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PREFACE

The immediate circumstances wiich led me to wnte the
present volume were somewhat as follows In the winter of
1950 1951 the Insutut d Erudes Poliuques of the Umiversity of
Paris invited me to give a course of lectures on American eco
nomic history coverng primanly the period from the War
berween the States to the present I eagerly grasped this op-
portumty to mndolge my Wanderlust, for 1 was convinced
that someone should, and I beheved that T could, explam to
the French how Amertca has been able to achieve its phe-
nomenal economic success And furthermore I wanted to
suggest to them, and to all peoples, that America’s remarkable
well bemng per capita should, mn hne with histonieal precedent,
lead to the establishment of a great civilization

Being a conscientious person mn general and n particular
sympathetc toward stadents for all the suffering which they
endure, I always prepare my lectures with great care, but
for my lectures 1n Pans I rather overdd myself To make
sure that my story would be both well organized and clear
and that my French would be better than [ alone could make
1t, I decided to write a bool. from which I would draw what
I wanted to say This I did, bur subsequently I had several
opportunities to test my first draft and to revise it 1 the
Iight of the receprion which 1t receved Before I was through
T had presented my materal in French not only to the stu-
dents of ‘ Sciences Po,” as the Institut 15 aﬂccnonaxely called






chapter

ECONOMICS AND CIVILIZATION

I WELL BEING AS A FACTOR IN CIVILIZATION

If, as mn the days of ancient Greece and Rome, 1t were
the style to wnte great epics of national accomplishments,
American poets would have at their disposal a theme which
does not have its equal mn all history—the achievement of un
surpassed economic well bemng Indeed there has never been
a people so abundantly provided with the matenal things of
Lfe as the American people of today

Perhaps 1t 1s to be regretted that no poet has attempted to
sing the praises of those who came to America’s shores and
builr there an economy which could on a per capita basis out
produce any other If some poet had written such a work,
foreigners mught not be so prone to claim that Americans
are crass materialists and lack ‘culture,” and Amenicans mght
Tose some of ther fear that the foresgners might be right

For both the informed observer, whether he be American
or not, there 15 nothing in having 2 large supply of goods and
services per capita of the population of which one needs to
be ashamed Quite the contrary As [ have shown elsew here,?
peaks of economuc well being have accompanied or preceded
those periods which are regarded as the peaks of cnvilization
n vartous cultures Clearly, without lesure which comes from
a surplus of goods beyond what 15 necessary for mamntaning

1
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hife, man cannot devote his energes to the cvilizing process
He cannot create great works of literature, archutecture,
pantng, sculpture, or music, he cannot establish orderly so-
cieties where the conduct of people conforms to known and
just rules, and he cannot extend his control over nature so
that he 15 free from disease and want Also the well mformed
recognize that the diplomatic and military power of a society
depends to a large extent upon 1ts economic potental, and
that throughout the past there have always been ‘ barbanans’
on the fringes of civilized cultures ready to attack and pillage
the more advanced peoples when they showed signs of
weakness

Although other factors, such as styles 1n arr, freedom of
expression, the exchange of 1deas, and the range of oppor
tunities available to indviduals play a vital role mn artaming
high levels of civilization, the economic factor 1s clearly of
great importance both 1n attaning great heghts and m pro
tecung them So crucial 15 1t, 1n fact, that the flucruaung—
some would say the cyclical—character of cwvihization within
cultures can be explaned chiefly 1 economic terms

Thus as a society devotes more and more of 1ts energy 10
the creation of the “finer things of life,” the lesser proportion
can 1t give to economic actvity In this way the economic
well bemg which has made creative endeavor possible 1s un
dermuned, for 1n time there 15 a noticeable decline 1n the sup-
ply of goods and services per capita of the population And
this dechne 15 usually hastened by exhausung warfare, 2
growth of population far 1n excess of economic development,
and by social discontent As the fall 1 economic well being
becomes well advanced, art seems to lose 1ts freshness and
wvigor and to be characterized by overly ornate forms and
crude workmanship, human relations are regulated more
Ia::dmore by force, and disease and want stalk abroad mn the

Even within 2 culture there are changes n the centers of
awvilizaton which may be explamed on economic grounds
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Thus 1n Egypt there were shifts from the Lower to the Up-
per Nile, n the Tigns and Euphrates valley, from Sumer on
the Perstan Gulf to Babylon which was well inland, and n
Greck culture, from the eastern shores of the Aegean to the
European mamland In Western European culture, centers
have been m Northern Italy, the Low Countries, London,
and Pars, and therr creative importance has fluctuated
roughly with their relauve economic smportance

If thus analysis of human history 1s correct and of 1t 15 legitt
mate to expect that the general pattern of the past will be
repeated 1n the future, then assuredly Amenca can look with
pride upon 1ts economic accomplshments and with hope for
great things to come It may well be that the center of grav-
ity 1 Western culture will shift from Western Europe to
North Americz and that Americans will be the ones to carry
on the great civilization of the West At least even the most
sheptical will have to admit that America has the economic
potentral for great accomplishments (see table 1 i the Ap-
pendwx)

In order to bring to full flowening the degree of cr ilization
of which Amenican economic development has given prom
15¢, there must be a mce balance 1n the use of human and other
resources In fact, upon this balance depends very largely
whether or not civilization, as we 1in Western culture under-
stand 1t, will long endure Enough resources must be employed
n economic actvity so that there will be perpetuated a high
level of well-being per capira of the population, enough 1n
creatve acuvity so that the masterpieces of art may be pro-
duced, enough, 1n extending man’s control over nature so
that he will not suffer from famine or disease, enough n reg-
ulaung relatons among men so that they construte an orderly
society How this balance can be achieved 1s perhaps the
greatest problem of human lund
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II STRATEGIC FACTORS IN AMERICAN ECONOMIC SUCCESS

‘Whatever the future may hold 1n store regarding the de-
velopment of civilization 1n America, the past holds impor-
tant lessons pertaining to econormc growth In fact, 1t 1s not
too much to say that the economic history of the United
States can be considered as a model of economc progress and
that through studying thus model and comparmg 1t with
others, man can hope to understand more fully the processes
by which he can mcrease his material welfare It 1s to this
study and to this fuller understandimng that the pages of this
book are devoted

At the very outser, let us look at our model from afar m
order to take cognizance of its general form before we ex
amine in detail 1ts individual parts When we take the long
view, we are struck immedately by changes which have
taken place i the structure of the American economy over
ume Especually do we notice the shift m relative importance
from agriculture to mndustry and the great expansion of serv-
ice trades Thus in the decade 1869-1879 20 per cent of
nattonal income came from agriculture and only 139 was
dertved from manufacturing, while 1 1950 the proportions
were 7 2 per cent and 307 per cent, respectively Further-
more, m 1850 about 82 per cent of the population was en-
gaged mn producmg goods and 18 per cent m trade and other
services, while m 1950 the two groups were about evenly
balanced These shifts are, mcidentally, to be found sn all
economtes with lugh incomes per worker (See tables 2 and 3 )

These changes i the structure of the economy suggest
some of the basic factors n America’s economic growth
For example, masmuch as there has been a large increase m
those segments of the economy which are devoted to render-
mng services and to distributing goods rather than to the pro-
duction of concrete things, it may be deduced that 2 greater
division of labor, that 15, 2 greater specialization m economic
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acuviry, has contributed to a totality of more goods Clearly
America has profited from the fact that mndividuals have con
centrated therr energies more and more on what they can
produce at lowest, comparable costs and have not attempted
to meet their various needs by household, handicraft produc-
tion Indeed the trend has been for people to get more of the
goods which they want m the market with purchasing power
obtamned from the sale of whar they produce

The long view of our mode] tells us that ths form of pro-
duction and distribution has reached a high pomnt of develop-
ment n Amenica Although the reasons for this growth are
obscured by their great number, 1t 1s clear that one of the
crucial elements i the process has been the extensive use of
money In all advanced economues, money, which may be
defined as a measure of value, a medumn of exchange, and a
store of wealth, has played such an important role that I am
ready to defend the proposition that 1t 15 one of man’s great-
est imventions | would rank it, indeed, with fire, the wheel,
and the smeltng of metals in 1mportance to mankind

Then m addition to the greater diviston of Iabor and the
exchange of goods for money, we note m our model a pro
gressively larger proportion of national mcome coming from
manufactuning rather than from agriculture, which suggests
that special advantages have been derrved from the mechans-
zation of productive processes and from the application of
power to the machines Gradually the worker has come to
have a multitude of “slaves” to do his bidding—“slaves” which
could easily be replaced, or added to, or given a holiday with
out pay And these machines have been for the most part
constructed from and activated by morganic maternals which
had been stored up by nature in farge quantinies over cons
of ume It has been esumated that energy from mammate
sources used 1n the United States 1n 1947 was 1,000 times that
of human energy expended and this seems like a conservamse
figure Moreover, the supply of morgamc matenals 15 nde-
pendent of growing seasons, chmatic conditions, and plant
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or ammal diseases and can be exploed whenever man 1
ready for them

Fortunately the United States had great natural reservoirs
of materials which could be turned nto machines or mnto
energy It could draw heavily upon nawure’s capital—upon
the stores of wealth m the earth’s crust But i addiion
Amenica had vast expanses of fernle soil for the production
of hving things and 1t had some supphes of orgamc matenals
already for use, especially umber and prairie grasses

Besides these concrete things the American people had 2
strong desire to achieve greater economic well-bemg In all
societies there are overndmng ideologies—collective goals for
which people strve—which play decisive roles m the deter-
mmation of human behavior In some cases these goals may
be the attanment of heaven, the avordance of work, or the
reproduction of great works of art In Western culture, eco
nomic growth has been one of the most important desires of
society, at least since the late Middle Ages

In no place m Western culture has this 1deology been more
marhed than n the United States In early colonual days the
struggle for physical existence was so vigorous that the con-
cept of economic growth was literally imposed upon settlers
and subsequently most of the people who came to Americ
did so 1n Jarge measure 1n order to mmprove thewr matersal
conditions It 15 not at all strange that exhorsations to thrift
and work should have been uttered by American leaders
from Captain John Smith to Dwight D Lisenhower, that the
maxims of “Poor Richard” should have been given promi-
nence i American thmking, that the success storses of Hora-
o Alger, John D Rockefeller, and Henry Ford should have
caught the mmagination of the American people, and that hard
work, icluding manual labor, should have been looked zpon
with favor Nor 15 1t odd that a society which has so ardently
desired economte improvement actually attamed st

The Amencan people has wanted economisc progress, has
sought to understand the conditions of that progress, even as
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we are attempting to do here, and has fostered these cond:
tions as much as possible A good example of the efforts
which have been made, and a major feature of our model,
has been the high rate of savings out of national mncome—
savings which were effected so that there might be mvest-
ments 1n producers’ goods which would ulumately result 1
an mcrease m the total supply of goods The American rate
of savings has probably been higher over 2 longer period of
time than that 1n any other contemporary, free society, gross
capital formation having fluctuated around zo per cent of
nattonal income since 1869, except for the depression years
of the 1930’

Since this rate of saving was realzed when economic
growth was taking place, the people could enjoy the stand
ard of living to which they had become accustomed and also
save—they could “have their cahe and eat 1t too” This rate
of savings and mvestment was such as to provide American
workers with one of the largest investments per capita of any
of the major economies and with means for the most effective
use of their energies and talents

Thus, here was a people with good equipment, a desire for
material improvement, a nich contnent to develop, and a
willingness to work VWhat was more, the country had a large
mmmigration {about 32,000,000 from 1865 to r930 so that mn
1920, 145 per cent of the white population was foreign
born) For the most part, these people were of productive
ages when they arrived on American shores and hence the
Umnited States did not have the expense of supporung them
through their non productive youth Morcover, the public
health and the age composition of the Amencan population
has been favorable to econormic development The control of
disease has meant that less time has been lost from iliness than
m most countries and the low mortality rate m the younger
years has meant less of an economic burden from child-
rearing

Then, too, because the United States has had a relatnely
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large proportion of 1s populanion m productive ages, 1t fras
niot been burdened with an excesstve number of young or of
dependent old persons Lo be sure, the trend of the average
age of the population 15 upward, but to a pomnt imcreasing age
15 an economic asset, for older, more expenenced warkers
are more skailed and make fewer mistakes than younger ones
Only 1 economies where brawn and darmng are of the
essence 15 there an mportant economuc advantage m having
2 large proporuion of young people m the populanon So far
i American history the fears of Malthus, real as they have
proved to be n many historical cases, have not come close 1o
bemng confirmed

In connecuon with the productivity of labor, ecopomic
istorians have recently groen mote weight to mcentives to
work as a factor 1n economic growth than was once the
practice Here they have shown that becsuse of the wage
system workers have had to rely upon current earmngs for
exstence If they did not work, they did not eat And hule
morte than workers i other countries have Amerncan warhers
been able to fall back on agriculrure or some form of eco
nomically, self sufficient actvity to avoid this predicament
Furthermare, labor orgamizanions have preached the desie-
ability of the “full dmner pal” through productvity within
the caprtalist system  They have indeed gone on stike for this
prnciple rather than for socil betterment by the wolent
overthrow of the eusting system

Furthermore, the trammng of workers has been relanvely
efficient, much of 1t bemg on the job or 1n schools where
skills are acquired more rapidly than m the tradional appren
tceship system Gradually 2 much larger proportion of the
workimg population has become more skilled or sems skilled
than 1t was a century ago Education in Amernca has also
been designed to contnbute heavily to ecoriomic progress and
1t fias been made widely available o 2 large proportion of the
population A tigh correlation exists in America berween
education and economic posinon,* and America has a Jarger
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percentage of the population mn universities than any other
country And in the Amertcan educational system, conscious
efforts are made through courses in management and business
to train persons to become leaders 1n economic enterprise As
we shall see later i this volume, a real “managenal revolu-
tion” 15 taking place that 15 putting the direction of affairs
the hands of experts rather than leaving 1t to mere owners

Lastly, there are four other strategic factors ;m Amertcan
economic growth which need to be before us for the sake
of completeness The first of these 1s that for one reason or
another the distnibution of purchasing power has been such
as to provide a broad demand for goods among all classes
rather than bemng concentrated among a few whose basic
desires are soon surfeited This broad demand hss, 1n turn,
stumulated entrepreneurs to mvest for more production The
second factor 15 that Amenicans have shown a marhed will-
ingness to adopt new products and new methods of produc-
tion, that 15, they have remamned relauvely free from the
restnctions of tradiion The third 1s that they have taken to
standardized products mn order to have more for what they
spend And lastly, they have shown a genws for the orgam-
zation of busmess acuvity m such dlverse Tespects as produc-
tion on the y hne, the establ of L g and
credit systems to bnng together savings from many sources
for use, and the distnbution of goods by such low-cost
methods as mail-order and cham-store selling

IIT ACCOMPLISHMENTS IN THE PAST AND DANGLRS I THE
FUTURE

Although the economic well being of Amenicans 15 com-
mon hnowledge, relam ely few persons realze just how much
economic progress has been made and how mcome per
worher n America compares with income per worker m
other parts of Western culture The best estimates which we
have of the development of the Amencan economy indicate
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that national mcome has mcreased some fiftcen times sice
the War of Secession and that mcome per capiea has gone up
about five tumes (see table 4 1n the appendix)

And even though these mncreases may be discounted be-
cause goods and services paid for a hundred years ago are
not stuctly comparable to those of the mid twentieth cen
tury because of changes i the nation’s “ bill of goods,” the
fact remamns that great mmprovement 15 mdicated mn every
mndex of well bemng that we have—mn the quality and quantty
of food, clothing, and housing, 1 the amount of human
energy expended m economic endeavor, m public health, and
i mortality rates Furthermore, mternational comparisons
show that America has achieved extraordmanly high levels
of ncome per employed worker—about twice that reached m
Lngland and seven times that attamned in Italy No matter
how one looks at 1t, the American record 1s 1mpressive

Effecave as the various factors of economic growth have
been m providing America with 1ts high income, one should
not get the umpression that they operate automancally or
perfectly for the maximum economuc benefit Retardative
factors there are too, and some of them cast foreboding
shadows into the future

For the long run, 1t should be noted that America has been
wasteful of 1ts economic hentage It has cut s forests, and
ruined uts land to a point where 1t has destroyed the fernlity
of whole regions and endangered that of others Even its
conservation policies of recent decades are hardly adequate to
mamtan the status quo and cannot reparr the damage of
years of wasteful explostation Similarly the country has been
profligate 1n the handling of muneral resources The better
grades of 1ron ore 1 the greatest deposic 1n the country, the
Mesaby, have been so nearly used up that the lower grades
are comung mto use and a large-scale program of imports 1s
beng pushed forward Concern 1s penodically expressed re
garding the length of tme our o1l resources wll last, 2 con-
cern that 15 parually responsible for the search for and
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purchase of petroleum from other areas And the better
supplies of gold and silver have erther been exhausted or
sertously depleted

Fear of shortages of natural resources, as well as 2 destre
for low cost substitutes, has sumulated chemists and physi-
cists to search for replacements Thus far they have had a
phenomenal success 1 producing substrtutes for what 1s
becoming 1n short supply from matter which 1s abundant in
nature Indeed, without the ‘ chemical revolution’ of the last
thirty years and without the possibility of a “physics revola
tion,” which through nuclear fision will probably give us a
cheap and abundant source of energy, Western culture could
look forward to a foresecable exhaustion of materials essential
to 1ts economy How long scientists can postpone the day
when inorganic matter can no longer be useful to man except
for the growmg of ammal or vegetable matter 1s proble-
matical

Another threat to Amenica’s economic progress stems from
maladjustments within the economy atself Such maladjust-
ments have found expression thus far in what have been
called business depressions How serrous they are can be
realized from the fact that national mncome fell by a third
from 1929 to 1933 and did not surpass its former peal untl
1937 The reasons for and nature of the distortions which
lead to panic are too complicated to be more than hinted at
here Suffice 1t to say that overexpansion of plant, high costs
of goods, pessumism regarding the future, and ngdies 1n the
ways of domng busmness contribute to the curtailment of eco-
nomic activity Thus the reasons for depressions are inherent
1n human decisions, which means that they can be counter-
acted by alternative decistons In other words, modern bus:
ness depressions are “man made,” and this being the case they
can be “man cured” But 1t remains to be seen whether or
not man has the mtelligence and the ability to devise and
apply the necessary remedics for them

Lastly, there are tmportant domestic, soctal, and interna-
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tional political tensions which may seriously retard Amenican
economic progress Among the former, by far the most m-
portant 15 that between employers and employees A belief
i an unavordable conflice of mterests berween them and the
great growth 1n the power of organized labor have broughe
on clashes which 1 tum have led to smportant work stop-
pages In 1945, for ple, 38,000,000 days of idleness
were occasioned by labor strfe, which Jogically results m
even more 1dleness because of shortages created by the falure
of these men to supply other workers with matemals which
they normally would have recerved

Sertous as this problem 1s, 1t should not, however, be exag-
gerated The amount of dleness 1 1945 resulung from con-
flicts between employers and employees was less than would
have been caused by an added navonal holiday Furthermore,
there 1s hope for the reduction of labor trouble through
orderly channels of negonauon and contract.

In the 1aternanonal polincal sphere, the threat of war, o
actoal war, may greatly impede the continuation of Amer-
can well bemg Even thongh producnon for war purposes
may make the statistical record look good, 3t adds bue kel
to the econommc mmprovement of man Unfortunately pro-
duction for defense seems essenmal for the preservanon of
that mdependence which will prevent hay ing to pay bute
to others Americans beheve that one of the lessons of fustory
15 that peoples with the greatest economc well-bemg have
always became the object of the coverousness of others Con
sequently they feel that they must take ample measures for
their own defense and for the defense of those values which
consttute Western Civilizanon  In present-day Amencan
foresgn poliey, there 15 an mteresnng muxture of nanonalsm
and of mussion crubsarice

Alse on the Amencan scene there 15 an mreresung mIxtore
of desires for reaching ever hgher levels of mcome per
capuea and of artamng higher levels of civihzanon There Js 8
growmng awareness that the sheer piing up of goods and serv~




ECONOMICS AND CIVILIZATION 13

1ces 15 not a satsfactory end m itself and that economic prog-
ress 15 to be justified primanly because 1t 15 a necessary
conditzon to the establishment of a more orderly society and
to a greater enjoyment of the finer things of hfe Thus there
1s an ever greater desire to know how the extraordinanly
high mncome per capita was achieved m America and what
needs to be done to prolong 1t As we have already suggested,
the story of American economic progress s a worthy theme
for an epic poet But 1t 15 also a worthy theme for a social
scienust It 15 the one which we shall develop i the pages
to come
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AMERICAN INDUSTRY AND
NATURAL RESOURCES

1 THE PLACE OF INDUSTRY IN ECONOVIC PROGRESS

In attempeng ta analyze economtc growth or 3oy
other socual phenomenon, there 15 always a temprationt 10
have recourse to an ultra simphst explanation—to attribute
everythmng to some one cause Thus there have been those
wha have seen the process of history as the worhng out of
some divine and all powerful Will, as the struggle of the
fittest for survival (Darwin and Spencer), as a senes of “chal
lenges and responses (Arnold Toynbee), or 35 a struggle
between social classes (Kard Marx) In hke manner 10 0
tempung to explan economic growth, there 55 a temptationt
10 atenbute all progress solely to natural resources, chmate,
wnventve gemus, or thoft Unforrunately any casy solutions
to the problem of economic growth are of hrtle scsennfic or
pracucal value, for they do not provide a full enough undes-
standing to allow the formanon and apphcation of those pol-
cies which will Jead to further economic growth Probably
the aphorsm that there 18 no easy answer to what 15 very
complex 1S true

Even though any amlysis of growth whuch 15 useful 1
strengthening ond contnung the economie foundanons of
Amenican cvilizanion mvolves many factors and thewr coming
together 1 propiious combinations, m just the nght magm
14
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tudes, and with favorable tmmg, the fact remains that some
segments of the economy have made greater advances than
others and provide the best examples of growth At all events
some branch of the economy must be given the honor of
priority m our study, and that honor falls to industry It 1s
mn sndustry that we find the most rapid progress i the last
hundred years, and 1t 15 industry which has achieved the most
promumnent position mn the American economy

Although the raptd development of industry both mn Amer-
1ca and throughout Western culture 15 a well known fact,
we should here be as precise as possible about 1t The best
measures indicate, as we have already seen, that in the decade
186¢-1879 manufacturing accounted for only 139 per cent
of natonal mcome, but that m 1950 1t was responsible for
30 7 per cent of that income Indeed, the aggregate manufac-
turing output of the United States showed an advance of 276
per cent from 1899 to 1937,' a change that could not be
matched by any other part of the American economy, unless
“services of government” be so classified, nor could it be
equaled n absolute terms by any other economy The United
Srates accounted for only 23 3 per cent of the world’s manu-
facturing production 1 1870, while i the period 1926 1920
1t accounted for 42 2 per cent The corresponding percent-
ages 1n the same years for the Umted Kingdom were 318
and g 4, for Germany 13 2 and 11 6, and for France to 3 and
667

These gans of American dustry arc mdeed impressive,
but what 1s of parucular signtficance for understanding the
contnbution of American industry i strengthening the eco
nomic foundations upon which our crvilization rests 15 the
great increase 1n output per industrial worker per hour From
the year 1870 to the years 1939-1941 this increase was nearly
five times and by the latter date exceeded the output per
hour of agncultural workers by nearly three nmes Also,
although the Amenican mndustral worker had from 1870 on-
ward a larger man hour output than the worker m Great
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Britain, by 1937 he was able to turn out almost three times as
much as ether the Brtsh or German mdustnal employee?
(see also table 5 m the appendix), and many more times 25
much as the workers m overpopulated and largely agnicul-
tural countries hike China

1 NATURAL RESOURCES~—THE FUEL MINERALS

As 1n the case of economic growth 1n general, the progress
made m Amerscan mndustry cannot be explamed 1 such nave
terms as Yanhee ngenmty, Puntanism, or American genius
for organization Agam we are dealing with a great complex
1t which the task s to pick out those elements which have
been most crucial m effecting change Here we shall select
natural resources as the first element for consideration, but
this 15 an entrely arbitrary selection and does not umply that
natural sesources provided the il impulse towasd mndus-
trial growth

Indeed, one should not forget that so-called “natural re-
sources” exssted 1 Amenica for centurses without bemng of
any great economic value and only came mto thewr own
when combmed with other elements In fact, I bebeve that
1t 18 mcorrect to consider things 1 nature as narural resources
1 an economic sense untd man wants them and has the means
of acquinng them Advances n mdustnal arts create, 5o 0
speak, natural resources, and natural resources in like manner
make industrial arts useful Thus coal was not a natural re-
source until man could mmne and burn 1t, nor were alummnut,
petroleum, 1ron, and a long hst of things natural resources
unttd man hnew how to use them Onee this happened, how-
ever, their presence was of utmost importance

Of the many narural resources which have been crucal s
the development of Amencan manufactures, those having
the most strategic positions were ymnerals 1f some of the
eathier stages of man’s economic development may be charac-
terized by such appellations as stone age, age of coppets
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bronze age, and 1ron age, then the most recent stage of eco-
nomic development should be called the mineral age In the
case of the United States, for example, the roral of mmeral
production increased from a value of less than one half a
bilhon dollars 1n 1880 to over fifteen and 2 half biflion dollars
(current values) m 1947 Indeed 1t has been estimated that
modern furnaces can produce in one day an amount of 1ron
and steel products equivalent to all the wron and steel m
exstence 1 1750

Of the various mmnerals, coal has occupied the most stra-
tegic position If one studies an economic map of the world,
one will be struck by the correlation which exists between
mndustrial centers and areas that exther produce coal or can
obtain 1t at low cost Coal made possible the extensive use of
the steam engme and later of the steam turbine, of central
heating with all that it means m permutting work m cold
climates during the winter months, and of metals which have
to be smelted Coal was the source of gases, oils, tar, and pich
from which a wide variety of things were denved—from
dyes, synthetic rubber, and ammona to nylon and aspirin
And coal, as changed to coke, was the chief source of the
essential carbon 1n steel

Fortunately the United States has had a large production of
coal and has an estimated 4o per cent of the world’s proved
reserves, while Europe has 35 per cent of them and Asia has
20 per cent Yet even though American reserves are enor-
mous, coal will undoubtedly incresse n cost as the better
seams are worhed out and recourse 15 had to the poorer and
harder to mme deposis Already, although the Northern
fields of Pennsylvama, Ohio, and Tllinoss are extremely 1m-
portant, the greatest total production of coal comes from the
Southern fields of West Virgimiz and Kentucky

Three important deselopments are, however, taking place
which augur well for the future of coal The first 1s thar this
fuel 1s bemng used more efficiently, the amount of coal needed
to produce one hilowatt hour of electricity i central stanons
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faling from 705 pounds mn 1899 to rzs pounds n 1946
The second 15 that great economies can be reabized if coal s
processed before 1t 15 sold to consumers, thar 15, if 115 turned
imto o1 or coke or even, while sull in the ground, mto gis
The third 15 that other sources of energy, parucularly peto
leumn, natural gas, and hydroelectric power, are assuming 2
portion of the burden formerly borne by coal (see tables 6, 7,
and 8) Coal consumpuion per capita n the United States has
become about stationary

Of other fuel mimerals petroleum has become the most 1m-
portant Petroleum and natural gas (the two are almost msep
arable because the latter 15 obtaned almost exclusively m
searches for the former) provided respectvely 30 and 117
per cent of the heat energy used in the Unired States in 1948
And 1 s same year Americans, although they construte
only 6 per cent of the population of the world, consumed 6o
per cent of the world’s petrolenm

The petroleum industry 1s, however, of relatnely recent
ongm It was only m 1859 thar the first successful well was
driven at Tirusvalle n Pennsy lvanua and 1t was as late as 1865
that John D Rockefeller founded his first refinng company
at Cleveland Yet 1t met from the beginning an urgent de
mand, especaally for hghting, and Lerosene remamed the chief
product of the mdustry unnl 1910 It was actually the auto
mobile which gave petroleum its place 1n the sun The fact
that America has 71 per cent of the antomobules 1 the world
and also 15 the only advanced ndostrial country wih Jarge
resources of petroleum within its borders accounts for the
large American consemption

But petroleum has several advantages not possessed by coal
which helps to account for 1ts populanty and extenstve use
Inasmuch as 1t 15 a flmd 1t can be handled more easily than
coal and 1t can be stored 1 out of the way places as berween
the double hulls of ships Teis high 1n heat content per volume
and weight and hence can be transported per ume of value
more cheaply than coal Lastly 1t 1s much cleaner than coal,
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and thus appeals particularly to the busy urban dweller who
does not want to bother with ashes and hates a duty cellar
Both petroleumn and natural gas have contmbuted therr
share to the emancipation of the American economy from the
lumitations of orgamic substances, but as in the case of other
morgame substances, these two are lmted in supply In 1948
1t was estimated that ‘ proved reserves of petroleum were
some 23 billion barrels and *potential reserves,” some 87
billion barrels, which at an annual rate of consumption of
2 bullion barrels assurc suppltes for a very lumited period The
threat of shortage has led to the securing of supples over-
seas, to a policy of conservation, to 2 more efficient use of
fuel, and to technological improvements m refining
Probably the most important of the technological changes
15 the development of “craching’ that 15, the breaking down
of crude ol mto 1ts component parts by heating 1t under
pressure and n the presence of a catalyst In this fashion more
of the desired products are obtamed, especnally gasoline
About 87 per cent of the total process 15 gasohne, fuel oi,
and kerosene Other products are lubricating otls, paraffin,
asphalt, toluol (for TN T'), butadiene and styrene, solid
carbon, and nylon salts Great advances have also been made
mn prospecting and dnlling, m regulatng the flow of a well,
and 1n transportation Oil comparues have tended to develop
mto vertical organizations and can thus to some extent con
trol the flow of product to market Incidentally, although
concentration of ownership 18 charactersstic of the o1l indus
try except i the matter of wells o1l companies have largely
given up thewr early bitter rvalnes and have become more
responsive to what 15 socially destrable T'o remamn n busmess
they realize that they must pursue conservationist policies
Then there 15 another possibility which may relieve the
pressure on petroleumn and coal supplies and that 15 the har-
nessing of energy dernved from nuclear fission The amount
of energy, both n the form of heat and electneity, which 1s
released when the “atom s spli” 15 enormous, so enormous



20 THE AMERICAN WAY

mdeed that 1t 15 said a few pounds of *fuel” would be suffi-
ctent to propel a large passenger vessel around the earth Bur
there are scrious problems mvolved m capturmg very much
of the energy which 1s released when fisston takes place If,
however, these problems can be overcome, 2 new source of
energy will become avatlable which will completely change
the fuel resource pattern of the world

Up to the present the minerals used w nuclear fission are
uransum and thorum, although it may become possible 1 the
future to break down some of the other and more stable ele-
ments Fisstonable matersals are now obtaned, so far as the
free countries of the world are concerned, primanly from
Canada, the Belgian Congo, and India Also, up 10 1952, the
United States had a head start and presumably a wide lead
1 the technology of nuclear fission, which probably was an
economic advantage Yet it must not be forgotten that pn-
ority n rechmques sometimes has meant thac the ouginator
has had to bear hugh developmental cost and has soon been
outdsstanced by others who could profic from the experience
already obtamed

Inasmuch as the fuel mmerals are prmanly smportant for
thesr energy, 1t 15 logical to include along with them another
source of cnctgy, water PO\VCI‘

From the early days of Amenca’s mdustry, water wheels
were employed to acuvate machmery, but these contrapuons
were vicums of whimsies of the weather and thew usefulness
was restrcted to the site of watecfalls It was the develop-
ment of the electrical mdustry which brought water power
mro 1s own Water power, unlike the mineral fuels, keeps
renewing itself and in the form of electnictty 1s hughly mobile
In fact, clectricity from bath water power and fuel has
played a vial part in recent mdustral change, for its great
mobility has alloved the decentrabization of light mdustry
and the greater use of power by the individual worker
whether the carpenter employing an electric dnil or the
housewife 2 vacuum cleaner Finally sn the form of hght it
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has greatly extended the effective working day, mahmng i1t
possible to toil around the clock

The electnical industry, like the petroleum mdustry, 1s of
recent ongin It was only mn 1879 that Thomas A Edison
produced his first successful incandescent lamp and thar the
dynamo was sufficiently perfected for use n central stations,
and 1t was not untdl the twentieth century that transformers
made possible high tension lines for the transmission over
long distances Thenceforth the development of water power
grew by leaps and bounds After World War II water power
expanston was parucularly great, the output having mcreased
by some 36 per cent from 1945 to 1951 Even m 1947 the
United States had over 26 per cent of the mstalled water
power of the world or over five times the world average per
capita, and there was sull room for expansion, less than half
of the potenual water power having at that time been de-
veloped

Much of the recent progress In water power development
has been motivated by the high costs of generaung electnicity
by steam and by efforts to control river systems in order to
pravide better navigation or to prevent soll erosion Among
the latter have been the undertakings i the Tennessee Valley,
the Mississippr Valley, on the Missour: Ruver, the Columbia
Ruver (Grand Coulee and Bonneville Dams), and the Colo-
rado Raver (Boulder and Impenal Dams) The location of
water power, with the Mountamn and Pacific states being the
Targest producers, 15 such that 1t provides energy to those
regions which are deficient m other forms of power It just
5o happens that the Umted States has an almost perfect geo-
graphical distbution of energy resources if all forms of
power are considered There 15 not a major area which does
not have the ability to capture energy from morganic sources
This means a great reduction 1n the cost of transporting mate-
mals for industry and also that industry can be spread
throughout the entire country
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0 NATURAL RESOURCES~THE BUILDING MINERALS

Indsspensible as energy 15 m modern mdustral bfe, of
equal importance are those materals which go mfo the buld-
ng of machines and other producers’ goods And as morganic

b pracucally supplanted organic products as sources
of energy because of thewr effictency and shundance, so also
norgamc matter came to tahe the plice of organic matersals
m the construcnon of producers’ goods—m those thmgs
which turn out goods for consumers Here agam man Wi
dipping nto nacures capital 1o order that he mght have
greater economc well bemg and a hugher degree of enndlza~
tion

Of all the so-called “burlding smmerals” steel deserves he
place of honor Without steel st would have beea mmpossible
w have created the machmes which consttute our presest-
day industrial plant or to dnve mechamcal contrrvances 3t
speeds necessary for high production Steel has bath strength
and toughness, alloys easily, has the ability of returmng 10 1
former shape, if bent {within hrmes) Peshaps st 15 not 48
exaggeration to say that one of the major ressons why no
former culture was ever able to achieve an mdustral revolt-
ron comparable to our own was because man was never able
to produce steel either cheaply or sbundantly In any case
stee] was just what the doctor ordered for modern mdustty

In the early hustory of the mdustnal revolunon m Weste™
Lurope one of the important retardatn e factors was the fack
of cheap steel So expensive was it mdeed that cast sron had
to be used s such things a5 ralroad rats and was always fad-
ng at crueial moments because of its bnttleness Not unti
the snventson of the Bessemer converter (1855), the develap-
sent of the Siemens-Martin open hearth process of smeltng

(1866, and the Thomas-Gulchrnist method for smelnog phos-
phonic cres (1878, and the appheanon of these 1venuons
was the price of steel brought down to reasonable levels,
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the reduction having been o per cent from 1856 to 1870

The Unuted States benefited greatly from these technolog
1cal advances, introducing the Bessemer process i 1864 and
the open hearth 1n 1868, the latter of these methods ula
mately acquuring overw helming ascendancy In the course of
time further important savings were realized by better coking
practices, especially by the use of the Koppers oven, which
allows the capture of by products from the coking process,
by the use of the electric furnace for fine grades of steel
(beginming 1 1900), and by the continuous strip rolling mull,
which after 1ts introduction m 1926 allowed 2 50 per cent
reduction m the price of rolled products

Important as were these methods of steel making 1n the
general development of industry, the Umited States enjoyed
10 particularly mportant, comparative advantage m Tespect
to them What supertonty America has had 1n the ferrous
metals industry has come largely from abundant natural re-
sources and from their excellent location The ores of the
Mesab1 Range 1n northern Minnesota, which began to be
exploited on 2 large scale in the 1870%, were extraordinanly
nich, were mined 1n open pits at extremely low cost, and were
situated close to the Great Lakes and hence to cheap water
transportation These Lake Supenor ores, having amounted
to date to a mass greater than the total excavations for the
Panama Canal, made possible the success of Pittsburgh, De-
troit, Gary, Lnie, Cleveland, and Chicago as smelung arens
Then 1n additon to these ores the United States possessed
niear Birmingham, Alabama, nich ore deposits i close prox-
muty to excellent cohng coal, both coal and wron in Utaly
1on 1n Texas which can be smelted with petroleum producis
and natural gas, and rich ore 1n both California and Coloruln,
but no coal

Thanks to the techmques mentioned and the great patural
resources of ore, Amencan production grew by leaps and
bounds, stecl output mcreasing 221 tmes between tHyo and
1948 By 18go the Umted States was the greatest prowlucer
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of wen and steel, and by 1948 1t turned out one-half of the
world's supply and about twice as much as any other one
nauon (Sce table ¢ )

Naturally these quantnes were exhaustive of Amence’s
better supphes The local mines of Pennsylvania were worhed
out early and even the better ores at Mesabs have been nearly
all used up The threat of depletion has led to the search for
new national deposits, for methods @ make practical the ust
of low-grade ores, and for foraign supphies Some new de-
posits have been found wichun the boundarics of the United
States, particularly those already ‘mentioned mn the West and
Southwest, and the search goes on

Considerable progress has also been made with “hydrauke
benefication” of mfemor ores, a process 1 which swater 1
employed to remove a large quantiry of the nonmetalbic con-
tent of the ore By this means it 15 hoped to render large
amounts of low grade ore 1 the Mesabt and other places
cconomically useful, and the prospects for the reahzation of
this hope seem to be bright Finally, ores ave already bemg
obtained, or will soon be obtamed, m quantity from foreign
areas, especnally from Venezuela, Labrador, and Labera So
promusing do supphes from oversea reguons appear o
be that some steel experts expect a shift 1 the center of the
steel industry to the Fastern Seaboard, parnculatly to the
Delaware Bay and Chesapeake Bay areas and to the Gulf of
Mexico In any case, the Unuted States 1s not threatened by
a foreseeable shortage of won ore so long as w can contro!
the seas

Of other budding materals, copper 15 by far the most im-
portany, although m both quantity and value 1t 15 2 poor sec
ond to won and steel Tts significance hes prmanly 1n the fact
that st 15 the best low-cost conductor of electricity In fact
1t came 1nto promumnence with the advent of the electrical 10
dustry and has expanded with st In 1880 when electncity
was i its infancy, world producuon of copper was Tess than
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200,000 short tons, but 1n 1943 at the height of war produc-
t10n 1t W4s 3,000,000 tons

In this great growth the Umted States played a leading
role, becommng the world's largest producer m 1883 and hold-
ng that position unul the present, although 1ts percentage of
world production has declined with the devel of out-
put m the Belgian Congo, Rhodesta, Chule, and Canada
Within the United States the shuft in centers of production
was from Upper Michigan to Anzona and Montana after
1875 and to Utah after 1911

Although copper 15 not dissipated 1 use to the extent that
won and steel are and hence can be employed over and over
agan, enough 1s lost and new demands are so great that the
exhaustion of reserves 15 a real threat In fact, supplies were
50 low after the outbreak of the Korean War that the free
nations began to ration what was available to them—and what
was avallable was so lirtle that many important electrical
developments had to be postponed

Hope for 2 more adequate output of copper lies primarily
mn the benefication of low grade ores by the flotaion method,
that 15, as m the case of low grade wron ores, the removing
with water of part of the nonmetallic content of the ores
Also the effects of a copper shortage may be mitigated by a
more careful conservation of serap and by the use of subsu-
tute electrical conductors of which alumnum 1s at present
the most promising

Of the other important buwlding munerals, America holds
an mportant place 1 the output of alummum, magnestum,
lead, and zinc’ Aluminum, which became commercally feas-
ible with rechnological advances in the 1880's, reached a
position of importance with the coming of the awrplane, espe-
cully n World War I World production mereased from
12 metric tons 1n 1886, to 70,000 MerC tons in 1914, 276,-
800 metric tons 1n 1928, and to 1,900,000 MELNC tONs 1N 1943
At the latter date the Unuted States had about 40 per cent of
world capacity.
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Lead, now used pomanly in storage batteries, electrical
cable coverngs, and 1 paimts, atthough here 1t 5 grng Way
to white tiaruum, saw production 18 the United States -
crease from 17,500 short tons m ¥870, 10 95,725 tons 18
1880, to 280,138 111 1900, and to 2 pcnk of 728,885 tons n
1926, whence there was a decline to a production of 443,467
tons m 1945 In 1936 the Unned States produced 49 pet cent
of the world output, but this figure fell to 20 per €ent 1
1938 as natve ores began to be echausted Now the Unued
States 15 a net mmporter of the product

Zine, used m galvonizing and m alloys especatly to mabe
brass and bronze, has been employed at an astonsshungly 0
creased rate, although no starthng new uses have developed
for 1t Abour 78 per cent of all the zine smelted m the last
150 years was produced n the last 25 years The United
Srates 15 the largest producer, followed 1 order by Canad
and Mexco Magnestam, ke alummnum, came into prom~
Jence as a zesult of a search for hight, strong metals for ze-
plane construction. Ontput 15 the United Stares jumped from
67 millon pounds m 1939 to 3672 muthon pounds m 1943
because of war demand, but then fell back to 20 mibon
pounds 1 1948 The Unuted States 1 the world’s largest
producer of this mmeral, obtaming 15 supply from depossts
m Nevada and from sea water on the Texas coast

Among the nonmenthc bulding minerals, menvion should
be made of clay for ceramucs, limestone for cement, gy psumm
for plaster and cement, and ashestos Except for the fost of
these the United States has good supphies In 1948 it pro-
duced about 25 per cent of the world's output of cement
and 32 per cent of the gypsum It ss the world's largest con
sumer of asbestos, but the chicf source of supples 15 2 &2

m northern Vermont, the larger portion of which 15 just
over the border 1n Quebee.
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IV NATURAL RESQURCES—THE CHEMICAL MINERALS

In addition to the fuel and building mumerals, there are the
chemical mumerals which are essential to the makimng of a mul
titude of products from soap and paper to plastics and fungt
ades, and from ferndzers and msecticides to matches and
explosives Of all these chemicals common salt (sodum chlor-
1de) 15 among those m the very top ranks, for from it can
be made soda ash, which when treated with hmestone pro
duces caustic soda (or lye) and chlonne—the former used 1n
the manufacture of soap and the latter employed mn bleach-
mg The United States has abundant and widely distributed
mines of salt and m the early 1880’ began to transform the
mineral from them into soda ash by what was then the very
low cost Solvay process Toward the end of the mneteenth
century this method of transformng salt began to be re-
placed by the electrolytic process which rased the Unted
States to among the most mmportant producers of the basic
alkali In 1945 Amencan production of salt was 15.4 milhon
tons, which was double the production of 1935 and which
was nearly 30 per cent of the world's total

A second of the chief chemical mnerals 1s sulphur, which
1s 1mportant to the bastc mdustrial acids and hence m the
manufacture of a long hst of things from paper to storage
batteries Dunng the mmnetcenth century the chief source
of sulphur was Sicily, but early m the twenneth century
wells were drmven in Texas and 2 litle later i Lousiana,
which soon placed America at the top of all producers, go
perec ' ‘ Ao oot
late ot
new ¢ . .
adequate supplres for a long time to come

As regards the chemical mmnerals which are used for fer-
alizers, the story 13 not quite so brght. Tons of the three
major chemical components of plants—phosphorus, potassium,
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and nitrogen—are wasted every year Much of the former
two go down our rivers as sewage and out to the open sea
while mtrogen vanshes mto the air So wasteful are we of
these chemicals that there are those who predict that the
Apocalypse will come when the soil has lost 1ts fertility
Also there are those who contend that mankind will be forced
eventually to live off plant life in the sea and who are con
ductng experiments o produce a palatable food from alga
On menus of the future we may see “Sea weed hash” and
“Qcean grown salad

Unfortunately natural deposits of phosphates, potash, and
nicrates are not very large in the United States Nevertheless,
the production of phosphates went up from 3,800,000 metric
tons 1 1938 to 6 mullon tons n 1945, but Amertcan deposits
are decidedly mferior to those of North Afnca Also, al-
though the United States was largely dependent upon Ger-
many for its potash prios to World War I, a vigorous search
for national deposits was rewarded by the discovery of sup-
ples large enough to meet America’s current demands In
1938 the deposits at Carlsbad, New Mexico and at Searles
Lake, Califorma were largely responsible for the fact that the
United States produced ¢ per cent of the world s supply, but
thus 15 3 small proporuion when compared with 6o per cent
of the world s total produced by Germany

Sumarly, nitrogen, which 15 mporrant for explostves 25
well as for fertlizers, was primanly obtamed from abroad,
especually from Chile, untdl afeer World War I By that nme
German chemists had developed ways of mtrogen fixation
from the air, the most famous of these methods being the
Haber process Soon all important ndustral nations had m
trogen fixation plants of their own, and the Unied States
no less than the others It developed nts capacity to 6oo,000
tons 10 1939, and then agamn to 1,451,000 11 1945, thus sur-
passing Germany
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V NATURAL RESOURCES—ORGANIC PRODUCTS FOR INDUSTRY

Although, as has already been pomted out, inorgame mate
rals have played the greatest roles m the industrial progress
of the United Srates, parncularly m more recent times, cer-
tam organic products have been of mportance Most of these
matermals will be discussed 1 a subsequent chapter on agrt
culture and many of them are connected with food m one
way or another, but two of them are used almost exclusnely
1 mdustry and hence deserve to be included here They are
wood and cotton

One of the salient facts about American hsstory 1s that
when the white man came to the shores of the New World he
found 2 continent that was about half covered with virgin
timber Here was an enormous asset that no settled country
could match It provided an easily worhed material for
quickly buslding houses and factories and for the production
of 4 plethora of things from tools to furmiture It furnished
a cheap and handy fuel for heating and cookng, 1t gave pro-
tection to wild ammals which could be killed for both furs
and food, and it gave a land cover which held water for
drnking and for transportation and which prevented the
souls of the country from bemng washed away

So extensive were the forests of the country, however,
that early Americans did not apprecuate their value and even
took 2 hostile attirude toward them Trees were cut ruth-
lessly and were burned to clear land, to get nd of wald am-
mals and wilder men, and to gwve quck cash returns
Subsequently forests were slaughtered to provide wood for
fuel and lumber for rebuildmg the first wood structures
which from therr v ery nature were bound to disntegrate, for
replacing those which burned, and for building anew ro meet
Amencas growing needs Then the forests had to meet the
demand which was placed upon them with the development
of a method of making paper from wood pulp, which
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brought newsprint from 24 cents a pound m 1865 10 3 censs
m 1893, and, after 1914, of malung rayon from the same
source

A virginal forest cover of some goo mullion acres has been
reduced to 624 mulhen acres, of which only 461 milkon
acres are classified as commercial, the rest beng o vanous
types of serub growth Although m rgq4 the dean on Amer-
tcan forests from cuttng fire, windstorms, and insects was
almost offser by total forest growth, there 15 an mereasing
preponderance of hardwoods to softwoods, a contnuous de-
chine sn commercial grow g stock, an mcreasing demand for
umber products, and a preponderance of production m the
Far West, far removed from the most mportant markets

The second of the great orgame ndustnal raw materals
15 cotton, once thought to be lang™ of industmal materials
Although cotton was a very small crop n colonal Amencs,
1ts coltnaton grew enormously after the mmvenuon of the
cotton g n 1793, a development that had much to do with
the spread of Negro slavery i the South By 1860 the Utnuted
States was producing 3,841,000 bales or three fourths of the
world s supply, and subsequently the crop mcreased 2s new
lands 1o the west were gnen over to its growmg, unl the
outpur reached almost 18 000 000 bales 1 1926 Thereafter,
production dechned to around 12 ooo,000 bales, or about 41
per cent of the worlds output, because of foreign compe-
ution, low cotton prices, and the hngh cost of Iabor

The saltation of cotton growing wn the United States seems
to depend upon the devel p of a h 1 picher
that 15 both efficient and lower i cost than anything now on
the market, improvements 10 plant sarenies and therr culu-
1aton, especaaly the irngatmg of the crop, and the finding
of new uses for the fiber Reduction m cotton acreage m the
Unuted States and the culuvation of larger umis idheate the
ancreasing probabihity of the mechanzation of corron farmung
The extended use of cotron ar present hies 1n 1t5 substrution
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for hemp and other fibers 1 bags and coarse products and
I its treatment o compete with rayon and nylon

From the above discussion of natural resources in the
Unuted States one sahent fact stands out from all the others—
that America was particularly well endowed with many of
those natural riches which were essential for mndustrial expan
ston Although 1t 15 theoretcally possible for a country to
obtain what 1t lacks in exchange for 1ts own products, 1t 1s ob
vious that ‘ sts own products ” wall be noneustent unless 1t has
some natural resources, if only fertile lands for growing
crops or briliant sun for tanning the shins of tounsts In
those parts of the world where a knowledge of the industrial
arss and the supply of capital are somewhere near equal, there
15 2 concentration of mdustry where there ate the greatest
supplies of economically useful natural resources

Inasmuch as this correlation between natural resources and
ndustry exists, and because there 15 a similar correlation be-
tween mdustry and well being, there 15 consequently a cor-
respondence between natural resources, well being, and levels
of ewilization If America achieves the heights of civilization
which are expected of 1t, 1t will be 1n considerable degree be-
cause of the country’s natural wealth
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5

THL INDUSTRIAL ARTS AND OTHER
FACTORS OF INDUSTRIAL GROWTH

I THE INDUSTRIAL ARTS AND INDUSTRIAL GROWTH

Thus far 1 our study we have stressed the interde
pendence of factors in producing economic growth and the
difficulty of ssolatmg any one catalync agent to which aff
change may be attnibuted In spite of the validity of thus con-
tention, however, 1t 15 clear that some elements of ndustrial
progress were of more strategic mportance than others and
that part of our task 1s to determme the relative smportance
of cach Certamnly knowledge of which factors played key
roles 1n growth 15 essential 1f man hopes to adopt adequate
pobicies for aclueving economic progress m the furare

Among factors of mdustrial growth which rank high as
agents of change, surely the industrial arts, which mclade
1) machines, that 15, mechanical contrivances for the produc-
tion of goods and services, 2) methods for acuvanng these
machines by the use of mammate sources of energy, and
3) techmques for transforming substances i nature from
less useful to more useful forms, deserve a place of prom-
mence They act as a precipitant, actually giving form an
direction to a vast number of other factors, and 1 addition
they contnibute directly to ewilizauon by axding man to ex-
tend his control over nature Some of them, Like the steam
engine, gave 2 great unpulse to mechamzing industrial pro-
32
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duction and loom large 1n the history of the mdustrial revo
lution Others, like wrngation, reduced the dangers of famme
on account of droughts And stll others created means of
rapid transportation which prevented temporary local short-
ages and extended the list of products which man consumes

‘When industrial arts come mnto bemng as mventions, they
do not “appear out of the blue” as an extra planetary phe
nomenon, but are created gradually as the result of socal,
or anticipated social, demand Even from an histoncal view-
point, “necessity 15 the mother of mvention ** Moreover, these
arts take form through the accrenon of small details untl
some relatively mnor addition brings about a thing that 15
considered new—something which can be glonfied by the
name “mventton " Those who are responsible for creating
new ndustrial arts, the inventors, are persons with knowl
edge of the detatls of a gven techmque and with imagma
tons regarding the possibiliies for 1mprovements Inventors
are found i those societes where the productive arts are well
developed, where the demand for mcreased output per per-
son 15 great, and where the level of technology 15 hugh

In the early history of the Unted States these conditions
were not fully met and consequently 1entions were rela-
uvely few and far berween For a long tume the country bor-
rowed most of 1ts techniques from abroad and thus avorded
the developmental costs and mistahes of others Yet, because
the American economy Was growmg s0 rapdly, conditions
for inventions were becoming more propiicus There was
pressure from newly nstalled mdustries to have techmeians
who could provide them with the latest and most efficient
methods of production and there was a demand from the
older branches of the economy for ways to heep pace with
the younger

Up to approumately the muddle of the mneteenth century
mventions were predominantly the work of artsans and
“unkerers” who, from practical expenence, were famliar
with exsting processes and what was needed to mprove
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them For the most part these men used tral and error meth
ods, and many of ther findings seemed to be almost acct
dental El Whimey 15 a case 1n pomt, for although he was
well acquamted with the picking of seed from cotton, he
had to try several ways for getting the seed out mechancally
before he made a successful “gin

From the middle of the nineteenth century onward, how
ever, wventions tended to be more and more complex and
to be made by those who had a knowledge of what prior
conditions were necessary m order to get desired results—
why one event followed another In other words, more e
cent mventors have tended to be traned men who use the
scientfic method

As time went on, these scientists came to work more and
more i teams m well equipped laboratones Probably the
proneers 1n cooperatve research n America were agncultural
specualists whose work was financed by sale of public lands
under the Hatch Act of 1887, which provided $15,000 2
year from the sale of public Iands to be given to each terri
tory or state for financing agniculrural experiment stations
Soon, however, organized research was undereaken by various
agencies of the government, such as the Department of Agn
culture, the Bureau of Mines and the Federal Bureau of
Standards, by private techmcal schools, and subsequently by
such private mdustrial concerns as the Bell Telephone Sys
tem, the Du Pont Company, the General Llectric Company,
and the Eastman Kodak Company Durmg World War 1
special efforts were made through the combined work of
scientists, orgamized by the National Research Council, to
produce those things which the Unuted States formerly ob
tamed from 1ts enemues, and during World War II, org:mlzcd
by the Office of Scientific Research and Development, t0
create new and more effective weapons

The accomplishments of these various groups have been
Dittle less than fabulous Agricultural scienuists working 10
groups have been able to perform such nuracles as the devel~
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opment of new fruits, Iike the grapefrut, the ehmnanon of
diseases mn cattle, like tuberculosts, and the treatment of mdk
so that 1t became a great national dank Team research was
responstble for the radio, for nylon, for radar, for television,
for the new “wonder drugs,” and for nuclear fission* So 1m-
portant, indeed, has been this “puttmg together of heads”
that there are those who contend seriously, although rather
extravagantly, that 1t may prevent future dechnes i eco-
nomic well being per capira and hence dechnes n cvilization

Along with these changes in the method of organseing re-
search, the United States began to make important cantnbu-
tons to the industrial arts Because of the general abundance
of matenals and the shortage of labor 1n the United States
American mventions have been charactensucally of the labor
saving vartety, such as the telegraph, reaper, sewing machine,
telephione, and air brake, whereas European mventions have
been charactersstically of the matenal saving vanety, such as
the Bessemer process of stecl making and the by product
coke oven But the rapdity with which technological infor
mation has come to be disserninated and with the number of
persons 1 various parts of Western culture competent to
deal with problems, these differences have become less great

In recent umes the trend seems everywhere to be roward
those imventons 1) which will give grester flexibility 1o the
location of industry and hence to 2 greater utilizatuon of re-
sources, such as the automobule, truck, and electric power,
2) which will give greater production per man hour, such as
the farm tractor and belt line assembly, and 3) which will
provide a greater utilizanon of raw matenals or the subst
tution of what 15 abundant 1 natyre for what 1s becoming
rate

I THE APPLICATION OF NEW TECHNOLOGY TO INDUSTIRY

Tmportant as 15 an understanding of the nvenuve process
to a2 comprehension of economc growth, a no less sigmficant
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subject 15 the actual adoption and apphicanon of new rech-
niques o the process of production What determines the
putting of new technology mto operation are soctal forces
sinilar to those which brought that technology nto beng m
the first place Adoption 15 therefore a funcuon of a gen
erally recognized need, of the ability of techmerans and Iabor
1o budd and operate the required equipment, of the aval
abidity of matenals to be processed, of an expectation that
the market will absorb the new sapplies, and of the wiflng-
ness of i estors 1o hazard thew capnal in the new techmgue

The actual effectiveness of new industrial arts can be as-
cerramed 1n 2 rough way either by measunng increases wt
production per man hour or by comparmg the pnces of
vanous goods through time By the latter method, which has
a much greater applicabibity than the former because of the
greater amount of pertnent data avatlable, one finds that
those industnies where greatest technological progress has
been made are those whose unit of product requres a Jower
proporuion of wages for purchase than those where no tech-
nologcal progress has been made Thus many fewer worhing
hours of labor were needed to buy one ton of steel i 1950
than 1 1850, whereas about the ‘same numbes of workmg
hours were required to pay for a hawr cut performed 1 3
time honored fashson Certamly increased production result:
mg from technological smprovements has meant a reduction
In prices measured 1 terms of houss of labor

Available informanon for the United States mdicates that
those industries whuch grew most rapidly from 1869 to 1899
were cole, sieel, explosives, paper and pulp, sill, cotton
goods, and rafroad equipment, while from 1899 to 1937 the
leaders were automobiles, radios, petroleum refining, chem-
wal products, clectrical products, prntng and publshing,
and textles On 3 man-hour basis the greatest advances 10
production were regitered from 1869 to 1899 m petroleumn,
paper and pulp, stecel, sk, and coke, from 1805 to 1929
n cigarertes, automobnles, beet sugar, petroleum, cohe, blast
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furnaces, electrical equpment, locomotives, cement, and
chemicals, and from 1929 to 1939 1 pens, rayon, oleomar-
pgarme, refrigerators, radios, lead, rairoad cars, locomotves,
petroleum, washing machines, tin cans, tires and tubes, and
mdustnal chemicals

Some industries approached the peak of their efficiency
early, as m the case of cotton around 1884, some, like petro-
leum refimng, continued to make progress, others, like house
hold equipment made progress late, and stll others, like the
building trades, showed but httle improvement at any ume
In general, 1t would scem, that advances came first 1 basic
prod and subsequently m ? goods ?

Before leaving the subject of output per man hour, we
should not fal to mention the factor of size of plant and
size of mndustry Although the correlation 15 by no means
perfect, greater output per person has been obtaned or the
greatest savings effected m large swze plants and m large size
industries * In some mdustries either relatively small or rela-
tively large size plants do better than the mediom size (cot-
ton spmning, won and steel blast furnaces), m others the
medum size do better than the small or very large (wire),
and m stll others there seems to be no correlauon between
efficiency and size Thus being the case, America comes closer
than any other country to optima conditions of growth Its
large market has permutted the creation of a greater volume
per industry than that achieved in any othes major country
and consolidation has resulted m the establishment of rela-
tively large size factornes

1l INVESTMENTS, LABOR, AND SCIENTIFIC MANAGEMENT

In the apphcation of new mdustral techniques much de-
pended upon the amount of capieal available for investment,
the shalls of the labor force, and the organization of plant
In later chapters we shall discuss all of these questions m
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subject 15 the actual adoption and application of new tech
mques to the process of production What determunes the
putting of new technology inte operation are socal fosces
sumilar to those which brought that rechnology into bemng 1
the first place Adoption s therefore a funcuon of a gen-
erally recognized need, of the ability of technicrans and labor
to buld and operate the required equipment, of the aval
ability of matemals to be processed, of an expectauon that
the marker will absorb the new supphes, and of the willing~
ness of mvestors to hazard thewr capual i the new techmique

The actual effectiveness of new mdustral arts can be 3
certaned 1n a rough way ether by measuring ncreases n
production per man-hour or by companog the pnces O
various goods through time By the latter method, which has
a2 much greater applicability than the former because of the
greater amount of pernnent data avaiable, one finds that
those industries where greatest technological progress has
been made are those whose umt of product requires 2 fower
proportion of wages for purchase than those where no tech-
nological progress has been made Thus many fewer working
hours of labor were needed to buy one ton of steel 1 1959
than 1 1850, whereas about the same number of working
hours were required to pay for a har cut performed n 2
ume honored fastion Certanly ncreased pmducuon result-
g from technological smprovements has meant 2 reducnion
1n prices measured 1n terms of hours of labor

Available information for the United States sndicates that
those ndustnes which grew most rapidly from 1869 to 1899
were coke, steel, explosives, paper and pulp, silk, cotton
goods, and radroad equpment, while from 1899 to 1937 the
leaders were automobules, radios, petrolenm refining, chem-
1cal products, electnical products, printing and publishing,
and texules On a man-hour basis the greatest advances 10
production were registered from 1869 to 1899 m petrolenm,
paper and pulp, steel, sil, and cole, from 1899 to 199
1 cigaretzes, automobules, beet sugar, petroleum, coke, blast
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to the establishment of a tradition of “tinkering ” Exen today
Amencan men pride themselves for being “jacks of all trades”
and this pride makes them ready to attempt anything, mclud-
ing the learning of a new and techmeal trade Then among
immugrants there were many shilled workers who kept stand

ards of performance high and served as teachers to the
adaptable but less precise Amenican worker Also Amencan
education early stressed techmcal and trade mstruction and
hence prepared a certam number of workers for skilled jobs

And finally, American producers’ equpment aimed more and
more at standardizing tasks, as for example on the moving
assembly Line, so that the traming period of workers did not
have to be very lon

So far as numbers of the labor force was concerned, Amer
1ca had both a high natural rate of population growth and
a large mmigraon Yer labor was almost always mn short
enough supply, or wages were so high, that mdustrialists had
2 constant mcentwve to mtroduce labor saving machinery in
order to reduce costs Thus there was a tendency to improve
the equipment of whatever number of workers was available,
and this tended to raise the geneml level of well-bemng (Sece
table 11)

In a sumilar fashion Amenican industnalists early sought
to make up for labor shortages, or lach of capual, by estab-
lishing 2 more efficient organizaton of producuon This was
apparent 1n such textile plants as the Amosheag mills at Man
chester, New Hampshire, where efforts were made to effect
an extreme division of labor and the mass production of
standardized products, and later, n the twenueth centur)::
by tvo closcly related movem ‘scientific m
advocated by Frederich Winslow Taylor, and “mass produc-
tion,” msutated by Henry Ford

Fredench Taylor was an engmneer whose great technologi-
cal achteyement was the development of ingh speed, carbon
tool stcel Announced mn 1906, this new metal permitted a
much more rapid cutting of steel than had hitherto been
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possible, greater precsion, and hence the possibnlity of turm-
ing out mterchangeable parts i the mechamcal mdustries
In fact, Taylor's steel, along with stll other cutting alloys,
made posstble the use of automatic machine tools which revo
lutionized these mndustries

But while Taylor was engaged 1 this engmneening endeayor,
he was also concerned with reducing inefficiency in produc-
tion In 1895 he presented his famous paper on “A Piece Rate
System,” which advocated wage payments that would re
ward the particularly effictent worker He went on to pto-
pose means for reducing accidents and orgamizing work by
ume and roton studies His crusade was given great ym-
petus and the term “sciennfic management” popularized by
the great Amercan jurist, Lows Brandess, who 1n 2 ralroad
fate case 10 1911 produced testtmony to the effect that rail-
roads could, by the mtroduction of more efficient methods,
save one million dollars 2 day Ultmately the concept of
scientific management, although largely extended to snclude
welfare projects and even Iigh wages, was successful m get
ung higher output per man-hour of work

At the same time, progress was bemng made with the mov-
mng assembly line In the manufacture of watches, sewing
machnes, and guns, parts were brought together at one pout
and assembled by a single worker or small team of workers,
and this practice wag adopted ar first by auromobile manu-
facturers, especrally by Henry Ford In 1913, however, Ford
began to experiment with 2 “mosy ng assembly ¥ The expen-
ment showed that 1t was possible to reduce, for example, the
ume des oted to the assembly of the flywhee] magneto from
20 SMNUELS to five, and of the chassis from 12Y% hours to 1%
hours The reduction 1 the pnce of the Ford car from $950
to $290 and the introduction of high wages were largely the
result of mass production The fact that the Ford Motor
Company achiey ed fantasue success, turning out aboue 250,
000 €ars 2 year by the outbreah of WWarld War I, estab-
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Iished mass production of standardized products as an essential
way of increasmng the economic well-bemg of all

TV INDUSTRIAL LOCATION AND ECONOMIC GROWTH

Closely related to the problem of organizing ndustrral pro-
duction 1 order to get low costs was that of locatng manu-
facturing where 1t would have the greatest geographical
advantages Factors determnmg location are extremely com-
plex and difficult to measure, for they vary from mndustry to
industry, from place to place, and from one period to another
Some 1mdustries, like steel, tend to be located near raw mate
mals or where raw matenals can be assembled at low trans-
portation costs, for mto steel go such bulky products as coal,
1ron ore, and Limestone All of these things have a low value
1 relation to their weight and can be shipped less eastly than
the finished product

Certan other ndustries, like those for making precision
mstruments, watches, and fine glass, require shilled workers
and tend to be located where such workers are avalable
And once located these industries do not move easily, for
workers do not like to be displaced en masse Then there are
style industries, like fine clothes, and service industries, like
bake shops, which are located close to their markets m order
that exther the shghtest change m styles can be taken 1nto ac-
count, or so that the product will not deteriorate before
reaching the consumer, or so that producers may keep 1n
touch with their customers and prevent them from falling
1mto the hands of compentors There are industrres at wnter-
mediate stages of production, hke the pnnting of cloth, where
costs of transporting materials for final processing are low 1n
comparison with costs of distributing the final product, and
which consequently tend to be located near marhets or
sources of cheap labor And there arc mndustnies which are
dependent on others and which tend to be drawn together,
like the parts industries for automobiles
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Some areas, ke New England and the Middle Atlantic
States, had a head start 1n manufacturing exther because of
skalls, raw matenals, power, or proxumity to markets, and
mamntained their positions of prominence even after the it}
advantages had been lost or mmmized This they were able
to do 1n part because they had shilled labor as well as sur
plus plant, and 1 part because they mproved their trans
portation Systems, adopted “footloose” or market orented
mndustries, and developed new industries

In general, however, there has been a marked dissermmattont
of Amencan mdustry and a trend away from area concen®
traton Along with the increase n populanion m the mor
thinly settled areas, there was also 1n them an ever greites
amount of manufacturing * In 1860 only 8 per cent by value
of the country’s manufacturing came from the South, most
of the rest came from the AMiddle Atlantic and New Eng-
land States Gradually this situation changed wath the East
North Central and Pacific States pushing far ahead on 2 rate
of growth bass, the New Lngland and Middle Aclantic
States dechming mn importance relatwe to others, and the
South malmng substantal gains, especially 1 terms of total
value (See table 12) Also mndustry grew faster 1n smaller
cities than in the very large and did not keep pace with pop-
ulation growth m the “thurty-three industral areas” estab-
lished by the Bureau of Census

Among the most mmportant reasons for the decentraliza-
non of industry were improved rapid transportation, the
greater mobulity of short distance transport by means of the
motor truck, and the greater mobility of power made pos-
sible by electrienry Rapid transportation by means of sub-
urban electric or diesel railroads, autobuses, or automobiles
meant that workers could be drawn from larger areas with-
out requirmg them to change dwellings, while branch lines
of railways and motor trucks permitted the bringing together
of matenals to be processed, and clectnicity furmshed chesp
and abundant power Thus “footloose ndustnes,” like
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pharmaceuticals, candy, and distilling, and new mndustries
which had no established sites, like bl blyng,
radio production, and nuclear fission, settled 1 outskurts of
large ciuies or 1n small places 1n the countryside There were
many signs, indeed, that Amenican ndustry by locatng in
lower cost areas was making progress m reducing congestion
mn large cities and was thereby improving the well-being of
workers

¥ GOODS FOR CONSUMERS

All of industrial activity which we have been discussing has
as 1ts ulumate object the production of more and better goods
and services for manlund Indeed, the end of all economic
concern 15 the improvement of human w elfare, although too
often this fact 15 lost sight of 1 a maze and haze of verbiage
and harr sphetings Thus m any attempt to understand the
economuc foundations of American civilization, 1t 15 essen-
tal to gwve close attention to consumers’ goods industries Un-
less this 15 done 1t 15 extremely difficult to determine whether
or not the economic well bemg of the people 15 actually m
creasing and creating stronger pressures for ramsing the level
of ervilization

Of all consumers’ goods industmes that which 1s most vital
to bfe 15 food manufacturing and, as 1t happens, 1t 1s the most
mportant m America from the pomt of view of value It
accounted for z5 per cent of the value of fimshed commod-
1ttes 1 1869 and 30 per cent m 1919, and for 19 per cent of
all manufactures in 1899 and for 18 per cent of them i 1939
Then too, food 15 the most smportant 1tem in the consumer’s
budger Yet 1t 1s less than 1t was a hundred years ago, a per-
centage reduction w hich indicates that the consumer has pur-
chasing pow er for many other things m addition to the bare
necessines of hfe Also the consumer has a much better diet
than he did a century backh He has more of the protectne
foods, those tigh 1n vitamins and protemns, a wider vanety
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of foods, and much better quality So greatly has the Amen
can diet been mproved, mdeed, that 1t 15 responstble for
much of the merease i the height 2nd weight of Amencans
over ther forebears and for some of the progress made 1
public health

Of the different branches of the food industry meat pack
ing has long ranked fisst 1n value, and Americans have been
one of the leading meat eating peoples In the eacly part of
American history sliughtering was a local ndustry and the
products of the slaughterhouse were consumed within the
radtus covered by the “meat care ™ With the developmenty
however, of the growing of hvestock on the wild grasses of
the Western praiies and with the increasng ymportance of
such by products as hoofs for glue, fars for soap, and waste
for ferulzer, slaughtening became more concentrated mn the
Mddle West to avoid the expense of long drnes or of long
hauls and the consequent shnnhage of the ammals Also 2t
first most of the meat was dried, smoked, or pxclJed m ordes
to protect 1t for shipment, but by the muddle of che mne
teenth century some of 1t was gomng taco cans and by the
1870’ some was bemg chiled and shipped to marker 1a 1¢-
fngerator cars and ocean vessels These changes strengrhened
the posion of the Middle West m the “meat paching ndus
try,” as slaughtering came to be called, and soon Chicago
whose famed Union Stoch Yards were opened m 1865, be-
came the leading packmg city of the world, although later
other places, such as Kansas City, came to be close nivals

In the flour milling wdustry there was also a movement
westward, simslar to that m mear packing In 1870 New
Yor! State was the leading producer of four, followed by
Peansyhania, Minos, and Virgima Bur by that date Aid-
Western flovr milling with 1ts center a¢ Minneapols, W35
established and advancmg rapudly As 1 the case of meats
there was an advantage m concentratng the dustry 1
arder to get by products, especually those which were sed
for fattening nearby hvestoch Then Alnneapols mulless
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were the first m Amenca to use steel grinders m place of
mullstones and this prior use of a very advantageous techno-
logical improvement gave the flour mitling mdustry m Min-
neapolis a tremendous fillip

Next to foods, textiles conststute the most valnable class
of consumer goods and here again famly expenditures show
that Americans are much better dressed than their ancestors
Of all the texules cotton has been the leader i value since
1865 Also since that date, the expansion of the industry has
been very great The United States mcreased 1ts consumption
of cotton from 8oo,c00 bales m 1870 to 12,600,000 bales
1942, which was about one-fifth of the world s supply Fur-
thermore, the output of cotton texules per worher was aug-
mented by better gios, a 33 per cent increase m the efficency
of spindles from 1870 to 1890, and the development of the
Northrop loom which stopped automatically when a thread
broke and which changed shuttles without comung to a halt

So far as the location of the cotton mdustry was con
cerned there was an extremely mmportant mugration from
the North to the South In 1870, 75 per cent of the con-
sumed cotton n the United States was employed m New
England and only 12 per cent 1n the cotton growing states,
but 1 1949 New England took only 77 per cent of the
total and cotton growng states go per cent This shift 15 to
be explamed by the fact that cotton manufacture 1s not hughly
mtegrated, can be carried on 1n stages, and employs quichly
learned techmiques Hence 1t tends to scek cheap labor, which
was more abundant m the South than m New England

In woolen textiles no such dramatic changes have taken
place as m cotton, but the mdustry has grown enormously,
the Unnted States becomung the second apparel fabrc pro-
ducmg country i the world In rayon the United States
forged to the front of all producers, turmng out 1,121 mil-
Lon pounds of product mn 1948, which was almost half of
the world's output and equivalent to almost half of the coun-
try’s consumed cotton Here was a revolution that spelled
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the end of the sk industry and was to be a threat to cot
ton And, as though this competition were not enough, other
synthetic fibers, partcularly nylon, have come mto the mar
ket to gve the coup de grace to sk In 1948 nylon produc
tion was 6o mullon pounds and the industry had been 1
existence less than a decade

In third place among consumers’ goods comes ‘“automo-
biles and equipment,’ a classification that accounted for about
7 per cent of the value of all manufactures n 1939 The
importance of this mdustry 15, however, much greater than
the value of the immedite product would ndicate The
automobule has been largely responsible for the development
of the Amernican highway system, 1t 1s the greatest user of
subber and petroleum products, and 1ts demand for steel and
other metals 1s prodigious It has altered the layout of cities
changed the recreational habits of an entire natton, altered
our tradinonal methods of courtship, mflucnced our stand
ards of morality, and provided the American people with 2
mobility that no other sertled sociery has And what 15 of
greatest moment, the automobile industry provnded mn the
twentieth century the kind of economic expanston on which
the capitalist system seems to thrive

The youthfulness of the automobile ndustry 15 especually
strlung when one realizes that only four automobiles were
manufactured 1n the United States n 1895 At first, elec
tncally or steam driven cars competed with those powere!
by internal combustion engmes, but the future was with
the gasoline motor The invention of the self-starter 1 1912,
one of the few American contributions to the early develop-
ment of the gasol bile, was esp 1ly cructal m this
change Then the reduction n price affected by Ford through
mass production made possible a great extension of the mar-
Let By 1917 almost 5,000 000 motor vehicles were registered
i the United States, and by 1948, 41,100 000 or 71 per cent
of all n the world In price they had fallen to such a level
meluding those available in the second hand markets, that
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they were within the reach of the great bulk of the farmbhes
of the natton They had become as necessary and as avail-
able to America, with 1ts great distances, as the ubiquitous
bicyele had become to Western Europe, and with four wheel
brakes, mtroduced m the 1920%, and with the flud drive,
mtroduced m the 1930’ and 1940’s, they had become both
safer and easier to handle

No orther industry of comparable size can boast of such a
rapid rise as the automobile to fame and fortune, but there
are some, like the telephone, radio, arplane, and household
equipment that have done remarkably well and have so con
tributed to the well beng of consumers that they have al-
lowed Americans to devote more of ther time and energy
to the arts and to the establishing of more orderly relations
2mong idviduals 1 socety The telephone has, for example,
and m spite of all the needless gossip that 1 mndulged 1n on
the traditronal “party lines,” permutted people to save much
ume and trouble m commumcating with each other It has, as
did the clock much earber, tmproved the organizaton of
production and distriburion so that the efforts and needs of
many people can be made to mesh more harmomniously It
allows the manufacturer to keep m touch with all branches
of hus undertalung, the retaller to place his order with dis-
patch, the housewafe to do her shopping while situng still,
and the mvestor to heep hus finger on the pulse of the marker
And all of this change has taken place 10 fess than a hundred
years The first telephone message was sent by Alexander
Graham Bell to his assistant m 1876, while m 1944 there were
26,400,000 1nstalled telephones 1 Amenca and a great de-
mand for many more

The mirplane has also done much to 1
effectryeness of the mdwidual and to grve hum more ume to
indulge mn the culizing process It, too, 15 of recent ongu,
Wilbur and Orville Wright having made their first success-
ful flight n a heasice than air machmne 0 December, 1903
And although the arplane mdustry has not assumed the pro-

crease the economic
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portions of the automobile industry, 1t 1 “big business” In
1945 the revenue passenger mules flown on scheduled oper2
tions were 3,362,455,000 and the ton mules of freight and
mail flown were 87,000,000

Then there are the radio, moving picture, and televiston
industrses which should be meluded here Theur chuef wnpor
tance 1s less 1n the face that they have added ta the economic
potenttal of man, although in this respect thewr contnibutions
have not been msignificant, as that they have mncreased mans
ability to enjoy acousne, wisual, and dramatic arts At noe
ume m the past, even 1 Greece and Rome with all their
theaters, has such a large proportion of the population been
able to partahe of these forms of art This extensiont of
esthetic enjoyment to the masses must be considered 10
Western culture as a mark of civilization, for the limitation
of art, order, and freedom from want to only 2 smail segment
of the population does not conform to any nccepmble defi
nion of the word “civilization® Even though mass con
sumption may tend to bring down the average of quabty, 2
lower average does not mean that masterpieces are oot being
produced and enjoyed

Fmally housing and household equipment have rased the
standard of Lving and hence the potential for achieving
higher levels of cvilizanon The number of dwelling units
has grown faster than population and there has been a great
improvement 1 the qualty of installations, runming wateh
bathtubs, flush toilets, central heatng where necessarys an
electricity bemng standard aspects of all recent housing con
struction Yet even 1n 1940 13 per cent of urban dwelhng
umts m the North and West sull lacked mdwdual flush
closets,* and 1n the South the percentage was higher

Perhaps the most charactenstic feature of American homes
1s the large number of appliances to md the housew fe—gas
or electric coolung ranges, central heaung, electric refngerd”
tors and freezers, vacuum cleaners, electric rons and mangles
washing machnes, dish washers, floor polshers, and the Iihe
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These things took 12 8 per cent of consumers’ expendstures
m 1941, compared to 9 9 per cent 1 1909 and to 143 per
cent spent for clothmg, accessories, and personal care By re-
ducmg household chores, these things gave American women
more free time, which could be and was used, m spite of
flagrant exceptions, either to produce other goods and serv-
Ices or to create or enjoy the esthetic and mtellectual phases
of cuvilizavon

Yet 1t must be remembered that household appliances were
1n part taking the place of domestic servants and that for the
farly well-to-do who gave up having servants there was
probably a loss i personal comfort But surely improved
household equipment contributed to extending well bemg and
furnished a good cxample of the trend toward the equaliza
tion of the essentials of living Most of the lower classes, ex
cept the very poorest, came to have much the same comforts,
such as heatng, highting, and plumbing, as the upper classes
This trend has had an enormous effect mn deepening the m-
ternal market and m preventing class antagonisms

What the trend toward equality mn the manner of lving
means for the development of civilization 1s difficult to esti-
mare, but one thing seems certan—a larger percentage of the
Ppopulation than n any other culrure 15 obtamning opportum
UeS to participate 1 creative actwvity OF to appreciate the
achievements of others Thus has industral growth, effected,
a8 we have seen, by 2 rare combinavon of natural resources,
of anwledge of industrial arts, of capital for equpment, of
labor both w illing and able to worh, and of orgamzational
genuus, resulted 1n a fabulous mcrease 1 wealth per capita
It s this mereased wealth, stemming so largely from industry,
which should lead to a higher level of civilizanon for all
n Amenica



chapter

4

“EXTENSIVE AGRICULTURE”—
ITS BENEFITS AND ITS PROBLEMS

1 AMERICAN AGRICULTURE AND ECONOMIC PROGRESS

When, ar the begmning of our study, we took the

long view of American economic history 1 order to get 4
preliminary 1dea of some of the major charactenstics of this
“model of progress 1 economic well-bemng,” we noted among
the basic structural changes which had taken place a drastic
shift away from agriculture to mdustry and trade Just how
great this shift was can be seen from the following facts 1
1869-1879 20 5 per cent of national ;ncome came from agr-
culture, while 1n 1950 only 7 2 per cent came from 1t, 11 1860
59 per cent of the ganfully employed were engaged n agri
culture, while 1n 1950 only 14 5 per cent were occupied by
1t, and up to 1920 more than half of the population lived m
rural areas, that 15, 1n places of less than 2,500, while 1n 1950
over 6o per cent of the population was urban Clearly agri-
culture had lost ground relatve to other branches of the
cconomy, and the 1deas and ways of hife of the ciry had cap-
tured the minds and the imaginations of the Amencan people
In one sense, as was mentioned earlter, this change resuleed
m an economic benefit to the Umited States, for inasmuch 25
the man hour output of the worker n industry was on the
eve of World War II three umes that of the worker in
agriculture there was a big advantage 1n having a larger pro-

50



“EXTENSIVE AGRICULTURE” 51

portton of workers 1 industry. Yet even though this was true,
the role of agriculture 1n the economy should not be mim
mized Indeed 1t 15 well to remember that up to the present
tme, so far as the whole world 1s concerned, the one natural
resource which has outranked all others 1s fertile land With
out 1t man would be unable to provide himself wich food
necessary to sustam hife nor to obtamn many of the vegetable
and amimal products still needed n mdustry He would be
unable to read his morning paper, butter his toast, or put on
Ius woolen overcoat Throughout all world history, ndeed,
agnculture has occupied more people than industry and 1ts
products have had a higher total value If a change mn the
relative positions of ndustry and agniculrure has taken place,
the change has been limited to the economucally advanced
countries and to the relauvely recent period

Also one should not forget that in the economic develop-
ment of the United States the role of agriculture was cru
¢l Nearly all of the country was settled by agriculturalists
and up to the twenueth century American food exports con-
sistently out-valued factured and factured
goods and thus went to pay back part of the capiral which
had been borrowed abroad by Amencans to get their econ-
omy under way

And finally one should recall that although production per
man hour 1n agriculture did not Leep pace with producuion
per man hour m industry, progress m agrculturc was not
neghmble Indeed, the amount of land m farms almost tripled
from 1869 to 1949, the value of farm property mcreased
eightfold from 1860 to 1945, and, as 1s shown mn table 5 of
the appendx, production per man-hour m agnculture nearly
tripled from 1870 to the years 1939-1941 In 1938 those em-
ployed 1 agnculture 11 Amenca had an output per capita
over twice that of farmers i Trance and Germany and over
four times those engaged in agniculrure m Ttaly, while 1n 1947
they had a production that was some seven nmes that of
farmers 1n Western Europe Most significant of all, however,
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was the fact that progress mn Amencan agriculture from
1889 to 1949 made possible a 23 per cent reduction the
amount of harvested land needed to furnsh food per capi2
of the population and a 65 per cent increase n the amount of
land which one worker could culuvate (see table 15) Obu
ously agniculture was malung an important contribution t0
cwilization by providing man with more lesure and greates
freedom from want

The really remarkable advances made by American farm
ers from the middle of the nieteenth century to the mxddl'e
of the twentieth were achieved under a system of “extensive
agriculture rather than under a system of “ntensive” agr
culture, which characterizes most of Western Europen
farming That 15, American farms were on the average large
compared with holdings m Europe and had an output great
enough to permit the purchase and subsequent amoruzation
of machmes Asmn mndustry, so too mn agriculture, the worker
came to have mechanical “slaves * to do hus brdding and these
slaves permutted hum to perform many tines the amount 0!
labor that was possible with only rudimentary and back-
breaking tools

Furthermore, the American fatmer came to grow €verf
more productive crops, to rase better stramns of lvestock, t0
use better seed, more fertiizer, and better methods of cult
vation, and to specialize 1n the production of crops which
were sold 1n the market How large farms came mto bemg
how improvements m farm methods were made, and how
the “commercialization” of agriculture took place provide 31
msight mto what must be done 1f economic progress m g0t
culture 1s to be realized m the future

Il THE DISTRIBUTION OF LAND
From early in the history of Amenica there was a tendency

toward the disposal of land 1 large blochs The 01'1[,vlml
grantees wanted vast tracks 1 order to have more wealth
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and presuge, and they sold parts of thetr holdings mw big seg-
ments ar low prices 1 order to attract purchasers esther
speculators or sextlers Then after the formation of the Unton,
public lands were sold m large Jots because 1t was cumber
some 1o sell small parcels Many of the “founding fatbers,”
of whom George Washington was one, “speculated ” n land,
buymg Jarge tracts from the government and then reslimg
1n smaller bue sull Jarge lots

Perhaps the most dramatic aspect of Jandholdng hustory
in the Unsted States has to do with the disposal of the puble
lands from early in the War of Secession to 1600 It Was 1o
this period that nearly 2 quarter of the total area of the
United States went mto the hands of private owners—a land
mass equal m size to Great Brtam, France, Germany, snd
Traly More precsely sn 1860 the land srea of the United
States was 1,903,000,000 acres, of which about 3 bithon acses
were wnreserved and unappropriated government domaw, the
so-called public lands By 1goo about half of this bulhon
acres, most of which lay west of the Missisappt and which
comprised some of the most fertile land m the world, parne-
ularly the black and prame sods which he berween the long
tude of Memplus, Tennessee and that of Bismarck, North
Dakota, had become prvate property Whar was left was
large part desert or mountanous and mach of 1 was re-
served 1 one way or another

In disposing of the public lands, some efforts were made
10 Facrheate sales to small purchasess Thus under the Pre-
emprion Act of 1841 (repealed m 1891) heads of famubies
who had setsled on unsurveyed pubhe land on the fronver
had the rght to purchase their boldings at the muumum pnee
when the land was actually placed on sale In 1862, more-
over, the government policy of disposing of the land was
gready Lberalized, 1 part to win the Northe est to the causs
of the North i the \War Between the States, 1 part s 3
soc1al measure to offer opportunines to those who wanted
0 farm, and n part to hasten the setdement of Western




52 THE AMERICAN WAY

was the fact that progress m American agniculture fro;n
1889 to 1949 made possible a 23 per cent reduction m the
amount of harvested land needed to furnish food per captd
of the population and a 65 per cent mcrease 1 the amount 0
Jand which one worker could cultwate (sce table 15) Obw
ously agniculture was making an tmportant contribution 10
cwvilization by providing man with more leisure and greater
freedom from want

The really remarkable advances made by American farm
ers from the middle of the nineteenth century to the m! dle
of the twentieth were achieved under 2 system of “exte’rlsﬂ'c
agriculture rather than under a system of ¢ intenstve” 3gT
culture, which charactenzes most of Western Europeat
farming That 15, American farms were on the average large
compared with holdings 1 Europe and had an output gm;
enough to permit the purchase and subsequent amomzati:)r
of machmes As in mdustry, so to0 1n agniculture, the worke
came to have mechanical “slaves’ to do hus bidding and thes
slaves permitted hum to perform many tines the amount i
Iabor that was possible with only rudimentary and bacl
breaking tools

Furthermore, the American farmer came to grow evel
more productive crops, to rasse better stramns of lxvestocl.,‘to
use better seed, more fertilizer, and better methods of cul nh
vation, and to specialize 1 the production of ¢rops whie!
were sold 1 the marhet How large farms came imnte bemngs
how improvements 1n farm methods were made, and ho¥
the ‘ commercnlizanion’ of agriculture took place provde 31
sight nto what must be done 1f economic progress 1 agf
culture 15 to be realized i the future

I THE DISTRIBUTION OF LAND
From carly in the history of America there was 3 tendency

toward the disposal of land mn large blocks The "“Eﬁﬂg
grantees wanted vast tracks 1 order to have more ¥ ¢
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were created and constituted a foundation for the system of
extensive agriculture

Subsequent to 1890, when the “frontier came to an end,”
more land was actually homesteaded than prior to that date
and the provisions of the law were altered to allow larger
grants 1n regions where grazing over extensve tracts was
necessary But by the early twentieth century the nation
was becoming aware of the needs for conservaton of re
sources and national forests and other reserves were created
Thus i 1945 of the total land area of 1,505,000 000 aCTES,
some 560,000,000 acres were public lands, mostly pasture,
grazing lands, and forests, and 1,34§,000,000 2CIES Were pri-
vate lands, of which 398,000,000 acres were 1n cropland, 548,-
000,000 1n pasture and grazng, and 399,000 ooo in forests or
other lands

Ixactly what the land ownershup swuation from 1860 to
1900 was 1s difficult to ascertan, for in census returns for
this pertod tenant farms are Iisted as ndividual holdings At
all events, the figures available indicate that the number of
farms rose from about 2,000,000 1 1860 tO 5,737,000 1M
1900, and that the total land i farms went up from 407,213,
000 acres to 838,592,000 acres during the same period The
census of 1880 mdicated that there were about 134 acres per
farm

After that date there was a tendency toward the forma-
tion of ever larger farms, the average sze reaching nearly
200 acres n 1950 This trend was encouraged by the need
for large unuts to support mechanized operations and by con-
solidanon of holdings because of foreclosures or other finan
¢l pressure dunng periods of low agncultural pnees,
particulacly 1n the early 1930 Yet 1t should be noted that
of the 6,160,000 farms listed 1 the census of 1940, 1,302,000
were actually not farms but were rural residences for work-
€13, summer people, or reured foll and that another 2,717,
%00 were enterprises of less than $1,000 annual income, two
thirds of which were s the South Hence farms which were
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important 1n agricultural production, like the great ranches
grain farms, and frot farms, were far above the 200 acte
average

Fnally, two other charactenstics of Amenican farm hold
1ngs should be noted The first 15 the operation of farms by
tenants and part owners About 25 6 per cent of farms were
worked by tenants wn 1880, 42 1 per cent i 1935, and 317
per cent m 1945 The percentage of farms held by pat
owners, mostly younger members of a family who had 10
herited a portion of a farm or were buying the farnily place
rose from nearly 8 per cent n 1900 to over 10 per cent it
1045 The second feature of American farm holding was the
turn over n holdings At least, the census of 1010 ;cpomd
that 54 per cent of the farm populacion had not occupred
the holding where they were lving for more than five year®
and althongh this percentage of change has not been mast
tamned, farmers move from place to place i America more
than they do 1n Europe

I THE COMMERCIALIZATION OI' AGRICULTURE AND
AREA SPECIALIZATION

The rapid growth of land devoted to farmmng and the cre-
ation of relatively large farm umits made possible the estab
hishment of the system of extensive agnculrure, but extensive
agriculture would never have had the success that 1t did o
agnculture had not been brought into the orbit of the cap-
stalist system The commercializavion of agnculrum. the
growing of one or a few crops for sale in an mpcrsonal mat
Let rather than many crops to meet the needs of the mmme
dte producer, was m evidence well before 1850, 35 10 die
case of cotton agnculture, but 3t was only after that date
that transportation facihities, farm machnery, and a money
economy were well enough developed to make the change
a dramatic one It was then that farmers gave up growing
theirr own wheat and carrying st fo the local grist sl to be
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ground mnto flour, preferring mstead to buy thew flour at
the Jocal store They gave up ramng sheep needed to pro-
duce wool for their own clothes and moved both spmmng
wheel and loom mnto the back attic whence they were to be
dug out years later by antique dealers and “summer folks ”
They stopped churning thewr own butter or making thewr
own cheese, even dary farmers often usg oleomargarme
products mstead And m some cases they even gave up grow-
g frurs and vegetables for themselves, clammg that 1t was
cheaper to buy canned or frozen foods m the nearby shop-
ping center

As these changes took place, the mddleman and food
manufacturer assumed grear smportance, and handlng costs
of foodstuffs became a very large part of the final price
Under the circumstances 1t was not strange that the muddle-
man came m for a good deal of crincwsm, for the farmer
could not understand why he was pad only three cents 2
quart for his milk when 1t sold . the citv for 18 cents, nor
could the housewnfe comprehend why she had to pay for
fresh vegetables three or four tumes what the farmer re-
cewed But although there were plenty of cases where mud-
dlemen or processors pud the farmer too hittle and charged
the consumer too much, or where they abused therr posiuons
by suddenly and arbitrarily refusing to take a farmer’s out-
put, or where they charged excessive commissions, they per-
formed useful services i mobilizing the production of many
farmers to meet marhet demand and i ynproving the safety
and attractiveness of food products

Also with the commercualization of agnculture and suth
changes 1 market condintons, there were imporgant shifts in
What was produced Thus cotton, which along with tobacco
was one of the first of the grear commercial crops, saw its
output go up from z mlhon bales 1866 to nearly 18 mil-
fion 1n 1926, but then, because of foreign competition In the
world market, decline to 12 milhion In the case of the great
commerenal grans, corn, wheat, and oats, there Wwas a sig-
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mificant trend away from corn to wheat, n 1866 over four
times more corn than wheat bemg grown, while 1n 1985
only a hetle over twice as much was harvested Simtlarly 1
Iivestock raising there were important alterations, m 1867
more sheep than hogs and more hogs than cattle being rassed,
while 1n 1945 a third more cattle than hogs and a thurd more
hogs than sheep were produced American sheep rasing for
wool could not compete with Australian, and porL was los
g ground to beef as a staple meat Then, too, the propor
tion of cattle to other farm hvestock went up because of the
great increase m the consumption of milk, the number of
cows and heifers two years old and over kept for mlh 1
creasmg from 8,263,000 1 1867 to 27,770,000 1N 1945 21
thewr milk production rismg from some 2,025 mllion POU“ds
0 75,455 million pounds over the same tume-span

Most of these goods were produced at low cost and had
a favorable position 1n food-importimg countries As the rail
roads were opened up, the tramp steamer dcvelopcd, and
refrigerator cars and ships put 1n operation, American medts
and grams conststently undersold local produce 1n European
markets, gran sometimes beng at half the Luropean price
The effect of this compention on European agnculture from
the 1870’s onward, when for several decades between 9 and
14 per cent of the value of all Amencan farm products
exclusive of cotton were exported, was to force Luropean
agriculture to take refuge behind tanff walls, or to change
over, as was done 1 Denmark and Holland, to pOUh"Y’
darying, and truch farmng in which these countries witht
ther mntensne methods of production had an advantage
Likewse, Fastern farmers, who were also undersold m the
great gran and meat staples, went more heasily imnto daiying:
poultry, and other speciahzed types of agriculture

By 1914 definute area specialization 1n agricultare had tahen
place In this development the chief locational factors were
the nature of the sod and chmate, buc as 1n industry proxum
1ty to marhert, avalabihity of labor, and adequate processing
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facilities also exerted an influence Thus cotton and citrus
fruits could only be produced in the South, but around exery
farge city there were to be found mportant truck farms and
within a rads of some three hundred mies there was 2
“mulk shed ” The avalabshty of cheap Mevican labor played
a vole mn the location of fruit growing i California, and the
presence of a large frozen food plant in New Jersey explams
why there 15 such extensive vegetable growing m the neigh-
borhood In many cases where production 15 for a fauly
distanc or large market, output has got to be concentrated
enough to permit the muddleman to ship by truck or carload
lots

When World War T broke out these various considera
wons had resulted 1n the location of various types of agn-
culture m a parrern that has continued 1 the mam even until
today North and east of a line drawn from Norfolk, Vir
gima, to the northwest corner of Jowa was to be found
mixed farming for the domesuc market and for large metro
pofitan cenrers with emphasis on dairymg, truch farming, and
fresh fruyr South and west of this line o the Ohso Ruver and
mdudmg Towa and Missour1 was the corn belt with 1ts hog
rasing and livestoc), fatrening, and west of this sectton to the
western border of Kansas was the wheat belr Further west
and southwest were the ranges for cattle and sheep Cotton
w35 grown m the South, but 1t had moved westnard espe-
cally mto Texas And specialized crops bihe ertrus fruits had
become concentrated in Flonda and California, apples to
some degree mn Washington and Oregon, and peaches m
Georgna

' TECHNOLOGICAL PROGRESS IN FARMING-MECH ANIZATION,
CROP 1N{PROVEMENTS, AND ANINIAL BRELDING

Concentration of farm production tended to lower costs
and thus contnibuted to the strong compentiie position of
Amencan agneultural goods mn the world's marhets and to
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the economic well bemng of the Amenican people, but thet
were good and even stronger reasons than area specilzatd
for low American agricultural costs Not only was 2 08
continent ith 1ts virgin soils, some of which were the m*
ferule 1 the world, being opened up to farmug, but &
amount of farm land per caprta of the populauon and
capita of farm workers was so large that only the be
lands had to be cultivated Then, as we have already set
farm umits were extensve enough ro permit mechamzed pr
duction on a large scale And lastly advances m agn
science fed to the growimg of better strams of plants, 1t bet
ter land unlization, 1n better sol conservation pracuc®
through the use of fertlizers, manure, sergation, dramagt
and contour plowng, n better control of ammal and plant
diseases, and 1n better breeds of animals

In these many changes the development of farm mach?
ery was of particular ymportance Although the basic cond
cept of mechanizing agnculture was popularzed 18 Engh“(
during that country s agricultural revolution 1n the e1g
eenth century, the Umited States subsequently  assum
Ieadexshlp m both the mvention and application of fart
machiery Indicanions of this leadership were m evidea®
prior to the Civil War with the appearance of Cyrus e
Cormicl § reaper, which 1851 was bemng turned oot &
the rate of a thousand a year and was saving the bachs ©
thousands of farm hands, with the wnvention of John Deeres
steel plow, which by 1857 was being produced Jots of te8
thousand a year and which broke the soil with much gres®?
ease than the cast 1ron vanety, and with the perfecang ¢
corn planters, hay mahing machmery, and mechantcal thr
g machmnes

Bot although these machines were s custence prof
1861, the War of Secession did much to force the extenso?
of their use The Norh's mobilizatson of over 1,000 000 far®
ers resulted i a farm Iabor shortage, which, together wih
prevailing high prices for foodstufs, led farmers to adopt 3
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manner of labor saving devices This demand and that fol-
lowng the war brought forth improvements 1n old machines
and some essennally new ones and contnibuted to their ac-
ceptance ‘The twine bmder was patented mn 1878 and by
1880 about 8o per cent of all wheat grown was harvested by
machine The spring tooth harrow, the disk harrow, and the
nding plow came nto bemng m the last quarter of the cen
tury And the centnfugal cream separatof was brought 1nto
use, which, along with other dawrywng machines, ultimately
took milk processmng off the farms and placed 1t m cream-
eries

Nearly all of the new field machmery was designed to be
horse drawn, but the tendency was to make the machmery
ever bigger and consequently heavier A climax was reached
1n the 1880's with the “combine,” that did both the harvest-
mg and threshing 1n one operation, but that required the
draft of as many as 40 horses In the face of such loads as
this, new draft power was mdicated and 1t came with the
tractor At first these machmes were great, b af-
fairs driven by steam, but when the gasoline motor was 1m-
proved and put m tractors, they became Lighter and more
maneuverable In rgio only 1,000 tractors were 1n use on
farms, but by 1949 there were 3,500,000

The farm tractor self creared an agricultural revolution
The number of horses and mules on farms declined from 26,~
500,000 10 191§ to 11,630 000 1B 1945, and this change freed
acreage devoted to feeding of draft ammals for the growing
of crops for uluimate human consumpuon The tractor neces
sitated greater capital mvestment 1 farm machinery, because
the old horse drawn machmery was not adapted for use with
1t and to be profitable the trictor had to be used a lasge part
of the time and to have a wide range of equipment for per-
forming alf hinds of farm jobs The rather big investment
represented by this machinery rcquxrcd s turn large farms,
which did a great enough gross business 1O permit amortza-
tion Thus the tractor and accompanyng machinery contnb-
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uted to the consolidation of Iand mn larger holdmgs, t0 2
doubling of acreage per farm worker between 1870 and 1940,
to more than a doubling of output per farm worker between
the same years, and to added financnal responsibihuies on the
part of the farmer Of recent date, however, hnes of tractors
and their equipment have been extended to include smalt
hight models, and these newer machines are helping to pre
serve the one man, family fann—an msttution whch for so-
cial and pohtieal reasons 1s being fostered by all the countries
of Western culture

Among other “machmes” which were of mmportance on
the farm and which should be given honorable mention 1
any account of farm progress were the truck and electricsty
In 1940 there were 1,047,000 truchs on farms and 4,144 000
automobiles, that s, about one truck for every four farms
and one car per bona fide farm The truchs meant a ighten
mg of farm work and greater fleability 1 marheting, while
the automobules, mn part used as trucks, creased the farm
er’s range of movements, extended his socal contacts snclud
ng those 1n nexghboning large towns, and added to hus range
of recreational and educational opportunities He was now
able to send his children to 2 good central high school, could
take 1n the “pictures” of a Saturday might, and consult us
county farm agent or attend agricultural demonstratons 35
he would

Electricity, for sts pare, has also played a vital role mn the
recent changes 1n farm bfe In 1923 1t reached only 178,000
farms, but by 1940 1t was mstalled 1 2,352,000 farms, an
by 1950 1n nearly all bonafide farms It lcngthcncd the work-
sng day of the farmer (and when put in henhouses, lcngfh
ened also the egg laymg day of the hen) and 5t was used t©
run countless machmes from mullers 2nd refngerators 10
water pumps and buzz saws It was one of the most important
means for mcreasing the productvity of the worker, for aug-
menting the well-bemg of the population, and for giving peo
ple more tume to contribute to the process of enalizaton
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Great as were the changes mn agniculture effected by ma
chunes, they were rivaled by advances in agricultural science
The most mportant improsement here had to do with the
mtroduction of new crops or the development of strams
that gave higher yields and that were more resistant to dis
ease and drought Thus the mntroduction from Russia of hard
wheat, which was extremely hardy, made possible the plant
ng of wheat i great districts of the Northwest Sumilarly
alfalfa, soy beans, ladino clover, and trefoll were important
additions to field and forage crops for cattle

Perhaps the most dramanc changes came, however, after
World War I with the introducuon of hybnd seeds that
were much hardier than pure strans In the case of corn, hy
bnd seed increased production by 10 per cent from 1938-40
t0 1945 In fact, one mdex of crop production per acre with
1940 s the base year mdicates preduction at 76 m 1gog and
t 108 m 1944 Botanists were becoming so expert that they
were able to produce seedless tomatoes, coreless carrots, wilt-
less sugar beets, and all manner of other marvels When a

bly successful t | cotton picher was devel
oped, they undertool. to perfect a stram of cotton which
would mature all at once, so that the machine would have to
go over a field only once mstead of several umes to get the
nipenung bolls

Agneultural production was also mcreased by an evten
sion of Lnowledge regarding soil and its management Al-
though the basic facts of soil chemustry were known pnor
10 1860, many things about soil were not hnown and even
fewer were pracuced Not untl almost World War I was
attention given, for example, to types of soils and to their
classification Subsequently more emphasis was placed upon
the use to which certamn soils were put, upon their speaific
needs, and to the adding of humus Duning the 1920's hming
acid sorls was greatly mereased, but 1n the 1930's the use of
agnicultural Lme ncreased from ten to fifteen times?
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Also efforts were made to prevent soil eroston Over
croppmg, hillstde planung of row crops, and plowmg up
areas that should have been left in native grass had resulted
1n the devastation of a large part of Amenica’s farm land.
The formation of great gullies n some districts and the de
velopment of the ‘ Dust Bowl” m the Southern Great Plams
region as a result of a Jong drought in the late 1920’ and
early 1930’s awoke Amencans to the need for conservanon
practices The Soil Conservation Service, established m 1933,
estumated 1n 1940 that so mullion acres of once productive
Iand had been rumned, another 5o mlhons almost rutned, and
half the top soil gone from another 100 million acres of crop
land Such waste, so charactenstic of earher American farm
ing, was vigorously attached Cover crops were doubled
between 1928 and 1937, contour plowing was pracuced more
widely, and legumes were grown more extenstvely But with
all these changes, soil erosion continues to be one of the great
problems of American agriculture There 15, 1ndeed, a crymg
need for measures to prevent basic chemicals from gomg
down our mvers to the sea as sewage, to stop topsol from
being blown or washed away, and to put an end ro devastat
g floods Soil, like any other natural resource, can be ex
hausted

While more attention has of late been gven to problems
of the soil, more concern has also been shown for the need
of tmproving ammal breeds From the early days of Amen
can history, farm ammals were mmported i the search for
greater production The names of such daury cartle as Jersey,
Guernsey, Holstemn-Friesuan, and Brown Swiss indicate their
Luropean origins This importation of Lvestockh meant that
a selection was made at the ume of purchase and that these
animals were used selectrely 1n breeding

These practices tended to improse Amernican Is estoch, but
they were as nothing compared with the great adv ances made
m the twenueth century Then geneticists came to realize
that certam parents had ‘a special faculty for pasang definite
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characterssties on to their progeny, like a Jarge milk produc
tion, large eggs, or large hams From this basic fact 1t fol
lowed that such parents should be used extensively mn
breeding, »f production per capita of lwestock was to be
wncreased The well established pure breed assoctations tended
to frown upont this doctrine, for 1t meant that less attention
would be paid to characteristics of color and form which
they had previously stressed Yet the idea of “proved * par
ents took hold, even 1n the assoctations and was greatly fur-
thered by the development of artifictal insemmnation On the
fatm of T Parmalee Prentice, 2 proneer m this work, milk
preduction per cow 1n the herd was mereased by 30 per cent
1 twenty years and the number and weight of eggs per hen
i tus focks were also mereased 30 per cent mn the same num
ber of years

Frmaily agricultural science aided greatly in 1mproving the
health of anumals by the control of disease, better vetermary
Plactices, and berter feeding The US Depattment of Ag-
nculture, established 1862, the Expermment  Stations,
founded from 1875 onwatd, and the Department’s Burean of
Anma] Husbandry, created in 1884, played important roles
here Through quarantines pleuropneumonta and Texas fever
among cattle were practcally elimmated and other diseases,
like hoof and mouth disease, were brought under control
Tubercylosis among cattle was almost wiped out by tesung
(begun about 1910} and slaughtermg of mfected beasts, and
Bang’s Disease 15 being reduced by smlar methods and the
nnoculation of calves

Also the feeding of Investock became more scientific, more
emphasig being placed on winter silage, a proper balance be-
theen protens and roughage, and, adequate vitamms These
cﬁangcs, along with better breeds and hybnds, ncreased the
production of ammals very measurably Thus ene hybnd
breed of poultry produced 17 per cent more eggs than its
Parents, crossbred swine sere reported to mature i § per
cent fess tume than ther parents and to consume § per cent



66 THE AMERICAN WAY

less feed mn the process, and Brahma-Hereford beef cattle
not only produced excellent beefsteaks but also because of
their resistance to thurst and heat could be rassed where other
cattle fared badly

In the case of dairy cattle perhaps the best records are
available and the most astoundng advances found In 1860
a cow that gave 4500 pounds of milk a year was an excep
tional ammal, but 1 1890 a cow that did not give that much
was on the way to the slaughterhouse, and 1 1950 One that
did not gwve 9ooo or 10,000 pounds was usually culled from
the better herds From 1910 to 1945 the hivestock popula-
tion of the country mereased 45 per cent, while 1ts produC;
tion ncreased nearly twice as fast, that 15, 8o per cent
Although there are limits to progress of this kind, what has
been accomplished so far, and what can be realzed of all
farmers engage m the best available practices, 15 remarkable

V LABOR IN AGRICULTURE

‘With the increased use of scientific knowledge m farming:
the average farmer had to be at least an amateur veternary
entomologist, and agronomust With the sncreased use of ma
chines, he had to be an amateur mechame With the commer-
cualization of agniculture, he had to be a bookkeeper of not
a financier And 1n addition he had to be a carpenter, €lec
trician, plumber, horseman, and a host of other things Cer
tainly 1t was no longer correct, if 1t ever had been, to represent
the typical American farmer as 2 clod or country bumpkin
On the contrary he was a heen man, and sometsmes 2 Very
well educated one mn the bargain In fact, the farmer Was
about the only “umversal man” left m a society of spccml-
ists And therem lay much of the attracuveness of farming

But whatever else the farmer was, he was also a laborer
With the average of all farms, including those which were
not the chief support of therr occupants, having an mcome
that fluctuated from $2600 1n the good year of 1919 to $810
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m the poor year of 1932, with one half of all the farms hav-
ing an come of less than $1000 m 1929, and with farm
owners consututing the largest part of the farm labor force,
1t 15 obvious that the average farmer was a worker Yet, al-
though this 15 the case, discussions of farm labor have trads
tonally dealt with tenancy and hired hands, and we shall
follow tradition

As has already been mdscated, 42 per cent of farms were
tenant operated 1 1935, whereas 1 1880 this percentage was
only 256 The reasons for this ;ncrease were numerous In
part 1t came from the fact that public lands were disposed of
mostly 1n large blocks which were Jeased as well as sold to
farmers, from the growing needs of farmers for more capi-
tal, as farmmg became more scientific and more mechanzed,
and the mability of farmers to provide the new equipment
and to buy land

But 1t came also 1n part from escessve speculation in farm
Properties and from the pushing of farm owners off the land
through mortgage foreclosures 1 periods when agriculrural
Prices dropped precipirously or when the drought years of
the weather cycle set in Dunng the depressed years after
1873 when farm prices fell from an index of 137 1n 1868 to
72 1n 1878, at the time of the land speculation bubble of the
1880’s when Western land values rose several times only to
flounder, and after World War T when farm prices declined
from an index of 215 1n 1919 to 638 m 1932, land was certan
to change hands Farm mortgage ndebtedness, which was
10} blion dollars m 1923 was reduced to 7% billlon m
1937 largely by foreclosure In 1939 46 per cent of tenants
bad been on their farms two years or less and only 18 per
cent had been on theyr farms for ten years or more As a rule,
tenant farms were small and tenant farmers earned amounts
bout equal to the daily wages of common laborers

Numerous as were tenants, how ever, they were outnum-
bered by actual farm laborers According to the census of
1930 there were 2,733,000 persons whose usual occupanon
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was working on farms for wages, or a little over a fourth of
total farmers Apparently farm labor was becommng a smaller
percentage of all farmers, having been estimated at 48 per
cent 1 1870, but seasonal labor was undoubtedly becoming
more important with the development of frum, truck, and
specialty crop farms and the mechamzation of processes that
supplanted labor for large portions of the years Some of the
seasonal laborers came with machines to perform spectal
tasks, like the wheat harvesting crews, equipped with tractors
and combines, who every year start out 1n Texas and work
northward as the wheat ripens But most of them were un
skilled laborers, many being Mexican, who lived 1 poverty,
worhed at low wages, migrated from Job to job, and wer¢
uncertan of employment At the height of the agncultuml
season there were 1n 1930 about one million seasonal worhers,
that 15, over one third of all farm wage earners

Still another kind of farm laborer 1s the share cropper, Who
came nto bemg after the Cval War n order to make the
plantation system function without slaves Under share crop
ping the landowner makes a contract with 2 warher,
frequently on an annual basis whereby the former gets a stp
ulated number of his acres cultnated as he would have them
cultivated, the worker ges the use of land, and both share
w the crops rused This system requires ltle or no capital
on the part of the worker, but 1t heeps hum under the control
of the landowner Then another practice which holds the
small farmer at the mercy of others 1s the crop lien system
Under 1t a storckeeper or other person with surplus ad
vances funds ro the farmer, whether tenant or owner, 1n I¢
turn for a hen on the crop raised and with a proviso that
the reciprent of the advance trade at the lender’s store
In 1900 there were sud to be 402,000 white and 229,00
Negro share croppers, and 1 some districts, 1t was alleged,
5 per cent of cotron farmers operated under the crop ken
system
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Of whatever kind, however, farm workers never had a par-
uicularly easy time, for their wages were lower than those in
idustry and their hours were longer, although there was a
declme 1 them from 72 per week m 1850 to 52 1 1940
Moreover, they were unable to organize effectsvely and were
omitted from much of the legistation to remedy labor cond
tions on the ground that thus legslation was not swiable for
them or thar 1t could not be enforced

For long the theory persisted that hied hands could not
save enough to acquire a farm, but this theory of working
up the agncultural ladder 15 open to serious questions and
certamly to qualificanon. “The costs of acquuing land and
equipment were so hagh thar if the farm laborer moved up,
he usually first became a tenant or went heavily into debt
Even when free land was to be had, some capital was neces
sary to get started Hence 1t 15 probable that most of the new
purchasers of farms were farmess who were changing farms,
or farmers’ sons who were acquinng a farm, or hired men
lucky enough to marry the boss’s daughter ot somehow 0
get financial backing

Then another theory has had a considerable vogue in
Amercan hustory—that free fand provided a hnd of safety
valve for discontented urban proletanans m the East, aflow-
1ag them to blow off steam by gomng West Numerous studies
have shown, however, that industrial workers did not mugrate
Westward 1n pertods of business depression and that few 1n
dustrial workers sctually went to farming Most of those who
took up fand were fanmers, and they seem fo have moved 1n
several Jumps 1 fauly straight Imes from Last to \West, be-
wg drawn by “mtervening opportumines between thewr
starting posnts and therr final destnanons Thus Westward
expansion prowided, ac least, some outlet for discontented
Eastern farmers Also 1t created opportumities . the West
for urban employment, for sight should not be lost of the
fact thar about 47 per cent of thost g:unfully employed m
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the Trans-Mississippr West as early as 1870 were mn non
agricultural pursuits

The fact 15 thar fewer opportunities for dimunishing pent
up social pressures were provided on the land than m the
cittes Cines grew more rapidly than rural areas and there Was
generally m this period a movement of populauon from
farms to cinies In the decade of the 1920’s, some 6,000,000
persons are esumated to have moved from farms to urban
aress, and even i the depressed 1930s the trend continued,
although at a dimimished rate In spite of such movements,
however, the very low incomes of many farms and the s15¢
i farm production by 22 per cent from 1939 to 1944 with
only a 4 per cent mcrease in labor requirements, ndicate chat
2 considerable amount of Iabor on farms 15 under utilized or
uneconomucally employed

V1 AGRICULTURAL FINANCE

The growmg commercialization of Amenican agriculture
after 1850 meant that farmers were mcreasingly dependent
upon the state of the marhet for the success of their oper2
tons Large crops thar filled barns and larders were not
enough—there had also to be good prices for these crops If
more farm goods were produced than could be sold at 2
profit, the farmer could not hold them off the market, 25
could most industrialists, for his goods could not Leep 1
definitely, and he usually did not have enough surplus t0
allow such practices Usually he had to sell whenever his
products were ready for marhet

Nor could farmers do much to control the supply of goods
to meet demand, for such controls required priot agreements
regarding acreage to be planted Furthermore, 1t 15 mu®
more difficult to regulate the supply of growing things, espe-
cally those that mature 1n more than one year lihe peef-
cattle, than 1t 15 manmmate objects the producton of which
may be started or stopped with relauvely lrtle loss Once
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the farmer has a crop in the ground, he has to see 1t through
to maturity or he gets nothing out of 1t

Because of these pecultariues of farming, the farmer was
particularly hard hit when agricultural prices collapsed We
have afready made reference to the fact that prices of farm
products fell drasnically after the Cwvil War® Now we should
add that they fell more rapudly than the prices of those things
which the farmer bought These comparable “rerms of
trade,’ as they would be called m mrernational trade, re-
sulted m parucularly depressed conditions m agricultare
Farms changed hands rapidly, foreclosures were numerous,
and farmers became both discouraged and belligerent In
their predicament they jomned m such action groups as the
Grange, which had a membership of 1 500 000 1 the spring
ot 1874, and the Natioral Farmers’ Alllance with a member
shup of 100,000 1n 1880

In therr search for remedies to therr phght they opposed
the deflationary monetary policy pursued after the Civil War
and advoeated the continuation mn circulgnon of unsecured
currency 1ssued durng the Crl War (the famous Green
backs) and the free comage of silver These efforts to rase
prices 1 order to relieve the burden of farm debt contrib-
uted to the contmuation of 346,681,016 of greenbacks m
crrcufation and to the passage of the Bland Alhson Act of
1878 that w s to increase the amount of silver cows

Furthermore, farmer groups attached high radway rates,
dlscrunlmmry sates, and poor service “They complamed
that the Burlington charged neatly four times as much In
1877 for haoling west of the Missourt as cast of 1t, that James
J ERll would not ship gram from eles ators of less than 30,000
bushel capacty, that some roads charged rwice as much as
others for the same service, and chac cattle cars were left long
hours on sidetracks where there s as no water or feed These
complunts finally got results, as for example, 1n the establish-
ment of rate regulation (adopted by Minnesora m 1871), m
establistung the consntutonality of such regulanon (Mann
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vs Ilmors), and n getung the Interstate Commerce Com-
mussion created in 1887 to deal with interstate commerce

Farmers also tried to improve therr lot by establishing co
operanves, by supporting the Populists in their efforts to get
cheaper money 1 the early mmeuses, and by getung berter
credit facilities Some stccess was had wath cooperatres and
some merchants catered especially to farmers (Montgomery
‘Ward and Co started business in 1872 to deal with Grang
ers), but cooperatives did not assume a large enough role to
make much of an mmpression on the total scene ‘To be sure
better credir facilities were provided under the terms of the
Federal Farm Loan Act of July 17, 1916, but what really
aded farmers was the nise i prices after 1805 and the excep-
uonally advantageous spread during World War 1 betwesn
what the farmer had to sell and what he bought

Yet the remarkable farm prospenty of World War I had
its unfortunate aspects and an unhappy aftermath  During
the War years, and immeduately thereafter, Jand was cula-
vated that should have been Ieft in cover crops, farmers
bought land at sums which were not justfied by prices for
products produced, and they went mto deb ro acquire equip-
ment or to obtamn some of the luxunes thewr unaccustomed
prosperity made posstble In 1920 farm mortgage debt was
20 1 per cent of the value of farms, but m 1925 1t was up ©
42 per cent Agncultaral prices, however, went down, from
an index of 215 1 1919 (1910-1914 = 100) to 156 m 1935
and to 68 m 1932, while prices farmers pad for things fet
from an mndex (on the same base years) of 198 1 1919 ¥
only 165 1n 1925 and to 124 m 1932

“The results of this situation were calamirous Farm mort-
gages were foreclosed wholesale and farms were sold at banh-
rupt prices In 1934, 1t 15 esumated, 278 per thousand
mortgaged farms were foreclosed and $1,300 aoo,000 of loans
were refinanced by Federal Land Banks and The Land Bank
Commussioner So disastrous was the siuation that farmers
had recourse to foree to prevent foreclosures, snomsdared
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prospective buyers from acquinng land at the expense of
thert feliows, and sometimes bought up foreclosed property
when put up for auction for a song and gave 1t back to the
ongmal owner

Through such orgamzations as the Farm Bureay, which
had been founded m rgrr and which had been mstrumental
n creating the “Farm Bloc” n Congress, farm mnterests de-
manded government mtervention to alleviate thetr burdens
Although ther demands w ere sometimes excravagant and they
appeared ar times to be even more self centered than mem-
bers of ather pressure groups, they had m 1934 3 legiumate
€as¢ to place before the government Undoubtedly the state
was the only agency of soctety large enough and willing to
deal wich the farm problem

VUl STATE INTERVENTIONISM IN AGRICULTURE

The phght of American agriculture 1n the 1930’ was not
the beg‘“mﬂg of the Federal government’s concern with the
agricuftural situation  As we have already seen, the state ad
vanced agnicultural science and foughe agneultural diseases,
£ maugurated a program of soil conservation at the beginning
of the twentieth century, and 1t provided eredit to agncul
ture sn World War I But all that had ever been done by
the state for agnculture was next to nothing compared with
what 1t did from 1932 onward

One of the frst measures of the New Deal was to estab-
ksh the Agnicultural Adjustment Adgpnistration i order
to brmg production more nearly 1nto line with demand and
€0 correct the “dispanty” between the prices which farmers
got for their products and those which they paid for goods
brought to the farm, a3 “dispanty” that from the base penod
1910-1914 to 1932 warsened the position of the farmer by
45 per cent (See table 13 ) This was to be done by placing
1 tax on food processors, for cxample 30 cents a bushel on
wheat mulled, 1 order to get & fund which could be used
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to pay farmers who would voluntanly reduce their produc
tion

This restriction policy was cnticized bitterly i many
quarters as “httle pigs’ were slaughtered, big land com
pamies got huge payments for noz raising crops, and some
agricultural prices became so high n the international marhet
as to hurt exports Nevertheless, agricultural prices did nse
and the economy was chmbing out of s penod of deep
depression, when m 1936, the Supreme Court declared the
AAA unconstitutional on the ground that the Federal gov-
ernment was infringing states’ rights m controllng produc
tion

Immeduately a substieute Jaw was passed, the Soil Conset
vation and Domestic Allotments Act (1936), which prowdcd
for payments to farmers for diverting acreage from overpro-
duced crops to soil conserving crops and for adopting soil
building practices Then 1 1938 a new Agncultural Adjust-
ment Act was enacted which continued soil conservation
plans, but which attempted to maintain parity prices Thus
acreage allotments for cotton, corn, wheat, tobacco, and rice
aimed to support prices rather than to promote conservation
and growers of these crops got soil conservation payments
only if they hept within their quotas Furthermore, the Act
had m view the establishment of an ever normal granary
Commodity loans could be made to farmers for storing surs
plus 1n big years, and loans were mandatory to grow ers of
wheat, cotton, and corn if prices fell to fixed low pomts
Also, if two thirds of farmers agreed, marketing quotas were
established and those who exceeded the quotas were heavtly
fined Finally, party payments were made to produccrs of
the five leading crops, if the relatonstup berween farm an
mdustral prices fell below 75 per cent of the rgro 1914
average

In addicion the T'ederal government took steps to diminsh
the foreclosure of mortgages, the sale of good farms because
of financial adversity, and the contnual poverty of those on
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submarginal lands The Farm Credit Admunstration, created
M 1933, brought together government agricultaral loan
agencies and made loans to farmers who needed assistance
but could not get 1t through ordinary channels Then the
Resettlement Admunstration, established m 193 5, trred to re-
babilitate poor farmers by settling them on better lands “The
Federal ErnergenCy Relief Admimstration and the Public
Works Admmustration made Jobs on roads and other public
Works available to farmers And the Subsistence Homestead
Duviston of the Department of the Interiot tried to establish
industeal workers on small plots near urban centers From
1933 to 1936, $3,700,000,000 1n loans was made by the Farm
Credic Associanon, and rural relief amounted to $1,200,000,~
009, about 17,000 submargmnal farmers had been relocated,
and states and the Federal government increased through pur
chases of poor farms their holdings m parks by 16,000,000
2eres and thewr forests by even more

Under the New Deal, then, much was done to slleviate the
Phight of the farmer and to prevent cvil disturbances con-
necred with farm foreclosures In general a sertous effort
Was made to heep assistance on a bustiess basis—to get agree-
ments between creditors and debrors for a murually satisfac
tory solution of their problems, to make loans that could be
pad, and to resettle people so that they would not etexnally
be public charges But the task to be accomplished was so
r"gﬂ and so urgent thar mustakes were made, waste was ob.
Vious, and paternahsm indulged i

With the outbreal. of World War I, agncultural prices
began to climb and the financial stuaton of the farmer to
mprove From 1939 to 1045 wholesale agnicultural pnces
doubled, whereas all commodities went up only about 30
per cent Farm income increased from about § billon dollars
M 1940 to 1314 billion dollars in 1945, land under culmva.
ton was increased and soil was badly exploited A repennion
of what had happened dunng and after World War 1 was

genenally feared
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The aftermath of the war was not, however, so disastrous
as was thought probable For one thing, Europe’s need for
American foodstuffs continued longer than 1t had after 1919
and was satisfied 1n part through Marshall Plan aid For an
other thing, the Farm Credit Admustranon had acquired
valuable expertence and accompanied 1ts loans for better farm
practices by advice and close supervision And finally, ﬂl'e
government consistently sought to mamtain “panity prices
for agricultural goods by the control of crop acreage and
through purchases by or loans from the Commodity Credit
Corporation Yet the level of farm prices which fell 1948
turned upward 1n May of 1950 just prior to the War 1
Korea and the accompanying iflationary movement In spite
of this fact, however, 1t seemed that state mtervention 1t
agnicultural affars had come to stay as a regular function of
government Thus some of the fundamental disadvantages
of agricultural operations under capitabsm could be mu

gated
VIII THE EVOLVING AMERICAN DIECT

Despite the smportance of landholding, production, and
financial problems in agriculture, what 15 actually grown and
ultmately consumed as food 15 determined 1n large part by
the dietary habsts and nutnitional knowledge of 2 people In
general, i the mddle of the nneteenth century the typreal
Amencan diet had a relanvely large amount of meat and
highly refined flour, which with the cold winters and hot
summers gave Americans a rather “pasty look,” at least ac-
cording to some foreign observers ¢

Immeduately after the Civil War, however, the diet began
to change Rail transportauion of mulk mncreased the supply
and improved the quality of that product to urban centers,
cold storage and refngerator cars made possible the greater

puon of fresh vegerables, fresh fruits, and fresh fish,
and commercial canning extended the range of appenzing
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and healthy foods Subsequently food statisuics indicated an
increased consumption of dairy products, fresh fruw, fresh
vegetables, sugar and syrups, coffee, tea, cocoa, and spices
Decreased consumption was shown for meats, potatoes, and
grain products By and large the Amencan diet contmued to
reflect a considerable reliance upon anumal products rather
than on gramns, which meant that a relauwely large acreage
had to be devoted to feedmg the American public While 2
gran and fish diet, as in Japan, requures only % acre of high
yeld crop land and no pasture per capita, the American diet
requires about 214 acres of cropland and 10 acres of pasture
per capita Also 1t indicated a shuft toward the so called “pro-
tective foods,” toward those high m vitamuns and protemns
This change was greatly furthered by food mspection (the
Pure Food and Drug Act was passed m 1906), by the
creasing use of mechamcal refrigeratots, some 21,132,000
million being 1n use 1n households 1 1944, and by the devel
opment of frozen foods, both mdustral and home Indeed
after World War I a food revolution took place that was
remunscent of that after the War between the States The
output of food-manufacturing mdustry quadrupled from
1900 to 1940, the work of the housewife has thereby been
lightened, and packagng has reduced waste

Fortunately most of the major dietary changes which have
taken place since the middle of the nmeteenth century have
resulted 1n better nutrion for the population In part, these
shifts have talen place because of a preference for the new
foods to the old, but, m part, they have been made because
the new foods were advocated by nutntionists From early
m their history, indeed, Americans have shown 2 willingness
to heed the warnings of those who preached dietary reform,
from Sylvester Graham, the 1830%, who advocated more
bulk 1 the diet and who meroduced the Graham cracher as
an Amerncan staple, to the Bureau of Nutniion and Home
Lconomcs of the Department of Agriculture at the present
tme Apparently American dietary customs were not 5o
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deeply ingramed but what they could be changed mn the
mterest of better health

Because of ths flexibility of diet Amencans were the
victums of quacks and fads At one time they stuffed them-
selves with roughage to enlnven the “lazy colon” and at an-
other masticated (fetcherized) ther food to such an extent
that they could not avoird constipation They filled thew
chuldren up with spmach mn the 1920’s under the exhortation
of “Popeye the Salor Man” of radio and movie fame and
watched with eagle eye the vitamin mtake of thew offspring
m the 1930s

But much of what the people were tomght was for ther
good The Fanme Farmer Cook Book, the standard American
cool book, which, along with many others was widely sold,
carried menus that were well balanced and n the tradion of
most recent nutntional developments, home economics began
10 be taught m the 1880%, and Sears, Roebuck and Co sold
food by mail order m the first part of the twenueth century
and thereby educated country people n nutntional matters

The drlang of milk was greatly expanded with the com-
g of pasteurized milk, popularized by Nathan Straus 1 the
1890’s, the eating of citrus fruit and the drnking of frut
juces for breakfast was developed with 3 realization of the
custence of something ahin to viramuns in the first part of
the twentieth century, and more artention was given to % ell-
balanced diets and protective foods 1 the 1930's Women's
magazines, 2dvertisements of the more responsible companies,
consumer research organizations, the feeding of soldiers m the
two World Wars, and mstruction in educational institutions
taught the American people proper putriion And more than
that the food relief programs tried to give people a taste for
and the habit of eaung healthful foods Some of the food
stamps distributed by the Federal Surplus Commodities Cor-
poration were so desygned that the food obtamed by means
of them would provide a balanced diet, while the School
Lunch Program and the Penny Milk Program furushed only
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what was to be desired 1 the diets of the young In March,
1940, some 15,000,000 persons were bemng reached by these
government projects and were thus having therr eating habus
changed for the better

If 1ncreases i the stature of mdividuals 1s an indication of
good nutnitson, then there 15 stanstcal evidence of the quality
of the American dset, at least among the relam ely well to do
Boston schoolboys were on the average three inches taller
1926 than mn 1876 and both Harvard and Amberst College
students have also increased m height over the last hundred
Years American guls have also mcreased m size, at least in
World War Il when umforms for Wacs and Waves were
ordered m size lots according to Englsh expenence, there
were not enough large sizes to go around and many of the
young ladues in the armed services were for some tsme wichout
regulation garb

Apparently the diet of Amencans ranks among the best 1n
the world from a health pomt of view, even though the food
m3y not be prepared i the most palatable of manners or
eaten with the lessure requsite for full enjoyment and al-
though there are large numbers m the lower mcome brachers
who are madequately and wnproperly fed By increasmg the
energy and reducing the ume lost from work. on account of
Alness, 1t has contrbuted durectly to the production per capita
of occupied persons By bewng produced mn a manner that
requires fewer man-hours per umt of output than any other
country, 1t has gven the population more time for the enjoy -
ment of the benefits of civilization By being farly adequare
mn all straca of soctety 1t has contnbuted to 2 more orderly
society and to freedom from want



chaprter

TRANSPORTATION AND TRADL

1 THE ROLE OF COMMERCE N ECONOMIC PROGRESS

In any attempt to ssolate the chuef factors of economi
progress and to determmne their strategic mportanceé n
Amencan development, especial attention must be gwen t©
transportation and trade, for historical precedent mndicates
that they are essential to conditions of economic advance At
least the earliest civilizations of which we have hnowledge
developed along rvers, Iike the Nile, the Tigns and Lu
phrates, the Indus, and the Yellow, where sol was nch
enough to produce a surplus for exchange and where it :vas
easy to carry goods relawely long distances to “market In
fact, all of the great civilizattons appeared where transporta
tion and trade were highly developed Greece had the
Aegean, Lastern Mediterranean, Adnauc, and Black Seas
upon which to bnng in raw materuls for processing and by
which to ship out finished products Rome used all of these
bodies of water as well as the Western Mediterrancan and 10
additron buslt excellent roads to tap the resources and marthets
of the whole Empire And Western Lurope had a thnving
commerce on all the scas which surrounded 1t, along Jand
routes which eriss-crossed the Contient from north to south
and from east to west, and afger the end of the fifteenth cen
tury upon all the seas, all of the oceans, and most of the
navigable mvers of the globe
8o
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Logically, too, as well as historseally, transportation and
trade are of fundamental 1mportance 1n €CONOMIC grow th
Because of the uneven distribution of natural resources, there
has to be an exchange of goods if men are to advance m eco-
nomie well be;ng  For example, the fact that salt 1s found
only i widely dispersed muntes and 1 the sea has meant that
there has had to be trade m this commodity so that man
conld have seasonung for tus food, and the location of metals
prmanly i mountamous areas has meant that there has had
to be an evchange of iron and steel for products of the plam,
so that plamnsmen could enjoy the advantages of meral tools
and weapons

Nowadays that men’s needs are 50 diversified commerce
has had to be multiplied thousands of times over what 1t was
m prymitive societies It may be, for mstance, that the paper
on which these words are printed came from woodpulp pro-
duced 1n Canada or Finland, that the mk came from Illinoss
coal tar, that the type was cast from alloys from Colorado or
Montana metals, that the book was printed on presses made
from steel dertved from Mesabi wron ore, and that the bindng
was woven from cotton grown m Texas Even such a smple
product as a book mnvolves materials which have been carned
thousands of miles and which have changed hands i hun
dreds of business transactions

Furthermore, transportation and rade are of particular
sigmificance here, for they are direct agents of crvalizanon It
1s on account of them thar men have been able to exchange
1deas as well as goods, and this exchange has been fundamental
m the formaon of styles of art and badies of Lnowledge It
was through trade that Rome was able to build 1s arustic and
mtellectual hfe on Greeh models, 1t was through trade that
Western Lurope was able to construct 1ts law codes after
Roman precedents for the more orderly conduct of human
relanions, and 1t was by trade that Amenca was able to draw
upon all of Curope’s techmques for extending control over
physical enviconment Ty en withmn cultures, centers of crvili-
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zation have always been the great centers of transportation
and trade, like Athens, Rome, Florence, Paris, London, and
New York

In the case of Amenican economic development transporta
tion and trade have played exceptionally important roles for
the country 15 exceptionally large, 1ts natural resources widely
distributed, and sts early centers of population far removed
from subsequent areas of economic growth Indeed, 1t 15 not
too much to say thar the major prablem which has constantly
faced the American economy has been that of overcoming
space

In 1ts conquest of terrestial space America has done re
markably well, for it has created a transportation system
where costs in terms of man hours of work are the lowest 1n
the world Furthermore, 1t has erected machinery for ds
tributing goods which 1s one of the lowest m cost of any 1a
the more economically advanced nattons

In all of the present-day economtes i which a very high
income per capita 15 atramed, a relauvely large portion of the
workung population 1s engaged n transportation drstribunon,
and finance, for 1t 15 only 1 this way that an extensive divt
sion of lbor 15 possible” In the case of the United States 3
high percentage of the labor force was thus cemployed, 11 per
cent in 1870 and about 23 per cent 1940

1I INTERNAL WATERWAYS

Up until very recent umes the most exterisrs @ motement
of goods took place upon inland seas and internal waterways
Lven in the early part of the so called industrial revolution
m Lurope most goods moved by water and there was feversh
acuvity to extend facilites of warer transport by buildisg
canals In the United States the construcuion of the Lne
Canal, which connected the Grear Lakes with the Hadson
Rrver and which was opened to traffic 1n 1823, 15 a case ™
pomt Lven as late as 1860 more fresght was moved by the
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Canal than by the New York Central, Hudson Ruver, and
Erte railroads combined It was by steamboat transportation
on the Mississippr Ruver system, well estabhshed by 1820,
that a wilderness was opened and that the steam engine was
popularzed 1n America And 1t was by coastwise stupping,
always more 1mportanc m total tonnage than that on mland
waterways, that goods moved north and south or through the
Gulf of Mexico

In the early days of river boating, most of the traffic was
by flatboats or barges downstream In fact, before the coming
of the steamboat probably the amount of traffic upstream on
the Mississippr was barely 10 per cent of that comng down
The steamboat changed all this It taok goods to the farchest
reaches of the great river and 1ts tributaries and on its return
brought products of the entire basm to the bortleneck at
New Orleans That city grew at 2 breath-tahing rate, the
Stear tonnage cfearmg through its port i 1843 bemng twice
that of all tonnage passmg through New York harbor Also
shipping on the Grear Lakes expanded rapudly with the ad-
vent of steam, amounting to 393,000 tons 1n 1860, and that
on the coasts reached nearly s mithon tons 1n the same year

The great north south movement of goods by the AMissis-
SIppt system was, however, early challenged by the Lre
Canal and later by the railroads The great Canal across New
Yok state from Buffalo to Albany was a success from the
first As early as 1838 more gramn Was moving across the
Great Lakes to Buffalo than was passing through New
Orleans and by 1860 the Canal was carryng two and a quar-
ter mullion tons a year But by the latter date, however, the
heyday of canals was over and that of mer transportation
was neaning 1ts end The future was with the railroads

M RAILROADS

,

Railroad building 1 America got under way i the 1830's

and was, as 1 Lurope at the ame, confined to short sections
g H
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which connected existing centers of popularion In the decade
of the 1850’s railroad mileage grew from g,000 to 30,000 and
people began to awaken to the possibiities of this form of
transportation for the opening up of a vast area that was not
reached by rivers Although radroad construction was r¢
tarded by the War of Secession, there was a boom m bulding
from the concluston of the conflict to the Pamc of 1873,
when about 35,000 mules of track were laid Then after 2 five
year hiatus, expanston began agamn and continued untl the
total mileage of track was 2 litle over 400,000 (1920) By
the turn of the century railroads had become so successful
that the Ene Canal was carrying only about 5 per cent %
much freight as competing railroads

In general, American ralways were bult without any
over-all, national plan Prior to the Cvil 1Var, the local nature
of ralroading and sectional mvalry and after the war the
scramble by railway builders for charters and by local mtet
ests for ralway services precluded the adoption of 2 rationally
conceved network of lines The Federal government’s chief
control over plans was the granting of public 1ands to those
who would bwild roads to certain places and the man check
of states was exercised through land and money subsidies and
through the grantng of charters As 1t turned out public
assistance was so bounuful, especally after 1865, that lines
were built out 1nto the wilderness where little if any carrying
business exsted Although railroads requured, st was estumated,
about 850 population for each mile of track mn order to opef
ate successfully, the number of people per mile was only 59°
mn 1873 and west of the Mssissipps only 427 mn 1876 I was
generally believed that the “toor” of a ralway w hustle would
open up a terrtory to settlers who would give the Ine ample
b and 10 2 derable evtent this popular notion w25
m the long run not far from the mark

The construction of railways required what was for the
ume an enormous amount of capital and the bmlding of lines
1 unsettled regions was especnlly nsky Under the circum
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stances 3t 35 hutle wonder thar ralroading attracted financial
buccaneers and made possible the most extraordinary coups
Perhaps what was possible can best be allustrated by the case
of the Union Pacific and Central Pacrfic ratiroads The former
srting from Omaha, Nebraska was to work westward ta
meet the [atter, which started from San Francisco Congres
sonal charters were granted 1o the two compamies m 1862,
whuch, a3 amended, granted the lines alternate sections of
lind twventy mules deep on each ide of the mght of way, or
twenty square mules for each mile of road In addiwon che
companies were gaven government loans on second mortgages
and were permiteed to borrow prwvate capital on fiest mort
gages. Under the terms of the charters the more a company
buslt, the more 1t got But not satisfied with these provisions,
the financiers fet out the actual budding ac exorbutant prices
to construction companies which they controlied The most
famous of these, the Crédir Mobiker, got at Jeast 30 per cent
more than the job cost By the tme the two lnes mer at Prom-
ontory Poine, Utah 1869, 1t was esumated that through
financial mampulanon the finaneiers had covered the cost of
their hines and equipment and i addion had made a profic
for themselves of $15,000,000

Hard\y tess fanexful than this were the antics of Jay Coohe
I starung the Northern Paosfic, the amassing of the first
colossal Amencan forrune by Comnelms Vanderbilt through
futway deals, and the cuttfirost pracuces of men e Jay
Gould ard Yum Fisk In general, the bwidmg of Amencan
railroads was an expensive proposition It ook, 1n addinon to
Prvate capiral, much of which was Bntish, gos cenument foans,
tugh rafway rates, and 383,000,000 aCres of land 1 grants

In spite of the reckless manner m w fuch Amercan raln ays
were built and operated m the latter half of the mncteenth
cenrury, the face remarms that they proy ed to be cheaper car-
tiers tiian most nfand waterways and that they contnbuted
mightly to the cconomse desclapment of the county Ton
males of fraight carned by them mereased from one bitlion
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per month m 1870 to 31 bilhon per month 1 1940 Morcover,
they caprured the imagnation of the people Not only were
they lauded 1n song and story, but all Amencan youngsters
wanted to be conductors or engineers when they grew up,
both young and old watched admiringly as the daily “Can
nonball” belched out its clouds of smoke or shriehed 1ts
whistle as 1t pulled 1nto the local station, and crowds of -
vestors, both the shrewd and the ignorant, plowed thewr funds
with abandon nto new lines and equpment

Gradually rarlroading became much more efficient than it
had been 1n us early days Consolidation of lines, pamcularly
during the 1880’ and 18g0’s under the guding gemuses of
men lthe L H Harnman and ] P Morgan, and the stand-
ardization of gauges in the 1880’s made through services more
general, except for passengers i places like Chicago, and
transshipments a thing of the past Thanks to reductions it
the price of steel effected by the adoption of the Bessemer
process, steel ruls began to replace iron ones n the 1880%,
which added to the safety of tramns, permlttcd heavier loads,
and allowed greater speeds The Westmghouse brake, par-
ucularly the automatic device of 1872, block signals (1864),
and the automatic coupler (188¢) greatly reduced ratlroad
accidents and contnbuted to ratlroad cfficiency In 1862 the
trp from New York to Chieago tool. 36 hours, but 1n 1905
it was made 1 18 hours Railroads smproved the services
rendered to shippers and reached a pomt where they could
underbid canal or niver shippers except on products of great
bulk and of low value per unit of weight In fact by the end
of the nineteenth century some canals were bemng abandoned
and towboats began to replace the picturesque steam pachets
of an earher day

Unfortunately ralroad operators took excessive advantage
of the strong posiion which they held They discriminated
aganst shippers 1n districts where there was no compention
from other lnes or from waterway carners, they often
charged low et rates for long hauls than for shart hauls on the
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same lnes simply because there was compention from pomts
wvolved in the long hauls, they gave rebates to favorite ship-
pers, they engaged m rate wars to force competitors out of
business, and they formed pools to mamtam rates, to diade
the carrying business, and to distribuce earmungs So offensive
were many of their practices and so helpless were customers
before them that there developed a movement for both state
and Federal regulation of rallways This movement was origi-
nally sparred on by the farmers m the 1870's, for they be

Came sick and ured of seemng the ralroads nonchalantly delay
thewr supments untyl they were rumed, of paymng fugh rates,
2nd 1n getting as an answer to their complamts, “the public
be dumned »

The munal efforts at curbing railroad abuses were not par
ticularly successful Although the Interstate Commerce Com
tussion was created 1n 1887 to prohubit them, court decisions
were so favorable to the ralroads and human mgenwity de-
vised so many ways around the Commusston’s rules that the
evil pracuces continued to the twentiech century Finally by
the Hepburn Act of 1906 the Commussion was given power
10 fix rates on the complaint of an interested person, by the
Mann Ellang Act of 1910 1t could postpone the applicatton
of new rates, by the Esch Communs Act of 1920 1t could use
the rule of fair rerurn m 1ts rate fixing, and by the Act of
1933 1t was able to approve rates designated to increase the
movement of goods By this last date most rairoad abuses had
been done aw ay with, but the rails by then were up against
real compention from other carriers and had to change their
attitude

™ TRUCKS axD RBUSES, PIPELINES, AND INLAND SHIPPING

Whle Lransportation on rivers, lakes, and canals and along
the seacoasts permtted the first large-scale economic develop-
ment of vast arcas of the United States and railroads so
greatly intensified transportation that the element of distance
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n economic considerations was cut many fold, 1t remamed
for the truck to provide an exceptionally mobile means of
transportation that could reach at low cost remote places
which were inaccessible to steamboat or tran Thus the coarse
strands of mland waterways were first connected with a net
work of ralroads, and this web was stll further filled m with
the fine Jacework of trucks and buses

Some 1dea of the transformation 1n carrymng which was
brought about by the 1nternal combustion engme can be had
from the fact that motor vehicles had become by 1940 the
chief means of passenger travel, accounting for nne out of
every ten passenger mules of travel outside of cies and for
three out of every four within cities Motor trucks carned
1n the same year about a third as much mntercity freight as did
rallw ays, but n addition they did an enormous amount of
local hauling By 1945 there were over 3,000,000 miles of
non-urban roads, of which about one-half were surfaced, as
compared with only a little over 10 per cent surfaced 1 1920
(See table 16 )

To some degree motor vehicles cut mnto the business of
existing carriers, biles and buses ing largely for
the fact that passenger miles on ralways declmed from 42
billion 10 1916 to 23 8 billion 1n 1940 But the economcally
sigmficant point to be observed with the mtroduction of new
carners was the manner 1n which different forms of trans-
portation came to supplement each other and thus to provide
a divisson of labor 1n carrymng For example, the motor truch
became especnlly effective for short hauls, for carryng
which by alternative methods would mvolve high handling
or transfer costs, as 1 the case of houschald goods, and for
routes where the amount of traffic was not steady, as 10 lum-
bering operations where once a forest 15 cut there 15 nothing
to carry unul it grows agan The private automobile and bus
were similatly excellent for short hauls and where traffic was
not dense, as n commuting and 1n the carrymng of school
children 1n rural areas.
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Railroads mantained, however, a strong position 1n carry
ing heavy loads for long distances where a fair amount of
speed 15 desirable and where traffic 15 1n large enough volume
to warrant capital outlays And mnland waterways retamed a
place 1n the economy by carrying bulky goods of low value,
like cotton on the Missisippt and 1ron ore and gram on the
Great Lakes, and they stood to gan as routes were mmproved
1 conjunction with power projects, as on the Tennessee
Raver and 1 the Samnt Lawrence River project Finally the
airplane has become established as an economical carrier of
high value goods over long distances, and the pipeline has
found a place for the transportaton of bulk fluds, parucu-
larly petroleum and natural gas, for which a steady flow s
required

Although these different means of carrymg have thew re
SPECt}ve virtues, they vary widely i cost Thus m the early
1940s carrying on the Grear Lakes was o os cent per ton
mile, exclusive of termmal charges, on the Mississippt 0 2 to
o5 cent, by oil pipeline o038 cent, by ra 1 cent, and by
truck 3 10 4 cents These costs were extremely Jow, that on
the Great Lakes being the Jowest m the world and that on
American raways bemg the Jowest 1n terms of labor em-
ployed ?

Cheap carrymng permuted the United States to conquer its
greatest econonuc  handicap—space It made possible the
brnging together of widely dispersed raw matenals for pro-
cessing It allowed producers to sell ther wates throughout
the entire national market Tt permuted the decentralization
of industry as agamnst centralizaton 1 congmcd areas And
1t fostered a division of labor which 15 2 condmon of fugh
production per worker and hence of economic well-beng In
spite of traffic tie-ups which bring out the worst 1n man, im-
proved transportanon continued to be a direct contributor
to avibization
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V THE DISTRIBUTION OF GOODS—DOMESTIC COMMERCE

The development of transportation greatly mcreased the
use of money as 2 medum of exchange More and more peo-
ple expected to get money for whatever they had to scll,
whether 1t was their labor or what they produced, and with
money to buy a variety of things n the marker People be-
came less economically self-sufficsent, and consequently there
was a great ncrease i the flow of goods This growth of
commerce led to fundamental changes in the orgamzation of
distnibunng goods

With the expansion of the market, processors of basic,staple
commodities needed to buy n larger amounts than had form-
erly been the practice and they needed to be sure of a steady
supply of goods to keep their factories busy To meet these
requirements  produce exchanges came 1nto ewstence, the
Merchants Exchange in St Lows bemng founded m 1850 and
the New York Produce Exchange 1n 862 Grains and cotron
were usually the first goods to be dealt with i this mannef,
but subsequently a variety of products from coffee to rubber
had exchanges of their own

These institutions, by providing places where producers
and processors of goods could buy and sell, made pomble the
establishment of pnces for both mmedite (“spot”) and
future delvenes (“futures”), and these prices helped to ad
just supply to demand Turthermore, the exchanges made pos
sible the practice of “hedging,” which permitted a processor
of raw matetnals to protect himself against sudden price
changes Under this system a tire manufacturer, for example,
could buy a given amount of rubber at the current price
at the same ume sell ar the current price an equal quantity
“short” for delrery in the future If prices wene down, he
made a profit on the short sale, for when he came to make
delisery, he would be paying less for the actual goods than
what he sold them for, but he would be losing an cquﬂl
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amount on the present purchase, because when his finshed
product went to market 1t would have to show (theoretically
at least) a decline m price On the other hand 1f prices rose,
he made a profit on the present purchase and took a loss on
the short sale In thus mnumizing the effect of price changes,
the p eschewed speculation and sought profits only
from his manufacturg

Useful as the exchanges were, however, they made possible
one major abuse~the “cornering of the market,” that 1, the
establishment of a temporary monopoly of a gwven com-
modity Because of the concentration of tradmg at a given
plice, 3 buyer or group of buyess worhing 1 copcert could
get ownership of all available supphes of a product and then
demand exorbitant prices from those who had to purchase 1t
~usually bonafide users of the commodity

Corners were attempred most often 1n cotton, wheat, and
meat, but 1 1919 and 1920 a parncularly dramatic corner
was tned in sugar In August, 1919 sugar was sellng at retail
for 10 cents a pound, when rumors began to be spread that
the crop that year was short and that recalers would be
hrted 1 the supphes which they would get Prices of sugar
wére subsequently bid up unul m the spring of 1920 they
reached 35 cents a pound reeatl, housenives were buying as
Lietle as they could and heep thewr children reasonably quier,
and those 1n on the “corner” were makmg a Lillmg Then
the news leahed out that supples were actually abundant,
whereupon prices dropped, and the cornerers” who had not
sold their sugar holdings were badly pmch:d Fortunately
such temporary monopoles came actually to be profubited
by the Commodity Lxchange Act of 1936 and have ceased
%0 be 2 burden on the economy

Along wuth the develop of the excl and the
market cconomy, a great fillp was gren to wholesaling, for
retalers, who were forced to catry a greater vafiety and
quantty of goods, needed stocks nearby centers from
Which they could quickly replenish thewr own inventorics
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Subsequently, however, with grester speed and mobiity
transportation and with greater concentranon 1 producton,
wholesaling suffered a relative dechne Retatlers were able to
get supphes with dispatch from manufacturers, producers of
expensive praducts, Iike automobiles, found that 1t was to
their advantage to mamtam thewr own branches or to sel
directly to retalers, and some large retatlers, lhe chan
grocery stores, had their own manufacturers In 1929 Jess
than half of the sales to retaers were by wholesalers, and m
1940 wholesale trade contributed only sbout half as much a3
retail erade to national income

By far the most important of the service rendering S¢§
ments of the economy to have resulted from an inereased
division of labor and a greater use of money was reathng
Here the rendency has been toward larger sized unsts, becavse
costs are m direct proportion to volume of business and be
cause the mcreased mobibty of the buymg publc through
the use of automobiles has led it 1o seek the better stocked
and lower priced stores

One of the first steps toward retad estabbshments with 2
greater vanery of merchandise and with a large volume of
sales was the department store The first one of them m
Ameriea was that of Alexander T Stewart, who opened the
doors of his emporum 1 New York 1n 1861, and that of
John Wanamaker Philadelptua came shortly thereafter
Then followed the disuncuvely American mail order Touses
Montgomery Ward having begun operations i 1872 and
Sears and Roebuck 1n 1893 And finally cham stores put 2 a0
appearance, a form of outler which was paricularly success
ful 1n sundries (the “five and dime' ) and i grocenes In 1930
department stores did some 8 64 per cent of all retaling and
chan stores about 15 per cent of 1t The lateer did so well
mdeed, that other retail interests managed to get some SIIES
ta levy specil taxes upon them (faws which were usually
declared ta be unconstitutional) and to arouse the Department
of Justice to sue them for beng monopohes m restramé 0
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trade But they operated so efficiently that they withstood all
attacks and Lept on growmng

In spite of mmprovements n retathing effected by these es
tablishments and despite the fact that American retaling 15
carried on 1 terms of wages paid employees at lower costs
than any other i the major countries of the world, many un-
desirable practices contmued to badger the busmess Perhaps
the most sersous difficulty 15 that too much credit 15 given to
customers, for retalers are so anxious to mamtam a large
volume of business that they lean over backward to grant
the favors demanded of them Thus they evtend credit to
persons who are bad misks, they do mot require the regular
payment of charge accounts, and they indulge 1n excessrie
wstallment selling The results are that merchants have large
losses from poor credit nisks, or msure credit at hugh costs, or
petform the services of bankers for their clients

Then 1n some cases the manufacturer ether fives the retal
prce of hus product or “recommends” a price, and these
Prices are put hugh 1n order to male the retatler think that he
will make 2 large profit 1f he handles the product, or to pro-
tect the less economical distributor These things help to re-
tard the adoption of a policy of large volume and low prices
and, along with the fact that the older sections of the country
are well served with retail establishments, help te explan why
about half of new retail busmesses last only two years and
whym 1944 21 7 per cent of new stores folded within a year

Sull another aspect of distnbuung goods s advertising Be-
ginning with the early newspapers, 1t took the form ar first
of discrete msernons bringing this or that product to the at-
tenuon of the public and mildly lauding 1ts virtues with anec-
dotes or stomes As nmewspapers reached an even larger
number of persons and became more blatanr, advernsing
followed swe Clams became more extravagant and were
screeched at readers 1 banner headlnes “Pink pils for pale
people,” “eliurs of Lfe” high i alcohol content, and sooth-
g syrups for babies with gencrous amounts of opuates m
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them, were the delight of the =nemic spmster and the bar
assed mother “Gold bond’ msurance pohicies which were
safe from any tampermg with the monetary system by
“funny money” adyocates, stocks and bonds m non-eustent
copper mimes, hawr growers which w ould produce a Tnsh
growth on the most stubborn pate, horse medicines which
would rejuvenate  old Dobbin” and which taken on the sly
by ‘Cyrus’ did an equally good job on hum, raked m the
dollars of gulhble males

With the coming of the automobile, roadsides were plas
tered and views were hid by great billboatds urging trav elers
to eat a certam kind of breakfast food sf thev wanted to be
able to jump out of bed full of vim, vigor, and witality, to
“shave with a certamn brushless cream, of you vant shaving 10
be a dream, * and to pur up ar “High Pome” to get the beauti-
fuf outlooh With the radio, shy-wnung, and relevison the
unseen audience was forced 1o kisten to or fook ar eternst
resterations of the virtues of chewmg gum, soap powders, of
furs, to be subjected to 4 commercai m the midst of a sym-
phony, or to wimess a demonstration of a miracle clothes
washer 1n the nuddle of a baseball game

Yet with aff ws ndicul and annoy advernsing
had another wide It made possible many of the broadcasts t©
which the most criseal could nor object and 1t helped support
newspapess, over half of their mcome comng from adser
tisers rather than from readers It had an educavonal funcuon
n mahing the buymg public aware of what was on the
marhet and in presenting specifications w hich aflow ed ove to
judge guality ft became more honest, especally after the
Federal Trade Commussion was establshed (1914), when
fraudulent claims were prevented by las And economies n
advertsing were reahzed by “wstiturional adyvernsing,” that
15, advertising by a group of compantes selfing a fuisly stand
ard product, hhe hfe msurance, 3 pracnce that was fostered
by trade assocutians
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VI FOREIGN COMMERCE AND COMMERCIAL POLICY

Although domestic commerce has exceeded Amenca's
trade with foreign areas many-fold, foreign trade having been
responsible for only 7 or 8 per cent of national mcome m
most of the period since 1865, forergn commerce has, never
theless, played a strategic role m Amenican development 1t
was through foreign trade that America was able 1n 1ts early
days to get the manufacrured goods which 1t needed, 1t was
through the anncipation of exports that it was able to borrow
capital from abroad, and 1t was through trade that 1t obramned
the raw matersals which 1t lached

In general, Amencan foreign trade expressed in cusrent
prices, has remamed a faily constant percentage of national
mcome since 19oo, the exceptions being the two World Wars
and the depression of the 1930%, but there have been mm-
portant secular shifts 1 classes of goods traded and the
amount of commerce with specific areas As one can see 1
tables 17, 18, and 1g, there has been an mmportant shafe
exports from crude materials and foodstuffs to manufactured
goods, and 10 imports, from finshed products to raw mate-
nuals, there has been a dechne in Amencan trade with Europe
and an merease 1 that with the Western Hemusphere, and
there has been a great growth i Amenca’s share of world
trade

The great expansion of world and Amencan commerce 1n
the nineteenth century took place under a system of “muln-
lateral * exchange, that 15, 2 system whereby, for example,
exports from Amenca to Lngland mught be paid for by rub-
ber imports from Malapa and the rubber from Malays be
offset by Malayan imports of machinery from England This
arrangement made possible an nternational division of labor
with the more advanced mdustrial nations imporung food-
stuffs and raw matesals from and exportng manufacared
£00ds to less economcally deseloped areas?
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The chief impediments to the functioning of this vast net
work of trade up unnl the deep depression of the 1930's were
tanffs Although duties were lowered by European nations
in the early 1860’s, the trend of protective rates was upward
after the economic depression of 1873 Most Luropean states
wanted to protect their traditional agricultural crops from
overseas competition, and overseas lands, notably Amenca
wanted to get the advantages of industrial production It was
clear thar greater exchange value per umt of human “mput,’
or energy expended, could be obtamed m mdustry than 1
agniculture (after 1873 prices for agricultural goods fell more
rapudly than industrial goods and generally remained low in
terms of man-hours of work) and success 1n modem warfare
required the mass production of mechamzed weapons So
generally recognized were these two facts that from 1876 to
World War IT world manufacturing mereased much more
rapidly than world trade

The United States along with many of the other mdus
trally undeveloped nations undertook the buildmg of tanff
walls to assist thexr manufacturers—a policy favored by the
industrial North and opposed by the agnculmml South Rates
were pushed up to about 47 per cent ad valorem during the
Civil War (Act of 1864), reached 49 5 per cent ad valorem
by the McKiley Act of 1890, and, after a shght reducuon
mn the Wilson Gorman Act of 1894, were mcreased
further by the Dingley Taniff of 1897 Then m the Payne-
Aldrich tanff of 1909 rates were adjusted on the basis of com
peting nations’ costs of production and could be changed by
the Prestdent in case of foreign discrumination agamst Amer-
1can goods

With the tnumph of the Democratic Party 1n the electtons
of 1912, 2 party which had traditionally favored lower rates,
mport duties were substantially reduced by the Unders ood
taniff of 1916 from an average of 4o per cent on dutiable 1m-
ports to 30 per cent But with the return of the Republican
Party to power 1n 1920, rates went upward agun The
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Fordney McCumber Act of 1922 was followed by the
drastically hugh Smoot-Hawley Act of 1930, with rates on
cotton textiles, for example, reaching 62% per cent ad
valorem

These measures, the depression of the 1930’s, and the dis-
equiibria 1 mnternatonal trade and payments created by
World War [ threatened the very exstence of the system of
multdateral trade Inasmuch as nations were no longer able
to control trade to therr hiking by tanffs, they resorted to
quotas, embargoes exchange controls, and absolute pro-
fubitions World trade dropped precipirously and tended to
move withi currency blocs

The resulung sicuation was deadedly unfavorable to the
United States  The country had now developed its manufac-
turing to a pomnt where 1t did not have to feat mdustrial rech
nological mfersority and where its costs were usually low
enough to provide protection from a disastrous volume of
mports Consequendy the Democratic admmistration under
Franldin D Roosevelt attempred a reduction of rates through
reciprocal trade agreements with foreign powers (1934)
Many sach treaties were negotiated and they had consider-
able ‘effect in reducing rates In 950 they were 25 per cent
of those m force m 1932 and 1n the years 1945-1949 the ad
walorem rates on al} goods imported were 7 7 per cent Also
the New Deal adopted 2 policy of buyng unhimited smounts
of gold at a fixed tugh price which had the effect of a trade
subsidy to gold producing countries especnally those of the
stetling bloc, and hence encouraged multilateralism

VIl WORLD WARS, 3 AR DEETS, AND FOREIGN AID

Of a1l the unfatorable economic consequences of the two
World \Wars, none was more disastrous and persistent than
the disruption of foreign trade Not only did Cutopean bel-
hgerents lose large parts of thew foreign markets to other
mdustryal countries, hike the United States, but they also lost
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a substantsal pare of their absbity to balance their mternational
aceounts through loss of shipping and the hqmdanon of much
of their overseas mvestments

After World War 1, trade was pecubarly wpser because of
“War debts and reparations * During the confhet the Unied
States had made loans to 15 alles to pay for matenals which
were bemg sent them and wnmedhately after the Annstice
made sull further Joans for reconstrucnion purposes The bos-
rowers blithely signed obligations to repay these large sums
m the expectanon that Germany would pay enough 1 reps
sat10ns to cover them and all  war damage ”

Almost ar once, it became apparent that these evpectanons
wonld ot be realized It was soon clear thar Germany could
nor meer sts reparattons bill unless sts credscors would take xts
goods 1n direct deln erses, unless 1t could get foreign exchange
through an excess of exports of goods and services over wm-
ports, ar unless 1t could barrow abroad Its creditors, how
ever, did nor want sts goods except for certan raw materals
save unmeduately after the War when all things were 1 short
supply and they did nor ook with favor upon Germany's
developing an exceprionally large favorable bahinee of wade
and payments

The only way left to pay was for Germany to borrow
abroad, and this was what st did for a tune, the bulk of the
loans comung from America With sums thus obtaned Ger
many met some of us obliganions, and then the recipients of
these payments pad part of ther obligations on war debts

Qbviously this procedure could not contmue for long, be
cause German credst was bound to fad unless 1t could develop
3 favorable balance of payments to meet mterest and smord-
zation charges on 1ts loans, and a favorable balance 1t could
not achieve With the cormmg of the depression 1 the 19305
the mpossibthues of the situstion forced a general repudia-
ton of war debrs and rey (the L Ap t
of 1932 and subsequent arrangements) At that ime Amenean
claims on war debes were over 15134 bilhons of dollars, event
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though 1n many cases interest charges had been reduced n
the debt negotanions of the early 1920’ according to a for-
mula of “ability to pay"*®

In World War T spectal efforts were made to avoid creat-
108 2 great network of financial obligations that would upset
trade Thus the capitalist countries among the victors re«
frained from demanding reparations from the defeated na
tons and American assistance was given on a ‘ lend lease™
basis, which was tacitly understood to mean without the
obligation of payment, or as outnight mfts, as through the
Unted Nations Relief and Rehabilitation Authonity
(UNRRA) But the war was so grueling that in spite of all
Precautions the strans upon mternational trade were enor-
mous Furopean nattons not only lost thetr customers and
abihty to earn foreign exchange but they needed large de-
Liverses from the United States m order to get back on therr
feet All the world seemed to be short of dollars, which 15
another way of saying that all the world wanted Amencan
goods

In order to re establish some degree of economic order n
trade the Unyted States began at once to make extensive
Toans to foreign areas, allowed foreign countries to pay for
the purchase of mulitary stocks by establistung a fund to pro-
vide travel fellowships for foreign scholars gomg to the
United States and full fellowships to Amencan scholars gomg
to cour-n ~- e o v
the May
which | " ,
latly to help Amentcan assistance to Marshall Plan countries
Wwas continued until July 1, 1952, economically backward
areas were aided in their deselopment, and then military ad
“as gaven to relieve the rearmament burden on politically
frendly countries The United States went, mdeed, to ex-
traordmary lengths to restore the economy of the world, to
re-establish mululateral trade, and to strengthen 1its position
aganst the much feared mght of Russia and 165 satellites
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VHI THE AMERICAN MERCHANT AIARINE

In any discussion of Amencan foreign trade attention must
be given to gcean shipping, because most of American com
merce with foreign areas has been by water (about g8 per
cent in 1870 and 85 per cent 1 the 19205), and because pay
ments for shippmg services constitute an mmporrant element
m the balance of trade and payments

Prior to the Crval War the United States had a strong post
fon 1n ocean carrying, ts shipyards bemg well supplied with
nacve lumber and s carrsers having the justly famous clip-
per ships which were produced along the Lastern seaboard
With the coming of the steamship, however Amenca lost 1ts
strong competitive posiion m both buwlding and carrymg
Whereas m 1860 66 5 per cent of Amenes’s water bomne
foreign trade was in Amencan ships, tn the period from 1846
1@ 1900 only 50 per cent of the trade was m ships flymng
Amencan colors Durmg most of these yeass the Fedesal
government refused to provide subsidies for fostermng the
merchant marme, as was bemg done by Conunental European
states, and even awarded mail contracts spariagly

From the Covil War to World War I American merchant
stupping was hepe alive by coastal shippers, a trade that had
been reserved to Amertcans by an act of 1817 By 1914 the
Ameniean ocean gowng fleet was neaely 7 mullion gross cons,
bur only about t mullion tons was foretgn carrymng and
much of the total tonnage was foresgn butle (an Act of 1912
had permitted the American registry of foreign burlt shps)

In World War I the shortage of stups led to a frenzied
acquistiion of vessels by purchase and construcnion The f¢
sult of this policy was that after the conclusion of hostlities
Amenea had 2 fleer of 11 million gross tons mn foreign trade
and far from enough busmess for them alf The getual man
agement of the government owned ships was placed in the
hands of the Unied States Shipping Board and the Emer
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gency Fleer Corporation, but then in 1920 the government
decided to get out of business and to make shipping more
attractive to private mvestors Consequently shippers were
gwen elaborate submdies, were exempted from certan taxes
if savings thereby realized were devoted to new construction,
and were allowed to buy vessels at what seemed like ndicu-
;:‘;;I‘)i’sd“{'mpncm Henry Ford, for example, acquired nearly
n tons of shipping at scrap prices

In spite of these measures, however, Amencan shipping
did not prosper Foreign competition was very great because
of the financial assistance given to shippers and because of
lower labor standards and cost The Seamen’s Act of g5
put salors on an equality with other workmen 1n respect of
all labor legislation Amencan wage rates were partcularly
high compared with foreygn rates Thus the government re-
mamed 1 the shipping business, the Emergency Fleet Cor-
poration becoming the Merchant Fleer Corporation 1n 1928
and the Umited States Marnume Comnussion comung mnto
existence 1n 1936 to sumulate the bulding of ships

With America’s entry mto World War Il American ship-
bulding agam took a new spurt forward Under the super-
vilon of the Manume Commussion nearly s4 milion
deadweight tons of shipping were constructed to September
1, 1945 and after that date the country was agam faced with
the problem of what to do with 1ts ships Many of them had
been equipped with the most readily asailable machmery and
were 50 mefficient that they did not command a ready
market Some, however, were sold to foreign buyers who
Were anxious to get back m the shipping business, some to
domestic buyers, and others were placed 1n “moth balls”
pending the nme when they mght be needed agan Then
the government tried once more wa Joans and subsidies 0
keep the American merchane martne flag flying high, but the
effore loohed to be a very expensne one ‘There were few
indications that Amenican sluppers, paying hgh Amencan
wage rates and high taxes, could compete successtally with
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foreign carners, and this vew found confirmaton m the fact
that many Amencan vessels were segistered under the flags
of Liberra and Panama 1 order to lower ther costs of oper
ation

I BALANCE OF TRADE AND PAYMENTS

In spite of the fact that the American merchant marme did
not compete favorably with other narons m ume of peace
most Amenican productine enterprises could tum out goods
at costs which were attractsve to forergn buyers Thus Amer
1can merchandsse trade showed for five year periods an €t
cess of exports over mmports fram 1876 onward So great
were these excesses moreover, that they were not offset by
emigrant remueteances or other services (see table 20) They
not only allowed those debts which had been meurred when
the Amencan economy was 10 1ts puberty to be pud off, but
also they led to the imvestment of American capial abroad
On the eve of World \War 11, the United Stares was 2 net
creditar on long term account for about 4¢ billion doliats

“Total American investments abroad were m the neighbor
hood of $10 6 bithions i rg40 About §7 hillion of these were
s direct myvestments m physical property, while the r¢
mamder was 1 stocks bonds and other paper Some 70 per
cent of alt of these funds were m the Western Hemusphere
being about equally dnided between Canada and the states
south of the Rio Grande Of the remaming 3o per cent, about
2 per cent were n Curope and 1o per cent were m Afrnics
Asta, and Oceana

In the mterwar period the favorable Amencan balance of
trade and payments totaled about 4.4 bilkion doflars, but ths
enormous figure was dwarfed by Waorld War I and post-
World War Il experience In the years 1946 1949 the exeess
of American exparts of goods and services over mmports, €€
cluding 3 bilhon dollars of net receiprs from foreign mest
ments, was 2¢ billion dollars This defieir was covered by 14
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billion dollars of government gifts, 8 bulhon dollars of gov-
emment loans, by private gifts and wnvestments, and by the
hqudation of foreign gold and dollar holdings ®

From July 1, 1940 to December 31, 1949 government for-
e1gn assistance amounted to §64 922,000,000 net oF, excluding
the war penod, to §30,623,000,000 (July 1, 1945 to June 30,
1951) * And tlus a1d was mn reality much greater than us face
value, for exchange rates to the dollar were arbitranly main-
taned m favor of forexgn countnes—a method of giving more
assistance without Congress’s reabzing 1t

Amenca’s compenitive position mn mternational trade and
finance was so powerful that efforts were made to mcrease
the economic efficiency of fuendly European economies
Thus Marshall Plan funds were given with the express put
pose of mereasmg the production abroad of those goods
which were beng obtained from the Umted States, and em-
ployees and employers from nations recerving Amernican aid
were flown to the United States, the former ar Amencan
expense, mn order to recer e mstruction m our ways of pro-
duction~m our productive * hnow how ”

Then as further measures for mdmng frendly nations to get
the goods from America that they needed and for re estab-
Dshing multilatersal trade, American funds were earmarhed
for the development of backward areas to which Europe
could self its products (beginning 1949) and large sums were
expended first under the Mutual Defense Secunty Assistance
program and from 1951 onward under the AMutual Security
Act1n an effort to help Europe arm aself to wichstand Rus-
Slan expansijon—an expansion % tuch seemed particularly
threaremng after the commumst coup detst Czecho-
Slovalia in 1948 The military ad program, reresungly
enaugh, envisaged the expenditure of dollars in LCurope untt
1954, and with another year 2dded to complete the delnery
of goods, that 1, as the saying goes, to “empry the pipehne

The amount of aid 1n 1951-1952, all in outnghe gfts, was
almost as much as that 1n any of the prior post-war years and
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the sum of $25,000,000,000 was discussed as the possible to
under the Act In fact, with the sums which were beng spe
1n dollars on Amencan troops abroad, Europe was probat
getong more Amertcan aid than st bad ar any time smee t
war stself Never in history had a2 comparable attempt be
made to reconstruct the economies of other peoples and
maintaim a given economic system and a method of mu
nawonal trade

Just how long the American people would be willing
continue aid m this volume to the rest of the world was prc
lemaucal Although the desire to conram Russia was e
real, Americans fretted at having to work so hard to help t
easier goung Europeans, at stupping abroad natural resourt
needed ar home {m 1947, 35,000,000 tons of ceal), at t
tugh standard of Lving of the very nich in Lurope, and
the conunuaton of the large commumst vote 1n some of 1
countrses recewving American assistance  They wonder
when Luropeans were gomng to hve withm thewr own mea
were gomg to work as hard as they to have a desired stands
of living, or if * foresgn legrons™ could be really entrust
any more than they could m the last years of the Rom
LCmpire, with the defense of Western culture s fronuers

Here was a nice problem m the use of nationsl resourc
for the question actually was how could the civibizing proc
be best served—by using mere of man's energes 0 product
for greater well being, for creaung greater worhs of art, 2
for establishing a more orderly socsety, or by usmg more |
protectng Western eulrure from feared encroachments fre
abroad The complete wsolation of America from the fest
the world was not possble Trade and transportation b
seen to that Clearly, however, the great international divist
of labor hiad added to man's problems as well as to hus w¢
beng
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MONEY AND BANKING
IN THE AMERICAN ECONOMY

I THE FUNGTIONS OF MONEY AND BANKING IN ECONOMIC
GROWTH

The enormous smount of aid that the Unmed States
%35 able to provide Western Europe i order to hasten re-
cottstrucnon, the great economic assistance furnsshed the
Allies durmg Werld War II, and the large forelgn 1nvest-
ments which Amenica was able to build up between 1015 and
950 were all possible because of “savings’ made by the
Amernican people out of ¢urrent producuon Indeed savings,
which consist essentially mn postporung the consumption of
goods and the du ernng of resources from consumers’ goods
%o producers’ goods permitted the buildmg of factones, the
nvention of machines, the development of the land, and the
growth of commerce They allowed man to Jevote tumself
ta the arts, to create a betrer rcguhted society, and 10 estend
hiss control over his physical envigonment
In all economuc systems, whether they be capialist, com-
munist, or socyabst, there must be savings and i esuments i
there 15 to be economic progress Yet, savings and 10t estments
are usually associated with the system of private capitalism,
for “savins” used for the producnon of addinonal goods and
setvices came s the course of history to be called “eapital™
and this capial was employed by mdiduals for makng
108
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profits The chuef virtue of this system was, and sull 15, that
by permutnng the mdisdual to smprove his maternal well
bemg by huis own efforts, 1t provides hum with a strong ¢
centive to save and to mvest

Savings have from time 12l been ac m
some form or other to carry people, for example, from one
successful huntng expedition to the next or from one har-
vest season to another But such things as meat and gram
are not good forms of surplus for ereating sull more susples
They dereriorate eastly, they are not easly moved about,
they are not alnays things that men wane, that 1, they do
not have a ready exchange value, and they are ot of stand
ard quality Whar man needed to facilitate savings was 2
standard measare of value that conld be stored wath facihty,
had mobility, was readily accepred m exchange for other
goods, and for the use of wlich a charge could be lesied
What man needed was money and the msumion of meerest
taking

In primine soctenies vanous types of money were and
are used-—shells, amber, wsmpum, gold dust, and tushs~but
most of these types of money had exchange values w huchs
were hrmited to smalf regrons or were wransported and manip~
ulated with difficulty In more advanced societies comns of
standard weight and fineness of metal came more nearly to
meetng the requisites of money, but they were frequently
so mutidated by cheats that they were pot a perfect Land of
money exther It was not uned about 700 pC that Grech
states began to guarantee the weight and quality of coms
and 1t was not untl much later, one may say not even yet,
that trust could be fully put i them

Exactly when “mterest takang” came mto bemy s also
difficule to establish, but one finds m many prisutive societics
that 1f mear 15 gnen to a neghbor or gram ar plinnag tme
thar there 1 an expectation that 2 hrele more than the origmal
amount will be returned In Greece and Rome smerest €25
charged for the use of surplus or capial, and the same can

fared
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be sud of Western Europe 1n spite of the Church s mrerdic-
tom, for there were many ways around the strict letter of
the law It was always possible to “ fine the debtor for the
delay in paying back the principal and 1t was easy to charge
2 fee for changing money or making change

Along with the development of money and of mterest tak
g there was also o development of msntutions for handling
money and talang wterest—the banks In facr, only through
banks dig THOney attam 1ts greatest usefulness Banks perform
the funcrion of issung money, or promises to pay which
Serve as money, and sometimes they do this m the name of
and with the ultmate responsiblity of a supreme political
3!Ith0r1ty, Itke the state Banks also provide means for keep
1%g money safely, m transferrmg 1t from place to place, and
i acting for debtors m paymng creditors They assemble sav
ings or surplus or capital, whatever one wants to call it, from
3 great varuety of sources both large and small and from these
“ecumulations they make loans to those who can pay nterest
and repay the principal In recent times most of ther loans

ave been to enterprising busmessmen who would use the
sums granted them to produce goods and services So closely
hae mmoney and banking been associated that 1t 15 impossible
to discuss the one without the other

' MONEY AND BANKING IN THE UNITED STATES TO 1913

In the early days of the United States, monetary and bank-
Ing operations were relatively simple The government minted
Somns from metal v hich 1t bought with tax revenues and put
them o circulation by paying s debts to prnvare mdwid-
Bals Banks, for therr part, were created with capital furnished
by persons wieh surplus and they engaged almost exclusively
In commerena] banking, that 1, lending money to merchants
for short terms on the secunty of goods in the process of be-
ng exchanged

the economy developed, however, both money and
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bankang became more complex and performed greatly m
creased and vastly more complicated services Of all of the
changes wlich ook place none was more important than
the development of bank credit Banks had learned from ex-
penience that they could fend much more money than was
represented by thew capital or by sums deposited with them,
because all depositors dd not draw out all thewr money at
once Hence banks began to ssue bank notes, which were
essentnally ther promuses to pay on demand, and thus to
create money, that 1, to extend bank credit

While bank notes were 1 great mmprovement over coms
for malkng payments, they were awkward to handle m large
amounts and there was ain ays the danger of loss. Hence 1t
became the practice for banks, when they made loans, to enter
the amount 1 the deposit account of the borrower and for
the borrower to transfer sums, that 15, to make payments, by
chechs Thus sull another “money” came imte eustence,
which was also a form of bank credit In fact, this type of
money, knewn as bank deposits surpassed bank notes m vol
ume by 1855 and by mud twenteth century comprsed about
five suxehs of the toral amount of money 1n the United States

As the use of money hecame more and more widespread,
as the extension of bank credie played a snore important role
m the cconomy, and as banks were cafled upon to make
long term loans for the g of the basic equip-
ment of the country, mcluding agnculture m the West, views
regarding the money and bankmg policies to be pursued
were sharply dwided o two camps Borrowers, especally
agriculrarists and Ppeople on the frontier, desired cheap money
or mild mflauon so that they would ger more for thewr pro-
duce and could thus more easily pay off thewr debts, while
fenders, notably banking carcles m Eastern ctics dessred “hard
money,” that 5, money which did not lose value, and they
favered conservamne banhing practices

From early 1n the Iustory of the country pohucal parties
took sides over the wssue of banking pohicy Thomas Jefferson
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and the Anti Federalists, and later the Democratc Party, ad-
vocared “cheap money,” while Alexander Hamilton and the
Federalists, and later the Repubhican Party, favored “hard
money ' Because of thys split the character of much of Amer-
tean banking legislanon has depended upon which party has
been 1n power and for what periods of ume

The ssue of “cheap” as opposed to ‘hard” money brovght
up at an early date the question of bank regulation and con-
trol Advocates of cheap money wanted individual states to
have control over banks, for they believed, and correctly so,
that states would approve much more liberal banling prac-
tices than the Federal government For diametrically opposed
teasons, protagomssts of “hard money” favored conerol and
tegulation of banks and banlung by a central, national agency

At first 2 compromise posmon between these two ex-
tremes was attamed Up unul 1836 “hard money” men were
appeased by the existence of a national bank under Federal
charter which engaged i relatwely conservauve banhing
pracuces and which exerted a restramnng mnfluence on the
exuberance of other banks On the other hand, “cheap
maney” circles took satisfaction 1 the fact that most banks
(700 m 1836) were chartered by states and pursued Liberal
credit pohcies

In the elections of 1828 “cheap money” interests, led by
Andrew Jackson, were victorious They refused to fenew the
chatter of the Nanonal Bank (1836) 2nd thus left bankmng
entrely to state charrered mstntions To make credit very
liberal, some states allowed groups to open banks without
Iegslative act or approval, of they met a few mmumum re-
quirements In most states there Was no statutory reserve re-
Quitements and 1n those that had them, the requrements
were low for the ume, being only 15 per cent of the bank
notes and deposits 1n Magsachusefts Under the circumstances
the number of banks increased enormously and great quan-
tities of banl notes were 1ssued where, as one person snd,
“wild cats” were the only customers, thus confirming the
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practice of calling banks that pursued extremely hberal pol
wctes *“wild cat’ banks

The lach of 2 Federally chartered bank and loosely regu
lated state banks contmued untid 1863, Under the stress of
the War of Secession a decision was reached for the Federal
government to reassume some control over banking and
accordmgly the Nanonal Bank Act of 1863 provided that
Federal charters would be granted to those banks which
would meet ceram relauvely conservatne standards and
which would ssue bank notes secured by Federal bonds It
was expected that the bank notes of state banks w ould be
forced out of crculonon and that withour bank notes the
state banks would become more circumspect m ther opers
uons This expectanion was realized, but to prevent 2 reviv al
of “wild cat” operations a prohibitive rax was placed on the
bank notes of state banks m 1865, states began to sghten
thewr control of banks, and state banks themselves adopted
more conservative policies 1 order to get the confidence of
the public so that they could stay in business Duning the
War, unsecured treasury notes, the Greenbachs, had been
sssued to meet 3 financual emergency In 1866 there wete
$325,000,000 of greenbacks, or half the county’s toral eur
rency Somewhat near that amount was left 1 arculatiosn.

In spite of the fact thar the National Bank Act of 1863
resulted m more cautions b:mkmg practices, Srous pmblemi
contnued to exist and new ones arose as the cconomy de
veloped further along the road of capnahsm One of the
most troublesome of these mereasingly wnportant 1S8Ucs was
snelasucuty 1 the supply of money The amount of treasuty
notes {called also Uruted States notes, or Greenbacks) was
fixed by law, the amount of nanonal bank notes was hmlifd
by the amount of Federal securines which could be held in
reserve, and the amount of siver dollars and siher ceruficates
was determined by the government’s program of purchasmg
silver
Many were those who advocated a fluctusting volume of
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money They argued that seasonal vanations 1n the volume
of business required changes mn the total amount of money
m cireulation and that a fall 1n the price level which meant
4 restriction of busmess activiry, ought to be counteracted
by an mcrease m the supply of money They pomnted to the
fact that there was a secular downward trend 1n prices (1t
lasted from 1872 to 1896), and that the amount of gold which
was being mined was not adequate to provide the necessary
evtension in the volume of money They launched an atrack
upon the gold standard, which had been adopted mn 1873
when the free comage of silver was repealed and which was
mamntaned on a de facto bawis by paymng out gold when
specie was required In fact, the great Democratic orator,
Willam Jennngs Bryan n his campaign for the presidency
in 1896, made monetary policy the mamn 1ssue He advocated
the free comnage of silver m order to effect a rise 1n the price
Tevel Tt was 1n this manner that Bryan beheved mankmg
would be saved from bemng “crucified upon a cross of gold
Proponents of cheap money succeeded mn getung some
silver comed 1878 and 18go, but therr worst fears were
' .

queted 1n 1© < 1 . ek ..‘...m;
became che
new proda

Inventon of the cyanide method of l:ecovcry of gorlxgm;ﬂg
money supply was further mereased by a great expa

ank 3,"0“}?))',),!11:1( 15, the amount of credit extended by banks
m relation to their reserves And finally prices had gone so
low thae people began to expect an upward trend and began
o bu

In pr(: of the price nse, however, the necessity for mgrc

cubiliy 1n the supply of money to meet the ::h:x-ng;ng_rht:~
mands of the business community contnued to be felt e
chief difficulty with the cusung system was that n; nxgcs
Currency and bank credit were carelessly extended far be-
yond the needs of the economy and were at other tmes
@ recMessly restricted Under the former condmons loans
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were made that could not be paid, and under the latter, funda
mentally sound businesses were forced to close thewr doors
If people began to withdraw thewr funds en mmasse from 3
geven bank, that bank could not turn to other banks for as
sistance, or if a run on banks was general, banks counld not
meet their obligations because they could not hqudate their
fong-term loans

The situation was further complicated by the “mdependent
Treasury system * As ongmally created m 1846, government
funds were to be Lept m government vaslts and not it
banks This prerple was given up at the tne of the Civil
War and government funds were deposited with banks But
these funds were moved m and out of banks rrespecuve of
the condinion of credit 1 the country A large withdrawal
resubted i a sudden restriction of credar, a large deposit per
mutted a sudden expansion

1 THE FEDERAL RESERVE SYSTEM SINCE 1913

Toward the end of the nineteenth century, weshnesses 11
the money and banking system of the country were not only
2 pohucal wssue but also the object of mtensive study by
econamists, bankers and statesmen  Gradually specnhists
came to recogmze that three mam reforms needed to be ef-
fected First and most smporrant of al, the country thmrcd
an organszation 1o perform central banking functions, that 55
an agency that could controf credit and also one that could
ereate credit when demands on banhs became extravagant
1t required, what most European countries already had, 2
bank that would serve “as 2 fire prevention agency, 35 @ fire
engine o exunguish any conflagration that broke out and 23
a mver to supply the needed exunguisher’ A central bank
mdeed, a lender of st resort from money which & cafl
create

Secondly, the country needed a more elasuc currency 50
that the velume of money 1 circulation w ounld be more re-
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sponsve to public demand What was proposed here was the
issutng of bank notes secured not only by precious metals but
also by collateral such as promussory notes, drafts, bills of
exchange, and acceptances, provided by the business com-
munty It was thought that the volume of this kind of
commercial paper increased and decreased in direct correla-
tion with the volume of business and hence would form a
base for the 1sswng of necessary amounts of currency

The realization of these reforms was made possible by an
act of 1913 that brought the Federal Reserve System mto be-
mg According to the terms of this law the country was
dvided mto twelve Federal Resesve districts wath a Federal
Reserve Bank m each ‘The capiral for these mstitutions was
supplied by natonal banks, henceforth known as “member
banks” wiich were required to buy stock 1 the Reserve
Bank up to 6 per cent of their own paid-in capial and sur-
plus (State banks were permitted to buy capial issues of
Fﬂ)ieral Reserve Banks, but they were not required to do
50

The Federal Reserve Banks wete to act as a central bank
They were to do busmess only with banks, mahing loans to
them and recewmg deposits from them Furthermore, they
were gwen a monopoly of the sssung of banh notes (the
Weasury continued to ssue treasury notes backed roo per
cent by gold), were to rediscount commercsal paper, and
facilitate the transfer of funds from one district to another
as the business commumity of one distoict called for unusual
amounts of currency or credit

At the top of the Federal Reserve System there was placed
3 Board of Governors with offices 1n Washington Its mem-
bers were named by the President and appointed by the Sen-
ate, but 1t w as not actually a goternment agency, for 1ts funds
came from assessments on Federal Reserve Baoks rather than
from appropranons by Congress In theory, 1t was nde-
pendent of the Treasury and could oppose Treasury and
Presidentsal policy, although in actughry 1t was 0 have great
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difficulty m domng so Its purpose was to determine general
credie policies far banks to follow m the mterest of the toral
ccanomy and to facibwate relations among Federal Resesve
Banks

It shonld be noted thae Federal Reserve Banks may pay to
member banks dvidends equal to 6 per cent of its capstal Be-
yond this diidend, 10 per cent of ner earnings go nto 2 sar-
plus fund Al remamimg aet earnmgs are pasd to the Unied
States government as 3 franchise tax The Federal Reserve
Banks are thus not profir making wnstirutions, but operate
n the public mterest

In the monetary and bankung system that thus came mto
besng, the Federal Reserve Banks could actually crease cut-
rency and bank deposits Inasmuch as they could wsue banh
n0tes up 10 2 grven percentage of commercal paper and gold
or gold certificates held, they could mssue more bank notes
by mwcreasing therr holdings of this paper by rediscounting
more bberally or by lowermg the rediscount race and by en-
larging thewr haldings of gold. As segards the creatton of de
postts, the Federal Resenve Banks could extend a very great
amount of credit because of the large sums held for member
banks, some of which could rat be withdrawn In fact, the
law required that member banls heep thewr legal resenves
with Tederal Reserve Banks So great did the power 0
create credic become that 2 one dollar merease n Federal
Reserve reseries could proude seven dollars of credie
chrougheut the entsre banhmng structuse

The Federal Reserve Systems worked wich g far degree
of success until the depression of the 1930's, although polis
cal vather than cconomic considerations were thoughe to have
played a too large role m some decisons and changes 1t the
rediscount rate did not have as much effect upon borrowng
as had been expected Under the pressure of the busmess
enss of 1932, however, the System underw enc certan modr-
ficavons In the first place, not enough commercial paper
was bemg presented for rediscount to allow the Danks 0
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issu¢ 2 volume of notes large entough to meet the needs of
business Accordingly a change was made 1n the law to per-
mit the Reserve Banks to 1ssue notes with government secu
nines as part of the reserve (Glass-Steagall Ace of Feb 27,
1932) This Act, regarded as temporary, but extended sev
eral tmes, was a revolutionary altesanon m the monetary
system and opened the way for extensive nflation based on
government debt

Another change was the estension of “open market opera-
tions,” that 13, the purchase by Federal Reserve Banks of gov-
ernment securines m the open marker This practice had been
ndulged 1 dunng 1921 and 1922 when the earmng assets
of the Reserve Banks 1n the form of discounts were declin
ng From thus experience 1t became clear that as the Reserve
Banks increased thetr holdings of government securities, ther
discounting of bulls went up and credit was expanded, and
on the contrary when they sold government bonds, credit
tended to be restricted Hence open marker operations be
campe a standard practice by which the Board of Governors
tried to control credic

The most mportant change, however, in gving the Federal
Resetve Board more control over the credic policies of the
country was to allow 1t (1933) to alter the reserve require-
ments of banks Ry increasing the amount of reserves, credit
% restricted, by reducing reserve requirerments, credit 15 &%~
tended This was the ultynate step 1 providing flevibihiry
of currency and credit for the Urted States It was hoped
that a judictous use of this power W ould mingate the worst
excesses of business fluctuations

In this connection mention should be made of the fact that
2ls0 1 1933 mattmum mtesest rates on tme and savings de-
Posits became subject to the control of the Board Also m
1934, the Board was gwen control of margn requiremnents—
that 15, the percentage of the amount necessary for dhe par-
chase of securiies, which a broher may advance 10 3 chent.
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And 1t was instrumental 10 having National bank nores re
ured, August 1, 1935

Fally attention should be called ro the fact that on Jan
uary 30, £934, gald was revalued 1 order to rase prices and
to bring exchange sates mto line with the recently devalved
Furopean currencies The price of gold was changed from
$20 67 a fine ounce to $35 0o

Whac paltetes the Board actually pursues depends upon a
variety of factors, but snasmuch as 1t takes action for the ex
press purpose of effecting busness actwity m the future,
much of what st docs depends on what it thinks the furure
will be and what will be economucally good for people i that
future Thus Board action 15 determined to a considersble
degree by the forecasung ability of the research staffs of the
Board and the Banks and by the social and economie views of
members of the Board

What Board members may thmk desirable may not con
form to the 1deas of the Treasury or even of Congress Thus
after World War Il the Board of Governors generally fa
vored a hugh rediscount rate i order to rase interest 1ates
and curb mflationary tendencies, while the Treasury tended
to favor low nterest rates, because of the large amount of
US bonds ourstanding and of 1ts fear of depresston Over
this wssue the Treasnry's view prevaled but the Board
exerted, nevertheless, 2 restramng mfluence financial
matters

IV THE EVOLUTION OF AMERICAN BANAING

The Federal Reserve System was a great boon to the banh
mg nsututions of the country and clearly aded them m
thetr fundamental task of amassing the savngs of ssds iduals
and of makung loans to those who wounld expand producnien,
and 1t facidieated the develoy and of the mone
tary, or caputalst, organization of the American ccopomy
Some 1dea of how grear this expansion was and the role
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played by banks m 1t can be gathered from the fact that i
1865 there were 1,643 banks m the country with total assets
of $1,367 muthons, while n 1948 there were 14,735 banks
(there had been over 30,000 m 1920) with total assets of
176 billions Here was an mcrease that vastly exceeded
growth 1n navonal ncorme
€ two major types of stitutions in this development
were commercal banks and investment banks The former
made short-term Joans, usually secured by goods, or dis-
counted commercial bills and notes, while the latter made
loag term loans to mdustry or bought blocks of industral
Securities Both kinds of banks played an mmportant role 1
the Amerycan economy, commercial banks, like the Corn Ex-
change Bank and Truse Company, helping to finance the
Moving of erops to market and the mamtenance of mven-
torses, and wnvestment banks, like Morgan’s, furmshing cap-
nal in buddmg and consohdating railroads and 1n expanding
grear mdustries hike steel
In the course of tume there was a tendency for banhs to
become less specialized 1n the land of busmess which they
d, that 15, ta engage 1 what came to be known as * mxed
banlung* Thas the commercial banks 1 addition to raling
deposits, allowmg the writing of checks, and financing com-
merenl transactions, began mstalling savings departments and
making long-term investments, sometimes creating subsid-
taries for the purpose Investment banhs, for their part, began
£ act a5 trustees for their clients and to render commercial
b:mlung services And savings banks, the other mamn cate-
8oty of banks, not only continued the taking of savings for
which an interest was pad, but many of them except the
nutuals tool, deposits agamnst which checks might be writ-
ten, discounted notes, made short-term loans agamst goods,
20d continucd to lend on mortgage
ereas a d n banlung specualization has r
3 charactersstic of modern bankimng, another trend st i, par-
teularly 1n the 1930%s, which has altered the tradimonal types

q
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of banking msttuteons this was the relatve dechne i mvest
ment banking In the depression which followed the stock
market crash of 1929 long term credits were frozen with
such a solidiy rthat 1t did not seem possible ever to thaw
them out As 2 consequence people became so afrad of long
term commuments that the government forced commercial
banks to diest themselves of their savestment sabsidianes and
mvestment banks became foathe to take on new ebhgauons
Into the mvestment bankwng field thus lfeft pardy sacant
stepped the government and, as we shall see shortly, took
over much of the business that seemed nisky and at the sane
ume socully desirable

Sull another development which was of great mportance
m altening the character of banking was the org of
banks as stock compantes rather than conunming many 25
partnershups or single ownershups Not only was this 1 line
with the general trend of business orgamzauon, for ncor
potation allowed a dispersing of holdings which smeant in
turn a diversification of risk, but also st allowed the benefi
of houted habihty Privately owned banks which had been
free from cvaminanon, were afrer 1933 not allowed to
ceve deposis unless they submitted to state or Federal super
vision, and bewng thus deprned of thew most chenshed
privilege, they hastened to incorporate or went out of bust
ness

Finally among the changes m banking, there was a great
evtension of Federal as opposed to seate control of banks
By 1939 nearly go per cent of all banks fell under the watch
ful eye of the Federal government and by the same date the
Federal Reserve System had draw n under its protectne wings
7z per cent of all bank deposis Abso there was a tren
toward the establshment of cham and branch banks df
though 1n this respect there was now here near the same de-
gree of devclopment m the Urted States as i Westerst
Lurope Then after a considerable tncrease m the control of
busmesses by leading banks, a reacnion set 1 after 1933 and
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banks began to withdraw from the actual management of
gwen concerns Lastly, there were interestng shufts m the
3s5ets of commereal banks After the Crvil War their bust
1ess was about equally divided among loans to individaal
concerns, holdings of government and other securities, and
cash or bafaices with other banks, but 1n the 1920’ the pre-
ponderance of their assets stufted to loans and then after
World War 11 o government and other securities

v GOVERNMENT BANRING INSTITUTIONS

Extensive gs private bankmg services in the United Srates
were, they came to be supplemented on 2 large scale bv gov
cmment nstirutions In fact, m 1938 there were $7 8 billions
of ousstanding obliganons of government corporations and
agencies compared with $30 tillions of loans and mvestments
of all member banks of the Federal Reserve System

e establishment of government lending agencies began
N World War I with the founding of the War Finance
Corporation, which with funds appropriated by Congress,
Made “war sk loans to industry m order to merease the
production of war materiel This mstitution, which inciden-
tally wag hept alve 1n the 1920's to make long term loans
to aguculture, became the prototype of other government
istitutions ereated to make loans m which a large nisk was
mvolved o to make polically desirable long term invest-
ments Thus Federal Land Banks were created i 1917 to
make loans to agriculrure at rates lower than those then pre-
‘aling, Federal Intermediate Credir Banks were set up m
1923 for mtermeduate loans of from two to five years, and
the Federal Farm Mortgage Corporation was established 1n
1934 for mortgage loans Ultimately all of thesc agencies and
Indeed many more were brought together under the Tarm
Gredit Admunsseration Under the Department of Agncal.
ture were also the following lending agencies Rural Lieetn-
ficanon  Adpunsseration, Commodity  Credie Corporation,
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Farmers’ Home Corporation, and the Federal Crop Insur
ance Corporation

Then under the stress of the depression of the 1930's the
Reconstruction Finance Corporation came into bemg (1932)
for the purpose of making Federal funds avatlable to banks
on any kind of secunty, mcluding that unauthorized for
loans by the Federal Reserve Banks, m order to prevent
them from going to the wall Soon 1t extended 1ts actwity to
direct loans to mndustry m order to prevent bankruptcies,
during World War II 1t helped to finance those businesses
which had to expand plant rapidly for War production, and
since the War, although under much enticism for apparent
favonitism, 1t has made loans to industries that seemed socually
and economcally worthy of support Some 1dea of the scope
of 1ts operations can be gathered from the fact that on De-
cember 31, 1949 1t had loans outstanding of $1,873,865 000

The depression of the 1930’s brought many more Federal
financial bodies mto existence In the first place there was the
Federal Deposit Insurance Corporation, created 1n June 1933
which msured the deposits of mdiduals up to $5000, M
which all Federal Reserve member banks had to msure therr
depostts, and of which state banks mught also make use
There was the Federal Home Lozn Bank Board, establshed
i 1932, for extendng loans for housng There were the
Cxport Import Bank, founded 1n 1934, to make Joans to un-
porters and exporters, the United States Mantume Commss-
sion, established 1 1936 for ship buwilding, the Veterans
Admmistration and the Government Life Insurance Com
pany for Veterans, the Postal Savings System, established 1
1910 bur expanded mn the early thirues, and even others of
a temporary character or of mnor importance The gover-
ment had clearly commutted wself to the making of long
term, equipment loans, whether or not 1t Jost money 11 the
process
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VI NON-GOVFRNMENTAL CREDIT AND SAVINGS INSTITUTIONS
OTHER THAN BANKES

In addinon to banks and government lendng agencies
there are sull other mstitntions which perform services ahin
to those of banking The most mportant of these bodies are
bulding and loan associations, sales finance comparues, per
sonal finance compantes, credit unions, stock-exchange brok
ex, and wsurance compames The relauve importance of
these lending agencies can be seen from the volume of their
loans 1 the followsng table

Loans Outstanding

Type of Institution 1n Mihons of Dollars
(1039)

Bulding and loans assocravons 2800
Sales finance companies 980
Personal finance compartes 30
Credit ymions 150
Bankers and dealers 1n secunties yoo
Members of New York Exchange
Insurance comparues (loans) 8,000

urince companies (securities) 15,500

Buidding and loan associations, first created m 1831, de-
veloped to the depression of the 1930's and then contracted,
being, n pare, replaced by government agencies Sales finance
Companies came 1nto bemg 1 the twentieth century to Pclr-
it purchasers to pay for automobiles and houschold apphi-
ances on tme Personal finance companies, also of recent
date, went into the busimess of makng small loans to mdi-
w1duals withour colfareral at high rates of snterest Ang Credit
Urians, owned cooperatively by persons having common
business or fraternal mterests, were created for the purpose
of malung loans to their members

e most important of all credic mstirutions other !hin
banks are, how ever, brokers and snsurance €ompapics Brok-
ers perform the function of marketing securities that corpo-
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rauons tssue 1 order to get more capital and m addition they
help their customers to finance the purchase of secunmes by
requnng the down payment of only a part of the total prce
and by supplymg the rest themselves (buymg on margin)
Finally they hold funds for their chents, the so called free
balances, which at the end of 1939 amounted 1o $265 millron
and which they use 1n thewr own operatsons

I pantes, and especually Lfe msurance com
panies, handle vast amounts of capital From ther numerots
policy holders they recewve premum payments that constitute
very huge sums and then they mvest these moneys wm order
to have the means of paying claims agamst them On long
teIm nsurance contracts, as for example the msurance of 2
person for hfe, reserves have to be substantial For the most
part nsurance compantes have placed their reserves m mort
gages government secunties, and sn corporate bonds and
prefested stock Lastly, they do a large business mahg
loans to policy holders and hence perform a service anal
ogous ta that of savings banks

VIL PRICES IN THE UNITED STATES

As the role of money 1n the exchange of goods, m effect
tag savings, and 1 making mvestments became eves mor
mportant, more attention was gwen to the question of P“CCs(
In general it may be sad thar price levels m all parts
Western enilizanon remained relam ely stable domng e
mineteenth centary, or more precsely from the Nﬂ?"‘“’“‘ﬁ
pertod o World War I Indeed they fluctuared within sug
narrow limits compared with the pertods immediately prece .
g 1800 and following 1914, that people began to thun
of relanvely stable prices as bemg normal rarher thon 38 21:
toncally somewhat exceptional They faled 1o remember
that one of the chamcrensucs of all economies with money
has beer thac over long periods of nme money loses valvs
that 15, prices 1 teems of money go up
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one hand, and the supply of goods on the other This “quan
uty theory of prices” has been the object of much enncism
and 15 mamifestly scorrect, espectally m the short ran It
a histonseal fact that 1 Amenca from 1869 to 1gso there
was no close correlation between the volume of money and
prices

It appears that 1n the short run at least prices have de-
pended 1 large part upon people’s motves, plans, and ex-
pectations If higher prices have been expected, there has
been an earnest bidding up of prices, or 1f lower prices have
been expeeted, people have stopped buying or reduced their
purchases until prices went down

Prices have also been condittoned by the number of sellers
and the number of buyers and thewr motives, plans, and e
pectations Thus 1f someone with a monopoly over a certait
product has planned greatly to mcrease his output, he has
frequently reduced price 1 order to have his increased vol-
ume absorbed Or if someone has been the sole buyer of 2
product, that 15, has a position of monopsony, like the go-
ernment 1n the purchase of tanks, he has brought prices down
by stopping his purchases Also many prices have been con
trolled by custom, Iike telephone pay stations and have not
easily changed because of a fear that people would react uii-
favorably agamst another amount Others have been fixe
for the future by contract or by law, like household rents,
and costs have been partly adjusted to these prices

In short, prices are determined by a great comp 0
forces In price analyss, one 15 well advised to study people’s
spending 1n relation to therr recetpts and cash balances, for
here 1s where they express their expecrations If they SP“‘d
a large proporuon of their receipts or cash balances for goods
1n shore supply, prices for those goods tend to go up, o
may carry prices for other things upward m such a fashion
that prices generally ateain a hugher price level The quantity
and velocity of crrculation of moncy should not, how evers be
ignored Inasmuch as pnces mdicate a relaionship bevween

lex of



MONEY AND BANKING 125

goods and money both of these thmgs evert an mfluence m
the determunation of how much of one must be gwen for
the other An increase mn the volume of money may change
People’s expectanions and great changes mn the supply of
money do 1 the long run affect price levels

On two occastons serious attempts have been made to
adopt public pohicies which would affect prices The first
%351 1933 when gold was no longer pad out at the old
tate for the dollar m the hopes that prices would go up
The second and much more mmportant was during World
War If when both price control and rationing were used as
part of an effort to keep prices from soaring The former
effort had hierle effect on the price level, at least not 1mme-
duately, but the latcer can be sad to have had 2 large measure
of success

From the ssumng of the General Maximum Price Regula
tonn Aprd, 1942, when the highest prices permutted were
those of March, 1942, to the end of the War, prices went up
only from an mdex of 988 to 1058 Part of thss success
came, however, from the fact that the supply of cnihan
goods wag greater during the War than before 1t and from
controls to restrict the diversion of recetpts mto purchases,
such as the abolition of wstallment selling and the selling of
War ponds Some of the factors leading to a price rise were
only delayed, for prices did, n fact, go up after the relaxa-
ton of controls By then, however, the danger of rapid -
flation had been ay orded

In spite of these efforts at stabrhzmg prices or, to put it
another way, gt regulating the value of the dollar, there \v:\'?
™My sins which indicate a long run dechne 1 the value of
meney The economy operates better when prices ::lre go-
18 up, 50 there 15 a tendency for both statesmen and busi-
Pesmen to lean m favor of at least muldly mflationary
Pobcies Both indviduals and busmesses which go mnto debr
Want cheaper money, that 15, nsing prices, for then it 1s easier

or them to meet their obligations And the govcrnment, as
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1t assumes ever greater responsibility for the welfare of s
members, tends to spend beyond 1ts means or to evtend
credit m order to have greater prospenty~polictes which
tend toward pushing prices upward

The effect which these tendencies have on economic
growth and the attainment of higher levels of civalization
are extremely complex Presumably that force wirhun money
which induces higher prices contributes to economic % ell
bemng per capita by producing economic expansion but i1t
makes savings i the form of money more risky for the ndt
vidual Perhaps some new measure of value will have to be
developed for savings and money restricted to bemng smply
2 medwm of exchange At all events savings and mvest
ments m some form are essental to economic growth and to
cnvibization
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POPULATION, LABOR FORCE,
AND THE LABOR MOVEMENT

1 POPULATION AND ECONOMIC PROGRESS

For over a century now economsts have taught that
the factors of productton are land, labor, and capital By
land they have meant all those things which come from the
earth and ar—all what we have been calling natural resources
By capreal they have meant, as we saw 1n the last chapter, a
surplus 11 the form of buildings, machines, money or other
forms of wealth which could be used for the production of
more goods By labor they have meant men who are able
a0d willing to work and who have knowledge of and skills
1 methods of producing goods and services

s far 1 our search for the mamn factors of economic
Progress and in our efforts to determmne their respectrie stra
tegIc mportance m economic growth, we have treated all
of these aspects of land, labor, and capital except business
Organization and managerial ability, to which the next chap
ter will be devoted, and labor, to which we direct our atten
ton m the present chapter

The term labor here mvolves not only worhers, ther
trainmng, therr shalls, their willingness to work, and their
shanng 1n the benefits of production, but also the relation-
ship of their numbers to natural resources and productve
¢quipment In general, expenience has shown that where
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worhers are few 1n relation to resources, economic progress
has been especially rapid, for under these conditions 1t 1
easier to create surpluses and hence to have greater capital
formation, with more capital formaton productive equip
ment per worker 15 more likely to be extenswe, and great
productive equipment per worker 15 conducive to specializa-
tion n production and to a division of labor Thus econo-
mists of a hundred years ago were nght i prophesying
greater economic growth i Amenca than mn China, for m
the latter country population pressed so hard on natural re-
sources and people had such a hard ume even to get enough
nice to fill their bowls that savings were pracucally out of
the question

Yet even though a small number of worlkers in relauon to
natural resources 1s a condiion of economic progress, the
number obviously must not be too small A handful of people
wandening around i 2 great contment, like the Induans
North America before the advent of the white man, mahes
no sense economcally Hence the problem m the United
States was for a long tme to ger more people-a problem
which was solved most successfully From about 4,000 000
PErsons i tygo, or less than half the population of present-
day New York city, the number of mhabstants increased to
somewhat over 150,000,000 1 1950 And even though the
rate of growth has fallen very markedly (see table 22), the
population continues to grow faster than that of the other
major countries of Western culture

America’s very rapid growth in population not only pro
vided the country with worhers but also with an extensiie
marhet Demands of this market for goods encouraged peo-
ple with capieal to make mvestments in equipment for the
production of more goods, and these investments tended t0
reduce costs of productson and distribution Thus, as has al
ready been remarked, the capialist system—as well as af
other systems—worhs best when it 15 expanding, and the
growth of population made 1t expand with a vengeance
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The rapid growth of Amenca’s population was to be ac-
counted for by a high rate of natural increase (excess of
burths over deaths) and by an extraordmary mmigraton—
one of the greatest movements of populanion m all history
And when the birth rate began to fall, the declme was more
than offset by a decline 1n the death rate Thus although the
burth rate went down from z per 1000 persons 1 population
1 1915 to 16 7 1n 1936, the expecration of life at birth
creased from some forty years n the muddle of the mneteenth
Century (1t was probably between 25 and 3o years at the
beglﬂmng of the mneteenth century, which was what 1t was
n Rome m the first century Ap) to 644 years for whie
males and 69 5 for white females 1n 1945, which were the
highest rates m the world The number of immigrants rase
from a quarter of a mullion a year mn 1865 to over a million
1 year in rg1o0 High wages and employment opportumities
drew Chinese to California after the gold rush m 1849 to
perform a myniad of tasks for which the busy muners had
10 time and less taste, attracted Germans and Scandinavians
to the Midwest from the nuddle of the century onward,
and brought 1n Iralians, Poles, Austro-Hungarsans, and Rus-
sians, especyally after 1890 (See table 23 )

So many immigrants flocked to the United States that
Amencan Tabor became disturbed at the compention which
the new comers were providing and sought protection by ex-
clusion [aws Racists and natonalists happily supported these
efforts for fear of a deteroration of “Amencan stock” by
“non nordie” peoples and by a smothering of Amencan ideals
by mmported 1deologies Accordingly the Chinese were ex-
cluded 1m 1882, the Japanese by a treaty of 1907 agreed to
1s5ue 1o more passports to laborers comung to the United
States, and quotas, hmting the annual smmgravon from any
country of the Qld World to 3 per cent of the number of
natne-born mhabrants n the United States 1 1910, were
established 1n 1921 m order to reduce the total number of
immgrants and especially the number coming from Eastern
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and Southern Lurope ‘These restrictions have been mam
tamed up to the present with only munor changes except
that ;m 1927 an annual maximum of x50 boo IMMUGTInts Was
added and duning World War 11 and wnmedracely theresfrer
laws were altered to permyt the enery of over 300 000 War
refugees and victums of rebigrons and pohtical persecution
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Along with these restrictions on immugration more ateen
1100 %35 given the question of an optimum papulaton This
subject was largely lost sight of 1 Amenica from the last
quarter of the nmercenth century 5o the sesere depression of
the 1930%, far opportumties for economic ¢¥pansion Were 0
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nurerous that overpopulation was not a greac threar Yet1t
did not require a hugh degree of perspicacity or very large
caltber hrams 1o realize that population cannot ga on wcreas
mg mdefinrely without there bemg too many peaple 1 1
lation to avalable sesources and rechmgues of productian t0
allow the mamtenance of exstng levels of output of goods
and secvices per caprea of the population Nor did 1 necesst
tate deep powers of thought and reflection to come €0 the
conclusion that public policy should not and could vt be
commutted to the creatson of an unhmired number of human
beings hving 1 msery and that on the conwary ¥ should
be dedicated to the proposition that population be himgred 1
s to a number that could enjoy 2 gh standard of lwing
and consequently have a lugh level of cwihzation On ac
caunt of these consideratons economists came to advocate
2 population which wn relation to resources has an ever greates
degree of economic well being Thus 1t came 10 be sad that
when 2 population has m the fong run an ever falling sopply
of goods and services per capia, 1t 15 PO Jonger of optimum
size.

Thus far m the tustory of the Unied States papulation
has not reached 2 pomt where it exceeds this obvicus opts
mum Yet mn the race berween population and the producnot
of goods and services there 15 always the possibiliy that the
former will outstrrp the latter Social scientists are £yer more
conscious of this danger and stress the umpoctance of avord
mg i Many of them have indecd made sigwificant studues of
other checks than war and disease on popuiauon grow ch an
have come to the conclusion that thie most wmportant curh m
Western culture 15 the destse of indwiduals for 2 hgh lesel
of well being and 2 high degrec of civilizauon

1 COMPOSITION QF THL POPULATION

The sheer sze of population m relation to sesources and
productie techmques 15 only one aspeet, howeler of the
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question of people and economic progress To be effective
econorucally the population must be willing to work and
must have a large proportion in the age groups that can
work In these respects immgration played an important
role 1n Amerean economuc history, for most of those who
came to Amenca sought to mmprove thewr economic situa-
tion and were ready to sweat to reahze their dreams, and
most of them were of working age, for otherwie they
would not have adventured abroad Furthermore, so many
immugrants came 10 that they made a real difference i the
composiion of the populanon In 1860 11 per cent of the
populanion was of foreign ongn, 10 1920 1t Was 14 5 per cent,
and 1n 1940 the percentage was 97 At the latter date there
were, however, 2 large number of Puerto Ricans who had
come from the sslands to the mamland and there were a cer-
tam number of Meucans who had come mto the country
tlegally Incidentally wmmigration had the effect of reducing
the proportion of Negroes 1 the population, thei percentage
to the total falling from 23 per cent m 1800 to 10 per cent
m 1940
M Finally, these people reheved the United States of the
costs of reanng” a large percentage of its worhing force,
this charge falling on the countnies whence the immgrants
Came
Undoubtcd]y the most important changes m the compost
tion of the population from an economic point of view had
to do with alterations 1n the relatie size of vanous age groups
Among other changes of nterest was the shuft i the propor-
tion of females to males In the census of 1950 females out-
numbered males for the first nme There were then 100
females for every 68 1 males, while 1 1850 there had been
100 females to every 1043 males
There was a marked dechine 1n the proporuient of depend-
ent young and an ncrease in the proportion of those over
65 indeed, the rauo of children under 18 years of age to
every 100 at ages 20 to 64 wascutin half, from 107 1n 1850
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to 54 1n 1950, while the ratio of persons over 65 to each 100
of those at ages 20 to 64 increased from 6 in 1850 to 13 in
1950 Similarly, i 1850, 41.5 per cent of the total population
was under 15 years of age and 4.1 per cent was over 60,
while in 1950 27.1 per cent was under 15 years and 121
per cent was over 6o

Ratio, PopULATION AT AGES UNDER 18 AND 65 AND OVER (AcEs oF De-
PENDENCY) PER 100 PERSONS AT AGES 20-64, UNITED STATES, 1850-1950
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It 15 obvious from these data that more recently the econ-
omy has been called upon to sustain fewer dependents than 1t
did a century ago and has thereby effected important sav-
ings Also 1t 15 clear that the labor force is composed of oldef
persons and therefore has more shill and experience bur less
speed and brawn Whether or not this is a gain or a Joss IS;
mice question Presumably greater experience and shall shoul
result in fewer mistahes being made, but this advantage may
possibly be offset by an unwillingness on the part of older
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persons to adopt new and better methods of production and
their mability to mamtam the pace required n assembly hne
production For maximum utihzanon of the older aged labor
force, more attention has had to be given to the use of ma
chmes for heavy and rapid operations, the employment of
older persons as overseers and mn skilled trades, and the em
ployment of young persons, n Light but fast work Some
comparues prefer marnageable women 1n the latter work on
the theory that they wll leave the labor force before they
slow up

The wereasmg age of the population has also an effect
upon the problem of savings and investment Traditionally,
young members of the labor force have effected the greatest
savings, 50 1f their number decreases, savings will probably
decline By the same token, older persons demand more con-
sumers’ goods, so with an mncrease i their number the pro-
portion of consumers’ goods to producers’ goods 15 lihely
to go up

Fially, note should be taken of the fact that the chang-
g composition of the population has altered the economic
role of the famly In the first place, the Amencan famly
has declined 1n size from an average of 5 50 1n 1850 to 377
n 1950, and, in the second place, 1t 15 less stable than 1t
used to be, the divorce rate (number of dinorces per 1000
Population) having increased from o 3 1n 1867 to 1 3 1 1932,
and to 3 5 1n 1945 The marnage rate was 9 6 1 1867, 79 10
1932, and 12 1 1n 1945 Finally, the typical modern famuly
does not work together 1n a common economic enterprise, as
1t did m rural Amenca, the family has little resources to meet
misfortune or to support aged dependents, and the father
lndustr} does not usually teach his trade to hus sons

I THE LABOR FORCE

With the growth of population and with changes mn the
composition of that population, the labor force has drasti-
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cally altered  Along with population 1t grew m size and 1
average age But what was parucularly sygmficant xt be
came much more flexsble as to size In the firsst place mereas
mg opportumties for the employment of women made
avatlable a large reservowr of sems employed or under
employed persons who could move 1mto or out of the labor
force as cwcumstances permutted Yer although the percent
age of women 35 years of age or over in employment m
creased from 16 per cent m 1890 to 296 10 1049 the total
percentage of the population m employment did not mcreast
because of two other reservors which were being formed by
groups leaving the labor force The first of these was com
posed of persons under 18 who were flocking vo schools and
the second of those over 6o who reured The extent of the
fleaibilty m size thus given to the labor force can be s
trated from World War Il expenience In 1940 only 522
per cent of the populanion over 14 years of age was m the
habor force or anmed semvaces while m 1944 63 per ceat of
it was m employment or the armed forces (see table 24}

Another important change which has tahen place s the
fabor force has been as was powted our sn chapter | an
alteration 1 occupational distrbunion There has been 8
marhed dimunution m the percentage of those engaged W
agricufture a farge merease i the propertion of those m i1
dustry and some growth n the percentage of those €n
gaged in services parncularly 1 government “Thus there has
been a shuft voward those occupstions where the greatest
output per umt of mput can be acheved and hence @1
portant progress has been made toward maxumzing the ef
ficiency of the Iabor force As has already been ndicated
natsonal ncome per eapita of the population incressed fise
umes from 1870 to 1950 and was at the Iatter dare ovef
three ames that reabzed 1 France

1Vith the increase 1 production per capica condizons of
lsbor also improved As can be seen 1 table 25 hours worhed
per week 1 non sgriculoural 0CCUPAtIons were reduced from
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66 1n 1860 to 43 4 1n 1945 and the mdex of money wages
went up from 53 to 350 between the same years, while prices
between 1865 and 1945 actually showed a dechne Real
wages, that 15, what the worker could actually buy with the
money wages which he receved, were therefore greatly aug-
mented From only 1913 to the relatvely poor year of 1934
the advance m real ‘wages Was 42 per cent, and a comparison
of real wages m varous important cities m 1924 showed
that the worker 1 Philadelphia got T 1on which was
at least 2 half higher than that of the worker i London and
over twice that of the worker 1 Pans Clearly the poor were
not getting poorer, as Karl Marx had prophesied that they
would They were getng decrdedly richer They were get-
tng healthier food, better santation, and 1n general more of
the comfarts of hfe which permutted them to have the Jessure
necessary for achieving a higher level of civilization

The heaviest cross w hich Jabor had to bear was protracted
unemployment, for most workers were directly and almost
currently dependent on their wages for the food which they
ate, the clothmg which they wore, and the roof under which
they slept Sometimes unemployment resulted from techno-
logcal changes, such as that of the horseshoeng blachsmith
when the automobile, truck, and tractor began to perform
the traction funcrion, or such as the local railor when clothes
came to be manufactured 1n facrories Sometimes workers
were lad off when there were breahdowns m machunery or
1 arrangements for the amassing of supplies for the manufac-
ture of some product, like the automobile, where many parts
were required for the final product And sometimes, which
was the worst of all, workers became unemploy ed when an
economee depression set 1

Amencan labor has been able to avoid the worst conse-
quences of technological unemployment by seching employ-
ment opportunities elsew here swithin the country For a long
time young men 1 the East, who did not show signs of mak-
ng good, were advised to go West to seck ther fortunes
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And many of them took the advice Then there were athers
who moted from South to North, and still moze who went
from rural to urban areas From 1870 to the present about 2
quarter of the matwe population has hved m states other
than those of birth (sec table 26)

Furthermore, rafroads and later the automobile and the
truck made changes m the “location’ of the labor force rels
usely casy In 1goo radroads, then the chief means of travel,
provided 16 bilhon passenger mules of transportauon, while
m 1940 all forms of transportanon, of which the automobile
was the most tmportant, provided si7 g billion passenger
miles Indeed at the latrer date one-fifth of all it estments 10
the country and one-tenth of all consumer’s expenditures
went for transponauon

Although the chief motrvating factors in the movement of
populations are economuc, it 15 difficult to generalize about
those forces which “pushed” people out of one place and
“pulled” them to another, or to determune the forces which
set them m motion at any given tme It 18 clear, howeseh
that people moved less i penods of business depressions thas
1n umes of business prospency, which scems to ndicate that
the attractivencss of a new place of abode 15 a stronger force
mn nugraton than poor conditions at home Also most it
grants tended for a long tme, cspccl:dly before the auto
mobnle, to move n several short jumps ‘rather than m ent
long one, apparently believing that the grass just over the
fence 1s greener than that m distant pastures, that 15, beng
attracted by mtervening opportunitics Also they were it
chined to move to areas simdar to these 1 which they Ined
for 1n them they were most likely to find jobs and hving C?“
dittons which were congenual €o them Thus nugrant New
Lngland farmers moved mostly to the bele of states from
Qo to Washington, Southerners moved mto the Southwest
and people who moved from South to North or North 0
South usually went mnto the border stares

Furthermaore, people tended to mote to places ¥ here they
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would find others of thewr own hind, with therr language and
customs  Thus today one often finds i remote places a
large group of immigrants from some small town mn Italy or
Poland sunply because once one or two proneers with qual
tties of leadershup settled there, others followed This explams
why so many Scandinawvians flocked to Minnesota, Germans
to Milw aukee and St Lowss, and Dutch to Holland, Michigan
Then 1t also sometimes happened that an estraordinary event
Ihe the discovery of gold i Califorma, the formauon of the
“dust bowl 1 the Southern Great Plams or World Wars I
and IT would set great segments of the population m motion
Thus during the last World War, that 15, from December 7,
1941, to March, 1945, 8 per cent of the population (milieary
and civilian) changed residence at least once,! i the decade
after 1850 the population of Califorma just about quadmpled,
and during the droughts of the late 1920's and early 1930's
i the Southwest there were many famthes, Iihe the “Olaes”
in John Stenbecl’s Grapes of Wrath, who sought economic
salvation 1n a new setting

Wuth all the moving about of the Amencan population,
there was a trend from rural to urban areas, a5 has already
been pomted out While 1 1850 nearly 85 per cent of the
population lived 1n commumities of 2500 or less, only 36 per
cent Lived 1n such commumities m 1950 And what was more,
the trend up to 1930 was toward large urban centers, as can
be seen 1 table 27, because of the rapid desclopment of the
service trades Iike retalhing, banking, shipping, and im esung,
and the creanon of central offices for large corporations Thus
urbanization of the population was 10 uself a sumulus to eco
nome activity, for 1t was accompanted by an mncreased dusi-
sion of labor, 1t led to the spread of urban patterns of
behavior and to a taste for urban goods, and 1t contnibured
to the standardzation of consumers’ goods Furthermore,
urbangzation meant that one of the mportant condrtions for
the realization of 2 higher level of civilizanon was beng ful-
filled, for it has been m cities that all the most generally recog-
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nized triumphs of science, engineering, sculpture, music,
architecture, painting, and lterature have been produced It
15 1 ces that there 1s the greatest amount of Jewsure for
creating and enjoymg works of art and of mtellect, 1t 151
them that the most sumulating and vigorous exchange of 1deas
takes place, and 1t 15 there that leadership 1 provided for
establishing orderly societies and i devising ways of creaung
freedom from want

IV ORGANIZING LABOR

With the urbamization of the labor force and with the 1
creasng concentratron of workers 1n large establishments,
there was a growing movement for the banding together of
employees 1n organized groups for improving therr lot, just
as there were movements among such groups as farmers,
churchmen and teachers to advance thewr own interests of
some cause dear to them In one sense, however, labor of
ganizations are a case apart, for almost all of therr demands
touch someone else’s pockerbook and thewr chief weapon, the
strike, may mean depriving the public of necessary or very
much desired goods and services Even from labor’s pont of
view the necessity of having to struggle for what 1t considers
yustice 1s irksome, and sf recourse 15 had to the strike, the lack
of pay means a grear sacnifice

Under the circumstances 1t 1s no wonder that the orgamz
mg of labor has been fraught with bitterness In fact, from
the middle of the nineteenth century to World War I unon
wzation of labor was stoutly opposed by employers and
strongly curbed by government And n this period, labor
was tempted to seek a solution of its problems by pOllﬂC
action, to meet force with force, and to become enticed by
some radical philosophy, lihe socialism or anarchism Ie was,
indeed, only m the twentieth century that trade unionsm
became “respectable”, st was not unul the 1gz0’s that Iabor
relations became relauvely orderly, and 1t was only with the
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depression of the 1930 and the legislation of the New Deal
that labor’s postnion m negouations became really powerful
Fortunately both employer and employee have come to
recognize that they have mutual mterests in production and
that they must work out some modus vivends

Trade untonism m the United States did not really ger
under way until the middle of the nineteenth century By
the outbreak of the Crvil War and more partcularly during
that conflict when labor was 1 shore supply, a few hghly
skilled craftsmen, lihe typesetters and iron workers, formed
local untons and agsated for tigher wages and shorter hours
By 1865 this kind of acuvity was legal mn most states, but
strikes, parades, and the use of force were limited by law,
and the courts could use wjunctions to prevent umion action

At the conclusion of the Civil War, an effort was made by
W H Sylvss to bring musicipal labor groups, trades asem-
blies, and other workingmen’s societies together m national
congresses~the Nanonal Labor Union (1866-1872)—1n order
to create a labor policy His work was soon seconded by
Terence Powderly, the leading figure m the Komghts of
Labor, which was founded 1n 1869 and came to an end about
1900 These groups tool stands for the exclusion of Chunese
labor, the adoption of the exght hour day, and the use of force
m labor disputes Moreover, the National Labor Union op-
posed the freemg of the slaves for fear of compeution and
the Kmghes supported “greenbachism’ and advocated the
public ownership of ralways and other public uthues

Both of these early umons strove to organize all the w orh-
€55 10 2 given ndustry 1 one union, thus bringmg the un-
shilled and shilled together 1n onc body Heremn undoubtedly
lay thesr undomg, for sklled worhers refuscd to help un-
shilled workers improve ther lot and the unshilled were
practically pow erless m the face of obsunate emplo ers, for
if they went out on strike, they were casily replaced Internal
bickenngs over orgamizational policies and a public made
hostle by the Knghts' 1nvols ement in the use of foree re-
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sulted 1 a dwindhing of their strength at the end of the
nineteenth century

Perhaps another rexson for the disappearance of the
Kntghts was the fact that they had from 1886 onward com
peution in the trade umon field In that year, the American
Federation of Labor came mnto bemg, led by Samuel Gompers
The AFL from the outset had a defimte pohcy of organming
workers by crafts rather than by mdustries, of formung na
vonal federations by crafts, and of bringing these nattonal
bodies together under sts own wing It gave up hope of
orgauzng all workers mn an mdustry, which meant the
abandonment of efforts 10 orgamze unsklled labor, and 1t
preached the 1mprovement of working condmens within the
capitalist system

Inasmuch as the AFL left strke policies largely to mdwid
nal federanions, there were always those who hoped to m-
prove the lot of labar by radical means Partly because of this
situatton and parcly because of employer opposition to any
and all trade umsons there were several instances of violence
and bloadshed m labor relatons Perhaps the most famous
were the Haymarket Riot of 1866 1n Chicago, when several
persons were hilled, the Homestead Strike of 1892, when an
attempt was made to hil Henry Clay Fnck, and the Puflman
Strtke of 5893, when Federal troops were called out 1o cuirb
the workers.

Gradually, however, the moderate counsels of Gompers
prevailed sn the AFL, and trade umomsm began to be re-
garded as something other than rowdysm Lien though,
after the passing of the Kmghts, whose pesk membership
fad been 750 000, radicsl el Jed in establshng
the Industnal Workers of the World, this unton lasted only
from shortly before to shordy after World War 1 and x5
mfluence was hmted Save, then, for the IWW, the Rulway
Brotherhoods, which remaied independent, and 2 few com-
pany untons, the AFL had the labor ficld to wtself from about
1900 to 1935 It grew greatly w size, from 2,000,000 10 1994




POPULATION AND LABOR 143

to 5,000 000 10 1920, and was successful 1 improving the lot
of 1ts members

As the AFL strengthened 1its posion among workers
orgamizations and as 1t became more respectable, the gov-
ernment began to change 1ts attitude—to become more benev-
olent toward labor The Department of Labor was created
m 1913 and among 1ts various uruts dealing with labor ques-
tions was a concihiation service for the purpose of settling
labor disputes The Clayton Act of 1914 restricted the issuing
of mjunctions agamst labor by Federal courts and thus elimi-
nated one of the strongest weapons used to destroy union
acuvity The War Labor Board effected a truce labor rela
tions during World War I And the Railroad Labor Act of
1926 established the right of collecuve bargainng—the nego
tuaton of a contract between employers and employees to
cover all the workers 1 a umon or even mn an mdustry This
was thought to be the Ley to the establishment of more orderly
Iabor relations

¥ THE LABOR MOVEMENT SINCE 1930

The New Deal, mnaugurated by President Franklm D
Roosevelt 1n 1933, Was 1n a very real sense a turning point 1n
the bistory of the Amenican labor movement In the midst of
one of the worst bustmess depressions which the country had
ever experienced and with unemployment at an all ume peak,
labor s position 1 1ts contacts with employers was greatly
strengthened both by favorable Jegislation and by the en-
couragng of trade unmmsr: .

N

hours, and other working conditions Here \\5b¢i~01;¢ml;‘L
bargaining on a scale prev 1ously not imagned possible by the
staunchest supporters of the 1dea? Bur what was more, the
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requirement for collective contracts led to the extension of
trade untonism and toward the “closed shop,” that 1, the
writing mnto a contrace thar the employer must hire only
umon labor

Hardly had the codes been put m operaton than the
Supreme Court declared that the National Industrial Recov
ery Act was unconstiutional (1935} For 2 moment st seemed
as though the gains made by Jabor would all be Jost Thus was
not, hawever, to be the case, for the rapid enactment of the
Wagner Act (1935) made the position of workers even more
secure than 1t had been The new law guarwteed to labor
the night to bargan collectively wath employers through
untons freely chosen by workers, 1t forbade employers w0
restram workers from orgamzng or bargamng, it outlawed
1 number of speetfic unfair labor pracuces, and it stated that
any umon which had a majorsty of the workers m any craft
or phnt should be the sole barganng agency m that craft of
plant Thus not only was the nght 1o collective barguning
established 1 law, but company umons were doomed al
though many semamed “independent,” and the closed shop
was recognized as a regular kand of arrangement

Among its many other provisions the Wagner Act out
lawed the “yellow dog” contract, that ss, 3 contract m which
worhers agreed not to jomn a union The Act was sustaned by
the Supreme Court 1n 1937 Note should be taken here of th,c
fact that the Motns LaGuardia Act of 1932 permitted labar’s
night to boycott or pichet or stnke aganst users of matenals
from struck plants These secondary boycorts and seethes
have been an important Jabor weapon The Fair Labor Stand
ards Act of 1938 provided mmmum wages and time and 2
half for hours over 40 a2 week

A decision of the Supreme Court m 1941 exempred unions
from anuitrust legslavion, that 5 1t found that they were not
n restraint of tntesstate trade Most states passed “Latde
Wagner Acts” to apply to labor relanions withm their borders
for industries not engaged i interstate trade
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The application of the terms of the Act were to be super
vised by a newly created board, the National Labor Relations
Board, an mstitution patterned after a similar body that had
been established to oversee the codes of the National Indus
trual Recovery Act The new board was an admmistranve
agency to find out the facts m given disputes and to 1ssue
orders If 1ts orders were 1gnored, 1t could go to the Federal
courts and 1f they found 1 favor of an order and the order
was sull disabeyed, the recalewrants could then be cred m
contempt of court

While labor was making such astounding gains, 1t was un
dergong a drasuc change 1n union orgamzation For a long
tme there had been those who wanted o organize on an
industnal basss rather than along craft lines—to bring both
shalled and unskilled labor together n powerful umons Al
ready within the AFL some wndustrial unions had grown up
and 3 few of their leaders had attamed posions of great m
fluence In the AFL convention of 1935 2 group of industrial
unonsts, led by John L Lewss, took a strong stand for their
kind of organization but they were defeated Hence they
seceded from the parent AFL and formed the Congress of
Industrial Organszations

The CIO took about 1,000,000 members from the AFL
and 1n addmion had an wmediate growth of considerable
proportions In quick order 1t orgamized the hitherto unor
ganrzed automobile, steel, and rubber ndustries It fought the
AFL in tmany other industries 1n the clections for jursdiction
1 negotiating collective contracts, and frequentdy 1t won the
day In 1938, when 1t decided to become a permanent organ-~
rzation, 1t had about 4,000,000 members, and m 1947 1t had
an estimated 6,000,000, m spite of the fact that Lews and his
United Mine Workers had left 1t 1n 194z, the International
Ladies’ Garment Workers had returned to the AFL, and 2
number of Communust-controlled unions had been expelied

For 3 time the CIO seemed bent on takung a direct part m
poliical affars with sts Polineal ‘Action Commuttee, estab~
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Lshed n 1943 Later, however, 1t abandoned thoughts of
political actvity and followed the AFL’s tradiional policy of
polinical expediency For a tume, also, there was bitter rvalry
between the two great trade umons, but after World War It
and the resurgence of anti-labor activity, they tended to be
less hostle Previously they had pursued different policies
regarding affiliations with international bodies At one tme
the CIO was connected with the International Federation of
Trade Unions to which Russian umons belonged The AFL
was then with the World Federation of Trade Ugions In
1949 both jomed the International Confederation of Free
Trade Unions and m 1951 they formed the Unted Labor
Policy Commuttee for jomnt action

Durmg World War II labor relations were especially or
derly The Untons took 2 ‘no strke” pledge, the Wage
Stabilization Law of 1942 regulated wages, and the National
‘War Labor Board endeavored to keep industrial peace After
the cessation of hosulities, however, a senes of strhes (see
table 28), parucularly those of rahway workers and coal
muners, led to legislation to curb the promiscuous use of the
strike and to deprive untons of some of their recently won
advantages This movement, imitiated by a series of state Iaws,
reached 2 chmax with the Labor Management Relations Act
of 1947, more commonly known as the Taft-Hartley Act

The new law provided that parues to a collectnve contract
must give notice of their desire to change the terms of the
contract 6o days before a strike or lockout, or 9o days the
case of an industry affecung the health or safety of the na
tion Thus ime was to be given for “cooling off,” negoti2
tion, medution, and the publicizing of the ssues i question
At the end of the period, the workers had to vote before ':l
strke was called, and in the case of “national emergency
industrics the President was rcquxrcd to mahe recommenda-
nions to Congress for further action In addinon the Act
outlaw ed the closed shop, forbade umons from makung con
tributions to political parties, declared secondary and jurs
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dicttonal strikes and boycotts illegal, deprived the unions of
'fea(herbeddmg practices,” forbade the chechoff (the with
holding by employers of union dues out of wages) unless
consented to by the employee, and made the Umions hable
10 cwil suits for damages for illegal acts Finally, the Act
enlarged the National Labor Relations Board and gave 1t the
task of admnustering the new laws A umon whose officers
refused to sign an oath that they were not Communsts could
not have the services of the Board

In spite of the Tafe-Hartley Act, which was a bieter pill
for labor to swallow, the labor situation was altered much less
than had been expected and labor unions remamed strong
In 1949 the AFL had 7,241,000 members, the CIO, as already
stated, 6,000,000, and independent umons some 2,000,000
Thus, although only about 35 per cent of non agriculrural
worhers were organized, uruon strength was so concentrated
that 1t could ger good terms for its members Working stand-
ards thus sec had a tremendous mnfluence m determinng
conditions 1n non-union shops Although employers were
frcquemly annoyed at the unions, many admmtted that they
made possible through collective contracts more orderly rela
t1ons between labor and management—the subsutuuion of
contracrual arrangements for the serm anarchy which existed
1 the late ninereenth centary

Frequently trade unions are charged with pursuing policies
which restrict the production of goods—with demanding ever
higher wages, shorter hours, and limtts on outpur per » orker
And al(hough such claims may be justfied in part, trade
unions have, on the other hand, made contributions to eco-
nomic progress By demanding higher wages they have helped
m the formation of a mass marhet for consumers’ goods and
thereby have provided captalists with a strong ancentive to
st savings 1n producers’ goods rather than to spend them
on luxuries which would neither snmulate economie actnity
nor raise the level of ciilization By demanding shorter hours,
lhey have {1\ en managers an mncengave to organize producnon
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more efficiently and have provided the working class with
lessure for enjoying a fuller Ife and the products of civiliza
tion

Whatever one may think of trade umons, however, 1t 18
certain that the labor force, as consututed functioned 1 a
manner favorable to economuc progress Its mobility, 1ts age
composition, 1ts willingness to work, and 1ts adequate num
bers were important factors 1 the development of Americas
economic well bemg The chief, long run labor and popula
tion problems which could weaken the economic foundations
of Amertcan civilization are (1) the development of an attt
tude of hostility toward productvity and toward worlg, (2)
a willingness to accept 2 low standard of Living provided by
governmental relief or msurance, and (3) an increase 1n pop
ulation at a more rapid rate than advances 1n production per
capta Up to the present none of these possibilities has be
come a reality, but the danger of them 15 ever present
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BUSINESS ORGANIZATION,

THE MANAGERIAL REVOLUTION,

AND CONCENTRATION OF WEALTH

1 THE ORGANIZATION AND MANAGEMENT OF ENTERPRISE

In spie of all the advanrages which the American
economy has had with 1ts great natural resources, 1s produc-
e labor force, and 1ts hugh rate of capital formation, sight
should not be lost of the fact that 1ts busmess leaders have
been men of extraordinary ability Although there 15 1o m
tention here of subscribing either to the mnate supenonity of
Amercans or to the “great man theory of history”™—of atnib-
uting all change to those exceptional humans who become
the Jeaders n soctety—the fact remamns that wathout excep-
uonally competent persons at the helm of Amencan econiomic
affaws, economic progress would have been much slower
than it was

For one thing American busmessmen were highly mon
vated to make good, for competition among those who came
to the New World to better themsels es matenally was bound
10 bring to the top those who had a strong mward urge to
achieve economic success Then, too, the lack of ngidities 1n
the soc1al structure to the extent found Lurope, the relause
absence of class tradimons, of famuly fortunes, and of legal
fortresses for the perpetuaton of the power of established

149
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families prevented incompetent and mildly motvated persons
from directing business affaurs Lven though there 15 evidence
that many top positions were held by persons from the well
to do classes (see table 29), the rough and tumble of the
American social and economic system made 1t possible for
persons with relatwely modest origms to sttan hugh position
1n the business world” One has only to cite the cases of such
men as Carnegie, Woolworth, Rochefeller, Ford, and Ldison
to see how true this was, or on the contemporary scene to
mention the names of Ralph ] Cordmer, President of General
Tlectric, Thomas Watson of International Business Machines,
Paul Hoffman, formerly president of the Studebaker Corpo-
ration, or Lugene Grace of Bethlehem Steel

Whatever their ongm, however, successful Amencan bust
ness leaders seemed to have, 1 addition to a hugh degree of
motivation, one other trait n common-—the ability to organ
1ze their enterprises well They developed new methods of
production, of which the moving assembly line was, as We
have seen, the most dramatic, and they used extensively new
forms of business organization, of which the corporation was
the most strking In one way or anather they harnessed the
energies, talents, and capital of a large number of people and
applied them to natural resources in the hope of producing
ever more Their gemus consisted in their ability to get peo-
ple to work effectively together

In this process of production there was always the danger
of such a concentration of economic power that the range o
cconomic opportumues would be restncted to exclude the
relatively poor, or that the benefits of mercased production
swould niot be dustributed widely throughout the population,
or that the nich would waste away much of their wealth 1
mght clubs, race tracks, and in flashy automobules And al
though fear of these dangers has not been entirely unjustified
realization of them has not been an extensie burden on the
society Competent but poor young men do have the oppor
tunity of gettng an educanon ar Jow cost and 1 finding
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employment at relatny ely high levels Furthermore, income
distributron, after attamng an undesirable degree of concen
tration, has become of recent years so much more equitable
that 1t 15 correct to speak of a levelling of economic benefits

And the very wealthy have shown m the use of therr riches
an inchnation to foster education and the arts It 15 of great
significance, for example, that the most important preces of
architecture are not great mansions for personal use like the
Palace of Versailes m France, Windsor Castle in England, or
the Quirinal 1n Rorne, but are office buldings, factories, and
educational structures For the most part, wealthy Amencan
familtes have buile more mmposing edifices for others to use,
whether they be art galleries, umversity bwldings, or local
schools, than they have for themselves

In Amenica there 1s nor a tendency to tie up large amounts
of savings, as there was in Egypt, n unusable funeral vaults
Iike the Pyramyds, or to waste them away 1n lavish entertam
ment, as was the case m the Roman Empire For the most
part and with a considerable amount of evidence to the con-
trary notwithstanding, the very nch have been nclined to
use 2 relanwvely large share of therr presuge and wealth for
advancing what m Western culture we call crvilization

I CHANGES IN BUSINESS ORGANTZATION--THE RISE OF THE
CORPORATION

In thetr search for ways to augment production, Amernican
business leaders early ran into a lmiting factor 1 the tradi-
tional forms of business organizaton—single ownership and
Ppartnership Frequemtly nerther of these arrangements pro-
wded amounts of caprtal adequate for taking full advantage
of eusting techniques and resources, neither allowed a real
dispersion of rsks by placing one’s eggs m several bashets,
neither gave to the small ms estor adequate rehef from prob-
fems of management, and neither was perpetual, a reorgani-
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zation being required whenever an owner died or 2 partner
withdrew

It was to overcome these shortcommgs of exisung business
wmstitutions that the corporative form of business organzation
was developed and widely adopted Here was an arrangement
whereby shares or stocks, representing ownership of a part
of 2 busimess, could be sold to 2 large number of people, thus
mahing possible the amassmg of great sums of capital It was
a system 1 which the stockholders or shareholders could
duvest ¢t fves of the headaches of g by hiting
professional managers It was a means whereby an wdividuat
could protect humself aganst loss by distnbutng s mvest-
ments widely It was a type of business organizanon where
the debrs of an enterpnse were, because of the extent of
owrlershsp, legitimately limited to a person’s ns estment and
where crediars had o clam agamst tus other funds It was
an arrangement that permurted the owner of stoch to sl a
portion of hss holdmgs n order to meet some pressng finan
cral need without selling all And 1t was a means of mahing
a business “perpetual,” for the corporation being impersonat
never died It came to an end only if 1t were dissalved

The corporation was niot exactly a novel thing i Amenca
by the middle of the nmeteenth century, for colons! “chart-
ered companes” embodied certain principles of the corporat
form and corporations were established subsequently for
entcrpuses requinng large amounts of capital, file toll Toads
banks, insurance comparues, and charitable msttunons Then
w the carly nineteenth century men of affurs came 10 realize
the advantages of the corporation and laws were enacted and
traditronss established to facihate 1ts use, to protect the cor
poration from arbitrary actions on the part of the state, and
to make the corporation funcnon effecnvely

In the very early years of the republie, for example, corpo-
rattons had had 10 be chartered by specral acts of Congress
or of the legislatures of wndidual states, which meant that
the establishment of a corporation might be a long, cumber
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some, and expensive affar—and one nvolving all lunds of
dealings with legislators

In 1811, however, New York enacted Ieglslanon which
permutted the 1ncorporation of a busmess 1f it met specified
requitements and other states adopted stmlar laws pnor to
the Cwvil War Then in 1819 m the Darcmouth College case,
the Supreme Court found that a charter granted to a corpo-
raton by a stare was m essence a contract and that all the
nghts, privaleges, and immututies contamed i such a charter
could niot be revoked, altered, or restricted by the one sided
action of the state

This decssion had certain unfavorable consequences, even
though 1t did much to populanize the corporate form For
example, a traction company that got a franchise for operat
mg trolley Lines mught continue to operate thewr lines mn spire
of the fact that they resulted 1n mconvemences to the pubhc
which might have been better served by autobuses Gradu-
ally states came to mtroduce nto corporate charters and
other grants a reservation gving them the right to alter the
contract With the protection of general corporaton laws
and with the increased facility 1n getng charters corpora-
tions meregsed rapidly i number, some 557 bemng established
berween 1800 and 1823, and having a pad m capital of some
$50,000,000 at 2 ume when nauonal 1ncome was estumated
to have been §$2,000,000,000

In spite of this growth, however, the corporation did not
really come mto 1ts own nor develop the important mnsticution
of preferred stoch unnl the building of ralroads gor & cll
under way Then so much capital was required, the need for
the disp of funds to rish was so great, and the
lapse of time before mvestments began to eam legitimate
profits was so long that the corporate form proved to be
1use what was needed Then, too, because costs of construc-
tion 5o frequently excceded ongmal estimates and hcnic re-
quired addstional funds, the device of “preferred stoch”™ was
hut upon to attract new money, that 1, stoch which has a2
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preferred position in getting dividends up to supulated brmuts
before dividends are paid on common stock

Gradually the stoch company assumed 2 Jarge role m the
business communty and elaborate machmnery was erected to
manage mvestments m them The New York Stoch Ex
change, which had been founded 1 1792 a5 a voluntary ass0
ciaton of members to trade 1 Federal, state, county, and
mumcipal bonds became the most mportane of the many
marts 1n all prinespal oines for trading 1n stocks, and through
these exchanges brokerage concerns, mvestment houses, and
wvestment divisions of banks and hfe mnsurance companes
formed channels that led from savers throughout the naton
to corporations So effective was this machnery that by 1879
the pumber of stocks listed on the New York Stock Ixchange
numbered 174 and the volume of transactions mn stochs at-
ramed $72 7 rmlhons Then 1 1905, when the rafroad buld
1ng era was nearing its close, there were 374 stocks hsted and
the volume of sales was $260 5 mulhons, while 1 1946 the
market value of all histed secunties was $220 biflions and m
1949 the sales of stocks on the New York Stock Lxchange
amounted to $g bilhions

By 19033 37 per cent of Amencan business was carried on
by the 503 080 corparanons of the country And by then the
corporate form had penetrated into every branch of business,
alchough they were particularly strong mn mining, manufac
tunng, and transportation, while they were especnlly weah
n agriculture (sce table 30} Also by 1933 the corporanon
was bemng used extensnely 1 relanyely small businesses, 95
per cent of all corporations at that ume accounting for anly
14 per cent of total corparate assets In fact, many famlies
incorparated the “family business” in order to factheate dis
trsbution of assets upon inherstance and to avord the sespott
sibtliry for the debts of the concern mu case of bankruptcy
Tinally, state laws perrainiag to corporations became some
what more umform and hence there was a more even geo-
graphical distnbution of the legal sites of corporations thant
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there had been m 1920 when g5 per cent of corporations
were chartered 1 New Jersey, Delaware, and West Virgmia
because of the favorable corporation laws m those states

I THE RISE OF MONQPOLIES

In spite of the fact that the corporate form of busmess
organization entailed many advantages for the commumty of
affars, 1t gave nse to several undesirable and despicable prac
tces It made possible, for example, the “watermng of stock”
(an expression derived from an old drover’s trick of allowmg
cattle to drnk therr fill just before they were weighed for
sale), which mvolved the sale of stock not for the purpose
of mmproving a busmness but for getung funds which can be
used for paymg high commussions or salaries to officers or
other promoters of a company Also the corporation allowed
extenstye speculatton i stocks, prices sometimes being mantp-
ulated by trumped-up reports of a company’s earmngs or by
company statements 1 such a fashion that those “on (h? m
side” could profit by the change And it permutted the ‘cor
nermg of stock,” an operation synilar to the comermg of 3
commodiry

Lxamples of such pracuces are almost mymad, but there arg
some very stulung cases “Two of the most NOLorIoUS ri‘koud
buccaneers, Jay Gould, ongmally a country store clerh, an
Jm Fisk, an erstwhile Vermont peddler, are sud to have
issued 1 six years $71,000,000 of warered stock on the Lric
Ratlroad which was valued at about $17,000,000 In 1868
these same cutchroats threw §10,000,000 worth of Enie stock
on the marhet 1n order to force the price of the stot} dow n
then to buy up the stoch for a song unul they had a C?lm}:r
on i, to push the price back up by fanciful reports, and then
to sell their holdings for a handsome profit .

Perhaps the worst thing which followed 1n tht:1 tramn zf
corporate des elopment, however, was Khl: establshment o

polies and the o p practices
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the rairoad business, for example, there was a great wave of
consohidation between 1880 and 1900, 1500 compames being
reduced to eighty of which forty had half the track mleage
m existence, and 1n addinon pools, mterlocking directorates,
and holding compantes were established to elummate or
drasucally reduce competiion among the businesses con
cerned

The first railway pool of any moment was formed sn 1870
by the Chicago and Northwestern Ratlroad, the Rock Island,
and the Burlington to cover through traffic between Omzha
and Chicago According to the arrangement, half the eam
ngs of each line n this busmess were to go nto a common
“pool,” hence the name given to the arrangement, and were
1o be distributed equally among the participants This scheme
was to make the pool members divide the busmess, charge
uniform rates, and heep the rates mgh Sumlarly the Ene
New York Central, Pennsylvania, and Balumore and Ohio
formed a pool 1n 1877 for dividing among themselves west
bound traffic from New York to Chicago For like reasons
pools were formed by cordage manufacturers about 1860, by
the salt processors of Michigan m 1868, and by w hishy dis
ullers about 1882

Interlocking directorates, which, as the name implies, con
sisted of the same persons holding seats on the boards of
dircctors of several comparues, came 1nto bemng as banks or
mdwiduals obtaned large blocks of stocks 1n many cofpo-
rations The most disunctive charactenstic of several business
men came to be the number of boards to which they
belonged, at least +f one 15 to judge by the autobiographical
data which these men prepared for 1Who's Who m Amterica
And once these men were called upon to shape the destinies
of vanous corporations, 1t was only logrcal that they should
have moved to reduce compention among the businesses con
cemed For example, Comelius Vanderbult, James J Hull, J
Pierpont Morgan, Ldward 11 Harniman, the Rochefeller
nterests, and the Pennsylvama Raslroad held so many 5e3ts
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on the boards of railways that they were able to reduce com-
petition among thewr Lines to 2 muumum George F Baker,
the banker, was 2 director of so many corporations that 1t 1
difficult to see how he had ume to do anything but attend
therr meenngs In many ways he was the persomficanon par
excellence of the mterlocking directorate

Then, as though this means of MUMIZIng Competition was
flot enough, the practice grew up of controlling the fortunes
of several corporations with relatively small amounts of capr
tal This operation became possible by issuing small blocks
of voung stock, which the promoters reserved for themselves,
and large amounts of non votmg stock, which was sold to the
public Those with the voting stoch could vote themselves fat
salaries or large commssions for services rendered and could
SXerCise extreme caution 1n the paying of diidends So great
%as thus abuse, ndeed, that the courts went on record m
declaning that busmess 15 not conducted exclusively for the
benefie of managers and promoters and that owners of stock
have o legitinate claim to profits

Sl another abuse which the courts came to frown upon
Was the monopolistic “trust ” The formation of a trust con~
ssted m large stockholders of various corporations rurning
therr stock over to trustees i return for trust cernficates and
hence 1n consolidanng the voting power mn the companies m
question The most successful and most famous of all such
monopolies was the Standard Ol Trust of 1882 It was
formed by large stockholders 1n some 39 corporations turn~
g their stock over to nime trustecs, among whom were
John D Rockefeller, John D Archbold, Henry H Rogers,
and Henry M Flagler Then the trustees, who thus had com~
plete control of the corporauions nvolved, apponted them~
selves to important offices 1n the busmesses and were able,
because they operated without a charter, to engage 1n prac-
tces which were denied to corporations So successful was
this arrangement for oy ercoming compenition among varous
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companies that the word “trust’ became synonymous with
monopoly mn common nsage

Then there was the holdmg company arrangement,
whereby one corporation bought stock 1 another 1n order
to extend 1ts control within an industry Prior to 1888 this
practice had been considered illegal unless specifically per
mutted by legislative act Grants of such permissions were not
numerous, yet 1t was thanks to them that the American Bell
Telephone Company was formed m 1880 and the Southern
Pacific i 1884 Then in 1888 New Jersey permutted its cor
porattons to hold stock 1n others and the holding company
1dea Was on 1ts way to success

In spite of the monopolistic practices which accompanied
the growth of the corporation and m spite of the cumber-
someness of great business bureaucracies, which it many re
spects were just as annoymng and almost as unwieldy as
governmental bureaucracies, the trend toward the consolida
ton of business enterprise was not without economic justt
fication There was no doubt that the optmum size of
operations was large 1 many mndustries and that some of the
monopolies, even the Standard Oil, were able greatly to re
duce the price of their products Savings were also to be
realized n such overhead costs as advernsing, selling, and
distributing - And concentration frequently gave financtal
strength, a stabilization of the market, a regulanzation of
supply, an ability to conduct technical research, and control
of raw materials

1V THE ANTI-TRUST MOVEMENT

Unfortunately, however, the trusts themselves often ob
scured whatever good points they may have had by selfish
practices and policies Many of them quite bluntly exclumed
that the public could be damned for all they cared So rep-
rehensible did certan compames become that journahsts
finally realized that the exposing of the more lunid operations
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of the “robber batons” of the new age made excellent read
g Thus there came mnto bemg a galaxy of * muckrakers,”
wcluding Henry D Lloyd, Lincola Steffens and 1da Tarbell
who brought to Light many monopolistic abuses and cases of
downnght dishonesty Gradually they tnanaged to arouse the
population and the pohnicians, and these latter finallv took
action

The first important law m the new campaigit to control
monopolies was the Sherman Ant-Trust Act of 180 It pro
vided that “every contract, combination 1n the form of trust
or otherwise, or conspiracy, n restraint of trade or commesce
among the several states, or with foreign nanons, 15 hereby de~
clared to be illegal ” This brief and loosely worded legislanon
presented 4 chance for evaston, and full advantage was tahen
of the opportumity thus offered Such expressions as “restratnt
of trade were mterpreted by the courts to mean “‘unreason~
able restrant of trade” and hence came to permit “some e
steame of trade” Furthermore the courts disungushed
berween “good ” and * bad * trusts, the former presurnably not
taking such advantage of their monopolisuc posiuons 2s w©
rouse the ire and hosulity of the Ant1 Trust Division of the
Department of Justice and the latter by contrast apparendy
engaging 1n such obnoxous practices as to bring down upon
themselves the wrath of public opmion and of government

4s can be wnagmed the Sherman Anu-Trust Act did not
prevene the formation of monopolies, 183 consolidations tah-
mg place m the decade after 1890 Indeed, 1t Was 1B 190%,
with the formation of the Umred States Steel Corporauof,
that Amerca got 1ts first corpofationt caprealized at over a
ballion dollars,

The forces fighung monopoly wefe 00t however, ready
to 2dmut defeat Muckrakers, ther forces strengthened by
such powerful wrmers as Upton Sinclar, and reformmng
politicians hept up the struggle agamst such monopolsut
practces of big busmess as hugh prices, peor service, and
favonusm among customers In the first years of the twents-
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eth century, as was shown above, railway rates were brought
under public control The Armstrong Investgauon m New
York Ied to such reforms m the Lfe mnsurance mdustry as the
abohnion of certain types of policies that seemed to result
injustices, the prevention of Life msurance companies’ control
of bustesses n which nvestments had been made, and the
outlawing of secrecy i certamn aspects of operations, espe-
caally i the matter of salaries paid to officers and of contracts
let mvolving the expenditure of funds

The Supreme Court 1n the Northern Securities case estab
Iished a curb on railway combinations to monopolize or con-
trol ralway traffic And both Theodore Roosevelt and Willam
Howard Taft engaged m what was called “trust busung,’
even the Standard O1l Company being broken up m 1911

Finally 1n 1914 the Wilson Admumstration secured the
passage of the Federal Trade Commussion Act and the Clay-
ton Ant Trust Act The former measure created a body that
could 1ssue “cease and desst orders” to stop quesuonable
methods of compeution and could take 1ts orders to the
courts for enforcement if necessary The later law forbade
diseriminauion 1n prices between different customers, the for
mation of a holding company if the purpose was to reduce
compettion, and the existence of mterlocking directorates
n companues serving the same market

Dunng and mmeduately after World War I great mdus
trial guants hike United States Stecl, National Lead Pittsburgh
Plate Glass, United States Rubber, Internanonal Harvestefs
the Amenican Woolen Company, Amencan Opucal, and
Amenican Window Glass began to get serious competition
and also to improve business practices Hence the public was
more apathetc toward the size of buswmess and no strong
stand was tahen agamnst the pervasne but unspectacular
merger movement of the 1920’ And much the same can be
said for the mergers since World War IT

“The chicf motnes toward consohdion 1n both these
perods were stratege, such as, for evample, the control of
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raw materials In the more recene period, however, the cor-
porate mcome tax has played a role mn the mergers which
have been effected, for if  corporation’s earnings were such
that 1t had to pay heavy taxes, 1t was willmg to absorb a
company whose tax base was low, thereby extending s
holdings instead of paymng taxes This practice was frowned
upon by the Bureau of Inrernal Revenue, but 1t had great
difficulty 1n proving that a given merger was for purposes
of reducing taxes

Duting the New Deal, however, hostility toward monopo
lies was agan displayed, for the economic depression had
made people sensitive to all possible weaknesses 1n the con-
duct of business and the elections of 1932 had brought to
PoWer a group commutted to the correction of flaws in the
ceonomic system Accordingly the Franklm D Roosevelt
Government toolc steps to prevent unscrupulous busmessmen
from milking the mvesting public The Wheeler Rayburn
Act of 1935 ordered the dissolution of all holding companues
10 nterstate utility business and gave the Federal Power Com-
Imission control over 1nterstate electric rates and the Federal
Trade Commussion control over mnterstare gas rates, the Secu
nties Acts of 1933 2nd 1934 created 2 Securines and Exchange
Commussion thar was to regulate stock exchanges and that
required sellers of new assues of stocks and bonds to provide
full mformation about the comparues concerned, commercsal
banks were required to divest themselves of subsidury n
vestment bhanks, and investment trusts, that had corporation
stocks as assers and which thus served the excellent purpase
of dllowmg the small mvestor to div ersify his holdings, were
Warned not to let their directors unload upon them stoch that
had gone sour

In spite of such action and 1 general hosulity roward
monopoly, the New Deal pursued one policy which delivered
ablow to business competition That was the encouragement
which 1t gave to the formanon of trade assocumons—to the
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creation of organized groups of employers for cach major
category of goods and services, like automobile manufactur
ers, coal producers, and bankers Although business associa
nons had existed for a long tme, the National Association of
Manufacturers having been established m 1895, the United
States Chamber of Commerce having come mto existence m
1912, and various trade groups having formed to present therr
cases before the Federal Trade Commusston, the role of trade
assoctations m industry was minor until the 1930’s Then with
the National Industrial Recovery Act an effort was made to
get these associauons to regulate their trade Thus trade asso-
cations were formed 1n mdustries where none had eusted,
and all assocations were allowed to assume 2 large amount of
authonity And even after the NRA had been declared un-
consttutional, the trade associations retamed a place of promi
nence m the b y They provided a means of
only an mformal one at annual conventions, to exchange
1deas regarding products, prices, and busness practices Hence
exactly equivalent prices mght be charged for a standardized
product and sumlar services rendered to customers even
though there was no provable “collusion” for which com-
panies might be prosecuted under the antitrust laws
Because of informal “understandings” arrived at through
trade assocations, 1t 15 difficult to give an accurate estmate
of the extent of monopoly 1n Amencan busmess So far as
concentration of production 15 concerned, we know that
1940 1n seven mdustries one corporation had the total output,
1 five others one corporation had from 6o to 7o per cent of
production, and n twelve others two companies accounted
for 62 to 75 per cent of output We also know that 1n 1940
those ndustries i which four or less companies had 75 0
100 per cent of production accounted for 57 per cent of all
manufactured products And dunng World War II thirty -
two companies recened one half by valuc of all pnme war
contracts® (2 prime war contractor was one who frequently
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subcontracted for the procurement of certamn things needed
by the government)

Stch economic concentration mnphes the location of power
m the hands of 2 few who mght take advantage of ther
fellaws The fear of thss kind of explortavon led the New
Desl to ask Congress to mvestigate monopohes and the con-
centration of economic pawer To this end the Temporaty
National Fconomue Commuttee was created 1n 3938, com-
posed of three Senators, three Representatives and one per-
son each from the Departments of Justice, Labor, Treasury,
and Commerce, the Securties and Exchange Commussion,
and the Federal Trade Commuttee Through extensive hear-
1ngs 1t collected an enormous amount of mformation about
monopoly and business practices, but s findings disclosed
fewer clear abuses of mosiopolsuc power than had been 1m-
2gmed and the mvestigation Jed to no amportant reform
movement 2 The only step which could be satd to be mmed
2t curbing the extensson of economic power was 2 graduated
meome wax (1936) on undistributed corporate profits® a tax
Whuch 1t was expected would encoutage spending by stoch-
holders, would mduce corpotanons 1o charge Jower prices
ar to render better services, and would prevent them from
having the wherewsthal to buy out competitors

¥ THE MANAGERIAL REVOLUTION

With the growth 1n size of business enterprise and wath
the mcrease of techmcal hnowledge necessaty 1o produce
and distnibute goods, 4 rev olutton took place the manage-
ment of busmess affairs No Jonger was it possibie fot }hc
owner of a big concern 10 assume the sole rzspons:bll;:y hoé
formung and applymg policies, nor could mnvestors who ha
divermfied their nsks by buyieg wee seseral corporations
devote an adequate amount of thewe ume to or acq‘um;‘ n:
numate enough anderstanding of all the compantes 1n }\,\ :;
they were mterested 1o WaTTsnt thete parncipanon m the de-
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tatls of 5 Consequently a class of pr i bust
ness managers came 1nto bemg and more and more the scwal
direction of large American Concemns was entrusted to them !

Many of the “managers” were trasned speaifically for their
work m business schools, 10 engineenng institutions, 1 law
faculties, and m courses of mstruction or trawung programs
provided by mdustry uself “They became the “experts’ who
advise owners or representatives of the owness o such £
alted personalities as executive vice-presidents presidents, and
chammen of the hoard what to do They are fired of they are
unsaceessful, they ate promoted if they show exceptional
results, and they move from company 0 company 10 £&
spanse to offers which they recene

This manageral revolution has had, 1t 15 beheved, 2 pre
found effect upon the conduct of American bustness It 1
prebable that the professional managers fave tended to be
less enterpnsing than earher tycoons of the busiaess com
murty They seem to avod salung chances whch would
endanger the wealth which they admnster--to play it safe~
and hence they appear to lack the dnve and magination o
men hke John D Rockefell John W aler, or Charles
Schwab ®

Also, these experts have 2 tendency to artive at decisions
by the group method In fact, to persons who atterpt ©
reach these men via ther secretartes they seem 0 be forenel
4y conference’ This means that the views of several expetts
are pooled, discussed and fused when policy made Conse:
quently responsibility for pohcies 15 shared by many and
because many are i olved 1t 15 more difficult to adopt 1nS
of conduct w huch arc contrary to the best interests of society
There has been 5 very definwe smprovement in Amencat
business morality since the professonal manages came 1O
prommcnce

This new des elopment 1 the manner of managing bustoess
accompanied as 1t was by a wider dispersion of stock. among
the populauon, tended to strengthen the waterest of 3 BrE°
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part of the people i the fortunes of busimness and in the oper-
ation of the caprealist system Yet with this interest there has
fiot been a commensurate merease 1 the participation of
small stockholders 1n the affars of corporations These peo
ple have been practically helpless at stockholders meetngs and
a5 a sesult have seldom attended, nor have they even bothered
to give thewr proxies to anyone other than the existung direc-
tors In face, many stockholders never even read company
Statements, bemg content if they recewe good dividends and
becoming hopping mad if they get nothng For the most
part, the system which developed meant that small mvestors
had 1o place confidence m the managers of corporations and
to rely on the “experts’ and government controls to protect
their nterests
Of 2 more technical character than this question of stoch-
holder participation 1 the fortunes of his companes were
the problems of command m large eaterprises, of mpersonal
relationships among the many persons mvolved and of bu-
reaucracy and red tape To the mater of command, one
solution was ¢ line organizstion,” as 10 the army, where de-
cistons wete passed from superior to mferior m a % ell recog
nrzed hierarchy of authomity, a system which predominated
n the vertical ‘organization 'of busmess Another answer was
‘staff organization,” where mndividuals wese given a large
ringe of authonty for specified areas, a system which was
frequently adopted m horizontal trusts Lastly, there were
many combinations of both these plans with weghting n one
direction or another
In whatever scheme of management, however, efforts were
made, at least from World War 1 onward, to build morale
and o overcome the mmpersonality connected with size of
busmc&s enterprise by org:mzmg company athlenc teams,
company housing projects and hospltals, anpual ouum;s. and
pany papers or mag; the well hnown * house
ormans *” And to mummuze the cumbersomeness and lethargy
of bureaucracy efforts were made to show smdwiduals what
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part they played n producing a final product, in getung them
to take pride 1n and to share responsibility for the company s
welfare, and to encourage them to mmprove production by
making suggestions for greater efficiency

VI THE CONCENTRATION OF WEALTH

From our discusston of the formation of corporations and
the creation of large busmess enterprise, the impression has
undoubtedly been given that a considerable concentration of
wealth was taking place This impression 1s without question
a correct one for the entire period from the Cvil War to the
present, although statistical confirmation of the impression 15
not avatlable We do know, however, from mcome data that
1n 1929 about one per cent of the total population recewved
nearly 20 per cent of the total ncome, but that after 1929 the
very rich got a smaller proportion of national ncome and that
the poor and medium rich obtamed a much larger share than
had been their wont (see table 31 and chart 1 accompanymng
1t)

In this trend toward the leveling of mcome, the income tax
played some role, for 1ts rates were graduated n such a man
ner that the nich pard much larger proportions of their 1
come than did the poor (see chart 2 m the append), the
rate reaching 63 per cent 1n the highest brachets This tax
was first employed duning the Civil War and subsequcnd)’
declared allegal It was made possible by the sixteenth amend
ment to the Constirution and was applied m 1913 ¢

But the chief reason for a more equitable distribution of
nattonal income was an important change 1n the operaton ©
the economic system From table 32 and chart 3 one can ¢
a considerable increase m employee compensation and a nota
ble reduction n entrepreneursal and property 1come Fnally,
there seems to have been an evening out of mcome per g0
graphucal region of the country (see table 33) and changes
in consumpuon expenditures which show 2 substantral tm
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provement 1n the well-bemg of the people (see table 34) At
least, a smaller proportson of the farmly budget was going
Just for the bare necessitses of life than was the case a hundred
years ago

Progress which has been made mn the last twenty years
toward a more equitable sharing 10 the benefits of economic
growth show what 15 possible under the capitalist system
There seems to be nothing mermsic 1 captalism that re-
quires the rich to get ever ncher and the poor ever poorer
From the record 1t 15 quite clear that progress has and can be
made 10 the production and distribution of goods per capta
n spite of all the theory to the contrary Upon contmued
progress of this kind depends the strength and durabiliry of
:Ihc economic foundattons of America’s democratc civiliza

on



chapter

9

BUSINESS CYCLES
AND THE WELFARE STATE

1 BUSINESS FLUCTUATIONS

The more one studies the pages of American economic
hustory, the more one 15 certain be mpressed by the mae
theme which we have been dev clopmg—the great ynerease 10
economic well being per capita of the population And the
rmore one considers this ¢ madel of economc progress,” the
more onie 1s bound to be amazed at the almost uncanay fash-
1on m which the many factors of growth have been brought
together n fortuirous combimations and how necessary each
one was for the achievement of economic progress

Astounding as has been this process of econome devclop-
ment and the attamment of a degree of economic well beng
never before realized on such a large scale s all the annals
of human Jand, onc should rot get the IMPressicn that the
blessings recened were entirely wnmingated Individuals
worked hard for what they got and frequently Jned under
nene-raching teasons And m becoming smore urbamzed
people were to some extent deprived of many of the joys
of the land so dear to those with rursl bﬂc!ngmunds—'frﬁh
a1r, the smell of new-mown hay, the good earth, and direct
personal particspatson the public affaws of the commurity-
Dut clearly the worst features of the economc system whicl
dereloped were (1) an ncressing and almost complete de
168
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pendence upon salaries and hence upon steady employment
for exwstence and (2) wide flucruations m business acuvity
which 1n thexr depression phases left many workers without
Jobs and entrepreneuts without the accustomed volume of
trade
zhgn tl;lne sense there was nothmg very startling 1n the fact
¢ there were ups and downs of economuc actvity under
;lhe capualist system Indeed one of the cumous aspects of
uman bustory has been that there have beert fluctuations 1
£ — the days when everything
through times when the
. 1s when great cultures sce
therr levels of cavilizanon fall calamitously low In fact, m all
societies of which we have any knowledge there have always
been periods m which economic actvity was more Intense
than in others In primitive societses which lived by the hunt,
there were umes when the chase was successful and others
when 1t was a falure, and even if the men came bacl. Joaded
with meat, there was 1 the tribe a pertod of relanive rest be
fore the nexc expedinon set forth Then mn predomunantly
agricultural economies there was great activity 10 the growing
seasons and relative calm 1 the dormant seasons, and there
were drought cycles when crops were meages and ram cycles
when erops were lush Lven tn a modern communist ccon
omy there are signs of flucruations resulting from pootr crops,
as after the drought 1n the Ukrunc i 1932 and 1933, and
Stemmang from sudden shifts i planning, a5 when under the
first Five Year Plan adopred 1n 1928 1t was dearded to hqu
date the private trader as a distributor of goods
Yer the busmess fluctuations which came 1o adger ¢he
American economy and, m fact, all econonues operaung
under a system of pmate capitalism  were different from
those 1 other economics, for they secmed o be gencrated by
the very funcuoning of the system wsell They appeared

to be an integral part of eapitalism
n America these bugtess fluctuations, usually called * bus
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ness cycles” m spite of the fact that thewr recurrence i
nerther regular nor (i my opmion) mevitable, as they should
be to be truly “cyclical,” have vaned in length from two o
eight years Furthermore, they are to be clearly disunguished
from seasonal fluctvations 1n the rate of economic acuvity,
from secular cycles m price levels which some scholars have
maintamed have stretched over penods of 50 years, and from
very long term fluctuations covermng centurres, as 1 the case
of the nse and declinc of economic activity accompanymg
the nise and fall of Roman culture

Busimess “cycles,” or better business fluctuations, appear 0
have four discermble phases—expanston, recession, contrac-
tion, and revival And slthough each indvidual case has char-
actersstics of 1ts own, the phases of the fluctuanions may be
described as follows

1 Expansion ‘The expansion phase of business fluctuations
1s characterized by an merease 1 the physical volume of pro
duction, an mcrease 1 the number of employed, rises 1n wage
rates, larger profits, and greater consumption Prices tend to
go up and there 15 general optimism about the immedate fu-
ture of business Investments mcrease and the productive
plant 15 enlarged

2 Recession As business expansion spirals upward, 2 peak
15 finally reached where individual enterprises have as much
to do as they can handle profitably Costs of production g0
up, management tends to become lax, interest charges for
plant extension are heavy, and prices reach a pomnt beyond
which they cannot be pushed without losing many custom-
ers Plnt expansion then ceases and mahers of machmery
slow down their production Persons with fixed incomes are
forced to reduce their purchases As manufacturers of pro-
ductve equipment close their doors, and as purchasing power
decreases, unemployment sets 1n and banks begin 10 call ;n
Joans and to withhold new credus

3 Contrgction Optumsm 15 now transformed mnt
mism, prices fall, production goes down, profits are rc

0 pesst-
duced,
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bank loans shrink, unemployment goes up, and the bottom
of the trough m economic actwaty 15 reached

4 Revival With the contraction of busmess, less money
1s needed for the conduct of affairs, which results i easier
credit policies of banks Management becomes more efficient
and prices ate so low thar persons with purchasing power
begin to buy Retailers stare to replemsh thew depleted 1n
ventories and factortes to refurbish and renew their equip-
ment Bankruptcies grow fewer, prices become stabized or
show 2 shght tendency to go up, and confidence begns to
return Before Jong the economy enters the expansion phase,
thus completing the carcuir 2

To trace the course of busmess fluctuaions with any de
gree of accuracy 15 extremely difficult Some industries, a8
we have qust seen, contract sooner than others, new ndus-
tres may keep on expanding while others ase contracting,
and vastous factors like the physical volume of producuon,
unemployment, nattonal income, and the like have ro be com
bined to furnsh a guide to the determmation of turning
potats 1 buswess flucruations These rurning pomnts are farrly
well established (the peaks and the troughs are ndicated m
table 35), but a sausfactory statstscal statement regarding
the amplitade between the gh and the low pomts has not
yet been made Nevertheless, 1t 15 possxblc to determine m 3
rough way which expansions and which contracnions were
the most severe and to ndicate some of the pamcul:mncs of
eac

During the Cnil War there was 10 the North a degree of
war prospenty brought abour by the need for military
o v 2t wmunsg, Igh wages, and the por-
< After the war, there was
a ession from this boom, but
this was followed by a reviy 21 and m 1871 and 1872 2 boom
stunulated by ralroad building, reconstruction, the export of
C‘mg:. and the equipping of returming soldiers with civian
goo
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In 1873 recession set m wich a “pamc,” which brought
bustness to an extremely low level m 1870 Railroads had
been budt into the Ukramian wheat fields and the Suez Canal
opened 10 1869, had reduced the transportstion costs on
Austealian wheat, which meant compention for Amerscan
grams m Europe There had been overexpansion m both m
dustry and agriculture an America, and a considerable
crease 1 bank cred Serious fires tn Chicago i 1871 and
1t Boston m 1872 put a stram on fire msurance companies,
a pamue on the Vienna stock exchange m May. 1873, started
a withdrawal of Luropean funds from Amenca, and m Sep-
tember Jay Cooke, the ratway budder and speculator, faded
In the next four years bankrupteies were pumerous, 30 per
cent of ralway mvestment being sold under foreclosure from
1876 to 1880, unemployment was enormous, and prices col
lapsed, farm prices gong from an ndex of 108 m 1872 w0
72 11 1878 and metals from 257 to 126 between the same
years (1010 51914 == 100)

Poor Lurapean crops i 1879 and 1880 gave America an
outler for 1ts products and very low prices encouraged buy-
mg at home Manufacturing sncreased, radroad construction
was extended, and prices began to move upward to 1862
In the spring of 1884 there was a sharp financial cnss, but
general economic conditrons were favorable enough so that
the enswng depression was not so severe as that after 1873
Prospenity was reached i 1887, which lasted until 1893, 53¢
for a mild depression following the difficulues of the bank
of Barmng Brothers 1 England 1n 1890

In the first half of 18¢3 there was a stock marhet crash,
1 great restricion of bank credut, and many fulures Bust
ness actwity receded to 189y, recovered mildly m 1895
shpped back 1n 1897, and then secovered In general with the
upward secular trend 1 prces bustaess was good untit 1920,
although there was a setbach n 1903 (the nch man’s panec)
following 2 feverssh formation of crusts, tn 1907 resulung
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from a shortage of credit, 1 1914 when World War I broke
out, and m 1919 at the ume of demobilization

The first deep depresston came in 1921 because of wartime
expanston, excessively high prices, and a subsequent buyers
strike, but 1t was of short duration By the third quarter of
the year recovery was 1 sight Then came the prospenty of
the *torrid twenties ” Industnial production mcreased, com-
merctal activity was great, agricultural output remained hugh,
and prices remained remarkably stable Many thought that
the “business cycle had been licked” and that prospenty had
come to stay Yet there were obvious weaknesses on the
American econome front Some imndustrses, geared up 10
war d ds, were overproduced, esp lly un, rubber,
copper, and coal Ratlroads and utilictes were caught wath ris-
mg costs and gid rates Foreign lending tended to keep mn-
terest rates hugh And agriculture was heavily 1n debt because
of expansion during the war and because of the fall 1n prices
after the conflict

Funally, a speculatve manta it the secunty exchanges
Stock market prices moved upward and before long money
was beng borrowed at 10 per cent to buy stocks, which,
if dvidends had been paid on the basis of current earnings,
would have yielded only z per cent on the purchase price
From 1926 to September, 1929, the mdex of 421 common
stocks n New York rose from 100 to 215, and m the twenty
months ending 1 September, 1929, the value of stocks on
the New York Exchange mereased by more than 51 llion
dollars In the early fall of 1929, stock prices began to show
signs of lethargy, speculators began to sell, and between
September 3 and November 13 share values on the New
York Txchange fell by 30 billion dollars and by June, 1932,
stock prices had reached an index of 34 (1926 = 100)

The stock. market crash wangurated the worst depression
that Amenica had ever expencnced Wholesale -

fom 95 3 1 1929 (1926 = 100) t0 648 10 1932,
production declmed from an 1ndex of 311 1 1929
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In 1873 recession set 1 with 2 “pamic,” which brought
business to an extremely low level s 1879 Raroads had
been bult mto the Uk ramun wheat fields and the Suez Canal,
opened m 1869, had reduced the transportation costs on
Australian wheat, which meant competition for Amenican
grams m Europe There had been overexpansion n both m
dustry and agnculture m America, and a considersble 1n
crease m bank credit Senous fires m Clucago 1n 1871 and
in Boston 1n 1872 put a stran on fire mnsurance COMpanies,
a pantc on the Vienna stock exchange i May, 1873, started
a withdrawal of European funds from America, and m Sep
tember Jay Cooke, the railway bmider and speculator, faled
In the next four years bankruptcies were numerous, 20 per
cent of rathway mvestment beng sold under forcclosure from
1876 to 1880, unemployment was enormous, and prices col
lapsed, farm prices gomg from an index of 108 n 1872 10
72 10 1878 and metals from 257 to 126 between the same
years (1910 1914 == 100)

Poor European crops 1n 1879 and 1880 gave Americ 20
outlet for s products and very low prices encouraged buy-
ing ar home Manufacturing tncreased, raifroad construction
was extended, and prices began to move upward to 1882
In the spring of 1884 there was a sharp financsl crsts, but
general economic conditrons were favorable enough so that
the ensuing depression was not so severe as that after 1873
Prospenity was reached 1n 188y, which lasted undl 1893, s1v¢
for a muld depression followng the difficultics of the banh
of Barng Brothers mn England i 1890

In the first half of 1893 there was 2 stock marhet crash
a great restriction of bank credit, and many falures Bust
ness actvity receded to 1894, recovered mildly m 1595
shipped back 1n 1897, and then recovered In general, with the
upward secular trend 10 prices, busiess was good untl 1930
although there was 2 setback 1 1903 (the nch man's panc)
following 2 feversh formauon of trusts 1 1907 resulting
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salaries coming from steady employment Time had been
when the American had been pred ly agn-
cultural and people had produced many of the things which
they themselves consumed, when the farmer had an equity 1n
the land which he cultivated, when he taught hus ways of
making a living to hus children, and when, if his harvests were
good he had enough for humself and fus farmly Indeed,
farmers could usually find room m thewr houses and 2 place
at their tables for elderly dependents ot for unproducnve
chidren But as the money ecanomy, with 1ts drvssion of
Iabor and with the growth of great urban centers, developed,
this economic self dependence was supplanted by economic
wterdependence (As was mdicated carlier, about 5o per cent
of the aggregate payments in the total economy were classt
fied 25 employee compensation 1 1870, about 65 per cent
1929 1938 )

Most people had but lirtle 10 the way of savings and prop-
efty, did not pass on erther a trade or a business to thew
chuldren, and those m urban areas hived 1n small dwellings
Or apantments that were not adjustable for the acc !
tion of added members of a famly, whether they were twins,
grandchildren, or perhaps especaally 1n laws So any sudden
change n the composition or earning power of a farmly, such
2 the addinon of dependents or the cessation of wages or
other earmings needed to mect current requirements, caused
great annoyance and even suffenng

In the Course of time man took steps to proteet fmsclf
from the results of possible misfortune And amony Ius firse
Steps was the des elopment of hfc insurance Tor a bont fide
wsurance contract five clements must be present (1) the
msured possesses an interest of some lnd susceprible of
Pecuniary estimation, known as msurable mterest, (1) the
msured 15 subject to nisk of Jors through the destrut tion or
mpurment of thar mterese by the happening of draiymml
penls, (3) the msurer assumes that ple of D, (1) sl as
Sumprion 1s pare of a general scheme to di tnbute ar tal I 4
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among a large group of persons bearing sumilar nishs, (5)
consideration for the mnsurer s promse, the msured mahes 2
ratable contribution to a gencral fund, called a premmum

Life msurance first appeared m England and Scotland m
the esghteenth century to allewiate the financial suffering
which mught befall widows and orphans and some of the
carly compames mndicared 1 their names that they eusted
for the purpose of aiding these unfortunates By the begm
mng of the nmeteenth century efforts were made to launch
Iife wmsurance companies 1w Amenca, but these efforts were
not particularly successful untf the 1840’ when The Mutual
Life Insurance Company of New York, the New Enghnd
Mutrual, and the New York Life came into eustence®

The earliest ife mnsurance contracts were designed to fur
mush beneficianies, m case of the death of an wmsured amounts
ranging from enough to pay last diness and burial expenses
to sums allowing them to e mn relative case Such eonracts
have continued to be che most important class of Ife msur
ance policies, yet mn the course of tune many other different
ty pes have been devised m order to conform to the responst
balitres and financsal status of the msured and sn order 0 a8
tum to cffect savings which had been Jess necessary m our
earher and more agricultural economy Thus policies were
wrnten which provided for low premiums i the younger
ages of the msured when his earnings wete presumably low
and hugher 1 the later years when his earnings were €%
pected 0 be hugher Otherss, called term pohicies, made m
surance possible for stated peniods of ume when death of the
msured would have meant an excepuionally great hardstup
for s dependents, as, for example, 2 fanuly man m the earhs
years of his professional carcer Then there werc endowment
policres which stressed saviags along with msurance for such
purposes as the creauon of a fund to tram a son for 2 trade,
to set um up m business, or to put him through college
and there were others, combined with annuites, ro pro’ sde
funds for the last years of bfe
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With the development of these varous types of caverage,
changes were effected m the method of sellmg life msurance
The ongimal system had been by personal soliitation by

underwriters,” and this contmues to be the most important
method But with the growth of the factory system and the
need of workers for a shaning of nsks of death, pohcies for
small amounts with frequent premmm payments (usually
monthly) were sold by canvassers as “mdustrial nsurance”
~the mame bewng derved from the fact that most of the m
stred were mdustral worhers Then more recently with the
concentratton of mdustryal enterprise and a growmng stability
1 the p 1 of large establish “group insurance”
came 1nto bewng—the sale of blanket policies to cover at Teast
1 large proportion of the members of a given concern and
the payment of premuums i Jump sums by the employer
from payroll deducnions

Mention should be made here of the fact that msurance
has been used to diversify the nishs of ather losses than those
of death Thus marmne msurance, fire nsurance, theft msur
ance, lubility msurance, health and accident wnsurance, and
wotkmen’s compensanon msurance all have an important
plice n the Amernican economy

Because of the useful service which msurance provided m
furnshing means for sharmg rishs, the amount of insurance
wrten grew by leaps and bounds The sums of life snsur-
ance on the books n 1860 provided a coverage of only
$163,700,000, while that m effect on January 1, 1943,
amounted to $130 000,000,000 {se€ table 36) Thus msurance
furnished on the aversge a protecuon of $p8p for every
man, wotman, and child mn the land and, as can be magined
from the factors which brought it nto bemng, was parucu-
larly concentrated 1o large cities (see table 37) In 1948 hfe
msurance 1n force amounted to $206,570,000,000, which -
dicated how people were meseasing their coverage to com-
pensate for the nse n prces and to build up equmes whic
their prospenty lasted Furtheymore, nife insurance was much
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more hyghly developed m Amenica than 1 any other naton,
the coverage m the Unsted Kingdom on January 1, 1938,
bemng $354 per capita and i France §s0

Il THE WELFARE STATE

In spite of msurance and vartous types of savings, people
wanted greater secunity than could be provided by thex own
efforts and they demanded that st be furnished by the state
’ﬁxcy contended, as Prestdent Lincoln once wrote, that “it 15
the business of government to do for the people what they
cannot, 2s indviduals, do for themselves " Slowly the state
extended 1ts mteryention 1n economic affaws for the purpose
of umproving the lot of all, and accordingly 1t came to be
known as “the welfare stare” m contradisunction to the
“lasssez~farre state” of the early mineteenth century or to the
“mercantilist state” of the seventeenth century

The United States was, however, late compared wirh
European countries m the adopuon of “wclfare policics” for
the protection of ats workers In fact, 1t was not untl 193§
that the Socyal Security Act was passed, winle Germany, the
pioneer n ds field, adopted workers’ sichness msurance 18
1883, the first real workmen’s compensation law i 1884, and
an old age and occupanional disease law m 1889 Undoubtedly
the needs for such action were less pressing in America than
1n the older countries across the Atlanuc, for rapid economic
expansion meant for the most part ample job opportumtics
the aguevhtural character of the economy to 3900 reduced
the burden of canng for dependents, private snsurance Jes-
ened the suffering caused by premawre loss of the bread
winner, and phnlnmhropxc wsticugsons, poor farms, and of-
phan as3 lums took care of some of the warst cases Turther-
more, acuon was delayed m the United States beeause
nterference m matters of persenal well beng was resers ed 10
the states and most states were less progresse sn socual 7¢-
form than the Federal government
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In spite of such retarding factors, however, the pressurc
for saciaf leggslatson became ever more msistent as the econ-
omy became more ndustrialized and workers became more
dependent upon therr wages for buymg their daly bread
and paymg their monthly rent Hestatungly sndyadual states
of dhe Unon, for 2 long ume led by Wisconsm, began to
emact remedual laws, and even more faltenngly the courts
began to declare these acts in conformuty with stite con-
stituttons

In most areas the problem first attached was tht hwvios
t0 do with compensation to laborers mjured 1n the course of
work Frequently, however, the protecnon given wis not
great, for the employer could fight the clam m the courts,
Regligentce of the worker was grounds for refusing payments,
and the constitntionality of the laws was forcyver bemngy con-
tested Nevertheless progress was made, especislly after 1908
when the Federal government protected 1ts el workers by
a liberal workmen’s compensation law By 1950 all stces
had adopred legislation to provide aid to W orlers myuted on
the 10D, but abour half of the total labor force was excluded
from coverage for one reason or wother, and 1 only 26
states did these laws snclude protection of workers against
all occupationat diseases, and exght states provided no protec
ton agmnst ace ! discases T h as gg per cent
of all njuries and disabling diseases 1 the Tabor force were
estmated not to bave been “work connected,” thae 15, were
1ot traceable to condittons of work, most of the health prob-
letms of laborers were not rehieved by workmen’s compensa-
tton Health nsurance and care constituted a large arcd m
shiclt the stare could tahe further welfare acton

If America was slow m enactng sausfactory worlmen's
compensation laws, it was doubly slow sn providing social
tsurgnce—~norably old age and unemployment benefits In
fact, prior ta the depression of the carly 19305, although
thirty-fise states made some provision for mding the aged,
payments were evtremely small, and only seven states had
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any form of unemployment payment arsangements During
the depression, however, urgent appeals for rehef came from
old age groups and from the unemployed—such urgent ap-
peals, indeed, that pohincians had to hsten to them Congress
finally endeavored to give satsfachion by passing the Secul
Securty Act of 1935

The new law, as amended m 1950, provided payments to
the aged, or dependents of workers who died before age 65,
and ro the unemployed Aged workers were to be pud
monchly annwtes, the sum dependmg upon the amount of
wages earned, ume worked, and number of famly depend
ents The unemployed were to be given weekly payments,
one week of benefits beng pard up to from 13 to 26 weeks
a year according to the laws of the state m quesuon for
every four weeks of previous employment. Moneys to mect
old age payments were to be had from a 3 per cent 1ax on
wages up to $3000 a year ($3600 since January t 5951)
one half to be pud by the employer and one-half by the em
ployee Moneys for payments to the unemployed were t0 be
obtamed from a 3 per cent tax on payrolls payable by the
employer, but the Federal government as an snducement 0
get the states to ad ployment compensation al-
lowed a deduction up to go per cent of thewr Federal tax for
payroll taxes paud sto state funds A state plan had o meet
certamn standards i order to et Federal approv a1 for the 9o
per cent eredit, but withm these standards state Jaws »ane
widely

In the strict sensc, nesther the old age or unemployment
arrangement just described s insurance, they are contribu-
tory plans of social relief. The beneficiaries do not €argy
the entire burden of the contribunons and sums pad x:n do
not go mto a common rescrve fund out of which ulrimate
clamms are met In fact, moneys recched by the govemment
go to pay government expenditures much ke recepts from
a tax Thus extensive unemployment would couse such 4
dram on the Treasury as to require the floating of bonds, and
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payments would then resemble relief Nevertheless, both
schemes have proved popular and have been widely adopred
By 1947 about three-fifths of the worlang populanion was
covered I)y old age msurance and the amendments of 1950,
which extended coverage to aguicultural labor regularly em-
Ployed, to domestic servants, employees of educatonal mnsti-
tutions, and some self-employed were evpected to mcrease
this fraction to three fourths By the end of June, 1937, 2ll
states had jotned 1n the plan for unemployment payments and
by 1949 over half of the ermployed population was covered
Ralroad workers were covered by separate plans
. In addinon to old age and unemployment benefits the
welfare state” made public assstance avalable for public
health, vocational rehabilitation, and school lunches All of
these health and medical, welfare, and socsal securiry services
0 1949 resulted 1 expenditures of §11,591,800,000 or 7 per
cent of nanonal mcome A lttle more than half of this sum
Went gito social insurance and related programs and a hetle
more than half was prowided by the Federal government
Cleatly the efforts to mutigate possible hardships befalling
workers from the operation of the capitalist system were sub-
stanttal
Also the “welfare state” stands ready to take drastic meas-

ures 1o emergencies, as 1t did during the deep depressiont of
the 1930's when 1t created the Public Works Admunstration
and later the Works Progress Admimistration The establish-
ment of the principle that the state 15 responsible for alleviat
ing the economic hardstips of those who cannot work
because of the lack of jobs means that the state 1s beholden
to the pnnoiple that the economy must be hept operanng at
somew here near capacity 1n order to prey ent unemploy ment
~at What 15 frequendly called full employment It wasm the
unplementation of this doctnne that the Federal government
created the varons agncultaral arrangements referred to
earher, the Reconstruction Fiance Corporauon, the Import-
Export Banl, and many others Tt was for the same purposc
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any form of ployment payment arrang Dunng
the depression, however, urgent appeals for rebief came from
old age groups and from the unemployed~such urgent ap-
peals indeed, that pohucians had to listen to them Congress
finally endeavored to grve satisfaction by passing the Soctal
Secunty Act of 1935

The new law, as amended m 1950, provided payments to
the aged, or dependents of workers who died before age 65,
and to the unemployed Aged workers were to be pad
monthly annunes, the som depending upon the amount of
wages carned, ume worked, and number of famly depend
ents The unemployed were to be gven weehly payments
one week of benefits being pard up to from 13 to 26 weehs
a year according to the laws of the stte i quesuon for
every four weeks of previous employment. Moneys to mect
old age payments were to be had from a 3 per cent fax on
wages up to §3000 a year (§3600 since Janvary 1, 1953h
one half to be paid by the employer and one half by the an
ployee Moneys for payments to the unemploycd were to be
obtamed from a 3 per cent tax on payrolls payable by the
employer, but the Federal government as 20 mducement o
get the states to ad ployment comp on 3
lowed a deducton up to go per cent of thew Federal tax for
payroll taves paid mrto state funds A state plan had to meet
certain standards mn order to get Federal approml for the 90
per cent eredit, but within these standards state laws saned
widely

In the strice sense, nesther the old age or unemployment
arrangement just described 1s msurance, they are contribt
tory plans of socul relief The beneficiaries do not carry
the entire burden of the contrbutions and sums pad 1 do
not gO INt0 2 COMMON IESern e fund out of which ulnmate
clams are met In fact, moneys recened by the goxcmmcnl
£o 1o pay government expenditures much Ihe recaprs from
a tax Thus excensive unemployment would cause such 3
drain on the Treasury as to requure the floatng of bonds, and
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the lughest bracket was 82 per cent of net mcome) and to
prevent evasion by 2 “pay-as you go” and “wichholding”
program adopted m 1943 and by the creatton of an elaborate
enforcement machinery A tax on the mcome of corporations
was sundarly levied m 1913, although there had been an
@cise” tax on Corporate mcome from 1909, and this tax
undenwent extensive revision n the course of tume Tts rates
were tased, 1t was supplemented by an excess profits tax
from 1917 1o 1921 and agam from 1933 omward, and 1t Was
complicated by  tax on undistributed corporate profits from
1936 to 1939

Also an estate or mhentance tax was created m 1916, and
Sﬂbsequemly gift taxes were levied to prevent older people
from avording inheritanee taxes by giving ther propesty
therr prospective hews The estaté tax 1 progeessive with a
maamum of 20 per cent Credits on this fax are allowed for
estate taxes puid the states Goft taxes are also progressive

Relatively litle use has been made of sules taxes that fall
Patcularly hard on the poorer classes

Clearly 'm erecting the American tax structure an effort
has been made to place the burden on those who can from
the pomt of view of purchasing power bear 1t best The
graduated smcome taxes contributed considerably to narrow-
mg the gap between the nch and the poor, mn fact so much
that Lirele 1f any more sid in the leveling process can be ex-
pected from them Also taxes have been used to reduce
ndulgence 1n extreme luxures and to discourage the con-
sumption of certun products like alcohol by “taung them
out of the market” of a grest number of buyers Finally
there has been a trend toward what 15 called “funcoonal
finance,” hat 15, toward a fiseal sy stem which will encoutase
business actvity mn poor tumes, prevent too great an expan-
s0n 1n good times, and aber steady economic growth A
good example of such efforts 15 to be found 1 the gradu-
ared jncome taxes, which tend to curb spending in years
of prospenty and sumulate 1t 1 y ears of depression
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Funcrional finance 1s 1n conformity with the basic concept
of the welfare state—of keeping the economy gomg ac full
ule irrespective of what the costs may be Thus 1t furnishes
further evidence that America 1s pursuing a policy which will
mean continued governmental expenditures on a vast scale—
expenditures which 1n turn will require hugh taxes and exten
stve borrowings Complain as we may of this state of affars,
we must recogmize that society’s assuming a responsibility
for providing men with work and for alleviating the misery
of those who cannot work 1s a sign of civilization, as we
understand the term
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THE PAST, THE PRESENT,
AND THE FUTURE

1 SUMMARY OF FINDINGS

cudy 3:7;‘: that we have come to the conclusion of our
gl mpé)mpxlxate that we take stock of our findings, for
weneod oo he able to form wise present and future policy
How ave clearly m mind the nature of cur economy,
1t came to be, and what dangers will confront st 1n the
yeurs immeduately ahead

o ur economic progress 15 not, however, especnally easy to
f“ erstand, for no one “cause” can explan it all Indeed,
rom the preceding pages 1t 15 apparent that a great complex
of factors 1n the nght propornons and with forruitons tim-
g were mvolved 1 effectng 1t Yet compheated as this
Pracess was, 1t 15 possible to 1solate from 1t six major elements

which will ad 1 comprehending growth
One of the most important of these elements and the one
with which we began our analysis 15 2 hounuful endowment
of natural r In our d we emphasized, what
everybody Lnows, that Amencs was blessed with an abun-
dance of those things of nature whuch were necessary to the
industria) economy which came it beng Morcover, we
noted thar, as man came 1O Use @OLE and more of the in-
orgamic matenals of the earch’s crust w fich had been formed
over ages of nme, he had a vaster supply of raw matesials
18§
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Functional finance 15 mn conformity with the basic concept
of the welfare state—of keeping the economy gong at full
it wrespective of what the costs may be Thus 1t furnishes
further evidence that America 1s pursuing a policy which will
mean continued governmental expenditures on a vast scale—
expenditures which m turn will require hugh raxes and exten
sive borrowings Complamn as we may of this state of affarrs,
we must recognize that society’s assuming a responsibility
for providing men with work and for alleviating the musery
of those who cannot work 15 a sign of civilizauon, as we
understand the term



THE PAST, THE PRESENT, AND THE FUTURE 187

i“::}goﬂlel:tcenomoglsl{ mereased the supply of go‘ods anfi’
e Er n’gnta of the labor force Mechanscal ‘slaves
e relanor;g:h alt)lon of them created a major revolution

ook devll; etween human input and ulumate output
. clopment that bids fair to conunue so long as
ur present type of economy exists
veg:l; ;i“fd\ ‘f/actor of economic progress was ‘ saving and m
factors, and e pomted out m this connectson that machines,
o § , and transportation facilities would never have come
u emg 1f man had not taken time out from the produc-
Aﬁ:‘oofv :Oem(;lmers’ goods 1n order to make producers’ goods
g peo Ien eavored to make clear that the task here was to
S 12 30 save out of their current eamings, to amass these
\\orkgséfa: then to mvest them, and that an elaborate net-
and oo anks, bife insurance compames, brokerage houses,

rporations was mnvolved mn the performance of this

Job Furthermore, we contended that savings were made on
2 large scale because economic progress was so raptd that
people were able to mamtan themselves m the manner to
which they had become accustomed and at the same tine to
put something astde for building the basic equipment of the
economy

Here was a factor of growth which must certamly con-
tinue i the future 1f progress 15 to be realized, for old equip-
ment will have to be replaced mn order 1o work up new
Pproducts 1 nature to tahe the plice of those resources w huch
are petering our In this des elopment how ever, savings may
well be Jess 1n the form of money than they have been
the past, for there are many mndicanons that recent nfla-
tionary trends will continue and that people will not save
for long something which 15 steadily losing value In the
furure 1t 35 Iikely that savngs will be quickly transferred
10 real things or to tides to real things that do not fose pur
chasing pow er rapidly rather chan be hept 1n currency, or in
bonds, mortgages, and insurapce pohicies the value of which
1s mdicated 1 money
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The fourth element treated m our analysis was the labor
force In this connecuion we found that America had a rela-
tively large percentage of 1ts population of working age,
part because of immgration, and we saw that by immugra
tion the costs of rearng and traming a portion of the labor
force fell on the econormes whence mmmugrants came Also
we noticed that as more and more young people went to
school, an ever larger proportion of the labor force consisted
of women Therefore, there was 2 large reserve of workers
mn schoals trammg for production—a reserve which could be
called upon m case of need, as durmg World War I We
saw, too, that although the population was becommg older,
that 15, that the average age was gettng Iugher, production
did not suffer as a consquence Fmally, we took account of
the fact that m America the goal was not to have a larger
population, but that 1t was to have a hugher standard of hfe
for the numbers which existed, as was mdicated by restric
tions on immigraton and by a decline m the birth rate This
attude will probably continue 1n the future, for leaders 1
the country are fully aware that 1n the long history of man
kind populanon has often grown faster than the supply of
goods and services

Our fifth factor 1 economic progress was transportation
and trade We endeavored to show how cheaper and more
flexible means of carrying goods meant the tapping of widely
dispersed natural resources, the settlemnent of remote aress
the supplying of far flung markets, and a greater divsion ©
fabor, while new methods of selling consututed a vesitable
marketing revolution Also we held that the mternal marhet
was expanded very considerably by the fact that the medum
and lower classes got a large enough share of national 12
come greatly to ncrease thewr consumpuon of goods an
services We indicated that throughout the peniod which we
have studied there has been a marhed imcrease mn the “real
wages” of workers, that 1, 1n what the money wages I¢
cenved would actually buy, that since 1929 therc has been
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;) ety noiceable leveling out m the shares of nanonal income
hZ.sebconomc “Classes‘ and that an accelerator of this process
o een the “u elfare state” which 15 commutted to the eco-
th:“;nl:fe:tennm: of all. Todeed, America’s equalization
o tts of hfe cannot be matched by any other econ
FY’ ether commumist or capitalist
tco:;n:il: Clglnsedme future, at least, 1t would seem that the
mprove . }:tmns of the poorer classes would coptinue t0
s uﬂfemmre‘ 1t would appear probable that our
mm&ﬂ?"cumn facﬂmes would be extended, especmlly by the
of dlsmbum of more highways and that low-cost methods
B tion would become mote general by the standardt-
" n of products and by self-service and mail order stores
© l;’éaﬂth)'« (hedsmh factor 1n econome development we held
outpat ‘0‘576 1deologres which provided wcentive to greater
Unved s e stated that most of the peopte who came €0 the
ey tates wanted fo mmprove their materal Jor and that
re:u“zr“‘;hohwerta rased in Amenica faced conditions winch
tend ed them to work and to work hard Indeed, we con
d“ ed that the desire for materal well-beng consututed 2
efiute pare of the American #character”~that composite
of 1deologres by which and for which Amerteans lived
Although the desire to improve one’s matertal crrcemstances
1 bound to be great 1n the years 1 come, there 15 muth ev~
dence to show that the mmpulse 1o acquir 2dditional goods
and services 15 becomng less an end m uself and more and
more a means towards an end—to the aaweent of a hugher
fevel of cvilzation Although it 1S frequently sud that Amer-
1cans have no common goat §or whuch they strve, for they
come from many different nanons, have different religons,
and entertan different phﬂosoph\es of Ufe, 1t 15 far to say
that fmost Americans want their country to have a higher
envilizanion and thar they 21° farely well agreed on what
must be done fo realize ther destee In gcncx:.d. 1t would scem
that there are few cr sheer “money grubbers” now than there
were fifty years ago Many of our calthy citizens use part
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of their surplus to buwld or endow art gallerzes and umver-
sities mstead of overindulging their appenites, and many of
our medm and lower income groups put a large portion
of their earnings wmto the education of their children and
imto the arts instead of solely into more luxurious consum
ers’ goods for themselves

These are encouraging signs, for n every culture for
which we have adequate records peaks of matenial well bemng
have a close correspondence with or come shortly before
peaks m cwilization This 15 because a large surplus of goods
provides lesure for the pursui of the arts, furnishes more
equanimity 1n human relations because mdrviduals are rela
uvely well satisfied with what they have, and insures a greate!
and more ntensive exchange of 1deas among men because of
trade and travel In short, by mcreased economic well beng
the range of opportumties available to man 15 lengthened
and upon this range depends in large part the development
of civilizanon

11 LVIDENCE OF PROGRESS IN AMERICAN CIVILIZATION

At this pomt the questron can be legitimately ashed whether
or not there 15 evdence from the Amenican scene that mate-
ml well-bemng 1s leading to the creaton of 2 Tugher cwviliza
ton This 15, however, an exceedingly difficult question to
answer, so difficult 1n fact that most people who are con
fronted with 1t take refuge behund thar old cliche, © only ume
can tell

On two counts there can be no doubt but that, both rckt
tive to what has eusted 1n Amertca and to what exists clse-
where, real progress has been made In the first place and
with all due respect to cnme waves, divorce rates, strihes
and warrning factions 1 unnersity faculues, it €an be sud
without danger of contradiction that Amenicans have man
aged to create 2 way of hife 1n which they Inc compart
tve harmony with ‘one another And in the second places
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and n spuee of the depletion of natural sesources, the minng
of the sol, and devastating foods, 1t can be clumed that man
:lna: tgrenrly extended hus control over fus physical environ

n

The more these two aspects of the Amencan scenc are
claborated, the more impressive as achievements 1 civiliza-
tion do they become In Amenca the rules of human con
duct are n general well known and just, and those which are
not ust, Like the treatment of racul nunorities, are the object
of attack by a large and influennal body of citizens If a man
1 believed to be brealmg the established laws of the land
be 55 entuled to a fair tnal and 15 considered mnocent untl
proved guilty And if found guilty, an cffort 1s made to re-
form hum and not to cast hsm completely our of soctety In
recent times we have had no mass use of force to sertle dis
putes and we have been free from the arbitrary compulsions
of dctatorslup Moreover we find that it 15 unnecessary to
buld msurmountable walls around our homes for protec-
tion, 25 15 the custom 1 most parts of Western Lurope, and
we are able to enjoy the convemence of wnung checks and
of having charge accounts because most people can be
wusted

Although there 1s always 2 hue and ery about such things
2 corruption 1n government, the success of gangsters, the vse
of narcoties by javeniles, and sharp dealings by some business-
men, such crncism 15 @ mamfestation of efforts to eradicare
evil as well as an mdication that 1t €xIstS In a dictatorshup or
1 2 society where the standards of human conduct are low,
the uncovermg of and suach wpan the hind of abuscs just
mentioned mght never tahe place and the absence of pub
dieity regarding such maters mght lead one to believe that
everythung was perfect

Concermung control orer Physxc:d environment, we are of
the opinion that Amenca has done remarhably well Tts peo-
ple have 2 longer expectation of hife at Durth than those of

any other major €OVRTY They have what 1 probably the
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best health record, that 15, the lowest mcidence of disabling
diseases except 1 the older age groups, of any large, con
temporary society They have one of the most satisfactory
diets m the world, judged on the basis of wncrease 1n stature
of individuals They have prevented fammes, they have made
and areas bloom by irngating them, and they have converted
large quantiies of natural resources mto things useful to
man Indeed, the very fact that Americans enjoy the greatest
mncome per capita of any national group 1s an earnest of what
has been accomplished 1 this phase of civilization

When we come to a consideration of progress m arustic
and ntellecrual creativeness, judgments become less certam,
for in these areas it 15 exceedingly difficult to find objective
crterna for determining what 15 great and what 1s mediocre
Perhaps the surest basis which we have at present for coming
to some conclusion regarding quality of achievement 15 the
judgment of “competent” men mn a given field What 55
most umversally and most consstently held by them to be
of a high order can be considered by us to be great

In the application of this method of measuring accomplish
ment, we come to the conclusion that America has been
makmg rapid strides forward If one looks at Nobel Prize
Awards, first given 1n 1901, one 15 amazed to find that up to
World War I Americans were conspicuous by their almost
complete absence from the list of recipients Then gradually
the names of Americans become more numerous, until 1n the
penod since 1940 they outnumber those of most other coun
tes In general, it may be said thar Curopeans now have 2
vastly greater interest m and respect for the accomplishments
of Americans 1n all phases of mtellectual and artisic purswts
than they did half a century ago

Undoubtedly Amenica’s most extraordinary achievements
when compared with the accomplishments of man through-
out all history have been, as one might expect, 1 the physx
sciences, for the most remarkable creanions of manhind 1
recent tmes have been 1n this area. The fact that nuclear
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fisston was actually realized on Amencan soil, even though
with the aid of European scientists, 15 perhaps the most dra-
matic evidence of what has been done Bur this 15 not an 1s0-
Isted example of achievement 1n the physical sciences There
have been such important advances m chemstry as the 150
lation of vitamns, 1n electromes as the development of tele

M —— e
2
€

In the socaal sciences America has also made contnbutions
which are recognized as great both m companson with what
bas been done n former ages and with what has been pro
duced 1n ocher parrs of the world m the last twenry five years
The work of Wesley C Mitchell m the field of economics,
that of W 1 Thomas mn sociology, that of Franz Boas n an
thropology, that of Charles H Macllwain in political scrence
and that of Charles A Beard mn history are acknowledged
25 of an excellence which will make them live for years and
pethaps centuries to come The publicanon of the Eneyclo-
pedia of the Social Sciences 1s generally considered to have
been one of the mportant events 1n the field m recent pmes
And i philosophy, America has had 1 John Dewey 2 chunker
who gave expression to 1deas which consntute a major con-
tnbunon to the integranon of human actiwity for the purpose
of establishing 2 more desirable socual order

It 15 probably 1n the arts where Americans have made the
poorest showing No Dante, no Shakespeare, n® Michelan
gelo, no Beethoven has yet appeared on the Amenican scene,
or 1f he has, no one has recogmzed hum Peshaps this fartore
m the esthenc side of bfe has been owing to some cxtent at
least to the atulity of Amencans to get esthetic enjoyment
out of sports, out of their w orh, and out of narure, to some
degree to 3 lack of “raste,” a5 judged by the conoscena, and
I some measure to a slavish wmesuon of imported styles
which have no roots m Amerncan soit

Yet one must not forget that great masters, fike those
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named above, are rare 1n any society and alse one must recog-
nize that Amenca can pomt to some noteworthy successes
m the arts In the field of architecture, for example, there
are, 1 additton to the horrors constructed 1n a mad rush at
the begmming of the century 1n our large cines and to the
monstrosities which line many of our mam streets, some
excellent buildimgs Most of those competent to judge will
achnowledge that Radio City, the School of Engineering at
Northwestern  Unuversity, the Prudential Lafe Insurance
Bulding 1n Los Angeles, and many of our suburban and
country homes will measure up to agything constructed 1n
recent umes n any other parts of the world and may even
rank with grear architecture of all nme Among our archt
tects Frank Lloyd Wright 1s umversally recognized as one
of the very greatest contemporaries i his profession and his
functional style, which has found such extraordinary applt
cation m American factones, 15 generally consdered to be
one of the most important achievements of this country m
the bulding field

In hterature, even f America has not had colosst of abso
lutely first rank, 1t has had wnters who stand hugh on the
contemporary scene Among novelists there have beent Sinclair
Lewss, Pearl S Buck, Wilham Faulkner, and John Stemn
becl. of whom we can be justly proud Among poets there
have been Stephen Vincent Benét, Edward Arhington Rob
mson, and Archibald MacLesh And among playwrights
there have been Cugene O’'Neill, Maxwell Anderson, Ten-
nessce Williams, and Arthur Miller

In panung, also, America has not had great masters 3t
we have had aruists of whom we need not be ashamed There
have been, for example, Edward Hopper, Georgia O Keeff,
Grant Wood, Thomas Hart Benton, gnd J S Curry If
sculpture, the record has been much the same, yet with the
worhs of men lile Samt Gaudens, George G Barnard, Jacob
Epstein, Wiliam Zorach, and Alfeo Fagm bringing honor
to the American branch of the profession
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In b
from Cilcfrteo‘v; lrve had really disungushed achievement
Dots Lo, hg phers Lke Martha Graham, Hanya Holm,
been Georp e"e(Y;s and Charles Werdman In music there have
American fzz : ershwin, master of the characterisucally
favorably r]ec Dém, Carlo Menotti, whose Consul has been
H S ewved in Europe, and Aaron Copland and Roger
10ns whose symphonic compositions are enerall
recogruzed to be of a lugh order And m th g A
such artsts 2s Chatl Ci 1n the cinema we have
Then th 1e Chaplin and Walt Disney
5t ot ;:e 15 axlmther aspect of our creatwve scene which
autsiandun vaet ooked For one reason or another many
at least g foreigners have come to our shores and have had
the mesp’fl;t of their careers with us Among such persons
the oo 00 Albert Emstem, the physicist, Igor Stravinsky,
Mesu-ov,\:; 5‘;:’- Arturo Toscamm, the conductor and Ivan
ndicames 3 h[ ¢ sculptor, come to mnd Their very presence
o ent at there 15 something congenul to the creator
A vironment
Am;n::: events, even our abbreviated roll call of some of
\ldﬁs ev 3 Contnbutors to cw:hz:ltlon 5 lﬂlPreSSlVe and PN)
ool lh ence of effort bemng expended to hft our culture
show ghel' plane But there are other straws 1o the air @
ate sn;lv ich way the wind 15 blowing In 1950 Amencans
@ 1d to have spent more money o goto “classical mustc
neerts than they did to go te baseball games They put out,
even after allowances are made for price mncreases, nearly
twice as much for books as they had a decade eather They
expended 85 per cent more fof the leguumate theater and for
opera than they had m 1940 And they had nearly 45 per
cent more of thewr youd\ 1n colleges gand umy £rsines than
they had ten years prcvmus\) 1 Something certanly had hap
pened m Amenca when we thunk that the President of the

United States playcd classical MUSe far relaxation, when ane
of the fughest ranhing generals of the army spent his Sunday
afrernoons wath pallet and brushes, and when businessmen
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as well as housewives jomned punnng clubs, amateur sym
phorues, and hrerary societses throughout our land

I, DANGERS BEFORE US

It would be unfortunate, howener, if the reader got the
smpression from what has been sud that Amenca has already
developed an extraordmardy hugh cwilization in oll respects
or that progress toward awvilzaton » automanc—and that
all one has to do 15 to sit back and watch 1t happen If ths
has been the reader s reaction, st only gees to emphasize one
of the dangers to progress i cwvilzation which Turls m the
shadows~the danger of complacency We mght as 2 people
easily come to believe that our grear wealth per capira will
as a matter of course lead us to great heights The way up &
unfortunately not as sunple as that Let us be under no il
stons about ourselves YWe must recagnize that much remais
to be done to improve the orderhness of our society and that
what should be done will requre great effort Also we
should not be blind to the fact that st will be even 2 more
dufficulr task to develop * superior tastes ' among our feltows

There are indecd many Americans who are far from beng
able to recognize beauty when they see it or to imsist vpon
gettng 1t when they hnow what 1t 15 There arc relamvely
few of us who have an apprecanion for or an abihiry to exe
cute learned forms of arr, which charactenze the master
preces of all time And there are extremely few Americans
who have the patience to Jearn, fet us say, the techniques of
poetry or of music and who so love perfection that an ©f
server could prodice the creanon of the great Amenican
“epic’ or the great Amencan symphony m the foreseeable
future We are sull a very hurned people, accustomed 0
jerry busle houses, books, and plays Perhaps we must seitle
down and develop * taste” for several gencrations before we
can expect to reach the hesght of achievement

Then, 15 has been sud carlier, that parc of the foundanod
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of our cwvilzation which 15 economuc m character cannot be
assumed to be growing forever stronger, for our narural re-
sources are bemng used up, we cannot be sure of always sup-
plementing what we have with smports, and our population
myght graw at a sate which could not be marched by
creases 1n production Nor should we forget that the larger
the populanion 1n relation to resources the more difficalt 1 1t
for people to effect those savings necessary to make wnvest-
ments for growth

In the more immeduate furure, however, the greatest danger
which threatens American progress i civilization 15 not €co
nomic, nor the farlure of people to devote more of thewr ime
and energues to creanve actvity, nor tensions upon the do-
mestic front The real danger 1s foreign war S0 much evi
dence of the devastaung effect of modern war has recently
been made available to all of us thar there 15 o necessiy
of belaboring the pomt here One should not forget, how-
ever, that war 15 the very negauon of the cvilzing process
It means 2 complete failure 1 the development of orderly
relations among human bemngs It means a diverston of ener-
gies from esthetic and mrellectual pursusts and from efforts
1 extend man’s control over his physical enysronment 1t
means a destruction of many of the masterpieces of the past
and the weakening of the economic base which 15 conducive
%o progress in crvilization

In 5§‘r‘e of all the most obvious results of war manl ind has
not yet displayed an abiliry to avord recourse to force 10
sertle some of 15 differences If America has one challenge
among 2l others 1n 1ts role of world leadership, 1€ 15 t0 dev I‘S‘C
ways and the wll for setthng 1nternatanal differences with=
out violence

N THE HOPE OF THE FUTURE

to analyze

are domng here,
WWhen one endeavors, as we s upward

1%
those forces which may carry American crlizatio
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or downward in the next hundred years, one 1s apt to leave
the reader completely unsatssfied and with a sense of great
uncertamty Unfortunately we can only put down what
may be “reasonably expected” in the light of expenence, 1
view of present factors at work, and with the probability
that certamn forces will be operative n the future

Within these limuts, I believe that, if America can avod
great devastatng wars, 1t can look forward to achieving
within the next century one of the greatest civilizations of
all imes This country has the potentialities for greater eco
nomtc well bemg than any other mn the world and, as we
have stated, the abundance of goods and services per capita
has accompanied or preceded the highest peaks of cwilizatton
attaned m the vartous cultures of which w ¢ have knowledge

There are signs that already Americans are getting results
mn all aspects of ewvilization, even 1n the esthetic where they
are ndmlttedly the wealest And there 1s abundant evidence
of an earnest desire on the part of most Americans for cre-
atwe achievement 1 all phases of Ife More and more there
1s a realization that man can be satated with humdrum
material things, but that he can never have enough justice,
order, happiness, and beauty—the real stuff of civilizauon
The realization of this great truth 15 one of the most €n-
couraging signs m the Amersca of today
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Table 1
CoMPARATIVE NATIONAL INCOMES ¢
oF SeLECTED COUNTRIES
Total Produced Real
National Income [ I U.’s Produced
mIU's? per Year per
Country Year (bullions) Person 11 Work
United States 1947 1527 2566
Canada 1947 11.0§ 2247
United Kingdom 1947 3014 1383
France 1938 11.91 745
Switzerland 1938 158 8719
Tualy 1047 473 354
Germany 1937 314 1130
Australia 1947-48 491 1511
New Zealand 104748 1.54 2281
USSR 1938 245 302

“ Colin Clatk, The Conditions of Economnc Progress (New York, Mac-

mullan, 1951)

*An “mternanonal umt” 1s what one dollar would buy i the Unted
States over the average of the pertod 1925-1934
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Table 2

CoNTRiBUTIONS Ta NaTIONAL INCOME BY
SecMexTs or THE EcoNomy **
1869 1950
(Percentages Based on Current Prices)

E
Trade

157
166
168
153
130
145
140
117
155
166

*S mon huznets, National Income A Summary of Findings (New York
Aational Bureau of Econoruc Research 1946) p 40
*Surcey of Current Business Januaty and February 195t
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Table 4

Nationar Incovie$
‘TotavL anp Per Carita, 1865-1950

20§

{1929 Prices)
Natonal Percentage Change in
Income Natonal Income from
Bilions | Population | Per Capita| Decade to Over
Sear of§ Millions $ lapping Decade
86978 |
93 215
483 136 ped 278 +456
1879-88 79 548 326 ity
188493 210 612 384 +177
- o 676 357 +149
Boro3 ) 208 743 401 4231
189908 373 815 458 Jass
190413 350 896 soz iy
150918 506 977 517 +124
B! 573 1050 546 +133
191938 890 1128 61z 4306
1924-33 733 1206 607 + 61
1929-38 710 1260 §72 — 17
1930° 781 130 635
1940 1000 1320 757
1950 1530 1510 1013

*huznews op cir,p 32
*Gross nanonal prod
Survey of Current Busmers,

uct

place of nanonal mcome, and 1939 dollars
January and February 195%
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Table 5

THE AMERICAN WAY

Reat Probuct pEr Max-Hour 18 TiE UNrTen States
(In International Units)

Year Agricultural Manufacruring

1870 0 tox 0209

1880 011t 0240

1890 0131 0384

1906 0155 0343
1909~1911 o181 0.402
1919~1921 0107 o581
1929~1931 0157 0767
1939-1941 01282 1070

T . ~= £ - Burad emenanly on Harold Bx

- y-939 (New Yol
vofomon Fabneants
N uteau of Economi®

. \
Research, 1942)
Table 6
RELATIVE IMPORTANCE OF Sources o HeaT AND ENERGY
(In Perceatages}
Coal
and
Ares Year| Lignte} Oul
World o3| 741 45
World 1935 603 165
World 1948 548 246
Eurg};c (exclud-
wmg USSR 949§ 817 114
Umited States 1048] 470 340
From Lnck W Zimmermann, World

York Harper & Brothers, t951), P 454

Resources and Industries (e
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‘Table 7
Provuction oF Cor IN SeLecTEn COUNTRIES
(In Millions of Metric Tons)
T United Umuted
ear States hyngdom Germany
1860 192 800 123
1871 qars 174 293
880 648 1470 470
1850 1431 1816 q02
1900 2446 2252 1093
913 s 2920 1901
1937 4512 2442 2252
2029 1214

Table 8

Wateg Powkr 1N THE UNITED STATES

Year
1889
1900
1912
1912
1932
94
1945

Historscal Statistecs of the Unated Statet, P 1 551560

Hydroelectre Producton

In Trillions of Bonsh o
1n Thousands of Kiowatt
‘Hours

“Thermal Umts, Constant
Fuel Equivalents

7:387:500
21,261,656
35:997:809
E9,132:585
84,747:079
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Table 9
‘Wortp Pic Iron anp StEEL PrODUCTION
(In Mulions of Short Tons)
1860 1048
Pig | 1870 1890 1920 94!
Country Iron | Steel | Iron | Steel | Iron | Steel | Iron | Steel
Unuted States 09 |oog | 101 | 47| 400]463] 610 884
Untted Kingdom | 43 {oz3| 87| 39| 76{ 00| 103] 164
Germany 06 |org| 44| 23| 88| 00| 64} 60
France oog| 21| o8] 37| 33| 72| 8o
Russta oo1 06 oz 185) 222
Total + all
other countries | 8o | 056 [ 294 | 135 [ 675|778 1259 1695
Table 10
Gross Caprrar. ForMATION as Per CeNT oF NATIONAL INCOME
Gross Net Changes
Producer Gross Net 1n Claums on
Annual Durable Construc | Changes m | Foreign
Average Goods ton Inventories | Countrtes
1869-1878 1 99 54 -7
1874~1883 § 2 94 52 —o8
1879-1888 I 109 36 —04
1884~1893 50 140 23 —03
1889~1898 49 146 18
1894-1903 53 130 3t —o3
1899-1908 60 126 19 —°3
1904~1913 58 1212 20 7o
19091018 69 o4 20 44
1914~1923 74 83 29 +3 1
1919-1928 70 05 22 +
192451933 55 tos —o1 +o8
1920-1938 63 75 o1 +03

Denved from huznets, op ert
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Table 1t
Ner CartraL Prr Wage Earnzr EMPLOYED TN
Unirep StatEs MANUFACTURES, 1943

Chemicals and allied products $17,227

Food and fundred preducts 8,387

Leather and ats products 2,361

Lumber and wood products 2,577

Metal products and processes 495§

Paper and pulp 6,523

Printing and pubhishing 6835

Rubber products 6 561

Stone, clay, and glass products 4,926

Texules 2387

Miscellaneous 5,501

Table 12
Rectonat. DisTaisuTion oF MANUFACTURING VALUE
ADDED BY MANUFACTURE
(In Percentages)
Goverament
Warnme
Fxpenditores,
R!glon 1940~1944
—eem o
New England i
AMiddle Adant heH
East North Central 691
“West North Central 693
South Adantic 606
East South Central 1060
West South Central 338
Mountain 877
2afic 318

Undistnibuced L e——
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Table 13

Ratio oF Prices Received sy Farnzrs 1o Prices
Pam By Fannens

(1910-1914=100)
Year “Pasity Rauo”
1910 106
91§ 93
1920 104
192§ 92
1930 80
1933 35
1935 84
1930 8o
1943 nz
1949 100
Table 14

Reranive CoveentrATION oF MaNUFACTURING EMPLOYMENT
™ TiE United STATES

Arez or City Sze Class 1899 1919 1929 1937
33 Census Industrial Areas 203 176 156 154
Remainder of Umited Srates 61 63 68 7°
Cines by size 1930
500,000 and over 201 158 146 ur
100,000-560,000 201 165 150 42

2§,000-100,000 210 183 168 77
Remamder of U.S 56 60_.,_6:—-L’—f7——'

1 1 area or nize clus 2

Aanufactuning \\:}:e earners per 1000 populatios Lo populon 1 S

reentage of manufactunng wage earners per
fruted States as a whole
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‘Table 15
Uses oF Farm LanD, 1849-1949
{In Millions of Acres)
Acres Har
vested per | Harvested
Land Land Caputa of | Acres per
Y mn Available | Cropland | the Popu Worker
ear Farms | for Crops | Harvested | lation Agriculture
1848 293 T
3
1869 408 189 122 179
188 623 358 220 35 221
1909 879 478 311 34 261
1929 987 522 359 29 342
1949 1,100 550 395 28 405-430
| D S
Table 16

Unirep STATES CARRIERS

Billions of Passenger Billions of Ton
Mules Miles

Railroads

uses
Trucks
Inland waterways (i
cluding Great Lakes)
Aur carriers
Pipelines (oil)

Source gsth Anmual Report, Interstate Commerce Commussion 1947
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TABLES 3y

Table 21

WhoLesary Prices
(Bureau of Labor Statistics Index, ty15ss100)

1860 Go.9 1910 704

1865 1320 191§ Py

1870 867 1920 1544

o m 1925 1o 5

“ 1 1930 2

s 566 1935 oo

i 562 1930 76

185 438 1935 1088

1990 561 Dec 1950 175

1905 601

Table 22
Poruratioy o CovtmvenTat UNITED STATES, 1790-1950
Increase over Preceding £ ajruyy
Census
Dare Populanon Number Vet gaip
_xe | Populamon |  Number |
1950 150,897,361° 19 028,086 "y
1940 131,669,275 818947212 ;; 7
1930 122,775,046 17,064,432 iy
1920 105,710,620 13,738,354 144
1910 91,972,266 15977 ggl ey
1900 75994575 13,046,561 1]
1890 62,947,714 n‘79l-9§z 3
1880 50,155,783 33 597,: : vt
1870 38,558,371 Lisese 1y
1860 Hngscy i b’
1850 23,191,874 » iy
o | hedoas $033 4
1830 12,866 010 3'199-572 1Y
1820 9,638,453 1‘9;('398 i
1810 7,239 881 :'379‘:69 iz
1800 5,308,483 k M
790 3.929:214
—_

——
| e
Source Population of cmmg;;{,,‘.f,"’,!.ff cﬂug;n’:{.,’ A o,
and States, Apnl b gose, gmw Ts 1950, ¥ ey if i

o %
Conezs S ;gm’:soﬁvmél s from Pordmen Indes, v

£, fromes
1), 1951, . 4, table I
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Table 23

InMIGRATION AND EMIGRATION AND ADMISSIONS AND DEPARTURES
or OtHER PErsoNs

(In thousands)

ADMISSIONS DEPARTURES | fixcess

of

Admus-

sions

Under over

Imm: [ 15 Years Emu Depart

Year | Total | grants | of Age |Others | Total | grant | Others| rures
1865 248 465
1870 387 81
1880 4571 871
1890 455 864

1900 449 U"?:'G"

1910 [ 1,198 | 1,042 1205 156 | 380 ( 202 78 | 818

1920 622 430 Un:erm 192 | 428 | 288 140 | 194
19

19301 446 | 242 407 204 | 273 st | 222 | 13

1935 | 180 35 135 | 189 39 | 150 ] 9

Ig30| 209 bis 96 138 166 21 145 43

1985| 02| 38 56 | 164 | o3 7| 86| 1%

l

Sources Historscal Staustics of the Unsted States, Semes B 304 330
B 331 336 350-352 for figures through 1930, for 1945 J Fredenc De“hmsdn
dmiericas Needs and Resources (New York Twentcth Century Fan
1947) p 35 table 8
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Table 24
"TuE Lazor Forex, o He Unirep States
Per Cent of Popu Per Cent of
Population 10 Years| lanion 1 Employ |¥Vomen 15 Years
% Old and Over | ment 10 Years Old | Old and Over m
far {mt chousands) and Over Empjoyment
—
"W 22429 470
‘370 29,123 444
oo 36,768 473
9o 47413 92 16
120 57949 03 7
910 71,580 521 20
19%0 82,739 513 20
1930 98,723 495 at
W40 110,443 472 253
Total over 14 Per Cent over
years of age 14 years of age
1930 89,100 545
1940 101,202 522
949 109,613 580 296
—

SN
Sources Huvorcal Statistics of the Unised States, p 63, Stansncal 4b
#7act of the Unsted States, 1950 p 175
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Table 25
UnesrroYment, Wages, Hours

Index of

Money

Wages,

Index of |Nonagnicul
Money | ture 1860~
Average Average | 'Wages Ag | 1800 Index .
Hour e i
Week, \
Year agrey

18350 69 72 300
1860 66 72 (1866) | 53 (1866) 100 400
1870 63 7t 52 162 soo
1880 618 7t 60 141 700
1890 59 v0 64 1589 900
1900 573 69 66 1600
1910 546 68 o7 600
1920 50.4 63 242 123§ 600
1930 493 59 167 941 3800
1940 440 523 126 1145 o0
945 434 52 350 2934 4

Sources Historscal Statstics of the Umted States, pp 67, 70, Dewburst,
op esf, appendix 3
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Table 26

INTERVAL MicraTION oF Native PopuratioN
(In Percentages of Total Population)

Bomn 1n State | Born East of
other than Boro 1n Born m
State of South, living | North, lving

Year Restdence m North 1n South
1870 2312 83 15
1880 221 67 19
1890 208 58 20
1900 206 54 27
1910 216 33
1920 221 34
1930 23.4

224

Source Historical Stanistics of the Unisted States, P 30
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Table 27

Distrisution of Porutation By Tyre Anp SuzE of
Compmuniry, 1850-1950

{In Percentages)
Type and Size 1
of 1850/ 1860|1870 1880] 1890{ 1900] 1910| 1920|1930} 19401950
Commumy
Usbzp Communities{15 3|19.8 |257 282|351 [400 )45 8
Populanon
100,000 OF 10T 85
00 000-1,000 600 z2z
250,000-500 000 38
10Q,000-2 50,000
or

100,000 or more* | st | B4{r07 (124 (1541 43
0000160000 1] tg] tof 18) 32} 36
37

15§,000-50,000 26) 21 24] 28] 36
10,000-25,000 14( 28( 441 44| 551 57
$,000-10,000 16] 31) 33| 34] 38) 42 47

2 §00-5,000 14f 1) 28] 32) 36} 1] 42/ 43
Ruraf Communities (847 [602 (743 718 [61.5[700 [543 [486 |4

381435

1850-1800 109,000 OF MOfE 1900~1950  100,000-250,000
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Table 28
Wonk Storpaces Resurrve rrot Lagor MANAGEMENT
Diseurss, 1881-1950
Workers
. Number of | Involved
ear | Stoppages | (thousands)| Man Days 1dle During Year
Per Cent of
Number Estunated
(thousands) | Working Time
1881
477 130

1890 1,897 373
1900 1,839 568
1905 2,186 302
1914 1,204
1920 3411 1,460
1930 637 183 33320 oos
1930 2,508 577 §;700 oto
1945 4750 3,470 38,000 o47
1946 4,985 4,600 116,000 143
1947 3693 2,170 34,600 b
1948 3419 1,960 34,300 37
1949 3606 3,030 50,500 2
1950 4843 2,410 38,800

1935-39

average 2862 1,130 16 900 L4

—
Sources 188t-194s Histoncal Staustics, Senies Dizg 318, cols. 24 135,

17, 118 10461049 and 1g35 3930 average Mombly Labor Review, July 1950,
18y 1950 The New York Tnnes, Apnl 18, 1951
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Table 29

Anterican BusiNess Leapers ny FATHER'S OCCUPATION AND BY
Famivy Starus, 1900-1910

Occupaton of

Business Leaders | Political Leaders

Father {per cent of) (per cent of)
Busmessman 56 33
Professional 23 18

armer 12 38
Public offieal 7 9
Worker 2 3
Total cases (=100 per cent) 167 167

Family Status
Upper 50 36
Middle 45 se
wer 5 14
Total cases (=100 per cent) 179 180

William Muller “Amencan Histonans and the Business Eliee,” The Jour
nal of Economue History, vol IX, Nov 1949
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Table 30

Rerarive Iasportance oF Corporations v Eacrt Branci
or InpustrY, 1929
Per Cent of Income Conung
from Corporations m

Industrial Branch Each Branch
Agnulwre 6

nsruenon
Miscellaneous g;
Service professional, amusements,

horels 33
Finance Banking, msurance, real

estate, holdmg companies, stock

and bond brokers, etc 56
Trade )
Transportation and other public

utlities 6
Manufactoring 92
Muung and quarrying 9%

. Biz Bussness Its Girowth and fts Place (New York Twenteth Century
usd, 1937), p 17

Table 31

urseNT Pricrs) Recenen By

Stanes oF Torar, Incove Paystents (G
Feperar, [ncove Taxes

Urper Anp Lower Incontr GRoups, AFTER
(I Percentages)

ncome Groups of Toral Population

Year Total
1000
1919-1938 e
1919 o
"}.§6 100
—

Pu3 snd unpublished ms.

Source Kuznets, 0p €
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Chare 1
Crances v Per CariTA IncoME, By INcome Groups, 1913 1948

(THOUSANDS OF DOLLARS)

10~ UPPER 1%

1913 1920 1939 1948

(HUNDREDS OF DOLLARS)
12}~

LOWER 99%

1913 1920~ 1929 1933 1948
Source Kuznets, Nanonal Barean of Economuc Research
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Table 32

AcGREGATE IncomE Payments ny Tvpg
(Pcrcenmge stmbucion)

Employee Entrepreneurial Property
Average of Compensation Net [ncome Income
1870-1880 264 236
1900-1916 28.8 242
1919-1928 9y 188
1929-1938 159 192

Sources 1870-1910 based on W. L. King, Wealth and Income of the Peo.
ple of the Unired Stazey (New York, 1915), 1919-1938 hased on Nawonal
Bereau of Econome Research estmates 1 Kuznets, op. ¢t p, 50

Table 33

Cuaracreatsrics or Fanyiy Incone By Reatoy anv Stz or
CoMumuntrtes, 1935-1936
(Mednn Income jn Dollars)

Srranf o I_Ncw ! I\'Iorthl South | Plains | Pacific
g veaes 1,361 1,616 1.454 LS4
Muddle Size Cittes xgz6 x:;;o 1,273 1392
Small caties 19 1203 | 1,004 i
Rural nonfarms w57 | 1163 | s 1433
Farms 1,584 1,236 780 1349

Source Kurners, op ity p.ay,
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Chart 3

Incorte Suares or Top 19 axp Lowex 939, Disrasuren 5y Tee oF
INcone, 1929 AND 1948

——LOWER 93%

o COME RECEIPTS
RENT 5o JeOF TOTAL K
INTEREST

DIVIDENDS
ENTREPRENEURIAL INCOME
EMPLOYE COMPENSATION

——TOP 1%

16.7a0F TOTAL INCOME RECEIPTS
[ CCMERECEPTS
113
124
10}
8
(19
at
2 ,;S‘\E
- 19;9 ISA;B 1929

on.
Source huznets, Amencan Economc Assoain
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Table 32

AcGreGATE INcome PayMenTs sy Tvee
(Percentage Distribution)

Employee Entrcpreneunal—) I;mperty

Average of Compensanon |  Net Income ncome
18701880 500 264 36
1900-1910 471 288 242
1919~1928 6ry 195 188
1929-1938 639 159 192

Sources 1870-1910 based on W 1 King, Wealth and Income of the Peo-
ple of the United States (New York, 19i9) 19rg-i938 based on Nauonal
Bureau of Economuc Research esumates in Kuznets, op ¢it, p 50

Table 33

Craracreristics oF Famiry Incone By Reciow anp Size oF
CoMMUNITIES, 1935-1936
(Median Income m Dollars)

Moun-

New | North tamns and Pacfic
Size of Commumty | England | Central | South | Plams | Pac
Metropolises . 1,730 . .- ove
Large ciues 1,361 1,646 1484 | nbor | 1S4t
Middle size cinies 1,326 1,370 1,291 1871 1,391
Small ciues 1419 | 1203 | 1094 | 1493 | IS
Rural nonfarms 1,457 1,163 1,159 1,341 1433
Farms 1,184 1,236 780 860 1339

Source Kuznets, op cir, p 27
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Table 35

Rererence Dates anp Durations or Busuvess CYCLes oy THe
Uniren States

(Quarterly Reference Dates)

Peak Through  Peak Through

4Q 1854 4Q 1902 3Q 1904
Q 185y 4Q 1858 2Q 1907 2Q 1908
3Q 1850 3Q 1861 1Q 1910 4Q 1911
1Q 1865 1Q 1868 1Q 1913 4Q 1914
2Q 1869 4Q 1870 3Q 1918 2Q 1919
3Q 1873 1Q 1879 1Q 1920 3Q 1921
1Q 1882 2Q 1885 2Q 1923 3Q 1924
2Q 188y 1O 1888 3Q 1926 4Q 1917
3Q 1890 2Q 1891 2Q 1929 2Q 1933
1Q 1803 2Q 1894 2Q 1937 2Q 1938
4Q 1895 2Q 1897 1Q 1925 4Q 1945
3Q 180p 4Q 1900 4Q 1948 4Q 1949

Source Arthur F Bumns and \stl? C. Mitchell Measunng Businest

C;lv,cl:r (New York Natonal Burean of Economic Rescarch 1946) p 78
table 16
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Table 36
Growrn oF Live Insurance 18 AMerica
(In Millions of Dollars)

Numberof } Ordinary
Vear | Compares Life Industrial Group
1860 17 163 7
1870 7 2,023 8
1880 4 14,5593 196
1850 50 3,6207 4288
1900 76 2,093 2 1,368 0
1910 214 13,2372 31770
1930 272 334546 T8 8 16368
1930 352 797748 18,287 4 9:8560
1940 308 81,060 2 21,3436 15,381 5
1948 380 135,669 o 11,6090 39100

Source Shepard B Clough, A4 Century of Amencan Life Inmurance
(New York Columbia Unwersity Press, 1046), pp 370-375

Table 37

Percentace or Watre, Now-Reter Fanmrures Pavm Lire
xNSURANCE PKE\HVL&S ™ 1935"’936

Rural areas 5
Cities, 2,500 to 2§,000 82
Cities, 25,000 to 100,000 gg

Cities, 100,000 ta 1,500,000
New Yorl, Chicago, Philadelphta, and Detroit 9°
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Table 38

231

Frperar, Government Frvances (Unirep Srazes TreAsury)
Recerers v Mriions o Dotrars

Gross Sur
plus or
Deficst, In-
Income &{Other In-| cludn,

Customs | Proft | termal | Other [ Debr Re-

Duues Tax {Revenue |Receipts] trement

Wrol  4rrz| 1945 1471 18] o016
ol g3l a86s T el Bol s
B0l go30| 2196 1426) 308] 850
1900 $672( 2331 2953 387 4463
wio) G551 3336 200 | 3689 518 ~181
90 68935 { 3229 39449 | 14600 0666] Falxg
19301 41779 5870 2,4100 6283 s516 1837
g0} 53871] 3485 21253 | 26400 2731 —37402
15| 4GasSs{ 3sa7 | 35730 | 7aas9| 3aB27| -S30380
1950 413106] 4226 | 28,2626 | 1859 14393 —3an3

ExpENDITURES I8 MrtLioNs oF Dorrars
All Other

Total

Navy | Interest

War De | Depart [on Public]

| Total |partment! ment Debt

3096 576 27 1291
2676 381 133 957
3180 445 220 3610
5208 134.7 559 401
6936 1898 231 23
6,4033] 16219 9360 | 10102
34402 4648 3731 6503
80081 9071 Rprg | 30300
100,404.5 | 50,4903 | 30047 % 36166
40,1668 93101 | 41205 ] $H7499

1009
1202
2153
1899
3392

35T
194 9
61586
1638506
0977

Civid & Mus~

cellaneots
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Table 39
Freperar, Pustic Desr
(In Thousands of Dollars)
1860 64,844 1910 1,146,940
1870 2,436,453 1920 24,299,321
1880 2,000,909 1930 16,185,310
1890 5,122,397 1940 42,967,531
1900 1,263,417 1950 256,708,000
Table 40
State anp LocAL GoverNMEeNT FINANCES
(In Mulions of Dollars)
1890 1502 1913 1932 1942
General Revenue
Property taxes 443 706 | 1,083 | 4,682 | 4544
Other taxes 8 154 269 r:677 5,068
Aud from Federal
overnment 7 9 238 854
Miscellaneous 61 101 241 810 930
Total 562 068 | r6oz | 7416 11398
General Expenditures
Operations total 478 78z | 1,165 .. 7:218
General control 82 164 211 ven 667
Public safety 4 74 18 .- 757
Highways 83 7 157 oo 807
Sanrtauon and o6
health 3 34 69 oo 3
Hospitals and 8
correction 52 106 158 1 22
Schools 145 236 331 2365
Librartes s vee 10 4
Recreation 3 14 24 e 97
Other 67 14 24 vee gzg
All other 8 234 586 ;'o 4
Toral s60 | not6 | 1751 1003
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‘Table 41
Revatve InporTANCE OF VAR1oUs FEDERAL TAXES
IN 1930
Percentage of Total Receipts
Tax Provided by Tax

Corporanon 35
Personal mcome 32
Customs duties 16
“Tobacco 12

Sce Carl Shoup, Roy Blough, and Mabel Newcomer, Facmg the Tazx
Problem (New York Twentieth Century Fund, 1937)
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