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    PREFACE


    
      Who’s Running America? is about the nation’s institutional elite—the people who
      direct and manage the largest corporations, banks, and insurance companies; the giant media conglomerates; the
      prestigious law and lobbying firms; the most heavily endowed foundations and universities; the influential
      policy-planning organizations (think tanks); and the leading civic and cultural institutions. The current
      edition, The Obama Reign, describes the Obama White House and Cabinet, the leaders of
      Congress, and members of the Supreme Court. Who’s Running America? describes the
      people who occupy these key institutional positions—it names names. It describes their educational backgrounds,
      their rise to the top, and what they do with their power. It sets forth an oligarchic model of national
      policy-making, in which corporations and wealthy individuals establish foundations that in turn fund
      policy-planning organizations that feed policy recommendations to the mass media and to the White House,
      congressional committees, and the courts.
    


    
      The Obama Reign focuses on the rise to power of Barack Obama, his early years in
      Indonesia and Hawaii, and his education at Occidental College, Columbia University, and Harvard Law School. It
      chronicles his first unsuccessful bid for a seat in Congress, his later rise to the US Senate, and his fight for
      the Democratic presidential nomination. It describes his first presidential campaign in 2008 and his reelection
      campaign in 2012. It traces the challenges he faced in the Oval Office as well as the people he chose to surround
      himself with, including Hillary Clinton, Valerie Jarrett, and John Kerry. It profiles Obama’s opposition in
      Congress, including John Boehner and Paul Ryan. And it looks at Supreme Court Justices Clarence Thomas and Sonia
      Sotomayor.
    


    
      The Obama Reign examines the boardrooms of the nation’s largest corporations and
      banks, the owners of the nation’s leading media outlets, and the “fat cat” political contributors. It adds a
      number of essays on institutional leadership, including “The Walton Family,” “Fannie Mae and Freddie Mac,” “The
      Wall Street Bailout,” “Ben Bernanke: Managing the Nation’s Money,” “Warren Buffett: Radical Investor,” “Rupert
      Murdoch: Founder of FOX,” “Arthur Ochs Sulzberger Jr.: The New York Times,” “The
      Graham Family: The Washington Post,” “Arianna Huffington: Internet Influence,” “Fat
      Cats: Financing Politics,” “Bill Gates: Global Philanthropist,” “The Private Companies,” “The Liberal
      Establishment,” and “George Soros: Funding the Far Left.”
    


    
      The decision to name names was carefully considered. We know that occupants of top institutional positions change
      over time and that some of our information will be out of date by the time of publication. And with thousands of
      names, some mistakes are inevitable. However, the biographical sketches provide “flesh and bones” to the
      statistical analysis; they personalize the numbers and percentages in our research. The people who run America
      are real people, and we know of no better way to impress this fact upon our readers.
    

  


  
    CHAPTER 1
    

    ELITISM IN A DEMOCRACY


    
      Great power in America is concentrated in a handful of people. A few thousand individuals out of 310 million
      Americans decide about war and peace, wages and prices, consumption and investment, employment and production,
      law and justice, taxes and benefits, education and learning, health and welfare, advertising and communication,
      life and leisure. In all societies—primitive and advanced, totalitarian and democratic, capitalist and
      socialist—only a few people exercise great power. This is true whether or not such power is exercised in the name
      of “the people.”
    


    
      Who’s Running America? is about those at the top of the institutional structure in
      America—who they are, how much power they wield, how they came to power, and what they do with it. In a modern,
      complex industrial society, power is concentrated in large institutions: corporations, banks and investment
      firms, insurance companies, media empires, the White House, Congress and the Washington bureaucracy, prestigious
      law firms and powerful lobbyists, “fat cat” political contributors, foundations, universities, and private
      policy-planning organizations. The people at the top of these institutions—the presidents and directors, the
      senior partners, the governing trustees, the congressional committee chairpersons, the Cabinet and senior
      presidential advisers, the Supreme Court Justices—are the objects of our study in this book.
    


    
      The Inevitability of
      Elites


      
        The elite are the few who have power in society; the masses are the many who do not. We shall call our national leaders “elites” because they
        possess formal authority over large institutions that shape the lives of all Americans.
      


      
        America is by no means unique in its concentration of great power in the hands of a few. The universality of
        elites has been a prominent theme in the works of scholars throughout the ages. The Italian sociologist
        Vilfredo Pareto put it succinctly: “Every people is governed by an elite, by a chosen element of the
        population.”1
      


      
        Traditional social theorizing about elites views them as essential, functional components of social
        organization. The necessity of elites derives from the general need for order in society. Whenever human beings
        find themselves living together, they establish a set of ordered relationships so that they can know how others
        around them will behave. Without ordered behavior, the concept of society itself would be impossible. Among
        these ordered relationships is the expectation that a few people will make decisions on behalf of the group.
        Even in primitive societies someone has to decide when the hunt will begin, how it will proceed, and what will
        be done with the catch.
      


      
        More than two centuries ago Alexander Hamilton defended the existence of the elite by writing:
      


      
        All communities divide themselves into the few and the many. The first are the rich and well-born, the other
        the masses of people. The voice of the people has been said to be the voice of God; and however generally this
        maxim has been quoted and believed, it is not true in fact. The people are turbulent and changing, they seldom
        judge or determine right.2
      


      
        The Italian political scientist Gaetano Mosca observed:
      


      
        In all societies—from societies that are very underdeveloped and have largely attained the dawnings of
        civilization, down to the most advanced and powerful societies—two classes of people appear—a class that rules
        and a class that is ruled. The first class, always the less numerous, performs all of the political functions,
        monopolizes power, and enjoys the advantages that power brings, whereas the second, the more numerous class, is
        directed and controlled by the first, in a manner that is now more or less legal, now more or less arbitrary
        and violent.3
      


      


      
        American social scientists have echoed the same theme. Sociologist Robert Lynd wrote:
      


      
        It is the necessity in each society—if it is to be a society, not a rabble—to order the relations of men and
        their institutional ways of achieving needed ends …. Organized power exists—always and everywhere, in societies
        large or small, primitive or modern—because it performs the necessary function of establishing and maintaining
        the version of order by which a given society in a given time and place lives.4
      


      
        Political scientists Harold Lasswell and Daniel Lerner were even more explicit:
      


      
        The discovery that in all large-scale societies the decisions at any given time are typically in the hands of a
        small number of people confirms a basic fact: Government is always government by the few, whether in the name
        of the few, the one, or the many.5
      


      


      
        Elitism is not a result of inadequate education of the masses, or of poverty, or of
        capitalism, or of any special problem in society. The necessity for leadership in social organizations applies
        universally. Robert Michels, who as a student was active in socialist politics in Europe in the early 1900s,
        reluctantly concluded that elitism was not a product of capitalism. All large organizations—political parties, labor unions, governments—are oligarchies, even
        radical socialist parties. In Michels’s words, “He who says organization says
        oligarchy.” Michels explains his famous “iron law of oligarchy” as a characteristic of any social system.6
      


      
        Thus, the elitist character of American society is not a product of political conspiracy, capitalist
        exploitation, or any specific malfunction of democracy. All societies are elitist.
        There cannot be large institutions without great power being concentrated within the hands of the few at the
        top of these institutions.
      

    


    
      The Institutional Basis of Power


      
        Power is not an attribute of individuals, but an attribute of social organizations. Power is the potential for
        control in society that accompanies certain roles in the social system. This notion reflects
        Max Weber’s classic formulation of the definition of power:
      


      
        In general, we understand by “power” the chance of a number of men to realize their
        own will in a communal act even against the resistance of others who are participating in the
        action.7
      


      
        “Chance” in this context means the opportunity or capacity for effecting one’s will. Viewed in this fashion,
        power is not so much the act of control as the potential to
        act— the social expectation that such control is possible and
        legitimate—that defines power.
      


      
        Power is simply the capacity or potential of persons in certain roles to make decisions that affect the conduct
        of others in the social system. Sociologist Robert O. Schultze put it in these words:
      


      
        A few have emphasized that act as such rather than the potential to act is the crucial aspect of power. It seems far more sociologically sound to
        accept a Weberian definition which stresses the potential to act. Power may thus be conceived as an inherently
        group-linked property, an attribute of social statuses rather than of individual persons …. Accordingly, power
        will denote the capacity or potential of persons
        in certain statuses to set conditions, make decisions, and/or take actions which
        are determinative for the existence of others within a given social system.8
      


      


      
        Thus, elites are people who occupy power roles in society. In a modern, complex society, these roles are
        institutionalized; the elite are the individuals who occupy positions of authority in large institutions.
        Authority is the expected and legitimate capacity to direct, manage, and guide programs, policies, and
        activities of the major institutions of society.
      


      
        It is true, of course, that not all power is institutionalized. Power can be exercised in transitory and
        informal groups and in interpersonal interactions. Power is exercised, for example, when a mugger stops a
        pedestrian on the street and forces him to give up his wallet, or when a political assassin murders the
        President. But great power is found only in institutional roles. C. Wright Mills, a socialist critic of the
        structure of power in American society, observed:
      


      
        No one … can be truly powerful unless he has access to the command of major institutions, for it is over these
        institutional means of power that the truly powerful are, in the first instance, powerful.9
      


      


      
        Individuals do not become powerful simply because they have particular qualities, valuable
        skills, burning ambitions, or sparkling personalities. These assets may be helpful in gaining positions of
        power, but it is the position itself that gives an individual control over the activities of other individuals.
        This relationship between power and institutional authority in modern society is described by Mills:
      


      
        If we took the one hundred most powerful men in America, the one hundred wealthiest, and the one hundred most
        celebrated away from the institutional positions they now occupy, away from their resources of men and women
        and money, away from the media of mass communication … then they would be powerless and poor and uncelebrated.
        For power is not of a man. Wealth does not center in the person of the wealthy. Celebrity is not inherent in
        any personality. To be celebrated, to be wealthy, to have power, requires access to major institutions, for the
        institutional positions men occupy determine in large part their chances to have and to hold these valued
        experiences.10
      


      


      
        Power, then, is an attribute of roles in a social system, not an attribute of
        individuals. People are powerful when they occupy positions of authority and control in social organizations.
        Once they occupy these positions, their power is felt as a result of not only their actions but their failures
        to act as well. Both have great impact on the behaviors of others. Elites “are in positions to make decisions
        having major consequences. Whether they do or do not make such decisions is less important than the fact that
        they do occupy such pivotal positions: Their failure to act, their failure to make a decision, is itself an act
        that is often of greater consequence than the decisions they do make.”11
      


      
        People in top institutional positions exercise power whether they act overtly to influence particular decisions
        or not. When the social, economic, and political values of elite groups, or, more importantly, the structures
        of the institutions themselves, limit the scope of decision-making to only those issues that do not threaten
        top elites, then power is being exercised. Political scientists Peter Bachrach and Morton S. Baratz refer to
        this phenomenon as “non-decision-making.”12 A has power over B
        when he or she succeeds in suppressing issues that might in their resolution be detrimental to A’s preferences. In short, the institutional structure of our society and the people at the top
        of that structure encourage the development of some kinds of public issues but prevent other kinds of issues
        from ever being considered by the American public. Such “non-decision-making” provides yet another reason for
        studying institutional leadership.
      

    


    
      Power as Decision-Making:
      The Pluralist View


      
        It is our contention, then, that great power is institutionalized—that it derives from roles in social
        organizations and that individuals who occupy top institutional positions possess power whether they act
        directly to influence particular decisions or not. But these views—often labeled as “elitist”—are not
        universally shared among social scientists. We are aware that our institutional approach to power conflicts
        with the approach of many scholars who believe that power can be viewed only in a decision-making context.
      


      
        This alternative approach to power—often labeled as “pluralist”—defines power as active
        participation in decision-making. Persons are said to have power only when
        they participate directly in particular decisions. Pluralist scholars would object to our presumption that
        people who occupy institutional positions and who have formal authority over economic, governmental, or social
        affairs necessarily have power. Pluralists differentiate between the “potential” for power (which is generally
        associated with top institutional positions) and “actual” power (which assumes active participation in
        decision-making). Political scientist Robert A. Dahl wrote:
      


      
        Suppose a set of individuals in a political system has the following property: there is a high probability that
        if they agree on a key political alternative, and if they all act in some specified way, then that alternative
        will be chosen. We may say of such a group that it has a high potential for
        control…. But a potential for control is not, except in a peculiarly Hobbesian
        world, equivalent to actual control.13
      


      


      
        Pluralists contend that the potential for power is not power itself. Power occurs in individual interactions:
        “A has power over B to the extent that he can get
        B to do something that B would not otherwise
        do.”14 We should not simply
        assume that power attaches to high office. Top institutional officeholders may or may not exercise power—their
        “power” depends on their active participation in particular decisions. They may choose not to participate in
        certain decisions, their influence may be limited to specific kinds of decisions, they may be constrained by
        formal and informal checks on their discretion, they may be forced to respond to the demands of individuals or
        groups within or outside the institutions they lead, and they may have little real discretion in their choice
        among alternative courses of action.
      


      
        Pluralists would argue that research into institutional leadership can describe at best only the potential for control that exists within American society. They would insist that research on
        national leadership should proceed by careful examination of a series of important national decisions—that the
        individuals who took an active part in these decisions be identified and a full account of
        their decision-making behavior be obtained. Political scientist Nelson Polsby, a former student of Robert A.
        Dahl’s at Yale, reflects the interests of pluralists in observing specific decisions:
      


      
        How can one tell, after all, whether or not an actor is powerful unless some sequence of events, competently
        observed, attests to his power? If these events take place, then the power of the actor is not “potential” but
        actual. If these events do not occur, then what grounds have we to suppose that the actor is
        powerful?15
      


      
        And, indeed, much of the best research and writing in political science has proceeded by studying specific
        cases in the uses of power.
      


      
        Pluralism, of course, is more than a definition of power and a method of study—it is an integrated body of
        theory that seeks to reaffirm the fundamental democratic character of American society. Pluralism arose in
        response to criticisms of the American political system to the effect that individual participation in a large,
        complex bureaucratic society was increasingly difficult. Traditional notions of democracy had stressed
        individual participation of all citizens in the decisions that shape their own lives. But it was clear to
        scholars of all persuasions that relatively few individuals in America have any direct impact on national decision-making.
      


      
        Pluralism developed as an ideology designed to reconcile the ideals of democracy
        with the realities of a large-scale industrial, technocratic society. Jack L.
        Walker wrote that the “principal aim” of the pluralists “has been to make the theory of democracy more
        realistic, to bring it into closer correspondence with empirical reality. They are convinced that the classical
        theory does not account for ‘much of the real machinery’ by which the system operates.”16
      


      
        Pluralists recognize that an elite few, rather than the masses, rule America and that “it is difficult—nay
        impossible—to see how it could be otherwise in large political systems.”17 However, they reassert the essentially democratic character of
        America by arguing that competition between leadership groups protects the individual—that is, countervailing
        centers of power check each other and guard against abuse of power. Leadership groups are not closed; new
        groups can be formed and gain access to the political system. The existence of multiple leadership groups in
        society gives rise to a “polyarchy”—leaders who exercise power over some kinds of decisions do not necessarily
        exercise power over other kinds of decisions. Finally, pluralists acknowledge that public policy may not be
        majority preference, but they claim it is the rough equilibrium of group influence and, therefore, a reasonable
        approximation of society’s preferences.
      

    


    
      Identifying Positions of
      Power


      
        We are committed in this volume to the study of institutional power. It is not our
        purpose to assert the superiority of our approach to power in America over the approaches recommended by
        others. We do not intend to debate the merits of pluralism or elitism as political
        philosophies. Abstract arguments over conceptualizations, definitions, and method of study already abound in
        the literature on power. Rather, working within an institutional paradigm, we
        intend to present systematic evidence about the concentration of resources in the nation’s largest
        institutions, to find out who occupies top positions in these institutions, to explore interlocking and
        convergence among these top position-holders, to learn how they rose to their positions, to explore the extent
        of competition and factionalism among various segments of the nation’s institutional leadership, and to learn
        how institutional leadership interacts in national policy-making.
      


      
        We hope to avoid elaborate theorizing about power, pluralism, and elitism. We propose to present what we
        believe to be interesting data on national institutional elites and to permit our readers to relate these data
        to their own theories of power.
      


      
        A great deal has been said about “the power elite,” “the ruling class,” “the liberal establishment,” “the
        military-industrial complex,” “the powers that be,” and so on. But even though many of these notions are
        interesting and insightful, we never really encounter a systematic definition of precisely who these people are, how we can identify them, how they came to power, and what they do with
        their power.
      


      
        We know that power is elusive and that elites are not easy to identify. Scholars have encountered great
        difficulty in finding a specific working definition of a national elite—a definition that can be used to
        actually identify powerful people. However, this is the necessary starting place for any serious inquiry into
        power in America.
      


      
        Our first task, therefore, is to develop an operational definition of a national
        elite. We must formulate a definition that is consistent with our theoretical notions about the institutional
        basis of power and that will enable us to identify, by name and position, those individuals who possess great
        power in America.
      


      
        Our institutional elites will be individuals who occupy the top positions in the
        institutional structure of American society. These individuals possess the formal authority to
        formulate, direct, and manage programs, policies, and activities of the major corporate, governmental, legal,
        educational, civic, and cultural institutions in the nation. Our definition of a national elite, then, is
        consistent with the notion that great power in America resides in large institutions.
      


      
        For purposes of analysis, we have divided America’s institutional elites into various
        sectors: (1) corporations (nonfinancial), (2) banks and investment firms, (3) insurance companies, (4) mass
        media, (5) politics (lobbyists and political contributors), (6) law, (7) education, (8) foundations, (9) civic
        and cultural organizations, (10) the White House and Cabinet, (11) Congress, and (12) the Supreme Court.
      


      
        In the corporate sector, our operational definition of the elite is those
        individuals who occupy formal positions of authority in the nation’s 100 largest corporations ranked by total
        revenues. Their names and brief biographies are included in our research database. Some, but not all, are
        mentioned by name in this book.
      


      
        In the financial sector, we identify those individuals who control the nation’s
        largest banks and Wall Street investment firms. Again, we identify by name their presidents and directors and
        include them in our database.
      


      
        In the insurance sector, we identify the fifteen largest insurance companies and
        identify by name their presidents and directors and include them in our database.
      


      
        In mass media, we include ownership of the major television networks (ABC, CBS,
        NBC, FOX, and CNN), the New York Times and Washington
        Post, and the nation’s five leading media conglomerates.
      


      
        In politics, we identify Washington’s top lobbying firms and include their senior
        partners in our elite. We also identify some of the nation’s “fat cat” political contributors, drawn from the
        ranks of billionaires, corporate executives, and Hollywood heavyweights.
      


      
        In law, our definition of the nation’s legal elite includes the senior partners of
        large and influential New York and Washington law firms.
      


      
        In education, we identify sixty-two colleges and universities with endowment funds
        totaling $1 billion or more. These institutions control well over two-thirds of all endowment funds in higher
        education, and they are consistently ranked among the nation’s most “prestigious” colleges and universities.
        Our leadership group includes their presidents and trustees. We do not include public universities.
      


      
        In foundations, we identify the nation’s fifty foundations with over $1 billion in
        assets. Again, we identify by name their presidents and trustees.
      


      
        In civic and cultural organizations, we identify institutions on the basis of
        qualitative evaluations of their prestige and influence. The civic organizations are the Council on Foreign
        Relations, the Trilateral Commission, the Committee on Economic Development, the Business Roundtable, the
        Brookings Institution, the American Enterprise Institute, the Heritage Foundation, and the Center for American
        Progress. The cultural organizations are the Metropolitan Museum of Art, the Museum of
        Modern Art, the Smithsonian Institution, and the Lincoln Center for the Performing Arts.
      


      
        In the governmental sector, we identify as positions of authority in the executive
        branch the President and Vice-President, senior White House presidential advisers, and secretaries of all
        executive departments. In Congress we include the House and Senate majority and
        minority leaders and party whips, as well as all congressional committee chairpersons. Finally, in the Supreme Court, we include all nine Justices.
      


      
        Any effort to operationalize a concept as broad as a national institutional elite is bound to generate
        discussion over the inclusion or exclusion of specific sectors, institutions, or positions. (Why law but not
        medicine? Why not law firms in Chicago, Houston, or Atlanta? Why not religious institutions or labor unions?
        Why not governors or mayors of big cities?) There are no explicit guidelines for systematic research on
        national elites. Our choices involve many subjective judgments. Let us see, however, what we can learn about
        concentration, specialization, and interlocking using the definitions above; perhaps other researchers can
        improve upon our attempt to operationalize this elusive notion of a national institutional elite. In the
        following analysis, we will present findings for our aggregate elites and for specific sectors of these elites.
      

    


    
      Dimensions of America’s Elite


      
        These top positions, taken collectively, control over half of the nation’s industrial assets, over one-half of
        all US banking assets, and over three-quarters of all insurance assets. They control the television networks,
        the investment firms, the influential newspapers, and the major media conglomerates. They control over half of
        all the assets of private foundations and two-thirds of all private university endowments. They direct the
        nation’s largest and best-known law firms in New York and Washington, as well as the nation’s major civic and
        cultural organizations. They make the largest political campaign contributions. They occupy key federal
        government positions in the executive, legislative, and judicial branches (see Table 1.1).
      


      
        These aggregate figures—roughly 4,000 positions—are themselves important indicators of the concentration of
        authority and control in American society. Of course, these figures are the direct product of our specific
        definition of top institutional positions. Yet these aggregate statistics provide us with an explicit
        definition and quantitative estimate of the size of the national elite in America.
      


      
        
          Table 1.1
          Estimates of the Size of the Nation’s Elite
        


        
          
            
              	

              	Estimated number of elite positions
            


            
              	
                

              
            

          

          
            
              	Corporate sector

              	
            


            
              	1. Nonfinancial corporations (100)

              	1,500
            


            
              	2. Banks and investment firms (20)

              	300
            


            
              	3. Insurance companies (15)

              	2,025
            


            
              	 Total

              	2,025
            


            
              	Public interest sector

              	
            


            
              	4. Mass media (12)

              	180
            


            
              	5. Political contributors (selected individuals)

              	42
            


            
              	6. Lawyers and lobbyists (42)

              	252
            


            
              	8. Foundation s(50)

              	744
            


            
              	8. Foundations (50)

              	600
            


            
              	9. Civic and cultural organizations (12)

              	144
            


            
              	 Total

              	2,012
            


            
              	Governmental sector

              	
            


            
              	10. Executive

              	19
            


            
              	11. Legislative

              	37
            


            
              	12. Judicial

              	9
            


            
              	 Total

              	65
            


            
              	Total positions

              	4,102
            

          
        

      


      
        Our definition of the nation’s elite, and our estimate of its size, closely parallels the work of sociologist
        Charles Murray, who describes a “narrow elite” at the top of America’s social structure:
      


      
        At the top are those who have risen to jobs that directly affect the nation’s culture, economy, and politics.
        Some of them wield political power, others wield economic power, and still others wield the power of the media.
        I will call this subset the narrow elite. The narrow elite includes the lawyers and judges who shape
        constitutional jurisprudence, the people who decide how the news will be covered on national news programs, and
        the journalists and columnists whose bylines are found in the leading print media and on the Internet. It
        includes the top executives in the nation’s largest corporations, financial institutions, foundations, and
        nonprofit organizations. It includes the producers, directors, and writers who create the nation’s films and
        television dramas, the most influential scholars in the nation’s elite universities and research institutes,
        and senior government administrators and politicians.18
      


      

    


    
      Some Questions for
      Research


      
        Our definition of America’s institutional elite provides a starting place for exploring some of the central
        questions confronting students of power. How concentrated are institutional resources in America? How much
        concentration exists in industry and finance, in government, in the mass media, in education, in the law, in
        the foundations, and in civic and cultural organizations? Who are the people at the top of the nation’s
        institutional structure? How did they get there? Did they inherit their positions or work their way up through
        the ranks of the institutional hierarchy?
      


      
        Are institutional elites in America “interlocked” or “specialized”? That is, is there convergence at the “top”
        of the institutional structure in America, with the same group of people dominating decision-making in
        industry, finance, education, government, the mass media, foundations, law, investments, and civic and cultural
        organizations? Or is there a separate elite in each sector of society with little or no overlap in authority?
        Are there opportunities to rise to the top of the leadership structure for individuals from both sexes; from
        all social classes, races, religions, and ethnic groups; and through multiple career paths in different sectors
        of society? Or are opportunities to acquire key leadership roles generally limited to white, Anglo-Saxon,
        Protestant, upper-class and upper-middle-class males whose careers are based primarily in industry, finance,
        and law? Is the nation’s institutional leadership recruited primarily from private prestigious Ivy League
        universities? Do leaders join the same clubs, intermarry, and enjoy the same lifestyles? Or is there diversity
        in educational backgrounds, social ties, club memberships, and lifestyles among the elite?
      


      
        How do institutional elites make national policy? Are there established institutions and procedures for elite
        interaction, communication, and consensus-building on national policy questions? Or are such questions decided
        in a relatively unstructured process of competition, bargaining, and compromise among a large number of diverse
        individuals and interest groups? Do the “proximate policy-makers”—the President, Congress, the courts—respond
        to mass opinions, or do they respond primarily to initiatives originating from the elite policy-planning
        organizations?
      


      
        Finally, we want to ask whether the Obama promise of change has altered our answers to any of these questions.
      

    

  


  
    CHAPTER 2
    

    THE CORPORATE DIRECTORS


    
      Control of economic resources provides a continuous and important base of power in any society. A great deal of
      power is organized into large economic institutions—corporations, banks, insurance companies, and investment
      firms. These economic organizations decide what will be produced, how much it will cost, how many people will be
      employed, and what their wages will be. They determine how goods and services will be distributed, what
      technology will be developed, what profits will be made and how they will be distributed, how much money will be
      available for capital investment, what interest rates will be charged, and many similarly important questions.
    


    
      The Concentration of Corporate Power


      
        Corporate power in America is highly concentrated. The Internal Revenue Service receives nearly 6 million
        corporate tax returns each year. America’s 500 largest corporations—the Fortune 500—collectively take in about
        $10.8 trillion each year, accounting for roughly 75 percent of the nation’s gross domestic product (GDP). In
        contrast, the 5 million corporations that receive less than $1 million in annual revenues account for less than
        4 percent of the GDP.
      


      
        The nation’s 100 largest nonfinancial corporations are listed in Table 2.1. (The nation’s largest
        banking and investment firms and insurance companies are listed separately in Chapter 3, “The Money Elite.”) America’s traditional  industrial
        giants—ExxonMobil, Chevron, ConocoPhillips, Ford Motors, General Electric, AT&T, and IBM—continue to occupy
        top places in the corporate world. But in recent decades the booming retail economy has moved Wal-Mart, Kroger,
        Costco, Walgreens, Home Depot, and Target upward in the corporate rankings. Indeed, the late Sam Walton’s
        Wal-Mart, headquartered in Bentonville, Arkansas, is now the nation’s single largest corporate employer, with
        more than 1 million people on its payroll. High-tech is the fastest-growing sector of the American economy, but
        established firms like General Electric, IBM, AT&T, and Hewlett-Packard have managed to stay abreast of
        newer firms like Apple, Microsoft, and Dell. Thus, there has been both stability and change at the top of the
        corporate world over the last century.
      


      
        
          Table 2.1
          The Nation’s Largest Nonfinancial Corporations
        


        
          
            
              	1.

              	ExxonMobil (Irving, TX)
            


            
              	2.

              	Wal-Mart Stores (Bentonville, AR)
            


            
              	3.

              	Chevron (San Ramon, CA)
            


            
              	4.

              	ConocoPhillips (Houston, TX)
            


            
              	5.

              	General Motors (Detroit, CT)
            


            
              	6.

              	General Electric (Fairfield, CT)
            


            
              	7.

              	Ford Motors (Dearborn, Ml)
            


            
              	8.

              	Hewlett-Packard (Palo Alto, CA)
            


            
              	9.

              	AT&T (Dallas, TX)
            


            
              	10.

              	Valero Energy (San Antonio, TX)
            


            
              	11.

              	McKesson (San Francisco, CA)
            


            
              	12.

              	Verizon (New York, NY)
            


            
              	13.

              	Apple (Cupertino, CA)
            


            
              	14.

              	CVS Caremark (Woonsocket, Rl)
            


            
              	15.

              	IBM (Armonk, NY)
            


            
              	16.

              	Kroger (Cincinnati, OH)
            


            
              	17.

              	Costco Wholesale (Issaquah, WA)
            


            
              	18.

              	Procter & Gamble (Cincinnati, OH)
            


            
              	19.

              	Archer Daniels Midland (Decatur, IL)
            


            
              	20.

              	AmerisourceBergen (Chesterbrook, PA)
            


            
              	21.

              	INTL FCStone (New York, NY)
            


            
              	22.

              	Marathon Petroleum (Findlay, OH)
            


            
              	23.

              	Walgreens (Deerfield, IL)
            


            
              	24.

              	Home Depot (Atlanta, GA)
            


            
              	25.

              	Medco Health Solutions (Franklin Lakes, NJ)
            


            
              	26.

              	Microsoft (Redmond, WA)
            


            
              	27.

              	Target (Minneapolis, MN)
            


            
              	28.

              	Boeing (Chicago, IL)
            


            
              	29.

              	Pfizer (New York, NY)
            


            
              	30.

              	PepsiCo (Purchase, NY)
            


            
              	31.

              	Johnson & Johnson (New Brunswick, NJ)
            


            
              	32.

              	Dell (Round Rock, TX)
            


            
              	33.

              	Caterpillar (Peoria, IL)
            


            
              	34.

              	Dow Chemical (Midland, Ml)
            


            
              	35.

              	United Technologies (Hartford, CT)
            


            
              	36.

              	Comcast (Philadelphia, PA)
            


            
              	37.

              	Kraft Foods (Northfield, IL)
            


            
              	38.

              	Intel (Santa Clara, CA)
            


            
              	39.

              	UPS (Atlanta, GA)
            


            
              	40.

              	Best Buy (Richfield, MN)
            


            
              	41.

              	Lowe’s (Mooresville, NC)
            


            
              	42.

              	Amazon (Seattle, WA)
            


            
              	43.

              	Merck (Whitehouse Station, NJ)
            


            
              	44.

              	Lockheed Martin (Bethesda, MD)
            


            
              	45.

              	Coca-Cola (Atlanta, GA)
            


            
              	46.

              	Express Scripts Holding Company (St. Louis, MO)
            


            
              	47.

              	Sunoco (Philadelphia, PA)
            


            
              	48.

              	Enterprise Products Partners (Pleasanton, CA)
            


            
              	49.

              	Safeway (Pleasanton, CA)
            


            
              	50.

              	Cisco Systems (San Jose, CA)
            


            
              	51.

              	Sears Holdings (Hoffman Estates, IL)
            


            
              	52.

              	Walt Disney (Burbank, CA)
            


            
              	53.

              	Johnson Controls (Milwaukee, Wl)
            


            
              	54.

              	Sysco (Houston, TX)
            


            
              	55.

              	FedEx (Memphis, TN)
            


            
              	56.

              	Abbott Laboratories (Abbott Park, IL)
            


            
              	57.

              	DuPont (Wilmington, DE)
            


            
              	58.

              	Google (Mountain View, CA)
            


            
              	59.

              	Hess (New York, NY)
            


            
              	60.

              	Supervalu (Eden Prairie, MN)
            


            
              	61.

              	United Continental Holdings (Chicago, IL)
            


            
              	62.

              	Honeywell International (Morris Township, NJ)
            


            
              	63.

              	CHS (Inver Grove Heights, MN)
            


            
              	64.

              	Ingram Micro (Santa Ana, CA)
            


            
              	65.

              	Oracle (Redwood City, CA)
            


            
              	66.

              	Delta Airlines (Atlanta, GA)
            


            
              	67.

              	World Fuel Services (Miami, FL)
            


            
              	68.

              	Plains All American Pipeline (Houston, TX)
            


            
              	69.

              	Sprint Nextel (Overland Park, KS)
            


            
              	70.

              	News Corp (New York, NY)
            


            
              	71.

              	General Dynamics (Falls Church, VA)
            


            
              	72.

              	HCA Holdings (Nashville, TN)
            


            
              	73.

              	American Express (New York, NY)
            


            
              	74.

              	Tyson Foods (Springdale, AR)
            


            
              	75.

              	Deere & Company (Moline, IL)
            


            
              	76.

              	Murphy Oil (El Dorado, AR)
            


            
              	77.

              	Philip Morris International (New York, NY)
            


            
              	78.

              	Tesoro (San Antonio, TX)
            


            
              	79.

              	3M (St. Paul, MN)
            


            
              	80.

              	Time Warner (New York, NY)
            


            
              	81.

              	Northrop Grumman (Falls Church, VA)
            


            
              	82.

              	DirecTV (El Segundo, CA)
            


            
              	83.

              	Publix Super Markets (Lakeland, FL)
            


            
              	84.

              	McDonald’s (Oak Brook, IL)
            


            
              	85.

              	Avnet (Phoenix, AZ)
            


            
              	86.

              	Tech Data (Clearwater, FL)
            


            
              	87.

              	Macy’s (Cincinnati, OH)
            


            
              	88.

              	International Paper (Memphis, TN)
            


            
              	89.

              	Rite Aid (Camp Hill, PA)
            


            
              	90.

              	Staples (Framingham, MA)
            


            
              	91.

              	Alcoa (New York, NY)
            


            
              	92.

              	Raytheon (Waltham, MA)
            


            
              	93.

              	Halliburton (Houston, TX)
            


            
              	94.

              	Eli Lilly (Indianapolis, IN)
            


            
              	95.

              	Emerson Electric (St. Louis, MO)
            


            
              	96.

              	Occidental Petroleum (Los Angeles, CA)
            


            
              	98.

              	Fluor (Irving, TX)
            


            
              	99.

              	TJX (Framingham, MA)
            


            
              	99.

              	TJX (Framingham, MA)
            


            
              	100.

              	Goodyear (Akron, OH)
            

          
        


        
          
            Source: Derived from Fortune, May 21,2012. Ranked by revenues in 2011.
          


          
            Note: Banks and investment firms and insurance companies, all of which are included in Fortune’s
            rankings, are not included in this table; see instead Tables 3.1 and 3.2
            in Chapter 3.
          

        

      

    


    
      The Globalization of
      Economic Power


      
        The concentration of economic power in a relatively few large institutions is not an exclusively American
        phenomenon. On the contrary, the trend toward corporate concentration of resources is worldwide. It is not only
        large American corporations that have expanded their markets throughout the world, invested in overseas plants
        and banks, and merged with foreign corporations. Large European and Japanese firms compete very effectively for
        world business. Just as American companies have greatly expanded investments abroad, so too have foreign
        companies sharply increased their business in the United States. The result is the emergence of truly
        supranational corporations that not only trade worldwide but also build and operate plants in many nations.
      


      
        Today, almost one-quarter of the world’s total economic output is sold in a country other
        than the one in which it was produced. The United States currently exports about 13 percent of the value of its
        GDP and imports about 16 percent. Exports and imports were only about 3 percent of GDP as recently as 1980 (see
        Table 2.2).
      


      
        
          Table 2.2
          US World Trade
        


        
          
            
              	Year

              	Imports (billions of dollars)

              	Exports (billions of dollars)
            


            
              	
                

              
            

          

          
            
              	1980

              	501

              	499
            


            
              	1984

              	550

              	535
            


            
              	1990

              	616

              	535
            


            
              	1995

              	891

              	794
            


            
              	2000

              	1,450

              	1,070
            


            
              	2005

              	1,997

              	1,281
            


            
              	2008

              	2,522

              	1,827
            


            
              	2009

              	1,946

              	1,571
            


            
              	2010

              	2,335

              	1,885
            

          
        


        
          Source: Statistical Abstract of the United States 2012, pp. 1285, 1286.
        

      


      
        
          Table 2.3
          The World’s Largest Corporations
        


        
          
            
              	1.

              	Royal Dutch Shell (Netherlands)
            


            
              	2.

              	ExxonMobil (USA)
            


            
              	3.

              	Wal-Mart (USA)
            


            
              	4.

              	BP (Great Britain)
            


            
              	5.

              	Sinopec (China)
            


            
              	6.

              	China National Petroleum (China)
            


            
              	7.

              	State Grid (China)
            


            
              	9.

              	ConocoPhillips (USA)
            


            
              	9.

              	ConocoPhillips (USA)
            


            
              	11.

              	Tota l(France)
            


            
              	12.

              	Total (France)
            


            
              	12.

              	Volkswagen (Germany)
            


            
              	13.

              	Japan Post Holdings (Japan)

              	
            


            
              	14.

              	Glencore International (Switzerland)
            


            
              	15.

              	Gazprom (Russia)
            


            
              	16.

              	E.ON (Germany)
            


            
              	17.

              	ENI (Italy)
            


            
              	18.

              	ING Group (Netherlands)
            


            
              	19.

              	General Motors (USA)
            


            
              	20.

              	Samsung (South Korea)
            


            
              	21.

              	Daimler (Germany)
            


            
              	22.

              	General Electric (USA)
            


            
              	23.

              	Petrobras (Brazil)
            


            
              	24.

              	Berkshire Hathaway (USA)
            


            
              	25.

              	AXA (France)
            

          
        


        
          Source: Derived from Fortune “Global 500” at www.fortune.com/Global500 (2012).
        

      


      
        The world’s largest industrial corporations are listed in Table 2.3. Foreign corporations sell their products in the United States (oil,
        automobiles, chemicals, electrical products) and also buy American corporations, which become subsidiaries of the foreign multinationals. For example, Royal Dutch Shell owns Shell Oil;
        British Petroleum owns Standard Oil of Ohio; Tengelmann (Germany) owns A&P supermarkets; Nestlé owns
        Libby’s, Stouffer’s, Alpo, Purina, Gerber, and Häagen-Dazs; Unilever owns the Lever Brothers and Lipton
        companies; Bayer owns Miles and Cutter Laboratories (Bayer aspirin); and so on.
      


      
        In brief, the central feature of the American and world economies is the concentration of resources in
        relatively few large corporations. Most of this concentration occurred many years ago. “The long-established
        norm of market structure and behavior is that of oligopoly, that is, the constrained rivalry of a few
        interdependent sellers who compete mainly by means of product differentiation.”1 In recent years, concentration has continued to
        increase, although at a slower rate than early in the twentieth century. It is clear that society is not going
        to return to a small, romanticized, perhaps mythical world of individual enterprise.
      

    


    
      Institutionalizing the Global Economy


      
        Historically, America’s corporate and financial elite supported high tariffs in order to protect its domestic
        marketplace. Tariffs on foreign imports forced up their prices and gave US firms sheltered markets. This not
        only improved the profit margins of US corporations, but also allowed them to operate less efficiently:
        management became top heavy; its products, especially automobiles, were frequently poor in quality; and the
        workforce was larger and wages for workers were higher than they otherwise would have been if US firms had to
        face foreign competition.
      


      
        But America’s corporate and financial elites gradually came to see the economic advantages of expanding world
        trade. US firms that dominated the domestic market in the 1950s and 1960s (steel, automobiles, aircraft,
        computers, drugs, electronics, agriculture, and so on) began to look abroad to expand their own sales. American
        corporations became multinational corporations. They began by expanding their sales and distribution staffs
        worldwide, and then later began to shift manufacturing itself to low-wage, low-cost countries.
      


      
        Globalization of economic power required reductions in tariffs and trade barriers around the world. America’s
        corporate and financial elites began to lobby Congress for reductions in US tariffs. The result was a rapid
        decline in average US tariff rates. In effect, the United States became an open market.
      


      
        International economic agreements and organizations were arranged in order to facilitate the new global
        economy. Leadership in global economic policy was provided by the Council on Foreign Relations (CFR) and its
        multinational arm, the Trilateral Commission (see Chapter
        7). The Trilateral Commission was created by CFR Board Chairman David Rockefeller in 1972 to bring together
        a small group of top economic elites from the United States, western Europe, and Japan.
      


      
        In addition to initiating annual economic summits of the presidents and prime ministers of the wealthy
        industrialized nations, this new global elite put in place a series of policy decisions that resulted in the
        founding of key international institutions designed to advance international trade, including the World Trade
        Organization (WTO), the World Bank and International Monetary Fund (IMF), the North American Free Trade
        Agreement (NAFTA), and the Central America Free Trade Agreement (CAFTA) (see Figure 2.1).
      


      
        [image: Image]

        
          Figure 2.1 Institutionalizing the Global Economy
          

        

      

    


    
      Who Controls Corporate
      America?


      
        In the formal, legal sense, the board of directors “controls” the modern corporation. The typical corporate
        boardroom consists of about fifteen people—the president, officer-directors, and directors. Collectively the
        nation’s top 100 corporations are formally governed by about 1,500 people—or about one-thousandth of 1 percent
        of the US population. These 1,500 top executives and directors of nonfinancial corporations make up the first
        segment of our definition of the nation’s elite. “Inside” directors—those who are also top management officers
        in the corporation—usually dominate board decision-making. Inside directors usually include the chairman, the
        CEO, or the president and the top senior vice-presidents.
      


      
        “Outside” directors—persons who serve on the board but have no direct part in managing the corporation—usually
        defer to the judgment of the inside officer-directors. Outside directors are chosen to serve on the board by
        the inside directors, usually the chairman and the CEO. Most outside directors are themselves current or
        retired chief executives of other large corporations; their loyalties tend to be with their fellow CEOs running
        the corporation. Sometimes part of the price of a large loan from a major bank or insurance company to an
        industrial corporation will include a seat on the board of directors of that corporation. Outside directors
        representing financial interests usually do not take a direct role in decision-making; rather, they perform a
        general watchdog role over their investment. However, all directors have a legal
        responsibility to the owners (stockholders) of the corporation to protect their investment. All directors are
        formally elected by the stockholders, who cast their votes on the basis of one share equals one vote.
      


      
        A few outside directors of large corporations may represent public relations efforts by top management to
        improve the image of the corporation. For example, corporations frequently select college presidents and
        prominent women and minorities for their boards. It may be true that these corporations want the counsel of
        these people; however, one suspects that they also want to promote an image of social responsibility. It is
        doubtful that these particular people are influential in corporate decision-making.
      


      
        The millions of middle-class Americans who own corporate stock have virtually no influence over the decisions
        of directors. When confronted with mismanagement, these stockholders simply sell their stock, rather than try
        to challenge the powers of the directors. Indeed, most stockholders sign over “proxies” to top management so
        that top management may cast these proxy votes at the annual meeting of stockholders. Management usually
        selects its own “slate” for the board of directors and easily elects them with the help of proxies.
      


      
        The globalization of the economy has inspired some American corporations to add top foreign
        corporate executives to their boards.
      


      
        Finally, there are the corporate directors—whether inside officers or outsiders— who represent family owners.
        Family ownership and domination of large corporations has not yet disappeared in America despite marked decline
        in family control of corporations over the last several decades.
      

    


    
      Inside the Boardrooms


      
        [image: Image][image: Image]

        
          Figure 2.2 Inside the Boardroom
          

        

      


      
        A brief glimpse inside the boardrooms of ExxonMobil and General Electric (see Figure 2.2) provides an indication of the principal links of large corporations. Both boards are dominated by present and former corporate chief executives with ties to firms
        including IBM, Merck, PepsiCo, Wal-Mart, Johnson & Johnson, Procter & Gamble, ConocoPhillips, Loews
        Corporation, Avon, Chevron, Coca-Cola, Dell, and JPMorgan Chase. Note that both boards also include outside
        directors drawn from the public interest sector, including prominent educators at Harvard, Stanford, and
        Cornell and presidents of the University of Texas and MIT. Both boards have at least one international member
        and include minorities and women. Note also that most corporate directors are active in civic and cultural
        affairs, serving as trustees of universities, hospitals, charities, and foundations. Finally, note that Ivy
        League educations predominate in these boardrooms.
      

    


    
      The Managers: Climbing the
      Corporate Ladder


      
        The top echelons of American corporate life are occupied primarily by people who have climbed the corporate
        ladder from relatively obscure and powerless bottom rungs. It is our rough estimate that less than 10 percent
        of the presidents and directors of the top 100 corporations are heirs of wealthy families. The rest—the
        “managers”—owe their rise to power not to family connections but to their own success in organizational life.
        Of course, these managers are overwhelmingly upper-middle class and upper class in social origin, and most
        attended Ivy League colleges and universities. (The social origins and backgrounds of top elites are discussed
        in Chapter 8.) The rise of the manager is a recent phenomenon. We estimate
        that as recently as 1950, 30 percent of the top corporate elite were heirs of wealthy families. How can we
        explain the rise to power of the corporate manager?
      


      
        Today the requirements of technology and planning have greatly increased the need in industry for specialized
        talent and skill in organization. Capital is something that a corporation can now supply to itself. Thus, there
        has been a shift in power in the American economy from capital to organized intelligence. This is reflected in
        the decline of individual-and family-controlled large corporations and in an increase in the percentage of
        large corporations controlled by management.
      


      
        Following the Industrial Revolution in America in the late nineteenth century and well into the twentieth
        century, the nation’s largest corporations were controlled by the tycoons who created them—Andrew Carnegie
        (Carnegie Steel, later United States Steel), Andrew Mellon (Alcoa and Mellon banks), Henry Ford (Ford Motors),
        J. P. Morgan (J. P. Morgan), and, of course, John D. Rockefeller (Standard Oil Company, later broken into
        Exxon, Mobil, Chevron, Atlantic Richfield, and other large oil companies). But by the 1930s, control of most
        large corporations had passed to professional managers. As early as 1932, Adolf Berle and Gardiner Means, in
        their classic book The Modern Corporation and Private Property, described the
        separation of ownership from control. The theory of “managerialism” became the conventional wisdom about
        corporate governance.2
      


      
        It was recognized early on that corporate managers might run their firms in ways that serve their own best
        interests rather than those of the owners, for example, paying themselves multimillion-dollar annual salaries
        and providing themselves with lavish corporate-paid lifestyles. But for decades, individual and institutional stockholders largely ignored this potential principal-agent problem. Stockholders’
        power was fragmented and dispersed; there was not much they could do, other than sell their stock, even if they
        knew that managers were taking advantage of their position. But perhaps a more important reason that managers
        were largely unchallenged was that the American economy prospered from the 1940s through the 1980s. Governance
        of the US corporation seemed to be working well, rewarding both managers and owners.
      


      
        How does one climb the corporate ladder? It is not easy, and most who begin the climb fall by the wayside at
        some point in their careers.
      


      
        Just to be in the running, a career riser must discipline himself carefully. He must become a seasoned
        decision-maker. He must cultivate an aura of success and sustain his upward momentum on the executive ladder.
        He must be loyal to a fault, tolerably bright, fairly creative, politically agile, always tough, sometimes
        flexible, unfailingly sociable and, in the minds of his company’s directors, seem superior to a dozen men who
        are almost as good. He must also be lucky.3
      


      


      
        Today, more than ever before, getting to the top requires the skills of a “technocrat”—knowledge of
        bureaucratic organization, technical skills and information, extensive formal education (including postgraduate
        degrees), and proven ability to work within legal constraints and governmental regulations. Very few sons and
        no daughters are taking over the presidencies of large corporations owned by their families. Fewer than ten of
        the nation’s 500 largest corporations are headed by men whose families had previously run the
        corporation.4 Top corporate
        management is drawn from the ranks of upper-middle-class, well-educated, white, male management, financial, and
        legal experts.
      


      
        Perhaps the most significant change over the years has been the rising number of top corporate and governmental
        executives who have acquired graduate degrees. Today over half of the corporate presidents of the 500 largest
        corporations have advanced degrees, including MBAs (master’s of business administration), law degrees, and PhDs
        (see Chapter 8).
      


      
        An increasing number of top corporate leaders are coming out of finance and law, as opposed to production,
        operations, advertising, sales, engineering, or research. Lawyers and accountants now head two out of every
        five large corporations. This is further evidence that finance, taxation, and governmental regulation are the
        chief problems confronting large corporations. The problems of production, sales, engineering, and
        transportation have faded in relation to the pressing problems of money and power.
      

    


    
      The Inheritors: Starting
      at the Top


      
        
          Table 2.4
          Historic Family Ties to Corporations
        


        
          
            
              	Corporation

              	Family
            


            
              	
                

              
            

          

          
            
              	DuPont

              	du Pont
            


            
              	Ford Motor Company

              	Ford
            


            
              	Alcoa

              	Walton
            


            
              	Wal-Mart

              	Walton
            


            
              	Exxon

              	Rockefeller
            


            
              	Mobil

              	Rockefeller
            


            
              	Sears, Roebuck & Company

              	atson,Fairchild
            


            
              	IBM

              	Watson, Fairchild
            


            
              	Dow Chemical Company

              	Dow
            


            
              	Corning Glass Works

              	Houghton
            


            
              	International Paper Company

              	Phipps
            


            
              	W R. Grace & Company

              	Grace, Phipps
            


            
              	Weyerhaeuser

              	Weyerhaeuser
            


            
              	Winn-Dixie, Inc.

              	Davis
            


            
              	Campbell Soup Company

              	CompanyHe
            


            
              	H. J. Heinz Company

              	Heinz
            


            
              	Firestone Tire & Rubber

              	Firestone
            


            
              	Olin Chemical

              	urin
            


            
              	Ralston Purina Company

              	Danforth
            


            
              	Hilton Hotels

              	Hilton
            


            
              	Howard Johnson Company

              	Johnson
            


            
              	Great Atlantic & Pacific Tea Company (A&P)

              	Hartford
            


            
              	Woolco

              	Woolworth
            


            
              	McDonnell Douglas Aircraft

              	McDonnell
            


            
              	International Harvester

              	McCormick
            


            
              	Coca-Cola

              	Woodruff
            


            
              	Eli Lilly & Company

              	Lilly
            


            
              	Duke Power Company

              	ockwe
            


            
              	Rockwell Manufacturing Company

              	Rockwell
            


            
              	Gerber Products Company

              	eere
            


            
              	Deere & Company

              	Deere
            


            
              	Borden Company

              	Borden
            

          
        

      


      
        Unquestionably, the Rockefellers, Fords, du Ponts, Mellons, Waltons, and other families still exercise
        considerable influence over America’s economic resources. However, researching family holdings in large
        corporations is not easy. Table 2.4lists historic family ties to large corporations as revealed in a variety of sources. But it is
        not possible to tell from such a list whether a family truly “controls” the operations of a corporation or
        whether control has been passed on to the managers. It is possible for families who no longer hold active
        management positions in a corporation to exercise “latent” power, that is, to use their control blocks of stock
        as a restraint on management. Sometimes families interfere only when something goes seriously wrong.
      


      
        The Ford
        Family


        
          Until 1980, Henry Ford II, grandson of the Ford Motor Company founder, served as Chairman of the Board. “The
          first thing you have to understand about the company is that Henry Ford is the boss…. He is the boss, he
          always was the boss since the first day I came in and he always will be the boss.” These are the words of
          Arjay Miller, who spent twenty-three years climbing the rungs of Ford management to become president of the
          company, only to find that Henry Ford II actually ran things. Miller eventually resigned to become Dean of
          the Graduate School of Business at Stanford University.5
        


        
          Henry Ford II grew up in a very narrow society; he was a member of a rich, insulated family dominated by his
          grandfather—known to be an exceedingly suspicious, prejudiced, and willful man. Young Ford attended Hotchkiss
          School and later Yale University. However, he failed to graduate in 1940 after admitting that he had cheated
          on a term paper. He enlisted in the US Navy and served until his father died in 1943. President Roosevelt
          directed the Secretary of the Navy to release Ford to return to the family business.
        


        
          Ford started in the automobile industry at the age of twenty-five as Vice-President of Ford Motors, serving
          under his aged grandfather. A year later he took over the presidency. His initial decisions were to replace
          the one-person autocratic rule of the company with a modern management structure, recruiting bright, young
          management types (the famous Ford “Whiz Kids,” including Robert S. McNamara, who later resigned as Ford
          President to become Secretary of Defense; Lee Iacocca; Arjay Miller; and Charles B. Thornton, later to become
          Chairman of Litton Industries). He also initiated a modern labor relations program and ended the company’s
          traditional hostility toward labor unions. As commonplace as these policies appear today, they were
          considered advanced, enlightened, and liberal for the Ford Motor Company at the time.
        


        
          Over the years Ford proved himself a capable director of the company, despite some occasional and even
          colossal mistakes. (The Edsel fiasco cost the company over $300 million.) Ford worked
          long hours at the company headquarters in Detroit. He personally approved style changes in Ford cars and
          test-drove them himself. He was active on the board of the Ford Foundation and conscientiously reviewed
          research and grant proposals with other board members. His younger brothers, Benson and William Clay,
          eventually became Ford Vice-Presidents and board members. (William Clay Ford married the daughter of tire
          manufacturer Harvey S. Firestone Jr. and purchased the Detroit Lions professional football team.)
        


        
          Henry Ford II helped launch the National Urban Coalition and organized the National Alliance of Businessmen
          to provide more jobs for minorities. He was a prime mover in Detroit’s urban renewal and redevelopment
          program, Renaissance Center. It was Ford himself who convinced his old rival, General Motors, as well as
          Amoco, Kmart, Parke-Davis, and Western International Hotels, to invest in the central city project. When cost
          overruns forced up the price of the project, Ford arm-twisted many Ford suppliers—U.S. Steel, Firestone, Budd
          Company—to come up with the additional funds. He served on the board of the Ford Foundation for many years
          but resigned in 1976 protesting its leftward direction (see Chapter 6).
        


        
          By 1980, Henry Ford II faced many troubles. The Pinto car had to be recalled for a faulty gas tank. Brother
          Benson Ford had died of a heart attack. The break with Lee Iacocca was troublesome. Henry went through a
          second divorce and remarriage. His nephew, Benson Ford Jr., sued him over his father’s will and demanded a
          seat on the Ford board, which Henry denied him. And in 1980, the Ford Motor Company lost $1.5 billion, which
          at the time was the largest annual loss in the history of any American corporation. (Of course, General
          Motors lost money that year, and Chrysler would have gone bankrupt without favorable US government loan
          guarantees.) Henry Ford II resigned as Chairman of the Board of Ford Motors.
        


        
          William Clay Ford Jr., the fourth-generation favored son of the family, became Chairman of the Board of Ford
          Motors in 1999 at age forty-four. Ford prepped at Hotchkiss and attended Princeton. After graduation he went
          directly into Ford’s top management. But not all of the company’s managers believed that he was ready for
          leadership of the now-worldwide industrial giant. Yet with two family members on the Board of Directors (his
          father, William Clay Ford, and his cousin, Edsel B. Ford) and the Ford family continuing to hold the largest
          block (40 percent) of Ford stock, “Bill” Ford easily assumed the driver’s seat.
        


        
          The Great Recession in 2008–2009 caused a crisis in the automobile industry. Ford incurred its largest losses
          in the history of the company. General Motors and Chrysler went through bankruptcy and
          reorganization, and both received funding through the federal government’s Troubled Asset Relief Program
          (TARP). But Chairman Bill Ford had previously announced that “bankruptcy is not an option.” Ford rejected
          federal bailout funds. By 2010 the company was again making a substantial profit.
        


        
          Bill Ford turned over day-to-day operations of the corporation to Alan Mulally in 2006 but continued as
          Chairman of the Board of Directors. Mulally, an MIT-trained engineer, had been Vice-President of Boeing
          before becoming President and CEO of Ford. Under Mulally, Ford borrowed heavily, but the financing allowed
          the company to weather the storm of the recession. More importantly, perhaps, he was able to renegotiate
          contracts with the United Auto Workers union to bring down labor costs from $76 per hour to $56 per hour. He
          currently oversees development of Ford’s hybrid and electric vehicles.
        


        
          Bill Ford sees himself as an environmentalist. He has pushed for the development and production of hybrid and
          electric vehicles, including the Ford Fusion—Motor Trend’s “Car of the Year” in 2010. (The Fusion is
          manufactured in Hermosillo, Mexico.) Ford is also a major owner of the Detroit Lions football team, Chairman
          of the Detroit Economic Club, Vice-Chairman of Detroit Renaissance, and a director of eBay.
        

      


      
        The Walton
        Family


        
          The Walton family is one of the richest families in the world, inheriting their wealth from Bud and Sam
          Walton, founders of Wal-Mart. Collectively, the Waltons control about 50 percent of the stock of Wal-Mart. S.
          Robson Walton, the oldest son of Sam, serves as Chairman of the Board of Directors. Wal-Mart, the nation’s
          largest corporation, remains a family-held enterprise.
        


        
          Sam Walton created his own empire. He graduated from the University of Missouri with a degree in economics.
          His first job was as a management trainee for JC Penney. But his career was interrupted by World War II; he
          served three years as an army intelligence officer. In 1945 he used his army savings to open his first
          variety store in Newport, Arkansas. Later he and his brother, James “Bud” Walton, opened several stores in
          the Arkansas area. In 1960 Sam Walton opened a store in Bentonville, Arkansas, “Walton’s 5 & 10.” The
          small Ozark town would eventually become headquarters of the world’s largest corporation. The first Wal-Mart
          opened in Rogers, Arkansas, in 1962; by 1975 Wal-Mart had expanded to over 125 stores in
          the South and Midwest. By 2010 Wal-Mart boasted of over 6,000 facilities around the world, including 3,000
          stores in the United States.
        


        
          Wal-Mart’s success is attributed to its discounting policies—selling large amounts of goods at low prices and
          keeping its costs low. Opponents of Wal-Mart complain of low wages and benefits for its employees and
          predatory pricing that forces out smaller competing stores. Wal-Mart is accused of using its buying power to
          force suppliers to sell goods to it at prices lower than those charged at other stores. And pressure from
          Wal-Mart is believed to force suppliers to send manufacturing to China in order to reduce their own costs. It
          is estimated that about 60 percent of Wal-Mart merchandise is imported from China.6 Supporters of Wal-Mart cite the low prices offered
          to consumers and the resulting overall benefits to the economy.
        


        
          Wal-Mart has also been accused of discriminating against women in pay and promotion. Women fill 70 percent of
          hourly jobs but only 33 percent of management positions. In 2011 the US Supreme Court blocked a huge class
          action suit on behalf of all female Wal-Mart workers because plaintiffs failed to show that the company had a
          nationwide policy of discrimination.7
        

      

    


    
      Paychecks of the Corporate Chiefs


      
        Top corporate executives in the United States reward themselves with truly astronomical paychecks. The average
        CEO of a major US corporation is currently paid over $10 million annually. That is 343 times more than the
        salary of an average blue-collar worker. American corporate executives pay themselves a salary that is many
        times more than the salaries of executives of corporations located anywhere else in the world. The ratio of CEO
        pay to the average manufacturing employee (343 in the United States) is only 13 in Germany and 11 in
        Japan.8
      


      
        Corporate executive “compensation packages” combine relatively modest annual salaries ($1–$2 million) with
        incentive awards ($2–$4 million) and stock options ($5–$10 million) (see Table 2.5). Among the top-paid executives in 2010: Phillippe P. Dauman, Viacom, $84
        million; Lawrence J. Ellison, Oracle, $67 million; Leslie Moonves, CBS, $57 million; Robert A. Iger, Disney,
        $27 million; Jeffrey L. Bewkes, Time Warner, $26 million; and Alan Mulally, Ford Motor, $26 million.
      


      
        Partly in response to these paychecks, Congress passed the Dodd-Frank Wall Street Reform and Consumer
        Protection Act of 2010. The Act requires  corporations to give shareholders a “say-on-pay”
        vote on executive compensation. While these votes are nonbinding, they represent a potential source of
        embarrassment for CEOs, especially those who have seen the value of their corporation’s stock decline over
        time. The Act also requires that compensation committees of boards of directors be composed of outside,
        independent directors.
      


      
        
          Table 2.5
          Average CEO Statistics
        


        
          
            
              	Age

              	57
            


            
              	Years as com

              	8
            


            
              	Years with company

              	20
            


            
              	Salary

              	$2.4 million
            


            
              	Annual bonus

              	$3.2 million
            


            
              	Stock options

              	$3.1 million
            


            
              	Vested stock awards

              	$10.5 million
            


            
              	Total compensation

              	$10.5 million
            

          
        


        
          Source: Forbes, April 23, 2012, p. 94.
        

      

    


    
      Corporate Counterrevolutions


      
        Traditionally, the top managers of large corporations were considered impregnable; nothing short of bankruptcy
        could dislodge them. Corporate managers ran the American economy, perpetuating themselves in office; they ruled
        without much interference from outside directors, stockholders, employees, or consumers. But beginning in the
        1980s, new challenges to the imperial position of top management arose, most notably from (1) a new activism by
        outside directors and large stockholders, checking the power of corporate chief executives and occasionally
        forcing their retirement, and (2) a rise in “hostile takeovers” led by corporate raiders who acquire corporate
        stock and voting power in order to force the ouster and replacement of existing management.
      


      
        The new activism by outside directors and large stockholders, particularly institutional investors (pension
        funds, mutual funds, insurance companies, and banks), is partly attributable to the failure of some American
        corporations to remain competitive in global markets.9 Traditionally, poor economic performance by management resulted in the sale of
        the corporation’s stock by institutional investors, who simply shifted their investment to more profitable
        corporations. The chief executives of poorly performing corporations might suffer some public embarrassment from falling prices of their companies’ stock, perhaps even some shouted insults at
        annual stockholders’ meetings, but their positions of power generally remained secure. However, as
        institutional stock ownership has grown to over half of all stockholding in the nation, top corporate managers
        have come face to face with more informed and aggressive representatives of owners.10 Mutual and pension fund managers as well as
        managers of banks and insurance companies are more likely than small individual investors to take action
        against the managers of poorly performing corporations in which they have invested funds. Traditionally, fund
        managers routinely voted with management, but today they are taking a much more aggressive role in corporate
        governance. Because the funds now own so much stock, it is not always possible for them to “dump” it without
        suffering heavy losses, and fund managers have a legal responsibility to protect their own investors. Hence,
        these managers, acting on behalf of stockholders, are clipping the powers of the corporate chiefs and on
        occasion even getting some fired.
      


      
        The new insecurity of many corporate chieftains is reflected in the decline of average job tenure among CEOs.
        It has fallen from 8.1 years in 2002 to 6.6 years in 2011.11 Another sign that CEOs are increasingly constrained by their boards is that
        fewer CEOs now chair their own boards of directors. And gone are the days when CEOs could put their golfing
        buddies on their boards. Today the vast majority of board members are outsiders. The scandals of recent years,
        beginning with the implosion of Enron in 2001 (once the seventh-largest corporation in America), have impressed
        outside directors with their oversight responsibilities.
      

    


    
      Hostile Takeovers


      
        The threat of hostile takeovers represents another challenge to management control of corporate America. A
        hostile takeover involves the purchase of enough stock in a publicly held corporation to force the ouster and
        replacement of existing corporate management.
      


      
        A hostile takeover begins with a corporate “raider” buying the stock of a corporation on the open market,
        usually with money borrowed for this purpose. The raider may wish to keep the early purchases secret for a
        while to avoid rapid rises in the price of the stock, but federal Securities and Exchange Commission (SEC)
        rules require disclosure when a person acquires 5 percent of a corporation’s stock. The
        raider may then offer a takeover bid to existing management. Management may reject the bid outright or try to
        buy back the stock purchased by the raider at a higher price, that is, to offer the raider “greenmail.” If the
        raider and management cannot reach agreement, the hostile takeover proceeds. The raider arranges to borrow
        additional money—perhaps several billion dollars—to make a purchase offer to the target corporation’s
        stockholders, usually at a price higher than the current stock exchange price. Management may search for a
        white knight—someone willing to offer even more money to purchase the corporation from its stockholders but who
        promises to keep the existing management. If the raider wins control of the corporation, he or she replaces
        management.
      


      
        Following a successful takeover, the corporation is heavily laden with new debt. The raider may have borrowed
        billions to buy out shareholders. The investment firms that provide the loans to finance the corporation’s
        purchase may issue junk bonds with high interest rates to attract investors to these risky ventures. The
        corporation must pay off these bonds with its own revenues. Additionally there may be many millions of dollars
        in bond-sale commissions and attorneys’ fees to pay out. The raider may be forced to sell off parts of the
        corporation or some of its valuable assets in order to help pay off the debt. Thus, the target corporation
        itself must eventually bear the burden of the takeover battle.
      


      
        Of course, the raider originally targets the corporation because its stock price is low compared to the value
        of its assets and/or its potential for future profits. The raider believes that the low price of the stock is a
        product of poor management performance. The raider hopes that with new management the corporation can improve
        its performance, pay off its debt, and produce greater profits. And the raider must convince the investment
        firms that provide the takeover money of the accuracy of his or her predictions.
      


      
        Are corporate takeovers good or bad for America? There is no easy answer to this important question. The
        raiders claim that their activities force improvements in efficiency and productivity. Even the potential
        threat of a takeover forces corporate managers to streamline their operations, eliminate waste, increase
        revenues, raise profits, and distribute profits to their shareholders rather than spend them on the comforts of
        management. The raiders argue that American management has grown soft, lazy, and self-satisfied and that, as a
        result, the American corporation has lost its competitive edge in the world marketplace.
      


      
        Opponents of the corporate-takeover movement argue that fear of the raider forces management to focus on
        near-term profits at the expense of long-range research and development. Management must keep the current price
        of its stock high in order to deter a takeover attempt. Even worse, management often
        resorts to poison pills to deliberately weaken its own corporation to make it unattractive to raiders; it may
        increase its debt, buy other poorly performing corporations, devalue stockholders’ voting powers, or provide
        itself with golden parachutes (rich severance benefits) in the event of ouster. The corporate raiders enrich
        the shareholders and speculators, but they do so at the expense of the industry itself.
      


      
        The debt incurred in corporate takeovers is a concern to employees, consumers, and taxpayers. While the
        original stockholders are paid handsomely by the raider, the corporation must labor intensively to pay off the
        debt incurred. The corporation may be broken apart and its separate pieces sold, which may disrupt and
        demoralize employees. Consumers may be forced to pay higher prices. If the corporation cannot meet the high
        interest payments, bankruptcy threatens. The corporation’s heavy interest payments are tax deductible, thus
        depriving the US Treasury of corporate tax revenues. And the diversion of American capital from productive
        investments to takeovers threatens to weaken national productivity.
      

    


    
      The Limits of Corporate Power


      
        Elites do not like to acknowledge their own power. Kenneth Olsen, once the CEO of Digital Equipment, offered a
        typical elite response to the question of power: “I’ve got no power. All I can do is encourage people, motivate
        people to do things. I’ve got no power over them.”12 Why do elites say things like this? It is not merely modesty nor intent to
        deceive. “Power” in a democratic society has acquired a pejorative meaning—tyranny, arbitrariness, absolute
        rule. And this connotation conflicts with the requirements for successful corporate leadership today. Hence,
        corporate elites deny that they have power, but they acknowledge that they have the principal responsibility
        for “how the company is run.”
      


      
        Yet top corporate elites feel more constrained today in the exercise of their authority than in the past. Many
        believe that the era of the all-powerful CEO is over. No large corporation can be directed from the top in the
        fashion of a generation ago of William Paley’s CBS, Armand Hammer’s Occidental Petroleum, or Harold Geneen’s
        ITT.
      


      
        The greatest constraint on corporate power is the global market. Thirty years ago the American market was
        isolated; each sector of industry was a self-contained oligopoly with three to eight major manufacturers
        competing in a limited fashion. Top corporate elites were relatively unconstrained in
        deciding about products and prices, technologies and innovations, capital flows and investments. But today,
        global competition severely limits American corporate decision-making. The United States remains the world’s
        largest market, but large shares of the US market have been captured by foreign competition in nearly every
        industrial sector.
      


      
        Top corporate elites believe their own power is more limited today than it was a few years ago. They believe
        other elites have gained in power relative to themselves. They acknowledge that labor unions have lost
        influence in American life, but they believe that institutional investors and bankers, Wall Street analysts,
        and government regulators are gaining power.
      


      
        America’s corporate elite has come under severe criticism for its failure to plan for the long term, to direct
        funds into research, and to develop strategies to confront global competition. It is charged with myopic
        concern with short-term profits, tomorrow’s stock prices, and next quarter’s earnings.
      

    


    
      Summary


      
        Corporate power in America is highly concentrated. There are nearly 6 million corporations in the United
        States, but the largest of these corporations—those with revenues of $50 million or more—account for over 75
        percent of total corporate revenues. Indeed, the revenues of the nation’s 500 largest corporations—the “Fortune
        500”—total over 70 percent of the nation’s GDP. The concentration of corporate power has increased over time.
      


      
        Corporate power is gradually becoming globalized. World trade is expanding rapidly; today about one-quarter of
        the world’s output is sold in a country other than the country that produced it.
      


      
        America’s corporate elite strongly supports globalization. Over the years, the United States has become an open
        market for goods produced all over the world. American corporations, once protectionist in their views, came to
        support the elimination of tariffs and trade barriers in the United States and throughout the world. Leadership
        in global economic policy was formed with the creation of the Trilateral Commission in 1972. The global elite
        saw the advantages of becoming institutionalized. The WTO grew out of GATT. The World Bank and IMF were also
        created to stimulate global trade. The current model for global trade is NAFTA.
      


      
        Power over corporate assets rests in the hands of about 1,500 officers and directors of the
        nation’s 100 largest nonfinancial institutions. These managers, not the stockholders or the employees, decide
        major policy questions, choose the people who will carry out these decisions, and even select their own
        replacements.
      


      
        Most of these corporate chiefs have climbed the corporate ladder to their posts. They owe their rise to power
        to their skills in organizational life and to their successful coping with the new demands for expertise in
        management, finance, technology, and planning. Individual capitalists are no longer essential in the formation
        of capital assets. Most industrial capital is raised either within the corporation itself or from institutional
        borrowing.
      


      
        Corporate boardrooms are inhabited by “inside” directors (top officers of the corporation, including the CEO)
        and “outside” directors (often current or retired CEOs of other corporations). Outside directors may also
        represent financial institutions with a large stake in the corporation. Virtually all large corporations also
        appoint a few notable “public interest” representatives to their boards. But corporate decision-making is
        usually dominated by the inside manager-directors rather than the outside directors.
      


      
        America’s corporate chiefs pay themselves extraordinarily well—about 343 times more than what they pay their
        average worker, a ratio that exceeds any other executive–worker pay ratio in the world.
      


      
        In recent years challenges to managerial control of the corporation have arisen from (1) a new activism by
        outside directors and large stockholders, and (2) the threat of hostile takeovers often led by corporate
        “raiders.” Slow growth and global competition have inspired outside directors and large stockholders to oust
        some prominent corporate chieftains. Corporate raiders claim to reinvigorate American enterprise and
        competition by ousting poorly performing managers and reorganizing corporate assets to maximize their value.
        But critics claim that takeover activity wastes capital resources, demoralizes managers and workers, and
        burdens corporations with excessive debt.
      

    

  


  
    CHAPTER 3
    

    THE MONEY ELITE


    
      The concentration of financial assets in America is even greater than the concentration of the assets of
      industrial corporations. Banks, insurance companies, and investment firms occupy a strategic position in the
      American economy. They decide whether, when, and under what terms American corporations, as well as state and
      local governments, can borrow money, sell stock, and expand or contract the money supply. These institutions are
      responsible to the independent Federal Reserve System and the Securities and Exchange Commission (SEC), both of
      which function largely beyond the control of Congress and the President, and both of which are composed of
      bankers and investors. The nation’s elite includes the top officers and directors of the largest banks, insurance
      companies, and investment firms and the Federal Reserve Board.
    


    
      The Concentration of Financial
      Resources


      
        There are more than 14,000 banks serving the nation, but the twenty largest banks control more than half of all
        the banking assets in the United States (see Table 3.1). Giant
        financial mergers in the last two decades have resulted in a greater concentration of banking assets than at
        any time in recent history. Today three financial corporations—Bank of America, JPMorgan Chase, and
        Citigroup—control about one-third of all of the nation’s banking assets.
      


      
        More than 2,000 insurance companies operate in the United States, but more than half of all
        insurance assets in the nation are controlled by the companies listed in Table 3.2. Indeed, just two companies—MetLife and Prudential— control over
        one-quarter of all insurance assets.
      


      
        
          Table 3.1
          The Nation’s Largest Banks
        


        
          
            
              	1.

              	Bank of America Corporation
            


            
              	2.

              	JPMorgan Chase & Company
            


            
              	3.

              	Citigroup
            


            
              	4.

              	Wells Fargo
            


            
              	5.

              	Morgan Stanley
            


            
              	6.

              	Goldman Sachs Group
            


            
              	7.

              	American Express
            


            
              	8.

              	U.S. Bancorp
            


            
              	9.

              	Capital One Financial
            


            
              	10.

              	PNC Financial Services Group
            


            
              	11.

              	Bank of New York Mellon Corporation
            


            
              	12.

              	Ally Financial
            


            
              	13.

              	State BB&T Corporation
            


            
              	14.

              	BB&T Corporation
            


            
              	15.

              	SunTrust Banks
            


            
              	16.

              	Discover Financial Services
            


            
              	17.

              	Regions Financial
            


            
              	18.

              	Fifth Third Bancorp
            


            
              	19.

              	ces Group
            


            
              	20.

              	KeyCorp
            

          
        


        
          Source: Derived from data in Fortune (May 21,2012).
          Ranked by revenues in 2011.
        

      


      
        
          Table 3.2
          The Nation’s Largest Insurance Companies
        


        
          
            
              	Life

              	Property

              	Health
            


            
              	
                

              
            

          

          
            
              	1. MetLife

              	1. Berkshire Hathaway

              	1. United Health Group
            


            
              	2. Prudential

              	2. Aig

              	2. WellPoint
            


            
              	3. Aflac

              	3. Liberty Mutual

              	3. Aetna
            


            
              	4. Lincoln National

              	4. Allstate

              	4. Humana
            


            
              	5. Genworth Financial

              	5. Travelers

              	5. Cigna
            

          
        


        
          Source: Derived from data in Fortune (May 21, 2012).
          Ranked by revenues in 2011.
        

      

    


    
      The Banking Boardrooms


      
        The boardrooms of the nation’s largest financial institutions resemble corporate boardrooms not only in their
        size and extravagant furnishings but also in the people who occupy the plush leather chairs. Consider the
        boardroom of Citigroup in 2011 (Figure 3.1). The
        Chairman of the Board of Citigroup is Richard D. Parsons, former Chairman of Time Warner. He is a former
        director of Estée Lauder, Dime Savings Bank, and Madison Square Garden. He is a trustee of the Smithsonian
        Institution and the Rockefeller Foundation. The CEO of Citigroup is Vikram Pandit, former President of Morgan
        Stanley. He holds a PhD in finance 
      


      
        [image: Image]

        
          Figure 3.1 Inside the Boardroom: Citigroup, 2011
          

        

      


      
        from Columbia University. (In late 2012 Pandit was abruptly replaced as Citigroup CEO by Michael Corbat,
        reportedly because the bank had fallen from the nation’s largest bank to the third-largest during Pandit’s
        five-year tenure.) Other current or former directors of corporations link Citigroup to Alcoa, U.S. Bancorp,
        IBM, DuPont, Black & Decker, General Mills, Hewlett-Packard, Wells Fargo, American Airlines, Aetna, Penn
        Mutual Life Insurance, and Pacific Life. Citigroup directors include “public interest” members Robert L. Joss,
        Dean of the Stanford Graduate School of Business; Judith Rodin, President of the
        Rockefeller Foundation and former President of the University of Pennsylvania; Anthony M. Santomera, Professor
        of finance at the Wharton School of the University of Pennsylvania; and Ernesto Zedillo, former President of
        Mexico. Ivy League educations predominate.
      

    


    
      Fannie Mae and Freddie Mac


      
        At the heart of the financial crisis that shook the nation in 2008 was a government-sponsored corporation,
        Fannie Mae. The Federal National Mortgage Association (Fannie Mae) was founded during the Great Depression in
        1938 to purchase mortgages from lenders, allowing them to reinvest their assets and thereby expand the mortgage
        market. The goal was to increase homeownership in America.
      


      
        In 1968 Fannie Mae became a public corporation offering common stock to private investors; the federal
        government retained the preferred stock in what became known as a “mixed-ownership corporation.” A similar
        government corporation, the Federal Home Loan Mortgage Corporation (Freddie Mac), was created in 1970 to
        compete with Fannie Mae. Fannie Mae did not directly lend to home buyers, but rather purchased and insured
        mortgages on a secondary market. Fannie Mae also began selling mortgage-backed securities—packages of
        individual mortgages. Fannie Mae grew to become one of the nation’s largest financial institutions.
      


      
        Politics intervened in the form of congressional and presidential pressure on Fannie Mae to facilitate the
        financing of loans to low-income and minority families. A “subprime mortgage market” grew up under Fannie Mae’s
        supervision. Loans were made with little or no down payment. Some mortgages were “predatory,” with an initial
        low payment followed by steep upward adjustable rates. Risks were ignored or overlooked. Banks, insurers, and
        lenders all assumed that housing prices would inevitably rise.
      


      
        Fannie Mae and Freddie Mac held trillions of dollars of mortgage-backed debt, and Wall Street banks and
        investment firms traded trillions more in mortgage-backed “derivatives.” Congress tried in 2005 to reform some
        of the questionable practices of Fannie Mae and Freddie Mac. But lobbying and campaign contributions from both
        government-backed corporations appeared to squelch reform efforts. Politicians also received favorable
        financing from loan companies backed by Fannie Mae. During the ethics investigation, US Senator Christopher Dodd (D-CT), Chairman of the Senate Banking Committee, announced that he would not
        seek reelection in 2010. Barney Frank (D-MA), Chairman of the House Financial Services Committee, a strong
        defender of Fannie Mae, announced that he would not seek reelection in 2012.
      


      
        Eventually the bubble burst. Housing prices fell dramatically. Homeowners found themselves underwater, holding
        “upside-down” mortgages—mortgages that exceeded the value of their home. Many were unable or unwilling to meet
        their mortgage payments. Foreclosures and delinquencies spiraled upward. Financial institutions that held
        mortgage-backed securities began to incur heavy losses. Investment banks, such as Lehman Brothers and Bear
        Stearns, and mortgage insurers, including Fannie Mae, found themselves in serious financial trouble. The stock
        market plunged.
      


      
        But Fannie Mae was adjudged “too big to fail.” By 2008 it owned or guaranteed about half of the nation’s $12
        trillion mortgage market. In September the US Treasury Department stepped in to place Fannie Mae and Freddie
        Mac in “conservatorship.” This federal takeover was the most sweeping government intervention in financial
        markets since the Great Depression. The Treasury Department dismissed the officers and directors of Fannie Mae
        and Freddie Mac. Both corporations were placed under the control of the Treasury’s Federal Housing Finance
        Agency. Fannie Mae’s stock was delisted from the New York Stock Exchange.
      


      
        Treasury Secretary Timothy Geithner stated in 2011 that “we need to wind down Fannie Mae and Freddie Mac and
        substantially reduce the government’s footprint in the housing market.”1 But just the opposite happened. By 2013 the two corporations, now
        owned by the federal government, raised their share of the mortgage market. They now guarantee about 80 percent
        of all new home loans in the nation. This again raises the specter of another housing bubble and bust.
      

    


    
      The Wall Street Bailout


      
        In 2008 the credit crunch ballooned into Wall Street’s biggest crisis since the Great Depression. Hundreds of
        billions of dollars in mortgage-related investments went bad, and the nation’s leading investment banks and
        insurance companies sought the assistance of the Treasury Department and the Federal Reserve System. The Fed
        acted to stave off the bankruptcy of Bear Stearns, and the Treasury Department took over Fannie Mae and Freddie
        Mac. The nation’s largest insurance company, American International Group (AIG), was bailed
        out by the Fed. But the hemorrhaging continued, and it was soon clear that the nation was tumbling into a deep
        recession.
      


      
        In September of that year, President George W. Bush sent Secretary of the Treasury Henry Paulson, accompanied
        by Federal Reserve Chairman Ben Bernanke, to Congress to plead for a massive $700 billion bailout of banks and
        investment firms that held mortgage-backed “illiquid assets.” They argued that their proposal was absolutely
        essential to safeguard the financial security of the nation. A full-blown depression might result if the
        federal government failed to purchase these troubled assets.
      


      
        The nation’s top leadership—President Bush, the Treasury Secretary, the Fed Chairman, House and Senate
        Democratic and Republican leaders, and even presidential candidates Barack Obama and John McCain—supported the
        bill. But polls showed that most Americans opposed a “Wall Street bailout.” Congress members were asked by
        their leaders to ignore the folks back home. The initial House vote stunned Washington and Wall Street: “nay”
        votes prevailed. The stock market plunged.
      


      
        Predictions of an economic catastrophe inspired a renewed effort to pass the bill. The Senate responded by
        passing it with a comfortable margin, while adding various sweeteners, mostly tax benefits to gain House
        support. Tensions were high when the House voted on the Senate version of the bill. In a sharp reversal of its
        earlier action, the House approved the Emergency Economic Stabilization Act of 2008. President Bush promptly
        signed it into law.
      


      
        The Treasury’s
        TARP


        
          The Treasury Department was given unprecedented power to bail out the nation’s financial institutions through
          the Troubled Asset Relief Program (TARP). Secretary Paulson initially proposed to use the $700 billion
          appropriation by Congress to buy up “toxic assets”—mortgage-backed securities whose value had dropped
          sharply. But shortly afterward, Paulson reversed course and decided to use the TARP money to inject cash
          directly into banks by purchasing preferred shares of their stock. The nation’s largest banks, Bank of
          America and Citigroup, were first in line, and other major banks and investment firms followed (see Table 3.3).
        


        
          Critics of the program noted that by accepting ownership shares in the nation’s leading banks and investment
          houses, the government was tilting toward  socialism. Government ownership of the
          financial industry, that is, “nationalization” of the banks, would have been considered unthinkable before
          the crisis.
        


        
          
            Table 3.3
            Top Banking Bailout Recipients
          


          
            
              
                	1.

                	Bank of America
              


              
                	2.

                	Citigroup
              


              
                	3.

                	JPMorgan Chase
              


              
                	4.

                	Wells Fargo
              


              
                	5.

                	Goldman Sachs
              


              
                	6.

                	Merrill Lynch
              


              
                	7.

                	Morgan Stanley
              


              
                	8.

                	PNC Financial Services
              


              
                	9.

                	U.S. Bancorp
              


              
                	10.

                	SunTrust
              

            
          

        


        
          It was anticipated that the federal government would end up underwriting companies such as AIG, Bank of
          America, and General Motors for many years, but it turned out that most of these companies managed to repay
          all or part of the government’s investment within a few years. A substantial portion of TARP funds was repaid
          by 2012.
        

      


      
        GM
        Bankruptcy


        
          General Motors is an American institution, the biggest of the Big Three domestic automobile manufacturers
          (Chrysler and Ford are the other two). With federal supervision, GM and Chrysler sought bankruptcy protection
          in 2009; Ford managed to stay afloat by itself. Even before declaring bankruptcy, General Motors had received
          billions of federal dollars in loans and loan guarantees. Federal involvement forced out GM’s CEO. While GM
          was in bankruptcy, the federal government took majority ownership of the company. President Obama declared
          that the federal government had no interest in the day-to-day operations of General Motors. General Motors
          underwent Chapter 11 bankruptcy reorganization in 2009. GM reissued stock in 2010, and the US Treasury’s
          share of ownership was reduced from about two-thirds to one-third. By 2012 GM was again a profitable
          corporation.
        

      


      
        Fed
        Responses


        
          In addition to the TARP bailouts, the Federal Reserve Board made a dramatic decision to pump over
          $2.5 trillion into the nation’s financial system in order to unlock mortgage,
          credit card, college, and auto lending. The Fed lowered its discount rate to less than 1 percent, and then
          later to 0 percent, to encourage banks to make loans. But most of the Fed’s efforts came
          in the form of loan guarantees to banks, credit unions, mortgage lenders, and auto makers’ financial arms.
          The objective was to lower interest rates on all forms of credit and thereby inspire consumers to borrow and
          lenders to lend, jump-starting the economy. But low interest rates and easy credit do not guarantee that
          banks will lend money or that businesses and individuals will borrow money. As the recession deepened in
          early 2009, the President and Congress sought to provide additional economic “stimulus.”
        

      


      
        The Economic Stimulus
        Package


        
          A massive economic stimulus plan, officially called the American Recovery and Reinvestment Act of 2009, was
          the centerpiece of President Barack Obama’s early policy agenda. Its combination of spending increases and
          tax cuts totaled $787 billion—the largest single fiscal policy measure in American history. It was written in
          record time by a Democratic-controlled Congress; House Republicans were unanimous in opposition, and only
          three Republican senators supported the bill.
        


        
          The stimulus package consisted of roughly two-thirds spending and one-third tax rebates. Democrats in
          Congress used the package to increase spending in a wide variety of domestic programs—education, Medicaid,
          unemployment compensation, food stamps, health technology, child tax credits, disability payments,
          higher-education grants, renewable energy subsidies, and rail and transit transportation—as well as
          traditional spending for highways and bridge building. Republicans complained that much of the spending had
          little to do with stimulating the economy but rather increased government involvement in domestic policy
          areas favored by Democrats. Republicans had traditionally relied on tax cuts to stimulate the economy.
        

      


      
        Financial
        Regulation


        
          The near collapse of the nation’s financial system in 2008, and the credit crisis that followed, inspired
          calls for greater regulation of the financial industry, including banks and bank holding companies,
          investment firms, credit unions, and insurance companies. Reversing years of banking “deregulation,”
          President Obama and the Democratic-controlled Congress passed a sweeping overhaul of the nation’s financial
          regulatory system—the Dodd-Frank Act of 2010.
        


        
          Among its many provisions, the new law created the Financial Stability Oversight Council.
          The Council is chaired by the Secretary of the Treasury and includes the Federal Reserve Board Chairman, the
          Comptroller of the Currency, the SEC Chairman, and the Chairman of the Federal Deposit Insurance Corporation
          (FDIC), among others. The Council is charged with the responsibility of monitoring national and international
          threats to the financial stability of the United States and recommending actions to its member regulators.
          The law set forth an “orderly liquidation” process under the supervision of the FDIC for failing financial
          institutions, including those previously considered “too big to fail.”
        


        
          The law also created the Consumer Financial Protection Bureau within the Federal Reserve to oversee consumer
          checking accounts, loans, credit cards, and mortgages and to protect against unfair or deceptive practices.
          The new Office of Credit Ratings in the SEC will examine the operations of credit-rating companies, such as
          Standard & Poor’s and Moody’s.
        


        
          The law brings the market for “derivatives” under government regulation for the first time. These are
          financial instruments created out of mortgages, stocks, or commodities that are designed as a “hedge” against
          risk and often used for speculation.
        


        
          Critics note that the new law fails to directly address the problems with Fannie Mae and Freddie Mac—the
          federal corporations that encouraged “sub-prime” mortgages that led to the financial collapse. They also
          charge that the law promises a federal bailout of firms that are considered “too big to fail” and that doing
          so provides incentives for further risky behavior by these firms. Still other critics complain that excess
          regulation will make it more difficult for Americans to obtain loans, credit cards, and mortgages.
        

      

    


    
      The Federal Reserve Board


      
        Money is far too important to be left to democratic governments. All of the advanced industrial democracies
        have created central banks to control the supply of money. These central banks function largely independently
        of their governments.
      


      
        It became apparent in the United States at the beginning of the twentieth century that the control of money
        would have to be removed from direct government control and placed in the hands of bankers themselves.
        Moreover, it was generally agreed that bankers’ power over money would have to be unrestricted by Congress or
        the President.
      


      
        The Federal Reserve Act of 1913 created the Federal Reserve System. Its purpose is to
        decide on the nation’s monetary policy and credit conditions, to supervise and regulate all banking activity,
        and to provide various services to banks. Federal Reserve Banks are banks’ banks; only banks may open accounts
        at Federal Reserve Banks.
      


      
        The Federal Reserve System is fully independent—its decisions need not be ratified by the President, Congress,
        the courts, or any other governmental institution. It does not depend on annual federal appropriations;
        instead, it finances itself. Theoretically, Congress could amend or repeal the Federal Reserve Act of 1913, but
        to do so would be politically unthinkable. The only changes to the Act throughout the century have been to add
        to the powers of the Fed. In the International Banking Act of 1978, the Fed was directed by Congress to
        encourage economic growth, maintain high levels of employment, keep inflation low, and maintain moderate
        long-term interest rates.
      


      
        The Federal Reserve System is governed by its seven-member Board of Governors, who are appointed for
        fourteen-year terms. Members are appointed by the President, with the consent of the Senate, but they may not
        be removed from the Board except for cause. No member has ever been removed since the creation of the Board in
        1913. The powerful Chairman of the Board (see “Ben Bernanke: Managing the Nation’s Money”) serves only a
        four-year term, but the Chairman’s term overlaps that of the President, so new presidents cannot immediately
        name their own chair. The Board oversees twelve Federal Reserve Banks that serve various regions of the nation.
        Each Federal Reserve Bank has nine directors—six elected by member banks in the district and three appointed by
        the Board of Governors. Thus, control of the nation’s money supply and the regulation of banks rest in the
        hands of bankers themselves.
      

    


    
      Controlling the Money Supply


      
        Banks create money when they make loans. They simply create “demand deposits” and make them available to
        borrowers. Currency (cash) in circulation and demand deposits constitute the nation’s principal money supply:
        “M1.” Demand deposits far exceed currency in circulation. (Only about 5 percent of the
        money supply is in the form of cash.) Most money transactions consist of checks or electronic transfers; in
        normal times people will accept these paper or electronic promises of banks in lieu of currency. But at times
        in the past, large numbers of people have demanded that their deposits be given to them in currency—creating a
        “run” on a bank. Inasmuch as the bank simply created these deposits, it cannot possibly pay
        all of its depositors (or even a significant portion of them) in currency. The bank fails, and depositors lose
        their money.
      


      
        The Federal Reserve System was created by bankers primarily to stabilize the banking system and control the
        supply of money. The Fed requires all banks to maintain a reserve in currency or in deposits with a Federal
        Reserve Bank. If the “reserve ratio” is set at 10 percent, for example, a bank may create demand deposits up to
        ten times the amount of its reserve. If the Fed decides that there is too much money in the economy
        (inflation), it can raise the reserve requirement, for example, from 10 percent to 15 percent, reducing what a
        bank can create in demand deposits. In this way the Fed can expand or contract the money supply as it sees fit.
      


      
        The Fed can also alter the money supply by changing the interest rate it charges member banks to borrow
        reserve. A bank can expand its deposits by borrowing reserve from the Fed, but it must pay the Fed an interest
        rate, called the “discount rate,” in order to do so. The Fed regularly raises and lowers the discount rate,
        thereby making it easier or harder for banks to borrow reserve. Raising the discount rate tends to contract the
        money supply; lowering it expands the money supply.
      


      
        The Fed is also authorized to buy and sell US Treasury bonds and notes in what is called “open market
        operations.” Indeed, the assets of the Fed consist of US bonds and notes. Each day the Open Market Desk of the
        Fed buys and sells billions of dollars’ worth of government bonds. If it sells more than it buys, it reduces
        its own reserve and hence its ability to lend reserve to banks; this contracts the money supply. If it buys
        more than it sells (referred to as “quantitative easing,” or “QE”), it adds to its own reserve, enabling it to
        lend reserve to member banks and expand the money supply.
      


      
        Ben Bernanke:
        Managing the Nation’s Money


        
          Ben Bernanke, a former professor of economics at Princeton University, was nominated to serve as Chairman of
          the Board of Governors of the Federal Reserve System by President George W. Bush and confirmed by the US
          Senate in 2006. It was Bernanke’s fate to preside over the Fed during the worst financial crisis since the
          Great Depression.
        


        
          Bernanke graduated summa cum laude from Harvard University in 1975 and earned his PhD in economics from MIT
          in 1979. He taught at Stanford University and then at Princeton University, where he served as editor of the
          American Economic Review. He wrote textbooks on both micro-and macroeconomics. He
          served as Chairman of the Council of Economic Advisers before being appointed to head the
          Fed.
        


        
          Bernanke replaced Alan Greenspan, who had served under four presidents— Reagan; Bush Sr.; Clinton; and Bush
          Jr. During Greenspan’s years, inflation averaged only a modest 3 percent per year and unemployment averaged
          only 5.5 percent. But Greenspan was later criticized for allowing the mortgage industry to make too many
          substandard housing loans, resulting in an excess of foreclosures and losses for lending banks.
        


        
          Upon taking office, Bernanke announced his intention to “maintain continuity” with Greenspan’s policies. But
          the financial crisis in 2008 intervened, and Bernanke found himself dealing with the possibility of a deep
          recession. He responded by slashing the discount rate—the rate the Fed charges member banks—to near zero, in
          an effort to expand the money supply. He urged Bank of America to absorb the faltering investment firm
          Merrill Lynch. He convinced the government to bail out mortgage insurance firm AIG. Under Bernanke, the Fed
          pumped over $2 trillion into the money supply in order to encourage lending, especially mortgage lending.
        


        
          Bernanke, together with Treasury Secretary Henry Paulson, developed the $700 billion Wall Street bailout plan
          hurriedly passed by Congress in 2008. Bernanke testified that the bailout was essential in avoiding a deep
          recession.
        


        
          President Barack Obama announced in 2009 that he would reappoint Bernanke to a second term as Fed Chairman.
          The President credited him with helping to prevent another Great Depression. Bernanke was confirmed by the
          Senate, but only by the narrowest margin of any previous Fed Chairman.
        

      

    


    
      The Securities and Exchange
      Commission


      
        The Securities and Exchange Commission (SEC) was created not so much to regulate the stock market but rather to
        try to restore public confidence in it after the great market crash of 1929. Indeed, most major investment
        firms strongly supported the Securities and Exchange Act of 1934. President Franklin D. Roosevelt appointed a
        notorious stock market manipulator (and FDR’s principal campaign contributor), Joseph P. Kennedy (President
        John F. Kennedy’s father), to serve as the first Chairman of the SEC.
      


      
        The SEC is made up of five commissioners, appointed by the President for staggered five-year terms and subject
        to Senate confirmation. No more than three commissioners may belong to the same political party. Most
        appointees over the years have come from the ranks of loyal party supporters; few have been moneyed elites themselves. But, unlike the Federal Reserve Board, the largely ministerial duties
        of the SEC do not really require heavyweight commissioners.
      


      
        The SEC’s principal responsibility is to ensure full disclosure of information to the investing public on the
        part of corporations offering to sell stock to the public. It can investigate violations of securities laws,
        but it has only civil, not criminal, enforcement authority. (Any evidence of fraud that it discovers is
        forwarded to the Justice Department for further investigation and prosecution.) The SEC also insures customer
        accounts at investment firms against the failure (bankruptcy) of these firms. Of course, it does not cover
        investor losses from market declines.
      

    


    
      The Superrich


      
        Personal wealth does not always equate with economic power. Persons with relatively little personal wealth can
        exercise great power if they occupy positions that give them control of huge institutional resources. A
        president of a large corporation who came through the ranks of management may receive an income of only $5
        million or $10 million a year, and possess a net worth of only $10 million or $20 million. Yet these amounts
        are relatively small when you consider that this person may control a corporation with annual revenues of $2
        billion and assets worth $10 billion or $20 billion. The important point is that personal wealth in America is
        insignificant in comparison to corporate and governmental wealth.
      


      
        Even though personal wealth is not the equivalent of economic power, it is still interesting to observe the
        increasing concentration of wealth in America over the past several decades (Table 3.4).
      


      
        America’s wealthy are wealthier than ever.2 In 1968 only $100 million (“centimillionaire” status) was required in order to
        be listed among the nation’s wealthiest. By 1987 $1 billion was required; indeed, all of the nation’s
        billion-aires for that year are listed in Table
        3.5. But in 2012, Forbes listed over 425 billionaires. To make the list of the
        top 50 shown in Table 3.5, a person had to possess a net wealth of
        over $6 billion.
      


      
      
        Table 3.4 Total Wealth of the Richest Americans
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          Table 3.5
          America s Supernch
        


        
          
            
              	1918

              	1968

              	1987

              	2000

              	2012
            


            
              	“Wealthiest Americans”

              	“Centimillionaires”

              	“Billionaires”

              	“50 Wealthiest Americans”

              	“50 Richest Americans”
            


            
              	
                

              
            

          

          
            
              	J.D. Rockefeller (oil)

              	J.P.Getty (oil)

              	S.M.Walton (retail)

              	Bill Gates (Microsoft)

              	Bill Gates (Microsoft)
            


            
              	H. C. Frick (coke, steel)

              	H. Hughes (aerospace)

              	J.W. Kluge (communications)

              	Joseph Ellison (Oracle)

              	Warren Buffett (Berkshire Hathaway)
            


            
              	A. Carnegie (steel)

              	H. L. Hunt (oil)

              	Paul Allen (Microsoft)
            


            
              	G.W. Baker (banking)

              	E. H. Land (Polaroid)

              	H. Ross Perot (computers)

              	Warren Buffett (Berkshire Hathaway)

              	Larry Ellison (Oracle)
            


            
              	W. Rockefeller (oil, RRs)

              	D. K. Ludwig (shipping)

              	D. Packard (aerospace)

              	Charles Koch (diversified)
            


            
              	E. S. Harkness (oil)

              	Alisa M. Bruce (Mellon)

              	S. 1. Newhouse Jr. (publishing)

              	Gordon Moore (Intel)

              	David Koch (diversified)
            


            
              	J. E. Armour (meat packing)

              	P. Mellon (Mellon)

              	Philip Anschutz (Qwest)

              	Christy Walton (Wal-Mart)
            


            
              	H. Ford (cars)

              	R. K. Mellon (Mellon)

              	D. E. Newhouse (publishing)

              	Stephen Ballmer (Microsoft)

              	Jim Walton (Wal-Mart)
            


            
              	W. K. Vanderbilt (RRs)

              	N. B. Hunt (oil)

              	Alice Walton (Wal-Mart)

              	Alice Walton (Wal-Mart)
            


            
              	Ed H. R. Green (banking)

              	J. D. McArthur (insurance)

              	Lester Crown (defense)

              	Helen Walton (Wal-Mart)

              	R. Robson Walton (Wal-Mart)
            


            
              	Mrs. E. H. Harriman (RRs)

              	W. L. McKnight (3M)

              	K. R. Murdoch (publishing)

              	Jim Walton (Wal-Mart)
            


            
              	V. Astor (real estate)

              	C.S. Mott(GM)

              	W. E. Buffett (stock market)

              	John Walton (Wal-Mart)

              	Michael Bloomberg (Bloomberg)
            


            
              	J. Still man (banking)

              	R. E. Smith (oil)

              	L.H.Wexner (retail)

              	Robson Walton (Wal-Mart)
            


            
              	T. F. Ryan (transit, tobacco)

              	H. F. Ahmanson (banking)

              	J. A. Pritzker (real estate)

              	Michael Dell (Dell)

              	Jeff Bezos (Amazon)
            


            
              	D. Guggenheim (mining)

              	C. Allen Jr. (banking)

              	R. A. Pritzker (real estate)

              	Sumner Redstone (Viacom)

              	Sheldon Adelson (casinos)
            


            
              	C. M. Schwab (steel)

              	Mrs. W. V. Clark Sr. (Avon)

              	E. M. Bronfman (liquors)

              	John Kluge (Metromedia)

              	Sergey Brin (Google)
            


            
              	J. P. Morgan (banking)

              	J. T. Dorrance Jr. (soup)

              	Barbara C. Anthony (inherited)

              	Charles Ergen (satellites)

              	Larry Page (Google)
            


            
              	Mrs. A. Sage (banking)

              	Mrs. A. 1. du Pont (DuPont)

              	Rupert Murdoch (publishing)

              	George Soros (hedge funds)
            


            
              	C. H. McCormick (farm machinery)

              	C. W. Englehard Jr. (mining)

              	Ann C. Chambers (publishing)

              	Forrest Mars Jr. (candy)
            


            
              	S. M. Fairchild (cameras)

              	Barbara Cox Anthony (publishing)

              	Jacqueline Mars (candy)
            


            
              	Widener (transit)

              	L. Hess (oil)

              	Ted Arison (cruises)

              	John Mars (candy)
            


            
              	A. C. James (mining, RRs)

              	W. R. Hewlett (aerospace)

              	A. A. Taubman (malls)

              	Ann Cox Chambers (publishing)

              	Steve Ballmer (Microsoft)
            


            
              	Nicholas F. Brady (transit)

              	D. Packard (aerospace)

              	H. L. Hillman (inherited)

              	Paul Allen (Microsoft)
            


            
              	J. H.Schiff (banking)

              	A. Houghton (Corning Glass)

              	M. H. Davis (oil)

              	Abigail Johnson (Fidelity)

              	Carl Icahn (leveraged buyouts)
            


            
              	J. B. Duke (tobacco)

              	W. R. Hewlett (aerospace)

              	Henry Nicholas (Broadcom)
            


            
              	G. Eastman (cameras)

              	J. P. Kennedy (investments)

              	Harry Helmsley (hotels)

              	Michael Dell (Dell)
            


            
              	P. S. du Pont (gunpowder)

              	Eli Lilly (drugs)

              	P. F. Anschutz (oil)

              	Henry Samueli (Broadcom)

              	Phil Knight (Nike)
            


            
              	L. F. Swift (meat packing)

              	F. E. Mars (candy)

              	Anheuser Busch Jr. (beer)

              	Charles Schwab (investments)

              	Donald Bren (real estate)
            


            
              	J. Rosenwald (mail orders)

              	S. E. Newhouse (newspapers)

              	J. T. Dorrance Jr. (soup)

              	Len Blavatnik (diversified)
            


            
              	Mrs. L. Lewis (oil)

              	M.J.Petrie (retail)

              	Robert "Ted" Turner (media)

              	Ronald Perelman (leveraged buyouts)
            


            
              	H. Phipps (steel)

              	Marjorie M. Post (foods)

              	E. M. Kauffman (drugs)
            


            
              	

              	Mrs. J. Mauze (Rockefeller)

              	Ray Lee Hunt (oil)

              	William Hewlett (Hewlett-Packard)

              	Abigail Johnson (Fidelity Investments)
            


            
              	

              	D. Rockefeller (oil)

              	E. J. DeBartolo (real estate)
            


            
              	

              	
                J.D. Rockefeller (oil)
              

              	W. H. Gates III (computers)

              	Theodore Waitt (Gateway)

              	Laurene Powell Jobs (Apple)
            


            
              	

              	L. Rockefeller (oil)

              	D. L. Bren (real estate)

              	David R. Huber (fiber optics)

              	James Simmons (hedge funds)
            


            
              	

              	N. Rockefeller (oil)

              	S. J. LeFrak (real estate)

              	James Goodnight (computers)

              	jack Taylor (Enterprise Rent-A-Car)
            


            
              	

              	W. Rockefeller (oil)

              	R. M. Bass (oil)
            


            
              	

              	CordeliaS. May (Mellon)

              	E. L. Gaylord (media)

              	Kirk Kerkorian (casinos, investments)

              	John Paulson (hedge funds)
            


            
              	

              	R.M.Scaife (Mellon)

              	F. E. Mars Sr. (candy)

              	Anne Cox Chambers (Cox Enterprises)
            


            
              	

              	D. Wallace (Reader’s Digest)

              	F.E.Mars Jr. (candy)

              	Craig McCaw (telephones)
            


            
              	

              	Mrs. C. Payson (Whitney)

              	J. F. Mars (candy)

              	Forrest Mars (candy)

              	Ray Dalio (hedge funds)
            


            
              	

              	J. H. Whitney (auto parts)

              	J. M. Vogei (investments)

              	John Mars (candy)

              	George Kaiser (oil, gas)
            


            
              	

              	

              	H. C. Simmons (investments)

              	Daniel Smith (fiber optics)

              	Harold Hamm (oil, gas)
            


            
              	

              	

              	David Filo (Yahoo)

              	Richard Kinder (pipelines)
            


            
              	

              	

              	Sol Goldman (real estate)

              	Thomas Siebel (systems)

              	Rupert Murdoch (News Corp)
            


            
              	

              	

              	Margaret H. Hill (Hunt Oil)

              	Jerry Yang (Yahoo)
            


            
              	

              	

              	Sid R. Bass (oil)

              	John Morgridge (Cisco)

              	Mark Zuckerberg (Facebook)
            


            
              	

              	

              	Lee M. Bass (oil)

              	Robert Pritzker (hotels)

              	Charles Ergen (Dish Network)
            


            
              	

              	

              	L. A. Tisch (theaters, CBS)

              	Thomas Pritzker (hotels)
            


            
              	

              	

              	P. R. Tisch (theaters, CBS)

              	Eli Broad (real estate)

              	Steve Cohen (banking)
            


            
              	

              	

              	David Rockefeller (oil)

              	Donald Newhouse (publishing)

              	Andrew Beal (banking)
            


            
              	

              	

              	L. N. Stern (investments)

              	Pierre Omidyar (eBay)
            


            
              	

              	

              	C. H. Lindner II (hotels)

              	George Soros (investments)

              	Leonard Lauder (Estee Lauder)
            


            
              	

              	

              	Roger Milliken (textiles)

              	Lee Bass (oil)
            


            
              	

              	

              	Joan B. Kroc (McDonald’s)

              	Jeffrey Bezos (Amazon)

              	Philip Anschutz (oil, investments)
            


            
              	

              	

              	

              	John Simplot (potatoes)
            


            
              	

              	

              	

              	Alfred Lerner (banking)

              	Eric Schmidt (Google)
            


            
              	

              	

              	

              	Pierre Omidyar (eBay)

              	Samuel Newhouse Jr. (Conde Nast)
            


            
              	

              	

              	

              	Edgar Bronfman (Seagram)
            


            
              	

              	

              	

              	Sid Bass (oil)

              	James Goodnight (software)
            


            
              	

              	

              	

              	Philip Knight (Nike)

              	Patrick Soon-Shiong (Pharmaceuticals)
            


            
              	

              	

              	

              	
            


            
              	

              	

              	

              	

              	Harold Simmons (buyout investor)
            


            
              	

              	

              	

              	
            


            
              	

              	

              	

              	

              	Charles Butt (groceries)
            

          
        


        
          
            List ranked in order of estimated wealth.
          


          
            Sources: 1918—Forbes Magazine, March 2, 1918,
            reprinted in Forbes Magazine, Fall 1983; 1968—Fortune, May 1968; 1987—Forbes Magazine, October 1987;
            2000—Forbes People list, 2001, at www.Forbes.com; 2012—Forbes, at www.forbes.com/Fortune-400.
          

        

      


      
        Personal wealth does not necessarily guarantee economic power. Personal wealth must be
        institutionalized in order for the wealthy to exercise real power in America. The nation’s top wealth-holders
        include both old and established families whose wealth has been passed down through generations, and newly rich
        individuals whose wealth is derived from expanding new enterprises. Indeed, there are more newly rich people
        among America’s top wealth-holders than there are inheritors.
      

    


    
      Changing Sources of Wealth


      
        It is often asserted that great personal wealth in America today is inherited and that opportunities to acquire
        great personal fortunes dried up after the Industrial Revolution. C. Wright Mills wrote that “wealth not only
        tends to perpetuate itself, but … tends also to monopolize new opportunities for getting great wealth…. In none
        of the latest three generations has a majority of the very rich been composed of men who have
        risen.”3 But Mills and Marxist
        critics of American society are wrong! All of the available evidence points to considerable social mobility
        among the wealthiest Americans.
      


      
        Today most of America’s top wealth-holders are self-made single-generation tycoons. On the lists of
        billionaires, the names of self-made men and women outnumber heirs to family fortunes, and first-and
        second-generation immigrants abound. Moreover, in every successive list of top wealth-holders over the decades
        there are as many dropouts and newcomers as holdovers. It is true that America’s great nineteenth-century
        industrial fortunes have held together remarkably well, despite inheritance taxes and family
        dispersions.4 But in each
        generation, America produces a new crop of superrich entrepreneurs.5
      


      
        In 1918, the first year for which a reasonable estimate of the nation’s wealthiest Americans is available,
        virtually all of the names on the list were newly rich, having acquired great wealth within a single
        generation. These were the great entrepreneurs of America’s Industrial Revolution—Rockefeller, Carnegie, Frick,
        Harkness, Ford, Vanderbilt, Morgan, and so on. Only a few of the wealthiest Americans in the early twentieth
        century were inheritors—for example, the Astors, whose original fortune was made in the North American fur
        trade, and the du Ponts, who manufactured gunpowder in Delaware even before the Revolutionary War. However, by
        midcentury, the great families of the Industrial Revolution had become the nation’s established wealth-holders.
        Their wealth was tied to the large corporations and banks that their ancestors had founded.
      


      
        Representative of the newly rich in 1968 were some of the wealthiest Americans—J. Paul
        Getty and H. L. Hunt, whose fabulous fortunes were amassed in independent oil operations; Howard Hughes, whose
        fortune was made in the aerospace industry, as well as David Packard and William Hewlett; Edward H. Land, an
        inventor whose self-developing camera was the foundation of the Polaroid Corporation; and Daniel K. Ludwig, who
        wisely purchased war-surplus oil tankers in anticipation of US dependence on foreign oil.
      


      
        By 1987 additional names on the roster of the superrich emerged from the burgeoning computer industry—Bill
        Gates, the “boy wonder” billionaire who dropped out of Harvard to found Microsoft, and Ross Perot, who founded
        his own software company, Electronic Data Systems. Other newly rich included the Bechtels, whose giant
        construction firm is the world’s largest privately owned enterprise; Ray Kroc, who founded McDonald’s; Forrest
        Mars, the original creator of the Milky Way candy bar and other candies; the Bass brothers, independent oil
        operators; and Sam Walton, who opened his first Wal-Mart store in rural Arkansas in 1962.
      


      
        By 2000, the list of the wealthiest Americans was dominated by newly rich entrepreneurs from the computer
        world—Bill Gates and his partners from Microsoft, and the founders of Oracle, Intel, Qwest, Dell,
        Hewlett-Packard, Gateway, Yahoo, Cisco, and eBay. Among the inheritors on the list are the Walton, Cox, Mars,
        and Bass families. But even these families are relative newcomers, having acquired their wealth in the second
        half of the twentieth century.
      


      
        Today’s list of the richest Americans still reflects the computer revolution: Gates, Ballmer, and Allen of
        Microsoft; Ellison of Oracle; Bezos of Amazon; Zuckerberg of Facebook; Brin and Page of Google; Dell of Dell;
        Omidyar of eBay; and (now deceased) Jobs of Apple. And inheritors can still be found (Walton, Mars, Cox,
        Newhouse, and Lauder). But the list has been invaded by Wall Street speculators, beginning with Warren Buffett.
        Buffett chairs a public corporation, Berkshire Hathaway, and anyone with enough money can purchase the stock
        and participate in Buffett’s speculations. However, prominent among new wealth-holders are private hedge fund
        managers and leveraged buyout specialists (Soros, Paulson, Icahn, Cohen, Perelman, Simmons, and Dalio). Hedge
        funds are not sold to the general public, but rather to mutual funds, university and foundation endowments, and
        high net worth individuals. Fund managers are usually invested in their own funds; they also receive fees and
        bonuses based on their fund’s performance. Leveraged buyouts involve the purchase of a company’s stock with
        borrowed (leveraged) money. A leveraged buyout frequently leaves the company with significant debt. Bonds
        issued in leveraged buyouts often end up as “junk bonds,” that is, not investment grade.
        The Dodd-Frank Act of 2010, which restructured the financial regulatory system, is designed to curb some of the
        excesses of hedge funds and leveraged buyouts.
      


      
        Warren Buffett:
        Radical Investor


        
          Warren Buffett’s views on wealth distribution conflict with the capitalism that made him one of America’s
          richest people. Buffett has urged his friend President Obama to impose higher taxes on the rich. The “Buffett
          rule” would ensure that billionaires pay a minimum effective tax rate of 30 percent. Buffett reportedly paid
          an effective federal tax rate of only 11 percent on an adjusted gross income of $62 million in 2010. He
          complained that this rate was lower than that of his secretary. (His income was primarily from dividends and
          capital gains, which are taxed at a 15 percent rate, and he gave billions of tax-deductible contributions to
          charities.) He declined the suggestion by opponents that he write a check to the federal government for
          whatever amount he thought his taxes should have been.
        


        
          Warren Buffett was born in Omaha, Nebraska, the son of a four-term Republican Congressman. He entered the
          Wharton School of Business at the University of Pennsylvania, but later transferred back to the University of
          Nebraska, where he graduated with a BS in business administration at the age of nineteen. He then earned a
          master’s degree in economics from Columbia University. He returned to Omaha to work as a stockbroker and soon
          formed his own investment firm, Buffett Partnerships. Over time he multiplied his investment partnerships and
          acquired shares in a wide variety of companies. He purchased a controlling share of a shirt manufacturer,
          Berkshire Hathaway, and became Chairman of the Board and CEO in 1970. He liquidated his partnerships and
          transferred their assets to Berkshire Hathaway, which became an investment firm. Buffett initially paid $15
          per share to Berkshire Hathaway; today a single share is worth more than $100,000.
        


        
          Among his many investments, Buffett bought into Capital Cities/ABC, Salomon Inc., Goldman Sachs, General
          Electric, Coca-Cola, IBM, and the Burlington Northern Santa Fe, the country’s second-largest railroad. Along
          the way he befriended Katharine Graham, owner and publisher of the influential Washington Post (see Chapter 4), and bought a large share
          of the Washington Post Company in order to keep the newspaper afloat in hard times. During the Great
          Recession he demonstrated his faith in the nation by buying into the beleaguered Bank of America.
        


        
          Today Buffett is second only to his friend Bill Gates as the nation’s wealthiest
          American. Buffett has pledged his fortune to charity. He opposes the transfer of wealth through family
          generations. Much of his philanthropy goes through the Bill and Melinda Gates Foundation.
        


        
          Confronted with the charge that his tax-the-rich views inspire “class warfare,” Buffett replied, “There’s
          class warfare, all right, but it’s my class, the rich class, that’s making war, and we are
          winning.”6
        

      

    


    
      Summary


      
        America’s financial assets are heavily concentrated in the nation’s largest banks, insurance companies, and
        investment firms. Indeed, just twenty banks, out of more than 14,000 serving the nation, control over half of
        all banking assets in the United States.
      


      
        Fannie Mae and Freddie Mac were government-sponsored corporations that purchased mortgages from lenders to
        enable them to reinvest their assets and expand the mortgage market. The goal was to increase homeownership in
        America. But over the years, political pressures to finance loans to low-income and minority homeowners created
        a large “subprime mortgage market”—loans made with little regard to risk. When housing prices fell in the late
        2000s, many homeowners found themselves underwater—holding mortgages that exceeded the value of their homes.
        Foreclosures and delinquencies spiraled upward. Fannie Mae owned or guaranteed about half of the nation’s
        mortgage market. It was adjudged “too big to fail.” The Treasury Department stepped in to take over Fannie Mae
        and Freddie Mac. It was the most sweeping government intervention in mortgage markets since the Great
        Depression.
      


      
        The mortgage crunch led directly to Wall Street’s biggest crisis since the 1930s. The nation’s largest
        financial institutions had invested heavily in mortgage-backed securities. If these institutions failed, elites
        feared a massive financial collapse. A Wall Street bailout was backed by virtually all segments of the nation’s
        leadership, even though polls showed a majority of Americans opposed it. A massive $700 billion bailout of
        banks, insurance companies, and investment firms that held mortgage-backed “illiquid assets” passed Congress as
        the Emergency Economic Stabilization Act of 2008. It established the Treasury Department’s Troubled Asset
        Relief Program (TARP), which enabled the government to pump money into financial institutions by purchasing
        preferred shares of their stock. Critics warned of “nationalization” of the banks, a step toward socialism. But most of the TARP money was repaid within a few years. Likewise, General
        Motors was bailed out with federal funds in exchange for stock. GM went into government-sponsored Chapter 11
        bankruptcy in 2009, but by 2012 it was again a profit-making corporation.
      


      
        In addition to the TARP bailouts, the Federal Reserve Board pumped over $2 trillion into the nation’s financial
        system. The Fed lowered its discount rate to less than 1 percent and later to 0 to encourage banks to make more
        loans.
      


      
        President Obama proposed, and the Democratic Congress passed, a massive economic stimulus package in 2009. The
        American Recovery and Reinvestment Act included a combination of spending increases and tax cuts totaling $787
        billion, the largest single fiscal policy measure in American history. Republicans were in near-unanimous
        opposition, arguing that the Act did little to stimulate the economy but instead increased government
        involvement in domestic programs favored by Democrats.
      

    

  


  
    CHAPTER 4
    

    THE MEDIA MOGULS


    
      Great power derives from the control of information. Media power is the power to decide what Americans will see,
      hear, and read about their world. Media power lies in creating issues, publicizing them, dramatizing them,
      getting people to talk about them, and forcing corporate and government officials to confront them. Media
      inattention creates nondecisions. It allows conditions in society that might otherwise concern people to be
      ignored.
    


    
      Agenda Setting: Deciding What Will Be
      Decided


      
        The mass media, particularly television, set the agenda for public discussion. They determine what we think
        about and talk about.1
        Television remains the most widely used source for news—66 percent of Americans say it is their main source of
        news. But that figure is down from 82 percent a decade ago (see Figure 4.1). The Internet is closing in on television as Americans’ main source of
        news. Indeed, more people cite the Internet than cite newspapers as their main source of news, reflecting both
        the growth of the Internet and the decline in newspaper readership. Finally, it is important to note that
        younger generations rely more heavily on the Internet than on any other source of news. In 2010, for the first
        time, the Internet surpassed television as the main source of news for people younger than 30.
      


      
        [image: Image]

        
          Figure 4.1 Sources of News
          

        

      


      
        Television’s dominance of political discussion is being challenged by the development of information sources on
        the Internet—the “social media.” The Internet provides for mass participation in the diffusion of information.
        Anyone who can design a website or access Twitter or Facebook can spread their views, whether profound and
        public-spirited or hateful and obscene. Any Internet story, video, blog, or tweet has the potential to “go
        viral,” reaching millions of Americans. This often leads the traditional media outlets—television, newspapers,
        and magazines—to pick up the story. Every blogger has become a potential reporter and editor.
      


      
        Television and newspaper executives, reporters, editors, anchors, and producers do not see themselves as
        neutral “observers” of American politics but rather as active “participants.” They not only report events but
        also discover events to to challenge government officials, debate political candidates, and
        define the problems of society. They see their profession as a “sacred trust” and themselves as the true voice
        of the people in public affairs.
      


      
        Top executives in the news media, the “media moguls,” do not doubt their own power. A generation ago they
        credited themselves with the success of the civil rights movement. The dramatic televised images of the
        nonviolent civil rights demonstrators of the early 1960s being attacked by police with nightsticks, cattle
        prods, and vicious dogs helped awaken the nation and its political leadership to the injustices of segregation.
        Later, the television networks credited themselves with decisively changing America’s opinion of the Vietnam
        War and forcing Lyndon Johnson out of the presidency. Television news, together with the Washington press
        corps, also lays claim, of course, to the expulsion of Richard Nixon from the presidency. The Washington Post conducted the “investigative reporting” that produced a continuous flow of
        embarrassing and incriminating information about the President and his chief advisers.
      


      
        Yet publicly the leadership of the mass media claim that they do no more than “mirror” reality. Although the
        mirror argument contradicts many of their more candid claims to having righted many of America’s wrongs
        (segregation, Vietnam, Watergate), the leadership of the television networks still claim that television “is a
        mirror of society.”
      


      
        Of course, the mirror analogy is nonsense. Newspeople decide what the news will be, how it will be presented,
        and how it will be interpreted. Newspeople have the power to create some national issues and ignore others,
        elevate obscure people to national prominence, reward politicians they favor, and punish those they disfavor.
      

    


    
      The Concentration of Media Power


      
        Despite the multiplication of channels of communication in recent years, media power remains concentrated in
        the leading television networks (ABC, CBS, NBC, FOX, CNN), the nation’s influential newspapers (Washington Post, New York Times, Wall Street Journal), and the broad-circulation news
        magazines, such as Time. It is true that the national network evening news shows
        (NBC Nightly News, ABC World News Tonight, CBS Evening News) have lost viewer-ship
        in recent years. But viewership of cable networks CNN and FOX News is rising, and viewership of local
        television news has remained strong. Moreover, television news magazines, notably CBS’s
        60 Minutes, are regularly listed among the most popular shows on television.
      


      
        The most influential New York and Washington newspapers are not so much instruments of mass communication as
        they are vehicles for interelite communication. It is especially important for top
        government officials to be familiar with both news stories and opinion columns that appear each day in the
        Washington Post, New York Times, and Wall Street
        Journal. About 1,400 separate newspapers are published daily throughout the nation. Many of the news
        stories and virtually all of the opinion columns dealing with national affairs that appear in local newspapers
        throughout the country are taken from the national press.
      


      
        News magazines have a somewhat broader readership than the New York and Washington press. Time is the nation’s leading weekly news magazine. But the masses are more concerned with human
        interest stories, television and entertainment “news,” travel, and gardening. Modern
        Maturity, Reader’s Digest, TV Guide, National Geographic, and Better Homes and
        Gardens far exceed all news magazines in circulation.
      


      
        Media megamergers in recent years have created corporate empires that spread across multiple media—television,
        film, print, music, and the Internet. These global conglomerates combine television broadcasting and cable
        programming, movie production and distribution, magazine and book publication, music recording, sports and
        recreation, and now Internet access and e-commerce. The five multinational corporations listed in Figure 4.2 dominate world media and cultural markets.
      


      
        General Electric, maker of GE appliances, aircraft engines, and industrial products, was originally an
        industrial corporation that bought into the media world. Its ownership of media brings in only about 5 percent
        of its corporate revenue.
      


      
        The largest media empire, Time Warner, spreads itself beyond television, cable, motion pictures, magazines,
        books, sports, and entertainment into cyberspace. Time Inc., originally a news magazine publisher (Time, People, Sports Illustrated, Fortune), merged with Warner Communications, originally a
        motion picture production company, in 1989. Then Time Warner merged with Ted Turner–owned CNN, Turner
        Broadcasting, and the Atlanta Braves in 1996. And in early 2000, one of the biggest mergers in American
        corporate history was announced: The two giants of their respective industries—Time Warner, the media
        conglomerate, and America Online (AOL), with millions of Internet subscribers—combined to form a new colossus,
        AOL Time Warner. But AOL and Time Warner executives  failed to work well together. AOL
        failed to add the “synergy” expected of it in the newly merged conglomerate. And the anticipated growth of AOL
        never materialized. In 2003 Time Warner dropped AOL from its corporate name, and in 2009 the corporations
        separated.
      


      
        [image: Image]

        
          Figure 4.2 The Media Empires
          

        

      


      
        Walt Disney Company was formed in 1923 by the legendary animated film-maker and creator of Mickey Mouse, Walt
        Disney. He directed the company for forty-three years. In 2005 Robert A. Iger took over as CEO, having served
        in various posts in the corporation, including President of ABC.
      


      
        Viacom is closely held by the Redstone family and its patriarch, Sumner M. Redstone. Redstone served in the
        army in World War II, received his bachelor’s and law degrees from Harvard, and was a partner in a Washington
        law firm before getting into the entertainment industry. He took over Viacom in 1986 and
        began a series of corporate acquisitions in motion pictures (Paramount) and publishing (Simon & Schuster),
        and in a surprise coup, he acquired CBS television. His son and daughter serve on the relatively small Board of
        Directors, apparently keeping Viacom decisions largely within the family.
      


      
        Rupert Murdoch:
        Founder of FOX


        
          For many years American conservatives complained about the liberal tilt of television news. But despite their
          ample financial resources, conservative investors failed to create their own network or purchase an existing
          one. It was an Australian billionaire, Rupert Murdoch, who eventually came to the rescue of American
          conservatives.
        


        
          Murdoch himself is not particularly conservative in his politics. (He has held fund-raising events for
          Hillary Clinton.) But he recognized an unfilled market for conservative views on American television. In 1996
          he founded FOX News and hired Roger Ailes (former TV ad producer for Richard Nixon, Ronald Reagan, and George
          H. W. Bush) to head up the new network. Ailes quickly signed Bill O’Reilly for an hour-long nightly
          conservative talk show. Brit Hume, one of the few prominent TV reporters considered to be a conservative, was
          made managing editor.
        


        
          Born in Melbourne, Australia, the son of a successful newspaper owner, young Rupert Murdoch attended Oxford
          University in England. He was only twenty-one when his father died, and he left Oxford to return home and
          take over the family business. He quickly expanded the family’s newspaper holdings in Australia. He was
          successful in injecting glitz, scandal, and vulgarity into previously dull Australian newspapers. He is
          widely credited with inventing the modern tabloid.
        


        
          Murdoch entered the British newspaper market in 1968 with his acquisition of the News of
          the World and later the Sun, both of which became popular tabloids in
          London. In 1987 he acquired London’s prestigious Times and Sunday Times. He introduced electronic production processes in all his newspapers, arousing
          the anger of the printer’s unions and inspiring a bitter strike. Murdoch prevailed with the alleged
          assistance of Margaret Thatcher’s conservative government. Later, Murdoch switched his support to Prime
          Minister Tony Blair, of Britain’s Labor Party.
        


        
          Murdoch purchased the New York Post in 1976. His tabloid
          formula proved very successful in America (among the Post’s most memorable
          headlines: headless body found in topless bar). In 1985 Murdoch became a naturalized American citizen. His US
          media holdings expanded rapidly. The FOX Network became a major competitor of the three established
          networks—ABC, CBS, and NBC. The FOX News channel challenges CNN as a provider of twenty-four-hour cable news.
          Movie studio 20th Century Fox has produced global hits, including Titanic and
          Avatar.
        


        
          Murdoch purchased Dow Jones in 2007, an acquisition that included the Wall Street
          Journal and Barron’s magazine. Initially, the Bancroft family, who had
          owned Dow Jones for over 100 years, was reluctant to sell to Murdoch, fearing that he would popularize the
          Wall Street Journal and detract from its prestige in financial circles. But
          Murdoch has kept the style and format of the newspaper and the financial influence of Dow Jones.
        


        
          In 2011 Rupert Murdoch and his son James were summoned to a British parliamentary committee to answer
          questions regarding alleged telephone hacking by employees of News of the World.
          The Murdochs denied personal knowledge of the hacking. But they apologized to the committee and to the
          British public in full-page ads in national newspapers. They also announced the closing of News of the World.
        

      


      
        Ted Turner: Maverick
        Media Mogul


        
          Media power is less concentrated today than it was a few decades ago, owing to the development of satellite
          and cable technology that adds a greater variety of communication channels. Today over 90 percent of TV
          households are connected to satellite or cable,2 diluting the power of the older established networks—ABC, CBS, and NBC—and
          providing diverse news and entertainment broadcasting, from C-SPAN coverage of Congress to MTV and the
          Cartoon Network. Perhaps no single individual is more responsible for the development of diversity in
          television communication than the flamboyant tycoon Ted Turner. Once ridiculed by established media elites as
          “the Mouth of the South,” Turner changed the course of television news broadcasting with the creation of the
          twenty-four-hour news network, CNN.
        


        
          Reportedly a mischievous child with a difficult upbringing, Turner was sent to the Georgia Military Academy,
          from which he was expelled for various infractions, before entering Brown University.
          After serving a brief tour with the US Coast Guard, he entered the family’s billboard advertising business in
          Atlanta. When the business floundered and his father committed suicide, young Ted took over and began
          building his empire. He used the restored profits from the billboard company to buy television stations and
          invest in the new satellite technology. With deregulation of satellite broadcasting by the Federal
          Communications Commission in 1975, Turner was well positioned to challenge the major networks. Turner’s
          Atlanta-based WTBS was the first “superstation” to beam its programs via satellite throughout the nation. He
          purchased the Atlanta Braves and the Atlanta Hawks to help feed his programming as well as his mountainous
          ego. In 1988 Turner purchased the MGM film library, including the classic Gone with the
          Wind, to add to offerings shown on WTBS and his entertainment network, TNT.
        


        
          But Turner’s greatest achievement was the creation of CNN in 1981, despite near-unanimous predictions of
          financial disaster. Turner borrowed heavily to establish CNN and nursed it financially for many years before
          it became profitable. Because it must fill twenty-four hours with news, interviews, and commentary, CNN
          offers more “raw” news than any other network. The Gulf War cemented CNN as the nation’s leading source of
          fast-breaking news. Only CNN had live satellite coverage as bombs began to fall on Baghdad on the night of
          January 16, 1991. Today CNN International is shown in hotels around the world.
        


        
          As Turner transformed his empire, Turner Broadcasting, into a major media corporation, he increasingly
          recruited professional executives and producers to manage his affairs. To finance his purchase of MGM in
          1986, he diluted some of this authority by giving some cable systems operators seats on his Board of
          Directors. Despite his success in capitalism, Turner’s personal politics are decidedly left of center; his
          marriage to progressive activist Jane Fonda (now divorced from Turner) reinforced his often-expressed
          cynicism toward American institutions. But Turner wisely refrained from direct interference in programming.
        


        
          The merger of Time Warner and AOL in 2000 further diluted Turner’s media power, reportedly to his
          dissatisfaction. He argued with the Board of Directors over the wisdom of the merger, correctly predicting
          its failure. But his criticisms engendered opposition within the Board. In 2002 he was forced off the Board,
          even though he remained the largest individual shareholder in AOL Time Warner.
        


        
          Turner’s “firing” ended his media career, and he turned his full attention to philanthropy. He made a $1
          billion contribution to the United Nations. He cochairs the Nuclear Threat Initiative with former US Senator
          Sam Nunn. The Turner Foundation supports grants for “saving the ecosystem.” Over the years he has amused himself by acquiring large tracts of land, totaling over 2 million acres,
          throughout the United States. He tends to over 55,000 bison on his land.
        

      


      
        Arthur Ochs
        Sulzberger Jr.: The New York Times


        
          Newspaper circulation has declined significantly over the years. Less than half of the adult population reads
          one of the nation’s 1,400 daily newspapers. But elites regularly consult the nation’s prestigious papers—the
          New York Times, the Washington Post, and the
          Wall Street Journal. Stories appearing in these newspapers are regularly picked
          up by the daily papers around the country, and the same stories almost always appear on national network
          television.
        


        
          The New York Times is the oldest and most influential liberal source of news in
          the country. It boasts of receiving over 100 Pulitzer Prizes over the years. It won the pivotal case of
          New York Times v. Sullivan in 1964, which established “actual malice” as the
          standard for libeling public officials.3 This means that public officials must prove that a publisher knew a story was
          false prior to publication or acted with “reckless disregard” as to whether it was true or not, in order to
          prove libel. This standard means that officials can rarely recover damages for false and damaging stories.
          The New York Times also set the standard for the publication of secret government
          documents in the famous case of the Pentagon Papers in 1971 in New York Times v. United
          States.4 The
          Times published documents stolen from the Defense Department during the Vietnam
          War. The Supreme Court held that the US government’s attempt to stop their publication was an
          unconstitutional prior restraint of the press.
        


        
          Arthur Ochs Sulzberger Jr. inherited his elite status as the publisher of the New York
          Times and Chairman of the Board of Directors of the New York Times Company. He is the son of the
          previous Times publisher, Arthur Ochs Sulzberger Sr.; grandson of the
          Times publisher Arthur Hays Sulzberger; and great-grandson of the Times owner Adolph Ochs. A major in political science at Tufts University, graduating in
          1974, he later received a degree from Harvard Business School. He was groomed in the family business as a
          reporter, an editor, and an assistant publisher, finally succeeding his father as publisher in 1993. Under
          his control, the circulation of the Times has declined, but so has the
          circulation of most other newspapers. Sulzberger is credited with developing the Times’s highly successful website, NYTimes.com.
        


        
          The Ochs-Sulzberger family has owned the New York Times since 1896. It continues
          to maintain control of the New York Times Company through the family trust. The Company
          also owns the Boston Globe and the international Herald
          Tribune. The Company’s finances have deteriorated in recent years, owing in part to declines in
          circulation. A financial rescue was arranged in 2011 with the purchase of company stock by the Mexican
          billionaire Carlos Slim, reportedly the richest man in the world.5
        

      


      
        The Graham Family:
        The Washington Post


        
          For many years, Katharine Graham, the owner and publisher of the Washington Post
          and Newsweek magazine, was recognized as the most powerful woman in America. Her
          leadership of the Post, which did more than any other publication to expose the
          Watergate scandal and force the resignation of President Richard Nixon, established Graham as one of the most
          powerful figures in Washington. The Washington Post is the capital’s most
          influential newspaper, and it competes with the New York Times for the attention
          of all segments of the nation’s elite. Both papers feed stories to the television networks and wire services.
        


        
          Katharine Graham was the daughter of a wealthy New York banker, Eugene Meyer. She was educated in fashionable
          private preparatory schools and later attended Vassar College and the University of Chicago. In 1933 her
          father bought the Washington Post, and Katharine Meyer began working for her
          father’s newspaper. After one year as a reporter, she joined the editorial staff. In 1940 she married Philip
          L. Graham, a Harvard Law School graduate with a clerkship under Supreme Court Justice Felix Frankfurter.
          After service in World War II, Philip Graham was made publisher of the Washington
          Post by his father-in-law. Eugene Meyer later sold the paper to the Grahams for one dollar. They
          bought Newsweek magazine from the Vincent Astor Foundation.
        


        
          Philip Graham committed suicide in 1963, and Katharine Graham took control of the Washington Post and Newsweek enterprises. Graham relied heavily
          on her executive editor, Benjamin Bradlee, who was directly responsible for the Watergate “investigative
          reporting” of Bob Woodward and Carl Bernstein that led to President Nixon’s downfall. But reportedly Graham
          herself made the key decisions.
        


        
          Katharine Graham was a trustee of the John F. Kennedy School of Government at Harvard University, George
          Washington University, the University of Chicago, and the Urban Institute. She was also a member of the
          Council on Foreign Relations. She died following an accidental fall in 2001 at age 84. Her Washington funeral, broadcast on all major media outlets, brought together elites from
          virtually every sector of American society.
        


        
          Katharine’s son, Donald E. Graham, graduated from Harvard in 1966. He was president of the prestigious
          college newspaper the Harvard Crimson. After graduation he volunteered for the
          military and served in Vietnam as an information officer. In 1991 he became Chairman of the Board and CEO of
          the Washington Post Company. Boisfeuillet “Bo” Jones, also a graduate of Harvard University and former
          president of the Harvard Crimson, was made publisher of the Washington Post (see Figure 4.3).
        


        
          [image: Image]

          
            Figure 4.3
            Inside the Boardroom: The Washington Post Company, 2012
            

          

        


        
          The long-term circulation decline in the newspaper industry has been especially hard on the finances of the
          Washington Post Company. To offset red ink, the Company acquired Kaplan University and set out to capture a
          major share of the online, for-profit education industry. Kaplan expanded rapidly due in
          part to ethically questionable recruitment practices. In 2009 the US Department of Education began a
          crackdown on “diploma mills.” But Donald Graham convinced the Obama administration that he would personally
          oversee reform efforts at Kaplan and that direct federal action was unnecessary. Graham followed through on
          his promise to reform Kaplan, but profits declined with the reform measures. Federal regulations developed by
          the Department of Education proved to be modest, and the online, for-profit industry survived the threatened
          crackdown.
        


        
          Financial support for the Washington Post Company has come from billion-aire investor Warren Buffett, who
          served on the Board of Directors for many years. Through his investment firm, Berkshire Hathaway, Buffett has
          acquired the largest share of the Company outside of the Graham family. Despite the Company’s financial
          troubles, Buffett has promised not to sell his shares in it.
        


        
          The Washington Post Company divested itself of Newsweek magazine in 2010. Over
          the years it has made various Internet acquisitions, including Slate. Donald Graham is a director of
          Facebook, a member of the Pulitzer Prize Board, and a trustee of the Federal City Council.
        


        
          Donald Graham continued the liberal slant of the Washington Post. While his
          mother never officially endorsed a presidential candidate, the Post endorsed
          Barack Obama in 2008. Its perceived one-sided reporting over the years prompted the creation of a smaller
          conservative competitor in the nation’s capital, the Washington Times.
        


        
          In 2013 Graham sold the Washington Post to Jeff Bezos for a modest $250 million.
          Bezos is the founder of Amazon, a Princeton graduate in computer science, and one of America’s wealthiest
          entrepreneurs. It is difficult to predict what if any changes he might make to the editorial policies of the
          newspaper. He is a heavy contributor to the Democratic Party and a prominent funder of same-sex marriage
          campaigns in various states.
        

      

    


    
      Bad News and Good Profits


      
        The need to capture and hold audience attention creates a bias toward “hype” in the selection, presentation,
        and interpretation of news. The media must attract and hold large audiences so that they may be sold to
        advertisers. On an average night, nearly 100 million people watch television. Advertisers pay the networks on
        the basis of ratings, compiled by independent services, the most popular of which is the A.C. Nielsen Company.
        By placing electronic boxes in a national sample of television homes, Nielsen calculates
        the proportion of all TV households that watch a program (the “rating”), as well as the proportion of TV
        households with their sets turned on that watch a specific program (the “share”).
      


      
        Bad news makes good profits. Bad news attracts larger audiences than good news. So television news displays a
        pervasive bias toward the negative in American life—in politics, government, business, the military, schools,
        and everywhere else. Bad news stories on television outnumber good news stories by at least three to
        one.6
      


      
        The networks’ concentration on scandal, abuse, and corruption in government has not always produced the desired
        liberal, reformist notions in the minds of the masses of viewers. Contrary to the expectations of the media
        elite, their focus on political wrongdoing has produced feelings of general distrust and cynicism toward
        government and “the system.” These feelings have been labeled “television malaise”—a combination of social
        distrust, political cynicism, feelings of powerlessness, and disaffection from parties and politics that seems
        to stem from television’s emphasis on the negative aspects of American life.7 The long-run effects of this elite behavior may be
        self-defeating in terms of elite interest in maintaining a stable political system.
      

    


    
      Liberal Bias in the News


      
        When TV newscasters insist that they are impartial, objective, and unbiased, they may sincerely believe that
        they are, because in the world in which they live—the New York and Washington world of newspeople, writers,
        intellectuals, and artists—the established liberal point of view is so uniformly voiced. TV news executives can
        be genuinely shocked and affronted when they are charged with slanting their coverage toward liberal concerns.
        But the media elite—the executives, producers, reporters, editors, and anchors—are decidedly “liberal” and
        “left-leaning” in their political views. Political scientist Doris A. Graber writes about the politics of the
        media: “Economic and social liberalism prevails, as does a preference for an internationalist foreign policy,
        caution about military intervention, and suspicion about the ethics of established large institutions,
        particularly government.”8 One
        study of news executives reported that 63 percent described themselves as “left-leaning,” only 27 percent as
        “middle-of-the-road,” and 10 percent as “right-leaning.” Newspeople describe themselves as either “independent”
        (45 percent) or Democratic (44 percent); very few (9 percent) admit to being Republican.9
      


      
        The older, established television networks—ABC, CBS, and NBC—present nearly identical
        liberal “packages” of news each evening. They have been described as “rivals in conformity.”10 Liberal views also dominate at CNN,
        although the need to broadcast twenty-four hours of news each day often leads to the presentation of “raw”
        (unadulterated) news on this network. And the need to fill so much time obliges CNN to broadcast many debate
        and commentary shows—shows that often present an adversarial format with both liberal and conservative voices.
        MSNBC is the voice of the far left of the American political spectrum.
      


      
        The nation’s prestigious press—the New York Times and the Washington Post—are decidedly liberal. However, the equally prestigious Wall Street Journal is moderate to conservative.
      


      
        Wolf Blitzer: TV
        Anchor


        
          TV news anchors are both celebrities and newspeople. Beginning with Walter Cronkite (CBS) in the 1970s, and
          continuing with Dan Rather (CBS), Peter Jennings (ABC), and Tom Brokaw (NBC) in the 1980s, Americans came to
          place their confidence and respect in the networks’ leading anchors. People recognized and heard these
          network celebrities more than they did the President. Their words were trusted more than those of pundits and
          politicians. The rise of cable TV, notably CNN and FOX News, has diluted the influence of the older networks,
          including their anchors. Today the most listened-to voice on TV is that of CNN anchor Wolf Blitzer.
        


        
          The son of Polish refugees from the Holocaust, Blitzer was born in Germany but raised in Buffalo, New York.
          He received his BA in history from the University of Buffalo and his master’s in international relations from
          Johns Hopkins University. He also studied at Hebrew University of Jerusalem, where he became fluent in
          Hebrew. He began his journalism career in the 1970s as a reporter with the Reuters news agency. He returned
          to the United States as a reporter for the English-language Israeli newspaper the Jerusalem Post. He also edited the monthly newsletter of the American Israeli Public Affairs
          Committee (AIPAC), the Near East Report. His first book was published in 1985,
          Between Washington and Jerusalem: A Reporter’s Notebook. He became a respected
          commentator on Middle Eastern politics. He covered the arrest and conviction of Jonathan Pollard, a Jewish
          American charged with spying for Israel. He published a controversial book on the Pollard affair,
          Territory of Lies, in 1985.
        


        
          Blitzer was hired by CNN in 1990, and his coverage of the first Gulf War in 1991 elevated
          him to a household name. He won numerous awards for his coverage of the Gulf War, the Oklahoma City bombing,
          and the terrorist attacks of 9/11. He began anchoring CNN news in 1999, and since 2005 he has hosted
          The Situation Room with Wolf Blitzer each day on CNN.
        


        
          Blitzer’s objective reports and interviews set him apart from most other reporters and anchors. He maintains
          an impartial yet inquisitive attitude toward Republicans as well as Democrats, liberals as well as
          conservatives. The conservative newsmagazine Newsmax says, “Blitzer’s detachment
          from the stories he reports on, and his objective interviews, are the keys to his longevity as a top-tier
          newsman in a very competitive industry that is constantly evolving.”11
        

      

    


    
      The Internet: Expanding Communication


      
        The development of the Internet has transformed mass communication in America. It offers abundant and diverse
        information and the opportunity for non-elites to communicate with mass audiences.
      


      
        During the Cold War, the RAND Corporation, a technological research think tank, proposed the Internet as a
        communications network that might survive a nuclear attack. It was deliberately designed to operate without any
        central authority or organization. Should any part of the system be destroyed, messages would still find their
        way to their destination. The later development of the World Wide Web allowed any connected computer in the
        world to communicate with any other connected computer. It also meant that users no longer needed computer
        expertise to communicate.
      


      
        The Internet tends to disperse media power. It is true that the traditional media are adapting themselves to
        the Internet; CNN is the most commonly accessed news website. But social networking, through the use of
        Facebook, Twitter, MySpace, and YouTube, encourages mass interaction. New billionaires have been created
        through the Internet, for example, Mark Zuckerberg (Face-book), Larry Page and Eric Schmidt (Google), and David
        Filo (Yahoo). And various websites have emerged as new sources of political influence, for example,
        POLITICO.com, DailyKos.com, Drudge Report, Slate, and the Huffington Post (see “Arianna Huffington: Internet Influence”).
      


      
        The Internet is awash in political websites. Almost all federal agencies, including the White House, Congress,
        the federal judiciary, and executive departments and agencies, maintain websites.
        Individual elected officeholders, including all members of Congress, maintain sites that include personal
        biographies, legislative accomplishments, issue statements, and press releases. The homepages of the Democratic
        and Republican parties offer political news, issue positions, opportunities to become active in party affairs,
        and invitations to send money. No serious candidate for major public office lacks a website; these campaign
        sites usually include flattering biographies, press releases, and, of course, invitations to contribute
        financially to the candidate’s campaign. All major interest groups maintain websites—business, trade, and
        professional groups; labor unions; ideological and issue groups; and environmental, religious, and civil rights
        groups.
      


      
        The Internet has revolutionized fund-raising. It has added to the influence of small contributors. All
        political candidates’ websites solicit credit card campaign contributions. These sites are particularly
        effective in getting large numbers of individuals to make small contributions of $10, $25, or $50. In 2008
        Democratic presidential candidate Barack Obama was especially effective in Internet fund-raising.
      


      
        The Internet allows unrestricted freedom of expression, from information on the latest developments in
        medicine, to invitations to join paramilitary “militias,” to gambling and pornographic solicitations. Congress
        tried unsuccessfully to outlaw “indecent” and “patently offensive” material on the Internet in its
        Communications Decency Act of 1996. But the US Supreme Court gave First Amendment protection to the Internet in
        Reno v. American Civil Liberties Union (1997).12
      


      
        Arianna Huffington:
        Internet Influence


        
          The Huffington Post has become the nation’s leading liberal Internet website. It
          features blogs and commentary from Arianna Huffington herself as well as left-of-center journalists,
          politicians, and celebrities. The Huffington Post has made Arianna Huffington one
          of the most powerful women in America.
        


        
          Arianna Stassinopoulos was born in Athens, Greece, in 1950 and educated at Cambridge University in England,
          where she was president of the famed debating society, the Cambridge Union. After graduation she began her
          media career as a host of a BBC late-night talk show. She moved to New York in 1980. Her first books were
          biographies of Maria Callas and Pablo Picasso. She married Michael Huffington in 1986 and played a prominent
          role in his campaigns, first as a California Republican Congressman and later as an
          unsuccessful Republican candidate for the US Senate in 1994. They divorced in 1997.
        


        
          Early in her political life, Huffington was a forceful spokesperson for conservative causes. But in the late
          1990s, she reversed political directions and became a fiery advocate on behalf of liberal issues. She was a
          candidate for Governor of California in the 2003 recall election, won by Arnold Schwarzenegger.
        


        
          She launched the Huffington Post in 2005, and it quickly became one of the most
          influential Internet news sites in America. Her original intention was to provide an antidote to the more
          conservative website Drudge Report. But the Huffington
          Post emerged as a full-blown Internet newspaper covering a wide variety of topics, including
          Huffington’s own blogs. In 2011 the Huffington Post was purchased by AOL, and the
          website gained access to millions of viewers. Arianna Huffington became president and editor-in-chief of the
          merged media division.
        

      

    


    
      Prime Time: Socializing the Masses


      
        Prime-time entertainment programming suggests to Americans how they ought to live and what values they ought to
        hold. Socialization—the learning, accepting, and approving of customs, values, and lifestyles—is an important
        function of the mass media. Network television entertainment is the most widely shared experience in the
        country. America’s favorite TV shows are shown to over 50 million individual viewers in 20 million households.
        This is two and a half times the average audience for network news. The network executives who decide what will
        be shown as entertainment have a tremendous impact on the values, aspirations, and lifestyles of Americans.
      


      
        Top network executives and Hollywood producers are generally “coast oriented” in their values and lifestyles;
        that is, they reflect popular culture in New York and California. Almost all are from the big cities of the
        East and West coasts. Almost all are white males. A majority are Jewish. They are well educated,
        extraordinarily well paid, and independent or Democratic in their politics. They are not radicals or
        socialists. Almost all believe that “people with ability should earn more,”13 and most support free enterprise and oppose
        government ownership of the economy. However, these television programmers are very critical of government and
        business; they strongly believe that society is unfair to women, blacks, and minorities; and they are socially
        liberal in terms of their views on abortion, homosexuality, and adultery.
      


      
        More important, perhaps, the programmers believe that they have a responsibility to change
        America’s views to fit their own. They believe that television should “promote social reform.” (Fully
        two-thirds of the programmers interviewed agreed with this definition of their role in society.) “This is
        perhaps the single most striking finding in our study. According to television’s creators, they are not in it
        just for the money. They also seek to move their audience toward their own vision of the good
        society.”14
      


      
        Much of our learning is subconscious. If these televised images are inaccurate, we end up with wrong
        impressions of American life. If television shows emphasize sex and violence, we come to believe that there is
        more sex and violence in America than is actually the case. For millions of Americans, television is a way of
        keeping in touch with their environment. Both entertainment and advertising provide model ways of life. People
        are shown products, services, and lifestyles that they are expected to desire and imitate.
      


      
        Media elites claim that their shows simply reflect the sex, vulgarity, and violence already present in our
        culture, that restraints on moviemakers would inhibit “creative oratory,” and that censorship would violate
        “freedom of expression.” And they contend that the popularity of their movies, television shows, and records
        (judged in terms of money received from millions of moviegoers, viewers, and listeners) proves that Americans
        are entertained by the current Hollywood output, regardless of what socially approved responses they give to
        pollsters. “Movies drenched in gore, gangsta rap, even outright pornography are not some sort of alien
        interstellar dust malevolently drifting down on us, but products actively sought out and beloved by
        millions.”15
      

    


    
      Summary


      
        The people who control the flow of information in America are among the most powerful in the nation. Television
        network broadcasting is the first form of truly mass communication; it carries a visual image with emotional
        content as well as information. Television news reaches virtually everyone, and for most Americans it is the
        major source of information about the world.
      


      
        The power of mass media is primarily in agenda setting—deciding what will be decided. The media determine what
        the masses talk about and what the elite must decide about. Political issues do not just “happen.” The media
        decide which issues, problems, even crises, must be acted upon.
      


      
        Control of the nation’s news and entertainment is concentrated in a small number of media empires. These
        empires now combine television, motion pictures, magazines, books, music, sports and recreation, and the
        Internet— virtually all forms of mass communication. Time Warner is the nation’s largest megamerged media
        conglomerate. Others include Walt Disney, Viacom, News Corp, and General Electric. As in other sectors of the
        nation’s elite, one finds both inheritors (Donald Graham) and climbers (Ted Turner).
      


      
        Despite multiplication of media channels, great power remains lodged in the leading television networks (ABC,
        CBS, NBC, and CNN), together with the influential national press (the New York
        Times, the Washington Post, and the Wall Street
        Journal) and the broad-circulation news magazines, including Time. Their
        power arises from their ability to set the agenda for both public discussion and, perhaps more importantly,
        interelite communication. It is especially important for Washington decision-makers to be familiar with news
        stories and opinion columns that appear each day in the nation’s leading newspapers.
      


      
        The mass media must attract large audiences to sell to advertisers. The principal source of bias in the news
        originates from the need to capture large audiences with drama, action, and confrontation. The result is an
        emphasis on unfavorable stories about prominent people and business and government. However, media attention to
        scandal, abuse, violence, and corruption has not always produced liberal reformist values. Some scholars
        believe it has produced “television malaise”—distrust, cynicism, and disaffection from public affairs caused by
        negative reporting on American life. This reporting may also be contributing to the public’s decreased
        confidence in the media.
      


      
        The media elite is the most liberal segment of the nation’s elite. While this elite supports the free
        enterprise system and reward based on merit, it favors government intervention to reduce income differences and
        to aid women, blacks, and minorities. News executives claim only to “mirror” reality, yet at the same time they
        take credit for civil rights laws, ending the Vietnam War, and expelling Richard Nixon from the White House.
        Prime-time programming executives are even more liberal in their views, and they acknowledge that their role is
        to “reform” society.
      


      
        The Internet has diluted the power of the traditional media. Social networking—Twitter, Facebook, YouTube,
        MySpace, and so on—reaches millions of Americans. Blogs, ranging from profound to obscene, can “go viral” and
        even force traditional media to cover their stories. The Internet has also revolutionized political
        fund-raising, adding to the influence of small contributors. The US Supreme Court struck
        down congressional efforts to outlaw “indecent” and “patently offensive” material on the Internet.
      


      
        The entertainment industry plays an important role in socializing the masses of Americans as to how they should
        live and what values they should hold. Prime-time television entertainment and the motion picture industry
        generally reflect liberal values, but their messages are often obscured by their need to attract audiences with
        sex and violence.
      

    

  


  
    CHAPTER 5
    

    THE GOVERNING CIRCLES


    
      If there ever was a time when the powers of government were limited— when government did no more than secure law
      and order, protect individual liberty and property, enforce contracts, and defend against foreign invasion—that
      time has long passed. Today it is commonplace to observe that governmental institutions intervene in every aspect
      of our lives—from the cradle to the grave. Government in America has the primary responsibility for providing
      insurance against old age, death, dependency, disability, and unemployment; for organizing the nation’s
      health-care system; for providing education at the elementary, secondary, collegiate, and postgraduate levels;
      for providing public highways and regulating water, rail, and air transportation; for providing police and fire
      protection; for providing sanitation services and sewage disposal; for financing research in medicine, science,
      and technology; for delivering the mail; for exploring outer space; for maintaining parks and recreation; for
      providing housing and adequate food for the poor; for providing job training and manpower programs; for cleaning
      the air and water; for rebuilding central cities; for maintaining full employment and a stable money supply; for
      regulating business practices and labor relations; and for eliminating racial and gender discrimination. Indeed,
      the list of government responsibilities seems endless, yet each year we manage to find additional tasks for
      government to do.
    


    
      The Concentration of
      Governmental Power


      
        Government in the United States grew enormously throughout most of the twentieth century, both in absolute
        terms and in relation to the size of the national economy. The size of the economy is usually measured by the
        gross domestic product (GDP), the dollar sum of all the goods and services produced in a country in a year.
        Government accounted for only about 8 percent of the GDP at the beginning of the twentieth century, and most
        governmental activities were carried out by state and local governments. Two world wars, the New Deal programs
        devised during the Great Depression of the 1930s, and the growth of the Great Society programs of the 1960s and
        1970s all greatly expanded the size of government, particularly the federal government.
      


      
        Government spending in relation to the economy began to level off during the Reagan presidency (1981–1989). And
        no new large government programs were undertaken in the administrations of George H. W. Bush or Bill Clinton
        (1989–1993, 1993–2001). An economic boom in the 1990s caused the GDP to grow rapidly while government spending
        grew only modestly. The result was a slight decline in governmental size in relation to the economy. But wars
        in Iraq and Afghanistan during the presidency of George W. Bush caused federal spending to rise again to around
        20 percent of GDP by 2005.
      


      
        Federal spending ballooned under President Barack Obama, and the recession that began in 2008 slowed the growth
        of the GDP. The result was a rise in federal spending relative to the GDP to 25 percent in 2009. Since then,
        federal government spending has averaged around 24 percent of the GDP (see Figure 5.1). Total government spending—federal, state, and
        local—now amounts to about 38 percent of the GDP.
      


      
        Moreover, not everything that the government does is reflected in governmental expenditures. Regulatory activity, for example, especially environmental regulation, imposes significant
        costs on individuals and businesses; these costs are not shown in government budgets.
      


      
        We have defined our governmental elite as the top executive, congressional, and judicial officers of the
        federal government: the President and Vice-President, the secretaries of executive
        departments, senior White House presidential advisers, congressional committee chairpersons, congressional
        majority and minority party leaders in the House and Senate, and Supreme Court Justices.
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          Figure 5.1 The Growth of Federal Government Spending
          

        


        
          Source: Budget of the US government, 2012. Historical Tables, Table 1.2.
        

      

    


    
      The Politicians: Ambition and Office
      Seeking


      
        Ambition is the driving force in politics. Politics attracts people for whom power and celebrity are more
        rewarding than money, leisure, or privacy. “Political office today flows to those who want it enough to spend
        the time and energy mastering its pursuit. It flows in the direction of ambition—and talent.”1
      


      
        Political ambition is the most distinguishing characteristic of elected office-holders. The people who run for
        and win public office are not necessarily the most intelligent, best informed, wealthiest, or most successful
        business or professional people. At all levels of the political system, from presidential candidates, members
        of Congress, governors, and state legislators to city council and school board members, it is the most
        politically ambitious people who are willing to sacrifice time, family and private life, and energy and effort
        for the power and celebrity that come with public office.
      


      
        Politics is becoming increasingly professionalized. “Citizen-statesmen” (people with
        business or professional careers who get into politics part-time or for short periods of time) are being driven
        out of political life by career politicians (people who enter politics early in life as a full-time occupation
        and expect to make it their career). Politically ambitious young people seek out internships and staff
        positions with members of Congress, with congressional committees, in state legislators’ or governors’ offices,
        or in mayors’ or council chambers. Others volunteer to work on political campaigns. Many find political mentors
        as they learn how to organize campaigns, contact financial contributors, and deal with the media. By their
        early thirties, they are ready to run for local office or the state legislature. Rather than challenge a strong
        incumbent, they may wait for an open seat to be created by retirement, reapportionment, or its holder seeking
        another office. Or they may make an initial attempt against a strong incumbent of the opposition party in order
        to gain experience and win the appreciation of their own party’s supporters for a good effort. Over time,
        running for and holding elective office becomes their career. They work harder at it than anyone else, in part
        because they have no real private sector career to return to in case of defeat.
      


      
        The prevalence of lawyers in politics is an American tradition. Among the nation’s Founders—the fifty-five
        delegates to the Constitutional Convention in 1787—some twenty-five were lawyers. It is sometimes argued that
        lawyers dominate in politics because of the parallel skills required in law and politics. Lawyering is the
        representation of clients; a lawyer employs similar skills whether representing clients in private practice or
        representing constituents in Congress.
      


      
        But it is more likely that the people attracted to politics decide to go to law school, fully aware of the
        tradition of lawyers in American politics. Moreover, political officeholding, at the state and local levels as
        well as in the national government, can help a struggling lawyer’s private practice through free public
        advertising and opportunities to make contacts with potential clients. Finally, there are many special
        opportunities for lawyers to acquire public office in “lawyers only” posts in federal, state, and local
        government as judges and prosecuting attorneys. The lawyer-politician is not usually a top professional lawyer.
        (We will examine the “superlawyers”—the nation’s legal elite—in Chapter 6.)
        Instead, the typical lawyer-politician uses his or her law career as a means of support—one that is compatible
        with political office seeking and officeholding.
      


      
        A significant number of top politicians have inherited great wealth. The Roosevelts,
        Rockefellers, Kennedys, Bushes, Romneys, and others have used their wealth and family connections to support
        their political careers. However, it is important to note that a majority of the nation’s
        top politicians have climbed the ladder from relative obscurity to political success. Many have acquired
        some wealth in the process, but most political leaders started their climb from very middle-class
        circumstances. Thus, as in the corporate world, we find more “climbers” than “inheritors” at the top in the
        world of politics.
      

    


    
      Barack Obama: A Call for Change


      
        Barack Obama, handsome, youthful, and charismatic, swept to the White House on the simple promise of “change,”
        his African American heritage itself symbolizing change.
      


      
        Early
        Life


        
          Obama’s father was born in Nyanza, Kenya, and came to the University of Hawaii as a foreign student. He met
          and married a fellow student, Ann Durham of Wichita, Kansas. Barack was two years old when they separated and
          divorced. Barack’s inheritance from his father includes his middle name, Hussein. His mother later married an
          Indonesian foreign student and the family moved to Jakarta, where Barack attended elementary school. At age
          ten he returned to Honolulu to live with his maternal grandparents. In his memoir, Dreams from My Father, Obama describes his experiences growing up in a white,
          upper-middle-class American family. He reflects on his struggles to reconcile the social perceptions of
          others of his multiracial background. He writes that he used alcohol, marijuana, and cocaine as a teenager
          “to push questions of who I was out of my mind.”2
        

      


      
        Education


        
          Obama attended Occidental College in Los Angeles for two years before transferring to Columbia University,
          where he majored in political science and international relations. Upon graduation in
          1983, he went to Chicago to work as a community organizer in a low-income public housing development. In
          1988, he was admitted to Harvard Law School. He was elected president of the Harvard Law
          Review, the first African American to ever receive such an honor. Upon graduation in 1991, he returned
          to Chicago, where he provided legal representation to community organizations and civil rights groups.
        

      


      
        Audacity of
        Hope


        
          Obama married Harvard Law School graduate Michelle Robinson in 1992; they have two daughters. He writes that
          he was detached from religion until his community work awakened him to “the power of the African American
          religious traditions to spawn social change.”3 Obama and his wife joined the Trinity United Church of Christ on Chicago’s
          South Side. At Trinity he was mentored by the charismatic and flamboyant pastor, Reverend Jeremiah Wright. He
          quickly mastered the cadence and phrasing of Wright’s sermons, even using the title of a sermon, “The
          Audacity of Hope,” as the title of his autobiography. (Later, Wright’s incendiary sermons would become a
          political burden and Obama would be obliged to “disown” his pastor and leave the church.) Through his
          community organizing and church affiliation, Obama gradually assembled a political base in Chicago politics.
        

      


      
        Early Political
        Career


        
          Obama was elected to the Illinois State Senate in 1996, representing Chicago’s South-Side neighborhood of
          Hyde Park. Obama’s only political failure came in 2000 when he challenged a veteran Chicago politician, Bobby
          Rush, for his seat representing Illinois’s predominantly black First Congressional District. The Chicago
          machine and Mayor Richard Daley supported Rush; Obama was soundly defeated. But the defeat taught Obama to
          work with the machine rather than against it. He made peace with Mayor Daley. He sought the financial backing
          of white liberals including the Pritzkers, owners of Hyatt hotels. He lined up the support of powerful
          Illinois unions with mostly black membership— teachers, government employees, and service workers. By 2004,
          Obama was ready to reach for higher office.
        


        
          In March 2004, Obama won the Democratic primary for an open US Senate seat, winning 53
          percent of the vote in a three-way race. He attracted national attention when he delivered the keynote
          address at the 2004 Democratic National Convention in Boston. His compelling call for unity gained him
          instant national celebrity: “We are one people, all of us pledging allegiance to the stars and stripes, all
          of us defending the United States of America.” He went on to score a lopsided victory in the November general
          election for the US Senate, winning 70 percent of the Illinois vote.
        


        
          Obama was an early opponent of the war in Iraq, even before he was elected to the US Senate. Indeed, in his
          primary battles against Senator Hillary Clinton (D-NY), he criticized her for having initially supported
          military action in Iraq. Obama was a strong supporter of unsuccessful bills to cap troop levels in Iraq and
          to set deadlines for the withdrawal of US forces.
        

      


      
        Presidential
        Campaign


        
          Obama demonstrated his appeal to white voters early in the primary campaign against Senator Clinton. He
          skillfully steered his campaign around the rocks of racial division, distancing himself from the incendiary
          sermons of his Chicago pastor. And race never really emerged as a central issue in his election.
        


        
          Obama chose “Change you can believe in” as his campaign theme. He stayed “on message” throughout the long
          primary battle with Senator Clinton. Democratic primary voters and caucus-goers had a historic choice of
          either the first woman presidential nominee of a major party or the first African American. Clinton claimed
          that she won more primary votes than Obama, but the Obama campaign wisely focused on gathering convention
          delegates. In the end, the unelected super delegates chose to support the candidate with the most elected
          delegates, Barack Obama.
        


        
          Obama carried his message of “change” into the general election campaign. As a young (forty-seven-year-old),
          handsome, athletic African American, he personified change. His image contrasted starkly with the aging
          (seventy-two-year-old) John McCain. Obama led McCain in the polls from the very beginning of the race. Only
          once, after the Republican convention and McCain’s selection of Sarah Palin as his running mate, was McCain
          temporarily tied with Obama in the polls. McCain’s slim chances for victory evaporated with the financial
          meltdown in September. Obama won 53 percent of the popular vote.
        

      

    


    
      The Obama Reign


      
        President Obama inherited two wars, in Iraq and Afghanistan, as well as a recession-wracked economy. Throughout
        his presidency he blamed much of the nation’s problems on his predecessor, George W. Bush. Obama initially
        brought a rock star quality to the White House. He sought to govern by charisma and personality. In his first
        year he was awarded the Nobel Peace Prize.
      


      
        Campaigner-in-Chief


        
          Obama never stopped campaigning. His notion of governance was to continually rally the American people behind
          his policy initiatives with public appearances and speeches. He risked overexposure on TV. He spent less time
          than his predecessors in conferring with House or Senate leaders, or telephoning individual members of
          Congress, both Democrats and Republicans. He believed his oratorical skills were his principal levers of
          power.
        

      


      
        Policy
        Initiatives


        
          Obama’s policy initiatives brought about a vast expansion in the size and power of the national government,
          as well as huge spending increases and massive federal deficits. Even before he took office, Congress passed
          the Emergency Economic Stabilization Act of 2008—the “Wall Street bailout.” This Act was supported by then
          President George W. Bush, the Democratic leadership in Congress, and both presidential candidates—Barack
          Obama and John McCain. It gave the Treasury Department unprecedented powers to rescue the nation’s banking
          system (see “The Wall Street Bailout” in Chapter 3).
        


        
          A massive economic stimulus package was Obama’s principal response to the recession. Its $787 billion price
          tag made it the largest single fiscal policy measure in the nation’s history. It was passed by a
          Democratic-controlled Congress; Republicans were nearly unanimous in their opposition. About two-thirds of
          the price tag came in a wide variety of spending initiatives mostly for Democratic-supported programs in the
          states. About one-third came in the form of a “Making Work Pay” tax rebate to couples with incomes under
          $150,000, fulfilling Obama’s pledge to reduce taxes on the middle class.
        


        
          The Detroit automotive industry was rescued by a multibillion-dollar injection of federal
          money to General Motors and Chrysler. (Ford Motors managed to stay afloat without a federal bailout.) With
          federal supervision, GM and Chrysler sought bankruptcy protection in 2009. Even before this federal bailout,
          GM had received billions of federal dollars in support of the development of electric cars. In bankruptcy,
          the federal government took majority ownership of GM, although President Obama declared that the federal
          government had no interest in guiding the day-to-day operations of the corporation. The “Detroit bailout”
          later proved to be a political boon to the President in key swing states in the 2012 election.
        


        
          The Dodd-Frank Wall Street Reform and Consumer Protection Act was Obama’s response to the banking crisis. It
          produced a sweeping overhaul of the nation’s banking regulations and gave the Federal Reserve the authority
          to step in when banks, investment firms, and insurance companies considered “too big to fail” face financial
          difficulty. It also created the Consumer Financial Protection Bureau to monitor checking account, credit
          card, mortgage, and loan charges and to protect against deceptive practices.
        


        
          The centerpiece of the Obama presidency was the Patient Protection and Affordable Care Act—health-care
          reform, or “Obamacare.” This comprehensive 2,600-page Act transformed the nation’s health-care system,
          amounting to one-sixth of the GDP. Private insurers are no longer permitted to deny coverage for preexisting
          conditions or to drop coverage for patients who get sick. Employers with fifty or more workers are obliged to
          insure their employees. Federally supervised Health Insurance Exchanges are to be created in the states to
          negotiate with insurance companies to provide individuals and small businesses with affordable insurance.
          Medicaid eligibility was expanded to include all individuals with incomes of up to 133 percent of the federal
          poverty level. The President failed in his efforts to get a government-run insurance program, a “public
          option,” included in the legislation.
        

      


      
        The Individual
        Mandate


        
          At the heart of Obamacare is the individual mandate—the requirement that all Americans purchase health
          insurance or face a tax penalty. The health-insurance industry itself strongly supported this requirement, as
          it generates customers, including younger and healthier people. But critics argued that the mandate to
          purchase a product exceeded the powers of the federal government. Attorneys General in
          twenty-six states and the National Federation of Independent Business brought suit in federal court
          challenging the constitutionality of the Act.
        


        
          Chief Justice John Roberts wrote the majority (five to four) opinion in this Supreme Court case.4 He first determined that the
          individual mandate cannot be upheld under Congress’s power to regulate interstate
          commerce. Allowing Congress to command people to buy a health-insurance product would open a vast new domain
          of federal power. The Founders gave Congress the power to regulate interstate
          commerce, not to compel it. Ignoring this distinction would undermine the
          principle that the federal government is a government of limited and enumerated powers.
        


        
          However, Roberts concluded that the individual mandate is actually a tax, and as
          such it is a constitutional exercise of Congress’s power to “lay and collect taxes” (Art.1, Sect.8). The Act
          itself refers to a “penalty” for noncompliance. But Roberts held that “every reasonable construction must be
          resorted to, in order to save a statute from unconstitutionality.” He reasoned that the individual mandate
          can be interpreted as a tax on those who choose to go without insurance. He observed that the tax is
          administered and collected by the Internal Revenue Service.
        

      


      
        Failed
        Initiatives


        
          Overall President Obama compiled an impressive record of legislative accomplishments in his first two years.
          He did so when Democrats controlled both the House and the Senate in 2009 and 2010. But in the midterm
          congressional elections of 2010 the nation’s voters appeared to reject deficit spending and the expansion of
          federal power. Republicans captured control of the House and reduced the Democrats’ margin in the Senate.
          Obama acknowledged the political “shellacking.” Political pundits predicted that the President would respond
          to the defeat by moving to the center of the political spectrum, but he did not.
        


        
          The President supported a new carbon emission ceiling and trading program known as “cap and trade.” The
          federal government would set a total amount of emission allowances, that is, a national cap (or ceiling) on
          carbon emissions. The government would then allocate or auction off to polluting industries tradable
          emissions allowances that could be bought and sold among firms. The cost of the program would be borne by all
          energy users, passed on by industries in the form of price increases. A large government
          bureaucracy would be needed to monitor and enforce emissions allowances. The program passed a Democratic
          House but was not acted upon by the Senate. The Republican victory in the 2010 House elections ensured the
          program’s demise.
        


        
          Obama initially failed in his efforts to raise the top marginal income tax rate. In the lame-duck session of
          Congress in late 2010, Obama urged Congress to raise the top marginal rate from 35 percent to 39.6 percent
          and to phase out many deductions for families making over $250,000. But in a compromise tax package,
          Republicans succeeded in keeping the top rate at 35 percent. The employees’ half of the Social Security
          payroll tax was reduced from 6.5 percent to 4.5 percent, giving Obama a modest victory. The compromise was to
          expire in two years.
        


        
          Unemployment rose to a height of 10.1 percent in 2009 and then slowly declined to 7.8 percent by the end of
          Obama’s first term in office. Government spending rose from 19 percent to 24 percent of the GDP. Annual
          federal deficits ballooned to $1.5 trillion, much of it borrowed from foreign countries, including China. The
          accumulated debt of the United States rose to over $16 trillion, an amount almost equivalent to 100 percent
          of the nation’s GDP.
        

      


      
        Iraq, Afghanistan,
        and Osama bin Laden


        
          In the presidential campaign of 2008 Obama pledged to end the war in Iraq “responsibly.” Shortly after taking
          office he ordered an end to combat operations in Iraq by August 2010. His plan was to keep a “residual force”
          in that country to combat terrorism and to train and advise Iraqi security forces. But the United States and
          Iraq failed to reach a status of forces agreement allowing US forces to remain in that country. All US troops
          were removed from Iraq by December 31, 2011.
        


        
          While campaigning for the presidency in 2008, Obama drew a sharp distinction between the war in Iraq and the
          war in Afghanistan. Iraq, he claimed, had diverted America’s attention away from the greater dangers posed by
          Al Qaeda and the Taliban forces in Afghanistan. It was Al Qaeda that was responsible for the September 11,
          2001, attacks on the World Trade Center and the Pentagon, and it was the Taliban regime in Afghanistan that
          provided Al Qaeda with a safe haven. Afghanistan became the Obama administration’s principal military effort.
          In December 2009 President Obama ordered a substantial increase in US combat forces in
          Afghanistan. Yet at the same time he pledged that “our troops will begin to come home” in the summer of 2011.
          He qualified this pledge by citing the need to build Afghan capacity for maintaining security “to allow for a
          responsible transition of our forces out of Afghanistan.” At a Lisbon summit in 2010, NATO leaders planned to
          complete the transition of security responsibilities to the Afghan government by 2014.
        


        
          Intelligence information collected by the CIA over many months indicated that Osama bin Laden, the
          self-proclaimed mastermind of the 9/11 terrorist attack on America, was living in a large compound in
          Abbottabad, Pakistan. Obama rejected a plan to bomb the compound and instead authorized a raid by US Navy
          SEALs. The operation took place on May 1, 2011, and resulted in the death of Osama bin Laden. The action was
          widely praised in the United States and contributed to Obama’s reputation for being tough on terrorism. He
          also authorized numerous drone strikes on terrorists in Pakistan and Yemen.
        

      


      
        Reelection


        
          Despite four years in which the jobless rate never dropped below 7.8 percent, with millions more
          underemployed or absent from the workforce, with poverty rising and median household income falling, Obama
          still won 50.8 percent of the popular vote in the 2012 presidential election. While his margin of victory was
          less than that in 2008, he retained the support of blacks (95%), Hispanics (71%), women (55%), and young
          people (60%). He lost among whites (41%) and men (48%).5
        


        
          During the campaign, Republican presidential candidate Mitt Romney focused mainly on the weak economic
          recovery. Obama responded with the theme “Forward,” urging voters not to go back to past policies, which he
          claimed caused the recession. More importantly, Obama succeeded in “defining” his opponent as a rich
          plutocrat, out of touch with the middle class. And, indeed, four years after the near collapse of Wall
          Street, the Republicans had nominated a venture capitalist who had opposed the auto bailout and was building
          a multimillion-dollar dream home in California. Polls showed Obama leading his challenger throughout the
          campaign, with the exception of a time in October following the first presidential debate, in which Romney
          prevailed. The battle was fought mainly in a few “swing” states—Ohio, Florida, Colorado, Iowa, North
          Carolina, Virginia, Nevada, New Hampshire, and Wisconsin—all of which (except Colorado) ended up in the Obama
          column. The President had “saved Detroit and killed bin Laden.” The controversy over Obamacare did not play a
          major role in the campaign. A crippling storm in the Northeast a week before the election allowed Obama to
          appear presidential in directing relief efforts.
        

      


      
        Back to
        Work


        
          Obama largely failed to present a comprehensive policy agenda for his second administration during the
          campaign. He promised to “tax the rich,” specifically to reimpose the top marginal income tax rate of 39.6
          percent, which had existed during the Clinton years. He promised to continue spending for education, science,
          technology, and infrastructure. He promised to defend Medicare and Medicaid. He said little about the
          mounting debt. His positions were largely in defense of his policy prescriptions during his first term.
        


        
          While he claimed a policy mandate, the narrowness of his victory and the Republicans’ retention of control in
          the House of Representatives indicated a tough road ahead for Obama’s policy prescriptions.
        


        
          But early in his second term Obama was successful in raising the top marginal income tax rate to 39.6 percent
          for people making over $450,000 per year, in a compromise with the Republican majority in the House of
          Representatives. He also raised the Social Security tax on employees back to 6.5 percent. No significant cuts
          were made to federal spending, but Obama promised to address spending issues before the “sequestration”
          occurred. The sequestration had been passed by Congress and signed by the President in 2011. It promised deep
          cuts in defense and domestic spending—cuts so deep that both Republicans and Democrats, as well as the
          President, would be forced to compromise on a deficit reduction package. But the sequestration cuts came
          anyway when Obama insisted on additional tax increases that Republicans adamantly refused to agree to. The
          sequestration cuts amounted to less than 3 percent of federal spending for 2013. President Obama tried to
          make these cuts appear drastic—halting White House tours, furloughing air traffic controllers, canceling
          military participation in air shows, releasing illegal aliens from confinement—but he failed to sway public
          opinion against the Republican-controlled House.
        


        
          Obama avoided dealing directly with the economy or the budget or deficits. Rather, he raised new issues—gun
          control, immigration, and climate change. Congress rejected his gun-control legislation, a bipartisan group
          of Senators asked him not to intervene in immigration legislation, and he was forced to bypass Congress and
          order the Environmental Protection Agency to cut coal-fired power plants. Scandals seemed
          to further erode his influence. These included the failure of the United States to act quickly enough to save
          the life of the Ambassador to Libya and three others in Benghazi, Libya, on September 11, 2012, and the
          subsequent misleading of the American people about the cause of the violence there; revelations that the
          Internal Revenue Service had targeted conservative organizations in processing their applications for
          tax-exempt status; and reports by a former National Security Agency contract employee of massive surveillance
          of Americans’ telephone and Internet communications. Obama’s approval ratings sagged but remained above 40
          percent.
        

      

    


    
      Executive Decision-Makers: The Serious
      People


      
        The politician is a professional office-seeker. The politician knows how to run for office—but not necessarily
        how to run the government. After victory at the polls, the prudent politician turns to “serious” people to run
        the government.6
      


      
        The responsibility for the initiation of national programs and policies falls primarily on the top White House
        staff and the heads of executive departments. Generally, Congress responds to policy proposals initiated by the
        executive branch. The President and his key advisers and administrators have a strong incentive to fulfill
        their responsibility for decision-making. In the eyes of the American public, they are responsible for
        everything that happens in the nation, regardless of whether they have the authority or capacity to do anything
        about it. There is a general expectation that every administration, even one committed to a “caretaker” role,
        will put forth some sort of policy program.
      


      
        The President and Vice-President, White House presidential advisers, and Cabinet secretaries constitute our
        executive elite. Let us take a brief look at the careers of some of the people who have served in key Cabinet
        positions in presidential administrations.
      


      
        Secretaries of State


        
          Henry Kissinger. (1973–1977). Special assistant to the President for national
          security affairs. Former Harvard professor of international affairs. Project director for Rockefeller
          Brothers Fund and for the Council on Foreign Relations.
        


        
          Cyrus Vance. (1977–1980). Senior partner in the New York law firm of Simpson
          Thacher & Bartlett. A member of the Board of Directors of IBM and Pan American World
          Airways. A trustee of Yale University, the Rockefeller Foundation, and the Council on Foreign Relations.
          Former Secretary of the Army under President Lyndon Johnson.
        


        
          Alexander M. Haig Jr. (1981–1982). President of United Technologies Corporation.
          Former four-star general in the US Army and former Supreme Allied Commander of NATO forces in Europe. Former
          assistant to the President under Richard Nixon and former deputy assistant to the President for national
          security under Henry Kissinger. Former deputy commandant, US Military Academy at West Point. Former Deputy
          Secretary of Defense.
        


        
          George P. Shultz. (1982–1989). President of the Bechtel Corporation. Former
          Secretary of the Treasury, former Secretary of Labor, and former director of the Office of Management and
          Budget under President Richard Nixon. Former Dean of the School of Business, University of Chicago. Former
          director of General Motors, Borg-Warner, and Dillon, Read & Co. PhD (economics), MIT.
        


        
          James A. Baker III. (1989–1992). Houston attorney and oil man who previously served
          as Secretary of the Treasury and White House Chief of Staff in the Reagan administration.
        


        
          Warren Christopher. (1993–1997). California attorney and former law clerk for US
          Supreme Court Justice William Douglas. Partner, O’Melveny & Myers. Deputy Secretary of State under
          President Carter. A director of California Edison, First Interstate Bancorp, and Lockheed. Chairman of the
          Board of Trustees of the Carnegie Corp.
        


        
          Madeleine Albright. (1997–2001). Georgetown University professor. US Ambassador to
          the United Nations. Member of the Council on Foreign Relations.
        


        
          Colin Powell. (2001–2005). Army general and Chairman of the Joint Chiefs of Staff.
          Former National Security Advisor. A director of Time Warner, Gulf-stream Aerospace, and General Dynamics.
        


        
          Condoleezza Rice. (2005–2009). National Security Advisor. Former Provost, Stanford
          University. Member of the Council on Foreign Relations. A director of Chevron, Transamerica, and Charles
          Schwab.
        

      


      
        Secretaries of the Treasury


        
          George P. Shultz. (1972–1974). Secretary of Labor and director of the Office of
          Management and Budget. Former Dean of the University of Chicago Graduate School of Business. Former director
          of Borg-Warner Corp., General American Transportation Co., and Stein, Roe & Farnham (investments).
        


        
          William E. Simon. (1974–1977). Director of Federal Energy
          Office and former Deputy Secretary of the Treasury. Former senior partner of Salomon Brothers (one of Wall
          Street’s largest investment firms specializing in municipal bond trading).
        


        
          Warner Michael Blumenthal. (1977–1979). President of the Bendix Corporation and
          former Vice-President of Crown Cork Co. Trustee of Princeton University and member of the Council on Foreign
          Relations.
        


        
          G. William Miller. (1979–1981). Chairman and CEO of Textron Corporation. Former
          partner in Cravath, Swaine & Moore (one of the nation’s twenty-five largest and most prestigious law
          firms). Former director of Allied Chemical and Federated Department Stores. Former Chairman of the Federal
          Reserve Board.
        


        
          Donald T. Regan. (1981–1985). Chairman of the Board and CEO of Merrill Lynch &
          Co., Inc. (the nation’s largest investment firm). Former Vice-Chairman of the New York Stock Exchange.
          Trustee of the University of Pennsylvania and the Committee for Economic Development. Member of the policy
          committee of the Business Roundtable.
        


        
          James A. Baker III. (1985–1989). Wealthy Houston attorney whose father owned Texas
          Commerce Bank. Former Under Secretary of Commerce in the Ford administration and campaign chairman for George
          H. W. Bush’s unsuccessful presidential race in 1980. President Reagan’s White House Chief of Staff in his
          first term.
        


        
          Nicholas Brady. (1989–1993). Former Chairman of Dillon, Read & Co. A director
          of Purolator, NCR, Georgia International, ASA, and Media General.
        


        
          Robert E. Rubin. (1995–1999). Chairman of the Wall Street investment firm Goldman
          Sachs. Trustee, Carnegie Corp.
        


        
          Lawrence H. Summers. (1999–2001). President, Harvard University. Former Chief
          Economist, World Bank. Former Deputy Secretary of the Treasury. Professor of economics at Harvard.
        


        
          Paul H. O’Neill. (2001–2006). Chairman and CEO of Alcoa. A director of
          International Paper, Lucent Technologies, and Eastman Kodak.
        


        
          Henry M. Paulson. (2006–2009). Chairman and CEO, Goldman Sachs. Former Assistant
          Secretary of Defense.
        

      


      
        Secretaries of Defense


        
          James R. Schlesinger. (1973–1977). Director of the CIA. Former Chairman of the
          Atomic Energy Commission and former assistant director of the Office of Management and Budget. Professor of
          economics and research associate at the RAND Corp.
        


        
          Harold Brown. (1977–1981). President of the California
          Institute of Technology. A member of the Board of Directors of IBM and the Times-Mirror Corp. Former
          Secretary of the Air Force under President Lyndon Johnson. US representative to the SALT I talks under
          President Richard Nixon.
        


        
          Caspar W. Weinberger. (1981–1989). Vice-President and director of the Bechtel
          Corporation. A member of the Board of Directors of PepsiCo and Quaker Oats Co. Former Secretary of Health,
          Education, and Welfare under President Richard Nixon. Former director of the Office of Management and Budget.
          Former Chairman of the Federal Trade Commission. Former San Francisco attorney and California state
          legislator.
        


        
          Richard B. Cheney. (1989–1993). Congressman and Chairman of the House Republican
          Conference. Assistant to the President, Gerald Ford. Chairman of the Cost of Living Council. Director of the
          Office of Economic Opportunity under President Richard Nixon. Attorney.
        


        
          Les Aspin. (1993–1994). PhD, economics. US Army 1966–1968. House of
          Representatives, 1970–1992. Chairman of the House Armed Forces Committee, 1985–1992.
        


        
          William J. Perry. (1994–1997). PhD, mathematics. Former director of Electronic
          Defense Laboratories of GTE. Former director of Stanford University Center for International Security. Former
          Deputy Secretary of Defense.
        


        
          William S. Cohen. (1997–2001). Attorney. US Senator from Maine.
        


        
          Donald H. Rumsfeld. (2001–2006). President, G.D. Searle (drug company). Former
          Congress member (R-IL). Former Secretary of Defense under President George H. W. Bush. A director of
          Motorola, Gulfstream Aerospace, General Dynamics, Sears Roebuck, Allstate, and Kellogg.
        


        
          Robert M. Gates. (2006–2011). National Security Advisor. Former director, CIA.
          President of Texas A&M University. A director of Fidelity Funds, NACCO, and Parker Drilling.
        

      

    


    
      Executive Leadership Profile


      
        A profile of executive leadership from Truman to Obama confirms the educational credentials of the people at
        the top of the government (see Table 5.1). In
        recent administrations 80 percent or more of Cabinet positions, together with top White House staff, the
        President, and the Vice-President, have earned advanced degrees. As expected, law degrees predominate. Even
        more striking is the prevalence of degrees from a relatively few prestigious (Ivy League)
        universities.7 (See  also “The Education of Elites” in Chapter 8.) About one-fifth
        of the nation’s executive leadership has been educated at Harvard University.
      


      
      
        Table 5.1 Profile of Administration Leadership
      
[image: Image]


      
        Business executives are notably absent from high places in the Obama administration. Their absence stands in
        contrast to the administration of George W. Bush, which drew heavily from business circles (Vice-President
        Richard Cheney served as President of Halliburton, Secretary of the Treasury Paul O’Neill was CEO of Alcoa, and
        Secretary of Defense Donald Rumsfeld was President of the international drug company Searle). Secretary of the
        Treasury Timothy Geithner brings banking experience to Washington.
      


      
        A majority of the top leaders in the Obama administration are drawn from government. Indeed, half have served
        in either the House of Representatives or the US Senate or as governor of a state. In addition to Obama
        himself, Vice-President Joseph Biden, Secretary of State Hillary Clinton, Secretary of State John Kerry, Secretary of Commerce Judd Gregg, Secretary of Defense Chuck Hagel, and
        Secretary of the Interior Ken Salazar all served in the US Senate. Former House members are Secretary of Labor
        Hilda Solis, Secretary of Transportation Ray LaHood, and Chief of Staff Rahm Emanuel. Former governors are
        Secretary of Homeland Security Janet Napolitano, Secretary of Agriculture Thomas Vilsack, and Secretary of
        Commerce Judd Gregg (see Table 5.2).
      


      
        Women are well represented in the Obama administration. Hillary Clinton was the most prominent woman in Obama’s
        first term (see “Hillary Clinton: Leading the Way for Women”). Senior Advisor Valerie Jarrett is a longtime
        friend of the Obamas’ from Chicago and reportedly very close to First Lady Michelle Obama.
      


      
        Minorities are also well represented in the Obama administration. Attorney General Eric Holder is the most
        prominent African American in the Cabinet. He previously served as deputy attorney general in the Clinton
        administration and was a partner in the prestigious law firm of Covington and Burling (see “The Superlawyers”
        in Chapter 6). Ken Salazar, Secretary of the Interior, and Hilda Solis,
        Secretary of Labor, are Hispanic.
      


      
        Hillary Clinton:
        Leading the Way for Women


        
          Secretary of State Hillary Rodham Clinton came very close to becoming the first woman President of the United
          States. She was the first First Lady ever elected to Congress and the first woman senator from New York.
        


        
          Hillary Rodham grew up in suburban Chicago, the daughter of wealthy parents who sent her to private,
          prestigious Wellesley College. A 1969 honors graduate with a counterculture image (horn-rimmed glasses, no
          makeup, and long, straggling hair), she was chosen by her classmates to give a commencement speech—a rambling
          statement about “more immediate, ecstatic, and penetrating modes of living.”
        


        
          At Yale Law School Hillary met a long-haired, bearded Rhodes scholar from Arkansas, Bill Clinton, who was
          just as politically ambitious as she was. Both Hillary and Bill received their law degrees in 1973. Bill
          returned to Arkansas to build a career in state politics, and Hillary went to Washington as an attorney,
          first for a liberal lobbying group, the Children’s Defense Fund, and later on the staff of the House
          Judiciary Committee seeking to impeach President Richard 
        


        
          
            Table 5.2
            The Obama Reign
          


          
            
              
                	Position

                	Education

                	Occupation

                	Career highlights
              


              
                	
                  

                
              

            

            
              
                	President

                	

                	

                	
              


              
                	Barack Obama

                	BA, Columbia; LLB, Harvard

                	Community organizer, attorney, university professor

                	Illinois state legislator, 1997–2004; US Senator, 2005–2009
              


              
                	Vice-President

                	

                	

                	
              


              
                	Joseph Biden

                	BA, University of Delaware;

                	Attorney

                	Wilmington City Council member, 1971–1973;
              


              
                	

                	JD, Syracuse

                	

                	US Senator, 1973–2009
              


              
                	Secretary of State

                	

                	

                	
              


              
                	Hillary Clinton

                	BA, Wellesley; LLB, Yale

                	Attorney

                	First Lady, 1993–2001; US Senator, 2001–2009
              


              
                	John Kerry

                	BA, Yale; LLB, Boston University

                	Attorney

                	US Senator, 1985–2013
              


              
                	Secretary of Defense

                	

                	

                	
              


              
                	Robert Gates

                	BA, William & Mary; MR, Indiana; PhD, Georgetown

                	Intelligence officer

                	CIA Director, 1991–1993; President of Texas A&M, 2002–2007
              


              
                	Leon Panetta

                	BA and LLB, Santa Clara University

                	Attorney

                	US Representative, 1977–1993; OMB Director, 1993–1994; Chief of Staff for President Clinton,
                1994–1997; CIA Director, 2009–2011
              


              
                	Chuck Hagel

                	BA, Nebraska

                	Telephone company executive

                	US Senator, 1997–2013
              


              
                	Attorney General

                	

                	

                	
              


              
                	Eric Holder

                	BA and JD, Columbia

                	Attorney

                	Deputy Attorney General, 1997–2001
              


              
                	Secretary of Transportation

                	

                	

                	
              


              
                	Ray LaHood

                	BS, Bradley

                	Schoolteacher

                	US Representative, 2005–2009
              


              
                	
                   Secretary of the Treasury
                

                	

                	

                	
              


              
                	Timothy Geithner

                	BA, Dartmouth; MA, Johns Hopkins

                	Banker

                	President of the Federal Reserve Bank of New York, 2003–2009
              


              
                	Jack Lew

                	BA, Harvard; LLB, Georgetown

                	Attorney

                	Special Assistant to the President (Clinton), 1993— 1994; OMB Director,
                2010–2012; White House Chief of Staff, 2012–2013
              


              
                	Secretary of Commerce

                	

                	

                	
              


              
                	Judd Gregg

                	BA, Columbia; JD, Boston University

                	Attorney

                	US Representative, 1981–1989; Governor of New Hampshire, 1989–1993; US Senator, 1993–2009
              


              
                	Penny Pritzker

                	BA, Harvard; MBA and JD, Stanford

                	Executive, entrepreneur

                	Founder of PSP Capital Partners and Pritzker Realty Group; National Finance Chair, Obama 2008
                campaign; National Co-Chair, Obama 2012 campaign
              


              
                	Secretary of Education

                	

                	

                	
              


              
                	Arne Duncan

                	BA, Harvard

                	Education administrator

                	CEO of Chicago Public Schools, 2001–2009
              


              
                	Secretary of Energy

                	

                	

                	
              


              
                	Steven Chu

                	BA, Rochester; PhD, UC-Berkeley

                	University professor

                	Director of the Lawrence Berkeley National Laboratory, 2004–2009
              


              
                	Ernest Moniz

                	BS, Boston College; PhD, Stanford

                	University professor

                	Under Secretary of Energy, 1997–2001
              


              
                	Secretary of Health and Human Services

                	

                	

                	
              


              
                	Kathleen Sebelius

                	BA, Trinity Washington University; MPA, Kansas

                	Lobbyist

                	Governor of Kansas, 2003–2009
              


              
                	Secretary of Homeland Security

                	

                	

                	
              


              
                	Janet Napolitano

                	BA, Santa Clara University; JD, Virginia

                	Attorney

                	Governor of Arizona, 2003–2009
              


              
                	
                   Secretary of Housing and Urban Development
                

                	

                	

                	
              


              
                	Shaun Donovan

                	BA and MA, Harvard

                	Housing official

                	NYC Department of Housing, 2004–2009
              


              
                	Secretary of the Interior

                	

                	

                	
              


              
                	Ken Salazar

                	BA, Colorado College; JD, Michigan

                	Attorney

                	US Senator, 2005–2009
              


              
                	Sally Jewell

                	BS, University of Washington

                	Engineer, banker

                	CEO of REI Corp., 2005–2013
              


              
                	Secretary of Labor

                	

                	

                	
              


              
                	Hilda Solis

                	BA, California State

                	Community activist

                	US Representative, 2001–2009
              


              
                	

                	Polytechnic University; MPA, use

                	

                	
              


              
                	Acting Sec. Seth Harris

                	BS, Cornell; JD, NYU

                	Attorney, law professor

                	Deputy Secretary of Labor, 2009–2013
              


              
                	Secretary of Agriculture

                	

                	

                	
              


              
                	Thomas Vilsack

                	BA, Hamilton College; JD, Albany Law School

                	Attorney

                	Governor of Iowa, 1999–2007
              


              
                	Secretary of Veterans Affairs

                	

                	

                	
              


              
                	Eric Shinseki

                	BS, USMA; MA, Duke

                	Army officer

                	Army Chief of Staff, 1999–2003
              


              
                	National Security Advisor

                	

                	

                	
              


              
                	James Jones

                	BA, Georgetown

                	Marine Corps officer

                	USMC Commandant, 1999–2003
              


              
                	Tom DoniIon

                	BA, Catholic University of America; JD, Virginia

                	Attorney

                	Deputy National Security Advisor, 2009–2010
              


              
                	Susan Rice

                	BA, Stanford; PhD, Oxford

                	Think tank scholar

                	National Security Council, 1993–1997; Assistant Secretary of State, 1999–2001; UN Ambassador,
                2009–2013
              


              
                	
                   CIA Director
                

                	

                	

                	
              


              
                	Leon Panetta

                	BA and LLB, Santa Clara University

                	Attorney

                	US Representative, 1977–1993; OMB Director, 1993–1994; Chief of Staff for President Clinton,
                1994–1997
              


              
                	David Petraeus

                	BS, USMA;MPAandPhD, Princeton

                	Army officer

                	Commander, Multi-National Force (Iraq), 2007–2008; Commander, US Central Command, 2008–2010;
                Commander, ISAF Afghanistan, 2010–2011
              


              
                	John Brennan

                	BA, Fordham; MA, Texas

                	Intelligence officer

                	CIA Deputy Director, 2001–2005
              


              
                	Chief of Staff

                	

                	

                	
              


              
                	Rahm Emanuel

                	BA, Sarah Lawrence; MA, Northwestern

                	Political fund-raiser

                	Assistant to the President for Political Affairs (Clinton), 1993–1998; US Representative,
                2003–2009
              


              
                	William Daley

                	BA, Loyola; JD, John Marshall

                	Attorney, banker

                	Secretary of Commerce, 1997–2000
              


              
                	Jack Lew

                	BA, Harvard; LLB, Georgetown

                	Attorney

                	Special Assistant to the President (Clinton), 1993–1994; OMB Director, 2010–2012
              


              
                	Denis McDonough

                	BA, St. John’s; MS, Georgetown

                	Foreign policy adviser

                	National Security Council, 2009–2013
              


              
                	Senior Advisor

                	

                	

                	
              


              
                	David Axelrod

                	BA, University of Chicago

                	Journalist

                	Obama campaign adviser, 2008
              


              
                	David Plouffe

                	BA, Delaware

                	Campaign adviser

                	Obama campaign adviser, 2008
              


              
                	Daniel Pfeiffer

                	BA, Georgetown

                	Campaign adviser

                	Obama campaign communications director, 2008
              


              
                	Valerie Jarrett

                	BA, Stanford; JD, Michigan

                	City official

                	Assistant to the Mayor of Chicago, 1987–1991; Commissioner of Chicago Department of Planning and
                Development, 1992–1995; Chair of Chicago Transit Board, 1995–2005
              

            
          

        


        
          Nixon. Shortly after that, Rodham and other Yale grads traveled to Arkansas to help
          Clinton run, unsuccessfully, for Congress in 1974. Hillary decided to stay with Bill in Little Rock; they
          married before his next campaign, a successful run for state attorney general in 1976. Hillary remained
          Hillary Rodham, even as her husband went on to the governorship in 1978.
        


        
          Her husband’s 1980 defeat for reelection as Governor was blamed on his liberal leanings; therefore, in his
          1982 comeback Bill repackaged himself as a moderate and centrist. Hillary cooperated by becoming Mrs. Bill
          Clinton, shedding her horn-rims for contacts, becoming a blonde, and echoing her husband’s more moderate
          line. These tactics helped propel them back into the governor’s mansion. Hillary soon became a full partner
          in Little Rock’s Rose law firm, regularly earning more than $200,000 a year (while Bill earned only $35,000
          as the Governor of Arkansas). She won national recognition as one of the “100 most influential lawyers in the
          United States,” according to the American National Law Journal. She chaired the
          American Bar Association’s Commission on Women and the Profession.
        


        
          Hillary’s steadfast support of Bill during the White House sex scandals and his subsequent impeachment by the
          House of Representatives in all likelihood saved his presidency. Her approval ratings in public opinion polls
          skyrocketed during the affair. Whatever she thought in private, she never chastised her husband in public and
          blamed much of the scandal on “a vast right-wing conspiracy.”
        


        
          Her Senate race attracted national media attention as well as campaign contributions from supporters
          throughout the nation. When New York City Mayor Rudolph Giuliani announced that he would not run for the
          Senate, Hillary was relieved to confront a little-known opponent, Congressman Rick Lazio. New York voters
          were unimpressed with charges that Hillary was not a true New Yorker. She studied New York problems
          diligently and overwhelmed Lazio in the campaign. The candidates spent over $85 million, making it the most
          expensive congressional campaign in history.
        


        
          Senator Clinton developed a reputation as an advocate for children and families. Her early work with the
          Children’s Defense Fund and Marian Wright Edelman was carried forward in her book It
          Takes a Village in 1997. She was prominently mentioned in all of the early 2004 presidential polls,
          but she declined to run. She crushed her Republican opponent in her 2006 reelection to the Senate, setting
          the stage for her presidential campaign in 2008.
        


        
          President Barack Obama convinced Hillary to leave the Senate in early 2009 to serve as Secretary of State in
          his administration. It was a strategic move by the President: He gained an adviser of presidential stature
          and at the same time removed from the Senate a potential rival within the Democratic
          Party. Hillary served as an Obama loyalist, publicly supporting the President’s every decision.
        


        
          Hillary Clinton came to her post as a worldwide celebrity, already personally familiar with many world
          leaders. Early on, she announced that US foreign policy would change from Bush’s go-it-alone posture to
          acting more in concert with other nations. She met with nongovernmental leaders as well as public officials
          and urged her ambassadors to do the same. She followed a rigorous travel schedule. She frequently spoke out
          on the world stage on behalf of women’s rights.
        


        
          It is difficult to identify any particular diplomatic victory attributable to Hillary Clinton. Talks with
          Iran and North Korea over nuclear weapons foundered. Pakistan remains a difficult and unstable ally with ties
          to the Taliban in Afghanistan. Relations with Israel deteriorated, and no progress was achieved in
          peacemaking between Israel and Palestine. Hillary successfully lobbied the President to take action in Libya.
          She supported the “Arab spring” in Egypt and Syria, but it remains unclear whether doing so is in the
          long-term national interest of the United States.
        


        
          Hillary Clinton will be sixty-nine when the presidential election of 2016 arrives, no older than Ronald
          Reagan was when he captured the White House.
        

      


      
        John Kerry: Wealth
        and Power


        
          John Kerry has enjoyed a long career in politics, subsidized in part by his personal wealth and that of his
          second wife, Teresa Heinz. Kerry was the presidential nominee of the Democratic Party in 2004 but lost to
          incumbent President George W. Bush. He served for twenty-eight years in the US Senate, eventually chairing
          the Senate Foreign Relations Committee. He was selected by President Barack Obama to follow Hillary Clinton
          as Secretary of State in 2013.
        


        
          Kerry’s mother was a member of the wealthy Forbes family, which traced their ancestors back to the first
          Governor of Massachusetts Bay Colony, John Winthrop. Kerry was raised as a Roman Catholic and spent his
          summers at the Forbes estate in France. He attended the Fessenden School in Newton, Massachusetts, and St.
          Paul’s in Concorde, New Hampshire. He majored in political science at Yale University, graduating in 1966,
          having served as President of the Yale Union.
        


        
          Kerry enlisted in the Naval Reserve and in 1968 was assigned to the guided missile frigate USS Gridley. Although reportedly opposed to the Vietnam War, he volunteered
          for duty on a Fast Patrol Boat, or “Swift Boat.” These small boats were assigned to coastal and river
          patrolling in Vietnam. While commanding Swift Boats, Kerry came under direct enemy fire on several occasions.
          He was awarded a Silver Star for bravery in turning his boat into a beach and personally charging a Viet Cong
          position. Later he received a Bronze Star for rescuing the crew of a Swift Boat that had been destroyed by an
          enemy mine. He was wounded in various engagements and received three Purple Hearts.
        


        
          Upon returning to the United States, Kerry joined Vietnam Veterans Against the War. He spoke at various
          demonstrations and even appeared before the Senate Foreign Relations Committee, denouncing the war. At one
          point he accused the United States of “war crimes” in Vietnam.
        


        
          Kerry ran for Congress in 1972 but lost in the general election. He entered Boston College Law School in
          1973, graduated in 1976, and became a county prosecutor and assistant district attorney. Later he entered
          private practice. He returned to electoral politics in 1982, running for the post of Lieutenant Governor of
          Massachusetts. In 1984 he won his US Senate seat despite the landslide reelection of President Ronald Reagan.
        


        
          Upon arriving on Capitol Hill, Kerry visited the Marxist Ortega regime in Nicaragua, despite the fact that
          the Reagan administration was supporting the regime’s rebel opponents, the “Contras.” Kerry’s voting record
          in the Senate was regularly rated as one of the most liberal in that body. Massachusetts voters reelected him
          in 1990, 1996, 2002, and 2008. He acquired considerable seniority and eventually replaced Joe Biden as
          Chairman of the Senate Foreign Relations Committee. He originally supported the war in Iraq but later claimed
          that the country had been misled by President George W. Bush’s claim that Saddam Hussein possessed weapons of
          mass destruction. Kerry and fellow Vietnam veteran John McCain sponsored the resumption of diplomatic
          relations with Vietnam. Kerry endorsed Barack Obama early in the presidential campaign of 2008.
        


        
          President Obama reportedly preferred to nominate UN Ambassador Susan Rice to the post of Secretary of State
          to replace Hillary Clinton in 2013. But Rice had misled the American people in several public interviews,
          claiming that the Al Qaeda raid on the US Embassy in Benghazi (which killed the American ambassador and three
          other Americans) was merely a popular demonstration that got out of control. Although the White House
          promoted this story for several days, Rice bore the brunt of criticism in Congress. Obama chose not to fight
          for the Rice nomination and instead chose Kerry as his second Secretary of State. Kerry was easily confirmed
          by the Senate.
        

      


      
         Valerie Jarrett: In the Innermost Circle


        
          Valerie Jarrett has been a close confidant of Barack and Michelle Obama for many years, since their early
          days together in Chicago. When the Obamas moved to the White House, Jarrett’s access to the First Couple was
          formalized as Special Assistant to the President.
        


        
          Valerie Bowman was born in Iran, the daughter of a prominent African American physician who had gone to that
          country to establish a children’s hospital. The family returned to the United States when Valerie was ten
          years old. She compares her early foreign experience to that of Barack Obama. She majored in psychology at
          Stanford University and earned a law degree at the University of Michigan. She married, and later divorced,
          William Jarrett in the 1980s.
        


        
          Her career in Chicago politics began in 1987 in the administration of Chicago’s first black mayor, Harold
          Washington. She continued to work in the mayor’s office under Richard J. Daley, heir to the legendary Daley
          machine. As a Daley loyalist, she was appointed to various boards and commissions, including the Commission
          on Planning and Development, the Chicago Transit Board, and the University of Chicago Medical Center. Her
          association with the Obamas began when she offered Michelle Robinson a job in Mayor Daley’s office. Before
          accepting, Michelle reportedly asked Jarrett to dinner with her fiancé, Barack Obama. Jarrett accepted, and
          they all became fast friends. Jarrett introduced the Obamas to Chicago’s wealthy and well-connected society.
          Later Michelle would be given a high-salary post at the University of Chicago Medical Center. Jarrett became
          Chair of the Chicago Transit Board, and later CEO of Habitat Company, a taxpayer-subsidized provider of
          low-income housing.
        


        
          In White House turf battles, Jarrett has emerged a consistent winner. Her principal rivals—former Press
          Secretary Robert Gibbs and Chief of Staff Rahm Emanuel, who went on to win election as Mayor of
          Chicago—resigned during the first two years of the Obama administration. Jarrett has remained close to
          Michelle. The two women are widely credited with keeping the President on a leftward path, “preserving the
          spirit of change,” and rejecting compromise with centrists in the Democratic Party and Congress.
        

      

    


    
      The Congressional Establishment


      
        Although policy initiatives are usually developed outside Congress, Congress is no mere “rubber stamp.” Key
        members of Congress play an independent role in national decision-making; thus, key
        congressional leaders must be included in any operational definition of a national elite.
      


      
        Political scientists have commented extensively on the structure of power within Congress. They generally
        describe a hierarchical structure in both houses of Congress—a “congressional establishment”—that largely
        determines what Congress will do. The congressional establishment has survived periodic efforts at
        decentralization. It is composed of the Speaker of the House and president pro tempore of the Senate, House and
        Senate majority and minority leaders and whips, and committee chairpersons and ranking minority members of
        House and Senate standing committees.
      


      
        Party leadership roles in the House and Senate are major sources of power in Washington. The Speaker of the
        House and the majority and minority leaders of the House and Senate direct the business of Congress. Although
        they share this task with the standing committee chairpersons, these leaders are generally “first among equals”
        in their relationships with committee chairpersons.
      


      
        But the committee system also creates powerful congressional figures, the chairpersons of the most powerful
        standing committees—particularly the Senate Foreign Relations, Appropriations, Judiciary, Finance, Armed
        Services, and Budget committees, and the House Rules, Appropriations, Foreign Affairs, Judiciary, Armed
        Services, Budget, and Ways and Means committees (see Table 5.3).
      


      
        Viewed within the broader context of a national elite, congressional leaders appear
        “folksy,” parochial, and localistic. Because of the local constituency of members of Congress, they are
        predisposed to concern themselves with local interests. Members of Congress are part of local elite structures
        “back home”; most retain their local businesses and law practices, club memberships, and religious
        affiliations. Members of Congress represent many small segments of the nation rather than the nation as a
        whole. Even top congressional leaders from safe districts, with many years of seniority, cannot completely shed
        their local interests. Their claim to national leadership must be safely hedged by attention to their local
        constituents.
      


      
        Paul Ryan: Young Gun
        in the House


        
          While seniority remains the principal criterion for admission to the congressional establishment,
          occasionally a “young gun” breaks into leading circles based on industry, initiative, and intelligence. Paul
          Ryan was first elected to Congress at age thirty; ten years later his colleagues in the House named him
          Chairman of the Budget Committee.
        


        
          
            Table 5.3
            The Congressional Establishment, 113th Congress (2013–2015)
          


          
            
              
                	Senate Leadership
              


              
                	Majority Leader

                	Harry Reid (D-IL)
              


              
                	Majority Whip

                	Richard J. Durbin (D-IL)
              


              
                	President Pro Tempore

                	Patrick J. Leahy (D-VT)
              


              
                	Minority Leader

                	Mitch McConnell (R-KY)
              


              
                	Minority Whip

                	John Cornyn (R-TX)
              


              
                	House Leadership
              


              
                	Speaker of the House

                	John A. Boehner (R-OH)
              


              
                	Majority Leader

                	Eric Carthy (R-VA)
              


              
                	Minority Whip

                	Kevin McCarthy (R-CA)
              


              
                	Majority Leader

                	Nancy Pelosi (D-CA)
              


              
                	Minority Whip

                	Steny Hoyer (D-MD)
              


              
                	Key Senate Committees
              


              
                	Committee

                	Democratic Chair

                	Republican Ranking
              


              
                	ForeignRelations

                	Mikulski (MD)

                	Shelby (AL)
              


              
                	Foreign Relations

                	Menendez (NJ)

                	Corker (TN)
              


              
                	Judiciary

                	Leahy (VT)

                	Grassley (IA)
              


              
                	Finance

                	Baucus (MT)

                	Hatch (UT)
              


              
                	Armed Services

                	Levin (Ml)

                	Inhofe (OK)
              


              
                	Budget

                	Murray (WA)

                	Sessions (AL)
              


              
                	Key House Committees
              


              
                	Committee

                	Republican Chair

                	Democratic Ranking
              


              
                	Rules

                	Sessions (TX)

                	Slaughter (NY)
              


              
                	Appropriations

                	Royce (CA)

                	Engel (NY)
              


              
                	Foreign Affairs

                	latte (VA)

                	Engel (NY)
              


              
                	Judiciary

                	Goodlatte (VA)

                	Camp (MI)
              


              
                	Ways and Means

                	Camp (Ml)

                	Levin (Ml)
              


              
                	Armed Services

                	McKeon (CA)

                	Smith (WA)
              


              
                	Budget

                	Ryan (Wl)

                	Van Hollen (MD)
              

            
          

        


        
          Paul Ryan was born and raised in Wisconsin and currently represents that state’s First Congressional
          District. He graduated from Miami University of Ohio in 1992, majoring in economics and political science. In
          his junior year he served as an intern in Washington; after graduation he went to work on the staff of
          Wisconsin Senator Bob Kasten. He quickly developed a reputation as a speechwriter for
          Congress members, including 1996 Republican vice-presidential candidate Jack Kemp. Ryan ran for and won an
          open congressional seat in 1998.
        


        
          Early in his congressional career Ryan learned that the federal budget was the key to understanding what the
          government was doing. He generally supported the policy initiatives of President George W. Bush, but he
          became increasingly concerned with the nation’s deficit spending. When Barack Obama came into office
          proposing massive new spending programs with resulting huge federal deficits, Ryan responded by developing “A
          Path to Prosperity,” a budget plan that promised to reduce federal spending to less than 20 percent of the
          GDP (from the current 24 percent). It would have done so by reducing discretionary domestic spending to below
          2008 levels, shrinking the federal workforce, converting Medicaid to a block grant to the states, and placing
          Medicare recipients in private health plans. He also promised to reduce top individual and corporate tax
          rates to 25 percent (from the current 35 percent) by closing loopholes and ending many tax deductions. The
          plan was passed by the Republican-controlled House in 2011, but it failed to get a hearing in the
          Democratic-controlled Senate. Despite the fate of the Ryan plan, it nonetheless established Paul Ryan as a
          leader in the fight against federal deficit spending.
        


        
          Ryan was chosen by Republican presidential candidate Mitt Romney as his vice-presidential running mate. Ryan
          performed well in his televised debate with Vice-President Joe Biden, but the Congressman’s reputation as a
          cost-cutting advocate of reforming Social Security and Medicare may have hurt the ticket. Following the
          Romney-Ryan defeat, Ryan returned to the House as Budget Committee Chairman.
        

      


      
        John Boehner: Leading
        House Republicans


        
          As Speaker of the House, John Boehner has the stressful job of leading his fractious Republican majority in
          opposing a Democratic-controlled Senate and the Obama White House. Upon receiving the gavel from outgoing
          Democratic Speaker of the House Nancy Pelosi, Boehner broke into tears: “I spent all my whole life chasing
          the American Dream.”
        


        
          Indeed, Boehner is a climber in American politics. As one of twelve children from a working-class
          neighborhood in Cincinnati, he started working at age eight in his family’s bar. He was the first in his
          family to attend college, working his way over seven years to earn a business degree from Xavier University.
          In 1977 he began work in a small packaging firm, eventually becoming its president. He
          began his political career as a township official in Butler County, Ohio, and later served as a state
          representative. In 1990 he defeated a scandal-plagued incumbent Congressman in the Republican primary and
          went on to an easy victory in the general election in the heavily Republican Eighth Congressional District of
          Ohio. He has been reelected ten times with little or no opposition.
        


        
          In Congress Boehner joined with Republican Newt Gingrich in 1994 in developing the Contract with America,
          which succeeded in winning Republicans their first House majority in forty years. Later Boehner and Senator
          Ted Kennedy authored the No Child Left Behind Act of 2001. Boehner was elected House Majority Leader in 2006.
          After the Republicans lost control of the House in the November elections of that year, Boehner served as
          House Minority Leader. Then when Republicans regained control of the House in 2010, Boehner was elected
          Speaker of the House.
        


        
          Boehner has compiled a generally conservative voting record, but perhaps not conservative enough for some
          Republican members. His second-in-command, Majority Leader Eric Cantor, is considered a conservative
          influence on the Speaker. Boehner supported the Obama stimulus in 2008, fought the President’s “cap and
          trade” energy bill, and vigorously opposed “Obamacare,” the Patient Protection and Affordable Care Act of
          2010. He is genial and considerate toward his Democratic colleagues. He seeks to “disagree without being
          disagreeable.”
        

      


      
        Nancy Pelosi: Leading
        House Democrats


        
          Nancy Pelosi was the first woman in the history of the US Congress to serve as Speaker of the House.
          Following the Democratic victory in the 2006 congressional elections, her Democratic colleagues in the House
          promoted her from minority leader, a post she had held since 2001, to Speaker. Pelosi returned to the
          minority leader’s post in 2011, following Republican victories in the 2010 midterm election. Pelosi has
          represented her wealthy San Francisco district since her first election to Congress in 1987.
        


        
          Pelosi comes from a highly political family. Her father, Thomas D’Alesandro, served five terms in Congress
          and later twelve years as Mayor of Baltimore. Pelosi’s brother also served as Mayor of Baltimore. Young Nancy
          grew up in Washington and graduated from that city’s Trinity University in 1962. She served as a
          congressional intern in the Senate. She married Paul Pelosi, moved to his hometown of San Francisco, and
          raised five children. Prior to her election to Congress, she served on the Democratic
          National Committee. She was first elected to Congress in 1987.
        


        
          In her years in Congress, Pelosi has built a solid liberal reputation, serving on the powerful Appropriations
          Committee. But Pelosi’s real strength within the Democratic Party has long been her fund-raising ability. Her
          San Francisco district is the home of some of the party’s wealthiest donors. Pelosi created her own
          leadership political action committee (PAC) and handed out millions to her Democratic colleagues. She is
          regularly reelected with an astonishing 80 percent of the vote.
        


        
          Pelosi’s reign as Speaker is described as especially hard driving. She was quoted as saying: “Tell them what
          you’re going to do. Do it. And then tell them what you did.” She had the responsibility of guiding the Obama
          agenda through the House. She succeeded in getting the Patient Protection and Affordable Care Act (Obamacare)
          through the House without a single Republican vote. Republicans accused her of “ramming down the throat” of
          House members thousands of unread pages of legislation. The Republican capture of control of the House in the
          congressional elections of 2010 ended her rule as Speaker.
        

      

    


    
      The Judges


      
        Nine people—none of whom is elected and all of whom are appointed—possess ultimate authority over all the other
        institutions of government (see Table 5.4). The
        Supreme Court of the United States has the authority to void the acts of popularly elected presidents and
        Congresses. There is no appeal from their decisions about what is the “supreme law of the land,” except perhaps
        to undertake the difficult task of amending the Constitution itself. Only the good judgment of the
        Justices—their sense of “judicial self-restraint”—limits their power. It was the Supreme Court, rather than the
        President or Congress, that took the lead in important issues such as eliminating segregation from public life,
        ensuring voter equality in representation, limiting the powers of police, and declaring abortion to be a
        fundamental right of women.
      


      
        Clarence Thomas: Up
        from Pinpoint


        
          Not all Justices conform to the upper-class portrait. No member of the nation’s governing elite has had a
          steeper climb to the top than Justice Clarence Thomas. 
        


        
          
            Table 5.4
            Backgrounds of Supreme Court Justices, 1789–2012
          


          
            
              
                	

                	Number of justices (total = 113)
              


              
                	
                  

                
              

            

            
              
                	Occupation before appointment

                	
              


              
                	 Federal judgeship

                	30
              


              
                	 Private legal practice

                	22
              


              
                	 State judgeship

                	22
              


              
                	 Federal executive post

                	10
              


              
                	 US Attorney General

                	7
              


              
                	 US Solicitor

                	6
              


              
                	 US Solicitor General

                	3
              


              
                	 State Governor

                	3
              


              
                	 Other

                	3
              


              
                	 Deputy or Assistant US Attorney General

                	2
              


              
                	 US Representative

                	2
              


              
                	Religious background

                	
              


              
                	 Protestant

                	85
              


              
                	 Roman Catholic

                	12
              


              
                	 Jewish

                	8
              


              
                	 Unitarian

                	7
              


              
                	 No religious affiliation

                	1
              


              
                	Age at appointment

                	
              


              
                	 40 and under

                	4
              


              
                	 41–50

                	51
              


              
                	 51–60

                	61
              


              
                	 61–70

                	15
              


              
                	Political party affiliation

                	
              


              
                	 Federalist (to 1835)

                	13
              


              
                	 Democrat-Republican (to 1828)

                	7
              


              
                	 Whig (to 1861)

                	2
              


              
                	 Democrat

                	44
              


              
                	 Republican

                	44
              


              
                	Sex

                	
              


              
                	 male

                	109
              


              
                	 Female

                	4
              


              
                	Race

                	
              


              
                	 White

                	110
              


              
                	 Black

                	2
              


              
                	 Hispanic

                	1
              

            
          


          
            Sources: Congressional Quarterly’s Guide to the U.S. Supreme Court (Washington,
            DC: Congressional Quarterly, 1979) and Congressional Quarterly’s Guide to Government,
            Spring 1983 (Washington, DC: Congressional Quarterly, 1982). Updated to 2012 by the author.
          

        


        
          Born to a teenage mother who earned $10 a week as a maid, Clarence Thomas and his
          brother lived in a dirt-floor shack in Pinpoint, Georgia, where they were raised by strict, hardworking
          grandparents who taught young Clarence the value of education and sacrificed to send him to a Catholic
          school. He excelled academically and went on to the mostly white Immaculate Conception Seminary College in
          Missouri to study for the Catholic priesthood. But when he overheard a fellow seminarian express satisfaction
          at the assassination of Dr. Martin Luther King Jr., Thomas left the seminary in anger and enrolled at Holy
          Cross College, where he helped found the college’s Black Student Union, and went on to graduate with honors
          and win admission to Yale Law School.
        


        
          After graduating from Yale, Thomas took a job in Missouri as assistant attorney general, and after a brief
          stint as an attorney for the Monsanto Corporation, he returned to government as a congressional aide to
          Senator John Danforth (R-MO). Despite misgivings about accepting a “black” post in government, in 1981 Thomas
          accepted the post as head of the Office of Civil Rights in the Department of Education, using the position to
          speak out on self-reliance, self-discipline, and the value of education. In 1982, he was named Chairman of
          the Equal Employment Opportunity Commission (EEOC), where he successfully eliminated much of that agency’s
          financial mismanagement and aggressively pursued individual cases of discrimination. At the same time, he
          spoke out against racial “quotas” and imposed minority hiring goals on employers with proven records of
          discrimination. In 1989, President Bush nominated him to the US Court of Appeals and he was easily confirmed
          by the Senate.
        


        
          In tapping Thomas for the Supreme Court, the Bush White House reasoned that the liberal groups that had
          blocked the earlier nomination of conservative Robert Bork would be reluctant to launch personal attacks on
          an African American. But during nationally televised hearings of the Senate Judiciary Committee, University
          of Oklahoma law professor Anita Hill, a former legal assistant to Thomas both at the Department of Education
          and later at the EEOC, contacted the staff of the Judiciary Committee with charges that Thomas had sexually
          harassed her in both jobs. Initially, Hill declined to make her charges public, but when Senator Joseph
          Biden, the Committee Chairman, refused to circulate anonymous charges, she agreed to be interviewed by the
          FBI and went on to give a nationally televised press conference, elaborating on her charges against Thomas.
          Her bombshell became a media extravaganza and sent the Senate into an uproar.
        


        
          The Judiciary Committee reopened its hearings, with televised emotional testimony from both Anita Hill and
          Clarence Thomas. Indeed, the confirmation process exploded into a sleazy soap opera,
          with lurid stories about pubic hairs, penis sizes, and pornographic films of women with animals. The only
          restraint was Chairman Biden’s rule that no questions be asked about either Clarence Thomas’s or Anita Hill’s
          sex life. But the damage was already done, not only to Clarence Thomas and Anita Hill but to the Senate
          confirmation process and the Senate as an institution.
        


        
          In the end, there was no objective way to determine who was telling the truth. Too often the truth in
          Washington is determined by opinion polls. An astonishing 86 percent of the general public said they had
          watched the televised hearings. A majority of blacks as well as whites, and a majority of women as well as
          men, sided with Clarence Thomas.8 The final Senate confirmation vote was fifty-two to forty-eight, the closest
          vote in the history of Supreme Court confirmations.
        

      


      
        Sonia Sotomayor: A
        Latina on the Court


        
          In nominating Sonia Sotomayor to the US Supreme Court, President Barack Obama proclaimed, “Judge Sonia
          Sotomayor has lived the American dream.” Her family moved to New York from Puerto Rico during World War II,
          and she grew up in a public housing project in the South Bronx. Her father, a factory worker, died when she
          was nine years old. Her mother, a nurse, raised her and her younger brother, who is now a physician in
          Syracuse, New York. She excelled in school and graduated as valedictorian at the academically rigorous
          Cardinal Spellman High School. She was rewarded with a full scholarship to Princeton University.
        


        
          At Princeton she continued to excel, graduating Phi Beta Kappa in 1976. She also engaged in political
          activism at Princeton, charging that the university had failed to provide courses in Puerto Rican history and
          politics and to actively recruit Latino faculty. She attended Yale Law School, again on a full scholarship,
          and she served as editor of the Yale Law Journal. She graduated from law school
          in 1979 and was admitted to the New York Bar in 1980.
        


        
          Sotomayor began her legal career as an assistant district attorney in New York. She was married in 1976 and
          divorced in 1983; she has no children. After five years as a prosecutor she entered private practice. She
          served on the Board of Directors of the Puerto Rican Legal Defense and Education Fund. She began her long
          career as a federal judge following her nomination to the US District Court for the Southern District of New
          York by President George H. W. Bush in 1991. She was nominated in 1997 by President Bill Clinton to serve on
          the Court of Appeals for the Second Circuit. Republican senators expressed concern at
          that time about her liberal leanings, so her confirmation was temporarily held up. She was, however,
          confirmed in 1998 on a sixty-seven to twenty-nine Senate vote.
        


        
          In hearings before the Senate Judiciary Committee, she was questioned about the following statement that she
          made at a Berkeley Law School lecture in 2001: “I would hope that a wise Latina woman with the richness of
          her experience would more often than not reach a better conclusion than a white male who hasn’t lived that
          life.” In addressing the Senate question, she testified that a judge must always follow the law regardless of
          personal background (in effect contradicting her earlier controversial statement). Her long judicial record
          suggests that she will be a strong contributing member to the liberal bloc on the High Court. But inasmuch as
          the Justice she replaced, David Souter, was himself a reliable member of that same bloc, Sotomayor does not
          change the ideological balance of the Court.
        

      

    


    
      The Military Establishment


      
        In his farewell address to the nation in 1961, President Dwight D. Eisenhower warned of “an immense military
        establishment and a large arms industry.” He observed: “In the councils of government, we must guard against
        the acquisition of unwarranted influence, whether sought or unsought, by the military industrial complex.”
      


      
        The phrase military-industrial complex caught on with many commentators over the
        years. It implied that a giant network of defense contractors (see Table 5.5), together with members of Congress in whose districts their plants were
        located, conspired with the generals in the Pentagon to create a powerful force in governmental and corporate
        circles. Indeed, radical social commentators held the military-industrial complex responsible for war and
        “imperialism.”
      


      
        
          Table 5.5
          Top Defense Contractors, 2009
        


        
          
            
              	1.

              	Lockheed Martin
            


            
              	2.

              	Boeing
            


            
              	3.

              	Northrup Grumman
            


            
              	4.

              	General Dynamics
            


            
              	5.

              	Raytheon
            


            
              	6.

              	United Technologies
            

          
        


        
          Source: U.S. General Services Administration, “Top 100 Contractors Report,” 2010.
        

      


      
        But whatever the power of defense contractors and the military at the height of the Cold War, their influence
        today in governing circles is limited. Indeed, their goal today is to avoid complete
        dismantlement. Spending for national defense has declined precipitously from 10 percent of the GDP in the
        Eisenhower and Kennedy years to less than 3 percent today. Spending on Social Security, Medicare, and welfare,
        including Medicaid, exceeds 60 percent of the federal budget, compared to 19 percent for national
        defense.9 There are 2 million
        civilian employees of the federal government, compared to only 1.4 million people in the armed forces. The
        long-term decline of US defense spending suggests that the American military-industrial complex was not a very
        powerful conspiracy.10
      


      
        Moreover, in contrast with corporate and governmental elites, military officers do not come from the upper or
        upper-middle class of society. Military officers are more likely to be recruited from lower-class and
        lower-middle-class backgrounds, and they are more likely than corporate or governmental elites to have rural
        and southern roots.11
      


      
        Colin Powell:
        Soldier-Statesman


        
          Colin Powell was the first African American to serve the nation as Secretary of State. He was appointed to
          that post by President George W. Bush in 2001 and served until 2005. (He was succeeded by the first African
          American woman to serve as Secretary of State, Condoleezza Rice.) General Powell became a national figure
          while serving as Chairman of the Joint Chiefs of Staff under President George H. W. Bush during the Gulf War.
          During that war Powell is credited with developing the Powell Doctrine: The United States should use military
          force only in support of vital national interests, only with clearly defined military objectives, only with
          the support of the American people and Congress, and only with sufficient strength to ensure overwhelming and
          decisive victory with the fewest possible casualties.
        


        
          Born in Harlem to Jamaican immigrant parents, Powell recounts his youth as proof that “it is possible to rise
          above conditions.”12 After
          his graduation from Morris High School in the South Bronx, Powell’s parents encouraged him to attend college,
          and he enrolled at City College of New York on an ROTC scholarship. He graduated in 1958 at the top of his
          ROTC class with a degree in geology and was commissioned as a second lieutenant in the US Army. Powell went
          to South Vietnam as a military adviser in 1962 and returned for a second tour in 1968. In Vietnam he was
          awarded two Purple Hearts for wounds suffered in combat, and a Bronze Star and the Legion of Merit for valor
          under fire.
        


        
          Powell returned to the classroom in 1972 and earned a master’s degree in business
          administration from George Washington University. That same year he was appointed to the prestigious White
          House Fellows Program and was assigned to the Office of Management and Budget, where he worked under Caspar
          Weinberger, who later became Secretary of Defense in the Reagan administration. Powell’s career was on a fast
          track after this early White House duty. He served as a battalion commander in Korea, graduated from the
          National War College, served as military assistant to the Deputy Secretary of Defense, and won promotion to
          general and command of the Second Brigade of the 101st Airborne Division. In 1986 Powell eagerly accepted
          command of the US Fifth Corps in Germany, declining offers to stay in Washington. But when President Reagan
          himself called and urged him to accept the post of National Security Advisor, Powell agreed.
        


        
          President George H. W. Bush chose General Powell in 1989 to be Chairman of the Joint Chiefs of Staff—the
          nation’s highest military position. It was General Powell who helped convince the President that if military
          force were to be used to oust Saddam Hussein from Kuwait, it should be overwhelming and decisive force, not
          gradual limited escalation, as in Vietnam. Powell “ran interference” in Washington for the field commander,
          General Norman Schwarzkopf. Powell’s televised briefings during the course of the war, together with those of
          General Schwarzkopf, assured the American people of the competence and effectiveness of the US military.
          Under Powell’s leadership, the US military achieved a brilliant victory in the Gulf War with precious few
          casualties.
        


        
          Powell retired from the US Army in 1993, creating speculation that the popular general might enter the
          political arena. Throughout his military career, Powell avoided partisan affiliation. Registered as a
          political independent, Powell always considered himself a soldier first. He credits his success to those who
          “suffered and sacrificed to create the conditions and set the stage for me.”13 Early in 1996, public opinion polls showed
          Powell leading all other candidates for president, including incumbent Bill Clinton. But Powell steadfastly
          refused to become a candidate.
        


        
          General Powell’s nomination as Secretary of State was unanimously approved by the US Senate. The September
          11, 2001, terrorist attack on America challenged the General’s diplomatic skills. He successfully rallied
          NATO to support the ouster of the Taliban regime in Afghanistan, the regime that had hosted Al Qaeda. But his
          defense of President Bush’s invasion of Iraq became highly controversial. In addressing the United Nations
          Security Council on February 5, 2003, Powell asserted the intelligence community’s
          near-unanimous opinion that Saddam Hussein possessed weapons of mass destruction. When subsequently no such
          weapons were found, Powell admitted that he was “pained” by his earlier testimony. Later he became
          increasingly critical of the handling of foreign and defense policy, putting him at odds with Vice-President
          Richard Cheney and Secretary of Defense Donald Rumsfeld. Powell resigned as Secretary of State in November
          2004. In the 2008 presidential election, Powell publicly endorsed Barack Obama.
        

      

    


    
      Summary


      
        Governmental power is even more concentrated than corporate and financial power in America. All government
        expenditures now account for about 37 percent of the GDP, and federal expenditures
        account for nearly two-thirds of all government expenditures.
      


      
        While a significant number of top political leaders have inherited wealth and power, most have climbed the
        ladder from relative obscurity to political success. The Kennedys and Bushes inherited great wealth and power,
        but Ronald Reagan, Bill Clinton, and Barack Obama came from relatively modest backgrounds.
      


      
        Politicians’ principal talent is running for office; most appointed executives, on the other hand, have had
        some experience in running large public or private organizations. Running for office is not the same as running
        a government. Presidents must depend on “serious” people to run the government. Skill in campaigning does not
        necessarily prepare individuals for the responsibility of governing. Key government executives must be
        recruited from industry, finance, the law, universities, and the bureaucracy itself.
      


      
        Congress seldom initiates programs; rather, it responds to the initiatives of the President, the executive
        departments, influential interest groups, and the mass media. Power within Congress is concentrated in the
        House and Senate leadership and in the chairperson and ranking minority members of the standing committees.
        Compared with other national elites, congressional leaders appear localistic. Their claim to national
        leadership must be safely hedged by attention to their local constituencies. Most members of Congress are
        recruited from modest, middle-class backgrounds.
      


      
        The Supreme Court is the most elite branch of government. Its nine members are appointed rather than elected,
        and they serve life terms. They have the authority to void the acts of popularly elected presidents and
        Congresses. It was the Supreme Court, rather than the President or Congress, that took the
        lead in eliminating segregation from public life, ensuring voter equality in representation, limiting the
        powers of police, and declaring abortion to be a fundamental right of women. Although most Justices have been
        upper class in social origin, their appointment has generally been related to their political activities rather
        than to their experience in the law.
      


      
        The power of the “military-industrial complex” is often exaggerated. Spending for national defense, as a
        percentage of federal spending and as a percentage of the GDP, has plummeted since the end of the Cold War.
        Military leaders have been recruited to elite positions only after popular, victorious wars.
      

    

  


  
    CHAPTER 6
    

    THE CIVIC ESTABLISHMENT


    
      In an advanced, complex society, there are many specialized institutions and organizations that exercise power.
      In addition to economic organizations (corporations, banks, and insurance companies), governmental bureaucracies,
      television networks, and media organizations, there are other, less visible institutions that also provide bases
      of power in American society.
    


    
      Our operational definition of a national elite includes individuals who occupy positions of power in influential
      law firms, major philanthropic foundations, recognized national cultural institutions, and prestigious private
      universities. We also include the political “fat cats”—corporations, banks and investment firms, unions,
      billionaires, and Hollywood celebrities—whose campaign contributions fuel the political process.
    


    
      Fat Cats: Financing Politics


      
        Money dominates the process of selecting America’s political leadership. No one can seriously contend for high
        public office in the United States without access to big-money sources to finance a campaign. Professional
        political campaigns, with their heavy reliance on television advertising, are very costly. These high costs
        force all candidates—Democrats and Republicans, liberals and conservatives— to turn
        to big-money sources to fund their quests for political office. Virtually all candidates
        for high public office must first appeal to moneyed elites before they can even consider appealing to the
        voters. The only exceptions are those candidates who themselves have enough money to fund their own campaigns.
        Elites provide financial support for both political parties, and they often even provide financial support for
        opposing candidates in the same election, ensuring that elites themselves seldom, if ever, lose.
      


      
        More money was spent on political campaigning in 2012 than in any election year in American history. An
        estimated $6 billion was spent by all presidential and congressional candidates,
        Democratic and Republican parties, political action committees (PACs) sponsored by interest groups, and
        independent political organizations in federal, state, and local elections combined. The costs of elections
        rise in each election cycle.
      


      
        The high cost of campaigning strengthens the political power of corporations, banks, unions, and wealthy
        individuals. President Obama raised nearly $1 billion for his reelection in 2012. The typical winning campaign
        seat in the House of Representatives costs over $1.5 million. House members seeking to retain their seats must
        raise this amount every two years; this means collecting an average of $15,000 per week in office! The average
        winning US Senate seat costs over $8 million, but Senate campaign costs vary a great deal from state to state.
        Senate seats in large states may cost $25 million to $50 million or more.
      


      
        Many of the largest institutional campaign contributors are the same corporate, banking, and financial
        institutions listed in earlier chapters. But they are joined by the nation’s most powerful labor unions,
        especially public employee unions, such as the American Federation of State, County and Municipal Employees;
        the Service Employees International Union; the National Education Association; and the American Federation of
        Teachers. Certain private-sector unions are also heavy donors—International Brotherhood of Electrical Workers,
        Laborers Union, Carpenters & Joiners Union, Teamsters Union, Communications Workers of America, and United
        Auto Workers (see Table 6.1). Almost all union contributions go to Democrats. Indeed, union
        contributions are the single largest source of campaign money for the Democratic Party, followed by
        contributions from the Hollywood entertainment industry.
      


      
        Trial lawyers are also a major source of campaign funds for Democrats. Wall Street investment firms usually
        split their contributions between Democrats and Republicans (with the exception of the heavily Democratic
        Goldman Sachs). Most large corporations also split their contributions, but they tend to
        tilt them toward Republican candidates.
      


      
        Individual contributions make up a substantial share of candidate campaign chests. We have selected some
        individual contributors from the ranks of billion-aires, business executives, and Hollywood celebrities (see
        Table 6.2). Billionaires appear to prefer
        Democratic candidates. Corporate executives are somewhat divided, with banks and financial firms tilting toward
        Democrats and manufacturing firms favoring Republicans. Hollywood is a major source of Democratic Party
        candidate funding.
      


      
        Campaign-finance laws are not a serious barrier to heavy contributions. The Federal Elections Commission (FEC)
        was created in 1974 to enforce limits on individual and organizational contributions in federal elections, to
        administer public funding of presidential campaigns, and to require full disclosure of all campaign financial
        activity in presidential and congressional elections. In 2012 the FEC limited direct individual contributions
        to candidates to $2,500 per candidate per election. PACs were limited to $5,000 per candidate per election. The
        Bipartisan Campaign Reform Act of 2002 outlawed so-called soft-money contributions to the parties.
      


      
        But in 2010 the US Supreme Court struck down a long-standing prohibition on political expenditures from
        corporate and union treasuries. (Previously corporations and unions were obliged to create separate PACs to
        solicit funds from managers, shareholders, and union members for political activity.) The Court reasoned that
        “restrictions on the amount of money a person or group can spend on political communication during the campaign
        … necessarily reduces the quantity of expression.”1 The result was the creation of numerous “super PACs” in 2012. The only
        limitation on super PACs is that their “express advocacy” of campaign issues cannot directly urge viewers or
        listeners to vote for or against a particular candidate or party. Nor can super PACs coordinate their campaigns
        with candidates or parties.
      

    


    
      The “Superlawyers”


      
        As modern societies grow in size and complexity, the need for rules and regulations increases geometrically,
        and so does the power of people whose profession is to interpret those rules and regulations. As early as 1832,
        de Tocqueville felt  that the legal profession in this country would become the “new
        aristocracy” of the Republic. C. Wright Mills asserts that lawyers are indeed a key segment of the nation’s
        aristocracy of power:
      


      
        The inner core of the power elite also includes men of the higher legal and financial type from the great law
        factories and investment firms who are professional go-betweens of economic, political, and military affairs,
        and who thus act to unify the power elite.2
      


      


      
        
          Table 6.1
          The Largest Institutional Political Contributors, 1989–2010
        


        
          
            
              	Rank

              	Contributor

              	To Democrat: (percent)

              	5 To Republicans (percent)
            


            
              	
                

              
            

          

          
            
              	1

              	AT&T Inc.

              	44

              	55
            


            
              	2

              	American Federation of State, County and Municipal

              	98

              	1
            


            
              	

              	Employees

              	

              	
            


            
              	3

              	National Association of Realtors

              	48

              	5
            


            
              	4

              	Goldman Sachs

              	64

              	35
            


            
              	5

              	American Association for Justice (trial lawyers)

              	97

              	9
            


            
              	6

              	International Brotherhood of Electrical Workers

              	92

              	2
            


            
              	7

              	National Education Association

              	92

              	6
            


            
              	8

              	Laborers Union

              	92

              	7
            


            
              	9

              	Service Employees International Union

              	95

              	3
            


            
              	10

              	Carpenters & Joiners Union

              	89

              	10
            


            
              	11

              	Teamsters Union

              	12

              	6
            


            
              	12

              	Communications Workers of America

              	99

              	0
            


            
              	13

              	Citigroup Inc.

              	50

              	39
            


            
              	14

              	American Medical Association

              	39

              	60
            


            
              	15

              	American Federation of Teachers

              	98

              	0
            


            
              	16

              	United Auto Workers

              	98

              	0
            


            
              	17

              	Machinists & Aerospace Workers Union

              	98

              	0
            


            
              	18

              	National Auto Dealers Association

              	31

              	28
            


            
              	19

              	Altria Group

              	28

              	71
            


            
              	20

              	United Food & Commercial Workers Union

              	98

              	1
            


            
              	21

              	United Parcel Service

              	36

              	63
            


            
              	22

              	American Bankers Association

              	41

              	58
            


            
              	23

              	National Association of Home Builders

              	36

              	63
            


            
              	24

              	EMILY’s List

              	99

              	0
            


            
              	25

              	National Beer Wholesalers Association

              	31

              	68
            


            
              	26

              	Microsoft Corporation

              	53

              	46
            


            
              	27

              	Time Warner

              	51

              	48
            


            
              	28

              	JPMorgan Chase & Company

              	51

              	88
            


            
              	29

              	National Association of Letter Carriers

              	88

              	11
            


            
              	30

              	Morgan Stanley

              	95

              	95
            


            
              	31

              	AFL-CIO

              	95

              	4
            


            
              	32

              	Lockheed Martin

              	42

              	57
            


            
              	33

              	Verizon Communications

              	39

              	59
            


            
              	34

              	FedEx Corporation

              	40

              	58
            


            
              	35

              	General Electric

              	50

              	49
            


            
              	36

              	National Rifle Association

              	17

              	82
            


            
              	37

              	Sheet Metal Workers Union

              	97

              	2
            


            
              	38

              	Credit Union National Association

              	47

              	51
            


            
              	39

              	Ernst & Young

              	47

              	52
            


            
              	40

              	Bank of America

              	47

              	52
            


            
              	41

              	Operating Engineers Union

              	85

              	4
            


            
              	42

              	American Dental Association

              	46

              	53
            


            
              	43

              	American Hospital Association

              	52

              	94
            


            
              	44

              	Plumbers & Pipefitters Union

              	94

              	5
            


            
              	45

              	Blue Cross/Blue Shield

              	39

              	60
            


            
              	46

              	International Association of Fire Fighters

              	82

              	17
            


            
              	47

              	Air Line Pilots Association

              	84

              	15
            


            
              	48

              	Deloitte Touche Tohmatsu

              	34

              	65
            


            
              	49

              	PriceWaterhouseCoopers

              	36

              	63
            


            
              	50

              	National Association of Insurance & Financial Advisors

              	42

              	56
            

          
        


        
          Source: Center for Responsive Politics.
        

      


      
        The predominance of lawyers among political elites has already been noted. Within the
        corporate elite—presidents and directors of the nation’s largest industries, banks, utilities, and insurance
        companies—over 15 percent are lawyers. But neither the politician-lawyer nor the businessperson-lawyer really
        stands at the top of the legal profession. The “superlawyers” are the senior partners of the nation’s most
        highly esteemed law firms. These are the firms that represent clients such as General Motors (King &
        Spalding), ExxonMobil (Davis Polk & Wardwell), Ford Motor (O’Melveny & Myers), General Electric (Dewey
        & 
      


      
        
          Table 6.2
          Select Fat Cat Political Contributors
        
[image: Image]
        

         [image: Image]
        

      


      
        LeBoeuf), IBM (Cravath, Swaine & Moore), Citigroup (Skadden, Arps, Slate, Meagher
        & Flom), AT&T (Akin Gump Strauss Hauer & Feld), and Atria Corp. (Philip Morris; Arnold &
        Porter), not only in the courts but also before Congress and the federal regulatory agencies. Of course, the
        nation’s largest corporate and financial institutions have their own legal departments, but attorneys in these
        departments, known as “house counsels,” usually handle more routine matters. When the stakes are high, the
        great corporations turn to the superlawyers.
      


      
        Identification of the nation’s “top” law firms is necessarily a subjective task. Lists were developed by
        writers in the 1970s and in the 1980s.3 Most of the firms identified in earlier years remain among the most powerful
        today. The American Lawyer currently compiles an “A-list” of firms based on
        revenues per lawyer, pro bono work, associates’ satisfaction, and a diversity score.4 Table 6.3 represents our own best estimate of the nation’s most prestigious firms.
        The senior partners of these firms are our superlawyers.
      


      
        
          Table 6.3
          Superlawyer Firms
        


        
          
            
              	Cadwalader, Wickersham & Taft

              	New York
            


            
              	Fried, Frank, Harris, Shriver & Jacobson

              	Washington, DC
            


            
              	Willkie, Farr & Gallagher

              	New York
            


            
              	Holland & Knight

              	Miami
            


            
              	Arnold & Porter

              	Washington, DC
            


            
              	Covington & Burling

              	New York
            


            
              	Cravath, Swaine & Moore

              	New York
            


            
              	Vinson & Elkins

              	Houston
            


            
              	King & Spalding

              	Atlanta
            


            
              	Akin Gump Strauss Hauer & Feld

              	Dallas
            


            
              	Shearman & Sterling

              	New York
            


            
              	O’Melveny & Myers

              	Los Angeles
            


            
              	Paul, Wiess, Rifkind, Wharton & Garrison

              	New York
            


            
              	Davis Polk SWardwell

              	New York
            


            
              	Dewey & LeBoeuf

              	New York
            


            
              	Simpson Thacher & Bartlett

              	New York
            


            
              	Sullivan & Cromwell

              	New York
            


            
              	Skadden, Arps, Slate, Meagher & Flom

              	New York
            


            
              	Latham & Watkins

              	Los Angeles
            


            
              	Greenberg Traurig

              	Miami
            


            
              	Weil, Gotshal & Manges

              	New York
            


            
              	Milbank, Tweed, Hadley & McCloy

              	New York
            

          
        


        
          Source: Author’s estimate of most prestigious firms.
        

      


      
        The names of the firms themselves, of course, do not always identify the senior partners.
        Firms often retain the names of deceased founders, and most large firms have so many senior partners (twenty or
        thirty is not uncommon) that it would be impossible to put all their names in the title of the firm. Then, too,
        some firms change names upon the resignation of partners.
      


      
        The senior partners of the nation’s top law firms generally feel an obligation to public service. According to
        superlawyer Arthur Dean, the experience of serving in such a firm provides “an exceptional opportunity to
        acquire a liberal education in modern government and society. Such partnerships are likely in the future, as
        they have in the past, to prepare and offer for public service men exceptionally qualified to
        serve.”5 The arrogance of such
        an assertion has too much basis in fact to be dismissed as mere self-congratulation.
      


      
        Superlawyers among the serious men who have been called on over the years for governmental leadership include:
      


      
        	Dean Acheson. Secretary of State under President Harry Truman (Covington &
        Burling)


        	John Foster Dulles. Secretary of State under President Dwight Eisenhower
        (Sullivan & Cromwell)


        	Clark Clifford. Secretary of Defense under President Lyndon Johnson (Clifford,
        Warnke, Glass, Mcilwain & Finney)


        	William P. Rogers. Secretary of State under President Richard Nixon (Rogers &
        Wells)


        	Cyrus Vance. Secretary of State under President Jimmy Carter (Simpson Thacher
        & Bartlett)


        	Warren Christopher. Secretary of State under President Bill Clinton (O’Melveny
        & Myers)


        	James A. Baker III. Secretary of State under President George H. W. Bush (Baker
        & McKenzie)

      


      


      
        Paul Clement: Arguing
        before the High Court


        
          Perhaps no other attorney has argued as many cases before the US Supreme Court as Paul Clement. The former
          Solicitor General under President George W. Bush has argued more than sixty cases before the Justices,
          including challenges to the constitutionality of the Patient Protection and Affordable Care Act (Obamacare),
          Arizona’s immigration law, and Congress’s Defense of Marriage Act.
        


        
          Clement received his bachelor’s degree from Georgetown University, earned a master’s
          degree in economics from Cambridge University, and then graduated magna cum laude from Harvard Law School. He
          served a clerkship with Supreme Court Justice Antonin Scalia before joining the prestigious law firm of King
          & Spalding. He also joined the Georgetown University Law School faculty as a visiting professor. He was
          appointed Solicitor General in 2004, and he argued many key cases on behalf of President Bush’s war on
          terrorism before leaving the post in 2008. He returned to King & Spalding, where he convinced the US
          Supreme Court in McDonald v. Chicago to hold that the Second Amendment protects
          the individual’s right to possess a gun.6
        


        
          In 2010 President Obama announced that the US government would not defend the Defense of Marriage Act. The
          Act declared that marriage is between one man and one woman. The House Republican majority stepped in to
          defend the law, hiring Clement as their chief counsel. But his firm, King & Spalding, came under pressure
          from gay rights groups to abandon the case. Clement resigned from the firm “out of the firmly held belief
          that representation should not be abandoned because the client’s legal position is extremely unpopular in
          certain quarters.”7
        


        
          Clement led the challenge to overturn Obamacare on behalf of twenty-six states. His oral argument before the
          Supreme Court in 2012 appeared to convince the Court and most observers that the Act’s individual mandate to
          obtain health insurance was unconstitutional. But in a surprise decision, Chief Justice John Roberts upheld
          the law under Congress’s taxing power.
        


        
          Clement was a former classmate of President Obama’s at Harvard Law School. But like a good lawyer, Clement
          undertakes to represent clients without regard to their political affiliation. While several of his cases
          exhibit a conservative thrust, Clement downplays the notion that he is a crusader for conservative causes.
        


        
          The typical path to the top of the legal profession starts with a Harvard, Yale, or Stanford law school
          degree, a clerkship with a Supreme Court Justice, and then several years as an attorney with the Justice
          Department or a federal regulatory commission. Young government lawyers who are successful at defeating a top
          firm in a case are more likely to be offered lucrative junior partnerships than those who lose to big firms.
          Talented younger government lawyers are systematically recruited by the top firms.
        

      

    


    
      The “Fixers”: Peddling Power for
      Profit


      
        Washington is a city of “representatives”—agents, advocates, lawyers, lobbyists, and “fixers,” who offer to
        influence government policy for a price. Washington representatives number in the
        thousands. Their clients include individual corporations; professional and trade associations; communications,
        transportation, and utility companies; consumer and environmental groups; and foreign governments and
        corporations. As government regulation has grown, so has the profitable business of defending clients from
        regulatory activity. As government spending has grown, so has the lucrative profession of seeking out
        government grants and contracts. As government power has grown, so have the profits of lawyers, lobbyists,
        consultants, and spokespersons, whose job it is to advance their clients’ interests in Washington.
      


      
        The fixers include the nation’s prestigious law firms as well as lobbying firms and individual lobbyists. Their
        work includes legal counseling—representation before regulatory commissions or in civil or criminal
        proceedings—as well as legal advice on proposed laws and regulations and assistance in petitioning for special
        treatment under them. Their work also includes information and intelligence gathering—monitoring and analyzing
        current and future government activity and keeping their clients informed. They may also provide public
        relations services—promoting a favorable climate of opinion for their clients. Their services usually include
        the various forms of direct lobbying—testifying before congressional committees and regulatory commissions;
        buttonholing Congress members, Cabinet officials, or White House staff; and trying to directly influence
        legislation or executive decisions. But perhaps most important of all, the Washington fixers provide their
        clients with access to the corridors and cocktail parties of power.
      


      
        “Opening doors” is big business in Washington. To influence decision-makers, people must first acquire access
        to them. The Washington law firms, public relations agencies, and “consultants” all offer their insider
        connections along with their advice to their clients. Indeed, most of the top fixers are former government
        officials—former Congress members, Cabinet secretaries, White House aides, and the like—who “know their way
        around.” The personal prestige and background of the fixer help to open doors, to “just get a chance to talk”
        with top officials.
      


      
        Lobbying firms are obliged by law to report their total receipts as well as their political contributions. This
        makes it possible to rank the Washington lobbying firms by income (see Table 6.4). More than 100 lobbying firms in Washington earn at least $1 million
        representing heavyweight clients. Three of the firms at the top of the earnings list—Cassidy & Associates,
        Akin Gump, and Patton Boggs—regularly compete for the coveted reputation as “the most powerful firm in
        Washington.”
      


      
        
          Table 6.4
          Washington’s Top Lobbying Firms
        


        
          
            
              	1.

              	Patton BoggsLLP
            


            
              	2.

              	Akin Gump Strauss Hauer & Feld
            


            
              	3.

              	Cassidy & Associates
            


            
              	4.

              	Van Scoyoc Associates
            


            
              	5.

              	Williams & Jensen
            


            
              	6.

              	Ernst& Young
            


            
              	7.

              	Hogan & Hartson
            


            
              	8.

              	Quinn Gillespie & Associates
            


            
              	9.

              	Holland & Knight
            


            
              	10.

              	Barbour, Griffith & Rogers
            


            
              	11.

              	DutkoWorldwide
            


            
              	12.

              	GreenbergTraurig
            


            
              	13.

              	Brownstein Hyatt Farber Schreck
            


            
              	14.

              	PMA Group
            


            
              	15.

              	Alcaldes Fay
            


            
              	16.

              	Carmen Group
            


            
              	17.

              	PricewaterhouseCoopers
            


            
              	18.

              	Ogilvy Government Relations
            


            
              	19.

              	Ferguson Group
            


            
              	20.

              	Wexler & Walker Public Policy
            

          
        


        
          Source: Center for Responsive Politics (www.crp.org). Ranked by revenues, all
          years 1998–2011.
        

      

    


    
      The Foundations


      
        The power of the nation’s largest foundations derives from their financial support of projects in social
        problems, the arts, and the humanities. Actually, the foundations spend far less for research and development
        than does the federal bureaucracy. But the principal research components of the federal bureaucracy— the
        National Science Foundation and the US Public Health Service—channel most of their funds into the physical,
        biological, and medical sciences. Thus, it has been the role of the nation’s largest foundations to support and
        direct innovations in the social, intellectual, and cultural life of the nation.
      


      
        The major foundations are in the forefront of national policy-making. They channel corporate and personal
        wealth into the policy-making process, providing both financial support and direction for university research
        and the activities of various policy-planning groups (see Chapter 7).
        Foundations are tax-exempt; contributions to foundations may be deducted from corporate and individual federal
        income taxes, and the foundations themselves are not subject to federal income taxation.
      


      
        Foundations can be created by corporations or by individuals. These corporations or individuals can name
        themselves and their friends as directors or trustees of the foundations they create. Large blocks of corporate
        stock or large amounts of personal wealth can be donated as tax-exempt contributions to the foundations. The
        foundations can receive interest, dividends, profit shares, and capital gains from these assets without paying
        any taxes on them. The directors or trustees, of course, are not allowed to use foundation income or assets for
        their personal expenses, as they would their own taxable income. Otherwise, however, they have great latitude
        in directing the use of foundation monies—to underwrite research; investigate social
        problems; create or assist universities; establish think tanks; endow museums, theaters, operas, and
        symphonies; and so on.
      


      
        According to The Foundation Directory, there were 68,000 private foundations in
        2010. (There are tens of thousands of other small foundations and trusts, some established as tax dodges by
        affluent citizens and therefore not having any appreciable effect on public policy except to reduce tax
        collections.) But as in other sectors of society, foundation assets are concentrated in a small number of large
        foundations. The fifty largest, billion-dollar foundations control over half of all foundation assets in the
        nation (see Table 6.5).
      


      
        Historically, the largest and most powerful foundations have been those established by the nation’s leading
        families—Ford, Rockefeller, Carnegie, Getty, Kellogg, Hewlett, Packard, Walton, Mott, Hilton, Annenberg, Heinz,
        Mellon, Pew, Duke, and Lilly. Over the years, however, some foundations—for example, the Ford Foundation and
        the Carnegie Corporation—have become independent of their original family ties. Independence occurs when the
        foundation’s own investments prosper and new infusions of family money are not required. A number of
        foundations limit their contributions to specific fields: The Robert Wood Johnson Foundation, for example,
        sponsors research in health care, and the Lilly Endowment supports advances in education and religion. In
        contrast, the Ford and Rockefeller Foundations deliberately focus on a wide range of key national policy areas.
      


      
        The Bill and Melinda Gates Foundation dwarfs all other foundations in assets. It boasts of a global
        focus—ending world poverty, eradicating malaria, conquering polio, and so on. This global reach tends to
        dissipate the Foundation’s public policy influence. Its major impact in the United States is through its
        support of educational innovations. The Foundation is closely held by Bill and Melinda Gates themselves; Bill’s
        father, William H. Gates Sr., is a co-chair, and Warren Buffett is the only other trustee. Buffett is Chairman
        and CEO of Berkshire Hathaway and is the nation’s second-richest individual, behind only Bill Gates himself.
        Buffett gave a major portion of his own fortune to the Gates Foundation.
      


      
        The Ford Foundation plays a major role in support of the nation’s liberal organizations and institutions. But
        this was not its original aim. The Foundation was created by the Ford family in 1936 to assist Detroit-area
        hospitals and museums. Its assets were originally concentrated in Ford company stock. In 1951 Foundation
        Chairman Henry Ford II asked Robert Hutchins, Chancellor of the University of Chicago, to take over the
        Foundation and make it a national force in civic affairs. Hutchins immediately funded some projects that “the
        Chairman” did not like; he was soon replaced. With Henry Ford II’s approval, the Ford Foundation was a major
        supporter of the civil rights movement,  including organizations such as the Urban League.
        In 1966, McGeorge Bundy, National Security Advisor under Presidents Kennedy and Johnson, became the Ford
        Foundation head. Bundy gradually sold off Ford stock from the Foundation’s assets. Bundy and Henry Ford clashed
        over the liberal programs that Bundy initiated. In his resignation letter, Ford pointedly advised the
        Foundation to direct more attention to strengthening the capitalist system. “The Foundation is a creature of
        capitalism…. I’m just suggesting to the trustees and staff that the system that makes the Foundation possible
        very probably is worth preserving.”8
      


      
        
          Table 6.5
          The Billion-Dollar Foundations, 2010
        


        
          
            
              	Rank

              	Name and state

              	Assets (billions of dollars)
            


            
              	
                

              
            

          

          
            
              	1

              	Bill & Melinda Gates Foundation (WA)

              	33.9
            


            
              	2

              	Ford Foundation (NY)

              	10.8
            


            
              	3

              	J. Paul Getty Trust (CA)

              	9.3
            


            
              	4

              	Robert Wood Johnson Foundation (NJ)

              	8.5
            


            
              	5

              	W. K. Kellogg Foundation (Ml)

              	7.2
            


            
              	6

              	7David and Flora Packard Foundation (CA)

              	6.9
            


            
              	7

              	David and Lucile Packard Foundation (CA)

              	5.2
            


            
              	8

              	John D. and Catherine T. MacArthur Foundation (IL)

              	5.2
            


            
              	9

              	Gordon and Betty Moore Foundation (CA)

              	5.1
            


            
              	10

              	Lilly Endowment, Inc. (IN)

              	5.1
            


            
              	11

              	Andrew W feller Foundation (NY)

              	5.1
            


            
              	13

              	13Kresge Foundation (MI)

              	3.1
            


            
              	14

              	Kresge Foundation (Ml)

              	3.1
            


            
              	15

              	Leona M. and Harry B. Helmsley Charitable Trust (NY)

              	2.6
            


            
              	16

              	Annie E. Casey Foundation (MO)

              	2.5
            


            
              	17

              	Duke Endowment (NC)

              	2.4
            


            
              	18

              	Carnegie Corporation of New York (NY)

              	2.4
            


            
              	19

              	19Walt o nFamily Foundation, Inc. (AR)

              	2.3
            


            
              	19

              	Walton Family Foundation, Inc. (AR)

              	2.2
            


            
              	21

              	FoSusan Thompson Buffett Foundation (NE)

              	2.2
            


            
              	21

              	Foundation to Promote Open Society (NY)

              	2.2
            


            
              	23

              	Bloomberg Family Foundation, Inc. (NY)

              	2.1
            


            
              	24

              	Charles Stewart Mott Foundation (Ml)

              	2.1
            


            
              	25

              	Con r ad N . Hilton Foundation (CA)

              	2.0
            


            
              	26

              	Conrad N. Hilton Foundation (CA)

              	2.0
            


            
              	26

              	Harry and Jeanette Weinberg Foundation, Inc. (MD)

              	1.9
            


            
              	27

              	Casey Family Programs (WA)

              	1.9
            


            
              	28

              	Kimbell Art Foundation (MN)

              	1.9
            


            
              	29

              	Margaret A. Cargill Foundation (MN)

              	1.9
            


            
              	30

              	McKnight Foundation (MN)

              	1.9
            


            
              	31

              	Richard King Mellon Foundation (PA)

              	1.8
            


            
              	32

              	Ewing Marion Kauffman Foundation (MO)

              	1.7
            


            
              	33

              	John Templeton Foundation (NY)

              	1.7
            


            
              	34

              	Alfred P. Sloan Foundation (NY)

              	1.6
            


            
              	35

              	Annenberg Foundation (NY)

              	1.6
            


            
              	36

              	Doris Duke Charitable Foundation (NY)

              	1.6
            


            
              	37

              	Simons Foundation (NY)

              	1.5
            


            
              	38

              	Eli & es Broad Foundation (CA)

              	1.5
            


            
              	39

              	James Irvine Foundation (CA)

              	1.4
            


            
              	40

              	Heinz Endowments (PA)

              	1.4
            


            
              	41

              	Moody Foundation (TX)

              	1.3
            


            
              	42

              	Starr Foundation (NY)

              	1.3
            


            
              	43

              	Wallace Foundation (CO)

              	1.3
            


            
              	44

              	Anschutz Foundation (CO)

              	1.1
            


            
              	45

              	Daniels Fund (CO)

              	1.1
            


            
              	46

              	Open Society Institute (NY)

              	1.1
            


            
              	47

              	Lumina Foundation for Education, Inc. (IN)

              	1.1
            


            
              	48

              	Samuel Roberts Noble Foundation, Inc. (OK)

              	1.1
            


            
              	49

              	W. M. Keck Foundation (CA)

              	1.0
            


            
              	50

              	Michael and Susan Dell Foundation (TX)

              	1.0
            

          
        


        
          Source: Derived from data provided by the Foundation Center
          (http://foundationcenter.org). The listing includes only private foundations; community foundations are
          excluded.
        

      


      
        The Ford Foundation Board of Directors now proclaims its mission as strengthening “the
        frontiers of social change worldwide.” Among the many beneficiaries of Ford Foundation money are the
        Corporation for Public Broadcasting, AIDS education and treatment programs and organizations, the Planned
        Parenthood Federation, the Center for American Progress, the Center for Environmental Rights, Consumer
        Federation of America, American Federation of Teachers, Americans for Campaign Reform, Arab Community Center,
        Beijing University, and Brown University. The Foundation’s Board of Directors reflects the racial and gender
        diversity that the Foundation advocates for other institutions (see Figure 6.1).
      


      
        [image: Image]

        
          Figure 6.1 Inside the Boardroom: The Ford Foundation, 2012
          

        

      


      
        Bill Gates: Global
        Philanthropist


        
          The Bill Gates story is an inspirational journey in entrepreneurial America. Gates propelled himself from a
          middle-class upbringing to become the founder of the personal computer revolution, the wealthiest American,
          and the nation’s biggest philanthropist.
        


        
          Bill Gates’s father was a prominent Seattle attorney, and his mother was a bank director. Young Bill was
          enrolled in an exclusive prep school that pioneered in providing its students with time
          on a General Electric mainframe computer. Gates and a classmate, Paul Allen, excelled in writing software,
          even hacking into a corporate system to give themselves free time on the corporation’s computer. When caught,
          they offered to find bugs in the corporation’s system in exchange for computer time. Gates entered Harvard in
          1973 but spent most of his time on the University’s computer, along with a classmate, Steve Ballmer. Gates
          remained in contact with Paul Allen, who eventually lured Gates away from Harvard in 1975. Gates became
          Harvard’s most prominent dropout.
        


        
          Gates and Allen began working on software for “micro-computers.” They named their new company Microsoft. The
          company wrote code for new personal computers, developing MS-DOS and eventually partnering with IBM. MS-DOS
          made Microsoft into a major corporation; Gates was made President and Chairman of the Board. In 1985
          Microsoft launched Windows, and the Corporation soon became the dominant force in the industry. Windows
          became the standard operating system for personal computers. Indeed, when Microsoft tied its own Internet
          browser to the purchase of Windows, the US Department of Justice brought suit against the company for
          monopolistic practices. A settlement decree in 2001 is generally recognized as a Microsoft victory.
        


        
          Gates stepped down as CEO of Microsoft in 2000; by then he had become the richest American. Steve Ballmer and
          Paul Allen were among the 100 wealthiest Americans. By 2006 Gates had separated himself from day-to-day
          corporate decisions. He remains as Chairman of the Board of Directors. Gates decided to concentrate on
          philanthropy. Earlier he and his wife had established the Bill and Melinda Gates Foundation. It soon became
          the largest private foundation in the world, with global ambitions to end poverty and disease throughout the
          world. The Foundation spreads its wealth widely. It remains closely controlled by trustees Bill and Melinda;
          Warren Buffett is the only other trustee of the Gates Foundation.
        

      

    


    
      The Billion-Dollar Universities


      
        There are now over 4,000 separate institutions of higher education in America, enrolling over 6 million
        students—nearly two-thirds of all recent high school graduates. Only about one-quarter of these students are
        enrolled in private colleges and universities. The sixty-two universities listed in Table 6.6 control over two-thirds of all endowment funds in higher education
        in the nation. These universities have $1 billion or more in total endowment funds. All but sixteen of these
        sixty-two top-ranked universities are private institutions.
      


      
        
          Table 6.6
          The Billion-Dollar Universities
        


        
          
            
              	Rank

              	Institution and state

              	2010 endowment funds (billions of dollars)
            


            
              	
                

              
            

          

          
            
              	1

              	Harvard University (MA)

              	27.8
            


            
              	2

              	Yale University (CT)

              	14.1
            


            
              	3

              	Princeton University (NJ)

              	14.0
            


            
              	4

              	The University of Texas System (TX)

              	13.1
            


            
              	5

              	Stanford University (CA)

              	13.1
            


            
              	6

              	Massachusetts Institute of Technology (MA)

              	8.3
            


            
              	7

              	University of Michigan (Ml)

              	6.5
            


            
              	8

              	Columbia University (IL)

              	6.5
            


            
              	9

              	Northwestern University (IL)

              	5.7
            


            
              	10

              	Texas A&M University System and Foundations (TX)

              	5.7
            


            
              	11

              	University of Pennsylvania (PA)

              	5.7
            


            
              	12

              	University of Chicago (IL)

              	5.6
            


            
              	13

              	University of California (CA)

              	5.4
            


            
              	14

              	University of Notre Dame (IN)

              	5.2
            


            
              	15

              	Duke University (GA)

              	4.7
            


            
              	16

              	gton University inSt.Louis(MO)

              	4.5
            


            
              	17

              	Washington University in St. Louis (MO)

              	4.5
            


            
              	18

              	Cornell University ofVirginia(VA)

              	4.5
            


            
              	19

              	University of Virginia (VA)

              	3.1
            


            
              	20

              	Rice University (TX)

              	3.0
            


            
              	21

              	Vanderbilt University (TN)

              	3.0
            


            
              	22

              	Dartmouth College (NH)

              	3.0
            


            
              	23

              	University of Southern California (CA)

              	2.4
            


            
              	24

              	New York University (NY)

              	2.2
            


            
              	25

              	Johns Hopkins University (MD)

              	2.2
            


            
              	26

              	University of Minnesota and Affiliated Foundations (MN)

              	2.2
            


            
              	27

              	Brown University (RI)

              	2.2
            


            
              	28

              	University of Pittsburgh (PA)

              	2.0
            


            
              	29

              	University of North Carolina-Chapel Hill and Foundations (NC)

              	2.0
            


            
              	30

              	The Ohio State University (OH)

              	1.8
            


            
              	31

              	University of Washington (WA)

              	1.8
            


            
              	
                32
              

              	Purdue University (IN)

              	1.6
            


            
              	33

              	University of Richmond (VA)

              	1.6
            


            
              	34

              	The Rockefeller University (NY)

              	1.5
            


            
              	35

              	University of Wisconsin Foundation (Wl)

              	1.5
            


            
              	36

              	California Institute of Technology (CA)

              	1.5
            


            
              	37

              	Williams College (MA)

              	1.5
            


            
              	38

              	Boston College (MA)

              	1.5
            


            
              	39

              	Case Western Reserve University (OH)

              	1.5
            


            
              	40

              	Pomona College (CA)

              	1.5
            


            
              	41

              	Michigan State University and Foundation (MI)

              	1.4
            


            
              	42

              	Amherst College (MA)

              	1.4
            


            
              	43

              	Indiana University and Foundation (IN)

              	1.4
            


            
              	44

              	The Pennsylvania State University (PA)

              	1.4
            


            
              	45

              	University of Rochester (NY)

              	1.3
            


            
              	46

              	University of Toronto (ON)

              	1.3
            


            
              	47

              	Wellesley College (MA)

              	1.3
            


            
              	48

              	University of Illinois and Foundation (IL)

              	1.3
            


            
              	49

              	arthmore College (PA)

              	1.2
            


            
              	50

              	Smith College (MA)

              	1.2
            


            
              	51

              	Tufts College (MA)

              	1.2
            


            
              	52

              	Tufts University (DC)

              	1.2
            


            
              	53

              	The George Washington University (DC)

              	1.1
            


            
              	54

              	University of Nebraska (NE)

              	1.1
            


            
              	55

              	University of Florida Foundation (FL)

              	1.1
            


            
              	56

              	Southern Methodist University (TX)

              	1.1
            


            
              	57

              	The Kansas University Endowment Association (KS)

              	1.1
            


            
              	58

              	Georgia Tech Foundation (GA)

              	1.0
            


            
              	59

              	60Yes hiva University (NY)

              	1.0
            


            
              	60

              	Yeshiva University (DC)

              	1.0
            


            
              	61

              	Georgetown University (DC)

              	1.0
            


            
              	62

              	Washington and Lee University (VA)

              	1.0
            

          
        


        
          Source: National Association of College and University Business Officers 2011
          (www.nacubo.org).
        

      


      
        Money and prestige go together in higher education. The universities that enjoy the
        highest academic reputations are for the most part those with the largest endowments. Table 6.7 lists the nation’s universities that are generally recognized
        as the most prestigious. As we shall observe in Chapter 8, a disproportionate
        number of the nation’s top leaders attended one or another of these universities.
      


      
        The boards of trustees of these universities usually include a combination of corporate and monied elites,
        together with former governmental elites and a sample of top lawyers. Gender and racial and ethnic
        representatives are also found on most university boards (see Figure 6.2).
      


      
        Boards of regents for state universities are generally composed of individuals who
        would probably not be among the top institutional elites according to our definition in Chapter 1. Many of these regents hold directorships in smaller corporations, smaller banks,
        and smaller utility companies; they frequently have held state rather than national political office; and their
        legal, civic, cultural, and foundation affiliations are with state institutions rather than with prestigious
        and powerful national institutions.
      


      
        
          Table 6.7
          The Prestigious Universities
        


        
          
            
              	1.

              	Harvard University
            


            
              	2.

              	Yale University
            


            
              	3.

              	Columbia University
            


            
              	4.

              	Columbia University
            


            
              	5.

              	Massachusetts Institute of Technology
            


            
              	6.

              	California Institute of Technology
            


            
              	7.

              	Stanford University
            


            
              	8.

              	University of Pennsylvania
            


            
              	9.

              	University of Chicago
            


            
              	10.

              	Duke University
            


            
              	11.

              	Dartmouth College
            


            
              	12.

              	Northwestern University
            


            
              	13.

              	Johns Hopkins University

              	
            


            
              	14.

              	Washington University in St. Louis
            


            
              	15.

              	Brown University
            


            
              	16.

              	Cornell University
            


            
              	17.

              	Rice University
            


            
              	18.

              	Vanderbilt University
            


            
              	19.

              	University of Notre Dame
            


            
              	20.

              	Emory University
            


            
              	21.

              	University of California-Berkeley
            


            
              	22.

              	Georgetown University
            


            
              	23.

              	Carnegie Mellon University
            


            
              	24.

              	University of Southern California
            


            
              	25.

              	University of Virginia
            

          
        


        
          Source: Author’s rankings; see also U.S. News & World
          Report, Best Colleges 2012.
        

      


      
        University presidents, particularly the presidents of the nation’s top institutions, are frequently called on
        to serve as trustees or directors of other institutions and to serve in high government posts. Most university
        presidents today have come up through the ranks of academic administration, suggesting that universities
        themselves may offer a channel for upward mobility into the nation’s elite. We must keep
        in mind, however, that presidents are hired and fired by the trustees, not by students or faculty.
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          Figure 6.2 Harvard University Board of Overseers, 2012
          

        

      

    


    
      The Cultural Institutions


      
        The nation’s cultural life is heavily influenced by relatively few national institutions. While our selections
        are subjective, it is unlikely that any list of leading cultural institutions would not include the following:
        the Lincoln Center for the Performing Arts in New York City, home of the Metropolitan Opera, New York City
        Ballet, New York Philharmonic, and ten other constituent organizations; the Museum of Modern Art in New York
        City; the Metropolitan Museum of Art in New York City; and the Smithsonian Institution, including the John F.
        Kennedy Center for the Performing Arts and the National Symphony Orchestra, in Washington, DC.
      


      
        The Lincoln Center for the Performing Arts was founded in 1956 by John D. Rockefeller III, who arranged for
        private funding including contributions from the Rockefeller Brothers Fund. It currently has over seventy-five
        directors (only two of whom are included in our institutional elite). The Chair of the
        Lincoln Center is Katherine G. Farley, New York socialite wife of Jerry I. Speyer, Chairman and CEO of Tishman
        Speyer and Chairman of New York’s Museum of Modern Art (MOMA). Farley is also a trustee of the Mellon
        Foundation, former Chair of Women in Need, and a graduate of Brown University. She has a master’s in fine arts
        from Harvard University. The current president of the Lincoln Center is Reynold Levy, former senior executive
        of AT&T, president of the AT&T Foundation, a member of the Council on Foreign Relations, and a graduate
        of Hobart College. Levy also has a law degree from Columbia University and a PhD from the University of
        Virginia.
      


      
        MOMA is arguably the most influential institution in the world of modern art. The Museum includes paintings,
        drawings, sculptures, photography, and architecture. It was established in 1928 by Abby Aldrich Rockefeller,
        wife of John D. Rockefeller Jr. Currently its long list of trustees includes Peter G. Peterson, former Chairman
        and CEO of Lehman Brothers, a founder of the Blackstone Group, former Chairman of the Council on Foreign
        Relations, and former Secretary of Commerce under President Richard Nixon. Peterson has a BA from Northwestern
        University and an MBA from the University of Chicago. The President of MOMA is Marie Josee Kravis, a member of
        the Federal Reserve Board of New York, a member of the Council on Foreign Relations, and a board member of the
        Ford Motor Company. Kravis has degrees from the University of Ottawa (Canada). The Chairman of MOMA is Jerry
        Speyer, billionaire New York real estate mogul, former Chairman of Citigroup, a trustee of Columbia University,
        and a member of the Council on Foreign Relations. Speyer earned both a BA and an MBA from Columbia University.
      


      
        The Smithsonian Institution of Washington is the largest museum complex in the world. It is funded by the US
        government as well as by contributions, concessions, and magazine subscriptions. It publishes Smithsonian and Air and Space magazines. It is currently headed by
        G. Wayne Clough, former President of the Georgia Institute of Technology (Georgia Tech). Clough serves on the
        boards of numerous science and engineering organizations; he holds BS and MS degrees from Georgia Tech and a
        PhD from the University of California–Berkeley. The president oversees multiple museum collections, each of
        which has a separate board of trustees. The John F. Kennedy Center for Performing Arts is administered by the
        Smithsonian Institution. Its Board of Trustees includes Nancy Goodman Brinker, founder and CEO of Susan G.
        Komen for the Cure, former White House Chief of Protocol under President George W. Bush,
        and a graduate of the University of Illinois; and Jean Kennedy Smith, sister of John F. Kennedy, Robert F.
        Kennedy, and Edward M. “Ted” Kennedy and the last surviving child of Joseph P. and Rose Kennedy.
      


      
        The Metropolitan Museum of Art (the Met) in New York City contains over 2 million works, from classical
        antiquity and ancient Egypt to African, Asian, Byzantine, and Islamic art. It was founded in 1870 by an act of
        the New York state legislature. Various government officials serve ex officio as trustees.
      

    


    
      Summary


      
        The civic establishment refers collectively to the nation’s leading law firms, “fat
        cat” political contributors, influential power brokers, major foundations, and prestigious and well-endowed
        private universities.
      


      
        Money drives American politics. No one can seriously contend for high political office in the United States
        without big-money sources of campaign finance. An estimated $6 billion was spent by all presidential and
        congressional candidates in 2012. The high cost of campaigning strengthens the political power of corporations,
        banks, unions, and wealthy individuals. The Supreme Court held in 2010 that corporations and unions can spend
        whatever amount they wish on political communications during campaigns.
      


      
        At the top of the legal profession, the senior partners of the nation’s best-known law firms in New York and
        Washington exercise great power as legal representatives of the nation’s largest corporations. These
        superlawyers are frequently called on for governmental leadership, particularly when high-level, delicate
        negotiations are required. Most superlawyers have been educated at Ivy League law schools and served
        apprenticeships in governmental agencies before entering law firms.
      


      
        Washington is awash in lobbyists, agents, and lawyers, whom we have labeled collectively as the “fixers.”
        Washington’s most influential lobbying firms do most of their work for the same corporations, banks, and
        investment firms identified earlier. They frequently employ former top governmental elites to assist in
        “opening doors” in the nation’s capital.
      


      
        The power of the nation’s large foundations rests in their ability to channel corporate and personal wealth
        into the policy-making process. They do this by providing financial support and direction for university
        research and the activities of policy-oriented civic associations. There is great
        concentration of foundation assets. There is also a great deal of overlapping among the directorates of the
        leading foundations and corporate and financial institutions, the mass media, universities, policy-planning
        groups, and government.
      


      
        Money and prestige go together in higher education. The universities that enjoy the highest academic
        reputations are for the most part those with the largest endowments. And as we shall observe in Chapter 8, a relatively small number of private prestigious universities graduate a
        majority of the top leadership of the nation.
      

    

  


  
    CHAPTER 7
    

    HOW INSTITUTIONAL ELITES MAKE PUBLIC POLICY


    
      Are the major directions of public policy in America determined by a relatively small group of like-minded
      individuals interacting among themselves and reflecting their own values and preferences in policy-making? Or are
      the major directions of American policy a product of competition, bargaining, and compromise among a large number
      of diverse groups in society? Does public policy reflect the demands of “the people” as demonstrated in
      elections, opinion polls, and interest-group activity? Or are the views of “the people” easily influenced by
      communications flowing downward from elites?
    


    
      Policy as Elite Preference


      
        The elitist model of the policy process would portray policy as the preferences and values of the dominant
        elite. According to elitist political theory, public policy does not reflect demands of “the people,” but
        rather the interests, sentiments, and values of the very few who participate in the policy-making process.
        Changes or innovations in public policy come about when elites redefine their own interests or modify their own
        values. Of course, elite policy need not be oppressive or exploitative of the masses. Elites may be very
        public-regarding, and the welfare of the masses may be an important consideration in elite decision-making. Yet
        the central feature of the model is that the elites make policy, not the masses. The elite model views the
        masses as largely passive, apathetic, and ill-informed about policy. Public opinion is
        easily manipulated by the elite-dominated mass media so that communication between elites and the masses flows
        downward. The “proximate policy-makers”—the President, Congress, the courts, and bureaucracy—knowingly or
        unknowingly respond primarily to the voices of elites.
      


      
        No serious scholar today claims that the masses make policy—that each individual can participate directly in
        all of the decisions that shape his or her life. The ideal of the New England town meeting where the citizenry
        convenes periodically as a legislature to make decisions for the whole community is irrelevant in today’s
        large, complex, industrial society. Pure democracy is, and always has been, a romantic fiction. Social
        scientists acknowledge that all societies, even democratic ones, are governed by elites.
      


      
        However, the pluralist model of the policy process portrays public policy as the product of competition,
        bargaining, and compromise among many diverse groups in society. Few individuals can participate directly in
        policy-making, but they can join groups that will press their demands upon government. Interest groups are
        viewed as the principal actors in the policy-making process—the essential bridges between individuals and
        government. Public policy at any time reflects an equilibrium of the relative influence of interest groups.
      


      
        The individual can play an indirect role in policy-making by voting, joining interest groups, and working in
        political parties. Parties themselves are viewed as coalitions of groups: the Democratic Party is a coalition
        of labor, ethnic groups, blacks, Catholics, central-city residents, and intellectuals; the Republican Party is
        a coalition of middle-class, white-collar workers, rural and small-town residents, suburbanites, and
        Protestants. According to this model, mass demands flow upward through the interest groups, parties, and
        elections to the proximate policy-makers.
      

    


    
      An Oligarchic Model of National
      Policy-Making


      
        Any model of the policy-making process is an oversimplification. The very purpose of a model is to order and
        simplify our thinking about the complexities of the real world. Yet too much simplification can lead to
        inaccuracies in our thinking about reality. Some models are too simplistic to be helpful; others are too
        complex. A model is required that simplifies, yet at the same time identifies, the truly significant aspects of the policy process.
      


      
        Let us try to set forth a model of the policy-making process derived from the literature on national elites—an
        “oligarchical model of the national policy-making process.”1 Our model will be an abstraction from reality—not
        every major policy decision will conform to our model. But we think the processes described by the model will
        strike many knowledgeable readers as familiar, that the model indeed actually describes the way in which a
        great many national policies are decided, and that the model at least deserves consideration by students of the
        policy-making process.
      


      
        Our “oligarchic model” of national public policy-making is presented in Figure 7.1. The model assumes that the initial resources for research, study, planning,
        and formulation of national policy are derived from corporate and personal wealth. This wealth is channeled
        into foundations, universities, and policy-planning groups in the form of endowments, grants, and contracts.
        Moreover, corporate presidents, directors, and top wealth-holders also sit on the governing boards of the
        foundations, universities, and policy-planning groups to oversee the spending of their funds. In short,
        corporate and personal wealth provide both the financial resources and the overall direction of policy
        research, planning, and development.
      


      
        The foundations are essential linkages between wealth and the intellectual community. The foundations provide
        the initial seed money to identify social problems, to determine national priorities, and to investigate new
        policy directions. At a later period in the policy-making process, massive government research funds will be
        spent to fill in the details in areas already explored by these initial studies.
      


      
        Universities necessarily respond to the policy interests of foundations, but they also try to convince
        foundations of new and promising policy directions. Nonetheless, research proposals originating from
        universities that do not fit the previously defined “emphasis” of foundation interests are usually lost in the
        shuffle of papers. While university intellectuals working independently occasionally have an impact on the
        policy-making process, on the whole, intellectuals respond to policy directions set by the foundations,
        corporations, and government agencies that underwrite the costs of research.
      


      
        The policy-planning groups are the central coordinating points in the policy-making
        process. They bring together people at the top of the corporate and financial institutions, the universities,
        the foundations, the mass media, and the powerful law firms; the top intellectuals; and influential figures in
        the government. They review the relevant university-and foundation-supported research on topics of interest,
        but more important, they try to reach a consensus about what action should be taken on national problems under
        study. Their goal is to develop action recommendations—explicit policies or programs designed to resolve or
        ameliorate national problems. At the same time, they endeavor 
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          Figure 7.1 An Oligarchic Model of National Policy-Making
          

        

      


      
        to build consensus among corporate, financial, media, civic, intellectual, and government
        leaders around major policy directions.
      


      
        Certain policy-planning groups—notably the Council on Foreign Relations, the Business Roundtable, the Committee
        for Economic Development, the Brookings Institution, the Center for American Progress, the American Enterprise
        Institute, and the Heritage Foundation—are influential in a wide range of key policy areas. Other
        policy-planning groups—the Population Council (world population control), Resources for the Future
        (environmental concerns), and the Urban Institute (urban problems), for example—specialize in certain policy
        issues.
      


      
        Corporate representatives—company presidents, directors, or other high officials—sit on the boards of trustees
        of the foundations, universities, and policy-planning groups. The personnel interlocking among corporation
        boards, university trustees, foundation boards, and policy-planning boards is extensive.
      


      
        Policy recommendations of the key policy-planning groups are then distributed to the mass media, federal
        executive agencies, and Congress. The mass media play a vital role in preparing public opinion for policy
        change. The media define the “problem” as a problem and thus set the agenda for policy-making. They also
        encourage political personalities to assume new policy stances by allocating valuable network broadcast time to
        those who will speak out in favor of new policy directions.
      


      
        The White House staff, congressional committee staffs, and top executive administrators usually maintain close
        contact with policy-planning groups. Frequently, before the results of government-sponsored research are
        available, federal executive agencies, with the assistance of policy-planning groups, will prepare legislation
        for Congress to implement policy decisions. Particular versions of bills will pass between executive agencies,
        the White House, policy-planning groups, and the professional staffs of the congressional committees that
        eventually will consider the bills. The groundwork is laid for making policy into law. Soon the work of the
        people at the top will be reflected in the actions of the “proximate policy-makers.”
      

    


    
      The Council on Foreign Relations and the
      Trilateral Commission


      
        The center of our oligarchic model of national policy-making in the fields of foreign affairs, national
        security, and international trade is occupied by the Council on Foreign Relations and its multinational arm,
        the Trilateral Commission.
      


      
         The Council on Foreign Relations


        
          The Council on Foreign Relations (CFR) denies that it exercises any control over US foreign policy. Indeed,
          its bylaws declare, “The Council shall not take any position on questions of foreign policy and no person is
          authorized to speak or purport to speak for the Council on such matters.”2 But policy initiation and consensus-building do not require the
          CFR to officially adopt policy positions.
        


        
          CFR meetings are secret. The remarks of government officials who speak at CFR meetings are held in
          confidence. A CFR rule states:
        


        
          Full freedom of expression is encouraged at Council meetings. Participants are assured that they may speak
          openly, as it is the tradition of the Council that others will not later attribute their statements to them
          in public media or forums or knowingly transmit them to persons who will. All participants are expected to
          honor that commitment.3
        


        


        
          The history of CFR policy accomplishments is dazzling. It developed the Kellogg Peace Pact in the 1920s,
          stiffened US opposition to Japanese Pacific expansion in the 1930s, and designed major portions of the United
          Nations charter. It devised the “containment” policy to halt Soviet expansion in Europe after World War II
          and guided US policy toward the Soviet Union during the long Cold War. It laid the groundwork for the NATO
          agreement and devised the Marshall Plan for European recovery. In the Kennedy and Johnson administrations,
          the Council took the lead in formulating US policy in Southeast Asia—including both the initial decision to
          intervene militarily in Vietnam and the later decision to withdraw. Council members in the Kennedy and
          Johnson administrations included Secretary of State Dean Rusk, National Security Advisor McGeorge Bundy,
          Assistant Secretary of State for Far Eastern Affairs William P. Bundy, CIA Director John McCone, and Under
          Secretary of State George Ball.
        


        
          At this point, the CFR, which was doubtlessly relieved that Johnson and his immediate advisers were left as
          the scapegoats of the Vietnam disaster, immediately launched a new group, the “Vietnam Settlement Group,”
          headed by investment banker Robert V. Roosa and Wall Street lawyer Cyrus Vance. The group devised a peace
          proposal allowing for the return of prisoners and a stand-still ceasefire, with the Viet Cong and Saigon
          dividing the territory under their respective control. Secretary of State Kissinger avoided directly
          attributing US policy to the CFR plan, but the plan itself eventually became the basis of the January 1973
          Paris Peace Agreement.
        


        
          Following Vietnam, the CFR, under David Rockefeller’s tenure as Chairman, began its
          “1980s Project.” Money from the Ford, Lilly, Mellon, and Rockefeller Foundations provided the necessary
          resources. The project officially began in 1975 and lasted until 1980, and it included an international
          campaign on behalf of “human rights,” an effort to restrict international arms sales, and a study of
          “North-South global relations”—relations between richer and poorer countries. Upon taking office in 1977, the
          Carter administration set all these policies in motion. It restricted international arms sales, it encouraged
          private and World Bank loans to less developed countries, and, most important, it initiated a worldwide
          “human rights” campaign in which US trade and aid were curtailed in countries that did not live up to human
          rights standards. The Carter administration not only adopted the CFR programs in full but also brought CFR
          members into the government to administer these programs, including Cyrus Vance (Secretary of State), Harold
          Brown (Secretary of Defense), Walter Mondale (Vice-President), Zbigniew Brzezinski (National Security
          Advisor), W. Michael Blumenthal (Secretary of the Treasury), Sol Linowitz (negotiator of the Panama Canal
          Treaty), Andrew Young (UN ambassador), and Paul Warnke (negotiator of the SALT II Agreement).
        


        
          But the CFR itself, still under Rockefeller’s direction, gradually became aware of the crumbling foreign and
          military policies of the United States during the Carter administration. In 1980, the CFR issued a stern
          report citing “sharp anguish over Americans held hostage by international outlaws” (Iran) and “the brutal
          invasion of a strategic nation” (Afghanistan by the Soviet Union).4 It described US defenses as “a troubling question.” More important,
          the CFR announced the end of the 1980s Project, with its concern for “human rights,” and initiated a new
          study program on US-Soviet relations. Even before Carter left office, leading CFR members had decided that
          the “human rights” policy was crippling US relations with its allies but was not affecting policies in
          Communist countries. Moreover, the CFR recognized “the relentless Soviet military buildup and extension of
          power by invasion, opportunism, and proxy” and recommended that the US-Soviet relationship “occupy center
          stage in the coming decade.”5 Thus, elite support for a harder line in foreign policy and a rebuilding of
          America’s defenses had been developed through the CFR even before Ronald Reagan took office.
        


        
          The CFR announced its new hard line toward the Soviet Union in a 1981 report, The Soviet
          Challenge: A Policy Framework for the 1980s. It recommended a comprehensive, long-term military
          buildup by the United States, and it even argued that arms control should no longer be the “centerpiece” of
          US policy toward the Soviets. It also recommended that the United States be prepared to
          use force in unstable areas of the world such as the Persian Gulf.
        


        
          The Reagan administration, like those that preceded it, relied heavily on CFR advice. However, because of
          some conservative objections to the “internationalism” of the Council, CFR members on the Reagan team did not
          publicize their membership. Indeed, during the 1980 campaign, CFR and Trilateral Commission member George H.
          W. Bush was forced to resign from both organizations to deflect right-wing attacks that he was part of the
          CFR “conspiracy” to subvert US interests to an “international government.” Nonetheless, Secretary of State
          George P. Shultz, Defense Secretary Caspar Weinberger, Treasury Secretary Donald Regan, and CIA Director
          William Casey were CFR members.
        


        
          The CFR strongly supported the new thaw in US-Soviet relations, “spurred by the atmosphere of glasnost, the summit, and the Intermediate-range Nuclear Force treaty.”6 It welcomed a number of high-ranking
          Soviet officials to its meetings. NBC anchorman Tom Brokaw introduced Soviet Information Chief Gennadi
          Gerasimov, and arms negotiator Paul C. Warnke introduced chief Soviet negotiator Victor Karpov.
        


        
          The Council credited itself with the success of America’s Cold War containment policy that was first outlined
          by CFR member George Kennan in his 1947 article in Foreign Affairs. The collapse
          of the Soviet Union in 1989 and the ouster of Communist governments from Eastern European nations appeared to
          confirm the wisdom of the CFR in guiding Cold War policy over four dangerous decades.
        


        
          But the end of the Cold War caused the CFR “to formulate a new organizing principle for American activities
          overseas in place of the East-West paradigm of the Cold War.”7 Above all, the Council sought to keep the United States actively
          involved in international politics; that is, to avoid post–Cold War isolationism and “xenophobia.” Its
          members supported US aid to Russia and other former Soviet republics as well as an active US role in
          maintaining ethnic peace in the republics of the former Yugoslavia. CFR publications urged US and NATO
          involvement in Bosnia (and later Kosovo) well before Presidents Bush and Clinton sent troops to the region.
        


        
          The CFR has long supported an active US role in the Middle East. It has been mindful of the traditional US
          commitment to the safety and security of Israel. But the CFR’s close connections and interlocking leadership
          with America’s oil industry have continually guided CFR recommendations and US policy in the region. Council
          members voiced approval of President Bush’s actions in the Gulf War in 1991 to defend pro-Western
          oil-producing regimes in the region, including not only Kuwait but also Saudi Arabia, Oman, Qatar, and other
          oil-rich emirates.
        


        
          The CFR gave its full support to the initial decision to invade Iraq in 2003. Articles
          in Foreign Affairs judged Saddam Hussein as a violator of at least a dozen UN
          resolutions regarding inspections to verify Iraq’s destruction of chemical and biological weapons and its
          ending of efforts to acquire nuclear weapons. There was full agreement in the intelligence communities of the
          United States, Great Britain, and Israel that Iraq possessed weapons of mass destruction. Subsequent
          revelations regarding the absence of such weapons in Hussein’s arsenal came as an unpleasant surprise to
          America’s foreign-policy elite.
        


        
          The CFR gradually became disillusioned over the conduct of the US administration in Iraq. The CFR was
          instrumental in the creation of the Iraq Study Group, headed by CFR members James A. Baker and Lee H.
          Hamilton, with the participation of other prominent CFR members, including Lawrence S. Eagleburger, Vernon
          Jordan, Leon Panetta, and Sandra Day O’Connor. The Iraq Study Group’s report in 2006 recommended a
          redeployment of US troops to emphasize the training of Iraqi forces, turning over combat operations to these
          forces by 2008. US troops would remain in Iraq for intelligence and support efforts and for special
          operations against Al Qaeda. But President George W. Bush ignored the CFR report and chose instead to
          announce a “surge” in US troop strength designed to improve security conditions for the functioning of the
          newly elected democratic government. General David Petraeus was appointed commander of US forces in Iraq to
          oversee the surge. The surge proved successful in reducing violence in Iraq.
        


        
          President Barack Obama’s decision to remove US combat troops from Iraq by the end of 2011 was generally
          supported by America’s foreign-policy elite. However, the CFR wanted a residual US military presence in that
          country. The Obama administration tried but failed to reach an agreement with the Iraqi government to keep a
          modest contingent of US troops in Iraq.
        


        
          The CFR supported the “Arab Spring” ouster of strongmen in Tunisia, Egypt, and Libya, as well as in Syria.
          But articles in Foreign Affairs warned that democratic and secular government in
          those nations may give way to Islamic extremism. The CFR endorsed President Obama’s decision to shift
          emphasis from Iraq to Afghanistan, although the organization frequently publishes articles expressing concern
          for the future of Afghanistan. The CFR opposes UN recognition of Palestinian statehood, which it says can
          come about only as a result of negotiations with Israel. Finally, in a relatively rare venture into domestic
          American politics, the CFR expressed its concern over growing income inequality in America.
        


        
          In a 2013 editorial, CFR President Richard N. Haass (US diplomat and former Vice-President of the Brookings
          Institution) urged the United States to restrain itself in foreign
          involvements.8 On the
          surface, this nod toward isolationism would appear to contrast with the long history of the CFR. The Obama
          administration’s withdrawal from Iraq and Afghanistan and its reluctance to involve the United States in
          various Mideast conflicts (e.g., Syria, Libya, and Egypt) appear to reflect this new orientation of the CFR.
        


        
          The CFR’s principal efforts today are in support of the development of a truly global economy. It has
          repeatedly expressed its concern regarding the financial stability of the European Union. In its global
          efforts it relies heavily on its international arm, the Trilateral Commission.
        

      


      
        The Trilateral
        Commission


        
          A global economic elite has been forming in the Trilateral Commission since its
          establishment by David Rockefeller in 1973. In explaining why the Trilateral Commission was created,
          Rockefeller, in typical condescending elitist language, stated:
        


        
          Governments don’t have time to think about the broader longer-range issues. It seemed to make sense to
          persuade a group of private, qualified citizens to get together to identify the key issues affecting the
          world and possible solutions.9
        


        


        
          The Trilateral Commission has played a major role in virtually every important international agreement
          involving the industrialized democracies over the past three decades. The first contribution of the
          Commission was the initiation of regular economic summit meetings of the heads of the Western European
          nations, the United States, and Japan. These economic summits, with the support of national elites and the
          Trilateral Commission, in turn, advanced the global economy through the World Trade Organization (WTO), the
          World Bank, and the International Monetary Fund (IMF).
        


        
          Trilateral Commission members in the Obama administration include Timothy Geithner, Secretary of the
          Treasury; Susan Rice, Ambassador to the United Nations; General James L. Jones, Obama’s first National
          Security Advisor; and Richard Holbrooke, State Department Special Envoy. Robert Zolick, President of the
          World Bank, is also a member. Zbigniew Brzezinski, formerly National Security Advisor under President Jimmy
          Carter, serves as Executive Director of the Commission.
        


        
          The Trilateral Commission has roughly 400 members. Membership is divided among the Pacific Asian Group (which
          now includes members from China and India), the European Group, and the North American
          Group. David Rockefeller remains as Founder and Honorary North American Chairman. The current North American
          Chairman is the distinguished Harvard political scientist Joseph S. Nye, Dean of the John F. Kennedy School
          of Government. An executive committee includes top corporate, financial, and governmental elites from all
          three groups of nations. Members are teamed up to develop projects and reports (referred to as “Triangle
          Papers”) that set forth policy recommendations for the approval of the full Commission. Recent Triangle
          Papers include “The Global Economic Crisis,” “Engaging Iran and Building Peace in the Persian Gulf Region,”
          “Energy Security and Climate Change,” “Engaging with Russia: The Next Phase,” and “The Democracy Deficit in
          the Global Economy: Enhancing the Legitimacy and Accountability of Global Institutions.” The annual meeting
          of the Commission rotates among the three regions.
        


        
          Mass opposition to the globalism of the Trilateral Commission has been sporadic and ineffective. Mass
          demonstrations at the meeting of the WTO in Seattle in 1999 caused some embarrassment to the host committee
          (chaired by Microsoft CEO Bill Gates and Boeing CEO Philip Condit). But they failed to halt or even slow the
          inexorable movement toward globalization. The opposition includes elements of organized labor, human rights
          groups, and environmental activists.
        

      

    


    
      The Business Roundtable


      
        Corporate America has always been well represented in Washington. For many years, the US Chamber of Commerce,
        the National Association of Manufacturers, the Business Council, and hundreds of industry associations, such as
        the powerful American Petroleum Institute, have represented business in traditional pluralist interest-group
        fashion. But in the 1970s American corporate and financial elites decided they needed to come together and form
        superorganizations for national policy planning.
      


      
        The Business Roundtable was established in 1972 in the belief that business executives should take an increased
        role in the continuing debates about public policy. The Roundtable grew out of a “March Group” headed by John
        Harper, CEO of Alcoa, and Fred Borch, CEO of General Electric, who were fighting against the creation of a
        Ralph Nader–planned federal consumer protection agency. The organization is composed of the chief executives of
        the largest corporations in America and is financed through corporate membership fees. Its
        corporate members take in over $6 trillion in annual revenues and employ over 14 million people. Former DuPont
        Chairman Irving Shapiro summarized the purposes of the Roundtable: “We wanted to demonstrate that there are
        sensible human beings running big companies, people who think beyond their own interests.”10
      


      
        Why did business create this superorganization? The Business Roundtable itself says:
      


      
        
          The answer is that business leaders believed there was a need that was not being filled, and they invented
          the Roundtable to fill it. They wanted an organization in which the chief executive officers of leading
          enterprises would get together, study issues, try to come to a consensus, develop positions and advocate
          those positions. The executives who created the Roundtable believed that the U.S. economy would be healthier,
          there would be less unwarranted intrusion by government into business affairs, and the interests of the
          public would be better served if there were more cooperation and less antagonism. It was decided that one way
          business could be a more constructive force, and have more impact on government policymaking, was to bring
          the chief executives directly into the picture.
        


        
          The Roundtable therefore was formed with two major goals:
        


        
          	to enable chief executives from different corporations to work together to analyze specific issues
          affecting the economy and business, and


          	to present government and the public with knowledgeable, timely information, and with practical, positive
          suggestions for action.11

        


        

      


      


      
        In brief, traditional interest-group representation was inadequate for the nation’s top corporate leadership.
        It wished to come together itself to decide on public policy.
      


      
        High on the Roundtable’s list of priorities has been support for global trade, including the North American
        Free Trade Agreement (NAFTA) and normalization of trade relations with China. The Roundtable is far less
        enthusiastic about environmental protection and insists in its Blueprint 2000 that
        environmental protection be “linked to … economic vitality and growth … [through] free trade and technological
        innovation.”12 The
        Roundtable does not hesitate to ask Congress for protection from hostile corporate raiders. H. B. Atwater,
        Chairman and CEO of General Mills, once testified before Congress against “the abuse of capital markets … by
        the few manipulators who put companies into play for short-term financial gain.”13
      


      
        The Business Roundtable spends about $10 million per year in direct lobbying activities.
        More important, the power of the Roundtable in Washington derives from the funds member corporations pour into
        campaign chests of Congress members. Most of the money given by the Roundtable in recent elections has gone to
        Republicans. But when Democrats controlled Congress, most Democratic incumbents could count on major
        contributions from Roundtable corporations.
      


      
        In 2012, Roundtable Chairman Jim McNerney, Chairman and CEO of Boeing, chastised Washington for its failure to
        “put America on a sustainable fiscal footing and promote economic growth.”14 The Roundtable’s Road Map for
        Growth recommends reducing the corporate tax rate in order to improve America’s international
        competitiveness.15 It also
        recommends the passage of free-trade agreements, stronger educational emphasis on math and science, a
        reevaluation of financial regulations affecting private competition, and a comprehensive energy policy that
        includes coal, oil, and natural gas.
      


      
        Members of the Business Roundtable Executive Committee include:
      


      
        	David M. Cole, Honeywell


        	Andrew Liveris, Dow Chemical


        	Robert A. McDonald, Procter & Gamble


        	Harold McGraw, McGraw Hill


        	Ajay Banga, Mastercard


        	Alexander M. Cutler, Eaton


        	Bill Green, Accenture


        	Mike Morris, American Electric Power


        	Antonio Perez, Eastman Kodak

      


      

    


    
      The Brookings Institution


      
        The Brookings Institution remains the dominant policy-planning group for American domestic policy. This is true
        despite the growing influence of competing think tanks over the years. Brookings staffers dislike its
        reputation as a “liberal think tank,” and they deny that Brookings tries to set national priorities. Yet the
        Brookings Institution has been very influential in planning the war on poverty, welfare and health-care reform,
        and taxing and spending policies.
      


      
        The Brookings Institution began as a modest component of the progressive movement of the early twentieth
        century. A wealthy St. Louis merchant, Robert Brookings,16 established the Institute of Government Research in 1916 to promote “good government,” fight “bossism,” assist in municipal reform, and press for economy
        and efficiency in government. It worked closely with the National Civic Federation and other reformist,
        progressive organizations of that era. Brookings himself was appointed to the War Production Board by President
        Woodrow Wilson.
      


      
        The original trustees of Brookings included Frederic H. Delano (a wealthy banker and railroad executive, a
        member of the first Federal Reserve Board, and an uncle of President Franklin Delano Roosevelt), James F.
        Curtis (a banker and Assistant Secretary of the Treasury under President Taft), Arthur T. Hadley (president of
        Yale University), Herbert Hoover (then a self-made millionaire engineer and later Secretary of Commerce and
        President of the United States), and Felix Frankfurter (a Harvard law professor, later to become a Supreme
        Court Justice).
      


      
        The first major policy decision of the Brookings Institution was the establishment of an annual federal budget.
        Before 1921, Congress considered appropriation requests individually as they came from various departments and
        agencies. But the Brookings Institution proposed, and Congress passed, the Budget and Accounting Act of 1921,
        which created an integrated federal budget prepared in the executive office of the President and presented to
        Congress in a single budget message. This notable achievement was consistent with the early interests of the
        Brookings trustees in improving economy and efficiency in government.
      


      
        The Brookings Institution assumed its present name in 1927, with another large gift from Robert Brookings, as
        well as donations from Carnegie, Rockefeller, and Eastman (Kodak). It also added Wall Street lawyer Dean
        Acheson to its trustees; he remained until his appointment as Secretary of State in 1947. For many years, the
        full-time president and executive officer of Brookings was Robert D. Calkins, former Dean of the School of
        Business at Columbia University.
      


      
        Under the leadership of Robert Calkins, the Institution broke away from being “a sanctuary for conservatives”
        and recruited a staff of in-house liberal intellectuals. The funds for this effort came mainly from the Ford
        Foundation; later a Ford Foundation staff worker, Kermit Gordon, was named as President of the Brookings
        Institution. (He served until his death in 1977.) First under Calkins and later under Gordon, Brookings
        fashioned itself as a policy-planning organization and rapidly gained prestige and prominence in elite circles.
        When Republicans captured the presidency in 1968, Brookings became a haven for unemployed liberal Democratic
        intellectuals and bureaucrats. Charles L. Schultze, former Chairman of the Council of
        Economic Advisers, began the publication of an annual “counter-budget” as a critique of the Nixon budgets.
      


      
        President Kermit Gordon, drawing on his experience as budget director under President Johnson, pressed forward
        with the notion of an alternative to the presidential budget. Brookings staffers Charles Schultze and Alice
        Rivlin developed a proposal for a new congressional budget process and a Congressional Budget Office. In 1974,
        Congress obligingly established new budgetary procedures and created new and powerful House and Senate Budget
        Committees, with a new joint Congressional Budget Office headed, of course, by Alice Rivlin. She returned to
        Brookings in 1983 after eight years of advising Congress on budget matters.
      


      
        Brookings experienced a modest eclipse in power and influence during the 1980s. Brookings scholar Henry Aaron
        contends that social scientists generally were discredited by the failure of many of the Great Society programs
        to bring about their expected results.17 This led to a breakdown in the liberal intellectual consensus on behalf of
        government intervention to solve social problems and contributed to the rising influence of “neoconservative”
        scholars. As the leading liberal think tank, Brookings suffered the popular disillusionment incurred by liberal
        reformers. Whatever the merits of Aaron’s explanation, certainly we must add to it the disastrous economic
        performance of the 1970s—high inflation, low productivity, declining real incomes, and the general discredit
        this brought to Keynesian macroeconomics. As the Keynesians fell into disrepute, Brookings declined in
        influence. Its influence was further weakened with the coming of the Reagan administration. If Brookings was
        the sole instrument of a truly consensual elite, it would have equal influence regardless of which
        administration was in office. But in fact, Brookings’s influence was minimal during the Reagan-Bush years.
      


      
        The Clinton administration provided an opportunity for Brookings to reassert its dominant position in the
        policy-planning network. Alice Rivlin was appointed deputy director of the Office of Management and Budget
        (under director and former Congressman Leon Panetta) and helped craft the Clinton tax-increase and
        deficit-reduction legislation in 1993. Brookings staff were influential participants in developing Hillary
        Clinton’s comprehensive health-care package, and Brookings economists long supported NAFTA.
      


      
        Brookings gave limited support to President George W. Bush’s agenda, approving of the No Child Left Behind Act
        and his efforts to extend free-trade agreements throughout the Americas. Brookings supported Bush’s
        intervention in Afghanistan and efforts to destroy Al Qaeda. But Brookings opposed Bush’s large, across-the-board tax cuts and sought to curb elements of his missile defense plans that
        contradicted the 1972 ABM Treaty. Brookings appeared to follow the lead of the CFR in its initial support of
        the war in Iraq in 2003 and its later support of the Iraq Study Group report in 2006 recommending a
        “responsible” withdrawal of US combat troops.
      


      
        The new Saban Center for Middle East Policy at Brookings suggests increased emphasis on Islamic relations. The
        Center was created in 2002 with the support of Egyptian-born Jewish billionaire Hiam Saban of Los Angeles.
        Saban owns the Spanish-language television network Univision; he is listed as one of Forbes’s 400 richest Americans.
      


      
        Brookings scholar and former European Union Foreign-Policy Chief Javier Solano advised Obama to use caution in
        Syria in order to avoid alienating Russia. Brookings apparently believes that negotiations with Iran over its
        nuclear buildup may still be fruitful, and the support of Russia is necessary in dealing with Iran. When Syria
        “crossed the red line” by using chemical weapons against its rebels, Obama failed to take immediate action. On
        the domestic front, Brookings has generally supported Obama’s positions on immigration, taxes, gun control, and
        energy. However, Brookings supports a revision in the cost-of-living formula for Social Security.
      


      
        The Brookings Institution is officially governed by a fifty-person Board of Trustees (with forty-one honorary
        trustees). Trustees serve for three years and meet three times a year. It seems clear that such a large and
        rotating group has little direct control over Brookings policy. Instead, policy guidance can be attributed to:
      


      
        	Strobe Talbott. President of the Brookings Institution. Former Deputy Secretary
        of State under Bill Clinton. Former editor of Time magazine. A Yale classmate of
        Bill Clinton’s and fellow Rhodes scholar. A member of the Council on Foreign Relations and a director of the
        Carnegie Endowment. A graduate of the Hotchkiss School and Yale University.


        	David M. Rubenstein. Cofounder and Managing Director of the Carlyle Group. A
        former senior partner at Paul, Weiss, Rifkind, Wharton and Garrison. A member of the Council on Foreign
        Relations. Vice-Chairman of the Lincoln Center for the Performing Arts. A director of the Stanford Institute; a
        trustee of Duke University, Johns Hopkins University, Sloan-Kettering Cancer Center, Kennedy School of
        Government, and the Hoover Institution. A graduate of Duke University and the University of Chicago Law
        School.


        	
          John L. Thornton. Chairman of the Board of Trustees of the
          Brookings Institution. Former CEO of Goldman Sachs. A professor at Tsinghua University, Beijing. A director
          of Intel, Ford Motor, Pacific Century, ChinaNetCom, and News Corp. A member of the Council on Foreign
          Relations. A graduate of the Hotchkiss School and Harvard University, with master’s degrees from Oxford
          University and Yale University.
        

      


      

    


    
      Competition among Elites


      
        An oligarchic model does not preclude competition among elites. Not only do individuals strive for power and
        preeminence, but organizations do so as well. Competition among policy-planning organizations has grown over
        the years. The CFR and the Trilateral Commission remain preeminent in foreign affairs and international trade
        issues. But in domestic policy, the historic influence of the Brookings Institution has been challenged in
        recent decades by the development of competing organizations, notably the American Enterprise Institute and the
        Heritage Foundation on the right, and the Center for American Progress on the left.
      


      
        The American
        Enterprise Institute


        
          For many years, Republicans dreamed of a “Brookings Institution for Republicans” that would help offset the
          liberal bias of Brookings itself. In the late 1970s, the American Enterprise Institute (AEI) assumed that
          role. The American Enterprise Association, as it was first called, was founded in 1943 by Lewis H. Brown,
          Chairman of the Johns-Manville Corporation, to promote free enterprise. William J. Baroody Sr., a staffer at
          the US Chamber of Commerce, became executive director in 1962 and adopted the name American Enterprise
          Institute. William J. Baroody Jr. assumed the presidency of AEI after his father. In 1976, the AEI provided a
          temporary haven for many Ford administration refugees, including Treasury Secretary William E. Simon,
          Transportation Secretary Carla Hills, Council of Economic Advisers Chairman Herbert Stein, and AEI’s
          “Distinguished Fellow,” former President Gerald R. Ford. More important, however, the AEI began to attract
          distinguished neoconservative scholars, including sociologist Irving Kristol,
          commentator Michael Novak, economist Murray Weidenbaum (later Chairman of the Council of Economic Advisers),
          and political scientists Seymour Martin Lipset, Ben Wattenberg, James Q. Wilson, and Jeane Kirkpatrick
          (former UN ambassador). The AEI appealed to both Democrats and Republicans who were beginning to have doubts
          about big government. President William Baroody Jr. distinguished the AEI from Brookings:
        


        
          In confronting societal problems those who tend to gravitate to the AEI orbit would be inclined to look first
          for a market solution … while the other orbit people have a tendency to look for a government
          solution.18
        


        
          But Robert V. Roosa, former Chairman of the Brookings Institution and senior partner in the Wall Street
          investment firm of Brown Brothers, Harriman & Co., resented the implications that Brookings is “liberal”
          while the AEI is “conservative”:
        


        
          AEI is selling against Brookings. They don’t have to do that—they have a role to fill…. We do some things on
          the conservative side—and more now…. We say to corporations “We’re on your side too.”19
        


        


        
          AEI rose in influence in Washington during the Reagan administration. It began to set the agenda for policy
          discussions—tax reductions, deregulation, crime fighting, welfare dependency, and increased defense spending.
          Even during the Reagan years, however, AEI never quite matched the power of the Brookings Institution in the
          1960s and 1970s. Neither the Reagan administration nor the Bush administration relied directly on AEI to
          devise programs or write legislation. Instead, AEI’s influence came to rest on the high quality of its policy
          research. Its flagship bimonthly, The American Enterprise, publishes some of the
          best articles on public policy in a lively and engaging style and format. Arguably, AEI’s books and reports
          set the nation’s standard for policy work.
        


        
          AEI scholars laid the groundwork for the Welfare Reform Act of 1996. This work convinced many Democrats as
          well as Republicans in Congress that federal welfare entitlement programs, notably Aid to Families with
          Dependent Children, were contributing to family breakdown and welfare dependency. Welfare reform generally
          followed AEI-sponsored recommendations to eliminate the federal entitlement to cash aid, return welfare
          policy-making to the states, set limits on the length of time that people could be on welfare, and require
          teenage mothers to stay with their parents and in school as a condition of receiving cash aid.
        


        
          Today, AEI involves itself in a full range of US domestic-and foreign-policy areas,
          including economics, foreign and defense policy, politics and public opinion, education, health, energy and
          the environment, society, and culture. It publishes the online magazine The
          American. Approximately 185 people are employed in its headquarters in Washington.
        


        
          Among its trustees:
        


        
          	Dick Cheney. Vice-President of the United States under President George W.
          Bush. Former White House Chief of Staff under President Gerald R. Ford. Former five-term Representative from
          Wyoming. Secretary of Defense under President George H. W. Bush. Former Chairman of the Halliburton Company.
          BA and MA, University of Wyoming.


          	Kevin B. Rollins. Chairman of the Board of the American Enterprise Institute.
          Former President of Dell Computers. Former executive in Bain and Company under Mitt Romney. A trustee of
          Brigham Young University. BA and MBA, Brigham Young University.


          	Daniel D’Anielio. Cofounder of the Carlyle Group. One of Forbes’s 400 rich-est Americans. BA, Syracuse University; MBA, Harvard University.


          	John V. Faraci. Chairman and CEO of International Paper. A director of United
          Technologies. BA, Denison University; MBA, University of Michigan.


          	Raymond Gilmartin. Former President and CEO of Merck and Company. A director of
          Microsoft and General Mills. Currently a professor at Harvard Business School. BA, Union College; MBA,
          Harvard University.

        


        

      


      
        The Heritage
        Foundation


        
          Conservative ideologues have never been welcome in the Washington establishment. Yet influential conservative
          businessmen gradually came to understand that without an institutional base in Washington, they would never
          establish a strong and continuing influence in the policy network. Their estrangement from the centers of
          power was captured in a statement from the Heritage Foundation:
        


        
          In those days (1975) we jokingly used to say a phone booth was just about big enough to hold a meeting of
          conservative intellectuals in Washington…. We were considered irrelevant by the “opinion-makers” in the media
          and the powerbrokers in the Congress ignored us…. A conservative “think tank,” they said, was a contradiction
          in terms; conservatives had no ideas. History, of course, has proven them wrong.20
        


        


        
          So they set about the task of “building a solid institutional base” and “establishing a
          reputation for reliable scholarship and creative problem-solving.”21 The result of their efforts was the Heritage Foundation.
        


        
          The Heritage Foundation was the brainchild of several congressional staffers and conservative publicists,
          including Edwin Feulner and Paul Weyrich. The funding came from Colorado businessman-brewer Joseph Coors, who
          was later joined by two drugstore magnates, Jack Eckerd of Florida and Lewis I. Lehrman of New York. Heritage
          boasts that it accepts no government grants or contracts and that it has a larger number of individual
          contributors than any other think tank. Prominent among its contributors is the Richard Mellon Scaife
          Foundation (see “The ‘Vast Right-Wing Conspiracy’” later in this chapter).
        


        
          Unquestionably, competition among think tanks is affected by the outcome of national elections. The Heritage
          Foundation would have been unlikely to win much influence in Washington had Ronald Reagan not been elected
          President. Heritage boasts that its 1980 book, Mandate for Leadership, set the
          policy agenda for the Reagan years. Heritage prides itself on being “on top of the news” with quick
          backgrounders—reports and memoranda ready at the drop of a press release. Scholarly books and monographs are
          not in style at Heritage. “Marketing is an integral part of Heritage’s product,” explains former President
          Edwin Feulner. Rather, its emphasis is on current, topical, and brief analyses.
        


        
          Heritage is “unabashedly conservative.” Resident scholars at Heritage are not particularly distinguished.
          Former President Feulner explains, “AEI has the big names—the Herb Steins, the Arthur Burnses. We have young
          Ph.D.s just out of graduate school on their first or second job.”22 There is very little direct evidence of Heritage influence in
          public policy. The Reagan administration came to Washington with the most conservative agenda in fifty years.
          The Heritage Foundation helped publicize that agenda, but there are no specific policy initiatives that can
          be traced to Heritage. At its tenth anniversary banquet in 1984, Reagan hailed the Foundation as changing
          “the intellectual history of the West” and testified to its “enormous influence on Capitol Hill and—believe
          me, I know—at the White House.” George H. W. Bush was even more extravagant, telling Heritage, “You have been
          real world movers.” But these plaudits were designed more to polish the conservative images of the President
          and Vice-President than to describe the influence of Heritage. Heritage inflates its own image by taking
          credit for policies that would have been enacted anyway. Liberals unintentionally cooperate in this
          image-making by attributing sinister power to this conservative think tank.
        


        
          The Heritage Foundation “is committed to rolling back the liberal welfare state and building an America where
          freedom, opportunity, and civil society flourish.”23 Its principal publication, Policy
          Review, has gradually improved in content and quality.
        


        
          To the surprise of many conservatives, US Senator Jim DeMint (R-SC) resigned his seat in Congress to assume
          the presidency of the Heritage Foundation in 2013. DeMint had helped lead the Tea Party movement in 2010 in
          electing conservatives to Congress, including US Senators Ted Cruz (R-TX), Marco Rubio (R-FL), and Rand Paul
          (R-KY). DeMint was widely considered to be a major power broker in Washington.
        


        
          DeMint received his BA from the University of Tennessee and MBA from Clemson. He initially worked as a
          marketing and political consultant in the DeMint Group but eventually decided to run for Congress himself in
          1998. He won a tough Republican primary battle but went on to an easy victory in the general election. In
          Congress he compiled a record as a staunch conservative, representing South Carolina’s Fourth Congressional
          District. He won his Senate seat in 2004 and quickly became a leader of conservatives in that body who
          opposed federal spending increases, bank bailouts, abortion, and Obamacare. In taking over Heritage, DeMint
          promised to continue the conservative leadership that Ed Feulner had provided for three decades.
          Conservatives across the nation hoped that DeMint would succeed in expanding the influence of the Heritage
          Foundation.
        


        
          Perhaps Heritage’s most important contribution to the policy formulation process will turn out to be its
          efforts to nourish the development of a network of conservative state and local think tanks throughout the
          nation. Among the more successful of these “mini think tanks” are the Manhattan Institute in New York City,
          the Reason Foundation in Los Angeles, the Heartland Institute in Chicago, the James Madison Institute in
          Florida, and the Texas Public Policy Foundation in San Antonio. If, indeed, federalism in the American system
          is ever revived—if there is a continuing “devolution” of policy responsibilities from the government in
          Washington to the states—then the strategy of Heritage to create a network of policy-planning organizations
          throughout the states may prove farsighted.
        


        
          Among the Heritage trustees:
        


        
          	Edward Feulner. Cofounder and former President of the Heritage Foundation.
          Former congressional staff member and executive director of the Congressional Republican Study Committee. SA,
          Regis University; MBA, University of Pennsylvania Wharton School; PhD, University of Edinburgh.


          	
            Richard Mellon Scaife. Multibillionaire philanthropist from Pittsburgh,
            Pennsylvania. A director of the Hoover Institution and Pepperdine University. Owner of
            the Tribune-Review Publishing Company. One of Forbes’s 400 richest Americans.
            BA, University of Pittsburgh.
          


          	Steve Forbes. Chairman and editor-in-chief of Forbes magazine. Son of longtime Forbes publisher Malcolm Forbes.
          Unsuccessful candidate for the Republican presidential nomination in 1996 and 2000. A graduate of the Brooks
          School (Andover, Massachusetts) and Princeton University.

        


        

      


      
        The Center for
        American Progress


        
          On the left of the political spectrum is the influential Center for American Progress (CAP), the intellectual
          source of policy “change” in the Obama administration. CAP is funded largely by George Soros, the billionaire
          sponsor of MoveOn.org and other flourishing left liberal organizations (see “George Soros: Funding the Far
          Left” later in this chapter). Other heavy contributors include Hollywood producer Steve Bing and billionaire
          Peter Lewis, Chairman of the Board of Progressive Insurance. CAP was founded in 2003 by John Podesta, former
          Chief of Staff to President Bill Clinton. It is designed to give the “progressive” movement the same
          ideological influence in the Obama administration as the Heritage Foundation exercised in the Reagan
          administration. CAP promises to “engage in a war of ideas with conservatives”24 and to be more active on behalf of left liberal
          policies than the more scholarly Brookings Institution.
        


        
          CAP laid the foundation for the Obama agenda in its 665-page manifesto, Change for
          America: A Progressive Blueprint for the 44th President, published at the outset of Obama’s
          tenure.25 It includes
          fifty-seven policy reviews that make recommendations on virtually every major economic, domestic, and
          national security policy. Its authors include Elena Kagan, later to be named a Supreme Court Justice by
          Obama.
        


        
          Among its Board of Trustees:
        


        
          	Tom Daschle. Former US Senator from South Dakota. Former Senate Democratic
          Majority Leader. Four-term House member. First elected to the Senate in 1986, but lost reelection bid in
          2004. Obama nominated him for Secretary of Health and Human Services, but his nomination was withdrawn amid
          controversy. BA, University of South Dakota.


          	
            Peter Lewis. Billionaire Chairman of the Board of Progressive Insurance Company.
            A trustee of Princeton University and the Guggenheim Museum. Provided the financial
            support for the failed California Proposition 19 to legalize marijuana. BA, Princeton University.
          


          	Christie Hefner. Former Chair and CEO of Playboy Enterprises. BA, Brandeis
          University.

        


        

      

    


    
      The Liberal Establishment


      
        We contend that there is, indeed, a broad consensus among America’s leaders on fundamental values and future
        directions of the nation. Disagreement among various segments of the nation’s elite occurs within a framework
        of consensus on underlying values. The range of disagreement is relatively narrow, and disagreement is
        generally confined to means rather than ends. It is doubtful that any elite, however hierarchical, is ever free
        of competing ambitions or contending ideas. Indeed, some conflict may be essential to the health of an elite
        system. Sociologist Suzanne Keller wrote:
      


      
        The point need not be labored that doubt and conflicts are necessary: societies advance both as a result of
        achievements and as a result of disagreements and struggles over the ways to attain them. This is where power
        struggles play a major indispensable role. Loyalty to common goals does not preclude conflict over how they are
        to be realized.26
      


      
        So we expect to find conventional “liberal” and “conservative” arguments occurring within a broad and unifying
        consensus.
      


      
        The traditional philosophy of America’s elite has been liberal and public-regarding. By this we mean that
        institutional leaders have shown a willingness to take the welfare of others into account as an aspect of their
        own sense of well-being. They have been willing to use governmental power to correct perceived wrongs done to
        others. This is a familiar philosophy—elite responsibility for the welfare of the poor and downtrodden,
        particularly minority populations. The liberal establishment believes that it can change people’s lives through
        the exercise of governmental power: end discrimination, abolish poverty, eliminate slums, ensure employment,
        uplift the poor, educate the masses, and instill dominant culture values in all citizens. The prevailing
        liberal impulse is to do good, to perform public services, and to assist the poorest in society.
      


      
        Leadership for liberal reform has come from America’s upper social classes. This leadership is more likely to
        come from established “old families” rather than “newly rich,” self-made people. Before
        the Civil War, abolitionist leaders were descended from old and socially dominant northeastern families and
        were clearly distinguished from the emerging “robber barons”—the new leaders of the Industrial Revolution.
        Later, when the children and grandchildren of the robber barons inherited positions of power, they turned away
        from the Darwinist philosophy of their parents and toward the social welfarism of the New Deal. Liberalism was
        championed not by the working class but by men such as Franklin D. Roosevelt (Groton and Harvard), Adlai
        Stevenson (Choate School and Princeton), Averill Harriman (Groton and Yale), and John F. Kennedy (Choate School
        and Harvard).
      


      
        Over time the liberal establishment has become institutionalized. Harvard historian Mark Silk and his brother,
        New York Times columnist Leonard Silk, wrote of an “American Establishment” that
        “inhabited” the nation’s most influential institutions.27 The establishment is not an institution itself but a “third force” in
        American life that links together various institutions in separate segments of society. The liberal
        establishment seeks to infuse the nation’s leading institutions with a liberal public ethos, emphasizing
        tolerance, secularism, public-regardingness, and responsibility for the welfare of the masses. The leading
        institutions of the liberal establishment are identified in Table 7.1.
      


      
        
          Table 7.1
          The Liberal Establishment
        


        
          
            
              	Universities

              	Media

              	Think tanks

              	Foundations

              	The arts
            

          

          
            
              	Harvard University

              	New York Times

              	Brookings Institution

              	Ford Foundation

              	Metropolitan Museum of Art
            


            
              	Yale University

              	Washington Post

              	Council on Foreign Relations

              	Carnegie Endowment

              	Museum of Modern Art
            


            
              	Princeton University

              	Foreign Affairs

              	Committee for Economic Development

              	Twentieth Century Ford

              	Metropolitan Opera
            


            
              	Columbia University

              	NBC, MSNBC

              	Urban Institute

              	Russell Sage Foundation

              	Academy of Motion Picture Arts and Sciences (Hollywood)
            


            
              	Stanford University

              	ABC

              	

              	Rockefeller Foundation

              	
            


            
              	Brown University

              	CBS

              	

              	Hewlett Foundation

              	
            


            
              	University of Chicago

              	People for the American Way

              	

              	Kellogg Foundation

              	
            


            
              	University of California-Berkeley

              	

              	

              	Heinz Endowments

              	
            

          
        

      

    


    
      Establishment Challenges:
      The Wall Street Journal and FOX News


      
        The Wall Street Journal has been published continuously since 1889 by the Dow Jones
        Company. Clarence Barron purchased the company in 1902, and his descendants, the Bancroft family, owned Dow
        Jones until 2007. The Journal is really part of the American Establishment, but as
        a financial newspaper it has often deviated from the liberal orthodoxy. Its readership includes top corporate
        and financial elites as well as investors across the nation. Aware of its readership, it has followed an
        editorial stance best described as “independent.”
      


      
        The Wall Street Journal proclaims its support of “free markets and free people.” It
        has supported global free trade as well as open borders for immigration. (These views are not generally shared
        by conservatives.) But it has also supported lower taxes, less regulation, deficit reduction, and slower growth
        of government. Its editorials have been skeptical of the theory of global warming. Its circulation exceeds that
        of the New York Times and that of the Washington Post,
        and it has won more than its share of Pulitzer Prizes.
      


      
        The Wall Street Journal was purchased by Rupert Murdoch’s News Corp in 2007. The
        Bancroft family at first opposed the acquisition, fearing that Murdoch would transform it into a tabloid
        newspaper and tarnish its reputation in the financial world. But Murdoch has kept the editorial style of the
        newspaper, and its influence in the financial world is unchanged (see “Rupert Murdoch: Founder of FOX” in
        Chapter 4).
      


      
        FOX News represents a more direct challenge to the liberal establishment. It was deliberately designed by
        Rupert Murdoch to do so. The Australian billionaire owned successful newspapers in Australia and England, as
        well as the tabloid New York Post. Murdoch became a naturalized US citizen in 1985
        and quickly concluded that his adopted country lacked a conservative television network. While not particularly
        conservative in his own politics, Murdoch recognized an unfilled market for a conservative news network. The
        FOX News cable channel was launched in 1996; by 2010 it was the most watched cable news channel.
      


      
        FOX proclaims it provides “fair and balanced” news—“We report, you decide.” Its contention is that the
        mainstream media has a liberal bias and that FOX is merely rectifying it with its own fair and balanced
        reporting. According to FOX, if its reporting appears conservative, it is only because the country has become
        so accustomed to left-leaning media that a truly balanced network just seems conservative.
      


      
         Dueling Foundations


        
          Liberal foundations control vastly greater resources than conservative foundations. The leading liberal and
          conservative foundations are shown in Table 7.2,
          ranked by asset value in 2009. Every one of the foundations listed as liberal in Table 7.2 has a net asset value of $1 billion or more. Only three of the
          foundations listed as conservative (Walton, Templeton, and Anschutz) have more than $1 billion in
          assets.28
        


        
          The Tides Foundation offers to assist wealthy individuals as well as liberal foundations in directing grants
          toward “progressive” causes. Among its key backers are the Gates Foundation, Ford Foundation, Open Society
          Institute, Hewlett Foundation, and Kellogg Foundation. “We strengthen community-based organizations and the
          progressive movement by providing an innovative and cost-effective framework for philanthropy.”29 Many of Tides’s recipient groups
          are very radical, and donors prefer not to have their names directly linked to them.
        


        
          
            Table 7.2
            Leading Liberal and Conservative Foundations, Ranked by Asset Value
          


          
            
              
                	Rank

                	Liberal

                	Rank

                	Conservative
              


              
                	
                  

                
              

            

            
              
                	1

                	Bill & Melinda Gates Foundation

                	1

                	Walton Family Foundation
              


              
                	2

                	Ford Foundation

                	2

                	John Templeton Foundation
              


              
                	3

                	Robert Wood Johnson Foundation

                	3

                	Anschutz Foundation
              


              
                	4

                	William and Flora Hewlett Foundation

                	4

                	Samuel Roberts Noble Foundation
              


              
                	5

                	W K. Kellogg Foundation

                	5

                	Lynde and Harry Bradley Foundation
              


              
                	6

                	David and Lucile Packard Foundation

                	6

                	Smith Richardson Foundation
              


              
                	7

                	John D. and Catherine T. MacArthur Foundation

                	7

                	F. M. Kirby Foundation
              


              
                	

                	

                	8

                	Liberty Found
              


              
                	8

                	Andrew W. Mellon Foundation

                	9

                	Sarah Scaife Foundation
              


              
                	9

                	Rockefeller Foundation

                	10

                	Charles G. Koch Charitable Foundation
              


              
                	10

                	Annie E. Casey Foundation

                	

                	
              


              
                	11

                	Carnegie Corporation of New York

                	

                	
              


              
                	12

                	Simons Foundation

                	

                	
              


              
                	13

                	Heinz Endowments

                	

                	
              


              
                	14

                	Open Society Institute

                	

                	
              

            
          


          
            Note: Liberal and conservative designations by the author.
          

        

      

    


    
      George Soros: Funding the
      Far Left


      
        The far left in American politics owes much of its influence to the financial backing of the Hungarian-born
        billionaire George Soros. Soros made his billions as a currency speculator beginning in the 1970s. He spent
        much of his early philanthropy promoting change in post-Soviet countries in Central and Eastern Europe. But
        later he turned to funding organizations in the United States that were dedicated to advancing far-left causes.
        He argued in his book The Age of Fallibility that “the main obstacle to a stable
        and just world order is the United States.”30
      


      
        As a Jewish teenager during World War II, Soros managed to survive Nazi occupation of Budapest. After the war
        he immigrated to England, where an uncle paid his way to the London School of Economics. He graduated in
        philosophy in 1952. His first job was with a London merchant bank. He moved to New York City in 1956, where he
        worked as a currency trader. By 1970 he was ready to found his own firm, Soros Fund Management. Soros was
        immensely successful in speculating in world currencies. He made billions in financial manipulations in England
        in 1992, and in Malaysia and Thailand in 1997. He was convicted of insider trading by a French court in 2002.
      


      
        Following the collapse of communism in 1989, Soros began philanthropic funding of educational institutions in
        his native Hungary. He founded the Open Society Institute, which eventually supported projects in more than
        sixty countries around the world. Soros was credited with playing a significant role in the transition from
        communism to capitalism in Central and Eastern Europe and in Russia itself. In the United States he was named a
        director of the CFR. But he remained a critic of American politics and confidently predicted the crisis of
        global capitalism—an issue that became the title of his 1998 book.31
      


      
        In pursuit of his agenda to reshape American politics, Soros helped fund the creation of several influential
        political organizations, including the Center for American Progress, MoveOn.org, America Coming Together,
        Democracy Alliance, Drug Policy Alliance, and the Institute for New Economic Thinking (see Figure 7.2). Other major contributors included Peter Lewis (Progressive
        Insurance), Linda Pritzker (Hyatt Hotels), and Steve Bing (Hollywood film producer).
      


      
        CAP is perhaps the most powerful Soros-funded organization. It was created in 2003 as a “progressive”
        alternative to conservative think tanks such as the Heritage Foundation and AEI, and even the liberal Brookings
        Institution. Its founder and president is John Podesta, who served as White House Chief of  Staff under President Bill Clinton. The Center’s activities include a daily e-mail newsletter,
        The Progress Report, and a daily blog about global warming, Climate Progress. It engages in direct lobbying through the CAP Action Fund. It also sponsors a
        campus outreach program, Campus Progress, to assist left-leaning students at
        universities across the country in publishing campus newspapers, inviting liberal speakers to campus, and
        holding a National Student Conference each year.
      


      
        [image: Image]

        
          Figure 7.2 The Soros Network
          

        

      


      
        More importantly, CAP is the principal intellectual source of policy “change” for the Obama administration. In
        2009 the Center laid out a complete blueprint for the administration entitled Change for
        America. It included the policy recommendations of 57 “progressive” policy advocates (including now
        Supreme Court Justice Elena Kagan). The key elements of virtually all of President Obama’s policy initiatives
        can be found in the 665-page volume.32
      


      
        MoveOn.org is a “progressive” policy advocacy group that started in 1998 as an e-mail petition to Congress to
        “move on” from efforts to impeach President Bill Clinton. Its early success in gaining petition signatures led
        to the creation of a MoveOn.org political action committee (PAC), which proceeded to raise millions of dollars
        for liberal Democratic candidates across the nation. George Soros was among its early financial supporters, but
        today MoveOn claims that most of its support comes from its over 5 million members. MoveOn also produces
        television ads, Internet downloads, and newspaper op-ed pieces. In 2007 it ran a full-page ad in the
        New York Times questioning the personal integrity of General
        David Petraeus, labeling him “General Betray Us.” The ad prompted the Congress of the United States to pass a
        resolution condemning attacks on the general’s honor and integrity.
      


      
        America Coming Together was a liberal political action organization that concentrated on getting-out-the-vote
        efforts. It was funded by George Soros and several labor unions. It was particularly active in the 2004
        congressional and presidential elections. But it closed down following Federal Elections Commission charges of
        violations of federal campaign-finance laws.
      


      
        The Drug Policy Alliance has led the nationwide effort to decriminalize marijuana use. It was organized in 2000
        under the leadership of noted Princeton political scientist Ethan Nadelmann. It has been influential in passing
        medical marijuana bills in several states, as well as in establishing drug courts giving nonviolent drug
        offenders rehabilitative treatment rather than jail sentences. The Drug Policy Alliance was the principal force
        behind California’s Proposition 19 in 2010, which would have legalized recreational use of marijuana; the
        referendum failed by a relatively close vote.
      


      
        The Democracy Alliance was formed in 2005 by George Soros to organize business and philanthropic leaders who
        share a commitment to “progressive change making.” It directs millions in financial donations to progressive
        organizations. It boasts of playing a leadership role in building the movement infrastructure needed to execute
        and advance a progressive agenda.
      


      
        The Institute for New Economic Thinking was created by George Soros to bring about change—“new economic
        thinking”—to the economics profession. Apparently dissatisfied with conventional economics, the Institute seeks
        a “fundamental shift in economic thinking” by awarding grants to individual economists and teams of economic
        researchers who propose research in new economic thinking. It seeks to bring teachers and students “out from
        the shadows of prevailing economic thought” toward solutions to the great challenges of the twenty-first
        century.
      

    


    
      The “Vast Right-Wing Conspiracy”


      
        When Hillary Clinton complained that a “vast right-wing conspiracy” was behind the effort to impeach her
        husband, she no doubt had in mind the network of conservative foundations, think tanks, civic and cultural
        organizations, media outlets, and university-based programs that have arisen in recent years to advance
        conservative policy ideas. The conservative policy network (see Figure 7.3) is far 
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          Figure 7.3 The “Vast Right-Wing Conspiracy”
          

        

      


      
        less moneyed and influential than the long-established liberal foundations and think tanks
        such as Ford, Rockefeller, Carnegie, and Brookings. Nevertheless, it has succeeded in creating new policy
        agendas in social welfare, federal entitlements, privatization of public functions, charter schools and
        vouchers, deregulation, market approaches to environmental protection, community policing and prison building,
        devolution of policy responsibilities to the states, and the content of television and motion picture
        productions.
      


      
        The principal funding of the conservative policy network comes from four sources: the Scaife Foundations,
        headed by billionaire Richard Mellon Scaife; the Lynde and Harry Bradley Foundation in Milwaukee, Wisconsin;
        the Koch Family Foundations, headed by oil magnates David and Charles Koch; and the Adolph Coors Foundation,
        established by Colorado beer mogul Joseph Coors.
      


      
        Scaife Family
        Foundations


        
          Richard Mellon Scaife is the great-grandnephew and inheritor of the riches of one of the founders of
          America’s steel industry, Andrew Mellon. The Mellon family fortunes remain tied to USX (formerly United
          States Steel), Mellon Bank and Trust, and Alcoa. According to former House Speaker Newt Gingrich, Scaife
          “really created modern conservatism.” Scaife was an early and heavy contributor to GOPAC, the political fund
          that helped make Gingrich Speaker of the House in 1994. His foundations (Sarah Scaife Foundation, Scaife
          Family Foundation, Carthage Foundation, and Allegheny Foundation) have contributed large sums to a variety of
          organizations, including the Heritage Foundation, AEI, and the Hoover Institution on War, Revolution and
          Peace at Stanford University. His Allegheny Foundation has given millions to the redevelopment of his
          hometown of Pittsburgh.
        


        
          But it was Scaife’s bankrolling of several organizations involved in the movement to impeach President Bill
          Clinton that won him the enmity of Hillary Clinton. Scaife contributed heavily to the magazine American Spectator and its “Arkansas Project” that began the investigation into Clinton’s
          early sexual indiscretions. Scaife is a major benefactor of the public policy school at Pepper-dine
          University—the school that offered Independent Counsel Kenneth Starr a plush deanship that he intended to
          take after Clinton’s impeachment but was forced by bad publicity to turn down. Scaife money also found its
          way to the once-little-known Rutherford Institute, which provided the funding for Paula Jones to bring her
          suit for sexual harassment against Bill Clinton while he was Governor of Arkansas. It is
          doubtful that Clinton would have been impeached by the US House of Representatives without the resources
          supplied by Richard Mellon Scaife.
        

      


      
        Bradley
        Foundation


        
          The Lynde and Harry Bradley Foundation has skillfully directed its limited resources to advance conservative
          policy initiatives. (Brothers Lynde and Harry made their fortune in electronic and radio components and then
          sold their successful corporation to Rockwell International, the aerospace and defense industry
          conglomerate.) The Foundation was instrumental in creating the first public educational school voucher
          program in its hometown of Milwaukee, Wisconsin. The Milwaukee program has now become the model for the
          school voucher movement throughout the nation. The Bradley Foundation was also an early major sponsor of
          National Empowerment Television (NET), the conservative movement’s cable television outlet.
        


        
          The Bradley Foundation publicly laments the flow of authority in the nation “toward centralized,
          bureaucratic, service-providing institutions” that treat citizens as “clients.” It seeks to “reinvigorate and
          reempower the traditional, local institutions—families, school, churches, and neighborhoods.”33 In addition to heavy support of
          the AEI and the Heritage Foundation in Washington, the Bradley Foundation has attempted to fund a variety of
          state-level conservative think tanks, including the Hudson Institute (Indiana), the Manhattan Institute (New
          York), the Heartland Institute (Illinois), and the Wisconsin Policy Research Institute. It also funds
          conservative scholars through fellowship grants that it offers to both think tanks and universities: Bradley
          Fellows are funded at the Ethics and Public Policy Center in Washington, George Mason University, Georgetown
          University, the Heritage Foundation, New York University, Stanford University, the University of Chicago, and
          the University of Wisconsin–Milwaukee, among others. The Bradley Foundation also helps support the National
          Association of Scholars in its nationwide effort to organize college and university faculty to fight
          “political correctness” on campus.
        


        
          The Bradley Foundation has also funded individual scholars who have produced influential books on public
          policy. It funded Charles Murray’s book Losing Ground, which helped inspire the
          welfare reform movement, and his coauthored controversial book The Bell Curve,
          which argues among other things that efforts to train and educate the least intelligent people in society are
          bound to fail.34 In Murray’s 2012 book, Coming Apart, he argues that white America is
          increasingly dividing itself into a “narrow elite” and a new lower class that diverge in core behaviors and
          values.35
        

      


      
        Koch Family
        Foundations


        
          Koch Industries, an oil, natural gas, and land management company, is one of the largest privately owned
          companies in America. Three family foundations are operated by the Kochs (the Charles G. Koch, David H. Koch,
          and Claude R. Lambe Foundations). These Foundations constitute the principal financial backing for the
          libertarian movement in America.
        


        
          The major beneficiary of the Koch Foundations has been the CATO Institute, a small think tank committed to
          libertarian ideas. It came to Washington in 1981 as an offspring of the Libertarian Party but gradually
          entered mainstream policy debates with free-market, limited-government, and antiregulatory studies and
          recommendations. (It is named for Cato’s Letters, libertarian pamphlets that were
          distributed in the American colonies in the early 1700s and played a major role in laying the philosophical
          foundation for the American Revolution.) According to the CATO Institute, “A pervasive intolerance for
          individual rights is shown by government’s arbitrary intrusion into private economic transactions and its
          disregard for civil liberties.”36 True to its own beliefs, the Institute accepts no government funding.
        


        
          Mainstream conservatives generally applaud CATO’s efforts to free the economy from government intervention
          and reduce taxes and the size of government. But they cringe at CATO’s positions on social policy—for
          example, its call to legalize drugs. CATO also opposes spending for national defense and foreign aid, and it
          urges a general withdrawal of the United States from world politics. It publishes the CATO Policy Review as well as the more scholarly CATO Journal.
        


        
          In 2012 the Koch brothers, Charles and David, filed suit to capture control of CATO following the death of
          Chairman Emeritus William A. Niskanen. The suit was opposed by longtime CATO President Edward H. Crane, who
          claimed that the Koch brothers would refocus CATO away from its libertarian roots. Eventually the dispute was
          settled; Crane retired, and John V. Allison, former CEO of BB&T bank, was named CATO President.
        


        
          The Koch Foundations also support Reason magazine, a media outlet for libertarian
          ideas, as well as the Institute for Justice, a libertarian public interest law firm in
          Washington. They also channel funds into grants and fellowships for conservative university programs, notably
          the Institute for Humane Studies at George Mason University.
        

      


      
        Adolph Coors
        Foundation


        
          The Adolph Coors brewing company of Colorado was founded in 1873 by Adolph Coors Sr., and it has remained a
          family-owned company. The Adolph Coors Foundation, headed by descendants Joseph and William Coors, emerged in
          the 1970s as a major source of funding for the conservative policy agenda.
        


        
          The initial funding for the establishment of the Heritage Foundation came in 1973 from Joseph Coors; he was
          assisted in this effort by two drugstore magnates, Jack Eckerd of Florida and Lewis I. Lehrman of New York.
          They were not satisfied with the more moderate neoconservatism of the AEI. They deliberately recruited
          younger and more passionate writers to Heritage. They wanted a think tank that would be “on top of the news”
          and always ready to provide a quick backgrounder for reporters.
        


        
          It was Coors Foundation money that helped underwrite the successful effort to thwart the Equal Rights
          Amendment (ERA). The Foundation was a major supporter of Phyllis Schlafly’s Eagle Forum, which led the
          opposition in the states to the ratification of the ERA. The Foundation has also provided major funding for
          Accuracy in Media, an organization formed to combat liberal bias in the media, and for the Free Congress
          Foundation, an active ideological interest group in Washington, DC.
        

      

    


    
      The “Proximate Policy-Makers”


      
        The activities of the “proximate policy-makers”—the President, Congress, federal agencies, congressional
        committees, White House staff, and interest groups—in the policy-making process are described in countless
        textbooks. The term “proximate policy-maker” is derived from political scientist Charles E. Lind-blom, who uses
        it merely to distinguish between citizens and elected officials: “Except in small political systems that can be
        run by something like a New England town meeting, not all citizens can be the immediate, or proximate, makers
        of policy. They yield the immediate (or proximate) task of decision to a small
        minority.”37 In typically
        pluralist fashion, Lindblom views the activities of the proximate policy-makers as the whole of the
        policy-making process. But our oligarchic model of public policy-making views the activities of the proximate
        policy-makers as only the final phase of a much more complex process. This is the open, public stage of
        policy-making, and it attracts the attention of the mass media and most political scientists. This public phase
        of policy-making is much easier to study than the private actions of corporations, foundations, universities,
        policy-planning groups, and mass media executives. Most pluralists concentrate their attention on this phase of
        public policy-making and conclude that it is simply a process of bargaining, competition, and compromise among
        governmental officials.
      


      
        Undoubtedly, bargaining, competition, persuasion, and compromise over policy issues continue throughout this
        final law-making phase of policy-making. This is particularly true in the formulation of domestic policy; by
        contrast, the President is much freer to pursue elite recommendations in foreign and military policy areas
        without extensive accommodation of congressional and interest-group pressures. Of course, many elite
        recommendations fail to win the approval of Congress or even of the President in the first year or two they are
        proposed. Conflict between the President and Congress, or between Democrats and Republicans, or liberals and
        conservatives, and so forth, may delay or alter the final actions of the proximate policy-makers.
      


      
        But the agenda for policy consideration has been set by other elites before the proximate policy-makers become
        actively involved in the policy-making process. The major directions of policy change have been determined, and
        the mass media have prepared the public for new policies and programs.
      


      
        Members of Congress, the President, and White House staff must be mindful of the policy concerns of the heavy
        campaign contributors who put them in office and keep them there. The same institutional elites who provide the
        funds for the policy-making process also provide the funds for the electoral process. There can be little
        surprise that the enactments of the proximate policy-makers do not vary much from the preferences of the
        elites.
      


      
        The formal law-making process concerns itself with details of public policy: Who gets the “political” credit,
        what agencies get control of the program, and exactly how much money will be spent? These are not unimportant
        questions, but they are raised and decided within the context of policy goals and directions that have already
        been determined. These decisions of the proximate policy-makers tend to center on the means rather than the
        ends of public policy.
      

    


    
      Summary


      
        Pluralist scholars focus their attention on the activities of the proximate policy-makers—the President,
        Congress, the courts, and bureaucracy. They observe competition, bargaining, and compromise among and within
        these public bodies over specific policies and programs. They observe the roles of parties, interest groups,
        and constituents in shaping the decision-making behavior of these proximate policy-makers. But it is quite
        possible that the activities of the proximate policy-makers are merely the final phase of a much more complex
        structure of national policy formation.
      


      
        Our oligarchic model of national policy-making attempts to trace elite interaction in determining the major
        directions of national policy. It portrays the role of the proximate policy-makers as one of implementing
        through law the policies that have been formulated by a network of elite-financed and elite-directed
        policy-planning groups, foundations, and universities. The proximate policy-makers act only after the agenda
        for policy-making has been set, the major directions of policy changes have been decided, and all that remains
        is the determination of programmatic specifics.
      


      
        The initial resources for research, study, planning, and formulation of policy come from donations of corporate
        and personal wealth. These resources are channeled into foundations, universities, and policy-planning groups.
        Moreover, top corporate elites sit on the governing boards of these institutions to help determine how their
        money will be spent. The policy-planning groups—such as the CFR, the Trilateral Commission, the Business
        Roundtable, the Brookings Institution, AEI, the Heritage Foundation, and CAP—play a central role in bringing
        together individuals at the top of the corporate and government worlds, the foundations, the law firms, and the
        mass media, in order to reach a consensus about policy direction.
      

    

  


  
    CHAPTER 8
    

    THE STRUCTURE OF
    INSTITUTIONAL POWER


    
      Power in America is organized into large institutions, private as well as public—corporations, banks, investment
      firms, governmental bureaucracies, media empires, law firms, universities, foundations, think tanks, and cultural
      and civic organizations. The nation’s resources are concentrated in relatively few large institutions, and
      control over these institutional resources is the major source of power in society. The people at the top of
      these institutions—those who are in a position to direct, manage, and guide institutional programs, policies, and
      activities—compose the nation’s elite.
    


    
      Questions in Elite Research


      
        Our selection of positions of institutional power involved many subjective judgments, but it provides a
        starting place for a systematic inquiry into the character of America’s elite structure and allows us to
        investigate a number of important questions.
      


      
        Hierarchy or
        Polyarchy?


        
          Is there a convergence of power at the top of an institutional structure in America, with a single group of
          individuals—recruited primarily from industry and finance—who occupy top positions in
          corporations, education, government, foundations, civic and cultural affairs, and the military? Or are there
          separate institutional structures, with elites in each sector of society having little or no overlap in
          authority and many separate channels of recruitment? In short, is the structure of power in America a
          hierarchy or a polyarchy?
        

      


      
        A Ruling Class or an
        Open Leadership System?


        
          Are there opportunities to rise to the top of the institutional structure of America for individuals from all
          classes, races, religions, and ethnic groups, through multiple career paths in different sectors of society?
          Or are opportunities for entry into top circles limited to white, Anglo-Saxon, Protestant, and upper-class or
          upper-middle-class individuals whose careers are based primarily in industry and finance?
        

      

    


    
      Convergence or Specialization at the
      Top?


      
        Social scientists have differed over the extent of elite convergence. A hierarchical
        model implies that a relatively small group of individuals exercises authority in a wide variety of
        institutions—forming what has been called a “power elite.” In contrast, a polyarchical
        model implies that different groups of individuals exercise power in various sectors of society and
        acquire power in separate ways.
      


      
        The hierarchical model derives from the familiar “elitist” literature on power. Sociologist C. Wright Mills
        argued that “the leading men in each of the three domains of power—the warlords, the corporation chieftains,
        and the political directorate—tend to come together to form the power elite of America.”1 According to Mills, leadership in
        America constitutes “an intricate set of overlapping cliques.” And Floyd Hunter, in his study Top Leadership, U.S.A., concluded: “Out of several hundred persons named from all sources,
        between one hundred and two hundred were consistently chosen as top leaders and considered by all informants to
        be of national policy-making stature.”2 The notion of interlocking directorates has widespread currency in the power
        elite literature. Gabriel Kolko writes that “interlocking directorates, whereby a director of one corporation
        also sits on the board of one or more other corporations, are a key device for
        concentrating corporate power.”3 The hierarchical model also implies that top leaders in all sectors of
        society—including government, education, civic and cultural affairs, and politics—are recruited primarily from
        business and finance.
      


      
        In contrast, pluralist writers have implied a polyarchical leadership structure, with different sets of leaders
        in different sectors of society and little or no overlap, except perhaps by elected officials responsible to
        the general public. According to this view, leadership is exercised in large measure by “specialists” who limit
        their participation to a narrow range of societal decisions. These specialists are believed to be recruited
        through separate channels—not drawn exclusively from business and finance. Generally, pluralists have praised
        the dispersion of authority in American society. Robert A. Dahl wrote: “The theory and practice of American
        pluralism tends to assume, as I see it, that the existence of multiple centers of power, none of which is
        wholly sovereign, will help (may indeed be necessary) to tame power, to secure the consent of all, and to
        settle conflicts peacefully.”4
      

    


    
      “Interlockers” and “Specialists”


      
        “Interlockers” are those elite members who hold two or more top positions in the nation’s largest corporations,
        financial institutions, media corporations, prestigious law firms, universities, foundations, think tanks, and
        civic and cultural organizations. “Specialists” are individuals who hold only one top position. Many
        specialists may hold other corporate directorships, governmental posts, or civic, cultural, or university
        positions, but not in the large institutions that we have identified. Thus, our specialists may hold a wide
        variety of lesser positions: directorships in corporations below the top 100, positions on governmental boards
        and commissions, trusteeships of less well-known colleges and foundations, and directorships of less
        influential civic and cultural organizations.
      


      
        Interlocking directorships appear to be declining over time. In 1970, we estimated from our own data that about
        20 percent of all top leaders were inter-lockers. In the 1980s we found that about 15 percent of the nation’s
        elite held more than one top position at a time. But today we estimate that only about 10 percent of the
        directors of the nation’s largest corporations and financial institutions are interlocked
        with other top positions. Recent decades have brought added responsibilities to the boardroom (see Chapter 2). The result has been a decline in the number of directorships that an
        individual can comfortably handle. Leading business sources report a new reluctance on the part of corporate
        leaders to assume more than two corporate directorships at a time.5 Thus, increasing proportions of top leaders are “specialists.”
      


      
        Interlockers may be only a small percentage of the total number of leaders we identified, but they are in a
        unique position to communicate and coordinate the activities of a variety of institutions. Virtually every
        major corporation in America is interlocked with a significant number of other corporations and financial
        institutions as well as civic, cultural, and educational institutions.
      


      
        Interlocking is more prevalent among financial institutions. Table 8.1 shows the total interlocks for the directors of Goldman Sachs.
      


      
        
          Table 8.1
          Goldman Sachs Corporate Interlocking
        


        
          
            
              	Corporate interlocks

              	Directors

              	Civic interlocks
            


            
              	
                

              
            

          

          
            
              	British Petroleum

              	Inside

              	Council on Foreign rookingsInstitution (two)
            


            
              	General Motors

              	Lloyd C. Blankfein, Chairman and CEO
            


            
              	Sara Lee

              	Brookings Institution (two)
            


            
              	Target (two)

              	Gary D. Cohn, President

              	Business Council
            


            
              	ExxonMobil

              	John H. Ryan, Presiding Director

              	Carnegie Endowment
            


            
              	Novartis

              	Harvard Law School
            


            
              	Honeywell

              	

              	Cornell Medical School
            


            
              	Four-Star

              	Outside—corporate finance

              	University of Chicago
            


            
              	Gannett

              	Stephen Friedman, Stone Point Capital

              	New York University Medical School
            


            
              	United Health
            


            
              	Fannie Mae

              	James A. Johnson, Johnson Capital

              	American University
            


            
              	DuPont

              	Sloan Kettering
            


            
              	Kraft

              	Lois D. Juliber, Colgate-Palmolive

              	Aspen Institute
            


            
              	Colgate-Palmolive

              	Columbia University
            


            
              	Mittal Steel

              	James J. Schiro, Zurich Financial

              	American Red Cross
            


            
              	PepsiCo

              	

              	Wellesley College
            


            
              	PricewaterhouseCoopers

              	Outside—global

              	Northwestern University
            


            
              	

              	Claes Bahlback, Investor AB (Sweden)

              	Cleveland Clinic
            


            
              	

              	St. John’s University
            


            
              	

              	Lakshmi N. Mittal, Mittal Steel (India)

              	
            


            
              	

              	
            


            
              	

              	Outside—public interest

              	
            


            
              	

              	William W. George, Harvard Business School

              	
            


            
              	

              	
            

          
        

      

    


    
      Elite Recruitment:
      Getting to the Top


      
        Social scientists have studied data on the social backgrounds of corporate and governmental leaders for many
        years. But there is still disagreement on the interpretation of the data. A “ruling class” school of thought
        stresses the fact that elites in America are drawn disproportionately from among wealthy, educated, socially
        prominent, “WASP” groups in society. Many of the elite have been educated at a few esteemed private prep
        schools and have gone to Ivy League colleges and universities. They have joined the same private clubs, and
        their families have intermarried. Ruling-class social scientists infer that these similarities contribute to
        cohesion and consensus among the institutional leaders in America.6
      


      
        By contrast, pluralists describe an open leadership system that enables a significant number of individuals
        from the middle and lower classes to rise to the top. High social background, or wealth, or WASPishness
        itself does not provide access to top leadership positions. Instead, top
        institutional posts go to individuals who possess outstanding skills of leadership, information, and knowledge
        and the ability to organize and communicate. Admittedly, opportunities to acquire such qualities for top
        leadership are unequally distributed among classes. But lower-class origin, the pluralists believe, is not an
        insurmountable barrier to high position.
      


      
        Pluralists also argue that social background, educational experience, and social group membership are poor
        predictors of decision-making behavior. Members of the social elite often hold very different views about
        policy questions. Thus, pluralists argue that the class homogeneity among top leaders that is reported in many
        social background studies is meaningless, since the class background/decision-making behavior linkage is weak.
      


      
        Classical elitist writers such as Mosca acknowledge that some “circulation of elites” is essential for the
        stability of a political system. The opportunity for the brightest among the lower classes to rise to the top
        siphons off potentially revolutionary leadership, and the elite system is actually strengthened when talented
        and ambitious individuals enter top positions. The recruitment of some non-upper-class individuals to elite
        positions may be essential to society, because these individuals bring new and different perspectives to
        societal problems.7 Thus, we
        would expect to find some recruitment of non-upper-class individuals to elite positions even in an essentially
        hierarchical society. The question remains, how much opportunity exists in America for middle-and lower-class
        individuals to climb to the top?
      


      
        What do we know about the people who occupy top institutional positions in American society? Over the years
        studies have consistently shown that top institutional leaders are atypical of the American public.8 They are recruited from the well-educated, older, affluent, urban, white, and
        upper-class or upper-middle-class male populations of the nation. We had expected our top institutional elites
        to conform to the pattern, and we were not at all disappointed.
      

    


    
      The Education of Elites


      
        A striking characteristic of elites in America is the concentration of their higher education in a few
        prestigious universities. Indeed, we are able to identify roughly 50 percent of our top elites as having
        received degrees from one or another of just twelve universities: Harvard, Yale, Princeton, Columbia,
        Pennsylvania, Stanford, Chicago, Berkeley, Johns Hopkins, MIT, Cornell, and Northwestern. (These are earned
        degrees only; there are a host of honorary degrees that were not counted.) Over 20 percent of our top elites
        received a degree from Harvard University. Elites in America are notably “Ivy League” (see Table 8.2).
      


      
        All of our top leaders are college educated (with one exception, Oprah Winfrey). Over half hold advanced
        degrees. MBAs and law degrees prevail, but PhDs are not infrequent.
      


      
        We suspect that a considerable number of top elites are “preppies,” individuals who attend a prestigious
        private prep school before entering college. Perhaps 10 percent of our elites attended such schools as Groton,
        Hotchkiss, Phillips Exeter, Loomis, Andover, and Choate. It is difficult to confirm preppy backgrounds because
        relatively few elites list their prep schools in public biographies.
      


      
        
          Table 8.2
          Elite Education
        


        
          
            
              	

              	Twelve prestigious universities1

              	Harvard University2
            


            
              	
                

              
            

          

          
            
              	Corporate

              	48.5%

              	20.0%
            


            
              	Financial

              	60.0%

              	20.0%
            


            
              	Government

              	50.0%

              	35.0%
            


            
              	Other3

              	66.0%

              	35.0%
            

          
        


        
          
            1 Harvard, Yale, Princeton, Columbia, Pennsylvania, Stanford, Chicago, Berkeley,
            Johns Hopkins, MIT, Cornell, Northwestern.
          


          
            2 Degrees include BA, MBA, LLB, and PhD.
          


          
            3 Including media, law, foundations, universities, and civic and cultural
            organizations.
          

        

      

    


    
      Women at the Top


      
        Over time, the “glass ceiling” that has kept women out of top corporate, financial, and government positions
        has developed serious cracks. It is true, of course, that the nation’s institutional elite remains
        predominantly male. But in both private and public sectors of the nation’s leadership, women have made
        significant advances. Overall, about 20 percent of top corporate leaders are women (see Table 8.3).9
      


      
        It is now common for corporations and banking boards to include two or three women. But most of these women are
        outside directors, appointed because a firm believes it should have women on its board. Relatively few women
        are inside directors or CEOs.
      


      
        However, the list of women serving as CEOs of Fortune 500 corporations is expanding (see Figure 8.1). Some of these women head firms that primarily serve women
        customers, for example, Andrea Jung of Avon and Irene Rosenfeld of Kraft Foods. But others have reached the
        pinnacle of power in America’s leading corporations, for example, Ellen Kullman, DuPont; Ursula Burns, Xerox;
        Virginia Rometty, IBM; Meg Whitman, Hewlett-Packard; Indra Nooyi, PepsiCo; and Lynn Elsenhans, Sunoco. (Two of
        these corporations had women CEOs in 2000: Xerox had Anne Mulcahy as its CEO, and Hewlett-Packard had Carly
        Fiorina. And two of these corporate chieftains tried to enter politics: Carly Fiorina as the unsuccessful
        Republican candidate for US Senate from California in 2010, and Meg Whitman as the unsuccessful Republican
        candidate for Governor of California that same year.)
      


      
        Women have been somewhat more successful in the mass media than in industry or banking. Among our media elites:
      


      
        	Oprah Winfrey. Chairman and CEO of Harpo Films and the Oprah Winfrey Network.
        Publisher of O, The Oprah Magazine. Former longtime host of The Oprah Winfrey Show. One of Forbes’s 500 richest Americans. No
        college degree.


        	Arianna Huffington. President and editor-in-chief of the Huffington Post Media
        Group. BA (economics), Cambridge University.

      


      


      
        
          Table 8.3
          Elite Women
        


        
          
            
              	

              	Percent women
            


            
              	
                

              
            

          

          
            
              	Corporate

              	19.0
            


            
              	Financial

              	14.0
            


            
              	Government

              	20.0
            


            
              	Other

              	31.0
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          Figure 8.1 Women Corporate Chiefs
          

        

      


      
        The nation’s prestigious universities have led the way in appointing women to presidencies
        and boards of trustees. Overall, about 25 percent of the governing trustees of the nation’s leading
        universities are women. Prominent among women presidents:
      


      
        	Drew Gilpin Faust. President of Harvard University. Distinguished historian. A
        trustee of Bryn Mawr College, the Mellon Foundation, and the National Humanities Center. AB, Bryn Mawr; PhD,
        University of Pennsylvania.


        	Ruth J. Simmons. President of Brown University (First African American President
        of an Ivy League University). Former President of Smith College. Former Dean at Princeton University. Former
        director of Texas Instruments, Goldman Sachs, and Pfizer. A member of the Council on Foreign Relations. BA,
        Dillard University; MA, PhD, Harvard University.


        	Shirley M. Tilghman. President of Princeton University. A trustee of the Carnegie
        Endowment. BS, Queens University (Ontario); PhD, Temple University (biochemistry).


        	Amy Gutman. President of the University of Pennsylvania. Former Provost of
        Princeton University. A director of Carnegie Corporation and Vanguard Group. BA, Radcliffe College; MS, London
        School of Economics; PhD, Harvard University.


        	Susan Hockfield. President of the Massachusetts Institute of Technology. Former
        Provost of Yale University. BS, University of Rochester; PhD, Georgetown School of Medicine
        (neurobiology).

      


      


      
        Women are frequently encountered on the boards of trustees of leading foundations. Currently, the nation’s two
        leading policy-forming foundations, Ford and Rockefeller, are chaired by women:
      


      
        	Irene Hirano Inouye. Chairman of the Board of the Ford Foundation. President of
        the US-Japan Council. Spouse of the late US Senator Daniel Inouye (D-HI). Former President of the Japanese
        American National Museum. A trustee of the Kresge Foundation and the Smithsonian Institution. SA and MPA,
        University of Southern California.


        	Judith Rodin. President of the Rockefeller Foundation. Former President of the
        University of Pennsylvania. A director of Citigroup, American Airlines, Comcast, Aetna, and EDS. SA, University
        of Pennsylvania; PhD, Columbia University.

      


      


      
        Women have made greater inroads in government than in the corporate world. Women’s major
        gains in government have occurred in both Republican and Democratic administrations. Women were well
        represented in the Reagan, Bush, and Clinton administrations, and they are well represented in the Obama
        Cabinet (see Figure 8.2).
      


      
        [image: Image]
        

        [image: Image]

        
          Figure 8.2 Prominent Women in the Cabinet
          

        

      


      
        Women leaders, like their male counterparts, are disproportionately upper class in social
        origin. More than half of the nation’s women leaders attended prestigious private colleges. About one-quarter
        of them attended one of the “Seven Sisters”: Vassar, Radcliffe, Smith, Wellesley, Barnard, Bryn Mawr, or Mt.
        Holyoke. Another one-quarter attended one of the traditional prestigious private
        universities: Harvard, Yale, Chicago, Stanford, Columbia, Cornell, Northwestern, Princeton, Johns Hopkins, or
        Pennsylvania.
      


      
        The educational level of top women leaders is very high: Nearly half possess earned master’s or doctorate
        degrees, and an additional quarter possess law degrees. (Honorary degrees were not counted.) Thus, 71 percent
        of the women leaders earned advanced degrees; the comparable figure for male leaders is 55 percent. This
        strongly suggests that women need more education than men to compete effectively for top posts.
      

    


    
      African Americans at the Top


      
        There are relatively few African Americans in positions of power in corporate America. While it is true that
        many Fortune 500 corporations include one or more African Americans on their boards of directors, only a
        half-dozen were listed as Chairman or CEO of a Fortune 500 corporation in 2011:
      


      
        	
          Ursula Burns. Chairman and CEO of Xerox Corporation. (See Figure 8.1.)
        


        	Kenneth C. Frazier. President and CEO of Merck. Career as Merck executive and
        general counsel. A trustee of Penn State University. BA, Penn State; LLB, Harvard Law School.


        	Rodney O’Neal. President and CEO of Delphi Corporation. Career as General Motors
        executive. A director of Sprint Nextel and Goodyear Tire and Rubber. BA, Kettering University; MBA, Stanford
        University.


        	Ronald A. Williams. Chairman and CEO of Aetna. A director of American Express.
        BA, Roosevelt University; MS, Massachusetts Institute of Technology.


        	Clarence Otis. President and CEO of Darden Restaurants. Former Associate Counsel,
        Donovan Leisure Newton & Irvine. Former Vice-President, Chemical Bank. BA, Wheaton College; LLB, Stanford
        University Law School.


        	Kenneth I. Chenault. Chairman and CEO of American Express. Former Associate
        Counsel, Rogers & Wells. Cochair of the Business Roundtable. A member of the Council on Foreign Relations.
        A director of IBM. BA, Bowdoin College; LLB, Harvard Law School.

      


      
        Even before the election of Barack Obama as President of the United States, African Americans had made
        considerable progress in achieving high positions in governmental circles, certainly more so than in the
        corporate and financial worlds. Recent presidential administrations have included African Americans in the Cabinet. Perhaps the most prominent were Colin Powell and Condoleezza Rice, both serving as
        Secretary of State.
      


      
        The leading African American appointee in the Obama administration is Attorney General Eric Holder. Holder
        received his bachelor’s and law degrees from Columbia University and initially served in the Justice
        Department. He was appointed by President Ronald Reagan as a judge on the Superior Court of the District of
        Columbia. He resigned as a judge to serve as US Attorney for the District of Columbia under President Bill
        Clinton. In 2001 he joined the prestigious New York law firm of Covington and Burling. He remained in private
        practice until his appointment in 2009 as Attorney General under President Barack Obama. He has been at the
        center of several controversies, such as the pending trials of Guantanamo Bay detainees, including Kalid Sheikh
        Mohammed, and Operation Fast and Furious, where thousands of guns were sent by the Bureau of Alcohol, Tobacco,
        Firearms and Explosives (ATF) to Mexican drug cartels.
      

    


    
      Social Clubs


      
        The overwhelming majority of those who hold top positions in America belong to one or more social clubs.
        Indeed, we estimate that one-third of the people at the top belong to just a very few prestigious private
        clubs, such as the Links and the Knickerbocker in New York, and the Metropolitan, Cosmos, and Burning Tree in
        Washington. The importance of these clubs in developing elite consensus and cohesion is the subject of a great
        deal of speculation. E. Digby Baltzell wrote: “At the upper class level in America … the club lies at the very
        core of the social organization of the access to power and authority.”10 Ferdinand Lundberg wrote: “The private clubs are the most ‘in’
        thing about the … elite. These clubs constitute the societal control centers of the elite.”11 Perhaps the most persuasive case for
        the importance of such private social clubs is set forth by sociologist G. William Domhoff:
      


      
        The Bohemian Grove [a luxury retreat on 2,700 acres of giant redwoods maintained by the Bohemian Club of San
        Francisco], as well as other watering holes and social clubs, are relevant to the problem of class cohesiveness
        in two ways. First, the very fact that rich men from all over the country gather in such close circumstances as
        the Bohemian Grove is evidence of the existence of a socially cohesive upper class. It demonstrates that many
        of these men do know each other, that they have face-to-face communications, and that they
        are a social network. In this sense we are looking at [clubs] as a result of social
        processes that lead to class cohesion. But such institutions also can be viewed as facilitators of social ties.
        Once formed, these groups became another avenue by which the cohesiveness of the upper class is
        maintained.12
      


      
        It is our judgment, however, that club membership is a result of top position-holding in the institutional
        structure of society rather than an important independent source of power. An individual is selected for club
        membership after acquiring an important position in society; position and power do not come as a result of club
        memberships. Personal interaction, consensus-building, and friendship networks all develop in the club milieu,
        but the clubs merely help facilitate processes that occur anyway.
      

    


    
      The Private Companies


      
        Our focus on the top of the institutional structure in America is consistent with our thesis that great power
        is institutionalized. Nevertheless, we acknowledge that private companies in America play an important economic
        role and often act politically to influence events. By “private companies,” we are referring to companies owned
        by one individual or family or a very small number of shareholders, and whose stock is not traded publicly on
        stock market exchanges. The nation’s largest private companies are listed in Table 8.4.
      


      
        
          Table 8.4
          America s Largest Private Companies
        


        
          
            
              	1.

              	Cargill (agribusiness)
            


            
              	2.

              	Koch Industries (chemicals, pipelines, refineries)
            


            
              	3.

              	Mars (candy, pet foods)
            


            
              	4.

              	PricewaterhouseCoopers (accounting)
            


            
              	5.

              	Publix (supermarkets)
            


            
              	6.

              	Bechtel (worldwide construction)
            


            
              	7.

              	Ernst & Young (accounting)
            


            
              	8.

              	C & S (food, groceries)
            


            
              	9.

              	SemiGroup (oil and gas)
            


            
              	10.

              	Meiger (merchandise, groceries)
            


            
              	11.

              	Trump Organization (real estate)
            

          
        

      


      
        Established corporations, banks, law firms, and civic organizations usually profess a concern for the public
        interest and a devotion to the “corporate conscience.” But these sentiments are found less often among
        independent entrepreneurs. Self-made tycoons are frequently less public-regarding and social welfare oriented
        than more established elites. They are more likely to share with “classical” economists,
        for example, Nobel Prize–winning Milton Friedman, the belief that entrepreneurs best serve the nation by
        pursuing profit, increasing productivity, and striving for optimum efficiency.
      


      
        Koch
        Industries


        
          Koch Industries is a privately held multinational conglomerate headquartered in Wichita, Kansas. Its core
          industries are refining, chemicals, fertilizers, pipelines, pulp, and paper. It also owns the Georgia Pacific
          Railroad. Its founder, Fred C. Koch, made his fortune by developing an innovative crude oil–refining process.
          He was an MIT graduate who failed to find a buyer for his refining process during the Great Depression. He
          went to Russia in the 1930s, but he soon came to despise Stalin and communism. He died in 1967. His sons
          Charles G. Koch, currently Chairman of the Board and CEO of Koch Industries, and David H. Koch, Executive
          Vice-President, bought out their brothers in 1983 to establish exclusive control over the Corporation.
          Charles G. Koch received a bachelor’s and two master’s degrees from MIT; David H. Koch also received a
          bachelor’s and master’s degrees from MIT.
        


        
          Koch Industries has had its problems with government regulatory bureaucracies and federal courts. A 1996 gas
          pipeline explosion killed two teenagers and led to the largest wrongful death award in corporate history.
          Various oil spills have incurred fines and settlements with the US Justice Department. And Koch Industries is
          regularly at war with the Environmental Protection Agency over air and water pollution.
        


        
          The Koch brothers are political libertarians who believe strongly in lower taxes, less government regulation,
          and minimal social services. They finance a vast array of conservative and libertarian organizations. (See
          “The ‘Vast Right-Wing Conspiracy’” in Chapter 7.) Charles Koch is a
          prominent philanthropist who has donated millions to civic, charitable, and artistic organizations, including
          the Lincoln Center for the Performing Arts, the American Museum of Natural History, the Metropolitan Museum
          of Modern Art, and the Memorial Sloan-Kettering Cancer Center. David Koch is a heavy contributor to MIT,
          Johns Hopkins School of Medicine, MD Anderson Cancer Center, Prostate Cancer Foundation, and the American
          Museum of Natural History (sponsoring the Koch Dinosaur Wing). He was the 1980 Libertarian Party candidate
          for Vice-President; the platform promised to abolish Social Security, the Federal Reserve Board, and most
          federal regulatory agencies.
        

      


      
         Bechtel Corporation


        
          The Bechtel family continues to control a little-known corporate colossus— the Bechtel Corporation, the
          world’s largest construction company. As a family-owned corporation, it refuses to divulge to the Securities
          and Exchange Commission (SEC) or other prying bureaucracies its real worth. The Corporation’s founder,
          Stephen D. Bechtel, built the Hoover Dam, and he and his son, Stephen D. Bechtel Jr., built the San Francisco
          Bay Area Rapid Transit (BART) system and the Washington, DC, Metro subway system.
        


        
          The senior Bechtel never obtained a college degree but acquired his engineering know-how on the job. Stephen
          D. Bechtel Jr. received an engineering degree from Purdue University in 1946 after serving in the US Marine
          Corps during World War II. He worked in many positions in the Corporation before replacing his father as
          chairman. Today the CEO is Riley P. Bechtel, grandson of the founder. A graduate of the University of
          California–Davis, with MBA and JD degrees from Stanford University, he is a member of the Trilateral
          Commission.
        


        
          The Bechtel Corporation built an entire industrial city (Jubayl in Saudi Arabia); a copper industry including
          mines, railroads, and smelters in Indonesia; and the world’s largest hydroelectric system in Ontario, Canada.
          It participated in the construction of the Channel Tunnel, the Hong Kong International Airport, and Boston’s
          Big Dig. Bechtel also builds nuclear reactors for US Navy ships. Bechtel was fired as the principal
          contractor for the Trans-Alaska pipeline when cost overruns first occurred, but the final price turned out to
          be much higher than the original estimate, and it appeared in retrospect that Bechtel would have done a more
          cost-effective job if it had been allowed to complete the work. But Bechtel had come under fire for its role
          as principal contractor for rebuilding Iraq. Portions of the Big Dig collapsed in Boston, resulting in
          lawsuits against the Corporation.
        


        
          Bechtel has recruited established leaders to assist with its far-flung enterprises. Before he became
          Secretary of State, George Shultz served as President of the Bechtel Corporation. And before he became
          Secretary of Defense, Caspar Weinberger served as Vice-President of Bechtel.
        

      

    


    
      The Trump Organization


      
        The Trump Organization is a closely held limited liability corporation with Donald Trump as Chairman and CEO.
        It is engaged in a wide variety of enterprises, but luxury real estate is the core of the
        Organization. Among its holdings are Trump Tower and the World Trump Tower in New York; Trump Taj Mahal in
        Atlantic City, New Jersey; and Trump Plaza and the Mar-a-Lago Club in Palm Beach, Florida. The Trump
        Organization has been developing Trump Towers in Chicago, Honolulu, Fort Lauderdale, and Toronto, Canada. The
        Organization owns Miss Universe, Miss USA, and Miss Teen USA.
      


      
        Trump does not own all the buildings and businesses that use his name. Indeed, selling the Trump name is a
        major source of income for the Trump Organization. On the brink of personal bankruptcy several times in the
        1990s, Trump was forced to cede partial ownership of some of his properties to banks and investors.
      


      
        Trump has authored fifteen books on business and public affairs, starting with his best seller The Art of the Deal and continuing with his 2012 advice to the nation, Time to Get Tough.13 Trump stars as himself in the television series The
        Apprentice.
      


      
        Donald Trump started with a mere $50 million—a stake derived from his father’s modest yet successful New York
        building and real estate business. He turned this stake into $1 billion before reaching age thirty. “I gave
        Donald free rein,” said his father. “He has great vision and everything he touches seems to turn to gold.
        Donald is the smartest person I know.”14
      


      
        Young Donald attended private schools in New York City and graduated from New York Military Academy as an honor
        cadet. As a boy he reportedly hung around his father’s construction sites. He started college at Fordham
        University in New York, but at his father’s urging he transferred to the Wharton School at the University of
        Pennsylvania, where he was often bored in his classes. He renovated property in his spare time, worked in his
        father’s office during summers, and absorbed the real estate business. At twenty-two, with his Wharton School
        degree in hand, he was ready to rebuild New York City. He convinced his father to remortgage apartment
        buildings to generate cash for expansion. Donald Trump wanted to leave the “outer boroughs”—Queens, the Bronx,
        Brooklyn—to invade Manhattan.
      


      
        Trump had already developed a reputation as the boy wonder of New York real estate when the opportunity arose
        to become a true real estate mogul. In 1974 New York City was on the verge of bankruptcy, and one of the
        nation’s oldest corporate institutions—the Penn Central railroad—was already bankrupt. Other Manhattan real
        estate owners were liquidating their holdings or lying low waiting for more promising times. Then Donald Trump
        appeared, in his early trademark burgundy-colored suits and matching shoes, and his
        initials “DLT” on his shirts, cuff links, and chauffeur-driven Cadillac limousines, offering to buy Penn
        Central’s Manhattan properties. These he purchased for Depression-era prices, and he proceeded to develop, in a
        deal with the Hyatt Corporation, his first major hotel, the Grand Hyatt. Trump was twenty-eight years old when
        he negotiated these deals and then pushed major tax abatement for his new buildings through City Hall.
        Construction of the magnificent Trump Tower in Manhattan quickly followed, and then Trump turned his sights on
        Atlantic City. The voters of New Jersey passed a referendum permitting casino gambling in the dilapidated old
        resort city. Trump moved in quickly, obtained the necessary casino license from the state, and built the
        dazzling casino-hotel Harrah’s. He purchased Resorts International, retained its Taj Mahal property in Atlantic
        City, and sold its remaining casinos to game-show mogul Merv Griffin. In one of his failures, he created the
        United States Football League (USFL) to challenge the NFL for the allegiance of the nation’s professional
        football fans; his team, the New Jersey Generals, prospered but the league floundered.
      


      
        Trump considered a run for president of the United States in the 2012 election. He campaigned briefly as a
        Republican, and actually led in several national polls in early 2011. He was a leading exponent of the
        “birther” issue—arguing that President Obama failed to prove that he was born in the United States, a
        constitutional requirement for the presidency. Trump’s candidacy was set back when Obama eventually provided a
        Hawaii birth certificate. Trump’s stump speech included attacks on the Peoples Republic of China for its
        currency manipulation leading to an imbalance in trade with the United States. He also lambasted the
        Organization of the Petroleum Exporting Countries (OPEC) and called for US energy independence. Later he
        announced that he would not run for president, yet he still denounced the Obama presidency as “a complete and
        total disaster.”
      

    


    
      Class: A Touchy Subject


      
        All known societies have some system of ranking individuals along a superiority-inferiority scale. Yet in
        America, the ideological assertion “All men are created equal” is so pervasive that people are reluctant to
        even acknowledge the existence of social classes. Most Americans describe themselves as “middle class”; nearly
        nine out of ten choose “middle class” when they are asked in surveys to choose between upper, middle, and lower
        class. Sociologists use measures of occupation, income, and education to assess class position and to study
        social classes.
      


      
        America’s upper classes avoid using the term “class” altogether. Upper-class members
        discuss class in subtle terms (“all of us,” “old families”)15; lower-class members discuss class in terms of humor and derision (“snobs,”
        “fat cats,” “fancy pants”). The middle class prefers to avoid the topic altogether. The lower classes believe
        class is defined by the amount of money a person has; the middle class grants that money has something to do
        with it but thinks that education and occupation are more important; and the upper class thinks that taste,
        values, style, and behavior define class, regardless of money or education or occupation.16
      


      
        The ambiguities about class in America make it difficult to assess the role of class in elite composition. We
        must avoid the circularity of saying “The power elite is the upper class” and then defining the upper class as
        “the power elite.” We have already defined our elite as individuals who occupy the top positions in the
        institutional structure of society. Certainly these people are granted high status and accorded great deference
        by virtue of the institutional positions they occupy. But their institutional status cannot itself be
        synonymous with upper social class; upper social class must have some independent meaning if it is to have any
        meaning at all.
      


      
        One of the few class analysts to recognize this distinction between class and power is sociologist G. William
        Domhoff:
      


      
        The upper class as a whole does not rule. Instead class rule is manifested through the activities of a wide
        variety of organizations and institutions…. Leaders within the upper class join with high-level employees in
        the organizations they control to make up what will be called the power elite. This
        power elite is the leadership group of the upper class as a whole, but it is not the same thing as the upper
        class. It is the members of the power elite who take part in the processes that maintain the class
        structure.17
      


      


      
        To demonstrate upper-class “dominance” of the elite, Domhoff employs several upper-class “indicators”: (1) a
        listing in the Social Register, (2) attendance at a private prestigious preparatory
        school, or (3) membership in a private prestigious club. But Domhoff fails to acknowledge that a listing in the
        Social Register and membership in a prestigious club usually come to an individual
        after he or she has attained high institutional position. In other words, one may
        attain these indicators of upper social class as a result of climbing the institutional ladder from a
        middle-class background. We certainly cannot contend that the upper class “dominates” the elite if it turns out
        that elite membership is what determines upper-class status.
      


      
        The only way to avoid circularity in studying the class composition of an elite group is
        to focus on social origins. Are top institutional positions largely limited to the sons and daughters of
        upper-class families? Our own estimate is that approximately 30 percent of our
        total institutional elite is upper class in social origin. This estimate derives from a sample of our elite for
        whom we endeavored to learn their parents’ class circumstances. We attributed upper-class
        social origin on the basis of the following: (1) attendance at a private prestigious preparatory school,
        (2) parent is an officer or a director of a major corporation, bank, insurance company, or utility, (3) parent
        is a high government official or general in the military, (4) parent is an attorney in a top law firm, a
        newspaper owner or director, a university president, or a trustee of a university, foundation, or major civic
        or cultural association.
      


      
        Certainly individuals with upper-class family origins are disproportionately represented in institutional
        leadership positions. (Far less than 1 percent of the general population would meet our definition of
        upper-class origin.) But we cannot conclude that the upper class “dominates” on the basis of our estimate of 30
        percent upper-class origins. On the contrary, 70 percent of our institutional elite appeared to be middle class
        in family origin; their parents were able to send them to college, but there is no indication that their
        parents ever achieved high institutional positions.
      

    


    
      Summary


      
        Several key questions confront research on America’s elite structure. Is institutional power structured
        hierarchically, with a single group of individuals recruited primarily through business and finance at the top?
        Or is it polyarchical, with separate institutional elites functioning in separate sectors of society and
        recruited from a variety of backgrounds? Are there opportunities to rise to elite positions from relatively
        modest social backgrounds, or are elite positions largely reserved for the offspring of the nation’s upper
        classes? Is interaction among elites primarily consensual, or are there serious conflicts over the goals and
        purposes of society?
      


      
        Our institutional approach to power in America indicates considerable concentration of resources in industry,
        banking, finance, government, the media, foundations, and civic organizations. There are about 4,000 leadership
        positions in all of these institutional sectors combined. This is a tiny proportion of the nation’s 310 million
        people, but it is a larger number of elites than that reported by earlier researchers.
      


      
        Elites are drawn disproportionately from among the well-educated, older, affluent, white,
        and upper-class or upper-middle-class male populations of the nation. However, there is considerable upward
        mobility in American society— opportunities for individuals from relatively modest backgrounds to enter elite
        circles.
      


      
        Elites are notably “Ivy League.” Roughly 50 percent of the nation’s top leadership received degrees from one or
        another of just twelve universities: Harvard, Yale, Princeton, Columbia,
        Pennsylvania, Stanford, Chicago, Berkeley, Johns Hopkins, MIT, Cornell, and Northwestern.
      


      
        Institutional elites are predominantly male. About 20 percent of the nation’s top leaders are women. However,
        the list of women serving as CEOs of Fortune 500 corporations is expanding. And women are more prevalent in the
        mass media, universities, foundations, and civic and cultural organizations. Women have made their greatest
        inroads in government in both Republican and Democratic administrations. The overall educational background of
        women elites is even higher than that of male elites.
      


      
        While many Fortune 500 corporations include one or more African Americans on their boards of directors,
        relatively few African Americans are listed as Chairman or CEO. But African Americans have achieved high
        positions in government, even before the election of Barack Obama as President of the United States.
      


      
        While great power is institutionalized in public corporations, a few privately held companies still compete for
        power and influence. Among the nation’s largest private companies are Koch Industries, the Bechtel Corporation,
        and the Trump Organization.
      


      
        Americans are reluctant to acknowledge the existence of social classes. Most describe themselves as
        “middle-class.” By definition, the institutional elites we have identified belong to the upper class. But most
        elites started life in the middle classes. We estimate only about 30 percent of the total institutional elites
        are upper class in social origin.
      

    

  


  
    CHAPTER 9
    

    INSTITUTIONAL ELITES IN AMERICA


    
      Although a great deal has been written about “the power elite,” much of it has been speculative, impressionistic,
      and polemical. Serious difficulties confront the social scientist who wishes to move away from anecdote and
      ideology to serious scientific research on national elites—research that “names names,” attempts operational
      definitions, develops testable hypotheses, and produces some reliable information about national leadership.
    


    
      Defining Institutional Power


      
        The first task confronting social science is to develop an operational definition of national elite. Such a
        definition must be consistent with the notion that great power resides in the institutional structure of
        society; it must also enable us to identify by name and position those individuals who possess great power in
        America. Our own definition of a national institutional elite produced elite
        positions. Taken collectively, individuals in these positions controlled the 100 largest corporations with over
        half of the nation’s corporate assets, they controlled the twenty largest Wall Street banking and investment
        firms with over half of the nation’s financial assets, and they controlled the fifteen largest insurance
        companies with more than half of all insurance assets. They controlled the nation’s television networks,
        influential newspapers, and the major media conglomerates. They directed the nation’s largest and most
        prestigious law firms and lobbying firms, they made the heaviest political contributions,
        they controlled the nation’s most heavily endowed and most prestigious universities, and they directed the 50
        largest foundations with over half of the nation’s private foundation endowments. And they occupied key federal
        government positions in the executive, legislative, and judicial branches.
      


      
        Who are the people at the top of the institutional structure of America? How did they get there? What are their
        educational backgrounds? How concentrated or dispersed is their power? How much cohesion or competition
        characterizes their interrelationships? How do they go about making important policy decisions or undertaking
        new policy directions?
      

    


    
      Hierarchy and Polyarchy among Institutional
      Elites


      
        Before summarizing our data on institutional elites, it might be helpful to offer some theoretical perspectives
        on our findings by suggesting why we might expect to find evidence of either
        hierarchy or polyarchy in our results.
      


      
        European social theorists—notably Weber and Durkheim—provide theoretical explanations of why social structures
        become specialized in advanced societies and why coordination mechanisms are required. These theorists suggest
        that increasing functional differentiation of elites occurs with increasing
        socioeconomic development. In a primitive society, it is difficult to speak of separate economic, political,
        military, or administrative power roles; in primitive life, these power roles are merged together with other
        roles, including kinship, religion, and magical roles. But as separate economic, political, bureaucratic, and
        military institutions develop, and as specialized power roles are created within these institutions, separate
        elite groups emerge at the top of separate institutional structures. The increased division of labor, the scale
        and complexity of modern social organizations, and the specialization in knowledge all combine to create
        functional differentiation among elites. This suggests polyarchy among elites in an advanced society such as
        the United States.
      


      
        Yet even though specialized elite groups are required to direct relatively autonomous institutional sectors,
        there must also be some social mechanisms to coordinate the exercise of power by various elites in society.
        This requirement of coordination limits the autonomy of various institutional elites. Social theory does not
        necessarily specify how coordination of power is to be achieved in modern society. Nor does it specify how much
        unity is required to maintain a relatively stable social system or, conversely, how much
        competition can be permitted. Certainly there must be some coordination if society is to function as a whole.
        The amount of coordination can vary a great deal, however, and the mechanisms for coordination among elites
        differ from one society to another.
      


      
        One means of coordination is to keep the relative size of elite groups small. This smallness itself facilitates
        communication. If relatively few people are directing institutional activity, then these people can have
        extraordinary influence on national policy. What’s more, the small size of these groups means that
        institutional leaders are known and accessible to each other. Of course, policy-planning groups, governmental
        commissions, and advisory councils, or informal meetings and conferences, are instrumental in bringing
        “specialists” together. But how small is America’s elite? C. Wright Mills, perhaps wisely, avoids any estimate
        of the size of “the power elite”; he says only that it is “a handful of men.”1 Floyd Hunter estimates the size of “top leadership”
        to be “between one hundred and two hundred men.”2 We have already indicated that our definition of the elite produces an
        estimated size of 4,000 positions—considerably more than implied in the power elite literature, but still few
        enough to permit a great deal of personal interaction.
      


      
        Another coordinating mechanism is to be found in the methods by which elites are recruited. The fact that
        elites who are recruited to different institutional roles share the same educational backgrounds should provide
        a basis for understanding and communication. Social homogeneity, kinship links, similarity of educational
        experience, and common membership in clubs all help promote unity of outlook. Yet at the same time we know that
        a certain amount of “circulation of elites” (upward mobility) is essential for the stability of a social
        system. This means that some heterogeneity in social background must be tolerated. But again social theory
        fails to quantify the amount of heterogeneity that can be expected.
      


      
        Still another form of coordination is a general consensus among elites on the rules to resolve conflicts and to
        preserve the stability of the social system itself. Common values serve to unify the elites of various
        institutional systems. Moreover, agreement among elites to abide by the rule of law and to minimize violence
        has a strong utilitarian motive, namely, to preserve stable working arrangements among elite groups. Finally,
        unifying values also legitimize the exercise of power by elites over masses. So the preservation of the value
        system performs the dual function of providing the basis of elite unity, while at the same time rationalizing
        and justifying for the masses the exercise of elite power. Unfortunately, social theory does not tell us how
        much consensus is required among elites to facilitate coordination and preserve a stable
        social system. Social theory tells us that elites must agree on more matters than they disagree on, but it
        fails to specify how broad or narrow the range of issues can be.
      


      
        Because social theory suggests both convergence and differentiation among
        institutional elites, it is possible to develop competing theoretical models of the social system—models that
        emphasize either hierarchy or polyarchy. For example, the notion of the “power elite” developed by C. Wright
        Mills implies hierarchy among economic, political, and military power-holders. The idea suggests unity and
        coordination among leaders of functionally differentiated social institutions. Mills wrote:
      


      
        At the pinnacle of each of the three enlarged and centralized domains, there have arisen those higher circles
        which make up the economic, the political, and the military elites. At the top of the economy, among the
        corporate rich, there are the chief executives; at the top of the political order, the members of the political
        directorate; at the top of the military establishment, the elite of soldier-statesmen clustered in and around
        the Joint Chiefs of Staff in the upper echelon…. Each of these domains of power—the warlords, the corporation
        chieftains, the political directorate—tend to come together, to form the power elite of America.3
      


      
        Thus, the hierarchical or elitist model rests upon the theoretical proposition that increasing complexity
        requires a high degree of coordination and consequently a great concentration of power.
      


      
        In contrast, the polyarchical or pluralist model emphasizes differentiation in institutional structures and
        leadership positions—with different sets of leaders and different institutional sectors of society and with
        little or no overlap, except perhaps by elected officials responsible to the general public. According to this
        view, elites are largely specialists, and leadership roles are confined to a narrow range of institutional
        decisions. These specialists are recruited through separate institutional channels—they are not drawn
        exclusively from business or finance. Further, the functional specialization of institutional elites results in
        competition for power, a struggle in which competing elites represent and draw their strength from functionally
        separate systems of society. How do pluralists assume coordination is achieved among elites? The argument is
        that functionally differentiated power structures produce equilibrium of competing elites. Resulting checks and
        balances of competition are considered desirable to prevent the concentration of power and ensure the
        responsibility of elites.
      


      
        In short, social theory postulates both hierarchy and polyarchy among elites in the social
        system. It is the task of systematic social science research to determine just how much convergence or
        differentiation exists among elites in the national system.
      

    


    
      Summary of Findings


      
        Our findings do not all fit neatly into either a hierarchical, elitist model of power or a polyarchical,
        pluralist model of power. We find evidence of both hierarchy and polyarchy in the nation’s institutional elite
        structure. Let us try to summarize our principal findings regarding the questions posed at the beginning of
        this book.
      


      
        Concentration of
        Institutional Resources


        
          The nation’s resources are concentrated in a relatively small number of large institutions. Over half of the
          nation’s industrial assets are concentrated in twenty industrial corporations; over half of US financial
          assets are concentrated in the twenty largest financial institutions. More than half of the nation’s
          insurance assets are concentrated in just fifteen companies. Fifty foundations control over half of all
          foundation assets. There are sixty-two billion-dollar university endowments; they control well over
          two-thirds of all private endowment funds in higher education. Five media empires dominate television, the
          press, film, music, and the Internet. It is highly probable that Wall Street and Washington law firms
          exercise comparable dominance in the legal field and that a dozen cultural and civic organizations dominate
          music, drama, the arts, and civic affairs. The federal government alone now accounts for 24 percent of the
          gross domestic product (GDP) and two-thirds of all government spending. And the concentration of resources in
          the nation’s largest institutions is increasing over time.
        

      


      
        The Size of the
        Nation’s Elite


        
          Approximately 4,000 individuals exercise formal authority over institutions that control roughly half of the
          nation’s resources in industry, finance, insurance, mass media, foundations, education,
          law, and civic and cultural affairs. This definition of the elite is fairly large numerically, yet these
          individuals constitute an extremely small percentage of the nation’s total population of 310 million
          people—less than two-thousandths of 1 percent! However, this figure is considerably larger than that implied
          in the “power elite” literature.
        

      


      
        Interlocking versus
        Specialization


        
          Despite concentration of institutional resources, there is clear evidence of specialization among
          institutional leaders. Ninety percent of the institutional elites identified in our study were specialists,
          holding only one post of the 4,000 “top” posts. Of course, many of these individuals held other institutional
          positions in a wide variety of corporate, civic, and cultural organizations, but these were not “top”
          positions as we defined them. Only 10 percent of our institutional elites were interlockers—individuals
          holding more than one top post at the same time. Interlocking has declined over the years as the burdens of
          directorships have increased.
        

      


      
        Inheritors versus
        Climbers


        
          There is a great deal of upward mobility in American society, as well as “circulation of elites.” We estimate
          that less than 10 percent of top corporate elites inherited their position and power; the vast majority
          climbed the rungs of the corporate ladder. Most governmental elites—whether in the executive bureaucracy,
          Congress, or the courts—rose from fairly obscure positions. Elected political leaders frequently come from
          parochial backgrounds and continue to maintain ties with local clubs and groups.
        

      


      
        Separate Channels of
        Recruitment


        
          There are multiple paths to the top. Our top elites were recruited through a variety of channels.
          Governmental leaders were recruited mainly from law and government. Corporate leaders emerged from the
          managerial ranks of industrial corporations, banks, insurance companies, and investment firms. Most top
          lawyers rose through the ranks of the large, well-known law firms, and mass media executives were recruited primarily from newspaper and television. Only in the foundations,
          universities, and cultural and civic associations was the formal leadership drawn from other sectors of
          society.
        

      


      
        Globalizing
        Institutional Power


        
          The United States currently exports about 13 percent of the value of its GDP and imports about 16 percent.
          The nation’s largest corporations and banks are now global in their reach. They compete with foreign
          multinationals. The global economy is gradually institutionalizing under the World Trade Organization, the
          World Bank, and the International Monetary Fund, as well as the expanding network of trade agreements
          beginning with the North American Free Trade Agreement.
        

      


      
        Limits on Corporate
        Management


        
          Top corporate management is more limited in its power today than in the past. Not only is government
          regulation more burdensome, but increasing institutional stock ownership—ownership by pension funds,
          insurance companies, and financial institutions—has brought with it greater oversight of management
          performance. Unlike individual stock owners, institutional owners are in a position to oust poorly performing
          managers.
        

      


      
        Prestigious
        University Affiliations


        
          Elites are notably “Ivy League.” Over 50 percent of top corporate and financial leaders, and 50 percent of
          governmental leaders, are alumni of just twelve private prestigious universities. Indeed, 20 percent of the
          nation’s elite attended Harvard University, either as undergraduates or as graduate business or law students.
        

      


      
        Cracks in the “Glass
        Ceiling”


        
          While the nation’s institutional elite remains predominantly male, women have made significant advances in
          both private and public sectors of the elite. Overall about 20 percent of our
          institutional elites are women. It is now common for corporations and banking boards to include two or three
          women. And the list of women serving as CEOs of large corporations and banks is expanding. Women are playing
          an even more important role in governing the nation’s leading universities.
        

      


      
        African Americans in
        Elite Positions


        
          Even before the election of Barack Obama as President of the United States, African Americans had made
          considerable progress in achieving high positions in governmental circles, more so than in the corporate and
          financial worlds. Perhaps most prominent were Colin Powell and Condoleezza Rice, both serving as Secretary of
          State. Most Fortune 500 corporations have one or more African Americans on their board of directors, but only
          a half-dozen were listed as Chairman or CEO of a Fortune 500 corporation in 2011.
        

      


      
        Social
        Class


        
          Individuals at the top are overwhelmingly upper and upper-middle class in social origin. Even those who
          climbed the institutional ladder to a high position generally started with the advantages of a middle-class
          upbringing. But, institutional positions are not limited to the sons and daughters of upper-class families.
          We estimate that approximately 30 percent of our total institutional elite are upper class in social origin.
          An estimated 70 percent of our elite appear to be middle class in family origin; their parents were able to
          send them to college, but there is no indication that their parents ever achieved high institutional
          positions themselves.
        

      


      
        Media
        Concentration


        
          Media power is concentrated in relatively few news organizations. The New York Times,
          Washington Post, and Wall Street Journal serve largely as interelite
          communication. They set the agenda for elite action. Five media conglomerates dominate mass communication.
          The Internet poses a challenge to traditional media elites.
        

      


      
         Concentration of Individual Wealth


        
          Individual wealth does not guarantee power, but persons of great wealth are in a position to control
          institutional resources. Individual wealth in America is increasingly concentrated in the hands of a few. The
          number of billionaires is rising, and so is their total net worth. The number of newly rich among the
          nation’s billionaires exceeds the number of inheritors.
        

      


      
        The Central Role of
        the Policy-Planning Groups


        
          The nation’s leading policy-planning organizations (think tanks) are central coordinating points in the
          policy-making process. They bring together people at the top of the corporate and financial worlds, the
          universities, foundations, mass media, and the government. They seek to bring about a consensus on national
          issues and to develop policy recommendations. Certain policy-planning organizations—notably the Council on
          Foreign Relations, Business Roundtable, Committee on Economic Development, Brookings Institution, American
          Enterprise Institute, Heritage Foundation, and the Center for American Progress—are influential in a wide
          range of key policy issues.
        

      


      
        Competition among
        Elites


        
          The elite model emphasizes underlying consensus on fundamental values among all segments of the nation’s
          leadership. But competition among elites can become intense. There is ample evidence of increasing
          polarization among today’s leadership echelons. We have identified a network of conservative organizations
          funded by family foundations. And we have identified a major source of funding for left-wing organizations
          and activities.
        

      


      
        An Oligarchic Model
        of National Policy-Making


        
          Traditional pluralist theory focuses attention on the activities of the proximate policy-makers in the
          policy-making process, and the interaction of parties, interest groups, the President and Congress, and other
          public actors in the determination of national policy. In contrast, our oligarchic model
          of national policy-making views the role of the proximate policy-makers as one of deciding specific means of
          implementing major policy goals and directions that have already been determined by elite interaction.
        


        
          Our oligarchic model assumes that the initial resources for research, study, planning, organization, and
          implementation of national policies are derived from corporate and personal wealth. This wealth is channeled
          into foundations, universities, and policy-planning institutions, where corporate representatives and top
          wealth-holders exercise ultimate power over the governing boards. Universities and intellectuals respond to
          the research emphases determined by the foundations.
        


        
          Influential policy-planning groups—notably the Council on Foreign Relations, the Trilateral Commission, the
          Business Roundtable, the Brookings Institution, the American Enterprise Institute, the Heritage Foundation,
          and the Center for American Progress—may employ university research teams to analyze national problems. But
          their more important function is consensus-building among elites— bringing together individuals at the top of
          corporate and financial institutions, the universities, the foundations, and the top law firms, as well as
          the leading intellectuals, the mass media, and influential figures in government. Their goal is to develop
          policy recommendations that have general elite support. These are then communicated to the proximate
          policy-makers directly and through the mass media. At this point government agencies begin their research
          into the policy alternatives suggested by the foundations and policy-planning groups. The role of the various
          public agencies is thus primarily to fill in the details of the policy directions determined earlier.
          Eventually, government agencies, in conjunction with the intellectuals, foundation executives, and
          policy-planning-group representatives, prepare specific legislative proposals, which then begin to circulate
          among the proximate policy-makers, notably White House and congressional committee staffs.
        


        
          The federal law-making process involves bargaining, competition, persuasion, and compromise, as generally set
          forth in pluralist political theory. But this interaction occurs after the agenda for policy-making has been
          established and the major directions of policy changes have been determined. The decisions of proximate
          policy-makers are not unimportant, but they tend to center on the means rather than the ends of national
          policy.
        

      

    


    
      The Obama Effect


      
        The election of Barack Obama as President of the United States changed personnel at the top of the government.
        But it did not bring significant change to the elite backgrounds of the people who run the
        country, not even in the government itself. There is a continuing trend to bring more women into top positions
        in all sectors of society, although women today compose only about one-fifth of elites in the corporate and
        governmental worlds. There are slightly more African Americans in top positions throughout society. But these
        changes were ongoing before the Obama reign.
      


      
        Ivy League educational credentials continue as a leading path to government as well as corporate leadership.
        Top Obama appointees are predominantly from prestigious universities.
      


      
        Concentration of wealth and globalization predate the Obama administration. Promises of change in the
        distribution of wealth or the concentration of power have been unmet. The number of billionaires is rising, and
        fat cat political campaign contributors are even more prevalent in the political process.
      


      
        There appears to be greater competition among the nation’s elite than in previous decades. Conservative think
        tanks and media outlets grew to maturity before Obama’s election. But political polarization appears to have
        increased during his reign.
      


      
        America’s elite remains relatively open to ambitious middle-class and upper-middle-class recruits. Obama’s
        biography itself illustrates opportunities for upward social mobility. High social class origins may be
        overrepresented at the top, but there is ample evidence of upward mobility in all sectors of society. Climbers
        outnumber inheritors. Obama, like many governmental elites, rose from a fairly modest background. Education,
        especially at the nation’s leading universities, remains the key to upward mobility.
      

    


    
      Power: Insider and Outsider Views


      
        Powerful people seldom publicly acknowledge their own power. They do not intend to mislead. Rather, they see
        their environment as pluralistic, competitive, and constantly changing. They do not see themselves as “elites”;
        they are acutely aware of their defeats, frustrations, and limitations. They view “ruling-class” theorists as
        hopelessly naive, unschooled, and inexperienced.
      


      
        From an insider’s perspective, the policy “process” appears highly competitive, constantly changing, and
        occasionally chaotic in the way that pluralists describe it. Winning in the power “game” is the goal. Players
        in the game strive to influence policy in order to win prestige, celebrity, and a reputation for power. The
        competition is fierce. No one wins every battle; defeats, frustrations, and standoffs are experienced by even
        the most powerful players. Winners today are losers tomorrow. Insiders describe the
        Washington policy process from this individualistic viewpoint. There is no central direction to the process.
        Issues change almost daily; no one regularly controls the agenda.
      


      
        To outsiders, however, the policy network appears highly structured. If there are hundreds who have acquired
        the status of Washington insider, there are tens of thousands who have not. Students of the policy network who
        are themselves outside of that network tend to see a highly structured set of relationships among corporations,
        foundations, think tanks, and government. They attribute little importance to the petty jostling for prestige,
        status, and influence among individuals—politicians, bureaucrats, businesspeople, or intellectuals. They
        perceive this competition to be narrow in scope and bounded by institutional constraints. They perceive a
        consensus on behalf of economic growth, a stable business cycle, incentives for investment, economy and
        efficiency in government, a stable two-party system, and maintaining popular support for political
        institutions. Disagreement occurs over the means to achieve these ends, not over the ends themselves. Outsiders
        describe the policy network from an organizational and societal perspective, rather than from an individual
        perspective.
      

    


    
      Who’s Running America?


      
        Systematic research on national leadership is no easy task. We do not yet have sufficient evidence to confirm
        or deny the major tenets of elitist or pluralist models of national power. Our research on institutional elites
        produces evidence of both hierarchy and polyarchy in the nation’s elite structure.
      


      
        Our purpose has been to present what we believe to be interesting data on national institutional elites. We
        will leave it to our readers to relate these data to their own theory or theories of power in society. We do
        believe, however, that a systematic understanding of power and elites must begin with operational definitions,
        testable hypotheses, and reliable data if we ever expect to rise above the level of speculation, anecdote, or
        polemics in this field of study.
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BA, Cornell: MBA, University of Pennsylvania.

Douglas A. Warner. Former Chairman of |PMorgan Chase. A director of Anheuser-Busch and
Motorola. A trustee of Yale University and Sloan-Ketcering. BA, Yale.
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Donald E. Graham. Chairman of the Board and CEO of the Washington Post Company. A
director of Facebook. A member of the Pulitzer Prize Board. A trustee of the Federal City
Council. BA, Harvard.

Boisfeuillet “Bo” Jones. Vice-Chairman of the Board of the Washington Post Company.
Publisher of the Washington Post. BA, Harvard; LLB, Harvard Law School; Rhodes Scholar,
Oxford University.

Lee Bollinger. President of Columbia University. Dean of the Columbia University Law School.
Former President of the University of Michigan and defender of affirmative action in Gratz v.
Bollinger and Grutter v. Bollinger. Former director of the Federal Reserve Bank of New York. BA,
University of Oregon; LLB, Columbia Law School.

Barry Diller. Chairman of the Board of Expedia. Former Chairman and CEO of Paramount
Pictures. Former Vice-Chairman of ABC Entertainment. Former Chairman of 20th Century
Fox. A director of Coca-Cola. A trustee of New York University. A member of the Council on
Foreign Relations. UCLA.

John L. Dotson Jr. Publisher of the Akron Beacon Journal. Former editor of Newsweek. BA,
Temple University.

Anne M. Mulcahy. Former Chairman and CEO of Xerox. A director of Johnson & Johnson and
Target. Chairman of the trustees of Save the Children. BA, Marymount College.

Ronald L. Olson. Partner of Munger Tolles & Olson. A director of Berkshire Hathaway, Edison
International, City National Corporation, RAND Corporation, Mayo Clinic, and the Council on
Foreign Relations. BA, Drake University; JD, University of Michigan; diploma, Oxford University.

Larry D. Thompson. Professor of Law, University of Georgia. Former VP of PepsiCo. Former
US Attorney for the Northern District of Georgia. BA, Culver-Stockton College; MA, Michigan
State University; LLB, University of Michigan.

G. Richard Wagoner Jr. Former Chairman and CEO of General Motors Corporation. A trustee.
of Duke University and Harvard Business School. BA, Duke University; MBA, Harvard.

Katharine Weymouth. CEO of Washington Post Media. BA, Harvard; LLB, Stanford Law School.
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1. Time Warner

Television: CNN, HBO, Cinemax, TN, TBS, HLN, CNN International, Cartoon Network

Motion pictures: Warner Brothers, New Line Cinema, Castle Rock, Looney Tunes.

Internet: CNN.com, The Smoking Gun, and dozens of other websites

Magazines: Time, People, Sports llustrated, Fortune, Life, DC Comics, Golf Magazine, and
dozens of specialty magazines

Note: Time Warner separated from AOL in 2009 and in recent years divested iself of
Warner Music, Comedy Central, Time Warner Books, World Championship Wrestling, Six
Flags theme parks, and other subsi

2. Walt Disney
Television: ABC, ESPN, ESPN2, ESPN News, Disney Channel, A&E, Lifetime
Motion pictures: Walt Disney Pictures, Pixar, Touchstone
Books and music: Disney Books, Walt Disney Records
Recreation: Disneyland, Disney World, Disney Cruises, and theme parks in France, Japan,

and China

3. Viacom/CBS
Television: CBS, MTV, BET, Nick@Nite, Nickelodeon, Comedy Central, Spike, VHI
Motion pictures: Paramount Pictures, Spelling, Viacom
Music: CBS Records
Note: Both Viacom and CBS are owned by Sumner Redstone’s National Amusements

4. News Corp
Television: FOX, FOX News, FOX Sports, FOX Movie Channel, FOX Business Chann

National Geographic channel, and networks and channels in Australia and Great B
Motion pictures: 20th Century Fox, Searchiight
Publishing: Wall Street Journal, New York Post, Barron's magazine, Dow Jones and Company,
Harper Collins Publishing, the Sunday Times (London), and dozens of newspapers and
magazines in Australia and Great Britain
5. General Electric

Television: NBC, CNBC, MSNBC, and dozens of TV stations throughout the United States
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‘The World Trade Organization. The WTO was created in 1993 and today includes

130 nations that agree to a governing set of global trade rules. (China and Russia have applied to
join) The WTO i given power to adjudicate trade disputes among countries and monitor and
enforce trade agreements,including the multinational General Agreement on Tarifs and Trade
(GATT). GATT was created following World War Il for the purpose of encouraging inernational
trade. Over the years GATT has been dominated by banking, business, and commercial
interests in Western nations seeking multlateral tarif reductions and the relaxation of quotas.

I 1993 the GATT “Uruguay Round" eiminated quotas on textile producs;established more
uniform standards for proo of dumping; set rules for the protection of intellectual property
rights (patents and copyrights on books, movies, videos, and so on): reduced tariffs on wood,
paper, and some other raw materials and scheduled a gradual reduction of government
subsidies for agricultural products

‘The International Monetary Fund. The IMF's purpose i to facilitate international trade,
allowing nations to borrow to stabilize their balance of trade payments. When economically
weak nations incur chronic balance of trade deficits and perhaps face deferral or default on
international debs, the IMF may condition its loans on changes in a nation's economic polices.
It may require a reduction in a nation's government deficit by reduced public spending and/

or higher taxes, or it may require a devaluation of its currency, making its exports cheaper and
imports more expensive. It may also require the adoption of noninflationary monetary policies.

‘The World Bank. The World Bank makes long-term loans, mostly to developing nations, to
assist in economic development. It works closely with the IMF in investigating the economic
conditions of nations applying for loans and generally imposes IMF requirements on these
nations as conditions for loans.

NAFTA. In 1993 the United States, Canada, and Mexico signed the North American Free
‘Trade Agreement. Objections by labor unions in the United States were drowned out ina
torrent of support by the American corporate community, Democrats and Republicans in
Congress, President Bil Clinton, and former President George H. W. Bush. NAFTA envisions
the remova of tariffs on vircually all products by allthree nations over a period of years. It also
allows banking, insurance, and other financial services to cross these borders.

CAFTA. The Central America Free Trade Agreement, between the United States and Costa
Rica, the Dominican Republi, El Salvador, Guatemala, and Nicaragua, was negotiated between
2006 and 2009. It reduces and/or eliminates tariffs on a wide variety of goods and services.






