MIKA :  Here with us now is economist James Galbraith who is the author of, 'The Predator State: How Conservatives Abandoned the Free Market and Why Liberals Should Too.'

Well, that's a good place to start.  

JOE SCARBOROUGH:  Well, just the title alone I'm ready to jump across the the table and arm wrestle you. 

MIKA: OH, now, now, now.  Let's let him explain himself. 

JOE SCARBOROUGH:  Explain the premise of your work. 

MIKA: Please do.  And welcome. 

JOE SCARBOROUGH:  Welcome.  Great to see you. 

JAMES K. GALBRAITH:  Well, I came up in politics in the early years of the Reagan administration.  And, at that time, I was completely opposed to to the principles and doctrines of that period; but they were offered by serious people and they had a serious purpose and intent.  There was a body of ideas there.  I don't think that's true of the government under which we've been living the last eight years.  It's been a government, a ‑‑ what you might call "Big Government Republicanism" ‑‑ uh, a government conducted in the interest of a narrow group of constituents and clients.  And, that I think has caused a philosophical fracture in the Republican party.  Uh, it has, I think, been responsible for the defeat in the Republican party.  But, it's also true in my view that the philosophical purists are out in the wilderness today, because their ideas fundamentally don't work.  

JOE SCARBOROUGH:  And, and, and, you're saying it is time to stop bowing at the alter of free markets.

JAMES K. GALBRAITH: We have a vast range of problems which cannot be addressed by those principles and ideas.  We have a financial crisis which is going to require rethinking how the financial sector runs.  It's going to require a new regulatory framework.  Uh, and that can only come from a public sector which is focused very pragmatically on the problems we actually face. 

JOE SCARBOROUGH:  Has capitalism failed America?  

JAMES K. GALBRAITH :  Uh, America has had mixed economy since the 1930s.  It's had institutions like Social Security, like deposit insurance, uh, institutions that have helped stabilize our economy, and we're going to have to rely on those institutions going forward. 

UNKNOWN HOST:  How can we rely on institutions whether they are private or public?  If you look at the practice of the corporate governance massively inefficient, and I can point to ten board of directors massively wasteful.  It will blow your mind how wasteful and poorly run they are.  The U.S. Government is no better; in fact I would argue it is much worse.  How would you, quite simply, deal with the culture of waste; the culture of inefficiency; the culture of self‑indulgence that prevails over those who administrate, not only our government, but many of our companies right now. 

JAMES K. GALBRAITH:  Well, just look at companies as a general matter.  We've had over the last 20 years the idea that the top management of companies should be remunerated like owners.  That they should basically, uh ‑‑ 

UNKNOWN HOST:  Paid as if it were their idea. 

JAMES K. GALBRAITH:  ‑‑ and they basically have a strategy of running up the stock prices rather than running the company in the long‑term interest of the growing concern.  That's not a good way to run companies. 

JOE SCARBOROUGH:  It's terrible. 

MIKA: Yeah. 

JOE SCARBOROUGH:  So, what's happened?  You talk about the serious people that you were with in the Reagan administration early on.  What happen with the Bush administration?  When did we fall off the wagon?  When did we become excessive? 

JAMES K. GALBRAITH :  Well, you know I think this a phenomenon that went through the 1980s and 1990s, but by the time George Bush came in the leadership of the Conservative party had no ideas.  There's not a new idea in this body of doctrine for the last 30 years. 

JOE SCARBOROUGH:  But, but, but, isn't that because in the early 1980s, the period you were talking about, Rondald Reagan can say, hey the top martial tax rates are over 70%, let's bring 'em down into the 30s.  Well, now they're in the 30s.  Reagan won a lot of those battles.  So, if you're running around talking about tax breaks, it's not going to inspire the masses as much; is it?  

JAMES K. GALBRAITH:  Well, that I think is certainly true, but most of what Reagan did in fact he  backed off of after the first two years.  It was a major defeat in the mid‑term elections of 1982 and the Reagan administration was not nearly as conservatives as it was before.  I was there working on Capitol Hill.  There was a lot of compromise; a lot of pragmatic give and take.  And the image we have now of Reagan now as a Conservative Purist is also a bit manufactured after the fact. MIKA: Hmmm.  That's fair. 

JOE SCARBOROUGH:  We could say the same thing about George Bush.  A lot of it people are calling George Bush a right‑winger when it comes to economics; he cut taxes no doubt about that.  But, like you said, he spent.  As much as any Democrat. 

JAMES K. GALBRAITH:  Oh, absolutely. 

JOE SCARBOROUGH:  I mean, in fact, growth, even if you look at non‑discretionary domestic spending, or discretionary, or, non‑discretionary; yeah discretionary spending, that grew at a faster time than at any time since LBJ.  

JAMES K. GALBRAITH:  This administration secured the election in '04 by a massive program of public spending and then it boosted the economy after that by fostering an enormous credit expansion out of control mortgage issuance in ways that were abusive; which never should have been allowed.  Basically by dismantling a regulatory apparatus that should have been kept keeping this phenomenon under better control. 

JOE SCARBOROUGH:  Again, that's what you're talking about; the 40 to 1. 

UNKNOWN HOST:  In 2004, there was a rule change at the Securities and Exchange Commission that allowed the banks on Wall Street to basically to start to put out 40 dollars into the the economy for every dollar they kept for themselves.  It allowed them to bonus themselves tremendous amounts of money. 

MIKA: Hmmm.  

UNKNOWN HOST:  It allowed everybody in America to by a flat screen.  I honestly believe that the money that was earned was not actually earned.  Just as sure as the house that was bought was not actually bought.

MIKA: Yeah. 

JAMES K. GALBRAITH:  One of the top regulators in the Bush administration came to a press conference where they stacked the federal registers and and a chain saw.  What signal were they sending?  It's very clear.

