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money laundering methods. Fi nally, openings left in national laws facilitate 
movement of money through the financial secrecy system and ultimately 
into the coffers of the rich, both corporations and individuals.

Other commentators have addressed par tic u lar components of the fi-
nancial secrecy system in greater detail. What has not been empha-
sized, however, is that  every single component of the modern shadow 
financial system has been developed for the specific purpose of serving 
capitalism’s new, over the last half- century, secrecy motivation. This is a 
profound change from the intentions of Adam Smith and other original 
thinkers and designers of  free market ideology. We are experiencing a new 
motivation within capitalism, a major break in concepts and operations 
arising across recent de cades. What is depicted above did not exist before 
the mid- twentieth  century. This book contributes  toward understanding 

FIGURE 1.1  Financial secrecy system
Source: Author’s illustration.
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 human trafficking, and other subterfuges that do not show up in data. 
More on this in the next chapter.

For de cades Americans and Eu ro pe ans have been persuaded to see 
themselves as extremely generous to the developing world with foreign 
aid, private investment, and military assistance. Real ity is the opposite. 
Data indicates that more money appears to be flowing out of the devel-
oping world into Western accounts than is flowing via Western generos-
ity into the developing world. Africa is particularly hurt by this 
phenomenon, with annual outflows— permanent outflows— likely ex-
ceeding $100 billion a year and perhaps much more, making Africa in 
all probability a net creditor to the rest of the world. In other words, it is 
not always the rich supporting the poor; often it is the poor supporting 
the rich. The financial secrecy system is designed to accomplish this out-
come and performs its role with  great effectiveness.

Much of the money flowing through the secrecy system goes into and 
out of tax havens. Estimates  going back to the 1990s, at that time unsup-
ported by good data, suggested that perhaps half of all international fi-
nancial transfers pass through tax havens somewhere between initiation 
and completion. Evidence supporting this magnitude has emerged in re-
cent years, indicating that 40  percent of all multinational corporation 

FIGURE 2.1  Growth of global GDP and broad money
Source: Prepared by the author using World Bank data.1
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profits are booked through tax haven entities.2 And for US corporations 
the estimate is 55  percent booked through tax havens.3

Data on the stock of money sitting offshore in tax haven accounts start, 
very conservatively, at $7 trillion.4 If definitions are broadened to include 
unrecorded assets invested in or shifted through tax havens, then esti-
mates rise to perhaps $36 trillion.5  These caches, as explained  earlier, are 
primarily motivated by desires to accumulate wealth in a hidden manner 
and only secondarily by desires to evade or avoid taxes. The financial se-
crecy system serves this primary motivation as its first order of business.

R I V ER S OF NO R ET U R N

One might assume that at least the portion of broad money in safe short- 
term instruments— some $84 trillion—is earning good interest. Not 
correct. Much of it is earning interest at below the rate of inflation. Take 
the United States, as depicted in figure 2.2. Interest on short-term Trea-
suries is often below inflation rates. In other words, the difference— that 
is, the effective yield—is in negative territory.

FIGURE 2.2  Trea sury rates and consumer price index
Source: Prepared by the author using Trea sury and CPI data retrieved from 
the Federal Reserve Economic Data.6
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A global savings glut is evidenced by broad money now at some $120 
trillion, or alternatively the $84 trillion excess above narrow money.

A defining (and frustrating) aspect of our era is that  there’s too much 
money— both ready cash and cheap or  free borrowing capacity—in the 
hands of the wrong  people. In a world awash in money, investors strug-
gle to find returns and often  settle for nothing. Strange as it seems, . . .  
money in the 21st  century simply  doesn’t know what to do with itself.9

What could be done with some of  these trillions? Build hospitals, pro-
vide vaccines, educate  children, repair infrastructure, clean up the envi-
ronment, pay for alternative forms of energy, and expand peace building. 
One comparison is offered  here, to youth underemployment. Figure 2.3 
plots the growth of broad money and the number of youths not in school 
or without meaningful jobs, indicating that more than 100 million young 
 people are struggling to find productive work, and this was before the 
pandemic put tens of millions more out of work.

This depiction may understate real unemployment and underemploy-
ment  because nations and individuals often hesitate to admit their 

FIGURE 2.3  Youth not in education, employment, or training versus  
broad money
Source: Prepared by the author using data from the World Bank and the 
International  Labour Organ ization.10
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Yale phi los o pher Thomas Pogge estimates that 18 million  people a 
year die of poverty- related  causes. This is about 50,000 a day, more than 
2,000 an hour, more than 30 a minute, more than 60 since the reader 
began turning the pages of this chapter. The comparison in figure 4.1 to 
examples of violent deaths in previous cataclysms drives the point home. 
Some longtime observers find the enormity of this real ity, particularly 
when compared to more widely recalled conflicts and tragedies, the most 
compelling case for curtailing extreme poverty.

For many  people  there is an unfortunate side effect arising from the 
focus on poverty. It detracts from focus on the separate prob lem of in-
equality. It makes the richest and most ardent within capitalism think 
that aiding the needy is the extent of responsibility  toward the world’s less 
fortunate. The positive duty to be charitable sufficiently overrides any neg-
ative duty to do no harm. The comforting argument is, help the poor be-
come somewhat better off, and the rich can rise to unlimited heights. 
Capitalism has no answer to rising in equality and therefore asserts that 
only poverty is impor tant. This kind of thinking, carried deeper into the 
twenty- first  century,  will undermine the democratic- capitalist system.

I NCOM E I N  EQUA L I T Y

In equality has been with us forever, addressed in cogent and troubled 
writings by Plato, St. Thomas Aquinas, Hobbes, Rousseau, and scores 
of other early thinkers. The world has survived, so why worry?  Because 

FIGURE 4.1  Deaths due to vio lence and poverty (in millions)
Source: Compiled by Professor Thomas Pogge, Yale University. Used  
with permission.
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they  were writing when the world had fewer than 1 billion  people, and 
 today the world has 8 billion  people, rising to a predicted 10 billion 
 people or more by the end of the twenty- first  century (figure 4.2). This is 
a quantitative and qualitative difference. Put aside any idea that the past 
is adequate prologue for the  future. In this  century of staggering income 
and wealth disparities,  those who feel disadvantaged and downtrodden 
 will force change, and  those who are exceptionally fortunate must ac-
cept and encourage change. The combination of population pressures 
and economic motivations  will be unrelenting.

As population soars, capitalism drives in equality. Globalization, tech-
nology, and financial deregulation are frequently cited as explanations 
for the separation between rich and poor. Each of  these realities is impor-
tant, but under lying all explanations is capitalism’s new motivation for 
secrecy and the structures created to facilitate secrecy, mechanisms that 
are dedicated to moving and hiding illicit and opaque income and wealth.

With this structure in place, more countries are experiencing rising 
income in equality than falling income in equality. Gini coefficients, a mea-
sure of in equality preferred by economists, reveal the same conclusion in 
each of four careful studies of this phenomenon as depicted in figure 4.3. 
Quite simply, citizens across the globe are correctly sensing that in equality 
is widening and that for many, personal prospects are narrowing.

FIGURE 4.2  World population over the last 12,000 years
Source: Max Roser, Hannah Ritchie, and Esteban Ortiz- Ospina, “World 
Population Growth,” OurWorldInData . org . 3
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Increases in income shares of the top 10  percent of the population are 
evident in major countries, as shown in figure 4.4.

Increases in income shares of the top 1  percent show the most dramatic 
change. The World In equality Database demonstrates rising income 
shares of the most privileged elite in each country analyzed in figure 4.5.

Angus Deaton, Nobel Prize winner and Prince ton University pro-
fessor, lamenting the “grotesque expansions in in equality of the past 
30 years,” argues as follows:

[L]arge differences in income are fueled by . . .  and can further feed self- 
serving actions by well- placed groups to increase their own income at the 
cost of both economic growth and demo cratic governance. When what ever 
growth exists is not shared, new prob lems arise.  Those who are left  behind 
may be patient when they are getting something, but if their incomes are 
flat or declining, they are unlikely to remain patient for long. In equality 
becomes a po liti cal issue. Ideally such dissatisfaction  will bring po liti cal 
change. But if the po liti cal system is sensitive only to the needs of the 
wealthy— something that is arguably true in the U.S. Congress— there is a 
direct threat to po liti cal stability and, ultimately, to democracy itself. If the 
main po liti cal parties offer nothing to  those who are excluded, they may 
turn to po liti cal remedies or candidates that threaten liberal democracy.7

FIGURE 4.3  Countries with changes in income in equality (by source)
Source: Prepared by the author using data from Branko Milanovic, the World 
Bank, the University of Texas In equality Proj ect, and the World Income 
In equality Database.4
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Two broad conclusions are generally agreed: income differences be-
tween many countries are declining, while income differences within many 
countries are rising. The decline in between- country incomes is particularly 
driven by rising national incomes in China, India, and other Asian states as 
 these nations adopt technologies and move  toward middle- class status. 

FIGURE 4.4  Share of income held by top 10% (1980–2021)
Source: Prepared by the author using data from the World In equality 
Database.5
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FIGURE 4.5  Share of income held by top 1% (1980–2021)
Source: Prepared by author using data from the World In equality Database.6
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ing out of developing countries. Not that they ignored available data; 
they did not ask the right questions.

How is this pos si ble? Other branches of the economics profession  were 
admirably asking the right questions within their spheres. Yet, with tens 
of millions of  people  dying of economic deprivation and hundreds of mil-
lions of  people living lives of utter desperation, how does a focused group 
of development professionals disregard something so basic? Well, this 
much is  going into developing countries; how much is coming out of de-
veloping countries? A few early papers guardedly attempted to address 
flight capital, money invested abroad, without making an effort to deter-
mine how much was  legal and stayed on the books of countries from which 
it came and how much was illegal and dis appeared from any rec ord in the 

FIGURE 4.6  Trade misinvoicing between reporters and partners versus 
inequality (2012–2016)
Source: Global Financial Integrity. Used with permission.
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new rec ord around 2030 if in equality of income from  labor— and to a lesser 
extent in equality of owner ship of capital— continue to increase as they have 
done in recent de cades. The top decile would then claim about 60  percent of 
national income, while the bottom half would get barely 15  percent.10

Not all the  causes of income in equality are hidden from view. Every one 
knows that executive pay has exploded since the end of the 1950s. The 
Economic Policy Institute (EPI) based in Washington, D.C., produced the 
analy sis in figure 4.7, showing CEO pay at the top 350 US firms at 351 times 
worker pay, up from less than 20 times worker pay in the post– World War II 
era, lauded by Tom Brokaw in his book as “The Greatest Generation.”

Commenting on its 2020 analy sis, EPI states that

escalation of CEO compensation, and of executive compensation more 
generally, has fueled the growth of top 1.0  percent and top 0.1  percent in-
comes, generating widespread in equality.

[An] implication of rising pay for CEOs and other executives is that it 
reflects income that other wise would have accrued to  others: What  these 
executives earned was not available for broader- based wage growth 
for . . .  workers. It is useful, in this context, to note that wage growth for 
the bottom 90  percent would have been nearly twice as fast . . .  had wage 

FIGURE 4.7  CEO- to- worker compensation ratio (1965–2020)
Source: Chart prepared by Lawrence Mishel and Jori Kandra, Economic 
Policy Institute. Used with permission.11
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in equality not grown. Most of the rise of in equality took the form of redis-
tributing wages from the bottom 90  percent to the top one  percent.12

As billionaire and millionaire classes get richer, workers receive a de-
clining share of national income, a phenomenon experienced in major 
countries since 1980 and, as illustrated in figure 4.8, since 2014. Deborah 
Hargreaves, studying both the United States and the United Kingdom, 
nails the importance of this issue:

It is time for the business sector to listen to the moderate voices for reform 
or reap the consequences of growing in equality, anti- business sentiment 
and possibly more dramatic clashes. If we  don’t rise to the challenge, the 
fundamental trust that makes a liberal market democracy function could 
be damaged beyond repair. We run the risk of sleepwalking into a dysto-
pian  future of extreme income disparities and the unrest that could bring.14

FIGURE 4.8   Labor income share as a percentage of GDP
Source: Prepared by the author using data from the International  Labour 
Organ ization.13
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Fading Optimism
The American dream of living better than one’s parents is withering. 
Creatively utilizing tax and census data, a team of Stanford, Harvard, 
and University of California, Berkeley, scholars led by Raj Chetty pro-
duced an extraordinary analy sis showing that, what ever one’s income 
group at birth, chances are strong that income levels would be less than 
that of their parents. Hardest hit are  those born in the sample years 1960, 
1970, and 1980, with only about a 50–60  percent chance of exceeding 
the income level of their parents, as shown in figure 4.9.

Explaining further the import of their findings, Chetty et al. state that

 children’s prospects of earning more than their parents have faded over the 
past half- century in the U.S. The fraction of  children earning more than 
their parents fell from approximately 90  percent for  children born in 1940 
to around 50  percent for  children entering the  labor market  today. . . .  16

[Income] mobility fell particularly sharply in the industrial Midwest, 
where rates . . .  fell by 48 percentage points in Michigan and about 45 per-
centage points in Indiana, Illinois, and Ohio.17

FIGURE 4.9  Diminishing odds of upward mobility
Source: Raj Chetty et al., “The Fading American Dream: Trends in Absolute 
Income Mobility since 1940.” Used with permission.15
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The New York Times effusively praised this analy sis:

Research has shown that  people’s happiness is heavi ly influenced by their 
relative station in life. And it’s hard to imagine a more salient compari-
son than to a person’s own parents. . . .  [This is] a portrait of an econ-
omy that disappoints a huge number of  people who have heard that they 
live in a country where life gets better, only to experience something quite 
diff er ent. Their frustration helps explain . . .  Americans’ growing distrust 
of nearly  every major societal institution, including the federal government, 
corporate Amer i ca,  labor  unions, the news media, and or ga nized religion. 
In the industrial Midwestern states . . .   going backward is the norm.18

“ Going backward” is certainly not the result of working less and produc-
ing less in the United States, and this is also true in many more high- 
income countries. The value of what workers are producing outstrips 
their participation in  these gains (figure 4.10). The Global Wage Report 
2018/19 states that

the decoupling between wages and  labour productivity explains why 
 labour income shares (the share of  labour compensation in GDP) in many 
countries remain substantially below  those of the early 1990s.19

FIGURE 4.10  Trends in average real wages and  labor productivity in  
high- income countries
Source: Chart from the International  Labour Organ ization.20
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Singling out the United States, an Economic Policy Institute analy sis 
demonstrates a widening gap between workers’ productivity and pay 
 (figure 4.11). Post– World War II years  were quite stable, with separation 
beginning in the early 1980s and continuing since.

Economic analysts typically prefer to ask “what” based on hard data 
rather than “what if” based on conjecture. In a stunning piece of work, 
an economist and a mathematician at Rand Corporation joined forces 
to examine the relatively modest levels of income disparities in the United 
States in the post– World War II years and asked what if such modest lev-
els of disparities continued up to the pre sent, that is, rising in proportion 
to GDP. What they found was that

the rate of income growth at the median of the distribution was less than 
one third of the rate of growth of real per capita GDP. Unlike the growth 
patterns in the 1950s and 1960s, the majority of full- time workers did not 
share in the economic growth of the last forty years, . . .  did not share in 
the benefits of economic growth to any significant degree.

From 1975 to 2018, the difference between the aggregate taxable in-
come for  those below the 90th percentile and the equitable growth [con-
sistent with GDP] totals $47 trillion.22

FIGURE 4.11  Productivity growth and hourly compensation growth  
(1948–2019)
Source: Chart by Lawrence Mishel, Economic Policy Institute. Used  
with permission.21
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W E A LT H I N  EQUA L I T Y

The wealth of the Walton  family, controlling shareholders of Walmart, 
is increasing at $100 million a day. Newly hired Walmart associates are 
reportedly paid about $100 a day. Is this capitalism performing at its 
best— $100 million a day versus $100 a day?

For  those Americans who hold much of their wealth in stocks, the 40- 
year run-up in share prices has been stunning (figure 4.12). For  those who 
are dependent on an hourly wage, grounds for decades- long angst are 
real.

Thomas Piketty points out that wealth in equality is always more than 
income in equality and has been throughout history. “The distribution 
of capital owner ship (and of income from capital) is always more con-
centrated than the distribution of income from  labor.”28 In his starkest 
statement, Piketty says that “the consequences for the long- term dynam-
ics of . . .  wealth distribution are potentially terrifying.”29

FIGURE 4.12  Stock market growth versus wage growth (1979–2019)
Source: Chart prepared by Institute on Taxation and Economic Policy, using 
Federal Reserve economic data and S&P 500 historical data. Used with 
permission.27
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The best depiction of wealth in equality is provided in funnel charts as 
in figure 4.13, derived from Credit Suisse’s 2021 Global Wealth Report. 
Nearly 82  percent of global wealth belongs to the top 10  percent, leaving 
only 18  percent of wealth for the bottom 90  percent. In fact, Credit Suisse 
indicates that the bottom 10   percent have a negative net worth, with 
debts exceeding assets.

Currently, global wealth is more than $400 trillion, tripling in real dol-
lars in the last 20 years. Of this, the wealthiest 1  percent alone are now 
pushing  toward half the total (figure 4.14).

And even  these wealth mea sures are prob ably underestimated  because 
they may not take fully into account money stashed in secret outside citi-
zens’ countries of origin. Gabriel Zucman and colleagues combined infor-
mation from the previously mentioned Swiss Leaks rec ords of HSBC Private 
Bank holdings, the names of account holders revealed in the Panama Papers, 
and income and wealth rec ords from three Scandinavian countries: 
“[A]bout 90–95% of all individuals on the HSBC list that could be matched 
to a tax return did not report their Swiss bank account.”32 Focusing on the 
wealthiest: “We find that the top 0.01% of the wealth distribution . . .  evades 
about 30  percent of its taxes. . . .  [R]esults found in Scandinavia are likely to 
be a lower bound for most of the world’s countries.”33

Broadly,  these researchers estimate that about 10  percent of global GDP is 
held in offshore havens, which currently would amount to about $8 trillion. 
The Organisation of Economic Co- operation and Development (OECD) 
recently reported an estimate of $11 trillion.34 James Henry produced sub-
stantially higher figures in 2013, estimating that $21 to $32 trillion is in “hid-
den financial assets held offshore.” He goes on to comment as follows:

FIGURE 4.13  Share of global wealth (by decile)
Source: Prepared by the author using Credit Suisse data.30
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This hidden offshore sector is large enough to make a significant differ-
ence to all of our conventional mea sures of in equality. . . .  For most coun-
tries, global financial in equality is not only much greater than we 
suspected, but it has been growing much faster. . . .  [T]his offshore 
 sector . . .  is basically designed and operated, not by shady no- name 
banks located in sultry islands, but by the world’s largest private banks, 
law firms, and accounting firms, headquartered in First World capitals 
like London, New York, and Geneva.35

Quite possibly, even likely, all three sets of estimates are short of the 
mark. The financial secrecy system, in business for half a  century, shel-
ters illicitly generated and often unseen wealth in the tens of trillions of 
dollars, powering in equality in its wake.

This chapter began with a discussion of why the main focus is on in-
equality rather than on poverty. Figure 4.15 demonstrates what global 
wealth would look like if we took money from the top decile and allevi-
ated the poverty of the entire lower half of the world’s population, mak-
ing  every one of  these almost 4 billion  people in the bottom five deciles 
financially equal to  those in the sixth decile.

Notice that economic in equality is hardly changed. Instead of own-
ing 82  percent of the world’s wealth, the richest 10  percent would then 
still own more than 76  percent of the world’s wealth. The point is that 

FIGURE 4.14  Global wealth of top 1% versus bottom 99%
Source: Prepared by the author using Credit Suisse data.31

Top
1%

$400

$300

$200

U
S$

 in
 tr

illi
on

s

$100

$0

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

Bottom
99%

501-108103_ch01_5P.indd   69501-108103_ch01_5P.indd   69 20/10/22   4:36 PM20/10/22   4:36 PM



70 DEMO CRATIC CAPITALISM AT RISK

-1—
0—

addressing poverty alone does not solve the prob lem of in equality. Mar-
ginally alleviating poverty for the poorer half of the world,  those living 
on just a few dollars a day, is completely laudable and absolutely urgent. 
But it does not solve the prob lem of the clash between capitalism and 
democracy, a clash driven in large part by bewildering levels of eco-
nomic in equality. Concentrating on the bottom of the scale cannot sub-
stitute for changing the top of the scale. Far more equitable sharing of 
the world’s bounty is necessary if the democratic- capitalist system is to 
survive.

With 82  percent of the world’s wealth currently at the top of the scale 
in the hands of the top 10  percent, recall the description of the financial 
secrecy system in chapter 1. This is a system created and expanded over 
the last half  century specifically for the purpose of moving money from 
the bottom to the top, poor to rich, criminal to legitimate, and corrupt 
to respectable. This is the intent of the system, not an unfortunate out-
come. It does exactly what it is designed to do, and demo cratic capital-
ism is thereby threatened.

OT H ER VOICES

In addition to multiple indices published annually, a vast lit er a ture sur-
rounds issues of income and wealth in equality as well as disparities in 
many other conditions of  human existence. A few quotes suggest the rich-
ness of scholarship and commentary focusing on the prob lem.

FIGURE 4.15  Share of global wealth (with bottom six deciles equal)
Source: Prepared by the author using Credit Suisse data.36
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FIGURE 5.1  Democracy versus in equality (all countries)
Source: Prepared by the author using data from Freedom House and the 
 Human Development Report.1
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FIGURE 5.2  Democracy versus in equality ( free countries)
Source: Prepared by the author using data from Freedom House and the 
 Human Development Report.2
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FIGURE 5.3  Fifteen years of democracy decline
Source: Chart prepared by Freedom House. Used with permission.3
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FIGURE 5.4  Largest 10- year declines in freedom
Source: Chart prepared by Freedom House. Used with permission.4
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FIGURE 5.5  US democracy compared to its peers
Source: Data from Sarah Repucci and Amy Slipowitz, “Freedom in the World 
Report 2021: Democracy  under Siege,” Freedom House. Used with 
permission.6
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And this is not a new phenomenon. The data in figure 5.3 shows that 
for 15 years straight, more countries have experienced declining aggre-
gate freedom scores than rising freedom scores.

Dramatic declines in freedom are occurring in countries across  every 
region of the world, as depicted in figure 5.4.

A Congressional Research Ser vice report summarizes as follows:

Freedom House’s historical data indicates that the decline since 2005 is the 
most sustained setback to the gradual expansion of po liti cal rights and civil 
liberties since Freedom House began reporting on  these mea sures in 1972.5

A M ER  I CA

Not only is the decline of liberty happening outside the United States, it 
is happening in the world’s premier democracy as well. The United States 
clearly exhibits lower rankings in its freedom scores than many other 
wealthy countries (figure 5.5).

The Economist Intelligence Unit categorizes the United States as a 
“flawed democracy,” noting that Amer i ca’s ranking in its democracy in-
dex declined from 17th place in 2010 to 26th place in 2021.7
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The Fragile States Index, compiled since 2000 by Fund for Peace, puts 
the United States in 29th place among nations, declining for years in fra-
gility rankings, with the mea sure for economic in equality particularly 
worsening.8

Most dramatically, income in equality in the United States has been ris-
ing as democracy ratings have been falling. Figure 5.6 shows data on US 
Census Bureau Gini coefficients rising in in equality for ten years, as Free-
dom’s House democracy ratings for the United States decline over ten years.

Stark differences in economic well- being  were on display in the 2016 
US presidential election. Analyses by the Brookings Institution show that 
the Demo cratic candidate won only 472 counties across Amer i ca, but 
 these accounted for 64  percent of the nation’s GDP, while the Republi-
can candidate carried a whopping 2,584 counties, which totaled only 
36  percent of GDP (figure 5.7).

The trend  toward higher- output counties voting Demo cratic acceler-
ated in the 2020 presidential election, moving from the 64  percent, as 
shown in figure 5.7, to 71  percent, as shown in figure 5.8.

Pew Research Center interviews demonstrate that since September 11, 
2001, public trust in the federal government has been declining among 
Republicans and Demo crats alike, as figure 5.9 shows.

FIGURE 5.6  Changes in US democracy and in equality
Source: Prepared by the author using data from Freedom House and the US 
Census Bureau.9
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I DE N T I T I ES OR ECONOM ICS?

Rich debate surrounds the question of what is causing po liti cal divisions in 
Amer i ca and some other major countries. Broadly speaking, two compet-
ing explanations are offered: identities and economics. Are evident divi-
sions based primarily on, for example, race, religion, age, or gender or 
primarily on real and perceived inequalities in incomes and opportunities?

 Those advocating identity politics as the principal cause of division 
find succor in the 2018 book Identity Crisis. Analyzing the 2016 election in 
Amer i ca, the authors make the central argument that “economic anxi-
ety had been decreasing, not increasing, in the eight years before 2016.”13 
Therefore, they conclude, with rising faith in the economy, anxiety 
linked to economic concerns could not be the cause of voter discontent.

FIGURE 5.8  High- output Amer i ca versus low- output Amer i ca, 2020 election
Source: Prepared by the author using data from Mark Muro et al., Brookings 
Institution.11
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FIGURE 5.7  High- output Amer i ca versus low- output Amer i ca, 2016 election
Source: Prepared by the author using data from Mark Muro and Sifan Liu, 
Brookings Institution.10
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Eight years before 2016 was 2008, the onset of the “ Great Recession,” 
when the entire economy of the United States was fearing disaster. Fac-
tories closed, banks  stopped lending, homes  were repossessed, mortgages 
dried up, workers lost jobs, and retirement accounts dwindled. Any poll 
of economic concerns that starts from the rock bottom of 2008 has only 
one way to go— up—so making a case that since 2008 economic pros-
pects  were improving and therefore economic anxiety was not a signifi-
cant  factor in the election is both a fallacious use of statistics and a 
misreading of the national psyche.

Ryan Cooper, writing in The Nation, criticizes Identity Crisis, noting a 
far more extensive study as follows:

A 2015 paper . . .  that examined 140 years of po liti cal history in 20 ad-
vanced countries (including more than 800 elections) found that finan-
cial crises are associated with a 30  percent rise, on average, in the vote 
share of extreme right parties. . . .  [A]re we  really to believe that  every 
single one of  those countries had a purely coincidental postcrisis outbreak 
of racism and extremism?14

I disagree with the hypothesis that identity politics is the primary influ-
ence and economics is a secondary influence on the mood of Amer i ca. 

FIGURE 5.9  Public trust in the US government
Source: Pew Research Center.12
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and abroad. If we cannot depend on high or even reasonable standards 
of integrity in the  legal profession, then the democratic- capitalist system 
is in worse shape than we thought.

AU DI TOR S

The auditing profession may be the most conflicted of all. Literally con-
flicted,  because  there is a built-in conflict of interest in the largest and 
most prestigious firms: selling financial and tax ser vices and si mul ta-
neously reviewing management per for mance.  There is no way to un-
dertake both responsibly.

Consulting ser vices have in fact become larger revenue generators 
than auditing ser vices for each of the Big Four firms (figure 8.1).

Auditors can advise companies on executive compensation, which can 
certainly help in retaining clients. Advice on tax avoidance schemes have 
been sold even if  there is only a 25  percent chance that a scheme  will be 
acceptable to authorities. Advice on setting up opaque offshore entities 
can help minimize taxes. Bribe payments can be overlooked. Advice on 
depreciation and amortization can influence how revenues are recorded. 
The larger firms can rotate in and out of corporate clients so that con-
sulting and auditing appear as separate functions but carry over from 

FIGURE 8.1  Revenue of the Big Four accounting firms, 2018
Source: Chart from Adam Leaver et al. Used with permission.10
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has now created a constitutional right to bribe elected officials, with the 
prize  going to the highest bidder.105

Citizens United and McCutcheon confirm that democracy is now subordi-
nate to capitalism.  These are the worst Supreme Court decisions since 
Plessy v. Ferguson in 1896, which legalized the racial concept of separate 
but equal and, like Plessy, need to be legislated out of legitimacy or explic-
itly overturned. Left in place, both democracy and capitalism— the 
democratic- capitalist system— risk irrevocable damage.

Internal Revenue Ser vice Weakened
Joseph Falcone, in a 2018 letter to the New York Times, wrote the following:

I have been a tax  lawyer since 1974, having started my  career as an In-
ternal Revenue Ser vice  lawyer before moving to private practice. It has 
been clear to  those who work with the I.R.S. that both Republicans and 
Demo crats through the years have been trying to cripple the agency 
through a “death by a thousand (bud get) cuts.” The purpose is obvious—
to protect the rich from tax audits and collection. Both po liti cal parties 
have their friends and donors to protect.106

Testimony presented to the House Ways and Means Committee in-
cluded the chart presented in figure 9.1 demonstrating the severe cuts in 
IRS enforcement actions. The presenter, Chye- Ching Huang with the 
Center on Bud get and Policy Priorities, commented further as follows:

FIGURE 9.1  Severely depleted IRS enforcement
Source: Calculations of IRS data, Center on Bud get and Policy Priorities. Used 
with permission.107
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sold. The shadow banking system had in fact been growing along with, 
even exceeding, traditional banking, as depicted in figure 9.2.

The Federal Reserve seemed unaware that the shadow banking sys-
tem was generating the majority of consumer credit and in any case 
lacked the regulatory tools to adequately manage this sector. While this 
may be true, the largest banks, combining both commercial and invest-
ment activities and heavi ly funding the shadow banking system,  were 
swept up in the crisis. They  were highly leveraged, holding mortgages, 
mortgage- related securities, and derivatives referencing  these securities, 
and any other creditor or banking regulator could force them to liqui-
date such holdings on notice.

The Financial Crisis Inquiry Commission took the broad view:

We conclude  there was a systemic breakdown in accountability and eth-
ics. The integrity of our financial markets and the public’s trust in  those 
markets are essential to the economic well- being of our nation. The sound-
ness and the sustained prosperity of the financial system and our econ-
omy rely on the notions of fair dealing, responsibility, and transparency. . . .  
Unfortunately . . .  we witnessed an erosion of standards of responsibility 
and ethics that exacerbated the financial crisis.114

So, in  these circumstances, what should be done? Robert Reich, former 
 labor secretary, recommends that financial holding companies be bro-
ken up:

FIGURE 9.2  Traditional and shadow banking systems
Source: Financial Crisis Inquiry Report.113
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would usually expect that  these two economic forces move in tandem, not 
in opposite directions. The almost grotesque divergence between the U.S. 
stock market and the country’s real economy underscores dramatically 
just how unequal the country has become.7

In the midst of the pandemic, the dominance of capitalism’s influence in 
the US Congress was dramatic. The $3 trillion Coronavirus Aid, Relief 
and Economic Security (CARES) Act was anything but. Corporations 
and banks receiving billions  were essentially unconstrained in executive 
salary increases, dividend payments, and share buybacks. The rich got 
tax relief and even tax refunds, particularly benefiting hedge funds and 
real estate developers. Representative Alexandria Ocasio- Cortez of New 
York publicly decried the act as “crumbs for our families.” And she was 
right; the bill, ultimately passed into law, was a distressing demonstra-
tion of the degree to which wealth rules and the poor are treated unfairly. 
Trickle down does not work in modern Amer i ca; trickle up—or rocket-
ing up— prevails.

The Federal Reserve Board, expanding the role  adopted in 2007–
2008, handed over some $3 trillion to banks, driving up excess banking 

FIGURE 13.1  Rising stock market and unemployment
Source: Prepared by the author using data from the U.S. Employment and 
Training Administration and the S&P Dow Jones Indices LLC, retrieved 
from FRED. Used with permission.6
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