-equity regimes, advancing the economic style in healthcare did not require tearing down existing frameworks, beyond overturning case law that limited competition among medical professionals. Instead, it meant preventing a somewhat laissez-faire governance regime from being replaced with command-and-control-style regulation—a project advanced in part by creating regulatory frameworks that would support new forms of competition between insurers and among healthcare providers. While it would take some time for this economic conception of healthcare governance to come to full fruition, by the end of the 1970s it was already beginning to gain ground.129



Institutionalizing the Economic Style of Market Governance

Between the late nineteenth century and the New Deal era, the United States established a legal and organizational framework for governing both market competition in general (antitrust policy), and a range of specific markets that showed tendencies toward monopoly or where stability and broad access were concerns (for example, transportation, energy, and banking). Introduced while the country was adapting to massive technological and economic change, and cemented during a period of economic collapse, this framework centered several ways of thinking about the purpose served by market governance. Although the exact motivations for regulating varied, none focused on the promotion of efficiency.

In antitrust, these purposes included limiting concentrated political and economic power, as had been embodied by Standard Oil and other late-nineteenth-century trusts. It also meant protecting the existence of small businesses, which policymakers (and many members of the public) saw as integral to civic life. In the transportation, energy, and financial industries, it meant ensuring stability and protecting those industries from “ruinous competition.” And in areas where markets on their own might not provide service to all, like electricity and telephones, regulatory policy aimed to ensure equitable access, even when services could not be delivered at a profit.

The economic style of reasoning, which centered the promotion of allocative efficiency and the expansion of economic surplus as the purpose of market governance, had not yet consolidated when this framework was being put into place. Yet by the 1960s, as the economic style was coming to dominance in academic circles, the social, political, and technological circumstances that had produced the original framework for market regulation had changed considerably. Technologies had evolved and industries developed in ways that restructured markets, making some of them potentially more competitive. In the boom decades after World War II, economic stability seemed like an increasingly distant concern. And meanwhile, a range of observers both inside and outside the academy were becoming concerned that regulation was serving the interests of the regulated, not those of the larger public.

These changes opened the door to economists’ efficiency-centered critique of the older market governance regime—of an antitrust regime that was anti-bigness, even if that meant being anti-efficiency, and of regulation that prevented competition and kept prices artificially high. During the 1960s and 1970s, this critique steadily gained ground—championed first by Harvard School structuralists who were typically liberal and often served under Democratic administrations, then, increasingly, by more government-skeptical adherents of the Chicago School. These two groups of scholars differed in their broad political orientations and in their faith in the beneficial potential of government. Yet their shared commitment to the economic style helped them to find common ground and to advocate for policies that challenged the status quo and sought to promote efficiency.

Over the course of the 1970s, this economic approach to market governance gained ground. Economics offices became larger, more professionalized, and more influential in a range of regulatory agencies. In transportation policy, administrative decisions destabilized the old regime, setting in motion of series of legislative actions that ultimately undid their authority. These decisions established market competition, with efficiency as the de facto policy goal. In antitrust policy, a feedback loop between enforcement actions and court decisions institutionalized economic reasoning as the only legitimate lens through which policy could be pursued. As these changes took place, the older goals that had motivated the original market governance regime—limiting concentrated power, protecting small business, promoting stability, and ensuring equity—became increasingly marginal.

As was the case in social policy, the economic style was not uniformly influential across the various domains of market governance. Yet by the end of the Carter administration, it had come to play a substantial role in redefining the goals of policy in a number of important areas. In antitrust, in transportation regulation, and increasingly in areas like telecommunications policy and even healthcare, debates over the future of policy were beginning to take place in economic terms, with other concerns shunted aside. But the influence of economic reasoning would not be limited to questions of market pricing and entry alone.
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The Economic Style and Social Regulation


Between 1966 and 1973, policymakers in Washington unleashed a massive wave of social regulation that transformed the role of the federal government. Implemented at a moment of historic optimism about how government could improve the lives of ordinary Americans, the surge of legislation and administrative rules transformed Americans’ relationships to work, safety, and the very environment in which they lived. These years saw the creation of the Environmental Protection Agency (EPA), the Occupational Safety and Health Administration (OSHA), and the National Highway Traffic Safety Administration (NHTSA), among other new agencies, as well as the passage of laws like the National Environmental Policy Act (NEPA) and the Clean Air and Clean Water Acts.

The laws expanding social regulation, like those creating the institutions of the Great Society, did not reflect the economic style of reasoning. Instead, they were grounded in different ways of thinking about policy, including ideas about rights to clean air and water and a logic of good governance tied to theories about how strong, inflexible, technology-based regulatory standards might avoid regulatory capture. Almost immediately, though, industry groups began demanding that policymakers incorporate cost-benefit analysis into proposed regulations. While industry groups mostly wanted cost-benefit analysis because they expected it to limit regulation, liberal economists—who typically supported government’s role in ensuring the public’s health and safety—liked it for a different reason: its promotion of efficiency.

The authors of the initial wave of 1960s social regulation anticipated this response. They therefore insisted that rules designed to protect the public’s welfare set high standards while excluding, wherever possible, consideration of costs. Coming in the age of the moon shot, the initial regulatory salvo also incorporated a marked optimism about the power of technology to solve problems. In response to concerns about regulatory capture, they built ambitious and relatively rigid rules—like simply banning water pollution unless the “best available technology” for pollution control was used—because they saw inflexibility as a tool for preventing capture.1 The new social regulation limited administrative agencies from weighing costs and benefits, and it did not seek efficient outcomes, focus on incentives, or systematically consider trade-offs, as the economic style might prescribe.

The backlash was predictable and immediate. Over the course of the 1970s, industry groups allied with economists from across the political spectrum who believed that social regulation could be made more efficient. The economists who took up their standard spanned both the systems analytic and industrial organization communities and worked in both Republican and Democratic presidential administrations. Whatever their professional or political background, they shared a desire to center efficiency and cost-effectiveness as policymakers made decisions about how to govern markets.

As had been the case with the Great Society, the ascendance of the economic style in social regulation conflicted with the values of the environmental and consumer movements that had produced the new social regulation in the first place. The economic style, for example, dismissed an ecological approach that saw the value of individual species as impossible to disentangle from those species’ role in sustaining larger ecosystems. The economic style saw arguments for fundamental rights to clean air or a safe and healthy workplace as unreasonably rigid, as such arguments failed to consider the economic trade-offs of ensuring those rights. The economic style was moreover unmoved by environmentalists’ arguments that environmental protections would erode under cost-benefit analysis because a flexible rulemaking process would inevitably fall prey to regulatory capture.

Together, advocates of the economic style established administrative rules that placed cost-benefit analysis at the heart of social regulation and made efficiency the main criterion for determining its quality. In the process, they further institutionalized the use of economic reasoning in a variety of regulatory domains and built capacity for economic reasoning within the executive branch. This, in turn, set the stage for the introduction of other approaches to regulation—emissions trading, for example—that were more compatible with the economic style than what economists and then a wider range of critics came to call, somewhat derogatorily, “command-and-control” regulation.

As usual, the economic style had more impact in some areas than others—more, for example, in environmental policy than occupational safety. Yet to the extent that the economic style was successfully institutionalized, efficiency became a more central lens for evaluating what made for good policy in the arena of social regulation. Competing frameworks—whether grounded in the idea of sacrosanct rights, the unpredictability of ecological interactions, or a distinct theory of good governance—moved to the sidelines of political debate.


The Noneconomic Roots of Social Regulation

By the late 1960s, the side effects of increasing consumer affluence in the United States were becoming more and more apparent. Even in the 1950s, widespread pollution of the air and water was becoming visible not only to neighbors of contaminant-spewing factories, but to a more politically influential swath of white, middle-class Americans whose leisure activities it was beginning to impact. The 1962 publication of Rachel Carson’s Silent Spring, which described the deadly effects of the widely used insecticide DDT on other parts of the food chain, raised the public’s awareness of other, less directly visible, ways that human actions were harming the natural environment.2

The growing salience of environmental concerns was matched by increased discussion of other issues that a well-off society could afford to pay more attention to than it had in earlier stages of industrialization, like public health and safety. In 1965, Ralph Nader’s Unsafe at Any Speed drew national attention to the safety risks of automobiles, causing a public uproar.3 And in 1967, the news of the cancer deaths of a large number of uranium miners, emblematic of a broader increase in industrial accidents and occupational health risks, helped give workplace safety a more prominent place on the political agenda.4

Public demands that the government protect the environment and address workplace safety coalesced into a movement that brought together environmental activists and consumer movements, public health professionals, and organized labor. And with an activist Congress in office, Washington was ready and willing to respond their demands. Increasingly, Democrats embraced regulation as a strategy to solve these kinds of problems, as regulation promised to address such issues without requiring the same budgetary commitment as new government programs.5 Indeed, in many ways the dramatic expansion of social regulation that began in the late 1960s can be seen as a second wave of the Great Society—taking place after guns had begun to squeeze out butter, but before cynicism about government’s capacity to solve problems had fully set in.

During the 1960s and 1970s, but especially between 1966 and 1973, Congress passed a series of bipartisan laws that created new regulatory agencies and set ambitious new environmental, health, and safety standards. All in all, thirty-six new agencies were established during these two decades. Both the number of federal regulators and their budgets grew fivefold.6

These agencies ranged from the National Highway Traffic Safety Administration (NHTSA, created in 1966) to the Occupational Safety and Health Administration (OSHA, 1970) to the Environmental Protection Agency (EPA, 1970) to the Consumer Product Safety Commission (CPSC, 1972)—among many others.7 The laws establishing these agencies were complemented by other historic pieces of legislation, like the Clean Air Act of 1970 and the Clean Water Act of 1972, that set out bold new goals for the country to achieve. This dramatic expansion of the role of government began under Lyndon Johnson, but much of it was achieved with the active, if sometimes reluctant, cooperation of Richard Nixon.8

A variety of movements and interest groups advocated for this expansion of social regulation, and it had no single organizing principle. Yet much of its foundational legislation was built on a handful of ways of thinking about government—about what it should try to accomplish, and about how to ensure the success of those attempts.

One prominent theme, for example, was a logic of rights. As legal scholars Jerry Mashaw and David Harfst note, during the 1960s, “[i]n programs ranging from housing to legal services to medical care, Congress was busily creating whole new bundles of need-based ‘rights.’ ”9 The environmental and consumer movements drew inspiration from the success of the civil rights movement, and activists increasingly positioned health, safety, and access to clean air and water as part of a larger egalitarian framework of rights. The Occupational Safety and Health Act, for example, “created a universal and substantive right to safety and health.”10 If health, safety, and a clean environment were rights, it implied that achieving them was worth almost any cost.

These laws also reflected a deep desire within government agencies at the time to harness national progress to scientific achievement. The space program, in particular, reflected a moment of technological optimism. Many of the new regulations incorporated the idea of “technology forcing”—that government could set high standards as a means of pushing industry to develop and adopt the new technologies that would help to meet them.11 Within environmental law, to an extent that can be surprising from the present, the regulatory framework also depended on an ecological mindset that emphasized the interconnectedness of the natural world.12 If the loss of a single species or the contamination of a specific stream could have unpredictable effects on the larger ecosystem, this implied a need for greater protection than if the consequences of environmental damage were more linear.

Last, this wave of legislation was shaped by ideas about good governance, and particularly by a specific theory of regulatory politics. Recent experience had shown legislators the difficulty of producing environmental legislation that would live up to its intent. In 1965 and 1967, for example, Congress had passed Water and Air Quality Acts that offered states a great deal of flexibility, but turned out to be relatively feeble—an outcome that encouraged lawmakers to move toward less flexibility in future attempts at environmental improvement.13 More generally, as we have already seen in the case of market governance, lawmakers were increasingly convinced of the need to protect agencies from regulatory capture. Some of this reaction was prompted by Ralph Nader’s emerging consumer movement, which attacked government agencies for being far too receptive to the concerns of the industries they oversaw.14 But legislators were also significantly influenced by arguments from academics.15 In particular, they listened to political scientist Theodore Lowi, whose influential 1969 book, The End of Liberalism, argued that executive agencies were particularly susceptible to industry capture when they were given too much leeway by Congress.16

Congress responded to these pressures by writing legislation that insulated regulatory agencies from weakness and capture. These laws created executive-branch offices led by political appointees, rather than independent ones governed by fixed-term commissioners, under the theory that more direct accountability to the president would curb regulatory agencies’ responsiveness to industry. New agencies oversaw particular issues, like workplace safety or the environment, rather than specific industries, like airlines or banking. And, critically, legislation set high, inflexible standards that limited the consideration of cost in regulatory decisions.17 The Occupational Safety and Health Act, for example, assured no “material impairment of health or functional capacity even if such employee has regular exposure to the hazard dealt with … for the period of his working life”—an undeniably high standard.18 The Clean Water Act required that “the discharge of pollutants into the navigable waters be eliminated by 1985”; the Clean Air Act set air quality standards at the level “requisite to protect the public welfare from any known or anticipated adverse effects associated with the presence of such air pollutant[s].”19 Indeed, as political scientist George Hoberg later wrote of the Clean Air Act of 1970, it “reads as if it were written by Theodore Lowi himself.”20

This initial wave of legislation and administrative rulemaking was notably devoid of economic reasoning. The economic style, with its emphasis on trade-offs and efficiency, never would have prescribed rules that did not take cost into account. From a cost-benefit perspective, the optimal level of air pollution, worker illness, or car accidents might be lower than its current rate, but it was probably not zero. It was irrational and misguided to simply legislate a certain level of worker health or traffic safety without evaluating the costs of achieving that goal.21

It was not that economists lacked things to say about these policy domains. As early as 1965, the Council of Economic Advisers suggested “a system of fees for the discharge of effluent”—a proposal very much out of sync with the contemporary policy environment—and it continued to make such suggestions in both Democratic and Republican administrations.22 But economists were not yet significant players in this particular arena. Only one economist—employed by the AFL-CIO, and trained in the institutionalist era—was called to testify in the protracted series of hearings leading to the Clean Air Act, for example.23 The ultimate result of this lack of influence was legislation that “economists generally condemned.”24 As economist Marc Roberts wrote with frustration of the Clean Water Act, “There is to be no case-by-case balancing of costs and benefits, no attempt at ‘fine tuning’ the process of resource allocation. All state/local discretion on how clean different streams are to be is effectively eliminated. Technology alone will be the constraint.”25

Yet while economic reasoning did not, for the most part, directly make its way into this wave of environmental, health, and safety legislation, systems analysis was nevertheless still in the air and had some effects on the form that one major new law took. While the immediate impact of the systems analytic approach was relatively modest, its limited introduction nevertheless opened the door to a subsequent expansion of economic reasoning into social regulation—an expansion that in the long run would prove significant and consequential.



NEPA and an Opening for the Economic Style

The National Environmental Policy Act (NEPA) provided the crack in the social regulation door through which economic reasoning slipped. Passed in 1969, NEPA required executive agencies to issue Environmental Impact Statements on their proposed activities as a means to force them, for the first time, to pay attention to those impacts. It also created the Council on Environmental Quality (CEQ)—a new White House office—to oversee NEPA, analyze the state of the environment, and produce an annual Environmental Quality Report. Strongly inspired by ecological ideas about the interconnectedness of all living things, the bill’s stated purpose was “[t]o declare a national policy which will encourage productive and enjoyable harmony between man and his environment.” Its text referred to the “biosphere” and “ecological systems.”26

Yet NEPA also exhibited systems analytic thinking in its discussion of “relevant alternatives and analysis of all consequences.”27 Environmental Impact Statements required agencies to tabulate the environmental costs of their activities, much as they did for economic costs. The CEQ was modeled after the Council of Economic Advisers (CEA) and shared with it a broadly economic style of economic reasoning.28 Senator Henry Jackson, NEPA’s “chief architect,” argued that the law would serve as a basis “for applying to environmental management the methods of systems analysis that have demonstrated their value in universities, private enterprise, and in some areas of government.”29 Legal scholar Colin Diver later pointed to it as part of the “triumph of comprehensive rationality,” in which “Congress endorsed the idea of comprehensive analysis for a broad class of administrative decisions.”30

Although systems analysis was in the air, NEPA’s use of the cost-benefit approach drew on traditions beyond RAND and its network of policy analysts. Cost-benefit analysis had a long and independent (but intersecting) tradition in water resource policy, where it was used to evaluate projects like building dams.31 Originally developed by engineers and practitioners, the practice found its way into welfare economics in the late 1950s, through work conducted by RAND and Resources for the Future (RFF), a small Washington think tank closely networked with RAND that conducted economic research on natural resource issues.32 The history of cost-benefit analysis in water resource policy, and the prominence of RFF within this community, meant that policymakers working on environmental legislation were likely to be exposed to this style of thinking through multiple channels—not just the Planning-Programming-Budgeting System (PPBS).

The way such thinking was actually incorporated into NEPA, though, was relatively informal. NEPA simply sought to “insure that presently unquantified environmental amenities and values may be given appropriate consideration in decision-making along with economic and technical considerations.” The law required all agencies to accompany their recommendations and reports with statements on (1) environmental impacts of the proposed action, (2) unavoidable adverse environmental effects, (3) alternatives to the action, (4) the relationship between short-term and long-term effects, and (5) any irreversible resource commitments involved.33 Nothing in the enabling legislation required formal cost-benefit analysis, or even that environmental protection be weighted as heavily as other goals.34

It was the judicial branch that interpreted NEPA as a mandate for cost-benefit analysis. Beginning with Calvert Cliffs’ Coordinating Committee, Inc. v. AEC, a landmark 1971 decision, the courts insisted on a “rigorous balancing of costs and benefits” in environmental protections. In that case, the D.C. Court of Appeals found that the Atomic Energy Commission, which had historically shown limited concern with the environmental impacts of nuclear weapons and energy, had neglected to sufficiently consider the potential environmental costs of a nuclear power plant being constructed on Chesapeake Bay.35 The commission responded by including a formal cost-benefit analysis as part of its Environmental Impact Statement. Encouraged by reaffirming court decisions, other agencies soon followed suit.36

This interpretation of NEPA opened the door to much more expansive requirements for cost-benefit analysis across the federal government, just as the introduction of PPBS at DOD had led to its rollout in other agencies.37 The court’s decision also made the actual techniques used for such analysis potentially subject to judicial review.38 At the beginning, the focus was on evaluating the (environmental) costs of government projects, not the costs (environmental or otherwise) of government regulations. Yet the precedent of Calvert Cliffs’ shifted expectations and left open the possibility that government regulations, as well as projects, might eventually be subject to such tests.39



Advancing Cost-Benefit Analysis of Social Regulation

Regulatory skeptics saw in cost-benefit analysis a tool for controlling government agencies in much the same way that centrists within the Johnson administration deployed PPBS as a tool to tame the radical edges of Great Society programs. The analytical technique had long played this role within federal water policy: the history of cost-benefit analysis was essentially an ongoing series of battles between the Army Corps of Engineers and the Bureau of Reclamation, both of which wished to build large dams, and the Bureau of the Budget, which wanted to rein them in.40 The logical pathway from using cost-benefit analysis to control government spending, to using it to control government rulemaking, was not a long one.

An early indication of how the politics of cost-benefit analysis would play out came in the debate over the 1966 Motor Vehicle Safety Act. The auto industry called for the law—one of the first in this wave of social regulation—to include language which would require “a balancing of costs versus benefits” in the demands it made.41 Over the next few years, the auto industry would continue this strategy, with carmakers arguing first to the NHTSA and then the courts that new regulations should be subject to cost-benefit tests.42

Not long after, the same idea was proposed in a different context by Allan Schmid, a Michigan State University agricultural economist on leave at the Army’s Systems Analysis Group. The Systems Analysis Group—a legacy of the introduction of PPBS to the Defense Department—oversaw the Army Corps of Engineers, among other groups, and was initially tasked with reviewing Corps projects.43 Schmid suggested “that cost-benefit analysis should be applied not just to the evaluation of public expenditures, such as flood control projects, but to regulatory rulemaking as well.”44 “Both public spending and rulemaking decisions,” he wrote in a 1969 paper presented to Congress’s Joint Economic Committee, “produce benefits and have opportunity costs, and thus can be compared and ranked together as alternatives in a PPB system.”45 Following his lead, the Systems Analysis Group began conducting such reviews on regulations proposed by the Corps, “including those related to the zoning of flood plains and controlling the water levels in dams for the competing uses of flood protection, water supply, power, and recreation.”46 Although the scope of their efforts was narrow, the staff who developed techniques to carry out this work would later take their experience with them—and subsequently apply it to much broader regulatory domains.



While automakers were advocating for cost-benefit analysis of social regulation as early as the mid-1960s, a broader swath of industry began to pick up this strategy in the early 1970s as new environmental laws were passed. Nixon was begrudgingly forced by public opinion into protection of the environment. But he also established the National Industrial Pollution Control Council (NIPCC), a White House advisory body, in 1970 to represent industry interests.47 The NIPCC, which counted not only automakers but companies like DuPont, Exxon, and U.S. Steel among its members, achieved what one participant described as “a broad corporate consensus on environmental policy” that centered on cost-benefit balancing as the working principle of environmental regulation.48

The NIPCC initially faced an uphill battle. While the Chamber of Commerce had advocated for cost-benefit weighing in hearings leading up to the Clean Air Act, the legislation that passed intentionally excluded language that would account for the cost of cleaning the air.49 And the new EPA, also established in 1970, took a surprisingly aggressive approach to enforcement. Under the leadership of administrator William Ruckelshaus, the new agency dived headfirst into action, in a scramble Ruckelshaus liked to refer to as “running the 100-yard dash and taking your own appendix out at the same time.”50 The EPA brought under one roof scientists from a hodgepodge of preexisting offices with backgrounds ranging from civil engineering to entomology, but it was dominated by lawyers. Like their legal colleagues at the antitrust agencies, the EPA’s lawyers gravitated toward a “culture of enforcement” that interpreted success through the lens of winnable cases.51 Neither the scientists nor the lawyers operated within an economic framework.

While advocates of the economic style were thin on the ground at EPA, they did have one small foothold from which they could grow their power. The agency quickly established a PPBS-style Office of Planning and Management (OPM), led by economist Robert Sansom, and within it an Economic Analysis Division employing eight staff researchers.52 Consistent with the systems analytic tradition, Sansom envisioned economic analysis as a tool for administrative decision-making.53 And while the early EPA was dominated by a legal enforcement approach to environmental problems, Administrator Ruckelshaus understood the political power of economic analysis in protecting the agency from critique, both in and out of government.54

Yet in keeping with the statutory requirements of the Clean Air Act, the EPA did not consider costs in setting air quality standards. This was a matter of great concern to the corporate polluters represented by the NIPCC, which began spelling out its position in increasing detail. The group began collecting a litany of member complaints castigating the costs of environmental regulation as a burden on American industry. In what soon become a theme in industry pushback to environmental regulation, their studies consistently invoked economic reasoning.55

In response to this corporate pressure, the Nixon administration organized an agency oversight process called the Quality of Life Review.56 An attempt to exert some form of centralized control over the new social regulation, Quality of Life Review sought to “insure that the action agencies make suitable analyses of benefits and costs and that outside viewpoints are taken into account.” The review moreover recommended agencies produce “Economic Impact Statements” for new regulations, just as NEPA required Environmental Impact Statements.57 It required that agencies submit proposed “significant” rules, including cost-benefit comparisons of the proposal and alternatives, to the new Office of Management and Budget (OMB, formerly the Budget Bureau) for review.58

Within the OMB, the office put in charge of this process was led by Jim Tozzi, an economics and business administration PhD who had most recently led the Army Systems Analysis Group that had pioneered cost-benefit analysis of regulation.59 Now, he and other former staffers adapted the techniques they had developed overseeing the Army Corps of Engineers to new contexts.60 In theory, Quality of Life Review applied to all environmental, health, and safety programs. But in practice, the office effectively targeted the EPA.61

Members of Congress objected to a process that they described—accurately—as giving industry a back door into regulatory decision-making that Congress had not intended.62 Yet the Quality of Life Review could exert only informal pressure; it did not give OMB authority to reject EPA’s regulatory decisions. Nevertheless, the review process put pressure on the EPA to be, as one anonymous EPA official put it, “more reserved, more scientifically aggressive, less environmentally aggressive” than it might otherwise have been.63 The review also led to an important change in the EPA’s procedures, with the agency increasingly seeking input from the parties subject to regulation before issuing their decisions.64

Quality of Life Review also pushed EPA to develop a capacity for economic analysis that it otherwise still lacked. Industry representatives were happy to provide OMB with their own estimates of the cost of environmental regulations. Responsibility for countering those numbers, as well as for providing estimates of benefits, fell to EPA’s policy planning office.65 The office’s work developing new methods of calculating costs and benefits helped the agency protect itself from what a later administrator called the Quality of Life “hit squad.”66 Yet while Quality of Life Review initially applied only to EPA regulations, soon other agencies would also be pressured to account for costs in regulatory decisionmaking.



Under the Ford administration, economists, attracted to the idea of promoting the efficiency of government action, picked up the call for cost-benefit analysis. Surprisingly, these initial voices came not from the systems analytic community, but rather from industrial organization economists focused on economic regulation—price and entry restrictions in transportation and other industries. And again, as in transportation deregulation, inflation created a political opening.

Early in his administration, Ford—plagued by hard-to-control inflation—created a White House Council on Wage and Price Stability (CWPS) to limit labor wage demands and industry price increases.67 CWPS was not created to oversee regulatory policy. It nevertheless included a small office focused on government contributions to inflation, led first by George Eads, an I/O economist best known for his work on airline deregulation, and then Jim Miller, a transportation economist who had served on the staff of the CEA and at the Department of Transportation.68 These economists argued that one obvious potential contributor to inflation was government regulations that required industry to spend more on pollution controls. Considering such possibilities led CWPS’ Government Operations and Research Office to become an unexpected champion of cost-benefit analysis as a means to rationalize social regulation.

While the Quality of Life Review developed by Nixon continued under the Ford administration, it lost momentum over Ford’s two-and-a-half years in office.69 But by now, cost-benefit analysis had other institutional champions in the White House. Within months of the creation of CWPS, the NHTSA requested that the Government Operations and Research Office review NHTSA’s cost-benefit analysis of “a proposed regulation concerning the performance of truck air-braking systems.” CWPS disagreed with the analysis and filed a public comment on it, which began a more general practice of reviewing and filing comments on proposed regulations.70 By the end of the Ford administration, CWPS had filed comments on the economic effects of about 125 regulations distributed across a range of departments and agencies.71

Eads and Miller both had closer ties to the I/O network than the systems analytic community. Both had published books in the Brookings Institution’s series on economic regulation, for example.72 But thinking about social regulation in cost-benefit terms—as a question of trade-offs, opportunity costs, and efficiency—was a natural extension of the economic style. As Eads wrote to an EPA administrator about the regulation of aircraft noise, “we reject the notion that annoyance must be reduced at all costs.” He elaborated on the idea that protecting the public’s welfare nevertheless involves trade-offs: “The reduction of this annoyance imposes costs in a world of limited resources that reduces the health and welfare society derives from other goods, services, and amenities that must be sacrificed to produce the reduction in noise.73 More generally, Miller argued that “[t]he evidence we do have on the effects of social regulation suggests that the costs are enormous and in many cases overwhelm any reasonable estimate of benefits.”74

While the Quality of Life Review specifically targeted environmental regulation, the regulatory commenting process initiated by CWPS was not aimed primarily at the EPA. In addition to issuing comments on proposed EPA regulations, CWPS also commented frequently on actions at NHTSA, OSHA, the CPSC, and the Food and Drug Administration, as well as agencies concerned with industry-specific rather than broader social regulation, like the Civil Aeronautics Board and the Interstate Commerce Commission.75

CWPS’s efforts pushed incremental, rather than dramatic, change in how agencies wrote social regulation. At one end of the spectrum, OSHA enforced legislation that strictly limited economic considerations.76 OSHA resisted any accounting of costs and benefits and employed no full-time economists in this period.77 In the middle, the EPA responded by continuing to develop its capacity for cost analysis, which expanded moderately during the Ford years.78 And at the other end of the spectrum, I/O economist (and transportation deregulator) John Snow was appointed administrator of the NHTSA in 1976.79 With Snow in charge and CWPS “raising hell over NHTSA’s treatment of costs and benefits in rulemaking,” the engineer-dominated NHTSA began to defer to the agency’s policy planning office, which had a capacity to respond to CWPS criticism that the engineers did not.80



While Ford’s economists tended to be relatively skeptical of government, the Carter administration brought appointees who believed in using government to solve problems. Yet Carter’s technocratic style and commitment to efficiency also led him to favor advisors who embraced economic reasoning. Despite holding liberal political values, such advisors tended to ally with industry in advocating for the expansion of cost-benefit analysis. Ultimately, Carter oversaw the most significant expansion of economic reasoning in social regulation to date.81 Charles Schultze, the chair of Carter’s Council of Economic Advisers (CEA), was determined to create a new review process to regain control of social regulation—by rationalizing it through economic analysis.

Schultze was familiar with using such techniques as a means of administrative control, having overseen the implementation of PPBS a decade before as director of Johnson’s Budget Bureau.82 More recently, Schultze had written books from his perch at the Brookings Institution that advocated for replacing environmental regulations with pollution taxes and for creating incentive-based systems to achieve regulatory goals.83 Schultze saw social regulation through the same lens that he and the systems analysts had seen budgeting: as requiring rigorous, apolitical analysis of the costs and benefits of competing alternatives.

Rather than asking OMB to lead the new regulatory review process, Schultze built on what had been done at CWPS under Ford. He developed a new system in which CWPS would staff regulatory analyses and the CEA would coordinate the process. Schultze himself would lead a new interagency committee, the Regulatory Analysis Review Group (RARG), in conducting the reviews.84 In March 1978, Carter established this new process through executive order.85

RARG was tasked with analyzing major regulations—the ten to twenty a year expected to have an impact of $100 million or more. Agencies were to conduct their analysis on the basis of cost-effectiveness, rather than cost-benefit—that is, they were not expected to ask if the benefits of the regulation outweighed the cost, but merely the least costly way to reach a specified goal.86 If RARG identified alternatives that were significantly more cost-effective than agency proposals, it would negotiate with the regulating agency to try to resolve the difference. If a resolution could not be achieved, the president would decide.87

Carter’s review process went beyond Nixon’s and Ford’s. It was not limited to environmental regulation; of the “big five” regulations that RARG initially targeted, only two originated with the EPA, while the others came from Interior, Transportation, and OSHA.88 And while the Ford administration had provided only after-the-fact comments, the Carter procedure allowed RARG to intervene earlier in the regulatory process. The approach echoed that of PPBS, which required systematic comparison of the cost of competing programs for achieving a particular policy goal. The new review process also benefited from the support of the increasingly strong community of I/O economists in the White House.89

The agencies themselves loathed the RARG process, which they saw as intruding on their prerogatives and introducing cost considerations counter to their statutory missions. Indeed, as legal scholars Jerry Mashaw and David Harfst put it, the agencies made it a verb: “To be ‘rarged’ was to be subjected to the incessant demands for information and reanalysis by RARG’s band of beady-eyed economists.”90 As one anonymous CEA staffer said, “The first time an agency is ‘RARGed,’ it is like a cold shower.… Many have never done cost-benefit analysis and OSHA, for example, had at most only one economist in the whole agency.”91

RARG could not actually force regulatory revisions. An early fight with OSHA over cotton dust regulation, for example, resulted in a trip to the Oval Office in which RARG was overruled by the president, an upset that put White House analysts on the defensive.92 Yet RARG also had real consequences—limited in terms of immediate regulatory outcomes, but greater in terms of expanding analytic capacity at the agencies.93 As Schultze wrote to the president, “Ultimately, we want them to improve their own economic analysis.”94 And the agencies responded accordingly by increasing support for their policy planning offices. EPA’s Office of Policy Management, for example, received a substantial boost in influence during this period.95 At NHTSA, the power of the policy planning office continued to increase relative to that of the once-dominant engineers.96 OSHA, still resistant to weighing costs, finally brought an economist in-house in 1979.97 As had been the case when PPBS was implemented, analysis begat analysis.

The Carter administration got far from everything it wanted when it came to the expansion of regulatory analysis. Carter failed to pass the regulatory reform bill he had hoped to, and RARG was challenged by environmental groups who argued that the review process “violate[d] the spirit of open and accountable agency deliberations based on a public record.”98 Yet more than ever before, agencies were pushed to consider the economic effects of their rules, and they began to rely more heavily on economic reasoning. While regulated industries had been the first to advocate for such a change, cost-benefit analysis became entrenched in government because Democratic economists saw it as a rational approach to decision-making.



Competing Conceptions of Social Regulation

The environmental, health, and safety laws of the late 1960s and early 1970s reflected a broader expansion of legal rights, a moment of technological optimism, and new ideas about ecological interdependence. Collectively, they embodied a political theory that saw strong, inflexible standards as the best way to achieve regulatory goals while avoiding capture. The economic style, by contrast, centered efficiency and cost-effectiveness as the measure of good regulation. Ironically, given that regulatory capture is now a concern often associated with economics, advocates of the economic style paid less attention to capture, instead assuming that rational decision-making processes would produce objectively better regulations.

Despite the fact that the initial pushback to these rights-based regulations came almost entirely from industry, advocates of the economic style understood their own position not as political but neutral and almost self-evident. How could one defend regulations that cost more than their expected benefits, or choose one regulatory path when another was more cost-effective? The economic style discounted the idea that some rights—like the right of those with disabilities to access public facilities—might be invaluable, and thus that cost-benefit analysis was morally inappropriate.99 It downplayed the unpredictability of ecological effects, which might warrant extra caution when it came to environmental protection. And it set aside the possibility that a rigid regulatory strategy might be politically wise, or that cost-benefit analysis might create its own opportunities for regulatory capture. While some economists took such issues seriously, more typically such concerns were dismissed as irrational.

This pattern can be seen across the range of policy domains in which social regulation was enacted. The impact of economic reasoning was greater in some areas than in others, and mattered most where it become institutionalized into administrative rules and agency decision-making. But to the extent that the economic style gained influence, it changed the criteria for thinking about what made for good regulation and made it harder to defend regulatory strategies that were grounded in other logics.


REVISING THE OZONE STANDARD

These conflicts were particularly visible in a 1978 fight over the safe level of ozone in the air. The Clean Air Act of 1970 required National Ambient Air Quality Standards (NAAQS) to be established for five atmospheric pollutants.100 It reflected ideas about the importance of rights (in this case, to health), the promise of technology, and the danger of regulatory capture. It was also specifically written to exclude economic reasoning, on the grounds that allowing consideration of costs would open the door to delay and foot-dragging. As Senator Edmund Muskie, architect of the Clean Air Act, said in debate leading up to its passage, “the concept of this bill as it relates to national ambient air quality standards … is not keyed to any condition that the Secretary [of Health and Human Services] finds technically and economically feasible. The concept is of public health, and the standards are uncompromisable in that connection.”101 The air standards, therefore, were simply to be set at a level that would “protect the public health” with “an adequate margin of safety.”102

Ozone (O3), which affects people with asthma and other respiratory conditions, was one of the five substances initially regulated by the Clean Air Act. The legislation gave regulators only 120 days to set initial standards, so the EPA’s initial limit of 0.08 parts per million (ppm), published in 1971, was selected hastily, with limited technical justification. As the law prescribed, the limit did not take costs into account. The 0.08 ppm cutoff turned out to be difficult to meet, and the EPA’s efforts to enforce the standard threatened petroleum refiners and the auto industry. In response to a formal petition from the American Petroleum Institute—which later suggested a standard of 0.23 to 0.28 ppm—EPA announced in late 1976 that it would be revisiting the ozone standard.103

After a thorough internal review of the complex and often contradictory scientific evidence on the health effects of ozone, Douglas Costle, Carter’s EPA administrator, proposed raising the standard—but only to 0.10 ppm. Again, the fossil fuel industry protested. When John Hahn, a lawyer whose firm represented the American Petroleum Industry, heard a RARG economist give a speech on regulatory reform, he took the opportunity to plead the refining industry’s case. In one telling, Hahn told the RARG staffer that “the proposed ozone standard was by far the most costly regulation the administration had ever devised.” The economist brought the complaint to CEA chair Charles Schultze, who asked RARG to investigate.104

The battle was on. RARG, with its economist’s focus on cost-effectiveness, took issue with EPA’s proposal. Lacking a clear threshold at which the health impacts of ozone jumped significantly, the EPA had chosen, somewhat arbitrarily, to protect people at the ninety-ninth percentile of ozone sensitivity. RARG argued that, in the absence of a well-defined health threshold, economic reasoning should be used to set the target. An RARG memo suggested that the EPA consider instead the “marginal cost of reducing the aggregate amount of exposure above some given level (in person hours). At some point,” the memo continued, “the marginal cost per reduced person-hour of unhealthy exposure would begin to increase sharply.” This “elbow” was the point at which the standard should be set: around 0.16 ppm.105

The more enforcement-oriented staff at EPA strongly disagreed with this interpretation. Some within the EPA did not want to raise the standard at all. David Hawkins, head of the air office, argued that the 0.08 ppm standard should be retained. More to the point, EPA staffers pointed out that economic criteria were legally impermissible. As Walter Barber, another air official, argued, “Nowhere does the [Clean Air] Act authorize such balancing of costs and benefits.… The Act does not authorize the administrator to abandon air pollution control simply because the marginal cost is less for a comparable health unit in another public health or safety program.”106

The partial exception was the EPA’s Office of Planning and Management, with its economic orientation. William Drayton, the office’s head, recommended a standard of 0.15 ppm, a number closer to RARG’s 0.16 ppm than to Hawkins’s 0.08 or even Costle’s 0.10. Drayton angered Hawkins by sending OMB a letter mentioning the billion dollars that could be saved by raising the standard. Such a letter could create problems for the agency, if the EPA was indeed legally constrained from considering costs. Here, RARG had to concede the EPA’s point.107

Each office sought support from White House science advisors to resolve the impasse. Perhaps reluctant to decide the debate itself, the science office punted, suggesting that a standard in the 0.10 to 0.16 ppm range would be appropriate. After a two-day meeting with all the major EPA players, Costle, with whom the decision ultimately rested, chose 0.12 ppm as the new standard. As he later noted, “It was a political loser no matter what you did.… The minute you picked a number … everybody can argue that it can’t be that number, or it could just as easily be another number.… [It] was a value judgment.” Schultze, furious, pushed back, but President Carter let Costle’s decision stand.108

RARG, led by Carter-appointed Schultze, was not an obvious ally of the petroleum industry. Yet the office’s commitment to the economic style, which meant balancing the health effects of ozone against the increasing marginal cost of ozone reductions, produced these strange bedfellows. From the economic perspective, the EPA’s desire to set standards without taking cost into account simply made no sense. After the standard was issued, Senator Muskie hauled Costle, Schultze, and Alfred Kahn, head of CWPS, before the Senate Environment Subcommittee to call them to task for considering costs. As Muskie pointed out, “The statute clearly prohibits the use of economic considerations in the setting of health standards.… [I]t is the heart of the Clean Air Act.”109 But while the absolute standard written into the Clean Air Act still had its supporters in 1977, it was, in fact, already being eroded.



FROM COST-BENEFIT ANALYSIS TO EMISSIONS TRADING

Cost-benefit analysis was not the only technique for regulatory decisionmaking that flowed out of the economic style of reasoning. As economic reasoning continued to gain ground in environmental policy, its advocates pointed to another kind of policy solution that would eventually create a new set of conflicts—the creation of markets in pollution rights. According to microeconomic theory, a market-based approach to regulation could achieve regulatory goals more efficiently than command-based regulation. While the development of what came to be called “emissions trading”—today more commonly known as cap-and-trade—was still in its early phases in the 1970s, its conflicts with older ways of thinking about environmental policy were already clear.

In addition to establishing NAAQS, the Clean Air Act of 1970 created New Source Performance Standards (NSPS): levels of pollution that would be permitted for new industrial activities, like a freshly built factory. The NSPS were aggressive, requiring the EPA to prevent entirely the creation of new sources that would emit any air pollutant at a level that that could “cause, or contribute to, an increase in mortality or an increase in serious irreversible, or incapacitating reversible, illness.”110 This approach to regulation drew inspiration from the idea of “technology forcing”: that setting high, even seemingly unrealistic, standards based on technology that was in the pipeline but not yet widely available, could drive rapid improvements.111 Like the NAAQS, the NSPS were grounded in the idea that the public had a right to healthy air, regardless of cost, as well as an implicit belief that pollution was morally wrong and therefore punishable. Both standards were shaped by the theory that strict, inflexible standards would limit industry delay and capture.

The ambition of the NSPS produced a strong reaction from the industries most affected by them, particularly the steel industry. As early as 1972, the industry was petitioning the EPA to change its interpretation of a “stationary” source. Rather than defining “source” as a particular point from which pollution was emitted—a smokestack, for example—smelters wanted to be judged on their overall emissions, so that an unusually dirty smokestack could be “offset” by a particularly clean one.112

In 1975, EPA agreed to do this by creating what it called a “bubble”: an imaginary construct that covered all of a company’s emissions sources. Introducing this concept would permit “the trading off of emission increases from one facility … with emissions reductions from another facility, in order to achieve no net increase in the amount of any air pollutant” overall.113 The D.C. Circuit Court quickly struck down this form of “netting,” which evaluated only the net change in emissions under the imaginary “bubble,” rather than the emissions of any point source of pollution.114 EPA was sent back to the drawing board.

By now, economists had joined industry groups in criticizing what Charles Schultze named “command-and-control” regulation, which simply set a regulatory standard and required firms to meet it, arguing in favor of market-based approaches that used incentives to achieve the same ends.115 While cost-effectiveness analysis allowed agencies to compare the efficiency of various regulatory alternatives, economists pointed out that even more efficiency would be achieved by replacing flat restrictions on what firms were allowed to do with prices on the behavior government hoped to reduce. From an economic perspective, pollution was a negative externality, whose cost fell not on its producers, but on the larger public. The most efficient solution would not simply require firms to pollute less, because this approach would be cheap for some firms and very expensive for others. Rather, regulations should internalize the externality—that is, make sure those third-party costs were somehow incorporated into prices.

One obvious solution was to tax pollution, an idea that dated back to the 1910s.116 Pollution taxes were briefly debated in Congress in the early 1970s, and by 1975 Schultze had become a vocal and high-profile advocate of the approach.117 But a newer idea was percolating as well, one that was at the time much further from the political mainstream. As early as 1966, economists had proposed the idea of a market in pollution rights—the policy instrument now known as cap-and-trade.118 The ability to emit pollution could be transformed into a property right that could be bought and sold. Firms that could inexpensively pollute less would do so and would sell the rest of their pollution rights to companies for whom pollution reduction was more expensive. Like taxes, pollution markets were, from an efficiency standpoint, preferable to one-size-fits-all regulation.

The 1977 Clean Air Act Amendments inadvertently opened the door in this direction. The original 1970 Act had included a punishment for geographic areas not attaining the NAAQS by their deadline: a growth ban. The measure prohibited these areas from adding new sources of any pollutant they were still emitting too much of. As it became clear that many industrial cities would not meet the deadline, this raised the politically problematic prospect of banning new factories in polluted, but economically struggling, cities. The 1977 amendments sought to solve this problem by creating “offsets” of its own. With offsets, companies could still build new pollution-emitting facilities in noncompliance areas. But when they did, total emissions produced across old and new facilities in that area had to decline.119 This legal change reopened the possibility that EPA could create a “bubble” as part of the New Source Performance Standards.

Legislators added offsets to the Clean Air Act for political reasons, not reasons of efficiency. But by allowing companies, and cities, to focus on the reductions that were easiest and least expensive to make, they created an opportunity for others to make the efficiency argument. And it was on efficiency grounds that the EPA’s Office of Planning and Management, under the leadership of Bill Drayton, would become a new champion of the bubble idea.120

Drayton was an attorney, not an economist, but he had studied economics as a postgraduate at Oxford and worked as a McKinsey consultant for most of a decade.121 In that role, he had led the implementation of a program in Connecticut that brought the economic style to environmental law enforcement. As he described the program, it “recapture[d] the gains realized from noncompliance by charging violators an amount just sufficient to make compliance as economically attractive as profitable commercial expenditures.”122 By all accounts an unusually successful manager, as well as a fan of using market mechanisms to improve government action, Drayton supported cost-benefit analysis of environmental regulation.123

But the bubble was Drayton’s real baby. As one colleague said, “[W]hat was driving Bill was pure intellectual conviction that this was a truly elegant approach—The Right Approach, with a capital ‘T’ and a capital ‘R.’ ” Drayton believed that instituting a market-based approach to regulation would not only increase efficiency relative to command-and-control regulation, but would also sidestep the latter’s tendencies to produce endless litigation. Instead, the bubble would usher in “a Golden Age where we could get totally beyond the confrontational relationship between environmental advocates and industry.”124

After passage of the 1977 amendments, Drayton took charge of an agencywide bubble task force and increased the number of staff working on offsets. The aim was to allow each firm to place all its point sources of pollution under one umbrella. The EPA would still decide the maximum amount of pollution a company could produce, but the company could make those reductions by focusing on the point sources it could clean up most affordably, rather than requiring all point sources to achieve the same result. Working closely with Armco, a “good actor” from the steel industry, Drayton negotiated the myriad of practical details that had to be worked out before EPA could issue an official “bubble policy.” Could open-dust reductions—particulates coming off unpaved roads and storage piles—be offset against smokestack emissions, whose smaller particles had greater health impacts? Could the bubble “float”—that is, could the company change the mix of emissions within a bubble over time, so long as the total emissions didn’t rise? Could companies that were already out of compliance participate?125

EPA staff who saw their job through the lens of enforcement regarded the bubble concept with skepticism. The whole reason the Clean Air Act had been written with such detailed requirements was to avoid regulatory capture. Wasn’t this just another opportunity for industry to evade compliance? David Hawkins, head of the air office, feared it might be: “I have this nagging image of a political cartoon which shows a steel plant in the distance with soot billowing out big, black clouds while in the foreground a citizen’s group is screaming for action and an EPA administrator is trying to quiet them by saying, ‘But they’re watering the roads!’ ” Even proponents recognized the reality of “gross defects in air quality management” that bubble schemes had the potential to compound.126

EPA nevertheless did issue a bubble proposal at the beginning of 1979. Hawkins’s own legacy was to strategically introduce a great many restrictions into the policy—so many as to make it practically unusable.127 Still, as one EPA advocate noted, what was important “was the fact that the agency had made the proposal public and committed itself to further publicity” for the bubble concept. Moreover, this proposal used phrases like “greater economic efficiency” as if that were something the EPA should and would seek as a regulatory goal.128

The bubble project also further embedded economists into the power structure at the EPA. Drayton established a small Regulatory Reform Staff (RRS) within the policy office to oversee implementation of the bubble and related economic incentive activities. For example, OPM began to interpret the Clean Air Act amendments to allow “banking” of emissions, essentially allowing offsets across time, rather than space. Under the leadership of attorney Michael Levin, these new activities were brought under the purview of the RRS, which grouped the regulatory concepts EPA had been developing independently of one another—bubbles, banking, netting, offsets, credits—and tied them together with a single name: controlled trading.129

Levin worked to strengthen the RRS, but ultimately realized that the policy office alone lacked the power to institute controlled trading as national environmental policy. The rest of the EPA would have to believe in it, too. “Institutionalization,” Levin wrote, “means the reform becomes a normal part of program office thinking.… If the reform continues to be seen as a foreign body, a planning staff creature, over the long run it will wither and fail.”130 To move in this direction, he worked to place trading advocates into state and local program offices. Over time, people with an allegiance to the economic style, or at least one policy representing it, became seeded in more and more locations throughout EPA.131

Critics of the bubble policy, and emissions trading more generally, remained. In addition to fears that it would make it easier for industry to keep polluting, some pointed to the likelihood that offsetting would concentrate pollutants in the most disadvantaged communities—a concern that would later be labeled as “environmental justice.” Others noted the political difficulty of requiring further reductions, once complicated bubble compliance plans were put into place. Still others pointed out that offsets would in fact tend to increase total pollution, because firms would no longer need to build in a margin of error so that emissions from individual point sources never went above permissible levels.132

But from the economic perspective, these concerns were easy to dismiss. With efficiency as the guiding value, emissions trading looked like a winning strategy. Neutral and technocratic, it appeared to be a way to achieve policy goals while sidestepping politics. Emissions trading reconceptualized regulatory compliance in a way that built efficiency in.



BEYOND ENVIRONMENTAL POLICY

The spread of the economic style, and the conflicts it produced, was particularly visible in environmental policy. But those conflicts were present in other social regulatory domains as well. Although economic reasoning advanced unevenly, where it did, efficiency became increasingly important as a lens for decision-making.

In transportation safety, for example, the NHTSA was created “at the intersection of the civil rights movement and the space program,” reflecting an “egalitarian logic” about equal protection, as well as technological optimism about how to achieve it.133 The 1966 law which created it had prescribed technology-forcing standards that were “reasonable, practicable and appropriate,” with no mention made of cost, and the agency’s approach reflected an engineering logic that focused on rulemaking.134

But economists saw highway safety regulation through a cost-benefit lens. The combination of the political power of the auto industry and economist John Snow’s appointment as NHTSA administrator shifted the balance of power within the agency away from the engineers. NHTSA began to issue more vehicle recalls—whose costs were not visible and which were not subject to regulatory review—rather than regulations, and Snow gave the Office of Plans and Programs more influence in the rulemaking process. As the Carter administration intensified review through the RARG process, it encouraged the agency’s new and increasing tendency to evaluate its own rules through the economic lens that it knew RARG would take. By the end of the Carter administration, this external pressure had led NHTSA to take a cost-benefit approach to its regulations in practice, even if the letter of the law said it could not.135

The 1968 legislation that established the Occupational Safe and Health Administration had, like the EPA’s enabling legislation, emphasized a rights-based approach with its declaration of a “universal and substantive right to safety and health.” Pushed by an alliance of health and safety advocates, the labor movement, public health, consumer, and environmental groups, the Occupational Safety and Health Act required a standard that would assure no “material impairment of health or functional capacity,” even if a worker was exposed for their whole working life.136 In the 1970s, economists at CWPS and RARG supported cost-benefit analysis of OSHA regulations, but the courts’ interpretation of OSHA’s statutory language left little wiggle room. While a 1974 decision by the D.C. Circuit Court noted that OSHA was required to consider “economic feasibility,” it found that a regulation was infeasible only if it threatened an entire industry, not simply because it was financially burdensome—or even life-threatening—to individual firms.137

Carter’s OSHA administrator, Eula Bingham, was a strong defender of the original language.138 Yet even Bingham was pushed by external demands for economic reasoning, halting OSHA’s first economist. Soon OSHA was playing the same game as other regulatory agencies, using economic arguments to rebut industry’s claims about the costs of compliance. Despite the rights-based language written into its founding statute, the White House effort to center efficiency in workplace health regulations pulled OSHA away from its commitment to protecting every worker, regardless of cost, in favor of a more cost-effective approach that simply accepted that some workplaces would remain unsafe.139

In all of these cases, the expansion of economic reasoning was shaped by changes to the letter of the law and the courts’ interpretations as well as the arrival of economists. In the 1970s, new social regulatory legislation began to move modestly and unevenly toward a greater consideration of costs, a shift that can be seen, for example, in the Federal Insecticide, Fungicide and Rodenticide Act (1972) and the Toxic Substances Control Act (1976).140 Even so, for most of the 1970s the courts largely interpreted legislation that did not specify cost considerations as preventing such considerations from being required. This interpretation is evident not only in the D.C. Circuit’s “economic feasibility” decision on OSHA, but also in court decisions regarding efforts to require the weighing of costs in New Source Performance Standards, endangered species protection, and cotton dust regulations.141 Yet while economic reasoning was not fully institutionalized by the end of the Carter administration, new administrative rules and organizational changes had made it much more central to social regulation.




Institutionalizing the Economic Style in Social Regulation

The wave of environmental, health, and safety legislation that passed in the late 1960s and early 1970s dramatically expanded the role of government in ensuring Americans’ rights to health and safety—whether on the roads, in the workplace, or in the natural environment. The result of overlapping social movements advocating for consumers and the environment, as well as activist groups of health and safety advocates, it reflected a particular set of ways of thinking about these problems and the role of government in preventing them.

One was a logic of rights. Inspired by the success of the civil rights movement, and expanding on a growing list of human rights, egalitarian ideas about the right to health and safety shaped these debates. Another was optimism about the capacity of technology to solve such problems, and of government to promote the development and adoption of such technologies. In environmental policy in particular, ecological ideas about the interdependence of life played an important role. And an underlying political theory, that the best way for government to act without being captured by private interests was by establishing ambitious, inflexible standards, shaped the form these laws took.

Economic reasoning played very little role in the legislation that launched this wave of social regulation, which intentionally set ambitious policy goals regardless of cost, an approach that actively conflicted with the economic style. But by the late 1960s, that style was already becoming well-established in Washington. Its broader presence meant that there were plenty of people in the policymaking community who were inclined to evaluate “good” regulation through a different lens, even if they were sympathetic to the goals of using government to improve health, safety, and environmental quality.

The ambition of these new laws unsurprisingly produced a reaction among those affected by them. While big business was not particularly well organized when this regulatory wave began, by the early 1970s it was developing an increasingly unified political voice. And one of the loudest calls it made with that voice was for formally weighing the costs of regulatory compliance, which it argued were extremely high, against its benefits. Industry’s push for cost-benefit analysis and economists’ advocacy of it as a more rational way to make regulatory decisions reinforced each other over the course of the 1970s. Through a series of incremental steps—executive orders and new review procedures—the White House pushed regulatory agencies to increase their use of cost-benefit and cost-effectiveness analysis, first of environmental but eventually of all major social regulations. These demands also led agencies to make their analytic offices, themselves a legacy of PPBS, larger and stronger in order to meet them.

As this took place, the policy offices themselves tended to gain a greater voice in agency decision-making, and increasingly shaped the internal terms of debate. The economists and policy analysts within them, including many who identified as liberals or Democrats, called for efficiency as a primary goal of regulation. By the second half of the 1970s, such proponents of the economic style had also begun to advocate for new regulatory modes that used incentives and market mechanisms to produce such outcomes—developments that would continue in decades to come. While these efforts began under Nixon and Ford, they were particularly successful during the Carter administration, when liberal economists allied with regulated industries to push EPA and other agencies to focus more centrally on cost-effectiveness.

This process was not complete by the end of the Carter administration, but it was well on its way. And as economic reasoning became increasingly naturalized as the appropriate way of thinking about social regulation, the competing logics that had motivated it in the first place—of commitment to rights, of technological optimism, of concern with ecology, of avoidance of capture—became more and more marginal to the conversation. What had successfully been dubbed the “command-and-control” approach to protecting the environment, health, and safety was coming to seem inappropriately rigid, inefficient, and unrealistic. Neutral, technocratic efficiency was there to replace it.
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How the Economic Style Replaced the Democratic Left


By the end of the Carter administration, the economic style of reasoning had become institutionalized in Washington. Fifteen years earlier, policymakers rarely thought of social policy, market governance, or environmental, health, and safety regulations through the lens of efficiency, incentives, or competition. Indeed, politicians’ approaches to many policy questions—particularly among those who wanted to see a more activist government—often openly conflicted with such values. Yet while economic reasoning might not always win policy debates, by 1980 it was nearly always present. From its expansion into law and policy schools, to its representation in policy planning offices and the new Congressional Budget Office (CBO), to its dominance in the rapidly growing space of think tanks and policy research organizations, to its incorporation into administrative rules and case law, the footprint of the economic style had grown large.

Advocates for the economic style counted both liberals and conservatives among their members. Both groups helped expand its foothold in Washington. Yet it was the liberals, who shared a belief in the power of government to do good and wanted to improve its functioning, who played the more important role in advancing it. They wanted more cost-effective federal programs, lower prices for consumers, and better environmental protections, and they perceived a role for the government in achieving these goals. Certainly, there existed an active community of economists who preferred free markets and limited government, and their political influence was increasing during the 1970s. But they did not drive the expansion of economic reasoning in policy circles.

And yet, a peculiar thing happened. Repeatedly, the liberal analytic establishment—which saw its techniques as apolitical and value-neutral—found itself allying with moderate Republicans, and against liberal Democrats, in its policy arguments. Its prioritization of efficiency led its members to favor cost-sharing and means-testing in social programs over less efficient universal options. Its belief that economic regulation—government control over prices and market entry—was inefficient helped produce bipartisan support to deregulate first transportation and then other industries. And its emphasis on cost-effectiveness in government regulation led adherents to form alliances with conservatives and industry in support of cost-benefit analysis.

Liberal advocates of the economic style often found that their embrace of efficiency as a core virtue of policy put them in direct conflict with liberal Democratic policy positions, including support for implementing universal health insurance, limiting industry concentration, and establishing strong and inflexible environmental standards. Such positions rested on a competing set of coherent logics: a belief in the principle of social insurance and in medical care as a right; a concern with the risks of concentrated economic power in a democracy; a view of pollution as a moral wrong best contained by strict standards.

From the economic perspective, these positions focused on the wrong things. Many of these Democratic policy stances were based on arguments about rights, universalism, or equality. These arguments tended to dismiss efficiency, and were not always interested in a consequentialist analysis of the effects of a particular policy choice. Other liberal positions relied on a theory of politics that prioritized controlling powerful interests and maintaining a broad base of support for programs one believed in. Advocates of the economic style, by contrast, did not always have much of a theory of politics, instead seeing their approach as neutral and able to operate outside of politics. From this technocratic perspective, choosing less-efficient policies because of their moral implications or political consequences was clearly misguided.

When the economic style first began to spread in Washington in the mid-1960s, this efficiency-centered approach faced an uphill battle. Its way of thinking was deeply unfamiliar to most policymakers, many of whom dismissed it as disconnected from reality. Some even mocked it. Yet as it spread and became at least partially institutionalized, Democrats making the kinds of noneconomic arguments that had been successful in the Kennedy and Johnson administrations found themselves increasingly on the defensive. The tables had turned. Now it was liberal advocates of rights, equality, and universalism who found themselves having to defend the logic of their positions against the seemingly unassailable rationality of the economic style.


The Fall of National Health Insurance and the Rise of Competition

The fate of national health insurance illustrates how this realignment worked in social policy. The structure of Medicare and Medicaid, created in 1965, reflected a grand compromise between the desire to provide the widest possible access to medical care and the desire to protect physicians’ interests in a private system, all without triggering Americans’ generalized fear of “socializing medicine.” Medicaid insured the poor, and Medicare covered the elderly, but most Americans remained in the employer-based private system—which worked for some, but not all.1 For liberal Democrats, who saw healthcare as a right and believed in social insurance as a means to achieve it, the obvious next step was to expand Medicare and Medicaid into a form of universal national health insurance.

When, in 1970, Senator Ted Kennedy introduced his Health Security bill on Capitol Hill, it reflected this vision. He proposed a national insurance plan, available to all Americans, that established a right to healthcare and required no cost-sharing by those who used it.2 The early 1970s saw widespread support for Kennedy’s and similar bills. As the New York Times noted in 1971, “Subtly but unmistakably, Americans from all strata of society and all economic classes are swinging over to the idea that good health care, like a good education, ought to be a fundamental right of citizenship.”3

Advocates of the economic style—even politically liberal ones—were less enamored of such an approach. Concerned with the cost-effectiveness of government programs, they expressed skepticism about the expense and necessity of paying for all Americans’ insurance with tax dollars. The emergence of a new academic literature on moral hazard moreover gave them a new argument for cost-sharing as a means to discourage overconsumption of medical care.4

Thanks to the lasting effects of the Planning-Programming-Budgeting System (PPBS), by 1970 nearly every federal agency housed advocates for the economic style. Indeed, when Nixon began looking for a healthcare plan of his own to counter the threat of Kennedy’s Health Security proposal, he turned to the Office of the Assistant Secretary of Planning and Evaluation (ASPE) at the Department of Health, Education, and Welfare (HEW)—created to implement PPBS, and led by economists—to give him options.5 Although ASPE’s staff consisted of civil servants, rather than political appointees, its members had largely been hired by Johnson’s assistant secretaries, William Gorham and Alice Rivlin. Stuart Altman, the deputy assistant secretary who led the development of Nixon’s health plan, was a Nixon appointee, but he had previously worked for Gorham and was not particularly conservative.6

The Comprehensive Health Insurance Plan that ASPE proposed, and Nixon adopted as his own, combined an economic perspective with a substantial expansion of government capacity. It required employers to provide health insurance to their employees and created a means-tested, government-funded insurance program with significant cost-sharing for those who still remained uncovered.7

The conservative wing of Nixon’s administration regarded this healthcare plan as government overreach, a product of the liberal analytic community put into place by Johnson’s PPBS.8 From the perspective of many members of that liberal analytic community, it was insufficiently generous. But for those who were committed to the economic style, the efficiency-centered approach of the Nixon plan placed it within the space of reasonable debate. By contrast, members of this community tended to see Kennedy’s Health Security plan as not only politically unrealistic, but as promoting overuse of healthcare and costing too much because it covered those who could have afforded their own insurance.9 As Brookings economist Karen Davis noted at the time, plans like the Health Security Act “have such extensive insurance coverage even for families reasonably able to meet their medical expenses directly as to invalidate any automatic market incentives for efficiency or cost constraint.”10

The negotiations that ensued over some combination of Kennedy’s proposal and the Nixon healthcare plan brought the United States the closest it had ever come to national health insurance. Kennedy and Nixon, though, failed to strike a deal before the Watergate scandal forced the president’s resignation.11 The healthcare reform agenda foundered under Ford, who, faced with a significant recession, announced that he would veto any health insurance legislation for budgetary reasons. And while Jimmy Carter announced support for comprehensive national health insurance on the campaign trail, once in office he sidelined the issue in favor of an attempt at welfare reform.12

Carter picked up the mantle of universal health insurance again only when faced with a potential primary challenge from Senator Kennedy in early 1978. Like Nixon before him, he turned to HEW for advice.13 ASPE had new leadership, of course, but the office continued to reflect the economic style of reasoning. Karen Davis, now in the post of deputy assistant secretary of planning and evaluation for health, was a strong advocate for expanding health insurance coverage, but she was also concerned with limiting costs. She remained wary of the moral hazard implicit in plans like the Health Security Act: “The absence of any consumer payments … greatly increases the cost of the plan to the federal government … [and] may well cause greater utilization of medical care services by high-income people.”14 After considerable delay, HEW produced four proposals for Carter to consider.15

With inflation and cost containment the administration’s highest priority, and the same office in charge of policy proposals, perhaps it is not surprising that Carter’s plan resembled a warmed over version of Nixon’s. It contained a familiar mix of employer mandates, Medicare and Medicaid expansion, and new private options for the middle-income, working-age uninsured.16 Senator Kennedy continued to push competing alternatives from the left. But by this point, the economists’ arguments against national health insurance—about its wastefulness and encouragement of overconsumption—were becoming conventional wisdom in Washington, even among Democrats. Both the vision of collectively financed social insurance and the idea of healthcare as a right were beginning to fall by the wayside.

Conservative economists, meanwhile, had set upon another path: expanding access to healthcare by improving the function of the healthcare market. The Chicago School had long been critical of the professional monopoly of physicians, arguing that it kept doctors’ incomes high at the expense of patients.17 But “market” was, as one close observer noted, “a word that had rarely, if ever, turned up in bibliographies concerning health care.”18

In the United States, medicine was traditionally regulated as a profession, governed by rules that limited competition in exchange for special obligations (for example, to meet licensing standards and uphold professional ethics) on practitioners. Now, with national health insurance on the horizon, medicine was on the verge of becoming what one commentator referred to as “the next great ‘regulated industry.’ ”19 But another possibility existed. Conservative economists argued that healthcare might be understood, and governed, as a market—one in which competition and choice would produce collectively beneficial results.

The early 1970s saw the flowering of a community of economists and fellow-travelers who were devoted to pursuing this possibility. Much of this interest was nurtured by Clark Havighurst, a Duke University law professor who arrived at the framework of healthcare-as-market through his exposure to the new idea of health maintenance organizations (HMOs). As originally proposed by physician Paul Ellwood in 1970, HMOs would provide a suite of health services for a fixed annual fee.20 Conservative economists soon embraced the concept as a way to promote efficiency through choice and competition.21 Encouraged to develop this perspective by a stint at Henry Manne’s law-and-economics summer camp, Havighurst began to organize publications and conferences that brought together Chicago types with more liberal economists to discuss issues of competition in healthcare.22

Within a few years, Havighurst’s arguments about promoting competition in healthcare were being picked up by the Federal Trade Commission (FTC), where Wesley J. Liebeler, the Chicagoan leading its policy planning office, was pushing for attention to occupational licensing as an antitrust issue. Following a 1975 Supreme Court decision that limited the historic exemption of the “learned professions” from antitrust enforcement, the FTC launched a full investigation of the healthcare industry, including physicians’ control of Blue Cross/Blue Shield, HMO restrictions, limits on advertising and solicitation, and price fixing.23 The agency also filed suit against the American Medical Association, arguing that “ ‘ethical’ proscriptions … against advertising and other forms of ‘soliciting’ patients … deprive consumers of valuable information,” thereby limiting competition and potentially worsening healthcare costs.24 More broadly, the FTC was helping to build an economics-centered community that understood healthcare as a market. In 1977, its Bureau of Economics organized a conference on “Competition in the Health Care Sector” that attracted 600 attendees.25 Speakers included a wide range of prominent health economists and others active in policy circles, ranging from Havighurst and Altman to RAND’s Joseph Newhouse and Kennedy CEA staffer Burton Weisbrod.26

While this effort was led by conservatives, liberal economists’ shared commitment to the economic style meant that they were receptive to the goal of improving competition in healthcare. Liberals might note the need to consider distributional effects, in addition to allocative efficiency, in the process. Or they might point to the limited information available to consumers when making healthcare decisions.27 But they were very comfortable with the market framework itself. The pro-competition message—particularly its more populist aspects, like tackling the privileges of physicians—appealed not only to liberal economists but to consumer allies like Kennedy and Carter FTC chair Michael Pertschuk.28

It was in this context of burgeoning interest in promoting healthcare competition that Joseph Califano, Carter’s HEW chair (and Johnson-era advocate of PPBS), turned to Alain Enthoven (a father of PPBS) for health reform advice in 1977.29 Enthoven presented a plan that drew from both the systems analytic and industrial organization strands of the economic style. Indeed, he himself saw it “as the ‘working out’ in the health care economy of an example of [Charles] Schultze’s general propositions” on how to move beyond command-and-control regulation through use of market-like incentives, which Schultze had recently introduced in The Public Use of Private Interest.30 Seeking “informed choice among competing alternatives” while arguing that “direct economic regulation will not make things better,” Enthoven advocated for what he called a “consumer-choice health plan”—“a system of competing health plans in which physicians and consumers can benefit from using resources wisely.”31

Enthoven’s plan featured universal health insurance funded through a combination of tax credits and vouchers for the low-income. It centered on regulated private health plans from which individuals could choose, thereby promoting beneficial competition. Although Califano did not adopt the proposal as his own, Enthoven continued to promote it with a pair of 1978 articles in the New England Journal of Medicine and then a 1980 book.32 Enthoven’s proposals garnered significant attention in Washington; as one reviewer noted, “It is time we had a zesty book from the political Right. This is it, the song of a world of ‘fair economic competition.’ ”33

Liberal economists did question whether competition could in fact provide all the benefits that its advocates promised. Economist Henry Aaron, who led ASPE under Carter, argued early in the Reagan administration that policymakers should view with “skepticism … the claims of those who espouse competition as the answer to excessive growth of expenditures on health care.”34 But this camp of economists, comfortable with using the market framework to think about medical care, nevertheless appreciated the potential benefits that competition might bring. Indeed, despite its note of caution, Aaron’s editorial was titled “Orange Light for the Competitive Model.”35 Some liberal economists had in fact begun advocating for competition among health plans and removing restrictions on the tasks nonphysicians could perform as early as 1974.36

Policymakers and advocates who favored the social insurance approach, by contrast, saw the economic style as fundamentally in conflict with the vision of healthcare first and foremost as a right. And yet by 1979, even Ted Kennedy had compromised on his earlier proposals, introducing elements of competition into his latest attempt to secure universal coverage even as he retained the language of rights.37 That year, Rashi Fein, an “architect of Medicare” and advocate of social insurance, issued a scathing warning about “the danger of looking to economics and economists to provide policy prescriptions” when “equity and distributive justice” were the real issues:


Thus it is that the language of the marketplace—bottom line, marketing, sales, producer, and consumer—captivates our hospital administrators. Thus it is that the president—on grounds of efficiency—would replace elements of the Social Security system with means-tested programs in order to more effectively target expenditures. Thus the call for “technical answers, not political answers,” for answers based on criteria of efficiency, not on considerations of social justice.… A pity, indeed, that national health insurance was not enacted in an earlier day when technicians (and economists) had not yet been elevated above politicians. We can be thankful that we are not now engaged in a great debate concerning the validity of the concept of free public education.38



Fein’s language was strong, but the change he observed was real. Although champions remained, his vision of a world in which healthcare was too important to be left to the market had become increasingly difficult to defend.



The Decline of Populist Antitrust and Establishment of the Consumer Welfare Standard

The advance of the economic style proved increasingly constraining to those who wanted to make arguments from the left, regardless of the policy domain. In market governance, the institutionalization of economic reasoning gradually displaced the populist vision of antitrust that had been prominent since the New Deal, and which was committed to limiting market concentration and breaking up the biggest firms. This populist vision brought together a Jeffersonian affinity for small business, and a concern with the prices consumers paid, with a fear of the power big business might hold.

The Supreme Court was already supporting aggressive antitrust enforcement in the 1960s, reflecting its own interpretation of the purpose of antitrust law as balancing low prices for consumers with the protection of small business.39 But liberal populists wanted to push antitrust policy even further. In 1972, Ralph Nader’s group published a blistering report, The Closed Enterprise System. In Nader’s own words, the study revealed how “corporate radicalism [is] so deeply insinuated into the politic-economic fabric of the society that a veritable revolution against citizens has occurred.” He railed against the “terribly lagging, sometimes aiding and abetting” federal antitrust enforcement establishment that had permitted it to happen and called for new legislation to “break up dominant firms in oligopolistic industries.”40

These young consumerists were joined by some Democratic members of Congress, including old lion of New Deal populism Wright Patman (of the eponymous 1936 Robinson-Patman Act banning price discrimination) and Philip Hart, chair of the Senate Subcommittee on Antitrust and Monopoly. Hart hoped to take antitrust enforcement to the next level with his Industrial Reorganization Act, which proposed to break up industries with four-firm concentration ratios of over 50 percent.41 Supporters of the 1972 bill justified this proposal not only on grounds that concentrated industries could avoid competition and keep prices high, but through explicit reference to corporate power, with Hart rejecting “the notion that we must allow the government to increasingly become the handmaiden of the corporations, that we must sit back and watch public government being replaced by private control.”42

In the 1960s, liberal populists and liberal economists had found themselves largely in alliance on antitrust issues, despite caring most about different outcomes. While populists’ priorities included the protection of small business and limiting corporate power, advocates of the economic style were concerned primarily with using antitrust policy to promote allocative efficiency. But economists understood efficiency as going hand in hand with the lowest possible prices for consumers, an outcome that the populists cared about as well.

When it came to turning those values into policy decisions, though, liberal economists were skeptical of simply presupposing that “bigness is (necessarily) badness,” which they saw as a corollary of the populist tendency toward idealizing small business and fearing corporate power.43 Instead, they preferred to evaluate how markets were performing on a case-by-case basis. But in the 1960s, when Harvard was the dominant school of industrial organization economics, most economists also believed that industries with high levels of market concentration would result in lower output and higher prices.44 Even as they argued against using “Jeffersonian” antitrust to address “social power broadly defined,” such economists tended to support levels of antitrust enforcement, including breaking up big firms, that from today’s perspective seem exceptionally high.45 Indeed, Johnson’s Task Force on Antitrust Policy, which produced a 1968 report strongly grounded in structuralist economics, recommended firms be restricted to a market share of no more than 12 percent.46

This confidence that market concentration would produce inefficient outcomes led liberal economists to prefer policies that overlapped considerably with those of antitrust populists, even though the economists rejected the populists’ concerns with small business and corporate power. The Industrial Reorganization Act even traced its origins to the draft legislation proposed by Harvard economists Carl Kaysen and Donald Turner in their 1959 book, Antitrust Policy.47

But in the early 1970s, liberal advocates of the economic style began questioning whether limiting consolidation would, in fact, promote efficiency. The structure-conduct-performance framework had found that industry concentration was associated with above-average profits, which structuralists took as an indicator that firms were exercising market power. In such cases, they believed, concentration should be reduced. By this time, though, Chicagoans were hammering away at these assumptions. They argued that size and profitability were often a result of efficiency, that high profits rarely lasted, and that even very large firms could rarely use market power, because doing so would attract new entrants.48

And increasingly, Harvard School economists accepted the Chicagoans’ arguments. By 1974, Turner acknowledged disputes within the discipline on the “relationship between profits and concentration” and “how much [monopoly power] is attributable to economies of scale.”49 When he testified at hearings on the Industrial Reorganization Act, Turner said he had become “uneasy about using market share percentages as a presumptive test of substantial monopoly power.” Given that he disagreed with other arguments for the bill—those based on promoting Jeffersonian ideals and limiting corporate power—Turner now “would recommend a considerably less ambitious program” than the one, based on Turner’s own past recommendations, that Senator Hart had proposed.50

This did not mean that liberal economists across the board now agreed with the Chicago position that “antitrust enforcement should be concentrated against horizontal price fixing and regulatory barriers to entry”—a position even Richard Posner admitted “may seem a breathtaking constriction of the [Antitrust] Division’s scope of activity.”51 But liberal adherents to the economic style nevertheless shared with Chicago a common framework for debate. Turner did not fully subscribe to Posner’s conclusions. But he agreed with the presuppositions that led Posner there: that it was “proper, in fashioning antitrust goals, to exclude considerations other than economic efficiency, such as the merits of favoring small business or altering the distribution of income,” and that the real issue was “how to choose among schools of economic thought that disagree on the consequences for efficiency of various market practices and conditions.”52 Harvard economists, like those from Chicago, believed that “populist goals should be given little or no independent weight in formulating antitrust rules and presumptions.”53

The move of the liberal Harvard School away from populist antitrust helped justify a parallel shift in the courts. The late 1970s saw the Supreme Court move decisively in the direction of efficiency as the only legitimate goal of antitrust policy, and less enforcement as the way to achieve it. In 1977, in Continental Television, Inc. v. GTE Sylvania, Inc., it rejected per se (that is, across-the-board) rules that prohibited manufacturers from placing resale restrictions on distributors.54 While Chicagoans had long argued that resale restrictions could be efficiency-enhancing, Harvard had once seen them as a problematic exercise of market power. Now, though, the Harvard position had changed, and the court’s decision drew extensively on a brief by Turner, as well as citing Chicagoans like Robert Bork and Posner.55 Similarly, the court’s Brunswick case that same year relied heavily on the arguments of Philip Areeda, Turner’s colleague and collaborator, that “injury to a competitor is not a concern of the antitrust laws.” In that case, the court narrowed the scope for private plaintiffs to claim treble damages and decisively rejected the protection of small business as an antitrust goal.56

By 1979, the Supreme Court had affirmatively embraced Bork’s claim that the Sherman Act was intended as “a consumer welfare prescription.” While “consumer welfare” might bring to mind Ralph Nader’s concerns with corporate power as well as lower prices, Bork’s great success was in redefining it, and persuading the courts to accept his redefinition, as synonymous with allocative efficiency.57 The Antitrust Division and Federal Trade Commission were increasingly accepting the proposition that they should only enforce antitrust violations that reduced efficiency, and they had changed their decision-making processes accordingly.58 In effect, the courts and the antitrust agencies reified a conception of antitrust policy that had been embraced by a bipartisan alliance of economists and allied legal scholars, marginalizing liberal populist conceptions of antitrust policy in the process.

Despite extensive hearings, the Industrial Reorganization Act never came to a vote. Wright Patman was ousted as chair of the House Banking Committee in 1975, and the Hart-Scott-Rodino Antitrust Improvements Act of 1976, passed in the year of both Patman’s and Hart’s deaths, reflected the “last gasp” of the populist antitrust tradition.59 Hart-Scott-Rodino hardly upended antitrust; it authorized state attorneys general to bring treble-damages antitrust suits on behalf of their citizens and expanded agencies’ ability to collect data from firms.60 Yet even these modest provisions struggled to find their way through Congress, becoming law only in watered-down form.61 Ironically, Hart-Scott-Rodino’s most meaningful provision—the requirement that firms of a certain size must notify the Antitrust Division and FTC before conducting mergers—had an unintended anti-populist effect. Rather than challenge firms in the courts, the antitrust agencies shifted toward negotiating with firms prior to merger. Because such negotiation required the agencies to do more analysis of mergers before their consummation, rather than litigating them after, this move further strengthened the internal influence of economics.62

During the Carter years, some of the president’s appointees—including Michael Pertschuk at the FTC and John Shenefield and Sanford Litvack at the Antitrust Division—were friendly to a broadly populist of antitrust policy.63 As Pertschuk proclaimed in a 1977 speech, “Competition policy must sometimes choose between greater efficiency, which may carry with it the promise of lower prices, and other social objectives, such as the dispersal of power, which may result in marginally higher prices.”64 And Ted Kennedy, now chair of the Senate Judiciary Committee, in 1979 introduced a deconcentration bill that the New York Times described as “evok[ing] the ideals of Jeffersonian democracy and Adam Smith’s model of perfectly competitive markets comprised of many small companies.”65

These efforts quickly stalled out in a policymaking environment suffused with the economic style. Kennedy could barely get a much narrower antitrust reform bill out of committee, let alone pass a major attack on corporate concentration.66 Carter’s appointees had either limited success within their agencies (Shenefield and Litvack) or encountered sharp external pushback against their efforts (Pertschuk).67 Later, Litvack would rail against the increasingly dominant view of “the [Antitrust] Division as a neutral arbiter of theoretical micro-economics.”68

As economic reasoning became increasingly locked in as the appropriate way of thinking about antitrust policy, it became harder for other ways of thinking to even get a hearing—in law schools as well as in Washington. Areeda and Turner’s three-volume 1978 treatise, Antitrust Law, would serve as the Harvard counterweight to Bork’s Antitrust Paradox—the two immediately becoming “intellectual pillars of the U.S. antitrust system.”69 Yet as Louis Schwartz, a legal scholar not of the law-and-economics persuasion, noted in a review, the authors juxtaposed the goal of “populism” with that of “efficiency.” “They present populism as a crude, confused yearning for income equalization, dispersion of economic and political power,” he wrote, as “an aspiration for the virtues of yeomanry.”70 Economics, noted Schwartz, was not without value; it was one of many disciplines that “help, or seem to help, us comprehend or order the infinite chaos that would otherwise confront us.”71 Yet in rejecting competing values—like “fairness”—Schwartz suggested that economics betrayed a longer legacy.72 “[T]his reviewer sees hope and portent in the history of populism’s tenets which have become today’s orthodoxies: antitrust laws, railroad regulation, regulation of stock and commodities markets, wage-hour legislation, protection of collective bargaining, child labor laws, and taxation of income at progressive rates.”73 The vision he upheld, though, was increasingly relegated to the sidelines.



The Spread of Cost-Benefit Analysis

The pattern held as well in social regulation. As the economic style of reasoning spread, it undermined moral lines of argument that had been successful for liberal Democrats advocating for more government control of health, safety, and the environment. Liberal advocates of the economic style soon found that their advocacy for an economic approach to regulatory decision-making unexpectedly aligned them with conservatives and industry interests. As the economic approach was gradually institutionalized across Washington, liberals who made noneconomic arguments had less and less room to politically maneuver.

The major wave of social regulation that began in the late 1960s had crested by the early 1970s. But the consumer, environmental, and public health advocates who had helped bring it to fruition were not resting on their laurels. Activists who had pushed Congress to create new regulatory agencies now focused on ensuring those agencies aggressively addressed the problems they were created to solve. Labor unions worked with Nader’s Health Research Group, for example, to use legal means to force the Occupational Safety and Health Agency to set and enforce the standards required by law.74 In other areas, advocacy groups demanded additional legislation to tackle important issues that had not yet been addressed. Environmentalists followed their early-1970s successes with a push to address hazardous waste, leading to the passage of several new laws in the second half of the decade.75 And at least one movement effort—the Nader-led attempt to give consumers explicit voice in the regulatory process—sought to create another major new agency, the Consumer Protection Agency, as part of the regulatory mix.76

These liberal Democratic advocates for social regulation continued to work within a noneconomic framework. They based their arguments in the same basic theory of politics that produced the Occupational Safety and Health Act and the Clean Air and Water Acts: that a safe and healthy environment (both natural and workplace) was a right and that acts that infringed upon those rights were moral offenses. The policy solutions they imposed similarly relied on a consensus about how best to address the dangers of regulatory capture, which they regarded as an ongoing risk to the public’s health. Because they agreed that regulatory flexibility and cost considerations would lead to decisions that favored industry at the expense of the broader public, they preferred strict, often technology-based standards as a way to limit corporate influence.

By the mid-1970s, the business community was more effectively lobbying to fight back against what industry leaders portrayed as regulatory overreach. Even so, laws like the Safe Drinking Water Act (1974) and the Resource Conservation Recovery Act (1976) continued to exclude cost considerations as an explicit factor in deciding regulatory standards.77 The courts, for the most part, interpreted statutes that did not specify the consideration of costs as not permitting it. Tennessee Valley Authority v. Hill (1978), for example, halted work on a $50 million dam that was 80 percent complete because it threatened the endangered snail darter; cost-benefit calculations did not factor in. Another Supreme Court case, American Textile Manufacturers v. Donovan (1981), rejected the argument that OSHA should have used cost-benefit analysis in setting the cotton dust standard, instead finding that Congress had already accepted that ensuring safe working environments would impose costs on employers.78

Liberal economists disagreed, unsurprisingly, with this approach, believing that good political decisions considered costs and trade-offs. Even during the first wave of environmental, health, and safety laws, economists criticized legislation that refused to take costs into account. Harvard economist Marc Roberts told the National Journal in 1972 that he was “a radical, a Democrat, and an ardent hater of Richard Nixon,” yet continued, “There isn’t a single respectable economist in the country who would back the no-discharge goal adopted by the Senate [in the Clean Water Act]. It will waste billions of dollars for no useful social or environmental purpose.”79 Having enshrined efficiency and cost-effectiveness as their core values, advocates of the economic style wanted neutral, apolitical evaluation of competing alternatives. They discounted the likelihood of capture and rejected the alternative view that neutral, technocratic decisions might simply be impossible when regulatory standards had tens or hundreds of millions of dollars of consequences.

In the domains of social policy and market governance, liberals took the lead in advocating for the economic style. They professed sympathy to the larger goal of using the government’s power to improve the public welfare; they simply disagreed about the best way of achieving that goal. In social regulation, though, the initial push for economic analysis came from industry, which sought consideration of costs to limit new regulation.80 Its early proponents within the Nixon and Ford administrations were conservative economists sympathetic to arguments limiting government intervention.81 By the mid-1970s, however, liberal advocates of the economic style were vocally making a similar case, arguing that economic analysis was key to ensuring the cost-effectiveness of environmental, health, and safety regulation.

Charles Schultze, onetime champion of PPBS as director of Johnson’s Budget Bureau, and by the mid-1970s a senior fellow at the Brookings Institution, was at the forefront of this move. Long concerned with the cost-effectiveness of government programs, Schultze built on the PPBS approach to make a liberal case for regulatory conservativism.82 His 1975 book with fellow economist Allen Kneese, Pollution, Prices, and Public Policy, argued that “relying on a central regulatory bureaucracy to carry out social policy simply will not work” and advocated for a focus on incentives and market-like devices.83 And as previously mentioned, his 1977 book, The Public Use of Private Interest, extended these arguments beyond environmental policy and introduced the pejorative “command-and-control” to describe what he saw as the inherently “ineffective and inefficient” regulatory paradigm then in place.”84 These arguments not only articulated a liberal argument for limiting social regulation (Schultze did believe that government had an important role to play in solving these problems), but also helped convince president-elect Carter to appoint him CEA chair.85

The Carter administration saw Schultze, working closely with Democratic economists like Alfred Kahn (chair of the Council on Wage and Price Stability [CWPS]), William Nordhaus (CEA member) and George Eads (Nordhaus’s successor), push hard for cost-effectiveness analysis of agency regulations.86 They spent political capital arguing against regulatory approaches that they thought could be made less expensive—pushing OSHA, for example, to loosen the proposed standard limiting cotton dust in textile mills, instead allowing workers to wear respirators as a way of lowering compliance costs.87 Schultze and his allies exerted a great deal of energy working to increase White House oversight of rulemaking so that agencies would have to take costs into account.88 His personal involvement in this process was considerable, as can be seen in the detailed notes he took on the academic literature regarding the health effects of ozone while overseeing review of an EPA-proposed standard for the pollutant.89

Schultze was not the only liberal economist to take the position that cost-effectiveness was critical to good regulatory policy. On the contrary, many of his peers found his approach intuitive. Yet that approach was also entirely continuous with that taken by Republican appointees under prior administrations. CWPS, for example, had initiated the process of commenting on proposed regulations to promote consideration of their costs and benefits during the Ford administration. Indeed, George Eads, who helped implement regulatory review as a Carter CEA member, had previously served as one of Ford’s CWPS directors.90 Moderate Republicans were friendly to this kind of regulatory reform, as were industry groups. Schultze’s push to make textile-mill workers wear respirators, rather than force mills to invest in dust-reduction technology, was just what the textile industry had been advocating for since the Nixon administration.91

There were, of course, significant differences between liberal and conservative economists when it came to economic analysis of regulation. Liberals preferred cost-effectiveness analysis, which sought only to identify the least expensive way to achieve a specific regulatory goal; conservatives generally wanted full cost-benefit analysis, which evaluated whether the goals themselves were economically justifiable. Nevertheless, these two groups debated on the same intellectual field. They were more comfortable speaking to one another than to those using the noneconomic language of rights and moral absolutes.

The gap between Democratic economists and liberal advocacy groups went beyond lack of a shared language. Quite frequently, Carter’s economists found themselves pitted directly against environmental and other movement groups that continued to advocate for regulation on different moral grounds. Such groups clashed repeatedly with Schultze’s regulatory reviewers. They argued not only over cotton dust and ozone standards, but over rules around particulate emissions, strip-mining, benzene exposure, and water pollution—to highlight only a few.92 Indeed, advocates of the economic style within the administration were often dismissive of the competing liberal approach to regulation. While both groups wanted a clean environment, safe workplaces, and health protections, as political scientist Susan Tolchin wrote, “in private interviews [White House economists] often do not conceal their disdain for the rigid approaches adopted by many of the agencies.”93 Seeing themselves as “partisan efficiency advocates,” in Schultze’s phrase, the economists struggled to take the activists seriously.94

As the economic approach became increasingly influential—both through the broad spread of economic reasoning and its specific instantiation in laws and administrative rules—competing justifications for regulation, particularly justifications that intentionally bracketed cost considerations, became harder for liberals to defend. By the end of the decade, an old-timer like Senator Edmund Muskie, the driving force behind the Clean Air and Clean Water Acts, was forced to defend his regulatory approach, railing against “narrow, academic cost-benefit analysis” and the “group of economists … set up in the White House to second-guess such regulations.”95 Other liberals committed to an environmental framework, like Tom Jorling, head of EPA’s water office, argued that “there is [no] magic in calling something an incentive and not a regulation.… I think as a general matter that regulations are more effective from the standpoint of clarity and of administrative mechanisms to carry them out.”96 Liberal advocacy groups additionally pointed out that cost-benefit analyses conducted by the businesses subject to regulation were hardly to be trusted.97

By the end of the decade, such voices had become less central to political debate. Law and the courts had only moved incrementally in the direction of weighing costs during the Carter administration.98 But administrative procedures had changed more significantly. The fact that new regulations would henceforth be reviewed with a cost-benefit lens—and that the economic style was increasingly represented within the agencies themselves—meant that even those who rejected the economic approach were nearly always forced to contend with it.99



The Larger Pattern

By the 1970s, the economic style of reasoning had become at least partially institutionalized in a number of policy domains. Where it did, a pattern emerged: in both Republican and Democratic administrations, liberal economists advocated for policies that tended to ally them with moderate Republicans, in opposition to liberal Democrats not invested in the economic style. In healthcare, this meant economists supported an approach to universal health insurance that centered cost-sharing and means-testing in service of efficiency. In antitrust, they advocated for the exclusion of noneconomic values from policymaking, so that corporate behavior could be challenged only if it was efficiency-reducing. In environmental policy and other areas of social regulation, they promoted a cost-effectiveness approach to analysis that, environmentalists argued, made decisions too susceptible to industry interests. In each of these domains, these economic arguments marginalized liberal arguments based on rights, universalism, and equality.

While this pattern was not universal, it can be seen in other policy arenas as well. In antipoverty policy, for example, the trajectory followed one similar to that seen in health insurance debates. Here, too, liberal economists who cared deeply about efficiency as a policy value—even as they also wanted to use government to help solve social problems—ended up allying with the Nixon administration. With a strong commitment to the concept of a negative income tax as the most efficient solution to poverty, ASPE economists developed Nixon’s Family Assistance Plan. Liberal advocates of the economic style generally supported this, even if they would have preferred the plan to be more generous. They preferred this approach to those grounded in logics that ran counter to the economic style, whether in the form of community action (now largely sidelined in the United States), family allowance (implemented in Canada, the U.K., and elsewhere, but which failed to get much traction in the United States at the time), or welfare rights (just reaching its moment of peak influence).100

By the time poverty returned to the political agenda under the Carter presidency, the Democratic policy space was almost completely constrained by the economic style. Antipoverty policy had become “welfare reform,” and the two proposals that competed for position within the Carter administration essentially reflected an internal debate between two branches of the analytic camp: one from HEW’s ASPE, which continued to advocate for reform in the negative income tax tradition, and one from the Department of Labor’s ASPER, which centered on ensuring access to jobs. Both accepted the fundamental premise of the economic style, which held the goal of antipoverty policy to be getting income to people as cost-effectively as possible. The main point of contention was which direction would be more efficient: cash assistance or job provision. Technocrats fought the debate with competing microsimulation models.101

A slight variation on the pattern can be seen in transportation policy. Areas subject to economic regulation—price and entry controls—saw economists across the political spectrum ally with moderate Republicans and against a New Deal–era Democratic approach to regulation that prioritized market stability and equity of access. This alliance was already in evidence during the Nixon and Ford administrations and continued under Carter. In transportation policy, these groups also found a surprising new ally on the left in the form of Ralph Nader’s consumer movement, which similarly supported deregulation. Unlike the economists, Naderites were not guided by efficiency as a core value of good policy; rather, they remained consistently concerned with political power and regulatory capture.102 Their understanding of economic regulation as primarily benefiting producers led them to support transportation deregulation and economic deregulation more generally—a position that extended to support for limiting the professional power of doctors and promoting healthcare competition.103

Although the consumerist left allied with the economic style on deregulation, it pulled in different directions on other issues, because it was focused first and foremost on issues of power and capture, not efficiency. It strongly opposed the move toward cost-benefit analysis of social regulation, for example, on grounds that this would lead to weaker regulations that served industry interests.104 And in telecommunications policy, the consumerist left agreed with economists that the AT&T regulated monopoly should be broken up, while parting ways with them on the public interest standard, which required broadcast stations to operate in the “public interest, convenience, and necessity.”105 Consumer advocates preferred that this standard be retained, rather than narrowing the definition of “public interest” to mean something closer to “efficiency” (as economists tended to prefer).106

More variations on this broad theme exist. Democratic advocates of the economic style allied with moderate Republicans on housing policy, where both favored a shift toward vouchers, and against liberal calls for more public housing.107 In education, where the economic style took much longer to take hold, the pattern was less in evidence during the 1970s—but came to the forefront in the 1990s, when the center-left, economics-oriented Brookings Institution threw its weight behind the mostly conservative school choice movement.108 The specific ways that this pattern played out differed across policy domains and was shaped by the relative strength of the economic style, the relative strength of the traditional left, and domain-specific politics. Yet the general trend held. In centering efficiency as a policy value, liberal economists and their allies advocated for policies that also resonated with moderate conservatives. Meanwhile liberals whose policies were grounded in noneconomic frameworks—like rights, equity, or power—found themselves opposed, and their arguments increasingly hard to defend.



The Economic Style and the Democratic Left

In the 1960s, liberal economists brought the economic style to Washington and advocated for its use. In many policy domains they were successful. The economic style was gradually institutionalized in policymaking circles through organizational change, integration into law and policy schools, and various forms of legal change. Sometimes, as in social policy domains and in environmental, health, and safety regulation, its success was facilitated by policymakers’ desire to manage or control recent government expansion. Other times, as in market governance domains, it was the result of conscious institution-building. But while both liberal and conservative economists advanced the economic style, the effort was led primarily by Democratic appointees who wanted to use economic reasoning to improve government.

Even in the 1960s, advocates of the economic style—with its emphasis on efficiency as the ultimate measure of good policy—found themselves in conflict with more liberal Democrats, who wanted community action programs, populist antitrust policy, and strict, even punitive, environmental laws. But by the early 1970s, it was becoming clearer that Democratic adherents to the economic style were often more closely allied with moderate Republicans than with more liberal members of their own party. The liberal analytic establishment had a direct hand in several of Nixon’s major policy proposals—including his comprehensive health insurance plan, his family assistance plan, and his housing voucher program—and broadly supported several of the administration’s efforts in other policy domains, including attempts to improve healthcare through competition, to move away from a “bigness is badness” approach to antitrust, and to introduce cost analysis into regulatory decisions. At the same time, economists’ core value of efficiency made them skeptical of proposals from liberal Democrats, including national health insurance, populist antitrust policies, and aggressive environmental regulations, that prioritized other goals.

By the time President Carter came into office, advocates of the economic style had established firm beachheads throughout the executive branch. Carter’s policy proposals—a health reform plan that looked much like Nixon’s, a strong push for transportation deregulation, a White House expansion of regulatory review—were heavily influenced by the economic style. Yet advocates of such an approach increasingly clashed with Democrats who advanced liberal positions on noneconomic grounds—including environmentalists who feared cost-benefit analysis would undermine hard-won protections, antitrust appointees who thought antitrust should do more than promote efficiency, and advocates of national health insurance who saw healthcare as a right. Although such voices could still be heard, they found it harder to defend their positions against the influence of the economic style.

Economists, and the economic style, are not the primary reason that Democratic policy positions moved away from the high liberalism associated with the Kennedy-Johnson era and the Great Society. The political mood of the country was evolving for many reasons, ranging from the changing position of the United States in a global economy, to the economic stagflation that proved so difficult to shake, to increased organization by conservative groups from big business to the grassroots, to dissatisfaction that the government expansion of the previous decade had not always delivered on its promises. While economists may have played some causal role in nudging policy in this direction, the change itself seems overdetermined.

But what does matter is that economists, and the economic style, were the channel through which this change took place within the Democratic Party. As economic reasoning became increasingly influential and taken-for-granted in policy circles, claims based on other values or ways of thinking about policy—even ones that had been integral to liberal politics—struggled to get a legitimate hearing. If they conflicted with the economic style, they came to seem unreasonable, even irrational, and easy to dismiss. Although economists themselves did not dominate the party (though they were certainly influential advisors), policy solutions that seemed reasonable to economists did come to define the scope of Democratic politics. This trend was not limited to the Carter administration, but continued through the Clinton and Obama eras as well.

Carter’s presidency and subsequent Democratic administrations through Obama’s would show remarkable, ongoing deference to this technocratic, efficiency-centered approach. Yet while Democrats would prove to be consistent supporters of the economic style for the next thirty-five years, allowing it to determine the space of political possibility, Republicans were not nearly so committed to allowing the economic style to serve as their guide to policy. While Nixon and even Ford may have been relatively friendly to the economic style, the election of Ronald Reagan would usher in a new Republican era—one in which the administration would use economics strategically, where it furthered existing political goals, rather than allowing its goals to be defined by those of economics.
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The Economic Style in the Age of Reagan


For two decades, the economic style of reasoning steadily expanded its footprint in Washington. From Robert McNamara’s appointment of RAND economists to help run the Defense Department, to Charles Schultze’s advocacy for economic analysis of regulations in the Carter White House, its impact steadily grew. Its broad approach to problems was partially institutionalized through its expansion into law and policy schools, through organizational changes within and around government, and through laws, regulations, court decisions, and administrative rules that made efficiency a central, and bipartisan, goal of public policy.

The election of Ronald Reagan to the presidency in November 1980 marked a turning point. Even as the most recent Republican administrations had aimed to limit government expansion, they nevertheless saw government as having a significant role to play in American life. Reagan rejected the premise. As he stated in his inaugural address, “[G]overnment is not the solution to the problem; government is the problem.” Although he reassured his audience that “it’s not my intention to do away with government,” he emphasized that “[i]t is time to check and reverse the growth of government.”1 His economic program rested on the four pillars of reducing the growth of government spending, lowering tax rates, reducing regulation, and controlling growth of the money supply.2

Reagan lacked the antipathy to experts that, say, Nixon and even Johnson sometimes exhibited. But his relationship to expertise differed from that of his immediate predecessors in at least two ways. First and foremost, he was deeply committed to a well-developed set of political beliefs and saw experts primarily as sources of support for his own positions, not sources of new ideas. Second, he did not prioritize academic reputation in his preferred experts. The growth of a small but influential network of conservative think tanks in the 1970s provided him with a ready source of policy expertise that drew on experts from outside the academic mainstream as well as the usual university departments.3

Reagan’s well-defined political ideals, combined with his view of experts as political tools rather than neutral technocrats, meant that his administration maintained a different relationship to the economic style of reasoning than had his predecessors. In some areas, the Reagan administration saw the economic style as operating counter to its broader goals. It saw the analytic offices in social policy domains like welfare, health, and housing, for example, as primarily existing to justify government programs. Their budgets were cut and their influence declined.4 But in areas where the economic style could be used to support administration positions, the use of economic expertise continued to expand. In antitrust policy, for example, Chicago School arguments aligned with the administration’s political preferences.5 And while Reagan preferred “regulatory relief” to Carter’s “regulatory reform,” his administration nevertheless understood that expanding cost-benefit analysis was a useful way to achieve that goal and supported requirements for more of it.6

The Reagan administration’s strategic use of the economic style in service of more fundamental political values, rather than as a source of such values, marked the beginning of a lasting divergence between the two parties—one that would become clearer when the Democrats returned to the presidency in 1992.


Limiting the Economic Style in Social Policy

The economic style of reasoning had flourished in social policy under presidents Nixon and Ford. The “most creative years” for policy analysis were 1964 to 1976, according to economist and onetime Office of Economic Opportunity analyst Walter Williams, and it “reached a high point in the Nixon administration” before “continu[ing] without notable change” under Carter.7 In the face of a greatly expanded welfare state, and under administrations that were less adamantly opposed to social programs than Reagan’s, economic analysis had been a useful tool even for Republican administrations to advocate for making government more cost-effective.

The Reagan administration, though, saw analysis in domains like antipoverty and housing policy as existing in opposition to its overriding goal: reducing the size of the welfare state. As one of Reagan’s less conservative cabinet members said of Edwin Meese, Reagan’s chief policy advisor, “He viewed the … presidency as a magnificent opportunity to smash the government programs that had created a ‘welfare state.’ ”8

Policy analysis, by contrast, existed to make the welfare state more efficient, not to smash it. Accordingly, the Reagan administration dramatically scaled back its use of the economic style of reasoning in social policy. It cut support and staffing for the policy planning offices that were its main base within the executive branch and redirected the focus of much of their remaining work. This was particularly visible in the policy shops of the new Department of Health and Human Services (HHS) and the Department of Housing and Urban Development (HUD).9

The HHS Office of the Assistant Secretary of Planning and Evaluation (ASPE) had been one of the most robust analytic offices since its inception in the Johnson era. This had especially been the case since 1973, when OEO was shut down and its analytic office rolled into ASPE.10 From a staff of about two dozen under William Gorham, who first led the office, ASPE grew to employ 150 professionals by 1975 and peaked with over 300 employees under President Carter.11 By contrast, during the Reagan years staffing at ASPE fell from 165 to 75. For the first time, the office was headed by an appointee who was not part of the analytic community and indeed did not even value the analytic enterprise.12 Nor was ASPE was the only policy office to experience such cutbacks. The Department of Labor’s (DOL) policy planning office (which played an important role in Carter-era welfare reform debates), as well as HUD’s Office of Policy Development and Research (PD&R), saw similar staffing drops: from 61 to 40 for DOL, and from 198 to 140 for HUD.13

What work continued in these analytic offices was redirected. In the 1970s, policy offices like ASPE and PD&R had partnered with organizations like RAND, the Urban Institute, and Mathematica to oversee major social experiments in poverty, health, and housing policy. These efforts already represented a deradicalization of the community-based political impulses behind the War on Poverty and the civil rights movement. But the Reagan administration was uninterested in a social scientific effort to identify the most effective forms of government intervention. Instead, the policy shops were required to open up their contracts beyond these familiar players to organizations that did not assume by default that government should be involved in solving social problems.14

The research questions prioritized by the policy planning offices also changed during the Reagan administration. The 1970s had seen the analytic establishment shift its focus from how to end poverty most efficiently to estimating the effects of government assistance on labor force participation. But now the emphasis changed once again, with a new concept—“welfare dependency”—occupying center stage.15 Similarly, PD&R shifted its attention to studying the deregulation of housing production, in keeping with the administration’s political priorities, rather than searching for the most efficient forms of housing assistance.16

Reagan also ended these offices’ role in developing policy proposals for the administration. This had persisted across the last several presidencies, notably producing Nixon’s not-so-conservative family assistance and health insurance plans. But by the end of the Reagan years, ASPE’s role in proposing policy initiatives had declined dramatically.17 Instead of serving as powerful champions of the economic style and a bipartisan source of policy ideas, as they had since 1965, the analytic offices now had much more limited influence. Their remaining efforts focused on research aligned with Reagan’s goal of scaling back social policy programs.

It was not only the policy planning offices, though, that experienced cutbacks and a redirection of focus. A wider reduction of support for social policy research and evaluation had impacts on the whole policy research ecosystem that had grown up since the 1960s. Funding for evaluation, the lifeblood of policy research organizations, shrunk 37 percent in constant dollars from 1980 to 1984, and research awards in social policy domains declined as well.18 The National Institute for Education, that “sparkling gem of rationality,” dispersed 476 research awards in 1980; by 1985 that number was down to 168.19 The Office of Research in the HHS Health Care Financing Administration, a newer source of support for economics, saw its research funding drop by nearly half over the course of Reagan’s term.20 And the number of contract awards given by the new Department of Education—which Reagan wanted to get rid of entirely—dropped from 119 to 25 during his first administration.21

All this meant fewer resources for the policy research organizations who conducted much of this work—and which played a critical role in reproducing the economic style. The Urban Institute had seen its budget climb from $10 million to nearly $20 million between 1972 and 1980. RAND’s domestic policy budget, nearly zero before 1965, had grown to equal its defense research spending by the end of the 1970s.22 The Reagan administration was not only antipathetic to social policy research, but saw these organizations—especially Urban—as fundamentally biased. Indeed, Urban, at the top of the administration’s “enemies list” among the think tanks, saw $8 million in government funds evaporate during the first two years of Reagan’s presidency.23 Urban’s overall budget dropped back to $10 million, not inflation-adjusted, by 1983.24 RAND’s overall budget was flat, but only because of its defense research: its work on domestic policy declined from half of its portfolio to 20 percent, in budgetary terms, by the late 1980s.25 These organizations survived by relying on foundations (Ford was particularly generous), turning to state governments, and conducting more private research.26

As with the policy planning offices, this shift played out not only in budget cuts, but also in the standard of work being done. The General Accounting Office (GAO) found that while the number of evaluation studies declined only 3 percent between 1980 and 1984, “[t]he same work was not being done in 1984 or in 1988 as had been done in 1980.” Program evaluation had been built loosely on the principles of systems analysis. It attempted to accurately measure the quantitative effects of a particular policy or program, with an eye toward evaluating whether it was worth it. But with fewer resources, the studies became simpler and less precise—less consistent with the economic style. And with the flow of federal dollars turning into a trickle, some evaluation shops were getting out of the business entirely.27

External research, too, was focused in new directions, just as in the policy planning offices. ASPE’s shift in priorities led the policy research ecosystem to emphasize new questions: not only whether the availability of welfare promoted “dependency,” but whether single motherhood and teen pregnancy were encouraged by welfare use, and whether an urban “underclass” had become detached from the by labor market entirely—none of which had been previous priorities.28 The approach that the research shops took to these questions was still largely consistent with the economic style. For the most part, they used econometric approaches to try to estimate the effects of particular policies on behaviors, although the emphasis was now more on unintended consequences than the efficient achievement of policy goals. But “welfare reform” had taken on a new meaning. The goal was no longer ending poverty as cost-effectively as possible, but instead limiting or restructuring welfare to ensure that recipients were incentivized to participate in the labor force.29 A parallel shift took place in health services research, which had followed welfare policy in a technocratic direction, and away from policy advocacy, during the 1970s. The analytic establishment in health policy had little trouble reorienting itself from questions of how to efficiently provide medical care to more people, to how set rules that would promote competition and choice within the healthcare sector.30

While the Reagan administration turned away from the use of economic reasoning in social policy, this did not mean that all of the federal government abandoned it. Congress, in particular, remained supportive. The Congressional Budget Office, founded in 1975, had become a strong voice for economic reasoning in the legislative branch, and congressional support offices like the GAO and Congressional Research Service had become somewhat more analytic as well. These offices did not see staffing declines analogous to those that took place in the executive branch.31 Congress also limited some of the funding cuts Reagan sought for program evaluation and social policy research.32 Indeed, while in the early 1970s the analytic capacity in Congress had lagged far behind that of the executive branch, by the mid-1980s it had arguably outstripped it.

Reagan’s weakening of the analytic capacity of the executive branch affected more than its short-term efficacy. By redirecting its research focus, his administration also shaped the long-term trajectory of the center-left analytic establishment. While Reagan unapologetically embraced ideology over technocracy, the analytic establishment was reasserting its objectivity and neutrality. Research became “exceedingly cautious [and] ideologically noncommittal.”33 Yet in their effort to remain neutral—not to mention funded—adherents to the economic style placed Reagan’s issues at the center of their intellectual agenda. The new focus on welfare dependency, for example, produced work like Mary Jo Bane and David Ellwood’s The Dynamics of Dependence, which made long-term receipt of welfare the policy problem to be solved, not poverty itself.34 The authors identified as Democrats; indeed, they would later design Bill Clinton’s approach to welfare reform. But even as they were more oriented toward providing alternatives than were Republicans, they accepted the conservative definition of the problem.35

As was the case for much of Reagan’s agenda, the early and aggressive pursuit of policy goals—in this case, reductions in social welfare programs—was followed by a partial bounce back, undoing some of what had been achieved. Yet during both cutbacks and regrowth, the Reagan administration was consistent in its disinterest in using the economic style to inform social policy decisions. Instead, both here and elsewhere, Reagan led with his values—an approach that sometimes produced weak or highly debatable analysis, but that prevented the conservative goal of smaller government from being subsumed by the economist’s goal of more efficient government.



Expanding the Economic Style in Market Governance

In social policy, where the economic style could potentially conflict with a more fundamental goal of scaling back the welfare state, the Reagan administration dramatically reduced federal agencies’ reliance on the economic style and removed the resources that helped reproduce it. But in questions of market governance, the implications of the economic style—and especially its Chicago variant—aligned with the administration’s values.

Reagan wanted to remove government restrictions on corporate behavior. Advocates of the economic style believed allocative efficiency should be the primary goal of market governance. To achieve this, such advocates wanted to remove economic regulation (price and entry controls) in most markets and to exclude consideration of noneconomic factors (like political power or effects on small business) from antitrust policy. Both goals moved in the direction the administration preferred, even though many advocates of the economic style—particularly in antitrust policy—did not fully agree with the Reagan position. Thus, in sharp contrast to its antipathy to economic reasoning in social policy, the Reagan administration embraced the economic style in market governance domains.

In some sectors, notably transportation deregulation, this approach involved dismantling the existing institutions that supported economic regulation. Restructuring governance of the air, rail, and trucking industries mainly meant removing rules and eliminating the agencies that enforced them rather than instituting a new regime based on economic reasoning.36 Thus, while the administration’s appointees to these agencies might be friendly to an economic approach, their long-term strategy did not depend on building capacity for economic analysis. In antitrust policy, though, the executive branch had considerable power to direct enforcement. Here, economic reasoning proved an important means through which the administration could not only achieve its political goals but also ensure that they would outlast the administration itself. By expanding and further institutionalizing the economic style at the Antitrust Division and Federal Trade Commission (FTC), Reagan locked in an efficiency-centered, consumer welfare vision of antitrust policy that has persisted for decades.

Economic reasoning in the antitrust agencies had steadily expanded under presidents Nixon, Ford, and Carter, but the expansion was not driven by the presidents themselves: Nixon’s first antitrust chief was largely uninterested in economic reasoning, and Carter’s appointees actively opposed many of economists’ priorities. Instead, the economic style was advanced by the gradual expansion of industrial organization (I/O) economics into law, a slow institution-building process within the antitrust agencies, and Supreme Court decisions that recognized and reinforced a shift toward economic reasoning. But as of 1980, it was not yet clear how dominant allocative efficiency would become as a lens for the evaluation of antitrust policy.37

For the Reagan administration, though, economic reasoning—and particularly the Chicago School approach that was, for the moment, standard in industrial organization—aligned perfectly with preexisting political goals. Reagan was friendly to big business and held a strongly laissez-faire position on antitrust enforcement.38 By the 1980s, the discipline of economics had evolved to the point that even Harvard School structuralists prescribed substantially more limited antitrust enforcement than had been the 1960s norm, and Chicagoans advised even less. Given this, the Reagan administration strongly supported the economic style in antitrust and worked to expand its use considerably.

At the Antitrust Division, this meant appointing Bill Baxter, an economics-friendly Stanford law professor, as assistant attorney general. Although he had once held interventionist beliefs, by the time his term began, Baxter had become a strong advocate of Chicago-style antitrust.39 He opposed restrictions on vertical or conglomerate mergers entirely and thought horizontal mergers caused problems only at much higher levels of concentration than had historically been suggested. While he favored aggressive pursuit of price-fixing and cartel behavior, he believed other kinds of restraints generally encouraged efficiency and should not be challenged.40 This perspective fit well with the Reagan administration’s antitrust priorities.

As head of the Antitrust Division, Baxter oversaw, and even advocated for, substantial budget cuts at his own agency, including a 14 percent appropriations reduction for fiscal year 1982.41 But this did not mean that he scaled back on economic analysis. While Baxter slashed the number of professional staff, cuts fell disproportionately on attorneys. Indeed, Baxter worked to expand the use of economics—and particularly its Chicago version—within the agency. He hired attorneys who were, like himself, oriented toward economics, and, in his own words, “commenced [mandatory] educational programs within the Division, several layers of elementary and more advanced economics courses for our lawyers.”42 He oversaw a major revision of Turner’s 1968 merger guidelines that further increased the role of economic analysis and moved in the direction of Chicago criteria for evaluating mergers.43 Baxter initiated a program to review past Antitrust Division judgments, which remained on the books as precedent, and vacate those not consonant with current economic reasoning.44 He even began a project to identify private antitrust cases with the potential to shape legal doctrine in accordance with Chicago reasoning and filed amicus briefs in their support—although this behavior eventually earned the division a slap on the wrist from Congress.45 In all these changes, the agency was moving toward institutionalizing allocative efficiency as the purpose of antitrust policy, with a Chicago-style perspective on what kind of market governance would best achieve that goal.

This trend continued under subsequent leadership. Law-and-economics scholar Douglas Ginsburg, who Baxter first brought to Washington, led a reorganization of the division that more fully integrated economics into litigation. His changes included elevating the director of the Economic Policy Office to the position of deputy assistant attorney general for economic analysis.46 By the end of the Reagan administration, the division had shrunk considerably, increased its use of economic reasoning, and decreased its levels of enforcement. The DC-based professional staff declined from 352 to 166 between 1980 and 1986, but the proportion of economists in this mix nearly doubled.47 And those attorneys remaining tended to have training in Chicago-style economics.48

Even the new, more relaxed merger guidelines were infrequently enforced during the Reagan administration.49 A 1989 American Bar Association report found, “Division enforcement actions against conduct other than price-fixing and bid-rigging are extremely rare,” with several types of enforcement having been abandoned entirely. Merger challenges declined considerably.50 While subsequent administrations would hew less strictly to a Chicago view of economics, they retained an economic conception of antitrust policy.

Parallel developments took place at the FTC. In the late 1970s, the FTC had a split identity, with an increasingly strong Bureau of Economics, but with leaders like chair Michael Pertschuk committed to a populist, Naderite agenda that saw corporate size itself as a potential threat, regardless of efficiency implications.51 Reagan, though, appointed Jim Miller, a Virginia economics PhD and a leader of the conservative deregulatory movement, to replace Pertschuk as FTC chair.52 The first economist to hold the position, Miller used economics to lock in the new way of thinking about antitrust, while reducing the agency’s size and refocusing it on deregulation.

Miller was highly critical of the FTC’s antitrust efforts at the time of his arrival, arguing that it “seemed largely out of touch with emerging trends in legal and economic research.”53 To remedy this, he appointed Chicago-oriented economists and law-and-economics scholars to lead the FTC’s three bureaus: Robert Tollison, a well-known public choice scholar, at the Bureau of Economics; Thomas Campbell, a Chicago economics PhD and attorney, at the Bureau of Competition; and Timothy Muris, a law-and-economics scholar, at the Bureau of Consumer Protection.54

Miller oversaw a dramatic reduction in the FTC’s budget, which he fully supported. When he left the agency in 1985, its budget was, after inflation, roughly half of what it had been when he started in 1981. Staffing declined accordingly, and—again paralleling the Antitrust Division—cuts disproportionately affected the noneconomic staff: the Bureau of Competition’s staff was reduced by 15 percent, while the Bureau of Economics lost only 3 percent of its workforce.55 As had Baxter at Antitrust, Miller increased economists’ early involvement with cases, using economic analysis to decide which cases to enforce. As Miller himself wrote, he “saw to it that a large percentage of the commission’s attorneys completed an intensive course in microeconomics, with emphasis on the economics of cartels, concentrated industries, prior discrimination, information theory, and horizontal mergers.”56

The enforcement agenda of the FTC shifted accordingly, with its antitrust efforts focusing almost solely on large horizontal mergers and cartel-like behavior. Challenges to vertical and conglomerate mergers and vertical restraints disappeared almost entirely, and even challenges to horizontal mergers became rare. In the early 1980s, the nine biggest mergers ever found their way through FTC approval, setting the stage for continued merger-friendliness under Miller’s successor, Daniel Oliver.57 And, once again, while subsequent administrations might entertain a more expansive conception of what the FTC should do, the orientation toward economic reasoning, and to the efficiency-centered conception of antitrust, would persist.

Even before Reagan’s appointees began to transform the judicial branch, the courts had shifted toward an economic view of antitrust policy. Law and economics was reaching its peak academic influence by 1980. By that point, Henry Manne’s law-and-economics camp for judges had enrolled almost a fifth of the federal judiciary; by 1990, that number would reach 40 percent.58 Court decisions like NCAA v. Board of Regents of the University of Oklahoma (1984), which reinforced Robert Bork’s claim that promoting consumer welfare was the purpose of the Sherman Act, further locked in efficiency as the goal of antitrust.59

The combination of this judicial shift and the institutionalization of economic reasoning in the antitrust agencies ensured that the economic style would long outlast Reagan in economic regulation. While in social policy domains, Reagan decimated economic reasoning because it had the potential to justify the welfare state, in market governance his administration had no such objections. Indeed, in a policy domain like antitrust, where the executive branch was influential and institutionalization of the economic style was possible, the increased role for economics that his appointees achieved would last well beyond the administration itself.



Expansion with Limits in Social Regulation

The Reagan administration rejected economic analysis across the board in social policy while embracing it in market governance, and especially antitrust. But in social regulation—the rules governing environmental, health, and safety concerns—the administration took a slightly more nuanced approach. Reagan ran on a platform of deregulation, a position that was motivated more by a belief in limiting the scope of government than in making it efficient. For the most part, his administration saw economic analysis of social regulation—that is, cost-benefit analysis—as a tool to enact that goal and expanded its use accordingly.

Given that social regulation had expanded dramatically in the 1970s without paying much explicit attention to costs, it was a reasonable assumption that cost-benefit analysis would rein it in.60 Certainly, regulated industries advocated for its use.61 The fact that carrying out cost-benefit analysis depended on making a variety of assumptions and methodological choices that were themselves vulnerable to manipulation—for instance, about what counted as costs or benefits, about how they should be estimated, about how much to discount the future—meant that the approach could be massaged to produce the desired recommendations. Yet the administration was also aware that cost-benefit analysis might not always support its desired outcomes. When economic reasoning came into conflict with Reagan’s underlying preference for less regulation, the administration prioritized less regulation over the mandate of efficiency.

President Carter had flown the banner of “regulatory reform”—cost-effectiveness analysis as a means to more efficiently achieve the goals of government—during his time in the White House. By contrast, on his first day in office, President Reagan appointed a task force on “regulatory relief.”62 While the effort to expand economic analysis in regulatory decision-making continued, the change in language from “reform” to “relief” reflected a change in philosophy. Carter’s economists had been strong advocates for regulatory efficiency, but they assumed that the goals of government were legitimate, and that it had the potential to effectively achieve them. Reagan’s deregulatory agenda, by contrast, started from a more fundamentally skeptical position about whether government could or should try to pursue such objectives.

Some of the people developing Reagan’s regulatory agenda came out of the offices that had promoted regulatory reform under Ford and then Carter. Jim Miller (soon to be chair of the FTC) had led the Council on Wage and Price Stability (CWPS) office that had begun reviewing and commenting on the costs and benefits of major regulations under Ford. After Carter’s election, Miller had become codirector of the Center for the Study of Government Regulation at the American Enterprise Institute (AEI), the new hub of deregulatory conversation in Washington.63 Along with attorney C. Boyden Gray, Miller was in charge of developing a deregulatory plan in the lead-up to Reagan’s inauguration.64

Miller asked fellow economists Jim Tozzi and Thomas Hopkins, also experienced regulatory reformers, to draft an executive order giving the Office of Management and Budget (OMB) authority to review regulations before they were issued. Tozzi had overseen the OMB Quality of Life Review of environmental regulations that had been introduced under Nixon, and Hopkins had served as Miller’s deputy at CWPS.65 The executive order they produced, signed by President Reagan a few weeks into his administration, made two changes that further advanced economic reasoning in social regulation.

First, Executive Order (EO) 12291 changed the type of economic analysis required in regulatory review. Instead of cost-effectiveness analysis, as the Carter administration had implemented, Reagan ordered full cost-benefit analysis (now renamed “Regulatory Impact Analysis”) in areas where it was not statutorily prohibited. Agencies would no longer simply compare the relative cost-effectiveness of different methods of achieving a goal, but would have to show that the benefits of a new regulation actually outweighed its costs. If this could not be shown, the regulation would not move forward.66

Second, it centralized the regulatory review process along with strengthening it. EO 12291 eliminated existing White House groups with an interest in regulation, including CWPS, placing regulatory oversight in OMB’s new Office of Information and Regulatory Affairs (OIRA).67 OIRA was now given the authority to review all regulations before they were published, not just major ones. While the new responsibilities were assigned via executive order, the office itself had been established through legislation, which meant its existence could not be eliminated through presidential discretion alone. And, unlike previous efforts to establish regulatory oversight, the EO granted OIRA authority to actually hold up regulations that it did not approve.68 Miller became OIRA’s first administrator, Tozzi its deputy, and several of the CWPS economists transferred to the new office.69

Giving OIRA oversight authority helped institutionalize the economic analysis of social regulation. But the Reagan administration also recognized that only so much could be accomplished through executive order. David Stockman, Reagan’s first OMB director, explained this before Reagan took office: to achieve its larger regulatory goals, the administration would need to propose a legislative reform package that would incorporate mandatory, cost-benefit analysis in the central suite of regulatory legislation, including the Clean Air and Clean Water Acts and the Occupational Safety and Health Act, lest administrative rulemaking fall to judicial review.70 The administration never threw its full weight behind such a comprehensive package; as one insider noted, “[d]eregulation was clearly the lowest priority among the [four] major elements of the Reagan economic program.”71 Yet Reagan’s efforts nevertheless produced some of the intended effects: the president rescinded or blocked 182 regulations in his first two years. None of the social regulatory agencies survived the first administration without at least some hit to their budgets.72

The Environmental Protection Agency (EPA) provides an illustrative example of how the expansion of the economic style under Reagan reverberated into future administrations. Although Reagan cut the budgets of many executive agencies, EPA was a particular target, hit with a 29 percent budget reduction between 1981 and 1983. The demoralized staff departed in droves, with almost a third leaving of their own volition in 1982.73 Yet even as these drastic cuts were being implemented, the new requirement for regulatory impact analyses meant that the EPA needed more capacity for economic analysis. In response, the size and influence of the EPA’s policy planning office was expanded. Reagan’s first EPA administrator, Anne Gorsuch, was an outspoken critic of the agency and completely on board with Reagan’s budget cuts. She had no particular respect for economists, yet the policy office gained influence during her tenure.74 By 1984, one observer reported that “EPA has beefed up its economic analyses,” and “a more rigorous internal review [of regulations] has developed.”75

This expanded role for economics continued after Gorsuch’s rocky time in office ended. Her successor, William Ruckelshaus, had served as the EPA’s first administrator in the early 1970s and was much more supportive of the agency, but he, too, oversaw a further expansion of the economic style. During his second term as administrator, Ruckelshaus displayed an enthusiasm for cost-benefit analysis, taking seriously both the advice of EPA analysts and the regulatory impact statements they produced.76 According to legal scholar Thomas McGarity, “[t]he analysts in the policy office achieved their zenith” under Ruckelshaus, and were “probably [the EPA’s] most powerful institutional actors” at this time.77

The EPA was not the only regulatory agency to see its capacity for economic analysis expand even as budgets elsewhere were cut. The Occupational Safety and Health Administration (OSHA), for example, was among the slowest adopters of the economic style. Its enabling legislation disallowed cost-benefit tests, and the agency had dragged its feet on hiring economists.78 But under Thorne Auchter, Reagan’s first OSHA administrator, the agency developed a “stringent, fourfold cost-effectiveness test for health standards” that moved in the direction of economic reasoning.79 Although OSHA, like its peer agencies, faced reductions in both budget and number of employees, Auchter was granted a request to hire additional economists. They would conduct analyses of the economic impact of regulatory standards for safe levels of lead and cotton dust in the workplace, and of rules to protect workers’ hearing and to require labels on dangerous substances.80 These organizational changes would continue to have effects even once deregulation was no longer at the top of OSHA’s agenda.

While the Reagan administration generally expanded the use of economic reasoning in social regulation, it did not allow itself to be constrained by economics when it had a desired outcome in mind. Reagan’s OIRA, for example, was criticized for serving not as a neutral arbiter, but as a backdoor through which industry could intervene in the regulatory process—the place where “regulations went to die.”81 As Jim Miller testified during his time as OIRA administrator, “I see no problem in off-the-record contacts with us”; he added that rejections of rules would be “communicated over the telephone,” leaving no written record to justify their demise.82

At the EPA, too, economic analysis was often subservient to political goals. Gorsuch in particular had a reputation for taking policy analysts’ advice when it advanced her deregulatory agency, and dismissing it when it did not.83 Even conservative economists described a meeting with her to discuss market-based regulatory incentives as a “disaster,” with an attendee reporting that Gorsuch “seemed disinterested [sic], as if we were politically irrelevant theorists she didn’t have to bother with.”84 Thus even as economic analysis expanded within the EPA, analysts felt sidelined. Many believed their work was being used as window dressing for decisions higher-ups had already made for reasons of their own, rather than as meaningful inputs into such decisions.85

And despite its general advocacy of cost-benefit analysis, the Reagan administration did not ultimately support legislation to require it across the board—in part because it recognized the potential for such analysis to “backfire.”86 As Antonin Scalia, then coeditor of AEI’s Regulation magazine, noted, “Regulatory reformers who do not recognize this fact and who continue to support the unmodified proposals of the past as though the fundamental game has not been altered, will be scoring points for the other team.”87 The decision of Reagan’s Task Force on Regulatory Relief to revisit the standard on the lead content of gasoline backfired in just such a way. While the task force hoped to relax the standard, cost-benefit analysis instead showed that further limiting permissible amounts of lead would pay off tenfold: by lowering costs associated with the developmental consequences of lead exposure in children, its increasing of blood pressure in adults, and its acceleration of wear and tear on automobile components.88

Conservatives in Congress, following the administration’s cues, stopped pursuing a bill that would impose across-the-board cost-benefit analysis.89 Efforts to institute it piecemeal by amending existing legislation continued, but were still met with opposition from environmental activists. An administration push to amend the Clean Air Act in 1981, for example, was blocked by environmentalists who argued that “proposals for cost-benefit analysis of the [air quality] standards were smokescreens for gutting the 1970 act.”90

Nor were the courts fully on board with the executive branch expansion of cost-benefit analysis. Many observers thought the Supreme Court would require cost-benefit analysis in American Textile Manufacturers Institute, Inc. v. Donovan, its 1981 decision on a textile industry challenge of OSHA’s cotton dust standard, but it did not.91 Instead, the court said, the law already “understood that worker protection would be costly and might reduce profits. Nonetheless, Congress decided that, in dealing with health standards at least, practicability was the only limiting criterion.”92 Even had it wanted to, the Reagan administration could not have simply required cost-benefit analysis across the board—at least without the support of Congress. But the administration’s support for economic reasoning was more strategic than that: it expanded regulatory analysis as far as seemed politically useful, but was careful to not let it interfere with other, more fundamental, goals.



Values, Strategy, and the Economic Style

Whether one sees the Reagan administration as embracing the economic style of reasoning or rejecting it really depends on where one looks. In social policy domains, Reagan’s is remembered as the “anti-analytic presidency.” Reagan appointees rejected economic analysis designed to make government more efficient and effective and simply worked toward the goal of reducing the size and scope of government.93 In other areas, like antitrust, his administration wholeheartedly embraced a mainstream Chicago orientation to policy and expanded the role of economics in lasting ways.94 In still other domains, like social regulation, he supported the expansion of economic reasoning—in this case, cost-benefit analysis—up to the point at which it seemed likely to conflict with other political objectives, but no further.95 And in policy areas beyond the scope of this book, Reagan was even willing to advocate for economic arguments that were rejected by the academic mainstream, like the Laffer-curve claim that cutting taxes would raise revenues.96

This highly selective approach to economic reasoning differed from how administrations of the previous two decades, whether Republican or Democratic, had approached it. The presidents of the 1960s and 1970s had varied in their affection for experts, and they certainly used expertise strategically to help them achieve political goals. But in general, the economic style slowly and steadily expanded its presence in policymaking circles over this period, gradually becoming adopted as the appropriate way of thinking about policy problems. Increasingly, efficiency, in its various forms, came to be seen as the measure of good public policy in domains from healthcare to transportation to the environment.

The growing influence of the economic style was not due solely to White House support. Economics was widely seen as a useful tool for decision-making across Washington. A given government office’s embrace of economic tools often set off an analytical arms race in which other offices increased their own analytic capacity in order to keep up. The integration of economics into graduate programs in law and public policy also helped ensure a growing audience for its basic insights and a receptive environment for its increasing influence in Washington. As the economic style became anchored in the policy process through organizational, legal, and cultural change, it came to orient policymaking across both Democratic and Republican administrations—even when it conflicted with other political values.

But for the Reagan administration, the economic style was a means to an end, not an end in itself. While Democrats, and particularly those in the Carter administration, had increasingly come to see efficient, cost-effective government as a goal of its own, Reagan—to a greater extent than Nixon or Ford—saw government itself as the problem. Carter, taking the presidency at a time when the liberal wing of the Democratic Party was weakening, had found himself hamstrung by economic reasoning. His administration was unable or unwilling to pursue commitments to competing values—a right to healthcare, limits on corporate power, a right to clean air and water—that had historically been associated with Democrats. For Reagan, by contrast, economics served as a potentially useful but subservient tool to advance other, more fundamental, political values.
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Conclusion


The partisan divergence in approach to the economic style that Reagan’s presidency ushered in would persist for decades. Republicans continued to use the economic style strategically and flexibly, embracing it where it helped advance their goals and rejecting it when it conflicted with more fundamental values. Democrats, by contrast, consistently remained faithful to the economic style, much as they had under Jimmy Carter. They allowed the economic style to define the boundaries of legitimate policy debate.

Arguments that had, in the past, served Democrats well—that had been at the very heart of the New Deal and Great Society—were now off-limits. Claims about rights, equality, and power, among others, failed to gain traction in policy circles. They were seen as unrealistic or even naïve in their failure to recognize efficiency as the measure of good policy, and choice, competition, and incentives as the means to achieve that goal. Democrats’ internalization of the economic style shaped the space of political possibility for them when they were in office.

The presidency of Bill Clinton, who advertised himself as a “New Democrat,” illustrates the constraints of this approach particularly clearly. As was the case for Barack Obama, Clinton benefited from complete Democratic control of Congress during his first two years in office. Yet across the three broad domains covered in this book—social policy, market governance, and social regulation—Clinton advocated policies consistent with the economic style and rejected options that fundamentally challenged efficiency as the measure of good policy.

In healthcare reform, Clinton borrowed the title (Health Security Act) of Ted Kennedy’s earlier efforts to create national health insurance. But rather than draw on the language of rights and the logic of social insurance—of a single system everyone paid into and benefited from—Clinton’s plan was shaped by health policy frameworks that had come from economics. This approach sought to make healthcare more cost-effective and promoted choice and competition so that it would function more effectively as a market. Instead of proposing national health insurance, Clinton’s plan paired the idea of “managed competition” under a global budget cap, an echo of the then-conservative proposal economist Alain Enthoven had set forth fifteen years earlier. Clinton’s bill incentivized individuals and employers to take costs into account, promoted new kinds of competition among providers and insurers, and provided the uninsured with means-tested subsidies.1

In antitrust policy, where the economic style had been fully institutionalized through the consumer welfare standard, Clinton adhered to the new bipartisan consensus: that an efficiency-centered approach was the correct one to take, and that older approaches emphasizing political power or the protection of small business were fundamentally misguided.2 As Joel Klein, Clinton’s second assistant attorney general for antitrust, said during his tenure in Washington, “I’m not here to tackle big corporations or get in the way of economic efficiencies.… My thinking is mainstream economic thinking.”3 While some economists continued to advocate for stronger antitrust measures within the consumer welfare framework—game theory, for example, suggested that the strategic and dynamic nature of firm decisions could make anticompetitive actions rational, implying a need for more enforcement—their influence took place around the margins. By and large, the status quo remained intact.4

In environmental regulation, too, Clinton operated within the economic style. Clinton revoked the Reagan executive order that had required cost-benefit analysis where statute permitted, but he replaced it with a new executive order that was also consistent with the economic approach. Instead of requiring benefits to exceed costs, the new order required them to justify costs, and it introduced “distributive impacts” and “equity” as additional factors to be considered.5 Clinton’s approach here resembled Carter’s, in that it favored economic analysis and the weighing of costs and benefits, but it emphasized cost-effectiveness over strict cost-benefit tests. He also added new considerations favored by economists, ordering federal agencies to examine regulatory alternatives like “economic incentives to encourage the desired behavior, such as user fees or marketable permits.”6 By the time of Clinton’s presidency, older arguments about the need for inflexible pollution standards as a way to limit regulatory capture, or about the benefits of technology forcing, were seen as outdated.7

This broad commitment to the economic style—an agreement to limit the space of Democratic policy debate to positions that could be articulated from within it—remained intact into the Obama years. This was true despite a growing sense, after the 2008 financial crisis and then the Occupy Wall Street movement, that the status quo was failing many Americans. It would take the election of Donald Trump, who rejected all conventional forms of expertise and prompted much soul-searching among Democrats over their own path forward, for Democrats to question their ongoing commitment to the economic style and the kinds of policies it produced.


How We Got Here

This book explains how we got to this point of stasis—how we went from a world in which economics was not even seen as particularly relevant to domains like education, healthcare, or the environment, to one in which the economic style was integral to setting the terms of debate and providing a menu of policy options. It shows why this shift was of lasting importance, particularly for the left wing of the Democratic Party. Between 1960 and 1980, economists—particularly microeconomists, and particularly economists coming from the systems analytic and industrial organization communities—brought a distinct style of reasoning to Washington and provided new answers to old questions: How should government make decisions? How should we govern markets?

Their answer, in a phrase, was “to promote efficiency.” This answer, and a tool kit of concepts and techniques for thinking about how to achieve it, was rooted in the neoclassical strain of microeconomics that came to dominate U.S. economics departments in the 1950s. From there, the economic style of reasoning made its way to Washington through the Planning-Programming-Budgeting System (PBBS), through the law and policy schools in which the style was eventually taught, and through networks centered at organizations like the Brookings Institution. It was partly institutionalized through organizational changes within government agencies, in the ecosystem of policy research organizations, and at universities. The economic style was also incorporated into the law via statutes, case law, and administrative rules that made efficiency a central value in policy.

This shift was initially led by center-left economists appointed by Democratic administrations, but continued under Republican presidents, all the way through the 1970s. Its rise was partly a product of the Great Society itself, as the expansion of government—through both social programs and environmental, health, and safety rules—increased its administrators’ interest in rationalizing it and sometimes limiting its size. In fact, it was the expansion of government itself that provided financial resources for the offices and organizations that would lead the charge for its rationalization.

Although the spread of the economic style was uneven, its impact could be felt in domains from antitrust to antipoverty policy, from health to housing, from environment to transportation. Where it became influential, it centered efficiency and cost-effectiveness, choice and incentives, and competition and the market mechanism in its policy solutions. Its implicit theory of politics imagined that disinterested technocrats could make reasonably neutral, apolitical policy decisions. The economic style tended to downplay competing concerns about rights, equality, power, democratic process, and the politics of making policy, subordinating them to efficiency in ways that seemed justifiable from the economic perspective, but often seemed misguided to others.

In its centering of efficiency as the measure of good policy and its studious bracketing of politics itself, the economic style inevitably came into conflict with other approaches to politics. Advocates of the economic style found themselves at odds with those pushing for costly universal health insurance on the grounds that healthcare was a right, for an aggressive antimerger policy driven by a desire to limit the power of big business, and for strong, inflexible environmental standards on the theory that anything less would open the door to corporate capture. As the economic style was institutionalized, these competing positions became more politically marginal. It became harder and harder for arguments that questioned the value of efficiency to be heard.

In theory, the prescriptions of the economic style could conflict with conservative approaches as well as liberal ones. If one believed that big government infringed on personal liberty, then one might object to efforts to improve the government’s delivery of its social goals. But in practice, the center-left technocrats who advocated for the economic style repeatedly found themselves making common cause with moderate Republicans and lining up in opposition to more liberal Democrats. During the Nixon and Ford administrations, advocates of the economic style found common ground with Republicans on the desirability of cost-sharing in healthcare, of vouchers as a form of housing assistance, of a merger-friendly approach to antitrust, and of cost-benefit analysis of environmental regulations, among other policy positions.

By the end of the Carter administration, policy conversations within the Democratic Party were increasingly taking place within the more limited range of positions that seemed reasonable from the economic perspective. Welfare reform debates focused on the most cost-effective ways to deliver assistance. Transportation debates asked how far deregulation should go. Environmental policy weighed the most efficient path to achieve regulatory goals.

Many factors contributed to the decline of the Democratic left, only some of which can be attributed to the economic style. But the institutionalization of economic reasoning—whether through the presence and visibility in Washington offices of those committed to it, or through its actual incorporation into law, created long-term barriers for those who might wish to challenge it. The most extreme example involves the use of antitrust enforcement to pursue goals other than allocative efficiency. Once the Supreme Court recognized efficiency as the sole purpose of antitrust policy, enforcement in pursuit of any other goal effectively became illegal. Even where efficiency had not been integrated into law itself, the strength of the economic style within the federal bureaucracy and surrounding policy organizations made arguments grounded in other logics difficult to advance. This institutionalization made it harder for liberal Democrats to mount challenges to the newly dominant framework.

During the periods in which Democrats held the White House, and especially in the first two years of the Clinton and Obama administrations—when the range of policy possibilities should have been at their greatest—these limitations were constraining indeed. Even in these periods, Democrats largely limited their policy options to those that operated within the confines of the economic style.



Rethinking the 1970s and What Followed

For the better part of two decades now, historians and social scientists have sought to make sense of the political and economic transformation that took place in the United States during the 1970s. They have pointed to a range of factors to explain the “rise of neoliberalism,” from global economic changes to on-the-ground social movements. The story told in this book adds a critical missing dimension to existing narratives—one that reorients how we think about the past, present, and future of U.S. politics.

The efficiency-centered, microeconomic style of reasoning that we have followed played an integral role in bringing public policy into the neoliberal era—one in which it came to seem, in Margaret Thatcher’s famous phrase, that “there is no alternative.” Thatcher was specifically referring to free markets and free trade, but the rise of the economic style eliminated a different set of alternatives. Arguments based on claims about absolute rights, which implied that cost should not be considered, lost legitimacy. So did positions that centered the impact of policy on community, or democracy, rather than cost-effectiveness. So did positions that valued equality or stability more highly than efficiency. Instead, policies that made sense in economic terms came to be seen as the only alternative.

Scholars’ accounts of the role of economic ideas in the political turn of the 1970s have missed important parts of the story. The focus on policy paradigms—on the shift from Keynesianism to monetarism or supply-side economics—and on the accompanying policy advice given by economists has overemphasized both the role of macroeconomics and economists’ importance as policy advisors. This is true of both early accounts of the shift and more recent ones that also cover the post-Reagan decades.8 These narratives focus on overarching economic frameworks that have always been explicitly aligned with particular political stances, and that are widely acknowledged to be partisan as well as theoretical.

The economic style is subtler than this. It is a framework for decision-making whose influence is closely tied to its ability to claim political neutrality. It portrays itself merely as a technical means of decision-making that can be used with equal effectiveness by people with any political values. This, though, is a ruse: efficiency is a value of its own. And the diffuse adoption of this approach to policymaking—one that can be applied to almost any domain, not just monetary or fiscal or trade policy—has been at least as important as those overarching macroeconomic paradigms.

Existing narratives have also made conservatives and free-market ideology the main drivers of this political-economic transformation. Those emphasizing the ideas behind this change have focused heavily on the role of the Chicago School and its various allies (the Mont Pelerin Society, the conservative legal movement, conservative think tanks and foundations).9 Even the details of debate—was neoliberalism a project of “rolling back” government or “rolling out” market-oriented modes of governance? has it limited state regulation of markets, or insulated the state from democratic impulses that might threaten the market order?—have taken place largely within this space.10

This book has shown, though, that center-left technocrats have a worldview of their own, one that is independently important for understanding the ideological underpinnings of the modern era. The central players in this story are economists (and their allies) who wanted to use economic reasoning to make government work better and more effectively, and who thought government had an important role to play in American life. Chicago Schoolers are on the stage, but they are not the stars. These “better-government” economists were already changing policymaking as Chicago was coming into its own, and their views, not those of people with strong ideological objections to government, were critical in changing how policymakers thought about social programs or market regulation. Any story that does not give them their full due is very much incomplete.

This story of center-left technocrats goes hand in hand with a focus on the state itself as a source of change. Government helped fund the development of the economic style—particularly its systems analytic piece at RAND—so it could carry out its functions more effectively. It was government expansion, in the form of Great Society programs and then the growth of social regulation that followed, that created the conditions for the spread of the economic style. And as the style gained traction, the state institutionalized it by expanding the government offices that came to reflect the economic style and by establishing funding streams that supported its reproduction in think tanks and policy research organizations.

As the economic style gained influence, assisted in various ways by the state, its values and techniques were sometimes instantiated in the state itself, and in various forms of law. From legislation requiring cost-benefit weighing, to Supreme Court decisions upholding the consumer welfare standard, to the creation of regulatory frameworks that enabled emissions trading, to the repeal of regulatory regimes that hindered market efficiency, the economic style was integrated into legal frameworks. In contrast to accounts that see the changes of the 1970s as something “done to” the state by outside actors, whether intellectual movements or political interest groups, in this story the call is coming from inside the house. The economic style that helps constrain the state is produced, and reproduced, by the state itself.

Last, this book helps flesh out an answer to a question that is still puzzling. In the mid-1970s, Democrats were the beneficiaries of a huge political scandal—Watergate—that might have helped them consolidate the gains they had made during the 1960s. But instead of succeeding on this front, they oversaw the collapse of the New Deal order and helped produce a new one in which government had a more limited role to play, and markets a much larger one, than Democrats had previously envisioned.

While we have accounts that explain Democrats’ decline in the 1980s, and accounts that explain New Democrats’ success in the 1990s, what I show here is how a new ideology that would become an alternative to postwar liberalism took hold.11 This was more than just a rejection of the New Deal order. It was a positive alternative to that order that could tie together a range of Democrats who were no longer particularly committed to the old views. The gains of this economic ideology were incremental, but steady, and by the late 1970s it had a growing foothold among Democratic politicians. Already by the Carter administration, Democrats were increasingly “thinking like economists”—advocating for the policies they thought would be most efficient.12 And the institutionalization of this worldview—in Democratic strongholds like Brookings, the Urban Institute, and policy schools, and in the state itself—helped ensure that it would be prominent for decades to come.



Lessons for the Practically Minded

This book also has lessons for those more interested in intervening in, rather than studying, politics and policy. I do not make specific policy recommendations here. But my account suggests insights that can inform political strategy. This may particularly be the case for progressives who have felt constrained by the confines of the economic style, perhaps without recognizing it as such.

The economic style, as a distinctive approach to policy problems, has become second nature in many Washington circles. Questioning its taken-for-grantedness requires recognizing its existence, characteristics, and political effectiveness. A large chunk of the Democratic Party has, until recently, dismissed many policies on progressive wish lists because those policies are not consistent with the economic style. For example, calls for robust antitrust enforcement to limit the power of big tech companies have been brushed off as fearmongering that fails to appreciate those companies’ economic benefits. The prospect of national health insurance (“Medicare for All”) has been dismissed as insufficiently cost-effective. Advocates for these policies have struggled to push back against the logic of the economic style, which feels natural to many who populate policy schools, think tanks, and similar locales.

Recognizing the appeal of the economic style is important to effectively articulating alternatives to it. The economic style is powerful in part because it appears to be a politically neutral tool kit. It is not. Understanding the assumptions and values embedded within it is key to denaturalizing it and successfully making other claims. Three of these—already hinted at in chapter 2—are particularly important.

First, the economic style does not allow for commitment to absolute principles—for moral values that are ends in themselves, rather than objectives to be evaluated in terms of costs, benefits, and trade-offs. Claims about rights, justice, or liberty do not start by weighing their costs. Such claims can be politically as well as morally powerful, as they start with a strong and uncompromising stance: if something is a right, we are obligated to provide it to every person. The question, then, is how best to do that.

In reality, American political institutions rarely treat rights, even those enshrined in law, as 100 percent absolute. For example, in the 1970s people with disabilities gained the right to access federally funded services, notably public transportation, on equal grounds.13 But within the Carter administration, the economists responsible for reviewing cost-benefit analysis of regulations were particularly upset with the enormous price tag of retrofitting New York City subway stations. In their analysis, the costs of making these stations accessible was too high given the number of people who would be affected.14 Despite the nominal right to transportation, many of these stations are still not wheelchair-accessible forty-plus years later.

But even if one recognizes that rights are rarely absolute in practice, starting with absolute claims is both morally powerful and politically useful. Too often, Democrats who have internalized the economic style begin their negotiations with a stance of “as much as is cost-effective.” In contrast, their conservative counterparts begin with an absolute claim: a government program is an infringement on liberty, for example, and thus should not exist. This puts the former group in a weaker position right out of the gate.

Second, in making efficiency (in various forms) its core value, the economic style often treats efficiency as self-evidently good, rather than itself a choice that sometimes competes with other values, like equality or democracy. For example, antitrust policy has, for decades, been organized around the consumer welfare standard, which in practice is defined narrowly as allocative efficiency. This means that corporate behavior becomes an antitrust issue only if it threatens to increase prices charged above marginal cost.

While prohibiting monopoly prices sounds good, an approach to antitrust focused solely on what consumers pay excludes other values. Other powerful arguments for antitrust enforcement emphasize the outsized political influence of large corporations, the control of dominant platforms over speech, and the uneven playing field for small businesses and workers. Protecting democracy, free speech, and fair competition may at times be in direct conflict with ensuring the absolute lowest prices. But recognizing that efficiency is not the only value through which one can evaluate good policy is necessary before one can articulate why alternatives are worth defending.

Third, the economic style is based on a particular theory of how the world works—one in which, as a first-order approximation, individuals and firms respond rationally to incentives, markets are efficient allocators of resources, and political or practical barriers to creating economically logical policies are of secondary importance. In practice, this means that many adherents to the economic style maintain a deep commitment to policy solutions that have serious implementation challenges. The popular commitment in Democratic policy circles to cap-and-trade or carbon taxes as the only rational response to climate change is a pertinent example. While a strong version of either of these policies would be highly beneficial, the obstacles to enacting one effective enough to rein in climate change are formidable indeed. Carbon taxes have proven politically unpopular even in liberal jurisdictions like Washington State.15 And while cap-and-trade programs have had some degree of success, so far their impact on greenhouse gas emissions in jurisdictions like the European Union and California has been relatively minor.16

Efficiency in theory does not necessarily mean efficiency in practice. Progressives who want to advocate for other approaches, like a Green New Deal, should start by clearly stating the grounds on which they think the economic style fails: in this case, an inadequate theory of politics.

Understanding the rhetorical power of, and the unstated assumptions behind, the economic style can be useful for challenging it. But doing so effectively also requires understanding how specific locations effectively reproduce the economic style, and where it has veto points in the policy process.

Much of this book has told an institutional story in which the economic style gained influence by becoming prominent in specific government offices (policy offices throughout the executive branch, the Congressional Budget Office), other policy-relevant organizations (think tanks like the Urban Institute, policy shops like Mathematica), and in professional schools (law, public policy) that train many of those who end up in Washington. Ensuring the influence of other perspectives means either expanding the kinds of expertise that such organizations draw upon or establishing equally influential alternatives to them.

Either of these is possible and—to a limited extent—is already taking place. This book, which provides a historical account, is not the best guide to which offices and organizations are currently the most important strongholds of the economic style (although the degree of continuity over time is significant). The key lesson is that, over the long run, it is crucial to have well-resourced organizational locations in which alternative frameworks can be incubated and spread. Those interested in the long-term ability of progressives to advocate for policies unconstrained by the economic style should devote resources to this—whether that means targeting government offices friendly to other perspectives, building their own network of think tanks, or supporting intellectual movements that provide alternatives within academia. Otherwise, they will have trouble converting grassroots support into real policy options.

In addition to building organizational homes for alternative perspectives, progressives should become aware of and, at times, target the economic style’s veto points in law. The consumer welfare standard, which effectively excludes using antitrust policy to address issues other than efficiency, is a particularly clear example. But requirements for cost-benefit analysis in regulatory decision-making and even CBO scoring of the cost of legislation are also places where the economic style has effective veto power over policies inconsistent with it. (One might ask whether Medicare would have ever been created had the CBO existed in 1965.) In some cases, the best strategy might be to work within these techniques, rather than trying to eliminate them. Instead of eliminating cost-benefit analyses, for example, advocates might push for explicit requirements that such analyses address how regulation impacts different racial groups. But regardless of whether the strategy is to change how such veto points work, or eliminate them entirely, they must be acknowledged and addressed.

This points to a more general dilemma for those frustrated by the political constraints of the economic style: should the strategy be to reject it, or try to change it? While the economic style is not endlessly flexible, part of its power comes from its ability to incorporate new concerns within its framework. Indeed, much of the history of cost-benefit analysis is about finding new and clever ways to put prices on things Americans clearly value, but that are not explicitly priced—whether that valued thing is a safe work environment or the existence of the Grand Canyon.17 There are always those working within the economic framework who are pushing it to better address inequality or other concerns it often neglects.

The history of efforts to integrate other frameworks into economics, though, suggests some limitations to this strategy of working from within. Two examples from environmental policy are telling.

As earlier chapters have discussed, ecological thinking was integral to the landmark environmental legislation passed between 1969 and 1973. These laws explicitly referred to the “biosphere” and “ecological systems.”18 As the economic style became more prominent in environmental policy during the 1970s and 1980s, though, the influence of ecological thinking waned. Those focused on ecology—the role of an individual species in the larger system, or how particular habitats helped regulate that system—grew frustrated that such interconnections were largely ignored by environmental economists, leading the latter to underweight the value of healthy ecosystems.19

In the 1990s, some ecologists, reacting to the dominance of economic reasoning, began taking a different tack. Biologist Gretchen Daly and others began to outline a new “ecosystem services” approach to thinking about the natural environment.20 Ecosystem services sought to more fully quantify the economic contributions of ecological processes—not only the value of clean air as reflected in differential housing prices, as environmental economists might estimate, but also the economic contribution of wetlands in preventing floods. Using such an approach, ecological economist Robert Costanza and his colleagues made a splash with a 1997 article in Nature suggesting that the entire global ecosystem was worth something on the order of $33 trillion.21

Over the next decade, the federal government began to incorporate some of the language of ecosystem services into decision-making. It helped justify efforts like the U.S. Department of Agriculture’s Conservation Reserve Program, which pays farmers not to use environmentally sensitive land.22 But the impact of the ecosystem services approach has nevertheless remained limited, although it is more influential in transnational policy networks than domestic ones.23 Even its advocates have critiqued it on a variety of practical grounds, including the very possibility of meaningfully quantifying the value of specific ecosystem services outside of a local environmental context: if bees offer the service of pollination, but nearby farmers switch to a self-pollinated crop, do the benefits of the bees simply disappear?24 Others remain deeply uncomfortable with an approach that recognizes no value in the existence of a species unless it provides economic benefit.25

The environmental justice movement made its own attempt to integrate a noneconomic framework into economic reasoning. It originated in the early 1980s, when grassroots organizers began fighting back against the disproportionate impact of pollution on racialized communities. Led by Black Southerners and aligned with faith groups, what started as local activism against specific polluters and waste sites had, a decade later, coalesced into a national movement.26 Drawing on the civil rights tradition, movement representatives “demand[ed] the right to participate as equal partners at every level of decision-making” and called for “the cessation of the production of all toxins, hazardous wastes, and radioactive materials.”27

By the early 1990s, environmental justice activists had successfully pushed the Environmental Protection Agency (EPA) to establish an Environmental Equity Workgroup, charged with “review[ing] the evidence that racial minority and low-income communities bear a disproportionate environmental risk burden.”28 But as the EPA responded to environmental justice claims, it recast them in language compatible with its own economic understanding of environmental governance. The calls for justice and demands to end the production of toxic wastes were redefined as identifying “the relative risk burden borne by low-income and racial minority communities” and “factors that might give rise to differential risk reduction.”29

Environmental justice advocates, unhappy with the EPA’s act of translation, hoped for more when Bill Clinton was elected in 1992. Yet while the Clinton administration adopted some of the movement’s terminology, it still defined environmental justice in terms compatible with, if expanding upon, economic reasoning: as “ensur[ing] that all people, regardless of race, national origin or income, are protected from disproportionate impacts of environmental hazards.”30 While all agencies were now explicitly tasked with addressing distributional effects in their regulatory decision-making, the language set up a “philosophical clash” between the grassroots movement and the EPA office that became the institutionalized home of environmental justice.31 The specific inclusion of equity made no clear difference to policy, while translating movement concerns into economics-adjacent language excluded the movement’s more fundamental critique and weakened the moral and political force of its claims.32

These examples are not reason to give up on efforts to expand the concerns addressed by the economic style. They do, though, suggest caution about how successful such strategies are likely to be.



Where We Are Now

As of this writing, six months into the Biden administration, it appears we may be at an inflection point with regard to the economic style. Some things have clearly changed. At the macroeconomic level, Democrats seem to have taken a lesson from 2008 that inadequate economic stimulus is a bigger risk than increased national debt. There is a new level of comfort with broad-based relief, including sending checks directly to Americans with limited means-testing. Some of the old guard of the economics elite—advisors like Larry Summers, who were influential under both the Clinton and Obama administrations—have lost their clout.

There are also signs of change in the policy domains where microeconomic reasoning is more relevant—the social policy, market governance, and regulatory domains examined in this book. Here, though, the picture is less clear. So far, Biden has been surprisingly responsive to the progressive wing of the Democratic Party, which is more influential and better-organized than it has been for decades. This has included offering tentative support for some policies that adherents to the economic style have consistently opposed, and appointing some strident critics of the old intellectual order. It is not yet evident, though, how significant or lasting this change is.

One dynamic at play is that the progressive wing of the party has openly embraced policies that are outside the bounds of the economic style, with significant support from other kinds of experts. This in turn is shaping the space of debate even among those committed to working within the style. These progressive “outsider” voices are pulling “insider” positions to the left—and encouraging insiders to think about, and deploy, the economic style in new ways. It remains to be seen whether the influence of “outsiders” will be lasting, whether it will produce durable movement within the style, or whether it will lead to policy change.

The debate over student loan forgiveness illustrates how this dynamic is playing out. The cancellation of student loan debt, outside of cases of explicit fraud, was almost politically unthinkable five years ago. Liberal economists and policy analysts have consistently opposed such a policy as both inefficient (because it would spend money on some people who could have paid off debt on their own) and regressive (because most student loan debt is held by households in the top half of the income distribution).

But advocates of student loan cancellation, buoyed by a small social movement ten years in the making and supported by experts coming from outside the Washington mainstream, have put this policy on the table. They have relied mostly on arguments incompatible with the economic style. Advocates make a moral case for unburdening borrowers, who are disproportionately young and face a difficult labor market. They point to racial disparities not only in borrowing, but also in the ability to repay. And they highlight the limitations of existing means of helping borrowers who struggle to repay, including the dysfunctional Public Service Loan Forgiveness program and complex income-based repayment options.33

This evolving political context has moved President Biden’s position. While student debt cancellation is not a high priority for the administration, Biden has announced support for $10,000 of debt cancellation—well below the $50,000 proposed by Congressional Democrats, but a stance that would have been unimaginable under Obama. This political environment, along with changing evidence, has also led some liberal economists to reevaluate their position and support similar amounts of loan forgiveness. That said, such economists typically justify their changing position within the economic style. Student loan defaults are concentrated among borrowers with small amounts of debt, who are less likely to have finished degrees and thus received a wage boost; a modest degree of debt cancellation could help this population substantially while limiting the total cost of the program. Mounting evidence about the disproportionate impact of debt on Black borrowers, who have much lower levels of family wealth than white borrowers, is also shaping this shift.34

The larger point here is that we now see Democrats considering policy options that were, until recently, seen as beyond the bound of economic style. These policy proposals are being advanced along two separate pathways. On the one hand, support for policies at odds with the economic style are being driven by social movements, a broader progressive resurgence, and advocacy from experts with backgrounds in law, education, sociology, and other disciplines. On the other, this background of advocacy on noneconomic grounds is expanding the range of options seen as reasonable by those more actively committed to the economic style. The latter group has not abandoned its concern with efficiency, but it is reconsidering its interpretation of evidence in light of the changing political context.

Student loan policy is not the only place we see such dynamics. In antitrust policy, for example, we see a resurgent “New Brandeis” movement advocating for greater enforcement and rejection of the consumer welfare standard, to the dismay of an establishment that sees it as the most useful framework for evaluating antitrust harm. Yet as that movement has gained influence, those working within the economic style have also moved to the left. Economists are asking new questions about whether concentration is allowing employers to keep wages down and whether common ownership in concentrated industries—for example, a handful of large institutional investors control most of the shares of the few remaining U.S. airlines—is producing new forms of market power. Such questions are providing fresh justifications for greater antitrust enforcement, but in ways that remain consistent with the economic style.35

Similarly, increased concern by Democrats with climate change and systemic racism have begun to move the needle on regulatory policy. Most notably, on his first day of office Biden instructed the Office of Management and Budget to look for ways the regulatory review process can promote goals including not only equity (already officially a consideration) but “racial justice” and “the interests of future generations.”36 These will, presumably, encourage analysts to make at least some adjustments to how they calculate the costs and benefits of regulations, although such changes do not fundamentally challenge the economic style.

Moving beyond the limited policy choices of the Clinton and Obama years will require either shifting the range of options economists consider reasonable or bypassing the economic style entirely. Both of these options currently seem possible. The economic style of reasoning, and the discipline of economics itself, can evolve. Income inequality, a marginal topic in the discipline until the 2000s, has become a major focus of attention.37 Groups like Economists for Inclusive Prosperity, established by academics in the mainstream of the discipline, have advocated for more attention to economic distribution.38

Yet as the student loan debate suggests, and as the history of the ecosystem services framework and the environmental justice movement reinforce, there are limits to the range of policy positions that can be made consistent with the economic style. Translating competing approaches to policy into economic terms can move the needle, but only up to a point. The internal dynamics of the discipline also tend to limit how far such change might go.

Where, then, does this leave those who want to restore an ambitious vision of how government might work differently—how it might produce a legal framework that would harness capitalism in service of everyone, how it might support a safety net and social institutions that would allow humans to fully flourish? Evolution of the economic style is certainly something to be encouraged. But lasting change will also require building intellectual frameworks that go beyond economics and building institutions that will help to support them. Such frameworks may center values like equality, racial justice, rights, and community. They will center questions of power and social structure. They will understand policy problems as political problems, not just technical ones.

Rebuilding the progressive movement is an all-hands-on-deck project. Allies within the economics discipline should be very welcome, as should the efforts of those interested in expanding the boundaries of the economic style. But the lesson for those unhappy with forty years of neoliberalism is clear. While we must be cautious not to undermine the value of expertise, it is more important than ever to recognize the values within expertise. When our values align with those of economics, we should embrace the many useful tools it has to offer. But when they conflict, we much be willing to advocate—without apology—for alternatives, rather than allowing our values to be defined by the values of economics.
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NOTE ON SOURCES


This book draws on roughly three thousand primary and secondary sources, as well as archival sources consulted at nine different archives—many of which do not appear in the final product. It builds on considerable research on policy domains not discussed at length, as well as the five domains (poverty, healthcare, antitrust, transportation, and environmental policy) that receive most of the attention. Here, I discuss the archival sources the project uses, as well as highlighting other types of sources that were particularly useful in each chapter, emphasizing those (oral histories, dissertations, web resources) that might otherwise go overlooked.

I consulted the following archival collections in person:

Jimmy Carter Presidential Library, Atlanta, GA

Charles L. Schultze Papers

University of Chicago Archives, Chicago, IL

Department of Economics Records

George Stigler Papers

Aaron Director Papers

Cornell University Archives, Ithaca, NY

Alfred E. Kahn Papers

Duke University Economists’ Papers Archive, Durham, NC

Juanita Kreps Papers

Oskar Morgenstern Papers

Albert E. Rees Papers

Paul Samuelson Papers

Leonard Silk Papers

Robert Solow Papers

William Volker Fund Records

Lyndon B. Johnson Presidential Library, Austin, TX

Administrative Histories

William Gorham Papers

Oral Histories

Donald F. Turner Papers

White House Central Files

John F. Kennedy Presidential Library, Boston, MA

Kermit Gordon Personal Papers

Walter W. Heller Papers

Oral Histories

Adam Yarmolinsky Papers

National Archives, College Park, MD

Records of the Bureau of the Budget

Records of the Office of Economic Opportunity

RAND Corporation Archives, Santa Monica, CA

Economics Department Papers

Oral Histories

Gus Shubert Papers

Rockefeller Archive Center, Sleepy Hollow, NY

Nelson A. Rockefeller Personal Papers

Rockefeller Special Studies Project

Social Science Research Council Archives

In addition, I relied heavily on the Presidential Oral Histories collection at the University of Virginia’s Miller Center, as well as drawing on oral history collections from the University of Wisconsin Oral History Program, Berkeley’s Regional Oral History Office, the American Bar Association’s Section on Antitrust Law, and the Environmental Protection Agency, among others.

Chapter 2 is based mostly on secondary sources. Here, Michael Bernstein’s A Perilous Progress: Economists and Public Purpose in Twentieth-Century America was a key orienting point. The chapter is also heavily informed by the work of William Barber, Roger Backhouse, David Colander, Marion Fourcade, Mary Furner, Stephanie Mudge, Malcolm Rutherford, and Yuval Yonay.

For chapter 3, David Jardini’s 1996 dissertation, “Out of the Blue Yonder: The RAND Corporation’s Diversification into Social Welfare Research, 1946–1968” (self-published in 2013 as Thinking through the Cold War) was absolutely critical, as was Stephanie Young’s 2009 dissertation, “Power and the Purse: Defense Budgeting and American Politics, 1947–1972,” which focuses heavily on PPBS. Although RAND archival material is cited to a limited extent, the story was significantly informed by RAND’s internal publications, only some of which are available online, and particularly by the RAND organizational charts found in the papers of Gus Shubert. For the second half of chapter 3, archival records—particularly William Gorham’s papers at the LBJ Library, the detailed administrative histories of each executive agency produced by the LBJ administration, and the records of the Evaluation Division of the Budget Bureau (which administered PPBS) at the National Archives—were key to untangling the story. Oral histories were also important throughout, including those with David Bell, Joseph Califano, William Capron, Alain Enthoven, Kermit Gordon, William Gorham, Charles Hitch, Robert Levine, David Novick, Edward Quade, Charles Schultze, Gus Shubert, Elmer Staats, and Charles Zwick.

Chapter 4 draws significantly on published primary sources for its narrative—particularly Kaysen and Turner’s Antitrust Policy and John Meyer et al.’s The Economics of Competition in the Transportation Industries, but more generally a range of academic publications by economists and lawyers. De Jong and Shepherd’s Pioneers of Industrial Organization is filled with short biographies of key figures in this field. Irwin Collier’s online archival collection, “Economics in the Rear-View Mirror,” was particularly helpful for information on mid-twentieth-century figures in Harvard industrial organization, including Edward Mason. The Eno Center for Transportation provides a similarly useful resource on the history of transportation policy in its Historical Documents Archive. Marc Eisner’s Antitrust and the Triumph of Economics was a key orienting text, both here and in chapter 6. The Chicago story is informed by archival work at the University of Chicago, particularly the papers of George Stigler and Aaron Director; Eduardo Canedo’s 2008 dissertation, “The Rise of the Deregulation Movement in Modern America,” is also an important resource. I relied on oral histories and personal accounts by Alan Boyd, Stephen Breyer, Kermit Gordon, Ewald Grether, George Hay, Thomas Kauper, Carl Kaysen, Edward Mason, Joe Peck, and Charles Zwick, as well as the papers of Leonard Silk, which cover the Brookings Institution’s program on government regulation of economic activity, and the magazine Regulation, housed online by the Cato Institute.

For chapter 5, Alice O’Connor’s Poverty Knowledge was an early touchstone and continues to be one of my favorite works of history. Records from the LBJ Library, particularly the papers of William Gorham and the administrative history of the Department of Health, Education, and Welfare; the National Archives, particularly the Office of Economic Opportunity’s Office of Planning, Research, and Evaluation; and Duke’s Economists’ Papers Archive, particularly the papers of Mathematica founder Oskar Morgenstern, were useful. In addition to some of the figures mentioned in chapter 3, chapter 5 draws on oral histories and interviews with Stuart Altman, Wilbur Cohen, Stuart Eizenstat, and Malcolm Peabody, along with the collection in Michael Gillette’s volume, Launching the War on Poverty, and the Poverty and Urban Policy: Kennedy Library and Brandeis University Conference Oral History Interview. The material on health economics was substantially informed by Zach Griffen’s dissertation research in progress on the economics of health and education and its influence on social policy.

In chapter 6, the antitrust sections rely particularly on Supreme Court cases to understand the evolution of legal standards. They were also informed by oral histories conducted by the America Bar Association’s Section on Antitrust Law with Alfred Kahn, James C. Miller, Frederick Scherer, and Edwin Zimmerman (along with some individuals mentioned in chapter 4) and the Donald F. Turner Papers at the LBJ Library. The transportation section draws on archival work at Cornell University in the papers of Alfred Kahn. Paul Pautler’s A History of the FTC’s Bureau of Economics, published online, was very useful, as was David Reinecke’s 2019 dissertation, “Network Struggles: Re-wiring U.S. Network Industries for Competition, 1970–2015.” Initially, this chapter had a substantial section on governance of healthcare markets, which followed an analogous trajectory. Carl Ameringer’s The Health Care Revolution: From Medical Monopoly to Market Competition was invaluable in understanding it, as was Laura Schmidt’s 1999 dissertation, “The Corporate Transformation of American Health Care: A Study in Institution Building,” and Paul Starr’s classic, The Social Transformation of American Medicine. More generally, Martha Derthick and Paul Quirk’s The Politics of Deregulation continues to be critical for understanding the story of deregulation.

Chapter 7 is informed by archival work in the voluminous papers of Charles Schultze at the Carter Library, as well as the web archives of the Council on Wage and Price Stability, which were housed at George Mason’s Mercatus Center, but as of this writing are no longer available online. The chapter also draws on oral histories and memoirs of Doug Costle, William Reilly, William Ruckelshaus, Alan Schmid, and Jim Tozzi. Although I did not find it until after this chapter was drafted, Charles Halvorson’s 2017 dissertation, “Valuing the Air: The Politics of Environmental Governance from the Clean Air Act to Carbon Trading,” is particularly useful on the politics of emissions trading, as was Joe Green Conley’s 2006 dissertation, “Environmentalism Contained: A History of Corporate Responses to the New Environmentalism,” and Alan Carlin’s online History of Economic Research at the EPA, now available via the Wayback Machine. The extended account of revising the ozone standard relies on Marc Landy, Marc Roberts, and Stephen Thomas’s The Environmental Protection Agency: Asking the Wrong Questions from Nixon to Clinton; Brian Cook’s Bureaucratic Politics and Regulatory Reform: The EPA and Emissions Trading covers the early development of emissions trading in detail.

Chapters 8 and 9 are based mostly on secondary and published primary sources, along with some of the oral histories already mentioned. Articles from the National Journal were particularly helpful with the day-to-day politics of regulatory reform, as was an online publication, “The Occupational Safety and Health Administration: A History of Its First Thirteen Years, 1971–1984.” A published interview with William Baxter and memoirs by Michael Pertschuk and James Miller were also helpful.

Last, I want to acknowledge one book that shaped the entire project, and one that came out too late to shape it, but that covers overlapping ground. The first is Marion Fourcade’s Economists and Societies. While I cite it only a handful of times, this entire project can be seen as a book-length expansion of about ten pages of Economists and Societies.

The other is Binyamin Appelbaum’s The Economists’ Hour, which came out in 2019, as I was writing the next-to-last draft of this book. Because it covers so much overlapping ground (Washington policy circles in the 1960s and 1970s), I held off reading it until I had finished my own account. Now that I have, I am happy to report that it is deeply informed and compellingly written—and that, much to my relief, I have not managed to write the same book.
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