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THE SHOCK DOCTRINE






INTRODUCTION

BLANK IS BEAUTIFUL

THREE DECADES OF ERASING AND
REMAKING THE WORLD

Now the earth was corrupt in God's sight, and the earth was filled
with violence. And God saw that the earth was corrupt; for all
flesh had corrupted its ways upon the earth. And God said to Noah,
“l have determined to make an end of all flesh, for the earth is
filted with violence because of them; now | am going to destroy
them along with the earth.”

—Genesis 6:11 (NRSV)

Shock and Awe are actions that create fears, dangers, and de-
struction that are incomprehensible to the people at large, spe-
cific elements/sectors of the threat society, or the leadership.
Nature in the form of tornadoes, hurricanes, earthquakes, floods,
uncontrolled fires, famine, and disease can engender Shock and
Awe.

—Shock and Awe: Achieving Rapid Dominance, the military doctrine

for the U.S. war on Irag’

I met Jamar Perry in September 2005, at the big Red Cross shelter in Baton
Rouge, Louisiana. Dinner was being doled out by grinning young Scientol-
ogists, and he was standing in line. I had just been busted for talking to evac-
uees without a media escort and was now doing my best to blend in, a white
Canadian in a sea of African-American Southerners. I dodged into the food
line behind Perry and asked him to talk to me as if we were old friends,
which he kindly did.
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Born and raised in New Orleans, he’'d been out of the flooded city for a
week. He looked about seventeen but told me he was twenty-three. He and
his family had waited forever for the evacuation buses; when they didn’t ar-
rive, they had walked out in the baking sun. Finally they ended up here, a
sprawling convention center, normally home to pharmaceutical trade shows
and “Capital City Carnage: The Ultimate in Steel Cage Fighting,” now
jammed with two thousand cots and a mess of angry, exhausted people be-
ing patrolled by edgy National Guard soldiers just back from Iraq.

The news racing around the shelter that day was that Richard Baker, a
prominent Republican congressman from this city, had told a group of lob-
byists, “We finally cleaned up public housing in New Orleans. We couldn’t
do it, but God did.”* Joseph Canizaro, one of New Orleans’ wealthiest devel-
opers, had just expressed a similar sentiment: “I think we have a clean sheet
to start again. And with that clean sheet we have some very big opportuni-
ties.”* All that week the Louisiana State Legislature in Baton Rouge had
been crawling with corporate lobbyists helping to lock in those big opportu-
nities: lower taxes, fewer regulations, cheaper workers and a “smaller, safer
city”—which in practice meant plans to level the public housing projects
and replace them with condos. Hearing all the talk of “fresh starts” and
“clean sheets,” you could almost forget the toxic stew of rubble, chemical
outflows and human remains just a few miles down the highway.

Over at the shelter, Jamar could think of nothing else. “I really don’t see it
as cleaning up the city. What I see is that a lot of people got killed uptown.
People who shouldn’t have died.”

He was speaking quietly, but an older man in line in front of us overheard
and whipped around. “What is wrong with these people in Baton Rouge?
This isn’t an opportunity. It's a goddamned tragedy. Are they blind?”

A mother with two kids chimed in. “No, theyre not blind, theyre evil.
They see just fine.”

One of those who saw opportunity in the floodwaters of New Orleans was
Milton Friedman, grand guru of the movement for unfettered capitalism
and the man credited with writing the rulebook for the contemporary, hy-
permobile global economy. Ninety-three years old and in failing health,
“Uncle Miltie,” as he was known to his followers, nonetheless found the
strength to write an op-ed for The Wall Street Journal three months after the
levees broke. “Most New Orleans schools are in ruins,” Friedman observed,
“as are the homes of the children who have attended them. The children are
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now scattered all over the country. This is a tragedy. It is also an opportunity
to radically reform the educational system.”*

Friedman’s radical idea was that instead of spending a portion of the bil-
lions of dollars in reconstruction money on rebuilding and improving New
Orleans’ existing public school system, the government should provide fam-
ilies with vouchers, which they could spend at private institutions, many run
at a profit, that would be subsidized by the state. It was crucial, Friedman
wrote, that this fundamental change not be a stopgap but rather “a perma-
nent reform.”

A network of right-wing think tanks seized on Friedman’s proposal and
descended on the city after the storm. The administration of George W.
Bush backed up their plans with tens of millions of dollars to convert New
Orleans schools into “charter schools,” publicly funded institutions run by
private entities according to their own rules. Charter schools are deeply po-
larizing in the United States, and nowhere more than in New Orleans,
where they are seen by many African-American parents as a way of reversing
the gains of the civil rights movement, which guaranteed all children the
same standard of education. For Milton Friedman, however, the entire con-
cept of a state-run school system reeked of socialism. In his view, the state’s
sole functions were “to protect our freedom both from the enemies outside
our gates and from our fellow-citizens: to preserve law and order, to enforce
private contracts, to foster competitive markets.”® In other words, to supply
the police and the soldiers—anything else, including providing free educa-
tion, was an unfair interference in the market.

In sharp contrast to the glacial pace with which the levees were repaired
and the electricity grid was brought back online, the auctioning off of New
Orleans’ school system took place with military speed and precision. Within
nineteen months, with most of the city’s poor residents still in exile, New Or-
leans’” public school system had been almost completely replaced by pri-
vately run charter schools. Before Hurricane Katrina, the school board had
run 123 public schools; now it ran just 4. Before that storm, there had been
7 charter schools in the city; now there were 31.7 New Orleans teachers used
to be represented by a strong union; now the union’s contract had been
shredded, and its forty-seven hundred members had all been fired.® Some of
the younger teachers were rehired by the charters, at reduced salaries; most
were not.

New Orleans was now, according to The New York Times, “the nation’s
preeminent laboratory for the widespread use of charter schools,” while the
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American Enterprise Institute, a Friedmanite think tank, enthused that “Ka-
trina accomplished in a day . . . what Louisiana school reformers couldn’t do
after years of trying.”” Public school teachers, meanwhile, watching money
allocated for the victims of the flood being diverted to erase a public system
and replace it with a private one, were calling Friedman’s plan “an educa-
tional land grab.”!?

I call these orchestrated raids on the public sphere in the wake of cata-
strophic events, combined with the treatment of disasters as exciting market

opportunities, “disaster capitalism.”

Friedman’s New Orleans op-ed ended up being his last public policy recom-
mendation; he died less than a year later, on November 16, 2006, at age
ninety-four. Privatizing the school system of a midsize American city may
seem like a modest preoccupation for the man hailed as the most influential
economist of the past half century, one who counted among his disciples
several U.S. presidents, British prime ministers, Russian oligarchs, Polish fi-
nance ministers, Third World dictators, Chinese Communist Party secre-
taries, International Monetary Fund directors and the past three chiefs of the
U.S. Federal Reserve. Yet his determination to exploit the crisis in New Or-
leans to advance a fundamentalist version of capitalism was also an oddly fit-
ting farewell from the boundlessly energetic five-foot-two-inch professor
who, in his prime, described himself as “an old-fashioned preacher deliver-
ing a Sunday sermon.”!!

For more than three decades, Friedman and his powerful followers had
been perfecting this very strategy: waiting for a major crisis, then selling off
pieces of the state to private players while citizens were still reeling from the
shock, then quickly making the “reforms” permanent.

In one of his most influential essays, Friedman articulated contemporary
capitalism’s core tactical nostrum, what I have come to understand as the
shock doctrine. He observed that “only a crisis—actual or perceived —produces
real change. When that crisis occurs, the actions that are taken depend on the
ideas that are lying around. That, I believe, is our basic function: to develop al-
ternatives to existing policies, to keep them alive and available until the politi-
cally impossible becomes politically inevitable.”!? Some people stockpile
canned goods and water in preparation for major disasters; Friedmanites stock-
pile free-market ideas. And once a crisis has struck, the University of Chicago
professor was convinced that it was crucial to act swiftly, to impose rapid and
irreversible change before the crisis-racked society slipped back into the
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“tyranny of the status quo.” He estimated that “a new administration has
some six to nine months in which to achieve major changes; if it does not
seize the opportunity to act decisively during that period, it will not have an-
other such opportunity.”!* A variation on Machiavelli’s advice that injuries
should be inflicted “all at once,” this proved to be one of Friedman’s most
lasting strategic legacies.

Friedman first learned how to exploit a large-scale shock or crisis in the mid-
seventies, when he acted as adviser to the Chilean dictator, General Augusto
Pinochet. Not only were Chileans in a state of shock following Pinochet’s vi-
olent coup, but the country was also traumatized by severe hyperinflation.
Friedman advised Pinochet to impose a rapid-fire transformation of the
economy —tax cuts, free trade, privatized services, cuts to social spending and
deregulation. Eventually, Chileans even saw their public schools replaced
with voucher-funded private ones. It was the most extreme capitalist make-
over ever attempted anywhere, and it became known as a “Chicago School”
revolution, since so many of Pinochet’s economists had studied under Fried-
man at the University of Chicago. Friedman predicted that the speed, sud-
denness and scope of the economic shifts would provoke psychological
reactions in the public that “facilitate the adjustment.”!* He coined a phrase
for this painful tactic: economic “shock treatment.” In the decades since,
whenever governments have imposed sweeping free-market programs, the all-
at-once shock treatment, or “shock therapy,” has been the method of choice.

Pinochet also facilitated the adjustment with his own shock treatments;
these were performed in the regime’s many torture cells, inflicted on the
writhing bodies of those deemed most likely to stand in the way of the capi-
talist transformation. Many in Latin America saw a direct connection be-
tween the economic shocks that impoverished millions and the epidemic of
torture that punished hundreds of thousands of people who believed in a dif-
ferent kind of society. As the Uruguayan writer Eduardo Galeano asked,
“How can this inequality be maintained if not through jolts of electric
shock?”??

Exactly thirty years after these three distinct forms of shock descended on
Chile, the formula reemerged, with far greater violence, in Iraq. First came
the war, designed, according to the authors of the Shock and Awe military
doctrine, to “control the adversary’s will, perceptions, and understanding
and literally make an adversary impotent to act or react.”!® Next came the
radical economic shock therapy, imposed, while the country was still in
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flames, by the U.S. chief envoy L. Paul Bremer—mass privatization, com-
plete free trade, a 15 percent flat tax, a dramatically downsized government.
Iraqg’s interim trade minister, Ali Abdul-Amir Allawi, said at the time that his
countrymen were “sick and tired of being the subjects of experiments. There
have been enough shocks to the system, so we don’t need this shock therapy
in the economy.”!” When Iraqis resisted, they were rounded up and taken to
jails where bodies and minds were met with more shocks, these ones dis-
tinctly less metaphorical.

[ started researching the free market’s dependence on the power of shock
four years ago, during the early days of the occupation of Iraq. After report-
ing from Baghdad on Washington’s failed attempts to follow Shock and Awe
with shock therapy, I traveled to Sri Lanka, several months after the devas-
tating 2004 tsunami, and witnessed another version of the same maneuver:
foreign investors and international lenders had teamed up to use the atmos-
phere of panic to hand the entire beautiful coastline over to entrepreneurs
who quickly built large resorts, blocking hundreds of thousands of fishing
people from rebuilding their villages near the water. “In a cruel twist of fate,
nature has presented Sri Lanka with a unique opportunity, and out of this
great tragedy will come a world class tourism destination,” the Sri Lankan
government announced.'® By the time Hurricane Katrina hit New Orleans,
and the nexus of Republican politicians, think tanks and land developers
started talking about “clean sheets” and exciting opportunities, it was clear
that this was now the preferred method of advancing corporate goals: using
moments of collective trauma to engage in radical social and economic en-
gineering.

Most people who survive a devastating disaster want the opposite of a
clean slate: they want to salvage whatever they can and begin repairing what
was not destroyed; they want to reaffirm their relatedness to the places that
formed them. “When I rebuild the city I feel like I'm rebuilding myself,” said
Cassandra Andrews, a resident of New Orleans’ heavily damaged Lower
Ninth Ward, as she cleared away debris after the storm.!” But disaster capital-
ists have no interest in repairing what was. In Iraq, Sri Lanka and New Or-
leans, the process deceptively called “reconstruction” began with finishing
the job of the original disaster by erasing what was left of the public sphere
and rooted communities, then quickly moving to replace them with a kind
of corporate New Jerusalem —all before the victims of war or natural disaster
were able to regroup and stake their claims to what was theirs.



BLANK IS BEAUTIFUL ¢

Mike Battles puts it best: “For us, the fear and disorder offered real prom-
ise.”?0 The thirty-four-year-old ex-CIA operative was talking about how the
chaos in postinvasion Iraq had helped his unknown and inexperienced pri-
vate security firm, Custer Battles, to shake roughly $100 million in contracts
out of the federal government.?! His words could serve just as well as the slo-
gan for contemporary capitalism—fear and disorder are the catalysts for
each new leap forward.

When I began this research into the intersection between superprofits
and megadisasters, I thought I was witnessing a fundamental change in the
way the drive to “liberate” markets was advancing around the world. Having
been part of the movement against ballooning corporate power that made its
global debut in Seattle in 1999, I was accustomed to seeing similar business-
friendly policies imposed through arm-twisting at World Trade Organization
summits, or as the conditions attached to loans from the International Mon-
etary Fund. The three trademark demands—privatization, government
deregulation and deep cuts to social spending—tended to be extremely
unpopular with citizens, but when the agreements were signed there was
still at least the pretext of mutual consent between the governments doing
the negotiating, as well as a consensus among the supposed experts. Now the
same ideological program was being imposed via the most baldly coercive
means possible: under foreign military occupation after an invasion, or im-
mediately following a cataclysmic natural disaster. September 11 appeared
to have provided Washington with the green light to stop asking countries if
they wanted the U.S. version of “free trade and democracy” and to start im-
posing it with Shock and Awe military force.

As I dug deeper into the history of how this market model had swept the
globe, however, I discovered that the idea of exploiting crisis and disaster has
been the modus operandi of Milton Friedman’s movement from the very
beginning— this fundamentalist form of capitalism has always needed disas-
ters to advance. It was certainly the case that the facilitating disasters were
getting bigger and more shocking, but what was happening in Iraq and New
Orleans was not a new, post-September 11 invention. Rather, these bold ex-
periments in crisis exploitation were the culmination of three decades of
strict adherence to the shock doctrine.

Seen through the lens of this doctrine, the past thirty-five years look very
different. Some of the most infamous human rights violations of this era,
which have tended to be viewed as sadistic acts carried out by antidemo-
cratic regimes, were in fact either committed with the deliberate intent of
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terrorizing the public or actively harnessed to prepare the ground for the
introduction of radical free-market “reforms.” In Argentina in the seventies,
the junta’s “disappearance” of thirty thousand people, most of them leftist
activists, was integral to the imposition of the country’s Chicago School poli-
cies, just as terror had been a partner for the same kind of economic meta-
morphosis in Chile. In China in 1989, it was the shock of the Tiananmen
Square massacre and the subsequent arrests of tens of thousands that freed
the hand of the Communist Party to convert much of the country into a
sprawling export zone, staffed with workers too terrified to demand their
rights. In Russia in 1993, it was Boris Yeltsin’s decision to send in tanks to set
fire to the parliament building and lock up the opposition leaders that
cleared the way for the fire-sale privatization that created the country’s noto-
rious oligarchs.

The Falklands War in 1982 served a similar purpose for Margaret Thatcher
in the U.K.: the disorder and nationalist excitement resulting from the war al-
lowed her to use tremendous force to crush the striking coal miners and to
launch the first privatization frenzy in a Western democracy. The NATO at-
tack on Belgrade in 1999 created the conditions for rapid privatizations in the
former Yugoslavia—a goal that predated the war. Fconomics was by no
means the sole motivator for these wars, but in each case a major collective
shock was exploited to prepare the ground for economic shock therapy.

The traumatic episodes that have served this “softening-up” purpose have
not always been overtly violent. In Latin America and Africa in the eighties,
it was a debt crisis that forced countries to be “privatized or die,” as one for-
mer IMF official put it.? Coming unraveled by hyperinflation and too in-
debted to say no to demands that came bundled with foreign loans,
governments accepted “shock treatment” on the promise that it would save
them from deeper disaster. In Asia, it was the financial crisis of 1997-98 —
almost as devastating as the Great Depression —that humbled the so-called
Asian Tigers, cracking open their markets to what The New York Times de-
scribed as “the world’s biggest going-out-of-business sale.”> Many of these
countries were democracies, but the radical free-market transformations
were not imposed democratically. Quite the opposite: as Friedman under-
stood, the atmosphere of large-scale crisis provided the necessary pretext to
overrule the expressed wishes of voters and to hand the country over to eco-
nomic “technocrats.”

There have, of course, been cases in which the adoption of free-market
policies has taken place democratically—politicians have run on hard-line
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platforms and won elections, the U.S. under Ronald Reagan being the best
example, France’s election of Nicolas Sarkozy a more recent one. In these
cases, however, free-market crusaders came up against public pressure and
were invariably forced to temper and modify their radical plans, accepting
piecemeal changes rather than a total conversion. The bottom line is that
while Friedman’s economic model is capable of being partially imposed un-
der democracy, authoritarian conditions are required for the implementa-
tion of its true vision. For economic shock therapy to be applied without
restraint—as it was in Chile in the seventies, China in the late eighties, Rus-
sia in the nineties and the U.S. after September 11, 2001 —some sort of ad-
ditional major collective trauma has always been required, one that either
temporarily suspended democratic practices or blocked them entirely. This
ideological crusade was born in the authoritarian regimes of South America,
and in its largest newly conquered territories—Russia and China—it coex-
ists most comfortably, and most profitably, with an iron-fisted leadership to
this day.

Shock Therapy Comes Home

Friedman’s Chicago School movement has been conquering territory
around the world since the seventies, but until recently its vision had never
been fully applied in its country of origin. Certainly Reagan had made head-
way, but the U.S. retained a welfare system, social security and public
schools, where parents clung, in Friedman’s words, to their “irrational at-
tachment to a socialist system.”**

When the Republicans gained control of Congress in 1995, David Frum,
a transplanted Canadian and future speechwriter for George W. Bush, was
among the so-called neoconservatives calling for a shock therapy-style eco-
nomic revolution in the U.S. “Here’s how I think we should do it. Instead of
cutting incrementally—a little here, a little there —I would say that on a sin-
gle day this summer we eliminate three hundred programs, each one costing
a billion dollars or less. Maybe these cuts won’t make a big deal of differ-
ence, but, boy, do they make a point. And you can do them right away.”?’

Frum didn’t get his homegrown shock therapy at the time, largely because
there was no domestic crisis to prepare the ground. But in 2001 that
changed. When the September 11 attacks hit, the White House was packed
with Friedman’s disciples, including his close friend Donald Rumsfeld. The

Bush team seized the moment of collective vertigo with chilling speed —not,
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as some have claimed, because the administration deviously plotted the cri-
sis but because the key figures of the administration, veterans of earlier disas-
ter capitalism experiments in Latin America and Eastern Europe, were part
of a movement that prays for crisis the way drought-struck farmers pray for
rain, and the way Christian-Zionist end-timers pray for the Rapture. When
the long-awaited disaster strikes, they know instantly that their moment has
come at last.

For three decades, Friedman and his followers had methodically exploited
moments of shock in other countries—foreign equivalents of 9/11, starting
with Pinochet’s coup on September 11, 1973. What happened on September
11, 2001, is that an ideology hatched in American universities and fortified in
Washington institutions finally had its chance to come home.

The Bush administration immediately seized upon the fear generated by
the attacks not only to launch the “War on Terror” but to ensure that it is an
almost completely for-profit venture, a booming new industry that has
breathed new life into the faltering U.S. economy. Best understood as a “dis-
aster capitalism complex,” it has much farther-reaching tentacles than the
military-industrial complex that Dwight Eisenhower warned against at the
end of his presidency: this is global war fought on every level by private com-
panies whose involvement is paid for with public money, with the unending
mandate of protecting the United States homeland in perpetuity while elim-
inating all “evil” abroad. In only a few short years, the complex has already
expanded its market reach from fighting terrorism to international peace-
keeping, to municipal policing, to responding to increasingly frequent natu-
ral disasters. The ultimate goal for the corporations at the center of the complex
is to bring the model of for-profit government, which advances so rapidly in
extraordinary circumstances, into the ordinary and day-to-day functioning of
the state—in effect, to privatize the government.

To kick-start the disaster capitalism complex, the Bush administration out-
sourced, with no public debate, many of the most sensitive and core func-
tions of government— from providing health care to soldiers, to interrogating
prisoners, to gathering and “data mining” information on all of us. The role
of the government in this unending war is not that of an administrator man-
aging a network of contractors but of a deep-pocketed venture capitalist, both
providing its seed money for the complex’s creation and becoming the biggest
customer for its new services. To cite just three statistics that show the scope
of the transformation, in 2003, the U.S. government handed out 3,512 con-
tracts to companies to perform security functions; in the twenty-two-month
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period ending in August 2006, the Department of Homeland Security had
issued more than 115,000 such contracts.?® The global “homeland security
industry” —economically insignificant before 2001 —is now a $200 billion
sector.?” In 2006, U.S. government spending on homeland security averaged
$545 per household.?

And that’s just the home front of the War on Terror; the real money is in
fighting wars abroad. Beyond the weapons contractors, who have seen their
profits soar thanks to the war in Iraq, maintaining the U.S. military is now
one of the fastest-growing service economies in the world.? “No two coun-
tries that both have a McDonald’s have ever fought a war against each other,”
boldly declared the New York Times columnist Thomas Friedman in De-
cember 1996.%° Not only was he proven wrong two years later, but thanks to
the model of for-profit warfare, the U.S. Army goes to war with Burger King
and Pizza Hut in tow, contracting them to run franchises for the soldiers on
military bases from Iraq to the “mini city” at Guantdnamo Bay.

Then there is humanitarian relief and reconstruction. Pioneered in
Iraq, for-profit relief and reconstruction has already become the new
global paradigm, regardless of whether the original destruction occurred
from a preemptive war, such as Israel’s 2006 attack on Lebanon, or a hur-
ricane. With resource scarcity and climate change providing a steadily in-
creasing flow of new disasters, responding to emergencies is simply too hot
an emerging market to be left to the nonprofits—why should UNICEF re-
build schools when it can be done by Bechtel, one of the largest engineer-
ing firms in the U.S.? Why put displaced people from Mississippi in
subsidized empty apartments when they can be housed on Carnival cruise
ships? Why deploy UN peacekeepers to Darfur when private security com-
panies like Blackwater are looking for new clients? And that is the post-
September 11 difference: before, wars and disasters provided opportunities
for a narrow sector of the economy—the makers of fighter jets, for in-
stance, or the construction companies that rebuilt bombed-out bridges.
The primary economic role of wars, however, was as a means to open new
markets that had been sealed off and to generate postwar peacetime
booms. Now wars and disaster responses are so fully privatized that they are
themselves the new market; there is no need to wait until after the war for
the boom —the medium is the message.

One distinct advantage of this postmodern approach is that in market
terms, it cannot fail. As a market analyst remarked of a particularly good
quarter for the earnings of the energy services company Halliburton, “Iraq
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was better than expected.”! That was in October 2006, then the most violent
month of the war on record, with 3,709 Iragi civilian casualties.?? Still, few
shareholders could fail to be impressed by a war that had generated $20 bil-
lion in revenues for this one company.*?

Amid the weapons trade, the private soldiers, for-profit reconstruction and
the homeland security industry, what has emerged as a result of the Bush ad-
ministration’s particular brand of post-September 11 shock therapy is a fully
articulated new economy. It was built in the Bush era, but it now exists quite
apart from any one administration and will remain entrenched until the cor-
porate supremacist ideology that underpins it is identified, isolated and chal-
lenged. The complex is dominated by U.S. firms, but it is global, with British
companies bringing their experience in ubiquitous security cameras, Israeli
firms their expertise in building high-tech fences and walls, the Canadian
lumber industry selling prefab houses that are several times more expensive
than those produced locally, and so on. “I don’t think anybody has looked at
disaster reconstruction as an actual housing market before,” said Ken Baker,
CEO of a Canadian forestry trade group. “It’s a strategy to diversify in the
long run.”**

In scale, the disaster capitalism complex is on a par with the “emerging
market” and information technology booms of the nineties. In fact, insiders
say that the deals are even better than during the dot-com days and that “the
security bubble” picked up the slack when those earlier bubbles popped.
Combined with soaring insurance industry profits (projected to have reached
a record $60 billion in 2006 in the U.S. alone) as well as super profits for the
oil industry (which grow with each new crisis), the disaster economy may
well have saved the world market from the full-blown recession it was facing
on the eve of 9/11.%

In the attempt to relate the history of the ideological crusade that has culmi-
nated in the radical privatization of war and disaster, one problem recurs: the
ideology is a shape-shifter, forever changing its name and switching identities.
Friedman called himself a “liberal,” but his U.S. followers, who associated lib-
erals with high taxes and hippies, tended to identify as “conservatives,” “clas-
sical economists,” “free marketers,” and, later, as believers in “Reaganomics”
or “laissez-faire.” In most of the world, their orthodoxy is known as “neoliber-
alism,” but it is often called “free trade” or simply “globalization.” Only since
the mid-nineties has the intellectual movement, led by the right-wing think
tanks with which Friedman had long associations—Heritage Foundation,
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Cato Institute and the American Enterprise Institute —called itself “neocon-
servative,” a worldview that has harnessed the full force of the U.S. military
machine in the service of a corporate agenda.

All these incarnations share a commitment to the policy trinity—the elim-
ination of the public sphere, total liberation for corporations and skeletal so-
cial spending—but none of the various names for the ideology seem quite
adequate. Friedman framed his movement as an attempt to free the market
from the state, but the real-world track record of what happens when his
purist vision is realized is rather different. In every country where Chicago
School policies have been applied over the past three decades, what has
emerged is a powerful ruling alliance between a few very large corporations
and a class of mostly wealthy politicians—with hazy and ever=shifting lines
between the two groups. In Russia the billionaire private players in the al-
liance are called “the oligarchs”; in China, “the princelings”; in Chile, “the
piranhas”; in the U.S., the Bush-Cheney campaign “Pioneers.” Far from free-
ing the market from the state, these political and corporate elites have simply
merged, trading favors to secure the right to appropriate precious resources
previously held in the public domain—from Russia’s oil fields, to China’s col-
lective lands, to the no-bid reconstruction contracts for work in Iraq.

A more accurate term for a system that erases the boundaries between Big
Government and Big Business is not liberal, conservative or capitalist but cor-
poratist. Its main characteristics are huge transfers of public wealth to private
hands, often accompanied by exploding debt, an ever-widening chasm be-
tween the dazzling rich and the disposable poor and an aggressive national-
ism that justifies bottomless spending on security. For those inside the bubble
of extreme wealth created by such an arrangement, there can be no more
profitable way to organize a society. But because of the obvious drawbacks for
the vast majority of the population left outside the bubble, other features of
the corporatist state tend to include aggressive surveillance (once again, with
government and large corporations trading favors and contracts), mass incar-
ceration, shrinking civil liberties and often, though not always, torture.

Torture as Metaphor

From Chile to China to Iraq, torture has been a silent partner in the global
free-market crusade. But torture is more than a tool used to enforce unwanted
policies on rebellious peoples; it is also a metaphor of the shock doctrine’s
underlying logic.
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Torture, or in CIA language “coercive interrogation,” is a set of tech-
niques designed to put prisoners into a state of deep disorientation and shock
in order to force them to make concessions against their will. The guiding
logic is elaborated in two CIA manuals that were declassified in the late
nineties. They explain that the way to break “resistant sources” is to create vi-
olent ruptures between prisoners and their ability to make sense of the world
around them.*® First, the senses are starved of any input (with hoods,
earplugs, shackles, total isolation), then the body is bombarded with over-
whelming stimulation (strobe lights, blaring music, beatings, electroshock).

The goal of this “softening-up” stage is to provoke a kind of hurricane in
the mind: prisoners are so regressed and afraid that they can no longer think
rationally or protect their own interests. It is in that state of shock that most
prisoners give their interrogators whatever they want—information, confes-
sions, a renunciation of former beliefs. One CIA manual provides a particu-
larly succinct explanation: “There is an interval —which may be extremely
brief—of suspended animation, a kind of psychological shock or paralysis. It
is caused by a traumatic or sub-traumatic experience which explodes, as it
were, the world that is familiar to the subject as well as his image of himself
within that world. Experienced interrogators recognize this effect when it ap-
pears and know that at this moment the source is far more open to suggestion,
far likelier to comply, than he was just before he experienced the shock.”*

The shock doctrine mimics this process precisely, attempting to achieve
on a mass scale what torture does one on one in the interrogation cell. The
clearest example was the shock of September 11, which, for millions of peo-
ple, exploded “the world that is familiar” and opened up a period of deep dis-
orientation and regression that the Bush administration expertly exploited.
Suddenly we found ourselves living in a kind of Year Zero, in which every-
thing we knew of the world before could now be dismissed as “pre-9/11
thinking.” Never strong in our knowledge of history, North Americans had
become a blank slate—“a clean sheet of paper” on which “the newest and
most beautiful words can be written,” as Mao said of his people.’® A new
army of experts instantly materialized to write new and beautiful words on
the receptive canvas of our posttrauma consciousness: “clash of civilizations,”
they inscribed. “Axis of evil,” “Islamo-fascism,” “homeland security.” With
everyone preoccupied by the deadly new culture wars, the Bush administra-
tion was able to pull off what it could only have dreamed of doing before
9/11: wage privatized wars abroad and build a corporate security complex at
home.
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That is how the shock doctrine works: the original disaster—the coup, the
terrorist attack, the market meltdown, the war, the tsunami, the hurricane —
puts the entire population into a state of collective shock. The falling
bombs, the bursts of terror, the pounding winds serve to soften up whole so-
cieties much as the blaring music and blows in the torture cells soften up
prisoners. Like the terrorized prisoner who gives up the names of comrades
and renounces his faith, shocked societies often give up things they would
otherwise fiercely protect. Jamar Perry and his fellow evacuees at the Baton
Rouge shelter were supposed to give up their housing projects and public
schools. After the tsunami, the fishing people in Sri Lanka were supposed to
give up their valuable beachfront land to hoteliers. Iraqis, if all had gone ac-
cording to plan, were supposed to be so shocked and awed that they would
give up control of their oil reserves, their state companies and their sover-
eignty to U.S. military bases and green zones.

The Big Lie

In the torrent of words written in eulogy to Milton Friedman, the role of
shocks and crises to advance his worldview received barely a mention. In-
stead, the economist’s passing provided an occasion for a retelling of the offi-
cial story of how his brand of radical capitalism became government
orthodoxy in almost every corner of the globe. It is a fairy-tale version of his-
tory, scrubbed clean of all the violence and coercion so intimately entwined
with this crusade, and it represents the single most successful propaganda
coup of the past three decades. The story goes something like this.

Friedman devoted his life to fighting a peaceful battle of ideas against
those who believed that governments had a responsibility to intervene in the
market to soften its sharp edges. He believed history “got off on the wrong
track” when politicians began listening to John Maynard Keynes, intellec-
tual architect of the New Deal and the modern welfare state.>” The market
crash of 1929 had created an overwhelming consensus that laissez-faire had
failed and that governments needed to intervene in the economy to redistrib-
ute wealth and regulate corporations. During those dark days for laissez-faire,
when Communism conquered the East, the welfare state was embraced by
the West and economic nationalism took root in the postcolonial South,
Friedman and his mentor, Friedrich Hayek, patiently protected the flame of
a pure version of capitalism, untarnished by Keynesian attempts to pool col-
lective wealth to build more just societies.
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“The major error, in my opinion,” Friedman wrote in a letter to Pinochet
in 1975, was “to believe that it is possible to do good with other people’s
money.”* Few listened; most people kept insisting that their governments
could and should do good. Friedman was dismissively described in Time in
1969 “as a pixie or a pest,” and revered as a prophet by only a select few.*!

Finally, after he’d spent decades in the intellectual wilderness, came the
eighties and the rule of Margaret Thatcher (who called Friedman “an intel-
lectual freedom fighter”) and Ronald Reagan (who was seen carrying a copy
of Capitalism and Freedom, Friedman’s manifesto, on the presidential cam-
paign trail).*? At last there were political leaders who had the courage to im-
plement unfettered free markets in the real world. According to this official
story, after Reagan and Thatcher peacefully and democratically liberated
their respective markets, the freedom and prosperity that followed were so
obviously desirable that when dictatorships started falling, from Manila to
Berlin, the masses demanded Reaganomics alongside their Big Macs.

When the Soviet Union finally collapsed, the people of the “evil empire”
were also eager to join the Friedmanite revolution, as were the Communists-
turned-capitalists in China. That meant that nothing was left to stand in the
way of a truly global free market, one in which liberated corporations were
not only free in their own countries but free to travel across borders unhin-
dered, unleashing prosperity around the world. There was now a twin con-
sensus about how society should be run: political leaders should be elected,
and economies should be run according to Friedman’s rules. It was, as Fran-
cis Fukuyama said, “the end of history” — “the end point of mankind’s ideo-
logical evolution.”* When Friedman died, Fortune magazine wrote that “he
had the tide of history with him”; a resolution was passed in the U.S. Con-
gress praising him as “one of the world’s foremost champions of liberty, not
just in economics but in all respects”; the California governor, Arnold
Schwarzenegger, declared January 29, 2007, to be a statewide Milton Fried-
man Day, and several cities and towns did the same. A headline in The Wall
Street Journal encapsulated this tidy narrative: “Freedom Man.”**

This book is a challenge to the central and most cherished claim in the offi-
cial story—that the triumph of deregulated capitalism has been born of free-
dom, that unfettered free markets go hand in hand with democracy. Instead,
I will show that this fundamentalist form of capitalism has consistently been
midwifed by the most brutal forms of coercion, inflicted on the collective
body politic as well as on countless individual bodies. The history of the
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contemporary free market—better understood as the rise of corporatism —
was written in shocks.

The stakes are high. The corporatist alliance is in the midst of conquering
its final frontiers: the closed oil economies of the Arab world, and sectors of
Western economies that have long been protected from profit making—
including responding to disasters and raising armies. Since there is not even
the veneer of seeking public consent to privatize such essential functions, ei-
ther at home or abroad, escalating levels of violence and ever larger disasters
are required in order to reach the goal. Yet because the decisive role played
by shocks and crises has been so effectively purged from the official record of
the rise of the free market, the extreme tactics on display in Iraq and New
Orleans are often mistaken for the unique incompetence or cronyism of the
Bush White House. In fact, Bush’s exploits merely represent the monstrously
violent and creative culmination of a fifty-year campaign for total corporate
liberation.

Any attempt to hold ideologies accountable for the crimes committed by
their followers must be approached with a great deal of caution. It is too easy
to assert that those with whom we disagree are not just wrong but tyrannical,
fascist, genocidal. But it is also true that certain ideologies are a danger to the
public and need to be identified as such. These are the closed, fundamen-
talist doctrines that cannot coexist with other belief systems; their followers
deplore diversity and demand an absolute free hand to implement their per-
fect system. The world as it is must be erased to make way for their purist in-
vention. Rooted in biblical fantasies of great floods and great fires, it is a logic
that leads ineluctably toward violence. The ideologies that long for that im-
possible clean slate, which can be reached only through some kind of cata-
clysm, are the dangerous ones.

Usually it is extreme religious and racially based idea systems that demand
the wiping out of entire peoples and cultures in order to fulfill a purified vision
of the world. But since the collapse of the Soviet Union, there has been a pow-
erful collective reckoning with the great crimes committed in the name of
Communism. The Soviet information vaults have been cracked open to re-
searchers who have counted the dead —through forced famines, work camps
and assassinations. The process has sparked heated debate around the world
about how many of these atrocities stemmed from the ideology invoked, as op-
posed to its distortion by adherents like Stalin, Ceaugescu, Mao and Pol Pot.

“It was flesh-and-blood Communism that imposed wholesale repression,
culminating in a state-sponsored reign of terror,” writes Stéphane Courtois,
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coauthor of the contentious Black Book of Communism. “Is the ideology it-
self blameless?”* Of course it is not. It doesn’t follow that all forms of Com-
munism are inherently genocidal, as some have gleefully claimed, but it was
certainly an interpretation of Communist theory that was doctrinaire, au-
thoritarian, and contemptuous of pluralism that led to Stalin’s purges and to
Mao’s reeducation camps. Authoritarian Communism is, and should be, for-
ever tainted by those real-world laboratories.

But what of the contemporary crusade to liberate world markets? The
coups, wars and slaughters to install and maintain pro-corporate regimes
have never been treated as capitalist crimes but have instead been written off
as the excesses of overzealous dictators, as hot fronts of the Cold War, and
now of the War on Terror. If the most committed opponents of the corpo-
ratist economic model are systematically eliminated, whether in Argentina
in the seventies or in Iraq today, that suppression is explained as part of the
dirty fight against Communism or terrorism—almost never as the fight for
the advancement of pure capitalism.

I am not arguing that all forms of market systems are inherently violent. It
is eminently possible to have a market-based economy that requires no such
brutality and demands no such ideological purity. A free market in con-
sumer products can coexist with free public health care, with public schools,
with a large segment of the economy—like a national oil company—held in
state hands. It’s equally possible to require corporations to pay decent wages,
to respect the right of workers to form unions, and for governments to tax and
redistribute wealth so that the sharp inequalities that mark the corporatist
state are reduced. Markets need not be fundamentalist.

Keynes proposed exactly that kind of mixed, regulated economy after the
Great Depression, a revolution in public policy that created the New Deal
and transformations like it around the world. It was exactly that system of
compromises, checks and balances that Friedman’s counterrevolution was
launched to methodically dismantle in country after country. Seen in that
light, the Chicago School strain of capitalism does indeed have something in
common with other dangerous ideologies: the signature desire for unattain-
able purity, for a clean slate on which to build a reengineered model society.

This desire for godlike powers of total creation is precisely why free-
market ideologues are so drawn to crises and disasters. Nonapocalyptic real-
ity is simply not hospitable to their ambitions. For thirty-five years, what has
animated Friedman’s counterrevolution is an attraction to a kind of freedom
and possibility available only in times of cataclysmic change —when people,
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with their stubborn habits and insistent demands, are blasted out of the
way—moments when democracy seems a practical impossibility.

Believers in the shock doctrine are convinced that only a great rupture —a
flood, a war, a terrorist attack—can generate the kind of vast, clean canvases
they crave. It is in these malleable moments, when we are psychologically
unmoored and physically uprooted, that these artists of the real plunge in
their hands and begin their work of remaking the world.






PART 1

TWO DOCTOR SHOCKS

RESEARCH AND DEVELOPMENT

We shall squeeze you empty, and then we shall fill you
with ourselves.

—George Orwell, Nineteen Eighty-Four

The Industrial Revolution was merely the beginning of
a revolution as extreme and radical as ever inflamed
the minds of sectarians, but the problems could be
resolved given an unlimited amount of material com-
modities.

—Karl Polanyi, The Great Transformation






CHAPTER 1

THE TORTURE LAB

EWEN CAMERON, THE CIA AND THE
MANIACAL QUEST TO ERASE AND
REMAKE THE HUMAN MIND

Their minds seem like clean slates upon which we can write.
—Dr. Cyril J. C. Kennedy and Dr. David Anchel on the benefits of
electroshock therapy, 1948!

| went to the slaughterhouse to observe this so-called “electric
slaughtering,” and | saw that the hogs were clamped at the tem-
ples with big metallic tongs which were hooked up to an electric
current (125 volts). As soon as the hogs were clamped by the
tongs, they fell unconscious, stiffened, then after a few seconds
they were shaken by convulsions in the same way as our experi-
mental dogs. During this period of unconsciousness (epileptic
coma), the butcher stabbed and bled the animals without difficulty.
—Ugo Cerletti, a psychiatrist, describing how he “invented” elec-
troshock therapy, 19542

“I don't talk to journalists anymore,” says the strained voice at the other end
of the phone. And then a tiny window: “What do you want?”

[ figure I have about twenty seconds to make my case, and it won't be
easy. How do I explain what [ want from Gail Kastner, the journey that
brought me to her?

The truth seems so bizarre: “I am writing a book about shock. About how
countries are shocked —by wars, terror attacks, coups d’état and natural dis-
asters. And then how they are shocked again—by corporations and politi-
cians who exploit the fear and disorientation of this first shock to push
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through economic shock therapy. And then how people who dare to resist
this shock politics are, if necessary, shocked for a third time—by police, sol-
diers and prison interrogators. I want to talk to you because you are by my es-
timation among the most shocked people alive, being one of the few living
survivors of the CIA’s covert experiments in electroshock and other ‘special
interrogation techniques.” And by the way, I have reason to believe that the
research that was done on you in the 1950s at McGill University is now be-
ing applied to prisoners in Guantdnamo Bay and Abu Ghraib.”

No, I definitely can’t say that. So I say this instead: “I recently traveled to
Iraq, and I am trying to understand the role torture is playing there. We are
told it’s about getting information, but I think it’s more than that—I think it
may also have had to do with trying to build a model country, about erasing
people and then trying to remake them from scratch.”

There is a long pause, and then a different tone of voice to the reply, still
strained but . . . is it relief? “You have just spelled out exactly what the CIA
and Ewen Cameron did to me. They tried to erase and remake me. But it
didn’t work.”

In less than twenty-four hours, I am knocking on the door of Gail Kast-
ner’s apartment in a grim Montreal old-age home. “It’s open,” comes a barely
audible voice. Gail had told me she would leave the door unlocked because
standing up is difficult for her. It’s the tiny fractures down her spine that grow
more painful as arthritis sets in. Her back pain is just one reminder of the
sixty-three times that 150 to 200 volts of electricity penetrated the frontal
lobes of her brain, while her body convulsed violently on the table, causing
fractures, sprains, bloody lips, broken teeth.

Gail greets me from a plush blue recliner. It has twenty positions, I later
learn, and she adjusts them continuously, like a photographer trying to find
focus. It is in this chair that she spends her days and nights, searching for
comfort, trying to avoid sleep and what she calls “my electric dreams.” That’s
when she sees “him”: Dr. Ewen Cameron, the long-dead psychiatrist who
administered those shocks, as well as other torments, so many years ago. “I
had two visits from the Eminent Monster last night,” she announces as soon
as I walk in. “I don’t want to make you feel bad, but it’s because of your call
coming out of the blue like that, asking all those questions.”

I become aware that my presence here is very possibly unfair. This feeling
deepens when [ scan the apartment and realize that there is no place for me.
Every single surface is crowded with towers of papers and books, precariously
stacked but clearly in some kind of order, the books all marked with yellowing
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flags. Gail motions me to the one clear surface in the room, a wooden chair
that I had overlooked, but she goes into minor panic when I ask for a four-
inch space for the recorder. The end table beside her chair is out of the ques-
tion: it is home to about twenty empty boxes of cigarettes, Matinee Regular,
stacked in a perfect pyramid. (Gail had warned me on the phone about the
chain-smoking: “Sorry, but I smoke. And I'm a poor eater. 'm fat and I
smoke. I hope that’s okay.”) It looks as if Gail has colored the insides of the
boxes black, but looking closer, I realize it is actually extremely dense, mi-
nuscule handwriting: names, numbers, thousands of words.

Over the course of the day we spend talking, Gail often leans over to write
something on a scrap of paper or a cigarette box— “a note to myself,” she ex-
plains, “or I will never remember.” The thickets of paper and cigarette boxes
are, for Gail, something more than an unconventional filing system. They
are her memory.

For her entire adult life, Gail’s mind has failed her; facts evaporate instantly,
memories, if they are there (and many aren’t), are like snapshots scattered on
the ground. Sometimes she will remember an incident perfectly —what she
calls “a memory shard”—but when asked for a date, she will be as much as
two decades off. “In 1968,” she will say. “No, 1983.” And so she makes lists
and keeps everything, proof that her life actually happened. At first she apol-
ogizes for the clutter. But later she says, “He did this to me! This apartment is
part of the torture!”

For many years, Gail was quite mystified by her lack of memory, as well
as other idiosyncrasies. She did not know, for instance, why a small electrical
shock from a garage door opener set off an uncontrollable panic attack. Or
why her hands shook when she plugged in her hair dryer. Most of all, she
could not understand why she could remember most events from her adult
life but almost nothing from before she turned twenty. When she ran into
someone who claimed to know her from childhood, she’d say, “ ‘T know who
you are but I can’t quite place you.” I faked it.”

Gail figured it was all part of her shaky mental health. In her twenties and
thirties, she had struggled with depression and addiction to pills and would
sometimes have such severe breakdowns that she would end up hospitalized
and comatose. These episodes provoked her family to disown her, leaving
her so alone and desperate that she survived by scavenging from the bins out-
side grocery stores.

There had also been hints that something even more traumatic had hap-
pened early on. Before her family cut ties, Gail and her identical twin sister
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used to have arguments about a time when Gail had been much sicker and
Zella had had to take care of her. “You have no idea what I went through,”
Zella would say. “You would urinate on the living-room floor and suck your
thumb and talk baby talk and you would demand the bottle of my baby.
That’s what I had to put up with!” Gail had no idea what to make of her
twin’s recriminations. Urinating on the floor? Demanding her nephew’s bot-
tle? She had no memory of ever doing such strange things.

In her late forties, Gail began a relationship with a man named Jacob,
whom she describes as her soul mate. Jacob was a Holocaust survivor, and
he was also preoccupied with questions of memory and loss. For Jacob, who
died more than a decade ago, Gail’s unaccountably missing years were in-
tensely troubling. “There has to be a reason,” he would say about the gaps in
her life. “There has to be a reason.”

In 1992, Gail and Jacob happened to pass by a newsstand with a large,
sensational headline: “Brainwashing Experiments: Victims to Be Compen-
sated.” Kastner started skimming the article, and several phrases immediately

”»

leaped out: “baby talk,” “memory loss,” “incontinence.” “I said, ‘Jacob, buy

’»

this paper.’” Sitting in a nearby coffee shop, the couple read an incredible
story about how, in the 1950s, the United States Central Intelligence Agency
had funded a Montreal doctor to perform bizarre experiments on his psychi-
atric patients, keeping them asleep and in isolation for weeks, then adminis-
tering huge doses of electroshock as well as experimental drug cocktails
including the psychedelic LSD and the hallucinogen PCP, commonly known
as angel dust. The experiments—which reduced patients to preverbal, infan-
tile states—had been performed at McGill University’s Allan Memorial In-
stitute under the supervision of its director, Dr. Ewen Cameron. The CIA’s
funding of Cameron had been revealed in the late seventies through a Free-
dom of Information Act request, sparking hearings in the U.S. Senate. Nine
of Cameron’s former patients got together and sued the CIA as well as the
Canadian government, which had also funded Cameron’s research. Over
protracted trials, the patients” lawyers argued that the experiments had vio-
lated all standards of medical ethics. They had gone to Cameron seeking re-
lief from minor psychiatric ailments— postpartum depression, anxiety, even
for help to deal with marital difficulties—and had been used, without their
knowledge or permission, as human guinea pigs to satisfy the CIA’s thirst for
information about how to control the human mind. In 1988, the CIA settled,
awarding a total of $750,000 in damages to the nine plaintiffs—at the time
the largest settlement ever against the agency. Four years later, the Canadian
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government would agree to pay $100,000 in compensation to each patient
who was part of the experiments.?

Not only did Cameron play a central role in developing contemporary
U.S. torture techniques, but his experiments also offer a unique insight into
the underlying logic of disaster capitalism. Like the free-market economists
who are convinced that only a large-scale disaster—a great unmaking—can
prepare the ground for their “reforms,” Cameron believed that by inflicting
an array of shocks to the human brain, he could unmake and erase faulty
minds, then rebuild new personalities on that ever-elusive clean slate.

Gail had been dimly aware of a story involving the CIA and McGill over
the years, but she hadn’t paid attention —she had never had anything to do
with the Allan Memorial Institute. But now, sitting with Jacob, she focused
on what the ex-patients were saying about their lives—the memory loss, the
regression. “I realized then that these people must have gone through the

r»

same thing I went through. I said, Jacob, this has got to be the reason.

In the Shock Shop

Kastner wrote to the Allan and requested her medical file. After first being
told that they had no record of her, she finally got it, all 138 pages. The doc-
tor who had admitted her was Ewen Cameron.

The letters, notes and charts in Gail’s medical file tell a heartbreaking
story, one as much about the limited choices available to an eighteen-year-
old girl in the fifties as about governments and doctors abusing their power.
The file begins with Dr. Cameron’s assessment of Gail on her admittance:
she is a McGill nursing student, excelling in her studies, whom Cameron
describes as “a hitherto reasonably well balanced individual.” She is, how-
ever, suffering from anxiety, caused, Cameron plainly notes, by her abusive
father, an “intensely disturbing” man who made “repeated psychological as-
saults” on his daughter.

In their early notes, the nurses seem to like Gail; she bonds with them
about nursing, and they describe her as “cheerful,” “sociable” and “neat.”
But over the months she spent in and out of their care, Gail underwent a rad-
ical personality transformation, one that is meticulously documented in the
file: after a few weeks, she “showed childish behaviour, expressed bizarre
ideas, and apparently was hallucinated [sic] and destructive.” The notes re-
port that this intelligent young woman could now manage to count only to
six; next she is “manipulative, hostile and very aggressive”; then, passive and
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listless, unable to recognize her family members. Her final diagnosis is
“schizophrenic . . . with marked hysterical features” —far more serious than
the “anxiety” she displayed when she arrived.

The metamorphosis no doubt had something to do with the treatments
that are also all listed in Kastner’s chart: huge doses of insulin, inducing
multiple comas; strange combinations of uppers and downers; long periods
when she was kept in a drug-induced sleep; and eight times as many elec-
troshocks as was standard at the time.

Often the nurses remark on Kastner’s attempts to escape from her doctors:
“Trying to find way out . . . claims she is being ill treated . . . refused to have
her ECT after having her injection.” These complaints were invariably
treated as cause for another trip to what Cameron’s junior colleagues called
“the shock shop.™

The Quest for Blankness

After reading over her medical file several times, Gail Kastner turned herself
into a kind of archaeologist of her own life, collecting and studying every-
thing that could potentially explain what happened to her at the hospital.
She learned that Ewen Cameron, a Scottish-born American citizen, had
reached the very pinnacle of his profession: he had been president of the
American Psychiatric Association, president of the Canadian Psychiatric As-
sociation and president of the World Psychiatric Association. In 1945, he was
one of only three American psychiatrists asked to testify to the sanity of
Rudolf Hess at the war crimes trials in Nuremberg.®

By the time Gail began her investigation, Cameron was long dead, but he
had left dozens of academic papers and published lectures behind. Several
books had also been published about the CIA’s funding of mind-control
experiments, works that included plenty of detail about Cameron’s relation-
ship to the agency.* Gail read them all, marking relevant passages, making
timelines and cross-referencing the dates with her own medical file. What
she came to understand was that, by the early 1950s, Cameron had rejected
the standard Freudian approach of using “talk therapy” to try to uncover the

*These include Anne Collins’s Governor General's Award-winning /n the Sleep Room, John
Marks's The Search for the Manchurian Candidate, Alan Scheflin and Edward Option Jr.'s The
Mind Manipulators, Walter Bowart's Operation Mind Control, Gordon Thomas's Journey into
Madness and Harvey Weinstein's A Father, a Son and the CIA, written by the psychiatrist son of
one of Cameron’s patients.
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“root causes” of his patients’ mental illnesses. His ambition was not to mend
or repair his patients but to re-create them using a method he invented
called “psychic driving.”

According to his published papers from the time, he believed that the only
way to teach his patients healthy new behaviors was to get inside their minds
and “break up old pathological patterns.”” The first step was “depatterning,”
which had a stunning goal: to return the mind to a state when it was, as Aris-
totle claimed, “a writing tablet on which as yet nothing actually stands writ-
ten,” a tabula rasa.® Cameron believed he could reach that state by attacking
the brain with everything known to interfere with its normal functioning—
all at once. It was “shock and awe” warfare on the mind.

By the late 1940s, electroshock was becoming increasingly popular
among psychiatrists in Europe and North America. It caused less permanent
damage than surgical lobotomy, and it seemed to help: hysterical patients
frequently calmed down, and in some cases, the jolt of electricity appeared
to make the person more lucid. But these were only observations, and even
the doctors who developed the technique could not provide a scientific ex-
planation for how it worked.

They were aware of its side effects, though. There was no question that
ECT could result in amnesia; it was by far the most common complaint as-
sociated with the treatment. Closely related to memory loss, the other side ef-
fect widely reported was regression. In dozens of clinical studies, doctors
noted that in the immediate aftermath of treatment, patients sucked their
thumbs, curled up in the fetal position, needed to be spoon-fed, and cried
for their mothers (often mistaking doctors and nurses for parents). These be-
haviors usually passed quickly, but in some cases, when large doses of shock
were used, doctors reported that their patients had regressed completely, for-
getting how to walk and talk. Marilyn Rice, an economist who, in the mid-
seventies, spearheaded a patients’ rights movement against ECT, vividly
described what it was like to have her memories and much of her education
erased by shock treatments. “Now I know how Eve must have felt, having
been created full grown out of somebody’s rib without any past history. I feel
as empty as Eve.”*’

For Rice and others, that emptiness represented an irreplaceable loss.

* Even today, when ECT, much refined and including procedures to ensure the safety and
comfort of patients, has become a respectable and often effective treatment of psychosis,
temporary short-term memory loss remains a side effect. Some patients still report that
their long-term memories have also been impacted.
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Cameron, on the other hand, looked into that same void and saw something
else: the blank slate, cleared of bad habits, on which new patterns could be
written. For him, “massive loss of all recollections” brought on by intensive
ECT wasn’t an unfortunate side effect; it was the essential point of the treat-
ment, the key to bringing the patient back to an earlier stage of development
“long before schizophrenic thinking and behavior made their appear-
ance.”'? Like pro-war hawks who call for the bombing of countries “back to
the stone age,” Cameron saw shock therapy as a means to blast his patients
back into their infancy, to regress them completely. In a 1962 paper, he de-
scribed the state to which he wanted to reduce patients like Gail Kastner:
“There is not only a loss of the space-time image but loss of all feeling that it
should be present. During this stage the patient may show a variety of other
phenomena, such as loss of a second language or all knowledge of his mari-
tal status. In more advanced forms, he may be unable to walk without sup-
port, to feed himself, and he may show double incontinence. . . . All aspects
of his memorial function are severely disturbed.”!!

To “depattern” his patients, Cameron used a relatively new device called
the Page-Russell, which administered up to six consecutive jolts instead of a
single one. Frustrated that his patients still seemed to be clinging to rem-
nants of their personalities, he further disoriented them with uppers, downers
and hallucinogens: chlorpromazine, barbiturates, sodium amytal, nitrous
oxide, desoxyn, Seconal, Nembutal, Veronal, Melicone, Thorazine, largactil
and insulin. Cameron wrote in a 1956 paper that these drugs served to “dis-
inhibit him [the patient] so that his defenses might be reduced.”!?

Once “complete depatterning” had been achieved, and the earlier per-
sonality had been satisfactorily wiped out, the psychic driving could begin. It
consisted of Cameron playing his patients tape-recorded messages such as
“You are a good mother and wife and people enjoy your company.” As a be-
haviorist, he believed that if he could get his patients to absorb the messages
on the tape, they would start behaving differently.*

With patients shocked and drugged into an almost vegetative state, they
could do nothing but listen to the messages—for sixteen to twenty hours a
day for weeks; in one case, Cameron played a message continuously for 101
days.?

* If Cameron had been slightly less powerful in his field, his “psychic driving” tapes would
surely have been dismissed as a cheap joke. The entire idea came to him from an advertise-
ment for the Cerebrophone, a bedside phonograph with pillow speakers that claimed to be “a
revolutionary way to learn a foreign language while you sleep.”
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In the mid-fifties, several researchers at the CIA became interested in
Cameron’s methods. It was the start of Cold War hysteria, and the agency
had just launched a covert program devoted to researching “special interro-
gation techniques.” A declassified CIA memorandum explained that the pro-
gram “examined and investigated numerous unusual techniques of
interrogation including psychological harassment and such matters as ‘total
isolation’” as well as “the use of drugs and chemicals.”!* First code-named
Project Bluebird, then Project Artichoke, it was finally renamed MKUltra in
1953. Over the next decade, MKUlItra would spend $25 million on research
in a quest to find new ways to break prisoners suspected of being Commu-
nists and double agents. Eighty institutions were involved in the program,
including forty-four universities and twelve hospitals.!>

The agents involved had no shortage of creative ideas for how to extract
information from people who would rather not share it—the problem was
finding ways to test those ideas. Activities in the first few years of Project
Bluebird and Artichoke resembled those in a tragicomic spy film in which
CIA agents hypnotized each other and slipped LSD into their colleagues’
drinks to see what would happen (in at least one case, suicide)—not to men-
tion torturing suspected Russian spies.'®

The tests were more like deadly fraternity pranks than serious research,
and the results didn’t provide the kind of scientific certainty the agency was
looking for. For this they needed large numbers of human test subjects. Sev-
eral such trials were attempted, but they were risky: if word got out that the
CIA was testing dangerous drugs on American soil, the entire program could
be shut down.!” Which is where the CIA’s interest in Canadian researchers
came in. The relationship dates back to June 1, 1951, and a trinational meet-
ing of intelligence agencies and academics at Montreal’s Ritz-Carlton Hotel.
The subject of the meeting was growing concern in the Western intelligence
community that the Communists had somehow discovered how to “brain-
wash” prisoners of war. The evidence was the fact that American Gls taken
captive in Korea were going before cameras, seemingly willingly, and de-
nouncing capitalism and imperialism. According to the declassified minutes
from the Ritz meeting, those in attendance—Omond Solandt, chairman of
Canada’s Defense Research Board; Sir Henry Tizard, chairman of the
British Defense Research Policy Committee; as well as two representatives
from the CIA—were convinced that Western powers urgently needed to dis-
cover how the Communists were extracting these remarkable confessions.
With that in mind, the first step was to conduct “a clinical study of actual
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cases” to see how brainwashing might work.!® The stated goal of this re-
search was not for Western powers to start using mind control on prisoners; it
was to prepare Western soldiers for whatever coercive techniques they might
encounter if they were taken hostage.

The CIA, of course, had other interests. Yet even in closed-door meetings
like the one at the Ritz, it would have been impossible, so soon after revela-
tions of Nazi torture had provoked worldwide revulsion, for the agency to
openly admit it was interested in developing alternative interrogation meth-
ods of its own.

One of those at the Ritz meeting was Dr. Donald Hebb, director of psy-
chology at McGill University. According to the declassified minutes, Hebb,
trying to unlock the mystery of the GI confessions, speculated that the
Communists might be manipulating prisoners by placing them in intensive
isolation and blocking input to their senses. The intelligence chiefs were im-
pressed, and three months later Hebb had a research grant from Canada’s
Department of National Defense to conduct a series of classified sensory-
deprivation experiments. Hebb paid a group of sixty-three McGill students
$20 a day to be isolated in a room wearing dark goggles, headphones playing
white noise and cardboard tubes covering their arms and hands so as to in-
terfere with their sense of touch. For days, the students floated in a sea of
nothingness, their eyes, ears and hands unable to orient them, living inside
their increasingly vivid imaginations. To see whether this deprivation made
them more susceptible to “brainwashing,” Hebb then began playing record-
ings of voices talking about the existence of ghosts or the dishonesty of
science —ideas the students had said they found objectionable before the ex-
periment began.!

In a conhdential report on Hebb’s findings, the Defense Research Board
concluded that sensory deprivation clearly caused extreme confusion as well
as hallucinations among the student test subjects and that “a significant tem-
porary lowering of intellectual efficiency occurred during and immediately
after the period of perceptual deprivation.”’ Furthermore, the students’
hunger for stimulation made them surprisingly receptive to the ideas ex-
pressed on the tapes, and indeed several developed an interest in the occult
that lasted weeks after the experiment had come to an end. It was as if the
confusion from sensory deprivation partially erased their minds, and then the
sensory stimuli rewrote their patterns.

A copy of Hebb’s major study was sent to the CIA, as well as forty-one
copies to the U.S. Navy and forty-two copies to the U.S. Army.?! The CIA
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also directly monitored the findings via one of Hebb’s student researchers,
Maitland Baldwin, who, unbeknownst to Hebb, was reporting to the
agency.? This keen interest was hardly surprising: at the very least, Hebb was
proving that intensive isolation interfered with the ability to think clearly and
made people more open to suggestion —priceless ideas for any interrogator.
Hebb eventually realized that there was enormous potential for his research
to be used not just to protect captured soldiers from getting “brainwashed”
but also as a kind of how-to manual for psychological torture. In the last in-
terview he gave before his death in 1985, Hebb said, “It was clear when we
made our report to the Defense Research Board that we were describing for-
midable interrogation techniques.”?

Hebb’s report noted that four of the subjects “remarked spontaneously
that being in the apparatus was a form of torture,” which meant that forcing
them to stay past their threshold —two or three days—would clearly violate
medical ethics. Aware of the limitations this placed on the experiment,
Hebb wrote that more “clearcut results” were not available because “it is
not possible to force subjects to spend 30 to 60 days in conditions of per-
ceptual isolation.”**

Not possible for Hebb, but it was perfectly possible for his McGill col-
league and academic archrival, Dr. Ewen Cameron. (In a suspension of ac-
ademic niceties, Hebb would later describe Cameron as “criminally
stupid.”)?® Cameron had already convinced himself that violent destruction
of the minds of his patients was the necessary first step on their journey to
mental health and therefore not a violation of the Hippocratic oath. As for
consent, his patients were at his mercy; the standard consent form endowed
Cameron with absolute power to treat, up to and including performing full
frontal lobotomies.

Although he had been in contact with the agency for years, in 1957
Cameron got his first grant from the CIA, laundered through a front organi-
zation called the Society for the Investigation of Human Ecology.?6 And, as
the CIA dollars poured in, the Allan Memorial Institute seemed less like a
hospital and more like a macabre prison.

The first changes were the dramatically increased dosages of elec-
troshock. The two psychiatrists who invented the controversial Page-Russell
electroshock machine had recommended four treatments per patient, total-
ing twenty-four individual shocks.?” Cameron started using the machine on
his patients twice a day for thirty days, a terrifying 360 individual shocks to
each patient—far more than his earlier patients, like Gail, had received.?® To
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the already dizzying array of drugs he was giving his patients, he added more
experimental, mind-altering ones that were of particular interest to the CIA:
LSD and PCP.

He also added other weapons to his mind-blanking arsenal: sensory depri-
vation and extended sleep, a twin process he claimed would further “reduce
the defensiveness of the individual,” making the patient more receptive to
his taped messages.?? When the CIA dollars arrived, Cameron used the grant
money to convert the old horse stables behind the hospital into isolation
boxes. He also elaborately renovated the basement so that it contained a room
he called the Isolation Chamber.*” He soundproofed the room, piped in white
noise, turned off the lights and put dark goggles and “rubber eardrums” on
each patient, as well as cardboard tubing on the hands and arms, “preventing
him from touching his body—thus interfering with his self image,” as
Cameron put itin a 1956 paper.?! But, where Hebb’s students fled less intense
sensory deprivation after only a couple of days, Cameron kept his patients in
for weeks, with one of them trapped in the isolation box for thirty-five days.?

Cameron further starved his patients’ senses in the so-called Sleep Room,
where they were kept in drug-induced reverie for twenty to twenty-two hours
a day, turned by nurses every two hours to prevent bed sores and wakened
only for meals and to go to the toilet.** Patients were kept in this state for fif-
teen to thirty days, though Cameron reported that “some patients have been
treated up to 65 days of continuous sleep.”** Hospital staffers were instructed
not to allow patients to talk and not to give out any information about how
long they would have to spend in the room. To make sure no one success-
fully escaped from this nightmare, Cameron gave one group of patients
small doses of the drug Curare, which induces paralysis, making them literal
prisoners in their own bodies.*

In a 1960 paper, Cameron said there are “two major factors” that allow us
to “maintain a time and space image” —that allow us, in other words, to
know where we are and who we are. Those two forces are “(a) our continued
sensory input, and (b) our memory.” With electroshock, Cameron annihi-
lated memory; with his isolation boxes, he annihilated sensory input. He was
determined to force his patients to completely lose their sense of where they
were in time and space. Realizing that some patients were keeping track of
time of day based on their meals, Cameron ordered the kitchen to mix it all
up, changing meal times and serving soup for breakfast and porridge for
dinner. “By varying these intervals and by changing the menu from the ex-
pected time we were able to break up this structuring,” Cameron reported
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with satisfaction. Even so, he discovered that despite his best efforts, one pa-
tient had maintained a connection with the outside world by noting “the
very faint rumble” of a plane that flew over the hospital every morning at
nine.*

To anyone familiar with the testimonies of torture survivors, this detail is
a harrowing one. When prisoners are asked how they survived months or
years of isolation and brutality, they often speak about hearing the ring of dis-
tant church bells, or the Muslim call to prayer, or children playing in a park
nearby. When life is shrunk to the four walls of the prison cell, the rhythm of
these outside sounds becomes a kind of lifeline, proof that the prisoner is still
human, that there is a world beyond torture. “Four times I heard the birds
outside chirping with the rising sun —that’s how I know it was four days,” said
one survivor of Uruguay’s last dictatorship, recalling a particularly brutal
stretch of torture.’” The unidentified woman in the basement of the Allan
Memorial Institute, straining to hear the engine of an airplane through a
haze of darkness, drugs and electroshock, was not a patient in the care of a
doctor; she was, for all intents and purposes, a prisoner undergoing torture.

There are several strong indications that Cameron was well aware he was
simulating torture conditions and that, as a staunch anti-Communist, he rel-
ished the idea that his patients were part of a Cold War effort. In an interview
with a popular magazine in 1955, he openly compared his patients to POWs
facing interrogation, saying that they, “like prisoners of the Communists,
tended to resist [treatment] and had to be broken down.”® A year later, he
wrote that the purpose of depatterning was “the actual ‘wearing down’ of de-
fenses” and noted that “analogous to this is the breakdown of the individual
under continuous interrogation.”** By 1960, Cameron was giving lectures on
his sensory deprivation research not just to other psychiatrists but also to mil-
itary audiences. In a talk delivered in Texas at the Brooks Air Force Base, he
made no claim that he was curing schizophrenia and in fact admitted that
sensory deprivation “produces the primary symptoms of schizophrenia”—
hallucinations, intense anxiety, loss of touch with reality.** In notes for the
lecture, he mentions following sensory deprivation with “input-overload,” a
reference to his use of electroshock and endlessly repeated tape loops—and
a foreshadowing of interrogation tactics to come.*!

Cameron’s work was funded by the CIA until 1961, and for many years it
wasn'’t clear what, if anything, the U.S. government did with his research. In
the late seventies and eighties, when proof of the CIA’s funding for the ex-
periments finally came out in Senate hearings and then in the patients’
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groundbreaking class-action lawsuit against the agency, journalists and legis-
lators tended to accept the CIA’s version of events—that it was conducting
research into brainwashing techniques in order to protect captured U.S. sol-
diers. Most of the press attention focused on the sensational detail that the
government had been funding acid trips. In fact, a large part of the scandal,
when it finally broke, was that the CIA and Ewen Cameron had recklessly
shattered lives with their experiments for no good reason —the research ap-
peared useless: everyone knew by then that brainwashing was a Cold War
myth. The CIA, for its part, actively encouraged this narrative, much prefer-
ring to be mocked as bumbling sci-fi buffoons than for having funded a tor-
ture laboratory at a respected university—and an effective one at that. When
John Gittinger, the CIA psychologist who first reached out to Cameron, was
forced to testify before a joint Senate hearing, he called the support for
Cameron “a foolish mistake. . . . A terrible mistake.”*? When the hearings
asked Sidney Gottlieb, former director of MKUlItra, to explain why he had
ordered all the files destroyed from the $25 million program, he replied that
“the project MKU]Itra had not yielded any results of real positive value to the
Agency.”® In the exposés of MKU]tra from the eighties, both in investigative
accounts in the mainstream press and in books, the experiments are consis-
tently described as “mind control” and “brainwashing.” The word “torture”
is almost never used.

The Science of Fear

In 1988, The New York Times ran a groundbreaking investigation into U.S. in-
volvement in torture and assassinations in Honduras. Florencio Caballero, an
interrogator with Honduras’s notoriously brutal Battalion 3-16, told the Times
that he and twenty-four of his colleagues were taken to Texas and trained by
the CIA. “They taught us psychological methods—to study the fears and weak-
nesses of a prisoner. Make him stand up, don’t let him sleep, keep him naked
and isolated, put rats and cockroaches in his cell, give him bad food, serve him
dead animals, throw cold water on him, change the temperature.” There was
one technique he failed to mention: electroshock. Inés Murillo, a twenty-four-
year-old prisoner who was “interrogated” by Caballero and his colleagues, told
the Times that she was electrocuted so many times that she “screamed and fell
down from the shock. The screams just escape you,” she said. “I smelled
smoke and realized I was burning from the singes of the shocks. They said they
would torture me until I went mad. I didn’t believe them. But then they spread
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my legs and stuck the wires on my genitals.”* Murillo also said that there was
someone else in the room: an American passing questions to her interrogators
whom the others called “Mr. Mike.”*

The revelations led to hearings of the Senate’s Select Committee on Intel-
ligence, where the CIA’s deputy director, Richard Stolz, confirmed that “Ca-
ballero did indeed attend a CIA human resources exploitation or
interrogation course.”* The Baltimore Sun filed a Freedom of Information
Act request for the course material used to train people like Caballero. For
many years the CIA refused to comply; finally, under threat of a lawsuit, and
nine years after the original story was published, the CIA produced a hand-
book called Kubark Counterintelligence Interrogation. The title was in code:
“Kubark” is, according to The New York Times, “a cryptonym, KU a random
diptych and BARK the agency’s code word for itself at that time.” More recent
reports have speculated that the “ku” referred to “a country or a specific clan-
destine or covert activity.”*” The handbook is a 128-page secret manual on
the “interrogation of resistant sources” that is heavily based on the research
commissioned by MKUltra—and Ewen Cameron’s and Donald Hebb’s ex-
periments have left their marks all over it. Methods range from sensory depri-
vation to stress positions, from hooding to pain. (The manual acknowledges
early on that many of these tactics are illegal and instructs interrogators to
seek “prior Headquarters approval . . . under any of the following circum-
stances: 1. If bodily harm is to be inflicted. 2. If medical, chemical, or electri-
cal methods or materials are to be used to induce acquiescence.”)*

The manual is dated 1963, the final year of the MKU]ltra program and
two years after Cameron’s CIA-funded experiments came to a close. The
handbook claims that if the techniques are used properly, they will take a re-
sistant source and “destroy his capacity for resistance.” This, it turns out, was
the true purpose of MKUItra: not to research brainwashing (that was a mere
side project), but to design a scientifically based system for extracting infor-
mation from “resistant sources.”* In other words, torture.

The manual states on its first page that it is about to describe interrogation
methods based on “extensive research, including scientific inquiries con-
ducted by specialists in closely related subjects.” It represents a new age of
precise, refined torture —not the gory, inexact torment that had been the
standard since the Spanish Inquisition. In a kind of preface, the manual
states: “The intelligence service which is able to bring pertinent, modern
knowledge to bear upon its problems enjoys huge advantages over a service
which conducts its clandestine business in eighteenth century fashion . . . it
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is no longer possible to discuss interrogation significantly without reference
to the psychological research conducted in the past decade.”® What follows
is a how-to guide on dismantling personalities.

The manual includes a lengthy section on sensory deprivation that refers
to “a number of experiments at McGill University.”! It describes how to
build isolation chambers and notes that “the deprivation of stimuli induces
regression by depriving the subject’s mind of contact with an outer world
and thus forcing it in upon itself. At the same time, the calculated provision
of stimuli during interrogation tends to make the regressed subject view the
interrogator as a father-figure.”*? The Freedom of Information Act request
also produced an updated version of the manual, first published in 1983 for
use in Latin America. “Window should be set high in the wall with the ca-
pability of blocking out light,” it states.*>3

It is precisely what Hebb feared: the use of his sensory deprivation meth-
ods as “formidable interrogation techniques.” But it is the work of Cameron,
and his recipe for disturbing “the time-space-image,” that forms the core of
the Kubark formula. The manual describes several of the techniques that
were honed to depattern patients in the basement of the Allan Memorial
Institute: “The principle is that sessions should be so planned as to disrupt
the source’s sense of chronological order. . . . Some interrogatees can be re-
gressed by persistent manipulation of time, by retarding and advancing
clocks and serving meals at odd times—ten minutes or ten hours after the
last food was given. Day and night are jumbled.”*

What most captured the imagination of Kubark’s authors, more than any in-
dividual technique, was Cameron’s focus on regression—the idea that by depriv-
ing people of their sense of who they are and where they are in time and space,
adults can be converted into dependent children whose minds are a blank slate
of suggestibility. Again and again, the authors return to the theme. “All of the
techniques employed to break through an interrogation roadblock, the entire
spectrum from simple isolation to hypnosis and narcosis, are essentially ways of
speeding up the process of regression. As the interrogatee slips back from matu-
rity toward a more infantile state, his learned or structured personality traits fall
away.” That is when the prisoner goes into the state of “psychological shock” or
“suspended animation” referred to earlier—that torturer’s sweet spot when “the
source is far more open to suggestion, far likelier to comply.”*

*The 1983 version is clearly geared to classroom use, complete with pop quizzes and friendly
reminders (“Always start each session with fresh batteries”).
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Alfred W. McCoy, a historian at the University of Wisconsin who docu-

mented the evolution of torture techniques since the Inquisition in his book
A Question of Torture: CIA Interrogation from the Cold War to the War on
Terror, describes the Kubark manual’s shock-inducing formula of sensory
deprivation followed by sensory overload as “the first real revolution in the
cruel science of pain in more than three centuries.”*® And according to Mc-
Coy, it couldn’t have happened without the McGill experiments in the
1950s. “Stripped of its bizarre excesses, Dr. Cameron’s experiments, build-
ing upon Dr. Hebb’s earlier breakthrough, laid the scientific foundation for
the CIA’s two-stage psychological torture method.”>”
Wherever the Kubark method has been taught, certain clear patterns—all
designed to induce, deepen and sustain shock— have emerged: prisoners are
captured in the most jarring and disorienting way possible, late at night or in
early-morning raids, as the manual instructs. They are immediately hooded
or blindfolded, stripped and beaten, then subjected to some form of sensory
deprivation. And from Guatemala to Honduras, Vietnam to Iran, the Philip-
pines to Chile, the use of electroshock is ubiquitous.

This was not, of course, all the influence of Cameron or MKUlItra. Tor-
ture is always an improvisation, a combination of learned technique and the
human instinct for brutality that is unleashed wherever impunity reigns. By
the mid-ffties, electroshock was being routinely used against liberation
fighters by French soldiers in Algeria, often with the help of psychiatrists.’ In
this period, French military leaders conducted seminars at a U.S. military
“counterinsurgency” school in Fort Bragg, North Carolina, in which they
trained students in the Algeria techniques.’® It is also clear, however, that
Cameron’s particular model of using massive doses of shock not just to in-
flict pain but for the specific goal of erasing structured personalities made an
impression on the CIA. In 1966, the CIA sent three psychiatrists to Saigon,
armed with a Page-Russell, the same kind of electroshock machine favored
by Cameron; it was used so aggressively that it killed several prisoners. Ac-
cording to McCoy, “In effect, they were testing, under field conditions,
whether Ewen Cameron’s McGill ‘de-patterning’ techniques could actually
alter human behavior.”®

For U.S. intelligence officials, that kind of hands-on approach was rare.
From the seventies on, the role favored by American agents was that of men-
tor or trainer—not direct interrogator. Testimony from Central American
torture survivors in the seventies and eighties is littered with references to
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mysterious English-speaking men walking in and out of cells, proposing
questions or offering tips. Dianna Ortiz, an American nun who was ab-
ducted and jailed in Guatemala in 1989, has testified that the men who
raped and burned her with cigarettes deferred to a man who spoke Spanish
with a heavy American accent, whom they referred to as their “boss.”®! Jennifer
Harbury, whose husband was tortured and killed by a Guatemalan officer on
the CIA payroll, has documented many of these cases in her important book,
Truth, Torture and the American Way.5?

Though sanctioned by successive administrations in Washington, the
U.S. role in these dirty wars had to be covert, for obvious reasons. Torture,
whether physical or psychological, clearly violates the Geneva Conventions’
blanket ban on “any form of torture or cruelty,” as well as the U.S. Army’s
own Uniform Code of Military Justice barring “cruelty” and “oppression” of
prisoners.® The Kubark manual warns readers on page 2 that its techniques
carry “the grave risk of later lawsuits,” and the 1983 version is even more
blunt: “Use of force, mental torture, threats, insults, or exposure to unpleas-
ant and inhumane treatment of any kind as an aid to interrogation is prohib-
ited by law, both international and domestic.”* Simply put, what they were
teaching was illegal, covert by its very nature. If anyone asked, U.S. agents
were tutoring their developing-world students in modern, professional polic-
ing methods—they couldn’t be responsible for “excesses” that happened
outside their classes.

On September 11, 2001, that longtime insistence on plausible deniability
went out the window. The terrorist attack on the Twin Towers and the Penta-
gon was a different kind of shock from the ones imagined in the pages of the
Kubark manual, but its effects were remarkably similar: profound disorienta-
tion, extreme fear and anxiety, and collective regression. Like the Kubark in-
terrogator posing as a “father iigure,” the Bush administration promptly used
that fear to play the role of the all-protective parent, ready to defend “the
homeland” and its vulnerable people by any means necessary. The shift in
U.S. policy encapsulated by Vice President Dick Cheney’s infamous state-
ment about working “the dark side” did not mark an embrace by this admin-
istration of tactics that would have repelled its more humane predecessors
(as too many Democrats have claimed, invoking what the historian Garry
Wills calls the particular American myth of “original sinlessness”®). Rather,
the significant shift was that what had previously been performed by proxy,
with enough distance to deny knowledge, would now be performed directly
and openly defended.
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Despite all the talk of outsourced torture, the Bush administration’s real in-
novation has been its in-sourcing, with prisoners being tortured by U.S. citi-
zens in U.S.run prisons or directly transported, through “extraordinary
rendition,” to third countries on U.S. planes. That is what makes the Bush
regime different: after the attacks of September 11, it dared to demand the
right to torture without shame. That left the administration subject to criminal
prosecution—a problem it dealt with by changing the laws. The chain of
events is well known: then—secretary of defense Donald Rumsfeld, empowered
by George W. Bush, decreed that prisoners captured in Afghanistan were not
covered by the Geneva Conventions because they were “enemy combatants,”
not POWs, a view confirmed by the White House legal counsel at the time,
Alberto Gonzales (subsequently U.S. attorney general).® Next, Rumsfeld ap-
proved a series of special interrogation practices for use in the War on Terror.
These included the methods laid out in the CIA manuals: “use of isolation fa-
cility for up to 30 days,” “deprivation of light and auditory stimuli,” “the de-
tainee may also have a hood placed over his head during transportation and
questioning,” “removal of clothing” and “using detainees’ individual phobias
(such as fear of dogs) to induce stress.”®” According to the White House, tor-
ture was still banned —but now to qualify as torture, the pain inflicted had to
“be equivalent in intensity to the pain accompanying serious physical injury,
such as organ failure.”*%® According to these new rules, the U.S. government
was free to use the methods it had developed in the 1950s under layers of se-
crecy and deniability—only now it was out in the open, without fear of prose-
cution. . . . According to these new rules, the U.S. government was free to use
the methods it had developed in the 1950s under layers of secrecy and
deniability—only now it was out in the open, without fear of prosecution. So
in February 2006, the Intelligence Sciences Board, an advisory arm of the
CIA, published a report written by a veteran Defense Department interroga-
tor. It stated openly that “a careful reading of the Kubark manual is essential

for anyone involved in interrogation.”®

* Under pressure from lawmakers in Congress and the Senate, as well as the Supreme
Court, the Bush administration was forced to moderate its position somewhat when Con-
gress approved the Military Commissions Act of 2006. But although the White House used
the new bill to claim that it had renounced all use of torture, it left huge holes allowing CIA
agents and contractors to continue to use Kubark-style sensory deprivation and overload, as
well as other “creative” technigues including simulated drowning (“"water-boarding”). Before
signing the act, Bush attached a “signing statement” asserting his right “to interpret the
meaning and application of the Geneva Conventions” as he sees fit. The New York Times de-
scribed this as the “unilateral rewriting of more than 200 years of tradition and law.”
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One of the first people to come face-to-face with the new order was the U.S.
citizen and former gang member José Padilla. Arrested in May 2002 at
Chicago’s O’Hare airport, he was accused of intending to build a “dirty bomb.”
Rather than being charged and taken through the court system, Padilla was
classified as an enemy combatant, which stripped him of all rights. Taken to a
U.S. Navy prison in Charleston, South Carolina, Padilla says he was injected
with a drug that he believes was either LSD or PCP and subjected to intense
sensory deprivation: he was kept in a tiny cell with the windows blacked out
and forbidden to have a clock or a calendar. Whenever he left the cell he was
shackled, his eyes were covered with blackout goggles and sound was blocked
with heavy headphones. Padilla was kept under these conditions for 1,307 days
and forbidden contact with anyone but his interrogators, who, when they ques-
tioned him, blasted his starved senses with lights and pounding sounds.”

Padilla was granted a court hearing in December 2006, although the
dirty-bomb allegations for which he had been arrested were dropped. He
was accused of having terrorist contacts, but there was little he could do to
defend himself: according to expert testimony, the Cameron-style regression
techniques had completely succeeded in destroying the adult he once was,
which is precisely what they were designed to do. “The extended torture vis-
ited upon Mr. Padilla has left him damaged, both mentally and physically,”
his lawyer told the court. “The government’s treatment of Mr. Padilla has
robbed him of his personhood.” A psychiatrist who assessed him concluded
that he “lacks the capacity to assist in his own defense.””! The Bush-appointed
judge insisted that Padilla was fit to stand trial, however. The fact that he
even had a public trial makes Padilla’s case extraordinary. Thousands of
other prisoners being held in U.S.-run prisons—who, unlike Padilla, are not
U.S. citizens—have been put through a similar torture regimen, with none
of the public accountability of a civilian trial.

Many languish in Guantinamo. Mamdouh Habib, an Australian who was
incarcerated there, has said that “Guantdnamo Bay is an experiment . . . and
what they experiment in is brainwashing.”’? Indeed, in the testimonies, re-
ports and photographs that have come out of Guantdnamo, it is as if the Allan
Memorial Institute of the 1950s had been transported to Cuba. When first
detained, prisoners are put into intense sensory deprivation, with hoods,
blackout goggles and heavy headphones to block out all sound. They are left
in isolation cells for months, taken out only to have their senses bombarded
with barking dogs, strobe lights and endless tape loops of babies crying, music
blaring and cats meowing.



THE TORTURE LAB 45

For many prisoners, the effects of these techniques have been much the
same as they were at the Allan in the fifties: total regression. One released
prisoner, a British citizen, told his lawyers that there is now an entire section
of the prison, Delta Block, reserved for “at least fifty” detainees who are in
permanently delusional states.”? A declassified letter from the FBI to the
Pentagon described one high-value prisoner who had been “subjected to in-
tense isolation for over three months” and “was evidencing behavior consis-
tent with extreme psychological trauma (talking to nonexistent people,
reporting hearing voices, crouching in a cell covered with a sheet for hours
on end).”’* James Yee, a former U.S. Army Muslim chaplain who worked at
Guantidnamo, has described the prisoners on Delta Block as exhibiting the
classic symptoms of extreme regression. “I'd stop to talk to them, and they
would respond to me in a childlike voice, talking complete nonsense. Many
of them would loudly sing childish songs, repeating the song over and over.
Some would stand on top of their steel bed frames and act out childishly, re-
minding me of the King of the Mountain game I played with my brothers
when we were young.” The situation worsened markedly in January 2007,
when 165 prisoners were moved into a new wing of the prison, known as
Camp Six, where the steel isolation cells allowed for no human contact.
Sabin Willett, a lawyer who represents several Guantinamo prisoners,
warned that if the situation continued, “You're going to have an insane asy-
lum.””

Human rights groups point out that Guantdnamo, horrifying as it is, is ac-
tually the best of the U.S.-run offshore interrogation operations, since it is
open to limited monitoring by the Red Cross and lawyers. Unknown num-
bers of prisoners have disappeared into the network of so-called black sites
around the world or been shipped by U.S. agents to foreign-run jails through
extraordinary rendition. Prisoners who have emerged from these nightmares
testify to having faced the full arsenal of Cameron-style shock tactics.

The ltalian cleric Hassan Mustafa Osama Nasr was kidnapped off the
streets of Milan by a group of CIA agents and Italian secret police. “I didn’t
understand anything about what was going on,” he later wrote. “They began
to punch me in the stomach and all over my body. They wrapped my entire
head and face with wide tape, and cut holes over my nose and face so I could
breathe.” They rushed him to Egypt, where he lived in a cell with no light,
where “roaches and rats walked across my body” for fourteen months. Nasr
remained in jail in Egypt until February 2007 but managed to smuggle out
an eleven-page handwritten letter detailing his abuse.”
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He wrote that he repeatedly faced torture by electroshock. According to the
Washington Post account, he was “strapped to an iron rack nicknamed ‘the
Bride” and zapped with electric stun guns” as well as “tied to a wet mattress
on the floor. While one interrogator sat on a wooden chair perched on the
prisoner’s shoulders, another interrogator would flip a switch, sending jolts of
electricity into the mattress coils.””” He also had electroshock applied to his
testicles, according to Amnesty International.”®

There is reason to believe that this use of electrical torture on U.S.-captured
prisoners is not isolated, a fact overlooked in almost all the discussions about
whether the U.S. is actually practicing torture or merely “creative interroga-
tion.” Jumah al-Dossari, a Guantdnamo prisoner who has tried to commit
suicide more than a dozen times, gave written testimoney to his lawyer that
while he was in U.S. custody in Kandahar, “the investigator brought a small
device like a mobile phone but it was an electric shock device. He started
shocking my face, my back, my limbs and my genitals.”” And Murat Kur-
naz, originally from Germany, faced similar treatment in a U.S.-run prison
in Kandahar. “It was the beginning, so there were absolutely no rules. They
had the right to do anything. They used to beat us every time. They did use

electroshocks. They dived my head in the water.”

The Failure to Reconstruct

Near the end of our first meeting, I asked Gail Kastner to tell me more about
her “electric dreams.” She told me that she often dreams of rows of patients
slipping in and out of drug-induced sleep. “I hear people screaming, moan-
ing, groaning, people saying no, no, no. I remember what it was like to wake
up in that room, I was covered in sweat, nauseated, vomiting—and [ had a
very peculiar feeling in the head. Like I had a blob, not a head.” Describing
this, Gail seemed suddenly far away, slumped in her blue chair, her breath
turning into a wheeze. She lowered her eyelids, and beneath them I could
see her eyes fluttering rapidly. She put her hand to her right temple and said
in a voice that sounded thick and drugged, “I'm having a flashback. You
have to distract me. Tell me about Irag—tell me how bad it was.”

I racked my brain for a suitable war story for this strange circumstance
and came up with something relatively benign about life in the Green Zone.
Gail’s face slowly relaxed, and her breathing deepened. Her blue eyes once
again fixed on mine. “Thank you,” she said. “I was having a flashback.”

“I know.”
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“How do you know?”

“Because you told me.”

She leaned over and wrote something down on a scrap of paper.

After leaving Gail that evening, I kept thinking about what I hadn’t said
when she’d asked me to tell her about Iraq. What I had wanted to tell her but
couldn’t was that she reminded me of Iraq; that I couldn’t help feeling that
what happened to her, a shocked person, and what happened to it, a shocked
country, were somehow connected, different manifestations of the same ter-
rifying logic.

Cameron’s theories were based on the idea that shocking his patients into
a chaotic regressed state would create the preconditions for him to “rebirth”
healthy model citizens. It’s little comfort to Gail, with her fractured spine
and shattered memories, but in his own writings Cameron envisioned his
acts of destruction as creation, a gift to his fortunate patients who were, un-
der his relentless repatterning, going to be born again.

On this front Cameron was a spectacular failure. No matter how fully he
regressed his patients, they never absorbed or accepted the endlessly re-
peated messages on his tapes. Though he was a genius at destroying people,
he could not remake them. A follow-up study conducted after Cameron left
the Allan Memorial Institute found that 75 percent of his former patients
were worse off after treatment than before they were admitted. Of his pa-
tients who held down full-time jobs before hospitalization, more than half
were no longer able to, and many, like Gail, suffered from a host of new
physical and psychological ailments. “Psychic driving” did not work, not
even a little, and the Allan Memorial Institute eventually banned the prac-
tice.’!

The problem, obvious in retrospect, was the premise on which his entire
theory rested: the idea that before healing can happen, everything that ex-
isted before needs to be wiped out. Cameron was sure that if he blasted away
at the habits, patterns and memories of his patients, he would eventually ar-
rive at that pristine blank slate. But no matter how doggedly he shocked,
drugged and disoriented, he never got there. The opposite proved true: the
more he blasted, the more shattered his patients became. Their minds
weren't “clean”; rather, they were a mess, their memories fractured, their
trust betrayed.

Disaster capitalists share this same inability to distinguish between de-
struction and creation, between hurting and healing. It’s a feeling I had fre-
quently when I was in Iraq, nervously scanning the scarred landscape for the
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next explosion. Fervent believers in the redemptive powers of shock, the ar-
chitects of the American-British invasion imagined that their use of force
would be so stunning, so overwhelming, that Iraqis would go into a kind of
suspended animation, much like the one described in the Kubark manual.
In that window of opportunity, Iraq’s invaders would slip in another set of
shocks—these ones economic—which would create a model free-market
democracy on the blank slate that was post-invasion Iraq.

But there was no blank slate, only rubble and shattered, angry people —
who, when they resisted, were blasted with more shocks, some of them based
on those experiments performed on Gail Kastner all those years ago. “We're
really good at going out and breaking things. But the day I get to spend more
time here working on construction rather than combat, that will be a very
good day,” General Peter W. Chiarelli, commander of the U.S. Army’s First
Cavalry Division, observed a year and half after the official end of the war.??
That day never came. Like Cameron, Iraq’s shock doctors can destroy, but
they can’t seem to rebuild.



CHAPTER 2

THE OTHER DOCTOR SHOCK

MILTON FRIEDMAN AND THE SEARCH
FOR A LAISSEZ-FAIRE LABORATORY

Economic technocrats may be able to structure a tax reform here,
a new social security law there, or a modified exchange rate
regime somewhere else, but they really never have the luxury of a
clean state on which to set up, in full flower as it were, their com-
plete preferred economic policy framework.

—Arnold Harberger, University of Chicago economics professor,
1998!

There are few academic environments as heavily mythologized as the Uni-
versity of Chicago’s Economics Department in the 1950s, a place intensely
conscious of itself not just as a school but as a School of Thought. It was not
just training students; it was building and strengthening the Chicago School
of economics, the brainchild of a coterie of conservative academics whose
ideas represented a revolutionary bulwark against the dominant “statist”
thinking of the day. To step through the doors of the Social Science Build-
ing, under the sign reading “Science Is Measurement,” and into the leg-
endary lunchroom, where students tested their intellectual mettle by daring
to challenge their titanic professors, was to seek nothing so prosaic as a de-
gree. It was to enlist in battle. As Gary Becker, the conservative economist
and Nobel Prize winner, put it, “We were warriors in combat with most of
the rest of the profession.”

Like Ewen Cameron’s psychiatric department at McGill in the same period,
the University of Chicago’s Economics Department was in the thrall of an ambi-
tious and charismatic man on a mission to fundamentally revolutionize his
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profession. That man was Milton Friedman. Though he had many mentors
and colleagues who believed just as fiercely as he did in ultra laissez-faire, it
was Friedman’s energy that gave the school its revolutionary fervor. “People
would always ask me, ‘Why are you so excited? Are you going out on a date
with a beautiful woman?”” recalls Becker. “I said, ‘No, I'm going to a class in
economics!” Being a student of Milton’s was magic indeed.”

Friedman’s mission, like Cameron’s, rested on a dream of reaching back
to a state of “natural” health, when all was in balance, before human inter-
ferences created distorting patterns. Where Cameron dreamed of returning
the human mind to that pristine state, Friedman dreamed of depatterning
societies, of returning them to a state of pure capitalism, cleansed of all
interruptions — government regulations, trade barriers and entrenched inter-
ests. Also like Cameron, Friedman believed that when the economy is highly
distorted, the only way to reach that prelapsarian state was to deliberately in-
flict painful shocks: only “bitter medicine” could clear those distortions and
bad patterns out of the way. Cameron used electricity to inflict his shocks;
Friedman’s tool of choice was policy—the shock treatment approach he
urged on bold politicians for countries in distress. Unlike Cameron, how-
ever, who was able to instantly apply his pet theories on his unwitting pa-
tients, Friedman would need two decades and several twists and tumns of
history before he too got the chance to put his dreams of radical erasure and
creation into action in the real world.

Frank Knight, one of the founders of Chicago School economics, thought
professors should “inculcate” in their students the belief that each economic
theory is “a sacred feature of the system,” not a debatable hypothesis.* The
core of such sacred Chicago teachings was that the economic forces of sup-
ply, demand, inflation and unemployment were like the forces of nature,
fixed and unchanging. In the truly free market imagined in Chicago classes
and texts, these forces existed in perfect equilibrium, supply communicating
with demand the way the moon pulls the tides. If economies suffered from
high inflation, it was, according to Friedman’s strict theory of monetarism, in-
variably because misguided policy makers had allowed too much money to
enter the system, rather than letting the market find its balance. Just as ecosys-
tems self-regulate, keeping themselves in balance, the market, left to its own
devices, would create just the right number of products at precisely the right
prices, produced by workers at just the right wages to buy those products—an
Eden of plentiful employment, boundless creativity and zero inflation.
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According to the Harvard sociologist Daniel Bell, this love of an idealized
system is the defining quality of radical free-market economics. Capitalism is
envisaged as “a jeweled set of movements” or a “celestial clockwork . . . a
work of art, so compelling that one thinks of the celebrated pictures of
Apelles who painted a cluster of grapes so realistic that the birds would come
and pick at them.”

The challenge for Friedman and his colleagues was how to prove that a
real-world market could live up to their rapturous imaginings. Friedman al-
ways prided himself on approaching economics as a science as hard and rigor-
ous as physics or chemistry. But hard scientists could point to the behavior of
the elements to prove their theories. Friedman could not point to any living
economy that proved that if all “distortions” were stripped away, what would
be left would be a society in perfect health and bounteous, since no country in
the world met the criteria for perfect laissez-faire. Unable to test their theories
in central banks and ministries of trade, Friedman and his colleagues had to
settle for elaborate and ingenious mathematical equations and computer mod-
els mapped out in the basement workshops of the social sciences building.

A love of numbers and systems is what had led Friedman to economics.
In his autobiography, he says his moment of epiphany came when a high-
school geometry teacher wrote the Pythagorean theorem on the blackboard
and then, awed by its elegance, quoted from John Keats’s “Ode on a Grecian
Urn”: “‘Beauty is truth, truth beauty, —that is all / Ye know on earth, and all
ye need to know.”® Friedman passed on that same ecstatic love of a beautiful
all-encompassing system to generations of economics scholars—along with
a search for simplicity, elegance and rigor.

Like all fundamentalist faiths, Chicago School economics is, for its true
believers, a closed loop. The starting premise is that the free market is a per-
fect scientific system, one in which individuals, acting on their own self-
interested desires, create the maximum benefits for all. It follows ineluctably
that if something is wrong within a free-market economy— high inflation or
soaring unemployment—it has to be because the market is not truly free.
There must be some interference, some distortion in the system. The
Chicago solution is always the same: a stricter and more complete applica-
tion of the fundamentals.

When Friedman died in 2006, obituary writers struggled to summarize
the breadth of his legacy. One settled on this statement: “Milton’s mantra of
free markets, free prices, consumer choice and economic liberty is responsible
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for the global prosperity we enjoy today.”” This is partially true. The nature
of that global prosperity—who shares in it, who doesn’t, where it came
from —are all highly contested, of course. What is irrefutable is the fact that
Friedman’s free-market rulebook, and his savvy strategies for imposing it,
have made some people extremely prosperous, winning for them something
approximating complete freedom—to ignore national borders, to avoid reg-
ulation and taxation and to amass new wealth.

This knack for thinking highly profitable thoughts appears to have its
roots in Friedman’s early childhood, when his parents, immigrants from
Hungary, bought a garment factory in Rahway, New Jersey. The family apart-
ment was in the same building as the shop floor, which, Friedman wrote,
“would be termed a sweatshop today.”® Those were volatile times for sweat-
shop owners, with Marxists and anarchists organizing immigrant workers
into unions to demand safety regulations and weekends off —and debating
the theory of worker ownership at after-shift meetings. As the boss’s son,
Friedman no doubt heard a very different perspective on these debates. In
the end, his father’s factory went under, but in lectures and television ap-
pearances, Friedman spoke of it often, invoking it as a case study for the ben-
efits of deregulated capitalism —proof that even the worst, least-regulated
jobs offer the first rung on the ladder to freedom and prosperity.

A large part of the appeal of Chicago School economics was that, at a
time when radical-left ideas about workers’ power were gaining ground
around the world, it provided a way to defend the interests of owners that was
just as radical and was infused with its own claims to idealism. To hear Fried-
man tell it, his ideas were not about defending the right of factory owners to
pay low wages but, rather, all about a quest for the purest possible form of
“participatory democracy” because in the free market, “each man can vote,
as it were, for the color of tie he wants.”” Where leftists promised freedom for
workers from bosses, citizens from dictatorship, countries from colonialism,
Friedman promised “individual freedom,” a project that elevated atomized
citizens above any collective enterprise and liberated them to express their
absolute free will through their consumer choices. “What was particularly
exciting were the same qualities that made Marxism so appealing to many
other young people at the time,” recalled the economist Don Patinkin, who
studied at Chicago in the forties— “simplicity together with apparent logical
completeness; idealism combined with radicalism.”!” The Marxists had their
workers’ utopia, and the Chicagoans had their entrepreneurs’ utopia, both
claiming that if they got their way, perfection and balance would follow.
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The question, as always, was how to get to that wondrous place from here.
The Marxists were clear: revolution—get rid of the current system, replace
it with socialism. For the Chicagoans, the answer was not as straightforward.
The United States was already a capitalist country, but as far as they were
concerned, just barely. In the U.S., and in all supposedly capitalist economies,
the Chicagoans saw interferences everywhere. To make products more af-
fordable, politicians fixed prices; to make workers less exploited, they set
minimum wages; to make sure everyone had access to education, they kept
it in the hands of the state. These measures often seemed to help people,
but Friedman and his colleagues were convinced—and they “proved” it
with their models—that they were actually doing untold harm to the equi-
librium of the market and the ability of its various signals to communicate
with each other. The mission of the Chicago School was thus one of
purification —stripping the market of these interruptions so that the free
market could sing.

For this reason, Chicagoans did not see Marxism as their true enemy. The
real source of the trouble was to be found in the ideas of the Keynesians in
the United States, the social democrats in Europe and the developmentalists
in what was then called the Third World. These were believers not in a
utopia but in a mixed economy, to Chicago eyes an ugly hodgepodge of cap-
italism for the manufacture and distribution of consumer products, social-
ism in education, state ownership for essentials like water services, and all
kinds of laws designed to temper the extremes of capitalism. Like the reli-
gious fundamentalist who has a grudging respect for fundamentalists of other
faiths and for avowed atheists but disdains the casual believer, the Chicagoans
declared war on these mix-and-match economists. What they wanted was
not a revolution exactly but a capitalist Reformation: a return to uncontami-
nated capitalism.

Much of this purism came from Friedrich Hayek, Friedman’s own per-
sonal guru, who also taught at the University of Chicago for a stretch in the
1950s. The austere Austrian warned that any government involvement in
the economy would lead society down “the road to serfdom” and had to be ex-
punged.!! According to Arnold Harberger, a longtime professor at Chicago,
“the Austrians,” as this clique-within-a-clique was called, were so zealous that
any state interference was not just wrong, but “evil. . . . It’s as if there is a very
pretty but highly complex picture out there, which is perfectly harmonious
within itself, you see, and if there’s a speck where it isn’t supposed to be,

well, that’s just awful . . . it is a flaw that mars that beauty.”!?
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In 1947, when Friedman first joined with Hayek to form the Mont Pelerin
Society, a club of free-market economists named for its location in Switzer-
land, the idea that business should be left alone to govern the world as it
wished was one barely suitable for polite company. Memories of the market
crash of 1929 and the Great Depression that followed were still fresh—the
life savings destroyed overnight, the suicides, the soup kitchens, the refugees.
The scale of this market-created disaster had led to a surging demand for
a distinctly hands-on form of government. The Depression did not signal the
end of capitalism, but it was, as John Maynard Keynes forecast a few years
earlier, “the end of laissez-faire” —the end of letting the market regulate it-
self.1* The 1930s through to the early 1950s was a time of unabashed faire:
the can-do ethos of the New Deal gave way to the war effort, with public
works programs launched to create much-needed jobs, and new social pro-
grams unveiled to prevent growing numbers of people from turning hard left.
It was a time when compromise between left and right was not a dirty word
but part of what many saw as a noble mission to prevent a world, as Keynes
wrote to President Franklin D. Roosevelt in 1933, in which “orthodoxy and
revolution” are left “to fight it out.”!* John Kenneth Galbraith, heir to
Keynes’s mantle in the U.S., described the prime missions of politicians and
economists alike as “the avoidance of depression and the prevention of un-
employment.”!®

The Second World War lent new urgency to the war against poverty.
Nazism had taken root in Germany at a time when the country was in a dev-
astating depression, provoked by the punishing reparations imposed after
the First World War and deepened by the 1929 crash. Keynes had warned
early on that if the world took a laissez-faire approach to Germany’s poverty,
the blowback would be ferocious: “Vengeance, I dare predict, will not
limp.”1® Those words went unheeded at the time, but when Europe was re-
built after the Second World War, the Western powers embraced the princi-
ple that market economies needed to guarantee enough basic dignity that
disillusioned citizens would not go looking once again for a more appealing
ideology, whether fascism or Communism. It was this pragmatic imperative
that led to the creation of almost everything that we associate today with the
bygone days of “decent” capitalism—social security in the U.S., public
health care in Canada, welfare in Britain, workers’ protections in France
and Germany.

A similar, more radical mood was on the rise in the developing world,
usually going under the name developmentalism, or Third World nationalism.
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Developmentalist economists argued that their countries would finally es-
cape the cycle of poverty only if they pursued an inward-oriented industrial-
ization strategy instead of relying on the export of natural resources, whose
prices had been on a declining path, to Europe and North America. They
advocated regulating or even nationalizing oil, minerals and other key in-
dustries so that a healthy share of the proceeds fed a government-led devel-
opment process.

By the 1950s, the developmentalists, like the Keynesians and social demo-
crats in rich countries, were able to boast a series of impressive success sto-
ries. The most advanced laboratory of developmentalism was the southern
tip of Latin America, known as the Southern Cone: Chile, Argentina,
Uruguay and parts of Brazil. The epicenter was the United Nations’ Eco-
nomic Commission for Latin America, based in Santiago, Chile, and headed
by the economist Radl Prebisch from 1950 to 1963. Prebisch trained teams
of economists in developmentalist theory and dispatched them to act as pol-
icy advisers for governments across the continent. Nationalist politicians like
Argentina’s Juan Perén put their ideas into practice with a vengeance, pour-
ing public money into infrastructure projects such as highways and steel
plants, giving local businesses generous subsidies to build their new facto-
ries, churning out cars and washing machines, and keeping out foreign im-
ports with forbiddingly high tariffs.

During this dizzying period of expansion, the Southern Cone began to
look more like Europe and North America than the rest of Latin America or
other parts of the Third World. The workers in the new factories formed
powerful unions that negotiated middle-class salaries, and their children
were sent off to study at newly built public universities. The yawning gap be-
tween the region’s polo-club elite and its peasant masses began to narrow. By
the 1950s, Argentina had the largest middle class on the continent, and next-
door Uruguay had a literacy rate of 95 percent and offered free health care
for all citizens. Developmentalism was so staggeringly successful for a time
that the Southern Cone of Latin America became a potent symbol for poor
countries around the world: here was proof that with smart, practical poli-
cies, aggressively implemented, the class divide between the First and Third
World could actually be closed.

All this success for managed economies—in the Keynesian north and the
developmentalist south—made for dark days at the University of Chicago’s
Economics Department. The Chicagoans” academic archrivals at Harvard,
Yale and Oxford were being enlisted by presidents and prime ministers to
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help tame the beast of the market; almost no one was interested in Fried-
man’s daring ideas about letting it run even more wildly than before. There
were, however, a few people left who were keenly interested in Chicago
School ideas—and they were a powerful few.

For the heads of U.S. multinational corporations, contending with a dis-
tinctly less hospitable developing world and with stronger, more demanding
unions at home, the postwar boom years were unsettling times. The econ-
omy was growing fast, enormous wealth was being created, but owners and
shareholders were forced to redistribute a great deal of that wealth through
corporate taxes and workers’ salaries. Everyone was doing well, but with a re-
turn to the pre-New Deal rules, a few people could have been doing a lot
better.

The Keynesian revolution against laissez-faire was costing the corporate
sector dearly. Clearly what was needed to regain lost ground was a counter-
revolution against Keynesianism, a return to a form of capitalism even less
regulated than before the Depression. This wasn’t a crusade that Wall Street
itself could lead—not in the current climate. If Friedman’s close friend Wal-
ter Wriston, head of Citibank, had come forward and argued that the mini-
mum wage and corporate taxes should both be abolished, he naturally
would have been accused of being a robber baron. And that’s where the
Chicago School came in. It quickly became clear that when Friedman, a
brilliant mathematician and skilled debater, made those same arguments,
they took on an entirely different quality. They might be dismissed as wrong-
headed but they were imbued with an aura of scientific impartiality. The
enormous benefit of having corporate views funneled through academic,
or quasi-academic, institutions not only kept the Chicago School flush with
donations but, in short order, spawned the global network of right-wing
think tanks that would churn out the counterrevolution’s foot soldiers world-
wide.

It all came back to Friedman’s single-minded message: everything went wrong
with the New Deal. That’s when so many countries “including my own, got off
on the wrong track.”” To get governments back on the right track, Friedman,
in his first popular book, Capitalism and Freedom, laid out what would be-
‘come the global free-market rulebook and, in the U.S., would form the eco-
nomic agenda of the neoconservative movement.

First, governments must remove all rules and regulations standing in the
way of the accumulation of profits. Second, they should sell off any assets



THE OTHER DOCTOR SHOCK 57

they own that corporations could be running at a profit. And third, they
should dramatically cut back funding of social programs. Within the three-
part formula of deregulation, privatization and cutbacks, Friedman had
plenty of specifics. Taxes, when they must exist, should be low, and rich and
poor should be taxed at the same flat rate. Corporations should be free to
sell their products anywhere in the world, and governments should make
no effort to protect local industries or local ownership. All prices, including
the price of labor, should be determined by the market. There should be no
minimum wage. For privatization, Friedman offered up health care, the
post office, education, retirement pensions, even national parks. In short,
and quite unabashedly, he was calling for the breaking of the New Deal —
that uneasy truce between the state, corporations and labor that had pre-
vented popular revolt after the Great Depression. Whatever protections
workers had managed to win, whatever services the state now provided to
soften the edges of the market, the Chicago School counterrevolution
wanted them back.

And it wanted more than that—it wanted to expropriate what workers and
governments had built during those decades of frenetic public works. The
assets that Friedman urged government to sell were the end products of the
years of investment of public money and know-how that had built them and
made them valuable. As far as Friedman was concerned, all this shared
wealth should be transferred into private hands, on principle.

Though always cloaked in the language of math and science, Friedman’s
vision coincided precisely with the interests of large multinationals, which
by nature hunger for vast new unregulated markets. In the first stage of capi-
talist expansion, that kind of ravenous growth was provided by colonialism —
by “discovering” new territories and grabbing land without paying for it, then
extracting riches from the earth without compensating local populations.
Friedman’s war on the “welfare state” and “big government” held out the
promise of a new font of rapid riches—only this time, rather than conquer-
ing new territory, the state itself would be the new frontier, its public services
and assets auctioned off for far less than they were worth.

The War against Developmentalism

In the United States of the 1950s, access to those kinds of riches was still de-
cades away. Even with a hard-core Republican like Dwight Eisenhower in
the White House, there was no chance of a radical right turn like the one the
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Chicagoans were suggesting— public services and workers” protections were
far too popular, and Eisenhower was looking to the next election. Although
he had little appetite for reversing Keynesianism at home, Eisenhower
proved eager to take swift and radical action to defeat developmentalism
abroad. It was a campaign in which the University of Chicago would even-
tually play a pivotal role.

When Eisenhower took office in 1953, Iran had a developmentalist leader
in Mohammad Mossadegh, who had already nationalized the oil company,
and Indonesia was in the hands of the increasingly ambitious Achmed
Sukarno, who was talking about linking up all the nationalist governments of
the Third World into a superpower on par with the West and the Soviet Bloc.
Of particular concern to the State Department was the growing success of
nationalist economics in the Southern Cone of Latin America. At a time
when large portions of the globe were turning to Stalinism and Maoism, de-
velopmentalist proposals for “import substitution” were actually quite cen-
trist. Still, the idea that Latin America deserved its own New Deal had
powerful enemies. The continent’s feudal landowners had been happy with
the old status quo, which supplied them with steep profits and a limitless
pool of poor peasants to work in the fields and mines. Now, they were out-
raged to see their profits being diverted to build up other sectors, their work-
ers demanding land redistribution, and the government keeping the price of
their crops artificially low so food could be affordable. American and Euro-
pean corporations doing business in Latin America began to express similar
complaints to their governments: their products were being blocked at the
borders, their workers were demanding higher wages and, most alarmingly,
there was growing talk that everything from foreign-owned mines to banks
could be nationalized to finance Latin America’s dream of economic inde-
pendence.

Under pressure from these corporate interests, a movement took hold in
American and British foreign policy circles that attempted to pull develop-
mentalist governments into the binary logic of the Cold War. Don’t be
fooled by the moderate, democratic veneer, these hawks warned: Third
World nationalism was the first step on the road to totalitarian Communism
and should be nipped in the bud. Two of the chief proponents of this theory
were John Foster Dulles, Eisenhower’s secretary of state, and his brother
Allen Dulles, head of the newly created CIA. Before taking public posts,
both had worked at the legendary New York law firm Sullivan & Cromwell,
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where they represented many of the companies that had the most to lose
from developmentalism, among them ]. P. Morgan & Company, the Inter-
national Nickel Company, the Cuban Sugar Cane Corporation and the
United Fruit Company.!® The results of the Dulleses’ ascendancy were im-
mediate: in 1953 and 1954, the CIA staged its first two coups d’état, both
against Third World governments that identified far more with Keynes than
with Stalin.

The first was in 1953, when a CIA plot successfully overthrew Mossadegh
in Iran, replacing him with the brutal shah. The next was the 1954 CIA-
sponsored coup in Guatemala, done at the direct behest of the United Fruit
Company. The corporation, which still had the ear of the Dulles brothers
from their Cromwell days, was indignant that President Jacobo Arbenz
Guzmin had expropriated some of its unused land (with full compensation)
as part of his project to transform Guatemala, as he put it, “from a backward
country with a predominantly feudal economy into a modern capitalist
state” —apparently an unacceptable goal.!'” Soon enough Arbenz was out,
and United Fruit was back in charge.

Eradicating developmentalism in the Southern Cone, where it had taken
far deeper root, was a much greater challenge. Figuring out how to achieve
that goal was the topic of discussion between two American men as they met
in Santiago, Chile, in 1953. One was Albion Patterson, director of the U.S.
International Cooperation Administration in Chile —the agency that would
later become USAID —and the other was Theodore W. Schultz, chairman
of the Department of Economics at the University of Chicago. Patterson had
become increasingly concerned about the maddening influence of Radl
Prebisch and Latin America’s other “pink” economists. “What we need to do
is change the formation of the men, to influence the education, which is
very bad,” he had stressed to a colleague.?’ This objective coincided with
Schultz’s own belief that the U.S. government wasn’t doing enough to fight
the intellectual war with Marxism. “The United States must take stock of its
economic programs abroad . . . we want [the poor countries] to work out
their economic salvation by relating themselves to us and by using our way
of achieving their economic development,” he said.?!

The two men came up with a plan that would eventually turn Santiago,
a hotbed of state-centered economics, into its opposite—a laboratory for
cutting-edge free-market experiments, giving Milton Friedman what he had
longed for: a country in which to test his cherished theories. The original
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plan was simple: the U.S. government would pay to send Chilean students to
study economics at what pretty much everyone recognized was the most rab-
idly anti-“pink” school in the world —the University of Chicago. Schultz and
his colleagues at the university would also be paid to travel to Santiago to
conduct research into the Chilean economy and to train students and pro-
fessors in Chicago School fundamentals.

What set the plan apart from other U.S. training programs that sponsored
Latin American students, of which there were many, was its unabashedly
ideological character. By selecting Chicago to train Chileans—a school
where the professors agitated for the near-complete dismantling of govern-
ment with single-minded focus—the U.S. State Department was firing a
shot across the bow in its war against developmentalism, effectively telling
Chileans that the U.S. government had decided what ideas their elite stu-
dents should and should not learn. This was such blatant U.S. intervention
in Latin American affairs that when Albion Patterson approached the dean
of the University of Chile, the country’s premiere university, and offered him
a grant to set up the exchange program, the dean turned him down. He said
he would participate only if his faculty had input into who in the U.S. was
training his students. Patterson went on to approach the dean of a lesser in-
stitution, Chile’s Catholic University, a much more conservative school with
no economics department. The dean at the Catholic University jumped at
the offer, and what became known in Washington and Chicago as “the
Chile Project” was born.

“We came here to compete, not to collaborate,” said Schultz of the Univer-
sity of Chicago, explaining why the program would be closed to all Chilean
students but the few selected.?? This combative stance was explicit from the
start: the goal of the Chile Project was to produce ideological warriors who
would win the battle of ideas against Latin America’s “pink” economists.

Officially launched in 1956, the project saw one hundred Chilean stu-
dents pursue advanced degrees at the University of Chicago between 1957
and 1970, their tuition and expenses paid for by U.S. taxpayers and U.S.
foundations. In 1965, the program was expanded to include students from
across Latin America, with particularly heavy participation from Argentina,
Brazil and Mexico. The expansion was funded through a grant from the
Ford Foundation and led to the creation of the Center for Latin American
Economic Studies at the University of Chicago. Under the program, there
were forty to fifty Latin Americans studying graduate-level economics at any
given time —roughly one-third of the department’s total student population.
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In comparable programs at Harvard or MIT, there were just four or five
Latin Americans. It was a startling achievement: in just a decade, the ultra-
conservative University of Chicago had become the premier destination for
Latin Americans wanting to study economics abroad, a fact that would
shape the course of the region’s history for decades to come.

Indoctrinating the visitors in Chicago School orthodoxy became a press-
ing institutional priority. The head of the program, and the man in charge of
making the Latin Americans feel welcome, was Arnold Harberger, a safari-
suit-wearing economist who spoke fluent Spanish, had married a Chilean
and described himself as “a seriously dedicated missionary.”?> When the
Chilean students started arriving, Harberger created a special “Chile work-
shop” where University of Chicago professors presented their highly ideolog-
ical diagnosis of what was wrong with the South American country—and
offered their scientific prescriptions on how to fix it.

“Suddenly, Chile and its economy became a topic of daily conversation
in the Department of Economics,” recalled André Gunder Frank, who
studied under Friedman in the 1950s and went on to become a world-
renowned development economist.?* All of Chile’s policies were put under
the microscope and found wanting: its strong social safety net, its protec-
tions for national industry, its trade barriers, its controls on prices. Students
were taught disdain for these attempts to alleviate poverty, and many of
them devoted their PhD theses to dissecting the follies of Latin American
developmentalism.?> When Harberger would return from his frequent trips
to Santiago in the ffties and sixties, Gunder Frank recalled that he would
lambaste Santiago, Chile’s health and education systems—the best on
the continent—as “absurd attempts to live beyond its underdeveloped
means.”?

Within the Ford Foundation, there were concerns about financing such
an overtly ideological program. Some pointed out that the only Latin Amer-
ican speakers invited to address the students in Chicago were alumni of the
same program. “Although the quality and impact of this endeavor cannot be
denied, its ideological narrowness constituted a serious deficiency,” wrote
Jeffrey Puryear, a Latin American specialist with Ford, in one of the founda-
tion’s internal reviews. “The interests of developing countries are not well-
served by exposure to a single point of view.”?” This assessment did not stop
Ford from continuing to fund the program.

When the first group of Chileans returned home from Chicago, they
were “even more Friedmanite than Friedman himself” in the words of



62 THE SHOCK DOCTRINE

Mario Zafiartu, an economist at Santiago’s Catholic University.** Many
took up posts as economics professors in the Catholic University Economics
Department, rapidly turning it into their own little Chicago School in the
middle of Santiago —the same curriculum, the same English-language texts,
the same unyielding claim to “pure” and “scientific” knowledge. By 1963,
twelve of the department’s thirteen full-time faculty members were gradu-
ates of the University of Chicago program, and Sergio de Castro, one of the
first graduates, was appointed faculty chairman.?’ Now Chilean students
didn’t need to travel all the way to the U.S. —hundreds could get a Chicago
School education without leaving home.

The students who went through the program, whether in Chicago or its
franchise operation in Santiago, became known throughout the region as “los
Chicago Boys.” With more funding from USAID, Chile’s Chicago Boys be-
came enthusiastic regional ambassadors for ideas Latin Americans call “neo-
liberalism,” traveling to Argentina and Colombia to set up more University of
Chicago franchises in order to “expand this knowledge throughout Latin
America, confronting the ideological positions which prevented freedom and
perpetuated poverty and backwardness,” according to one Chilean graduate.®

Juan Gabriel Valdés, Chile’s foreign minister in the 1990s, described the
process of training hundreds of Chilean economists in Chicago School or-
thodoxy as “a striking example of an organized transfer of ideology from the
United States to a country within its direct sphere of influence . . . the edu-
cation of these Chileans derived from a specific project designed in the
1950s to influence the development of Chilean economic thinking.” He
pointed out that “they introduced into Chilean society ideas that were com-

pletely new, concepts entirely absent from the ‘ideas market. %!

As a form of intellectual imperialism, it was certainly unabashed. There was,
however, a problem: it wasn’t working. According to a 1957 report from the
University of Chicago to its funders at the State Department, “the central pur-
pose of the project” was to train a generation of students “who would become
the intellectual leaders in economic affairs in Chile.”*? But the Chicago Boys
weren’t leading their countries anywhere —in fact, they were being left behind.

In the early sixties, the main economic debate in the Southern Cone was

* Walter Heller, the famed Kennedy-government economist, once mocked the cultishness of
Friedman’s followers by dividing them into categories: “Some are Friedmanly, some Fried-
manian, some Friedmanesque, some Friedmanic and some Friedmaniacs.”
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not about laissez-faire capitalism versus developmentalism but about how
best to take developmentalism to the next stage. Marxists argued for exten-
sive nationalization and radical land reforms; centrists argued that the key
was greater economic cooperation among Latin American countries, with
the goal of transforming the region into a powerful trading bloc to rival Eu-
rope and North America. At the polls and on the streets, the Southern Cone
was surging to the left.

In 1962, Brazil moved decisively in this direction under the presidency of
Jodo Goulart, an economic nationalist committed to land redistribution,
higher salaries and a daring plan to force foreign multinationals to reinvest a
percentage of their profits back into the Brazilian economy rather than spirit-
ing them out of the country and distributing them to shareholders in New York
and London. In Argentina, a military government was trying to defeat similar
demands by banning the party of Juan Perén from running in elections, but
the move had only radicalized a new generation of young Peronists, many of
whom were willing to use arms to retake the country.

It was in Chile—the epicenter of the Chicago experiment—that defeat in
the battle of ideas was most evident. By Chile’s historic 1970 elections, the
country had moved so far left that all three major political parties were in favor
of nationalizing the country’s largest source of revenue: the copper mines then
controlled by U.S. mining giants.”* The Chile Project, in other words, was an
expensive bust. As ideological warriors waging a peaceful battle of ideas with
their left-wing foes, the Chicago Boys had failed in their mission. Not only was
the economic debate continuing to shift leftward, but the Chicago Boys were
so marginal that they did not even register on the Chilean electoral spectrum.

It might have ended there, with the Chile Project just a minor historical
footnote, but something happened to rescue the Chicago Boys from obscu-
rity: Richard Nixon was elected president of the United States. Nixon “had
an imaginative, and on the whole effective, foreign policy,” Friedman en-
thused.** And nowhere was it more imaginative than in Chile.

It was Nixon who would give the Chicago Boys and their professors some-
thing they had long dreamed of: a chance to prove that their capitalist utopia
was more than a theory in a basement workshop—a shot at remaking a coun-
try from scratch. Democracy had been inhospitable to the Chicago Boys in
Chile; dictatorship would prove an easier fit.

Salvador Allende’s Popular Unity government won Chile’s 1970 elections on a
platform promising to put into government hands large sectors of the economy
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that were being run by foreign and local corporations. Allende was a new breed
of Latin American revolutionary: like Che Guevara, he was a doctor, but un-
like Che, he looked the part of the tweedy academic, not the romantic guer-
rilla. He could deliver a stump speech as fiery as any by Fidel Castro, but he
was a fierce democrat who believed that socialist change in Chile needed to
come through the ballot box, not the barrel of a gun. When Nixon heard that
Allende had been elected president, he famously ordered the CIA director,
Richard Helms, to “make the economy scream.”® The election also reverber-
ated throughout the University of Chicago Economics Department. When Al-
lende won, Arnold Harberger happened to be in Chile. He wrote a letter home
to his colleagues describing the event as a “tragedy” and informing them that
“Iin rightist circles the idea of a military takeover is also sometimes broached.”*

Although Allende pledged to negotiate fair terms to compensate compa-
nies that were losing property and investments, U.S. multinationals feared
that Allende represented the beginning of a Latin America-wide trend, and
many were unwilling to accept the prospect of losing what was a growing
portion of their bottom line. By 1968, 20 percent of total U.S. foreign invest-
ment was tied up in Latin America, and U.S. firms had 5,436 subsidiaries in
the region. The profits that these investments were able to produce were
staggering. Mining companies had invested $1 billion over the previous fifty
years in Chile’s copper mining industry —the largest in the world—but they
had sent $7.2 billion home.?”

As soon as Allende won the vote, and before he was even inaugurated,
corporate America declared war on his administration. The center of activity
was the Washington-based Ad Hoc Committee on Chile, a group that in-
cluded the major U.S. mining companies with holdings in Chile, as well as
the de facto leader of the committee, the International Telephone and Tele-
graph Company (ITT), which owned 70 percent of Chile’s soon-to-be-
nationalized phone company. Purina, Bank of America and Phzer
Chemical also sent delegates at various stages.

The committee’s single purpose was to force Allende to back off his
nationalizations “by confronting him with economic collapse.”*® They had
many ideas for how to make Allende feel the pain. According to declassified
meeting minutes, the companies planned to block U.S. loans to Chile and
“quietly have large U.S. private banks do the same. Confer with foreign
banking sources with the same thing in mind. Delay buying from Chile over
the next six months. Use U.S. copper stockpile instead of buying from Chile.

Bring about a scarcity of U.S. dollars in Chile.” And the list goes on.*’
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Allende appointed his close friend Orlando Letelier to be his ambassador
to Washington; that gave him the task of negotiating the terms of expropria-
tion with the same corporations plotting to sabotage the Allende government.
Letelier, a fun-loving extrovert with a quintessential seventies moustache
and a devastating singing voice, was much beloved in diplomatic circles. His
son Francisco’s fondest memories are of listening to his father play the guitar
and belt out folk songs at gatherings of friends in their Washington home.®
But even with all Letelier’s charm and skill, the negotiations never stood a
chance of success.

In March 1972, in the midst of Letelier’s tense negotiation with I'TT, Jack
Anderson, a syndicated newspaper columnist, published an explosive series
of articles based on documents that showed that the telephone company had
secretly plotted with the CIA and the State Department to block Allende
from being inaugurated two years earlier. In the face of these allegations,
and with Allende still in power, the U.S. Senate, controlled by Democrats,
launched an investigation and uncovered a far-reaching conspiracy in
which ITT had offered $1 million in bribes to Chilean opposition forces and
“sought to engage the CIA in a plan covertly to manipulate the outcome of
the Chilean presidential election.”¥!

The Senate report, released in June 1973, also found that when the plan
failed and Allende took power, ITT moved to a new strategy designed to en-
sure that he would not “make it through the next six months.” Most alarming
to the Senate was the relationship between I'TT executives and the U.S. gov-
ernment. In testimony and documents, it became clear that I'TT was directly
involved in shaping U.S. policy toward Chile at the highest level. At one
point, a senior ITT executive wrote to National Security Adviser Henry
Kissinger and suggested that “without informing President Allende, all U.S.
aid funds already committed to Chile should be placed in the ‘under review’
status.” The company also took the liberty of preparing an eighteen-point
strategy for the Nixon administration that contained a clear call for a military
coup: “Get to reliable sources within the Chilean military,” it stated
“. .. build up their planned discontent against Allende, thus, bring about ne-
cessity of his removal.”*

When grilled by the Senate committee about his brazen attempts to har-
ness the force of the U.S. government to subvert Chile’s constitutional pro-
cess in order to further ITT’s own economic interests, the company’s vice
president, Ned Gerrity, seemed genuinely confused. “What’s wrong with tak-
ing care of No. 1?7 he asked. The committee offered a response in its report:
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“‘No. 1" should not be allowed an undue role in determining U.S. foreign
policy.”#

Yet despite years of relentless American dirty tricks, of which ITT was
only the most scrutinized example, in 1973 Allende was still in power. Eight
million dollars in covert spending had failed to weaken his base. In midterm
parliamentary elections that year, Allende’s party actually gained support be-
yond the number that had first elected it in 1970. Clearly, the desire for a dif-
ferent economic model had taken deep root in Chile, and support for a
socialist alternative was growing. For Allende’s opponents, who had been
plotting his overthrow since the day the 1970 election results came in, that
meant their problems would not be solved by simply getting rid of him—
someone else would just come along and replace him. A more radical plan
was needed.

Lessons in Regime Change: Brazil and Indonesia

There were two models of “regime change” that Allende’s opponents had
been studying closely as possible approaches. One was in Brazil, the other in
Indonesia. When Brazil's U.S.-backed junta, led by General Humberto
Castello Branco, seized power in 1964, the military had a plan not merely to
reverse Jodo Goulart’s pro-poor programs but to crack Brazil wide open to for-
eign investment. At first, the Brazilian generals tried to impose the agenda
relatively peacefully —there were no obvious shows of brutality, no mass ar-
rests, and though it was later discovered that some “subversives” had been
brutally tortured during this period, their numbers were small enough (and
Brazil so large) that word of their treatment barely escaped the jails. The
junta also made a point of keeping some remnants of democracy in place,
including limited press freedoms and freedom of assembly—a so-called gen-
tlemen’s coup.

In the late sixties, many citizens decided to use those limited freedoms to
express their anger at Brazil’s deepening poverty, for which they blamed the
junta’s pro-business economic program, much of it designed by graduates of
the University of Chicago. By 1968 the streets were overrun with antijunta
marches, the largest led by students, and the regime was in serious jeopardy.
In a desperate bid to hold on to power, the military radically changed tactics:
democracy was shut down completely, all civil liberties were crushed, tor-
ture became systematic, and, according to Brazil’s later-established truth

commission, “killings by the state became routine.”**
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Indonesia’s 1965 coup followed a very different trajectory. Since the Sec-
ond World War, the country had been led by President Sukarno, the Hugo
Chévez of his day (though minus Chévez’s appetite for elections). Sukarno
enraged the rich countries by protecting Indonesia’s economy, redistribut-
ing wealth and throwing out the International Monetary Fund and the
World Bank, which he accused of being facades for the interests of Western
multinationals. While Sukarno was a nationalist, not a Communist, he
worked closely with the Communist Party, which had 3 million active mem-
bers. The U.S. and British governments were determined to end Sukarno’s
rule, and declassified documents show that the CIA had received high-level
directions to “liquidate President Sukarno, depending upon the situation
and available opportunities.”*

After several false starts, the opportunity came in October 1965, when
General Suharto, backed by the CIA, began the process of seizing power and
eradicating the left. The CIA had been quietly compiling a list of the coun-
try’s leading leftists, a document that fell into Suharto’s hands, while the Pen-
tagon helped out by supplying extra weapons and field radios so Indonesian
forces could communicate in the remotest parts of the archipelago. Suharto
then sent out his soldiers to hunt down the four to five thousand leftists on
his “shooting lists,” as the CIA referred to them; the U.S. embassy received
regular reports on their progress.”® As the information came in, the CIA
crossed names off their lists until they were satisfied that the Indonesian left
had been annihilated. One of the people involved in the operation was
Robert J. Martens, who worked for the U.S. embassy in Jakarta. “It really was
a big help to the army,” he told the journalist Kathy Kadane twenty-five years
later. “They probably killed a lot of people, and I probably have a lot of blood
on my hands, but that’s not all bad. There’s a time when you have to strike
hard at a decisive moment.”*

The shooting lists covered the targeted killing; the more indiscriminate
massacres for which Suharto is infamous were, for the most part, delegated
to religious students. They were quickly trained by the military and then sent
into villages on instructions from the chief of the navy to “sweep” the coun-
tryside of Communists. “With relish,” wrote one reporter, “they called out
their followers, stuck their knives and pistols in their waistbands, swung their
clubs over their shoulders, and embarked on the assignment for which they
had long been hoping.”*® In just over a month, at least half a million and
possibly as many as 1 million people were killed, “massacred by the thou-
sands,” according to Time.** In East Java, “Travelers from those areas tell of
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small rivers and streams that have been literally clogged with bodies; river
transportation has at places been impeded.””

The Indonesian experience attracted close attention from the individuals
and institutions plotting the overthrow of Salvador Allende in Washington
and Santiago. Of interest was not only Suharto’s brutality but also the ex-
traordinary role played by a group of Indonesian economists who had been
educated at the University of California at Berkeley, known as the Berkeley
Mafia. Suharto was effective at getting rid of the left, but it was the Berke-
ley Mafia who prepared the economic blueprint for the country’s future.

The parallels with the Chicago Boys were striking. The Berkeley Mafia
had studied in the U.S. as part of a program that began in 1956, funded by
the Ford Foundation. They had also returned home to build a faithful copy
of a Western-style economics department, theirs at the University of Indone-
sia’s Faculty of Economics. Ford sent American professors to Jakarta to es-
tablish the school, just as Chicago profs had gone to help set up the new
economics department in Santiago. “Ford felt it was training the guys who
would be leading the country when Sukarno got out,” John Howard, then di-
rector of Ford’s International Training and Research Program, bluntly ex-
plained.’!

Ford-funded students became leaders of the campus groups that partici-
pated in overthrowing Sukarno, and the Berkeley Mafia worked closely with
the military in the lead-up to the coup, developing “contingency plans”
should the government suddenly fall.*>? These young economists had enor-
mous influence over General Suharto, who knew nothing of high finance.
According to Fortune magazine, the Berkeley Maha recorded economics les-
sons on audiotapes for Suharto to listen to at home.>* When they met in per-
son, “President Suharto did not merely listen, he took notes,” one member of
the group recalled with pride.”* Another Berkeley grad described the rela-
tionship in this way: we “presented to the Army leadership—the crucial ele-
ment in the new order—a ‘cookbook’ of ‘recipes’ for dealing with Indonesia’s
serious economic problems. General Suharto as the top Army commander
not only accepted the cookbook, but also wanted the authors of the recipes
as his economic advisers.”’ Indeed he did. Suharto packed his cabinet with

* Not all the U.S. professors sent under the program were comfortable with this role. “| felt
that the University should not be involved in what essentially was becoming a rebellion
against the government,” said Len Doyle, the Berkeley professor appointed to head Ford’s In-
donesian economics program. That point of view got Doyle recalled to California and re-
placed.
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members of the Berkeley Mafia, handing them all the key financial posts, in-
cluding minister of trade and ambassador to Washington.*®

This economic team, having studied at a less ideological school, were not
antistate radicals like the Chicago Boys. They believed the government had
a role to play in managing Indonesia’s domestic economy and making sure
that basics, like rice, were affordable. However, the Berkeley Mafia could not
have been more hospitable to foreign investors wanting to mine Indonesia’s
immense mineral and oil wealth, described by Richard Nixon as “the great-
est prize in the Southeast Asian area.”*>” They passed laws allowing foreign
companies to own 100 percent of these resources, handed out “tax holidays,”
and within two years, Indonesia’s natural wealth—copper, nickel, hard-
wood, rubber and oil —was being divided up among the largest mining and
energy companies in the world.

For those plotting the overthrow of Allende just as Suharto’s program was
kicking in, the experiences of Brazil and Indonesia made for a useful study
in contrasts. The Brazilians had made little use of the power of shock, wait-
ing years before demonstrating their appetite for brutality. It was a near-fatal
error, since it gave their opponents the chance to regroup and for some to
form left-wing guerrilla armies. Although the junta managed to clear the
streets, the rising opposition forced it to slow its economic plans.

Suharto, on the other hand, had shown that if massive repression was used
preemptively, the country would go into a kind of shock and resistance could
be wiped out before it even took place. His use of terror was so merciless, so
far beyond even the worst expectations, that a people who only weeks earlier
had been collectively striving to assert their country’s independence were
now sufficiently terrified that they ceded total control to Suharto and his
henchmen. Ralph McGehee, a senior CIA operations manager during the
years of the coup, said Indonesia was a “model operation. . . . You can trace
back all major, bloody events run from Washington to the way Suharto came
to power. The success of that meant that it would be repeated, again and
again.”*®

The other crucial lesson from Indonesia had to do with the pre-coup part-
nership between Suharto and the Berkeley Mafia. Because they were ready
to take up top “technocratic” positions in the new government and had al-
ready converted Suharto to their worldview, the coup did more than just get

* Interestingly, Arnold Harberger was hired as a consultant to Suharto’s finance ministry in
1975.
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rid of a nationalist threat; it transformed Indonesia into one of the most wel-
coming environments for foreign multinationals in the world.

As momentum began to build toward Allende’s ouster, a chilling warning
began appearing in red paint on the walls of Santiago. It said, “Jakarta is
coming.”

Shortly after Allende was elected, his opponents inside Chile began to imi-
tate the Indonesia approach with eerie precision. The Catholic University,
home of the Chicago Boys, became ground zero for the creation of what the
CIA called “a coup climate.”® Many students joined the fascist Patria y Lib-
ertad and goose-stepped through the streets in open imitation of Hitler
Youth. In September 1971, a year into Allende’s mandate, the top business
leaders in Chile held an emergency meeting in the seaside city of Vifia del
Mar to develop a coherent regime-change strategy. According to Orlando
Sdenz, president of the National Association of Manufacturers (generously
funded by the CIA and many of the same foreign multinationals doing their
own plotting in Washington), the gathering decided that “Allende’s govern-
ment was incompatible with freedom in Chile and with the existence of pri-
vate enterprise, and that the only way to avoid the end was to overthrow the
government.” The businessmen formed a “war structure,” one part of which
would liaise with the military; another, according to Sdenz, would “prepare
specific alternative programs to government programs that would systemati-
cally be passed on to the Armed Forces.”®

Sdenz recruited several key Chicago Boys to design those alternative pro-
grams and set them up in a new office near the Presidential Palace in Santi-
ago.%! The group, led by the Chicago grad Sergio de Castro and by Sergio
Undurraga, his colleague at the Catholic University, began holding weekly
secret meetings during which they developed detailed proposals for how to
radically remake their country along neoliberal lines.®? According to the sub-
sequent U.S. Senate investigation, “over 75 percent” of the funding for this
“opposition research organization” was coming directly from the CIA.%

For a time, the coup planning proceeded on two distinct tracks: the mili-
tary plotted the extermination of Allende and his supporters while the econ-
omists plotted the extermination of their ideas. As momentum built for a
violent solution, a dialogue was opened between the two camps, with
Roberto Kelly, a businessman associated with the CIA-financed newspaper
EI Mercurio, acting as the go-between. Through Kelly, the Chicago Boys
sent a five-page summary of their economic program to the navy admiral in
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charge. The navy gave the nod, and from then on the Chicago Boys worked
frantically to have their program ready by the time of the coup.

Their five-hundred-page bible —a detailed economic program that would
guide the junta from its earliest days—came to be known in Chile as “The
Brick.” According to a later U.S. Senate Committee, “CIA collaborators
were involved in preparing an initial overall economic plan which has
served as the basis for the Junta’s most important economic decisions.”®*
Eight of the ten principal authors of “The Brick” had studied economics at
the University of Chicago.®®

Although the overthrow of Allende was universally described as a military
coup, Orlando Letelier, Allende’s Washington ambassador, saw it as an
equal partnership between the army and the economists. “The ‘Chicago
boys, as they are known in Chile,” Letelier wrote, “convinced the generals
that they were prepared to supplement the brutality, which the military pos-
sessed, with the intellectual assets it lacked.”°

Chile’s coup, when it finally came, would feature three distinct forms of
shock, a recipe that would be duplicated in neighboring countries and
would reemerge, three decades later, in Iraq. The shock of the coup itself
was immediately followed by two additional forms of shock. One was Milton
Friedman’s capitalist “shock treatment,”a technique in which hundreds of
Latin American economists had by now been trained at the University of
Chicago and its various franchise institutions. The other was Ewen
Cameron’s shock, drug and sensory deprivation research, now codified as
torture techniques in the Kubark manual and disseminated through exten-
sive CIA training programs for Latin American police and military.

These three forms of shock converged on the bodies of Latin Americans
and the body politic of the region, creating an unstoppable hurricane of mu-
tually reinforcing destruction and reconstruction, erasure and creation. The
shock of the coup prepared the ground for economic shock therapy; the shock
of the torture chamber terrorized anyone thinking of standing in the way of the
economic shocks. Out of this live laboratory emerged the first Chicago School
state, and the first victory in its global counterrevolution.






PART 2

THE FIRST TEST

BIRTH PANGS

The theories of Milton Friedman gave him the Nobel
Prize; they gave Chile General Pinochet.

—Eduardo Galeano, Days and Nights of Love and War,
1983

I don’t think | was ever regarded as “evil.”

—Milton Friedman, quoted in The Wall Street Journal,
July 22, 2006






CHAPTER 3

STATES OF SHOCK

THE BLOODY BIRTH OF THE
COUNTERREVOLUTION

For injuries ought to be done all at one time, so that, being tasted
less, they offend less.
—Niccolo Machiavelli, The Prince, 1513'

If this shock approach were adopted, | believe that it should be
announced publicly in great detail, to take effect at a very close
date. The more fully the public is informed, the more will its reac-
tions facilitate the adjustment.

—Milton Friedman in a letter to General Augusto Pinochet, April 21,
19752

General Augusto Pinochet and his supporters consistently referred to the
events of September 11, 1973, not as a coup d’état but as “a war.” Santiago
certainly looked like a war zone: tanks fired as they rolled down the boule-
vards, and government buildings were under air assault by fighter jets. But
there was something strange about this war. It had only one side.

From the start, Pinochet had complete control of the army, navy, marines
and police. Meanwhile, President Salvador Allende had refused to organize
his supporters into armed defense leagues, so he had no army of his own.
The only resistance came from the presidential palace, La Moneda, and the
rooftops around it, where Allende and his inner circle made a valiant effort
to defend the seat of democracy. It was hardly a fair fight: though there were
just thirty-six Allende supporters inside, the military launched twenty-four
rockets into the palace.?
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Pinochet, the operation’s vain and volatile commander (built like one of
the tanks he rode in on), clearly wanted the event to be as dramatic and trau-
matic as possible. Even if the coup was not a war, it was designed to feel like
one—a Chilean precursor to Shock and Awe. It could scarcely have been
more shocking. Unlike neighboring Argentina, which had been ruled by six
military governments in the previous four decades, Chile had no experience
with this kind of violence; it had enjoyed 160 years of peaceful democratic
rule, the past 41 uninterrupted.

Now the presidential palace was in flames, the president’s shrouded body
was being carried out on a stretcher, and his closest colleagues were lying
facedown in the street at rifle point.* A few minutes’ drive from the presi-
dential palace, Orlando Letelier, recently returned from Washington to take
up a new post as Chile’s defense minister, had gone to his office that morn-
ing in the ministry. As soon as he walked through the front door, he was am-
bushed by twelve soldiers in combat uniform, all pointing their submachine
guns at him.*

In the years leading up to the coup, U.S. trainers, many from the CIA,
had whipped the Chilean military into an anti-Communist frenzy, persuad-
ing them that socialists were de facto Russian spies, a force alien to Chilean
society—a homegrown “enemy within.” In fact, it was the military that had
become the true domestic enemy, ready to turn its weapons on the popula-
tion it was sworn to protect.

With Allende dead, his cabinet in captivity and no mass resistance in ev-
idence, the junta’s grand battle was over by mid-afternoon. Letelier and the
other “VIP” prisoners were eventually taken to freezing Dawson Island in the
southern Strait of Magellan, Pinochet’s approximation of a Siberian work
camp. Killing and locking up the government was not enough for Chile’s
new junta government, however. The generals knew that their hold on power
depended on Chileans being truly terrified, as the people had been in In-
donesia. In the days that followed, roughly 13,500 civilians were arrested,
loaded onto trucks and imprisoned, according to a declassified CIA report.’
Thousands ended up in the two main football stadiums in Santiago, the
Chile Stadium and the huge National Stadium. Inside the National Sta-
dium, death replaced football as the public spectacle. Soldiers prowled the

* Allende was found with his head blown apart. Debates continue over whether he was shot
by one of the bullets fired into La Moneda or he shot himself rather than give Chileans the
lasting image of their elected president surrendering to an insurrectionary army. The second
theory is the more credible.
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bleachers with hooded collaborators who pointed out “subversives”; the ones
who were selected were hauled off to locker rooms and skyboxes transformed
into makeshift torture chambers. Hundreds were executed. Lifeless bodies
started showing up on the side of major highways or floating in murky urban
canals.

To make sure that the terror extended beyond the capital city, Pinochet
sent his most ruthless commander, General Sergio Arellano Stark, on a heli-
copter mission to the northern provinces to visit a string of prisons where
“subversives” were being held. At each city and town, Stark and his roving
death squad singled out the highest-profile prisoners, as many as twenty-six
at a time, who were subsequently executed. The trail of blood left behind
over those four days came to be known as the Caravan of Death.® In short or-
der, the entire country had gotten the message: resistance is deadly.

Even though Pinochet’s battle was one-sided, its effects were as real as any
civil war or foreign invasion: in all, more than 3,200 people were disap-
peared or executed, at least 80,000 were imprisoned, and 200,000 fled the

country for political reasons.’

The Economic Front

For the Chicago Boys, September 11 was a day of giddy anticipation and
deadline adrenalin. Sergio de Castro had been working down to the wire
with his contact in the navy, getting the final sections of “The Brick” ap-
proved page by page. Now, on the day of the coup, several Chicago Boys
were camped out at the printing presses of the right-wing El Mercurio news-
paper. As shots were being fired in the streets outside, they frantically tried to
get the document printed in time for the junta’s first day on the job. Arturo
Fontaine, one of the newspaper’s editors, recalled that the machines “worked
non-stop to duplicate copies of this long document.” And they made it—just
barely. “Before midday on Wednesday, September 12, 1973, the General Of-
ficers of the Armed Forces who performed government duties had the Plan
on their desks.”®

The proposals in the final document bore a striking resemblance to those
found in Milton Friedman’s Capitalism and Freedom: privatization, deregu-
lation and cuts to social spending—the free-market trinity. Chile’s U.S.-
trained economists had tried to introduce these ideas peacefully, within the
confines of a democratic debate, but they had been overwhelmingly rejected.
Now the Chicago Boys and their plans were back, in a climate distinctly
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more conducive to their radical vision. In this new era, no one besides a
handful of men in uniform needed to agree with them. Their staunchest po-
litical opponents were either in jail, dead or fleeing for cover; the spectacle
of fighter jets and caravans of death was keeping everyone else in line.

“To us, it was a revolution,” said Cristidn Larroulet, one of Pinochet’s eco-
nomic aides.” It was a fair description. September 11, 1973, was far more
than the violent end of Allende’s peaceful socialist revolution; it was the be-
ginning of what The Economist would later describe as a “counterrevolu-
tion” —the first concrete victory in the Chicago School campaign to seize
back the gains that had been won under developmentalism and Keynesian-
ism.!? Unlike Allende’s partial revolution, tempered and compromised by
the push and pull of democracy, this revolt, imposed through brute force,
was free to go all the way. In the coming years, the same policies laid out in
“The Brick” would be imposed in dozens of other countries under cover of a
wide range of crises. But Chile was the counterrevolution’s genesis—a gene-
sis of terror.

José Pifiera, an alumnus of the economics department at the Catholic
University and a self-described Chicago Boy, was doing graduate work at
Harvard at the time of the coup. On hearing the good news, he returned
home “to help found a new country, dedicated to liberty, from the ashes of
the old one.” According to Pifiera, who would eventually become Pinochet’s
minister of labor and mining, this was “the real revolution . . . a radical,
comprehensive, and sustained move toward free markets.”!!

Before the coup, Augusto Pinochet had a reputation for deference that
bordered on the obsequious, forever flattering and agreeing with his civilian
commanders. As a dictator, Pinochet found new facets of his character. He
took to power with unseemly relish, adopting the airs of a monarch and
claiming that “destiny” had given him the job. In short order, he staged a
coup within a coup to unseat the other three military leaders with whom he
had agreed to share power and named himself Supreme Chief of the Nation
as well as president. He basked in pomp and ceremony, proof of his right to
rule, never missing an opportunity to put on his Prussian dress uniform,
complete with cape. To get around Santiago, he chose a caravan of gold bul-
letproof Mercedes-Benzes. 2

Pinochet had a knack for authoritarian rule, but, like Suharto, he knew
next to nothing about economics. That was a problem because the cam-
paign of corporate sabotage spearheaded by ITT had done an effective job of
sending the economy into a tailspin, and Pinochet had a full-fledged crisis
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on his hands. From the start, there was a power struggle within the junta be-
tween those who simply wanted to reinstate the pre-Allende status quo and
return quickly to democracy, and the Chicago Boys, who were pushing for a
head-to-toe free-market makeover that would take years to impose. Pinochet,
enjoying his new powers, intensely disliked the idea that his destiny was a
mere cleanup operation—there to “restore order” and then get out. “We are
not a vacuum cleaner that swept out Marxism to give back power to those
Mr. Politicians,” he would say.! It was the Chicago Boys’ vision of a total
country overhaul that appealed to his newly unleashed ambition, and, like
Suharto with his Berkeley Mafia, he immediately named several Chicago
grads as senior economic advisers, including Sergio de Castro, the move-
ment’s de facto leader and the main author of “The Brick.” He called them
the technos—the technicians—which appealed to the Chicago pretension
that fixing an economy was a matter of science, not of subjective human
choices.

Even if Pinochet understood little about inflation and interest rates, the
technos spoke a language he did understand. Economics for them meant
forces of nature that needed to be respected and obeyed because “to act
against nature is counter-productive and self-deceiving,” as Piiiera explained.!*
Pinochet agreed: people, he once wrote, must submit to structure because
“nature shows us basic order and hierarchy are necessary.”!* This mutual
claim to be taking orders from higher natural laws formed the basis of the
Pinochet-Chicago alliance.

For the first year and a half, Pinochet faithfully followed the Chicago
rules: he privatized some, though not all, state-owned companies (including
several banks); he allowed cutting-edge new forms of speculative finance; he
flung open the borders to foreign imports, tearing down the barriers that had
long protected Chilean manufacturers; and he cut government spending by
10 percent—except the military, which received a significant increase.!® He
also eliminated price controls—a radical move in a country that had been
regulating the cost of necessities such as bread and cooking oil for decades.

The Chicago Boys had confidently assured Pinochet that if he suddenly
withdrew government involvement from these areas all at once, the “natural”
laws of economics would rediscover their equilibrium, and inflation —which
they viewed as a kind of economic fever indicating the presence of un-
healthy organisms in the market —would magically go down. They were mis-
taken. In 1974, inflation reached 375 percent—the highest rate in the world
and almost twice the top level under Allende.!” The cost of basics such as
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bread went through the roof. At the same time, Chileans were being thrown
out of work because Pinochet’s experiment with “free trade” was flooding the
country with cheap imports. Local businesses were closing, unable to com-
pete, unemployment hit record levels and hunger became rampant. The
Chicago School’s first laboratory was a debacle.

Sergio de Castro and the other Chicago Boys argued (in true Chicago
fashion) that the problem didn’t lie with their theory but with the fact that it
wasn’t being applied with sufficient strictness. The economy had failed to
correct itself and return to harmonious balance because there were still “dis-
tortions” left over from nearly half a century of government interference. For
the experiment to work, Pinochet had to strip these distortions away —more
cuts, more privatization, more speed.

In that year and a half, many of the country’s business elite had had their
fill of the Chicago Boys’ adventures in extreme capitalism. The only people
benefiting were foreign companies and a small clique of financiers known as
the “piranhas,” who were making a killing on speculation. The nuts-and-
bolts manufacturers who had strongly supported the coup were getting
wiped out. Orlando Sdenz—the president of the National Association of
Manufacturers, who had brought the Chicago Boys into the coup plot in the
first place —declared the results of the experiment “one of the greatest fail-
ures of our economic history.”'® The manufacturers hadn’t wanted Allende’s
socialism but had liked a managed economy just fine. “It is not possible to
continue with the financial chaos that dominates in Chile,” Sdenz said. “It is
necessary to channel into productive investments the millions and millions
of financial resources that are now being used in wild-cat speculative opera-
tions before the very eyes of those who don’t even have a job.”!”

Their agenda now in grave danger, the Chicago Boys and the piranhas
(and there was a great deal of overlap between the two) decided it was time
to call in the big guns. In March 1975, Milton Friedman and Arnold Har-
berger flew to Santiago at the invitation of a major bank to help save the ex-
periment.

Friedman was greeted by the junta-controlled press as something of a
rock star, the guru of the new order. Each of his pronouncements made
headlines, his academic lectures were broadcast on national television and
he had the most important audience of all: a private meeting with General
Pinochet.

Throughout his stay, Friedman hammered at a single theme: the junta
was off to a good start, but it needed to embrace the free market with greater
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abandon. In speeches and interviews, he used a term that had never before
been publicly applied to a real-world economic crisis: he called for “shock
treatment.” He said it was “the only medicine. Absolutely. There is no other.
There is no other long-term solution.”? When a Chilean reporter pointed
out that even Richard Nixon, then president of the U.S., imposed controls to
temper the free market, Friedman snapped, “I don’t approve of them. I be-
lieve we should not apply them. I am against economic intervention by the
government, in my own country, as well as in Chile.”?!

After his meeting with Pinochet, Friedman made some personal notes
about the encounter, which he reproduced decades later in his memoirs. He
observed that the general “was sympathetically attracted to the idea of a
shock treatment but was clearly distressed at the possible temporary unem-
ployment that might be caused.”?? At this point, Pinochet was already notori-
ous the world over for ordering massacres in football stadiums; that the
dictator was “distressed” by the human cost of shock therapy might have
given Friedman pause. Instead, he pressed the point in a follow-up letter in
which he praised the general’s “extremely wise” decisions but urged
Pinochet to cut government spending much further, “by 25 per cent within
six months . . . across-the-board,” while simultaneously adopting a package
of pro-business policies moving toward “complete free trade.” Friedman pre-
dicted that the hundreds of thousands of people who would be fired from the
public sector would quickly get new jobs in the private sector, soon to be
booming thanks to Pinochet’s removal of “as many obstacles as possible that
now hinder the private market.”?*

Friedman assured the general that if he followed this advice, he would be
able to take credit for an “economic miracle”; he “could end inflation
in months” while the unemployment problem would be equally “brief—
measured in months—and that subsequent recovery would be rapid.”
Pinochet would need to act fast and decisively; Friedman emphasized the
importance of “shock” repeatedly, using the word three times and underlin-
ing that “gradualism is not feasible.”*

Pinochet was converted. In his letter of response, Chile’s supreme chief
expressed “my highest and most respectful regard for you,” assuring Fried-
man that “the Plan is being fully applied at the present time.”” Immediately
after Friedman’s visit, Pinochet fired his economic minister and handed the
job to Sergio de Castro, whom he later promoted to finance minister. De
Castro stacked the government with his fellow Chicago Boys, appointing
one of them to head the central bank. Orlando Sdenz, who had objected to
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the mass layoffs and plant closures, was replaced as head of the Association
of Manufacturers by someone with a more shock-friendly attitude. “If there
are industrialists who complain because of this, let them ‘go to hell. I won’t
defend them,” the new director announced.?®

Freed of the naysayers, Pinochet and de Castro got to work stripping
away the welfare state to arrive at their pure capitalist utopia. In 1975, they
cut public spending by 27 percent in one blow—and they kept cutting
until, by 1980, it was half of what it had been under Allende.?” Health and
education took the heaviest hits. Even The Economist, a free-market cheer-
leader, called it “an orgy of self-mutilation.”?® De Castro privatized almost
five hundred state-owned companies and banks, practically giving many of
them away, since the point was to get them as quickly as possible into their
rightful place in the economic order.?” He took no pity on local companies
and removed even more trade barriers; the result was the loss of 177,000 in-
dustrial jobs between 1973 and 1983.30 By the mid-eighties, manufacturing
as a percentage of the economy dropped to levels last seen during the Sec-
ond World War.?!

Shock treatment was an apt description for what Friedman had pre-
scribed. Pinochet had deliberately sent his country into a deep recession,
based on the untested theory that the sudden contraction would jolt the
economy into health. In its logic, it was strikingly similar to that of the psy-
chiatrists who started mass-prescribing ECT in the 1940s and 1950s, con-
vinced that deliberately induced grand mal seizures would magically reboot
their patients’ brains.

The theory of economic shock therapy relies in part on the role of expec-
tations in feeding an inflationary process. Reining in inflation requires not
only changing monetary policy but also changing the behavior of con-
sumers, employers and workers. The role of a sudden, jarring policy shift is
that it quickly alters expectations, signaling to the public that the rules of
the game have changed dramatically—prices will not keep rising, nor will
wages. According to this theory, the faster expectations of inflation are driven
down, the shorter the painful period of recession and high unemployment
will be. However, particularly in countries where the political class has lost
its credibility with the public, only a major, decisive policy shock is said to
have the power to “teach” the public these harsh lessons.*

* Some Chicago School economists claim that the first experiment in shock therapy took place
in West Germany on June 20, 1948. That's when Finance Minister Ludwig Erhard eliminated
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Causing a recession or a depression is a brutal idea, since it necessarily cre-
ates mass poverty, which is why no political leader had until this point been
willing to test the theory. Who wants to be responsible for what Business-Week
described as a “Dr. Strangelove world of deliberately induced depression”?*?

Pinochet did. In the first year of Friedman-prescribed shock therapy, Chile’s
economy contracted by 15 percent, and unemployment—only 3 percent un-
der Allende—reached 20 percent, a rate unheard of in Chile at the time.*
The country was certainly convulsing under its “treatments.” And contrary to
Friedman’s sunny predictions, the unemployment crisis lasted for years, not
months.>* The junta, which had instantly taken to Friedman’s illness meta-
phors, was unapologetic, explaining that “this path was chosen because it is
the only one that goes directly to the sickness.”** Friedman concurred. When
asked by a reporter “whether the social cost of his policies would be excessive,”
he responded, “Silly question.”*® To another reporter he said, “My only con-
cern is that they push it long enough and hard enough.”

Interestingly, the most powerful criticism of shock therapy came from one
of Friedman’s own former students, André Gunder Frank. During his time
at the University of Chicago in the fifties, Gunder Frank—originally from
Germany—had heard so much about Chile that when he graduated with a
PhD in economics, he decided to go see for himself the country his profes-
sors had portrayed as a mismanaged developmentalist dystopia. He liked
what he saw and ended up teaching at the University of Chile, then serving
as an economic adviser to the government of Salvador Allende, for whom he
developed a great respect. As a Chicago Boy in Chile who had defected from
the school’s free-market orthodoxy, Gunder Frank had a unique perspective
on the country’s economic adventure. One year after Friedman prescribed

most price controls and introduced a new currency. The moves were sudden and without warn-
ing, a tremendous shock to the German economy, leading to widespread unemployment. But
that is where the parallels end: Erhard’s reforms were restricted to price and monetary policy,
they were not accompanied by cuts to social programs or by rapid introduction of free trade,
and many measures were taken to protect citizens from these shocks, including increasing
wages. Even post-shock, West Germany easily met Friedman’s definition of a quasi-socialist
welfare state: it provided subsidized housing, government pensions, public health care and a
state-run education system, while the government ran, and subsidized, everything from the
phone company to aluminum plants. Crediting Erhard with inventing shock therapy makes for
a palatable narrative, since his experiment took place after West Germany was liberated from
tyranny. Erhard’'s shock, however, bears little resemblance to the sweeping transformations
currently understood as economic shock therapy—that method was pioneered by Friedman
and Pinochet, in a country that had just lost its liberty.
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maximum shock, he wrote a rage-fueled “Open Letter to Amold Harberger
and Milton Friedman” in which he used his Chicago School education “to
examine how the Chilean patient has responded to your treatment.”*

He calculated what it meant for a Chilean family to try to survive on what
Pinochet claimed was a “living wage.” Roughly 74 percent of its income
went simply to buying bread, forcing the family to cut out such “luxury
items” as milk and bus fare to get to work. By comparison, under Allende,
bread, milk and bus fare took up 17 percent of a public employee’s salary.*
Many children weren'’t getting milk at school either, since one of the junta’s
first moves had been to eliminate the school milk program. As a result of this
cut compounding the desperation at home, more and more students were
fainting in class, and many stopped going altogether.*® Gunder Frank saw a
direct connection between the brutal economic policies imposed by his for-
mer classmates and the violence Pinochet had unleashed on the country.
Friedman’s prescriptions were so wrenching, the disaffected Chicago Boy
wrote, that they could not “be imposed or carried out without the twin ele-
ments that underlie them all: military force and political terror.”*!

Undeterred, Pinochet’s economic team went into more experimental
territory, introducing Friedman’s most vanguard policies: the public school
system was replaced by vouchers and charter schools, health care became
pay-as-you-go, and kindergartens and cemeteries were privatized. Most
radical of all, they privatized Chile’s social security system. José Pifiera,
who brought in the program, said that he got the idea from reading Capi-
talism and Freedom.*? George W. Bush’s administration is usually credited
with pioneering “the ownership society,” but in fact it was Pinochet’s gov-
ernment, thirty years earlier, that first introduced the idea of “a nation of
owners.”

Chile was now in bold new territory, and free-market fans the world over,
accustomed to debating the merits of such policies in purely academic set-
tings, were paying close attention. “Economics textbooks say that’s the way
the world should work, but where else do they practice it?” marveled the
U.S. business magazine Barron’s.*® In an article headlined “Chile, Lab Test
for a Theorist,” The New York Times noted that “it is not often that a leading
economist with strong views is given a chance to test specific prescriptions
for a very sick economy. It is even more unusual when the economist’s client
happens to be a country other than his own.”* Many came for an up-close
look at the Chilean laboratory, including Friedrich Hayek himself, who trav-
eled to Pinochet’s Chile several times and in 1981 selected Vifia del Mar
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(the city where the coup had been plotted) to hold the regional meeting of
the Mont Pelerin Society, the brain trust of the counterrevolution.

The Myth of the Chilean Miracle

Even three decades later, Chile is still held up by free-market enthusiasts as
proof that Friedmanism works. When Pinochet died in December 2006
(one month after Friedman), The New York Times praised him for “trans-
forming a bankrupt economy into the most prosperous in Latin America,”
while a Washington Post editorial said he had “introduced the free-market
policies that produced the Chilean economic miracle.” The facts behind
the “Chilean miracle” remain a matter of intense debate.

Pinochet held power for seventeen years, and during that time he
changed political direction several times. The country’s period of steady
growth that is held up as proof of its miraculous success did not begin until the
mid-eighties—a full decade after the Chicago Boys implemented shock ther-
apy and well after Pinochet was forced to make a radical course correction.
That’s because in 1982, despite its strict adherence to Chicago doctrine,
Chile’s economy crashed: its debt exploded, it faced hyperinflation once
again and unemployment hit 30 percent—ten times higher than it was un-
der Allende.* The main cause was that the piranhas, the Enron-style finan-
cial houses that the Chicago Boys had freed from all regulation, had bought
up the country’s assets on borrowed money and run up an enormous debt of
$14 billion.*

The situation was so unstable that Pinochet was forced to do exactly what
Allende had done: he nationalized many of these companies.*® In the face of
the debacle, almost all the Chicago Boys lost their influential government
posts, including Sergio de Castro. Several other Chicago graduates held
prominent posts with the piranhas and came under investigation for fraud,
stripping away the carefully cultivated facade of scientific neutrality so cen-
tral to the Chicago Boy identity.

The only thing that protected Chile from complete economic collapse in
the early eighties was that Pinochet had never privatized Codelco, the state
copper mine company nationalized by Allende. That one company gener-
ated 85 percent of Chile’s export revenues, which meant that when the fi-
nancial bubble burst, the state still had a steady source of funds.*

It’s clear that Chile never was the laboratory of “pure” free markets that its
cheerleaders claimed. Instead, it was a country where a small elite leapt from
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wealthy to super-rich in extremely short order—a highly profitable formula
bankrolled by debt and heavily subsidized (then bailed out) with public
funds. When the hype and salesmanship behind the miracle are stripped
away, Chile under Pinochet and the Chicago Boys was not a capitalist state
featuring a liberated market but a corporatist one. Corporatism, or “corpora-
tivism,” originally referred to Mussolini’s model of a police state run as an al-
liance of the three major power sources in society—government, businesses
and trade unions—all collaborating to guarantee order in the name of na-
tionalism. What Chile pioneered under Pinochet was an evolution of corpo-
ratism: a mutually supporting alliance between a police state and large
corporations, joining forces to wage all-out war on the third power sector—
the workers—thereby drastically increasing the alliance’s share of the na-
tional wealth.

That war—what many Chileans understandably see as a war of the rich
against the poor and middle class—is the real story of Chile’s economic
“miracle.” By 1988, when the economy had stabilized and was growing rap-
idly, 45 percent of the population had fallen below the poverty line.’’ The
richest 10 percent of Chileans, however, had seen their incomes increase by
83 percent.’! Even in 2007, Chile remained one of the most unequal soci-
eties in the world —out of 123 countries in which the United Nations tracks
inequality, Chile ranked 116th, making it the 8th most unequal country on
the list.>2

If that track record qualifies Chile as a miracle for Chicago school econo-
mists, perhaps shock treatment was never really about jolting the economy
into health. Perhaps it was meant to do exactly what it did—hoover wealth
up to the top and shock much of the middle class out of existence.

That was the way Orlando Letelier, Allende’s former defense minister,
saw it. After spending a year in Pinochet’s prisons, Letelier managed to es-
cape Chile, thanks to an intensive international lobbying campaign. Watch-
ing from exile the rapid impoverishment of his country, Letelier wrote in
1976 that “during the last three years several billions of dollars were taken
from the pockets of wage earners and placed in those of capitalists and
landowners . . . concentration of wealth is no accident, but a rule; it is not
the marginal outcome of a difficult situation —as the junta would like the
world to believe —but the base for a social project; it is not an economic lia-
bility but a temporary political success.”**

What Letelier could not know at the time was that Chile under Chicago
School rule was offering a glimpse of the future of the global economy, a
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pattern that would repeat again and again, from Russia to South Africa to Ar-
gentina: an urban bubble of frenetic speculation and dubious accounting
fueling superprofits and frantic consumerism, ringed by the ghostly factories
and rotting infrastructure of a development past; roughly half the population
excluded from the economy altogether; out-of-control corruption and crony-
ism; decimation of nationally owned small and medium-sized businesses; a
huge transfer of wealth from public to private hands, followed by a huge
transfer of private debts into public hands. In Chile, if you were outside the
wealth bubble, the miracle looked like the Great Depression, but inside its
airtight cocoon the profits flowed so free and fast that the easy wealth made
possible by shock therapy-style “reforms” have been the crack cocaine of fi-
nancial markets ever since. And that is why the financial world did not re-
spond to the obvious contradictions of the Chile experiment by reassessing
the basic assumptions of laissez-faire. Instead, it reacted with the junkie’s
logic: Where is the next fix?

The Revolution Spreads, the People Vanish

For a time, the next fix came from other countries in Latin America’s South-
ern Cone, where the Chicago School counterrevolution quickly spread.
Brazil was already under the control of a U.S.-supported junta, and several of
Friedman’s Brazilian students held key positions. Friedman traveled to
Brazil in 1973, at the height of the regime’s brutality, and declared the eco-
nomic experiment “a miracle.”** In Uruguay the military had staged a coup
in 1973 and the following year decided to go the Chicago route. Lacking suf-
ficient numbers of Uruguayans who had graduated from the University of
Chicago, the generals invited “Arnold Harberger and [economics professor]
Larry Sjaastad from the University of Chicago and their team, which included
former Chicago students from Argentina, Chile, and Brazil, to reform
Uruguay’s tax system and commercial policy.”*® The effects on Uruguay’s
previously egalitarian society were immediate: real wages dropped by 28 per-
cent, and hordes of scavengers appeared on the streets of Montevideo for the
first time.*

Next to join the experiment was Argentina in 1976, when a junta seized
power from Isabel Per6n. That meant that Argentina, Chile, Uruguay and
Brazil —the countries that had been showcases of developmentalism —were
now all run by U.S.-backed military governments and were living laborato-
ries of Chicago School economics.
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According to declassified Brazilian documents just released in March
2007, weeks before the Argentine generals seized power, they contacted
Pinochet and the Brazilian junta and “outlined the main steps to be taken by
the future regime.””’

Despite this close collaboration, Argentina’s military government did not
go quite as far into neoliberal experimentation as Pinochet had; it did not pri-
vatize the country’s oil reserves or social security, for instance (that would
come later). However, when it came to attacking the policies and institutions
that had lifted Argentina’s poor into the middle class, the junta faithfully fol-
lowed Pinochet, thanks in part to the abundance of Argentine economists
who had gone through the Chicago program.

Argentina’s newly minted Chicago Boys landed key economic posts in
the junta government—as secretary of finance, president of the central bank
and research director for the Treasury Department of the Finance Ministry,
as well as several other lower-level economic posts.’® But while the Argentine
Chicago Boys were enthusiastic participants in the military government, the
top economic job went not to one of them but to José Alfredo Martinez de
Hoz. He was part of the landed gentry that belonged to the Sociedad Rural,
the cattle-ranchers’ association that had long controlled the country’s export
economy. These families, the closest thing to an aristocracy that Argentina
possessed, had liked the feudal economic order just fine—a time when they
didn’t have to worry about their land being redistributed to peasants or the
price of meat being lowered to make sure everyone could eat.

Martinez de Hoz had been president of the Sociedad Rural, as had his fa-
ther and grandfather before him; he also sat on the boards of several multi-
national corporations, including Pan American Airways and ITT. When he
took up his post in the junta government, there was no mistaking the fact
that the coup represented a revolt of the elites, a counterrevolution against
forty years of gains by Argentina’s workers.

Martinez de Hoz’s first act as minister of the economy was to ban strikes
and allow employers to fire workers at will. He lifted price controls, sending
the cost of food soaring. He was also determined to make Argentina once
again a hospitable place for foreign multinationals. He lifted restrictions on
foreign ownership and in the first few years sold off hundreds of state com-
panies.”” These measures earned him powerful fans in Washington. Declas-
sified documents show William Rogers, assistant secretary of state for Latin
America, telling his boss, Henry Kissinger, shortly after the coup that
“Martinez de Hoz is a good man. We have been in close consultations
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throughout” Kissinger was so impressed that he arranged to have a high-
profile meeting with Martinez de Hoz when he visited Washington “as a
symbolic gesture.” He also offered to make a couple of calls to help along Ar-
gentina’s economic efforts: “I will call David Rockefeller,” Kissinger told the
junta’s foreign minister, a reference to the president of Chase Manhattan
Bank. “And I will call his brother, the Vice President [of the United States,
Nelson Rockefeller].”8?

To attract investment, Argentina took out a thirty-one-page advertising
supplement in BusinessWeek, produced by the PR giant Burson-Marsteller,
declaring that “few governments in history have been as encouraging to pri-
vate investment. . . . We are in a true social revolution, and we seek partners.
We are unburdening ourselves of statism, and believe firmly in the all-
important role of the private sector.”*¢!

Once again, the human impact was unmistakable: within a year, wages lost
40 percent of their value, factories closed, poverty spiraled. Before the junta
took power, Argentina had fewer people living in poverty than France or the
U.S.—just 9 percent—and an unemployment rate of only 4.2 percent.®” Now
the country began to display signs of the underdevelopment thought to have
been left behind. Poor neighborhoods were without water, and preventable
diseases ran rampant.

In Chile, Pinochet had a free hand to use economic policy to eviscerate
the middle class, thanks to the shocking and terrifying way in which he had
seized power. Although his fighter jets and firing squads had been enor-
mously effective at spreading terror, they had turned out to be a public rela-
tions disaster. Press reports about Pinochet’s massacres sparked a worldwide
outcry, and activists in Europe and North America aggressively lobbied
their governments not to trade with Chile—a distinctly unfavorable out-
come for a regime whose reason for existence was to keep the country open
for business.

The newly declassified documents from Brazil show that when Ar-
gentina’s generals were preparing their 1976 coup, they wanted “to avoid suf-
fering an international campaign like the one that has been unleashed
against Chile.”®® To achieve that goal, less sensational repression tactics were
needed —lower-profile ones capable of spreading terror but not so visible to the
prying international press. In Chile, Pinochet soon settled on disappearances.

* The junta was so eager to auction off the country to investors that it advertised “a 10 per-
cent discount on the price of land for ground-breaking within 60 days.”
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Rather than openly killing or even