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Preface

FTER commerce, industry. Foreign commerce, the keynote
of early American economic development and thought,
gave place to industrial expansion in the period ushered in

by the Civil War. The first two volumes of The Economic Mind in
American Civilization, which traced the years from 1606 to 1865,
were focused on the spirit of foreign commerce, for this brought
the treasurc, the goods, and the profits—the visible signs of the im-
portance of a nation in the world. Agriculture, domestic industry,
and internal commerce were all directed toward the expansion of
foreign trade.

America had inherited from Europe a hierarchic, ordered social
organism. The merchant—cosmopolitan, agile and sophisticated—
could manage in such a society rather comfortably. But the free
functioning of commerce was inherently opposed to the principles
of arbitrary rule and political privilege manifested by such a society;
and the struggle opened the way for the infiltration of democratic
ideals. The very growth of democracy, as symbolized in the names
of Jefferson and Jackson, was involved in the contest.

Between the Revolutionary War and the Civil War “aristocratic,”
or “monopolistic,” law-created privileges were gradually diminished
and eliminated. Enlightened opinion maintained that a government
with too great powers created sinecures and parasites: such had been
the historic experience. Liberal-minded men were concerned with
restraining the growth of government in order to enlarge economic
opportunity. Laissez faire and the aspirations of the common man
merged in the conflict against aristocratic tradition. The liberals
were, therefore, not anti-capitalistic, but rather anti-“feudal.” They
knew, of course, that unrestrained individualism was not always de-
sirable, but they firmly believed that any evil effects would be
checked by the enterprising individuals in the great rivalry of wealth-

ix
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seeking. Though there were certain exceptions, the domestic econ-~
omy did not appear to require much overseeing.

The period after the Civil War maintained a good deal of con-
tinuity with earlier economic concerns, but these were subject to
fresh emphases. The money problem remained prominent, although
the issues and parties were not precisely the same. The elimination
of depression and unemployment and the proper methods of run-
ning the money economy were the subject of much controversy in
the business community. That the farmers and, to a lesser extent,
labor groups were also interested in these controversies there is no
question, but there is little to indicate that they supplied much of the
leadership.

In matters other than currency and the tariff, the age was indeed
new. All too rapidly a vast domestic economy rose and proliferated.
The growth of large business units was accompanied by striking
inequality of wealth, and a large and permanent wage-earner class
developed. This had not been foreseen by liberal opinion, and even
conservative economists had thought that the United States might
escape the sight of great wealth for the few alongside poverty
for a goodly number. It was believed that a rough equality would
generally prevail. Now some writers began to argue that great
wealth would stimulate the rise of a leisure class, which would im-
part culture and taste to the lower classes—a European rather than
a native tradition.

As these new economic problems grew to threatening propor-
tions, the practice of going to the government for help was revived
and intensified. From a substantial part of the business community,
as well as from farmers and laborers, came demands for ‘“cheap”
money. Small business wished the government to curb large business,
and many interests clamored for high tariffs. Shippers asked the gov-
ernment to prevent the extortions and inequities of the railroads.
Labor organizations demanded that the government limit immigra-
tion, legalize the eight-hour day, and establish bureaus of labor.
Farmers asked for agricultural education, for experimental stations,
for the elimination of competing imports; some bankers yearned for a
more adequate central banking system. And the underlying humani-
tarian spirit was irked by child labor and pressed for protection of
women in industry. Each of these groups was not wholly homo-
geneous within itself. This was particularly true of the business
community, where interests often conflicted. And always there was
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the traditional feeling that State power was by nature mechanical
and-despotic in tendency and could not achieve that moral regen-
eration of man so essential to the efficient, harmonious working and
progress of society.

The growth of governmental controls was tortuous and gradual.
Only in times of stress.was the increase in the number of restraints
noticeable; and at no time could the process be said to be going
fast; caution was always the keynote, with England rather than the
so-called “bureaucratic” countries on the continent of Europe as
the model of action. New bureaus and offices were regarded askance.
The government was hesitant and groping. Only as knowledge
increased and as means of action became more adequate did gov-
ernment gain confidence. With the support of public opinion, govern-
ment found it possible to moderate the excesses of individualism in
one area after another. Evils which had been considered inevitable
came increasingly to be regarded as subject to positive remedies.
In our own century government became readier to confront the
problems of depression and unemployment, responding in no. mean
measure to the advice and demands of reformers.

These reformers were a miscellaneous lot—railroad regulators,
anti-monopolists, conservationists, tax reformers, monetary reformers,
anti-tariff agitators, Christian Socialists, bank critics, labor leaders,
agrarian crusaders, and some economists. They did not belong to
the same class or have similar aims. Many were concerned with re-
form in only one particular field, ignoring the need in other areas.
Now and then large groups of otherwise unrelated interests joined
together to achieve a common end. However, a number of reformers
were active on a variety of fronts, recalling the old conception that
a country comprised a variety of interests, each of which was en-
titled to consideration in achieving a balance. And even in these
cases reform was essentially empiric and flexible rather than tightly
systematic, moderate rather than radical.

The earlier period had witnessed a number of radical movements
aimed at demolishing and reconstructing society. Young America
had offered the greatest opportunity for experimentation. Colonies
of many hues were tried out—Owenite, Fourierite, and anarchistic,
let alone the many strictly religious ones. These idealistic communi-
ties were escapes from society, and yet their essentially sanguine
promoters hoped that the colonies would provide an example for
the reconstruction of society. Their relatively brief existences hardly
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affected the course of events; but the literature they produced con-
tained some of the most incisive and passionate critiques of the
money economy.

In the post-Civil War period radicalism merged with reformism,
particularly with respect to the growing labor movement. Many
clergymen became more articulate in proposing social measures.
Another feature was the gradual loss of interest in community experi-
ments. At the start there was a strong infiltration of European cur-
rents, notably that which is generally called Marxian. Specific
radical movements, however, attracted relatively few. The label
“socialism” was itself a serious drawback. It was rather Henry
George’s Progress and Poverty and Bellamy’s Looking Backward,
the effects of which reached far beyond the United States, that gave
a foundation to widespread native radicalism. But the atmosphere
of America turned this radicalism into reform channels. By the turn
of the century the interest in sweeping social reconstruction had de-
clined. But the various movements had highlighted evils and helped
to infuse reform with a certain sharp earnestness.

In all this the economists of the United States played an active
role. They were, by and large, better trained than those in the pre-
Civil War period, and yet they remained fresh in their approach. A
group of progressives in each new generation carried the ideas of
their predecessors a step forward, bearing witness to the need of
change and adaptation in a dynamic economic order. They were per-
haps always a minority in the profession, but they deeply influenced
the history of America.

By the end of the period there was a definite recognition of the
importance of sophisticated, professional economic thought for the
intelligent operation of society. From the most specialized investiga-
tions of marginal analysis to the broadest study of business cycles,
disinterested inquiries elaborated the structure and functioning of
economic life, and new techniques of research were developed. The
progress of his science endowed the economist with a greater objec-
tivity, though times of crisis, one must admit, put a great strain on
it, and he seemed to follow blind “instinct.” Professionalism had its
price, not the least of which was the deprecation and lessening con-
tribution of the brilliant and self-taught amateur.

One enduring predilection, however, colored the thinking of many
influential economists. While they realized that large units had the
value of great material efficiency, they felt that a scheme of small
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units and close personal relations was more desirable. The question
was how to attain the benefits of large units without losing all the
social advantages of small ones. They quieted their misgivings by as-
suming that large-scale units would reach a point beyond which they
would prove inefficient. Although that point seemed always to re-
cede, they remained confident that an effective solution would be
found. There was also an influential though declining number of
economists who considered the growth of combinations and monop-
olies as inevitable in the march of progress. These men considered
government control coercive, and they were among the most force-
ful critics of “excesses of democracy.” They clamored for a stronger
executive power at the expense of the legislative power, for while
they felt that the mass of men could not be trusted with their politi-
cal destinies, they could manage their economic tasks without gov-
ernment help. The community, however, detected in this philosophy
a nostalgia for aristocracy, and economists began to regard monop-
oly as too complex to be dismissed as inevitable by means of old
abstractions.

I have attempted in this book to catch the ideas that expressed the
popular as well as the technical, the side currents as well as the domi-
nant stream. The conservative tradition, the reform and liberal spirit,
are examined. The germination, the slow growth, and the clash of
ideas—those which are now taken for granted and those which are
still in controversy—are traced. The various economic ideas are pre-
sented in their social setting; the meaning and evolution of impor-
tant thinkers, whether professional economists or not, are clarified.
The rise of new viewpoints both in theory and practice js portrayed.
Passion and emotion played a role in economics alongside reason, and
I have tried to Jook beyond the rhetoric to the positive and practical
course of theory and policy.

A considerable amount of personal correspondence has been used
as well as public and private collections throughout the country,
little-known published works, newspapers, and periodicals. Govern-
ment documents, including hearings, have also been examined, and
authors of anonymous works have in many cases been tracked
down,

A sequel volume will carry the story nearer to our own day, pos-
sibly to the beginning of World War II.

This book is not clear of debt. A number of friends were of great
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aid, practically and spiritually. A grant from the Council for Re-
search in the Social Sciences of Columbia University has made pos-
sible the extensive research involved. Dr. Nathan Savitsky’s warm
and exceptionally generous counsel sustained me in the effort to go
on. In discussions with Professor Sidney Weintraub of St. John’s
College many a knotty point became clearer. Several parts of this
book have benefited from the shrewd reactions of my colleague
Professor Carter Goodrich. Professor Solomon F. Bloom of Brook-
lyn College, with characteristic generosity, helped clarify specific
parts of the manuscript and draw together the manifold threads. Mr.
DeWitt Hardy aided in editing the final draft of the manuscript.
Miss Mary Barnard laid aside her own work to prepare the index.
My wife, Sarah Sorrin Dorfman, seconded me with effective collab-
oration and unflagging confidence.

It is a grief to me that as this volume went to press my revered
teacher, Professor Wesley C. Mitchell, passed away. His faith, en-
couragement, and guidance presided over my labors for nearly a
quarter of a century.

JOSEPH DORFMAN

Columbia University

November 1948
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CHAPTER I

Old and New Economic Problems in America

serious economic problems. The victory of the North had

saved the Union, but as soon as the fighting ended it be-
came obvious that many of the old economic problems were still
unsolved and that new ones had arisen. Economic thought con-
tinued to be directed toward the tariff and currency and banking
problems. New questions arose over the economic relocation of the
Negro and the financing and control of the railroads. The real
beginnings of the labor movement were under way, and it was
essential that consideration be given to such matters as the eight-
hour day and the rights of unions. Coloring many specific issues
were the general problems of monopoly growth and the degree to
which government should regulate business.

3- FTER the Civil War America was faced with a variety of

PROBLEMS OF MONETARY AND FISCAL RECONSTRUCTION

Before the war national economic policies had followed the pat-
terns set by Jefferson, Jackson, and “sound” laissez-faire doctrine.
The public debt had been small, the relatively low government ex-
penses met by duties on imports, and the tariff steadily reduced,
becoming less a “protective” and more a “revenue” tariff. Gold
coins and silver dollars had been the only full legal tender. Al-
though the state-chartered banks had issued notes, these had been
convertible on demand into “hard” money. The state systems
supervising banking had worked fairly satisfactorily, especially as
the states passed more and more stringent regulations and provided
for specie reserves and bond security for notes.

During the war a national banking system was established which
it was hoped would replace the state banks. The banks in the sys-
tem were all privately owned but were subject to uniform regula-

3
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tions laid down by the national government. The total amount of
notes these banks could issue was limited to $300,000,000, and these
were specifically secured by a deposit of government bonds. The
notes of the state banks were being eliminated by a federal tax
of 10 per cent on state issues. The most important financial change
lay in the fact that currency was no longer on a specie basis. For
the first time the government issued legal-tender inconvertible
notes—the famous greenbacks—of which $431,000,000 were out-
standing at the close of the war.

The postwar situation was thus considerably changed. The public
debt was increased enormously. Taxation was heavy, increased not
only by a new high level in import duties, but also by a large variety
of internal taxes and an income tax.

Naturally these new developments gave rise to considerable con-
troversy. For the most part the contestants were all within the busi-
ness community. One of the most conservative was President
Johnson’s Secretary of the Treasury, Hugh McCulloch, a former
Indiana banker. He wanted a restoration of the pre-Civil War situa-
tion, except for the retention of the national banking system which
he had helped to establish. He considered it most important that the
country return to specie payments, and he attributed much of the
economic distress to the “plethora of paper money,” which caused
diminished production. The “excessive” paper money, he said, by
causing an unhealthy inflation, profited speculators and burdened
the industrious, thus retarding business prosperity. He therefore
recommended that the depreciated greenbacks be retired and specie
payments restored, even if this necessitated temporarily the sale of
government bonds. At the same time he wanted the public debt re-
duced in order to relieve the burden on industry, although this im-
plied continued heavy taxation.! *

Edward Atkinson, an outstanding Boston journalist-economist, a
prominent figure in insurance and textile circles, and an economic
adviser to McCulloch, agreed with him that the country should re-
turn to specie payments, but that government action should not
prevent banks from suspending under extraordinary circumstances.
He felt that a suspension of specie payments by banks, caused by
overtrading, would cure itself, whereas a government suspension by
law would arbitrarily hinder the operation of “natural laws.” 2

One Indiana banker pointed out that he and his fellow bankers

* All bibliographic references will be found at the end of this volume.
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could support McCulloch only with a painful sacrifice of their im-
mediate self-interest, an act which he personally was willing to per-
form. He wrote, with an evident ironic meaning, that as a pure
banker he was not ready for resumption and never would be. Con-
traction of the currency was somewhat like death, he said. All ad-
mitted it must come; it was inevitable, must precede permanent
salvation and future happiness; yet no one was ready to face it until
all hope was gone; then a few moments would be devoted to prepa-
ration in real downright earnest. So with currency inflation, each
man wanted one more year to profit on a high scale, and when that
had passed, he would demand an extension.®

Some advocates of hard money wanted to go even further than
McCulloch. An influential journalist, John Alexander Ferris of Cali-
fornia, who described himself in the San Francisco city directories
as a “political economist” and who had formerly been a banker in
his native Vermont, demanded that the national banks issue only
100 per cent gold notes. He maintained that gold-producing Cali-
fornia had been hurt by the inconvertible national bank notes and
the greenbacks, and that the issue of national bank notes without
100 per cent gold-backing constituted usurpation of the govern-
ment’s prerogative to coin money. In order to restore specie pay-
ments throughout the country, he recommended that every state in
the Union should, like California, pass a law providing that con-
tracts specifying gold payments must be discharged in gold.*

J. N. Cardozo, the eminent South Carolina economist and jour-
nalist, also urged that the national banks be stripped of their note-
issue power. He suggested that bank stockholders be subject to
unlimited liability and that banks, like fire insurance companies, co-
operate voluntarily under a general board. In this way they could
arrange for uniform practices and help to prevent “those cycles of
speculation at nearly regularly recurring periods . . . [which] almost
led to despair of a remedy.” In addition, the currency needs of the
country could most satisfactorily be met by establishing an inde-
pendent government body to issue a limited amount of convertible
currency backed by specie.®

These same arguments were being used by paper-money advo-
cates to support the proposition that greenbacks should be substi-
tuted for national bank notes on the ground that the profits of paper
issues, insofar as the country required them, should go to the whole
people rather than to select individuals. Among the outstanding
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spokesmen for the movement was the powerful Republican organ,
the Chicago Tribune. This was met by such ardent hard-money ad-
vocates as George Walker, student of economics, practitioner of
banking, and former bank commissioner of Massachusetts, with the
argument that such a measure would operate unjustly against the
rural areas, where the banks were dependent for a good share of
their income upon note circulation. To him the concentration of all
business in the cities was one of the unhealthy signs of the day. New
York was already the money king of the Union, and if such meas-
ures were enacted, the metropolitan despotism would know no
limits.®

In complete opposition to hard money were the Pennsylvania
“iron and steel lords.” Their demands for an inconvertible currency
and a high protective tariff led the McCulloch group, headed by
Atkinson, to describe them as “entirely crazy” on both subjects.”
Henry C. Carcy, the Pennsylvania entrepreneur and economist, ex-
pressed their view most succinctly. His utterances carried consider-
able weight; even the Nation, bitterly opposed to his views, ac-
knowledged at the time of his death in 1879 that he was a “writer
who had probably had more influence on the economical opinion of
his own countrymen than all other authors put together.” ® In a
series of public letters in 1866 Carey informed McCulloch that ex-
pansion of the inconvertible currency should be the object of gov-
ernment policy, since inconvertible currency had been in good part
responsible for victory and prosperity. He claimed that on the eve
of the Civil War the country had been in the depths of a severe de-
pression because the specie in circulation, and the bank notes con-
vertible into specie, had been insufficient to conduct the country’s
domestic exchanges; that the scarcity of circulating media had en-
abled owners to charge such burdensome interest rates that enter-
prisers, the employers of capital, instead of increasing the number
of their factories, rolling mills, and mines, had been compelled to
restrict production; and that the depression had ended and produc-
tion been accelerated largely because the government adopted a na-
tional circulating medium “based entirely on the credit of the gov-
ernment with the people, and not liable to interference from
abroad.”

He went on to say: “The power of accumulation exists in the
ratio of the rapidity of circulation . . . because the greater that
rapidity the more complete is the economy of human force, the
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greater the production, and the more complete the economy of in-
terest.”” In his argument a full supply of the medium of circulation
was as necessary as a proper supply of railroad cars and engines, and
therefore greenbacks should be increased by $200,000,000, the
amount of the floating debt, and the restrictions on national bank
notes should be lifted. Although agreeing with the McCulloch
group that an increased inconvertible currency would raise the gold
premium, he thought this would help enterprisers, because the gold
premium would act as a tariff barrier.?

A “sufficient” amount of inconvertible currency was to Carey
only onc of the two essentials for maintaining prosperity and ex-
panding national wealth. The other was to retain, or, better still, to
increasc, the high Civil War tariff, since such a protective device,
by bringing producers and consumers together, would make for a
rapid circulation of human services. To aid this he suggested that
the tax system be revised and that rates be reduced, since direct
internal taxes on manufactures, notably on coal, iron, steel, textiles,
and other products of large-scale enterprise, contributed to the “slug-
gish circulation.” For the same reason the income tax should be
eliminated. Such changes, he contended, would be most beneficial
to the farmers and laborers. Freed from the income tax, the land-
owner could more easily provide for roads and schools. Relieved of
the burden of taxes on clothing, he could more readily supplement
his agricultural equipment, which, in turn, would be cheaper as soon
as the taxes on coal, iron, and all their products were removed.

The revenue needed for current government expenses and for the
interest on the public debt could be raised by the duties on foreign
merchandise and by taxes on whisky, beer, and a few other com-
modities. Relieved of the tax burden, production would increase so
rapidly that the income from those few taxed articles would pro-
vide sufficient revenue to redeem completely the public debt. In
Carey’s language: “A merely arithmetical increase in the rapidity of
the societary circulation is followed by an almost geometrical one in
the power to contribute to the support of government.” Even more,
by following his policies the nation would acquire a tremendous
gold hoard and control of world commerce. Instead of being bur-
dened with foreign debts, he wrote, we “will have become lenders
to the outside world, as Great Britain so long has been. Then, and
not until then, shall we have attained a real independence.” 10

Carey had a host of influential followers, ranging from the pub-
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lisher of the respectable Bankers’ Magazine, 1. Smith Homans, Jr.,
to the powerful Republican congressman from Pennsylvania, Wil-
liam D. Kelley, who gloried in the nickname “Old Pig-Iron Kelley.”
Kelley dedicated Speeches, Addresses and Letters (1872) to “The
Great Master of Economic Science, the Profound Thinker, and the
Careful Observer of Social Phenomena, My Venerable Friend and
Teacher, Henry C. Carey.” Of the influential three-man Revenuc
Commission set up by Congress in the closing year of the war, the
chairman, Stephen Colwell, a learned Philadelphia ironmaster, phil-
anthropist, and banking authority, was a close friend of Carey’s;
and David A. Wells, a popular writer on the natural sciences and
economics, considered himself Carey’s disciple.

In special area reports of the Revenue Commission Colwell sup-
ported retention of the greenbacks and called for a high protective
tariff, especially for large-scale manufactures, because through
them, he felt, the greatest economic progress could be achieved.!!
He also suggested that while Congress was framing a satisfactory
tariff, a temporary measure be passed increasing the tariff rates 5o
per cent on all goods except printing paper. This proposal and
Colwell’s stand on greenbacks seemed so extreme to the Secretary
of the Treasury that he would not accept for official publication
Colwell’s specific reports embodying these measures.!?

The general report of the Revenue Commission avoided these
ticklish matters but otherwise recommended Carey’s schemes. It
stipulated, with appropriate quotations from Carey’s pamphlets, that
for the present no revenue be raised to redeem the public debt and
that taxes on manufactures be abolished. As to the argument that
the taxes should be retained because of the “enormous profits which
have recently accrued to manufacturers,” the Commission held that
these profits might have resulted from a superior ability and discre-
tion exhibited in management. The Commission, however, did not
recommend that the income tax be completely scrapped. Although
it considered the income tax “in many respects an obnoxious tax,”
since it fell “mainly on accumulation,” on realized wealth, it was less
obnoxious than any other form of taxation, the excise on spiritous
and fermented liquors and tobacco excepted. The Commission
therefore recommended that the higher rate of 10 per cent on in-
comes over $5000, as against § per cent on incomes below that
figure, be lowered to a flat 5 per cent, because such “discrimination”
was a tax on the “result of successful industry and business enter-
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prise.” '3 This flat-rate income tax had the support of ardent free-
traders, who wanted it to replace the tariff.

Progressive taxation was generally condemned in this country,
although it had considerable support in England. Horace Greeley,
the influential editor of the New York Tribune, declared that the
progressive taxation being advocated by “some speculative econ-
omists” would induce a “majority of the legal voters to authorize
large expenditures for public enterprises of questionable profit.” 14
Others felt it was a radical step toward socialism, defensible only as
a war measure. Secretary McCulloch was pleased with the report
except for the recommendation to postpone redemption of the pub-
lic debt, and Congress eventually adopted the Commission’s sugges-
tions regarding internal revenue. It first removed the progressive
feature of the income tax; then abolished the tax altogether in 1872.

Meanwhile Wells, who in 1866 was appointed to the new and im-
portant office of Special Commissioner of the Revenue, was shifting
in his allegiance. Though he still considered himself a disciple of
Carey, he began to move more along the lines of his Massachusetts
friend, Edward Atkinson, who, as has been said, was intellectual
spokesman for the “commercial interest” and for the “liberal” wing
of New England textile manufacturers. Atkinson opposed the
“exorbitant” demands of producers of raw materials and of con-
struction materials needed in the production of textiles. He claimed
that the high tariff on such commodities as wool, iron, and steel,
together with the inconvertible currency, raised prices to such an
extent that textiles would lose their foreign markets and suffer a
decline in the domestic markets. He considered himself a free-trader
in the sense that he would be satisfied with a “revenue” tariff of 25
per cent, although if other interests were to get increases, this per-
centage would have to be raised.!®

McCulloch, guided by Atkinson, instructed Wells in 1866 to pre-
pare a tariff report along moderate revenue lines.’* Wells’ report
centered around a discussion of the evils resulting from high prices,
which, having risen more than go per cent over the average of 1859
1862, exposed American products to severe competition in domestic
and ‘foreign markets. One cause of high prices he attributed to
scarcity of labor. This deficiency could not be remedied by legisla-
tion, he wrote, “unless by the enactment of measures to stimulate
and facilitate immigration.” The evil, however, must in the course
of time cure itself, and the process was under way, as could be seen
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by the increasing supply of unskilled labor and the increasing num-
ber of labor-saving machines.

He considered the inconvertible currency another cause of infla-
tionary prices, which could be cured by contraction applied as
soon as compatible with the country’s industrial welfare and its
public obligations. Of course, converting the greenbacks into gov-
ernment bonds would entail heavy interest payments, but the re-
sulting steady currency would compensate for this burden.

Still another, and perhaps the most important, cause of the in-
flation was the tax load; duties on raw materials must be reduced to
the lowest point consistent with the requirement of revenue, so that
manufacturers might compete in domestic and foreign markets. The
existing tariff almost entirely disregarded this principle although
every civilized country recognized it as wise commercial policy and
the essence of protection to manufactures.!?

Congress, as might be expected, witnessed much confusion as each
special interest sought high tariff rates for itself and opposed exten-
sion for others, with the result that the proposed general legislation
was defeated in the House in March of 1867. However, on the last
day of the session Congress passed the most controversial portion of
the bill, the wool and woolens tariff. Surprisingly, Wells urged
President Johnson to approve the measure. He justified this to
Atkinson on the ground that it would buy off some of the protec-
tionist forces and thus weaken the whole cause. He did this in spite
of his anger at New England congressmen for supporting “extreme
propositions” for protection.!®

As the protectionist forces gained ground, so did those of “easy
money.” Congress had in 1866 partly acceded to McCulloch’s re-
quest for “contraction” by ordering a gradual withdrawal of the
greenbacks from circulation. But with a recession in the winter of
1866-67, which caused prices to fall, the pressure against contrac-
tion grew to such an extent that two years later the withdrawals
were stopped. Wells, in his annual report for 1867, asserted that the
chief immediate cause for the fall in prices was not the contraction
of the greenbacks but overproduction; that Congress should not at-
tempt to suspend or delay recovery from abnormal prices and over-
production by further inflation of the currency, but should remove
the taxes impeding production at current prices.!?

At the same time the government was being pressed to redeem
its bonds in the depreciated greenbacks. The proponents of this
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scheme claimed that although the bonds specified that the interest
be paid in gold, there was no such specification regarding the prin-
cipal; consequently the government could pay the principal in
“lawful money.” This was equitable, they said, since everyone else
must accept the greenbacks in payment for legal debts.

The issue became especially important in the clection of 1868.
The Democratic Party, in its campaign platform, advocated “one
currency for the government and the people, the laborer and the
officeholder, the pensioner and the soldier, the producer and the
bondholder”; while the Republican Party demanded that the bonds
be paid in full in accord with the “spirit of the laws” under which
they were contracted. The Republicans had no mean advantage in
the public support of the British philosopher and economist John
Stuart Mill. In the Nation, Mill protested against the “deplorable
doctrines” expressed in the platform of the Democratic Party. The
bonds paying intercst in specie implied payment of principal in
specie, he wrote, and this implication had cnabled the government
to obtain its loans at a low rate. Thesc loans saved the country
money, and now the Democrats would sacrifice the national honor
as well as these savings.*

The Republican victory by no mecans ended controversy on the
major issues of economic policy; in fact the Republicans themselves
were split on most of them. On the tariff, however, the party
definitely moved along Carey’s lincs. And the moderate Wells,
though an ardent Republican, was eliminated from government
service by the simple expedient of permitting the act which created
his office to lapse. This drift toward high tariffs reflected the thought
of the country. Even in the South there was considerable interest in
protectionism. The popular Reverend William W. Hicks, associate
pastor of St. John’s Lutheran Church in Charleston, South Carolina,
and editor of the influential XIX Century, devoted a public lecture
in 1870 to proving that through protectionism the South would
achieve equality with the New England area, which, according to
him, had for years been systematically robbing the South of the
profits of her labor. New England was alrcady fearful, he said, of
the progress of Southern manufactures. And Hicks’s opponents, led
by Cardozo, were for the most part only moderate tariff reformers.?!

Speaking broadly, the tariff issue in the country was no longer
one of outright free trade versus protection, or, for that matter, of a
tariff for revenue versus one for protection, but rather one of ex-
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treme tariff protection versus tariff reform, or “judicious” protec-
tion. A protective tariff had come to stay, and free-traders were at
best tariff reformers.??

The tariff reformers had a good deal on their side, but the views
entertained on other issues by prominent leaders, and some of their
tactics, did not help the cause. For instance, to the fear that the
movement toward free trade would result in a depression, Atkinson
answered that a short period of hard times was in any event essen-
tial and inevitable in order that the “abnormally high wages” of
labor, brought about by the war, be reduced by building up a sur-
plus of labor and thereby placing American industry on a prosper-
ous competing level.2

During Grant’s administration the problems of money and bank-
ing, as sharply irritating as ever, continued to center around the
greenbacks. The solutions offered were neither few nor simple. The
administration was committed to resumption of specie payments.
President Grant said that the methods proposed for returning to the
specie standard were as numerous as the speculations of the political
economists, but he reiterated upon his re-election in 1872 that specie
payments should be resumed as soon as practicable, “having due
regard to the interests of the dcbtor class and the vicissitudes of
trade and commerce.”

Some staunch hard-money men continued, however, to oppose
immediate resumption. Cardozo, for example, was annoyed, in 1869~
70, with members in Congress who did not agree on some “funda-
mental principles,” thus giving a “dangerous vitality” to “exploded
doctrines” on the currency. His fundamental principle, however,
was that while the evils of a depreciated currency were too evident
to require comment, the difficulties of resumption were among the
most insoluble of the problems of this branch of political economy.
Too sudden a return to cash payments would involve great dangers,
he said. The resumption must be gradual because of the existence of
an unfavorable balance of trade, itself in large part caused by the
issue of greenbacks. He considered it foolish to talk of resumption
until the country’s increased exports made possible the payment of
commercial debts and part of the public debt owned abroad. The
exports would then provide a balance of trade in favor of the
United States and result in an inflow of gold to pay debts. Thus the
price of gold would decline through a process of natural causes and
not by the fiat of government.2
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There were other supporters of gradualism. Horace White, the
financial editor of the influential Chicago Tribune and later editor-
in-chief of the powerful New York Evening Post, declared that the
best way to return to specie payments would be to allow the coun-
try to grow up to the volume of the existing currency rather than
to shrink the currency to the actual size of the country—a process
involving panics and bankruptcy.?s George Opdyke, New York
private banker and economist, who had been an early proponent of
government inconvertible currency, also argued that the country’s
growth would in time require the “excess” currency, at which time
the greenbacks would become automatically convertible.?®

Other men of prominence, however, wanted no change. Silas
M. Stilwell, a wealthy lawyer and businessman and a former Whig
officeholder, flatly supported greenbacks. He had been one of the
most active sponsors and promoters of the national banking system.
In a lecture before a group of New York capitalists he declared
that any substantial contraction of greenbacks would check, if not
entirely suspend, the progress of all our great enterprises; for, as re-
serves, they were in fact the basis of bank issues and credit. Should
the legal tenders be withdrawn, the banks would have to be supplied
with an adequate amount of cash or suspend. He hoped that Con-
gress would not be influenced by the “stereotyped” ideas in the
money centers. If Congress would leave gold for foreign commerce
and legal tenders for local business, we should be emancipated from
British rule and thus be a truly independent country.

When leading financiers and businessmen of Michigan appealed
to Stilwell to suggest remedies for the depressed “trade and extor-
tionate rate of interest” in “accord with settled principles of eco-
nomic laws,” Stilwell amplified his paper-money stand. The great
amount of our indebtedness to Europe, he wrote, must be paid for
by shipments of gold and produce. Consequently not for years
would the exchange rate be equalized and the gold premium elimi-
nated. This he considered all to the good: the high rate of gold
would benefit all the nation’s great interests, enabling farmers to
obtain a high price for their export produce and aiding domestic
manufactures by acting as a tariff barrier. The law of commercial
exchange would compel the country to abandon gold as a currency,
and it would be wise, therefore, to leave its movements to the great
law of demand and supply until we paid our foreign debts with gold
and produce and became a creditor instead of a debtor nation.
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Domestic trade, according to Stilwell, would be in a precarious
position if our credit and solvency depended upon the quantity of
gold or of any article subject to foreign demand. The price of gold
was controlled by the price of foreign exchange, and the price of
exchange was governed by the foreign indebtedness. Our paper cur-
rency, not being an article for export, like gold, was not depreciated
or increased in value by the price gold bore in our markets.

The principles laid down in books on political economy, he ex-
plained, did not apply to the United States, because the balance of
trade in a broad sense was against the United States. He proposed
that the amount of greenbacks should always be equal to the amount
of national bank notes, for then the banks could always redeem their
notes with money. The limitation on the amount of national bank
notes, moreover, must be eliminated, for restriction or “monopoly”
checked business expansion.??

Hard-money advocates sharply criticized this selfish opposition
by business and financial interests to the resumption of specie pay-
ments. Charles Francis Adams, the eminent diplomat and pre-Civil
War financial writer, the son of one president and grandson of
another, expressed great mortification that a multitude of the best
people should fear that they would suffer heavy losses if the nation
returned to specie payments. His noted son, Brooks Adams, asserted
that the opposition to the national banks arose from the fear that
contraction would reduce profits.?® Dr. Henry Bronson, eminent
student of the early history of paper money in Connecticut, pointed
out that among the great gainers from depreciated greenbacks were
the railroad companies, because of their large outstanding issue of
bonds. And he thought that businessmen were especially ignorant of
the principles of international trade in that they believed that the
huge and increasing foreign indebtedness rendered impossible for
some time to come a return to the specie standard.?

Gamalie] Bradford, Boston private banker and learned student of
economics, neatly summed up the whole state of affairs. “The great
mass of men,” he wrote, “whether engaged in trade or not, have but
little faith in the existence of any principles or laws governing the
movements of the currency and monetary affairs. They look upon
inflations and contractions, upon stagnations and crises, as the re-
sults of the blind working of some unseen power; and when the
tempest overtakes them in its course, they are inclined, like the
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Mahometan, to bow their heads, with the exclamation, ‘Allah is
great!’ ” 30

The Panic of 1873 and the subsequent sharp decline of prices in-
tensified the monetary controversy. When the panic occurred, the
New York financial community, led by Cornelius Vanderbilt, spear-
headed a successful demand that the government reissue the green-
backs which it had withdrawn from circulation.3! This accelerated
the demand for more issues, although many critics were reiterating
that panics could not be cured by legislation. Representative Alex-
ander Mitchell of Wisconsin declared: We can never “overrule the
irrevocable, inevitable laws of political economy [so] as to enable those
who live beyond their incomes ‘to make both ends meet,’ or to in-
sure profitable returns to those who invest their means in under-
takings which can never pay interest. . . . The more commercial a
nation is, the more sharp and general will these revulsions be.” 32

Thomas W. Olcott, president of the Mechanics’ and Farmers’
Bank of Albany, New York, and opponent of greenbacks, com-
plained in 1874 that “we have too many cooks to have good finan-
cial broth at Washington. How can it be otherwise when bankers
and merchants and economists are so divided and conflicting in their
views?” The New York City bankers, with all their experience and
intelligence, could not agree on fundamental principles, not even
on what was a usable reserve: “We all know that a large reserve in
the banks in that city is indispensable, and yet what nonsense to call
that a reserve which is legally locked up and unavailable.” 33

David A. Wells, shortly after the panic, offered an interesting
explanation of unemployment. He believed that the chief cause of
the unemployment was technological advance, which caused over-
production in the sense that labor was in excess of “any present de-
mand.” Heretofore, he said, the laborer always had the alternative
of taking up public land, whereby he quickly could become a capi-
talist. But with that recourse just about gone, and with the growth
of highly efficient labor-saving dcvices, the country would be faced
with a permanent pauper class unless new wants could be found
whose satisfaction would increase the field of employment for labor.
Wells’ solution again was to lower or eliminate tariffs on raw ma-
terials and semi-finished materials, on the ground that the sale of
such goods in the United States would enable the countries supply-
ing them to purchase our surplus factory production.®
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Congress, in 1875, endeavored to placate one faction of the easy-
money school by removing all limits on the total volume of national
bank notes and to placate the hard-imoney advocates by ordering
specic payments resumed in 1879 and fractional paper currency re-
placed by silver coins. This came about largely because the domi-
nant sentiment of the people of property had apparently crystallized
around resumption in gold. The powerful Chicago Tribune became
adamant against greenbacks when the demand for redemption of
the government debt in greenbacks became the great political issue
of the campaign of 1868. And when Carey went beyond his original
limits for greenbacks, a large number of Pennsylvania industrialists,
including Joseph Wharton, who had formerly supported Carey and
his disciple Kelley, denounced both. Certainly in the financial capi-
tal it appeared that sentiment was strongly in favor of resumption.
Stilwell bitterly complained in March 1875 that the powerful New
York newspapers no longer would print his communications: “If I
am right, and I know I am, then is it not un-Christian, and cruel to
our idle and starving poor for a great Christian journal to suppress
testimony, where the Truth is so important? . . . I have 47 papers
edited by honest, able, and fair men who go for Truth. These
papers are always open to me. But the Herald, Tribune, and Times
drive the Truth from their doors.” 3%

The ardent greenbackers were naturally dissatisfied with the leg-
islation and continued to push forward a variant derived from the
pre-Civil War proposals of the New York merchant Edward Kel-
logg. They would make the greenbacks the sole currency, but pre-
vent any “excess” or deficiency by making them interconvertible
with government bonds, bearing the low interest rate of 3.65 per
cent.®® Among the more eloquent advocates of this movement was
Wendell Phillips, a leader in many diverse reform movements, who
saw in the greenback scheme the solution of all the nation’s eco-
nomic ills. Under the system then in force, he declared, the control
of the currency was vested in a few irresponsible bank directors;
the elastic greenback plan would rightly place control in the hands
of businessmen, who by the nature of our institutions could be en-
trusted with this great power. Just as the businessmen knew how
many commodities to make at any moment, so they could best de-
cide how much currency was needed at any moment by the people.
They would keep it in the form of bonds or draw it forth in green-
backs as the hour dictated.??
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In 1876 the scheme was taken up by the new Independent Party,
more popularly known as the Greenback Party, as the primary
means of achieving the “full development of all legitimate business.”
Their presidential candidate was the New York philanthropist, iron
magnate, and protectionist Peter Cooper. According to Cooper,
overproduction was caused by underconsumption. His reasoning
followed this line: the policy of contracting government credit in-
duced contraction of all other credit; this, in turn, led to a diminu-
tion of enterprise and the consequent lowering of earnings; smaller
earnings led to underconsumption, which was the true end result
and not the superficially obvious overproduction.

The Greenback Party polled approximately only 1 per cent of
the vote, but the continuance of the depression increased the
strength of the greenback cause. In 1878 Congress ordered the re-
tirement of the greenbacks stopped, but the original House provi-
sion, removing the requirement of inconvertibility, was dropped,
and the existing amount of $346,681,016 was made permanent. In
the same year the different varieties of greenback leaders got to-
gether and organized the National Party, which later changed its
name to the National Greenback-Labor Party. The obscure char-
acter of its chief plank testified to the miscellaneous groups in-
volved. Its convention demanded that government provide money
“adequate to the full employment of labor, the equitable distribu-
tion of its products, and the requirements of business, fixing a mini-
mum amount per capita of the population as near as may be, and
otherwise regulating its value by wise and equitable provisions of
law, so that the rate of interest will secure to labor its just reward.”
A little more definite was the statement of William A. Carsey, sec-
retary of the General Committee of the party, who described his
business as a “bricklayer and sometimes an editor.” He bluntly
stated that new issues would be used partly as loans to would-be
settlers on the public lands, but largely for a vast system of internal
improvements to relieve unemployment. This, he declared, would
lead to a desirable inflation of prices, in view of which all specula-
tive men would invest in business and give employment. He ac-
knowledged that inflation was usually followed by a panic, but he
considered panics and depressions inevitable: “I want ten years of
prosperity, and by the time a period of depression comes around,
we will not care about it.” 38

In the presidential campaign of 1880 the chief plank was still
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obscure, simply stating: “All money, whether metallic or paper,
should be issued by the government, and not by or through bank-
ing corporations, and when so issued should be a full legal tender
for all debts, public and private.” Despite additional planks cover-
ing almost every reform, presidential candidate General James B.
Weaver of Ohio received a vote of only 300,000.

More enduring was the “free silver” movement, which included
some opponents of greenbacks as well as supporters. Their demand
was the restoration of the bimetallic standard. This standard had
disappeared by default with the passage of the Coinage Act of 1873,
which, by eliminating the coinage of the silver dollar, in effect es-
tablished a single gold standard. It became an issue after the enact-
ment of resumption legislation in 1875. Henry C. Carey now joined
the free silver forces, though this was in direct contradiction to his
former position.?® In 1876, in view of the panic in the London
silver market in July of that year and the continued decline of the
price of silver, his disciple Kelley submitted a bill calling for the
restoration of the old “double standard” as it had existed before
the Act of 1873, that is, with the silver dollar freely coined and full
legal tender at 16 to 1.

Congress appointed an eight-man commission, composed of three
members each from the House and Senate and two experts, to hold
hearings and report on the entire question. The chairman was a
protectionist from the silver state of Nevada, Senator John P. Jones.
In testifying before this body, I. Smith Homans, Jr., wanted to go
even further than Kelley, demanding the ratio of the Latin Mone-
tary Union—15% to 1.2 The majority report, signed by Chairman
Jones, Senator Lewis V. Bogy of Missouri, Representatives Richard
P. Bland of Missouri and George Willard of Michigan, and expert
William S. Groesbeck of Ohio, favored free silver. It stated that the
decline in the value of silver was due not to the heavy production
of silver but to its demonetization by the United States and con-
tinental European countries; that the shortage of money in the face
of increasing business transactions resulted in falling prices, which,
in turn, led capitalists to hoard their money rather than invest, since
falling prices could not be expected to cover original costs. For the
same reason, the report went on, enterprisers feared to borrow, and
their previous debts became a crushing burden. The result was
stagnation of business with all its fearful consequences for the labor-
ing class.
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The report therefore recommended the restoration of the double
standard, which would supply the basic prerequisite, steadiness in
the value of money. The law authorizing the interchangeable use of
the two metals as money would establish and maintain their market
and legal ratio. Upon the slightest divergence between the two, the
law of the double standard would create a new and constant de-
mand for the cheaper metal, thereby suspending the demand for the
dearer one, and, until equivalency should be restored, would furnish
a supply of the dearer metal to the markets of the world. It thus
operated on demand and supply, which were the sole factors of
value. The report significantly expressed no sympathy with green-
backs.

The three remaining members submitted two minority reports.
Professor Francis Bowen of Harvard and Representative R. L. Gib-
son of Louisiana argued that it was impossible to maintain a given
double standard, for the market ratio would inevitably vary from
the legal ratio; consequently, according to Gresham’s law, a tradi-
tional principle of economics, the overvalued or cheaper metal
would drive out the undervalued or more expensive metal. The
other minority report came from George S. Boutwell, formerly
Secretary of the Treasury under Grant, and at the time senator
from Massachusetts. He agreed with the majority that a bimetallic
standard was desirable, but he wanted it to be international; and he
believed, in any event, that the introduction of silver as a currency
should be postponed until the effort to secure the co-operation of
other nations had been faithfully tried.#*

The ideas of the majority report found much support among
publicists. John Philip Phillips, wealthy New Haven physician and
lawyer and former greenbacker, advanced in A Primer of Political
Economy (1879) the idea that the principle of the bimetallic stand-
ard be obtained by requiring that in all future contracts gold and
silver be made semi-legal tenders; that is, all coin debts should be
legally payable only by delivering one-half their amount in gold
dollars and one-half in silver dollars.#2 And there were some highly
respectable individuals who maintained that even if the bimetallic
standard led to an exclusive silver currency, this would not be un-
desirable. Thus, for example, Thomas W. Olcott declared that silver
was intrinsically more valuable than gold, was more gradual in its pro-
duction, and commercially commanded the market of the world. True,
silver was cumbrous and heavy, but so were clothes in winter, and the
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inconvenience could be readily endured as a guard against impend-
ing dangers which far outweighed all consideration of cheapness
and inconvenience in handling. His remedy was to remonetize silver
and prohibit gradually the circulation of all paper money worth less
than twenty dollars. His most significant argument for this was that
since the precious metals had given us a special prominence and power
in turning the wheels which moved the machinery of the world, we
should pause before losing one-half of it by demonetization.*?

Congress partially placated the silver forces by passing in 1878,
over President Hayes’ veto, the Bland-Allison Act. This restored
the old silver dollar as full legal tender; in place of unlimited coin-
age it provided that the government should purchase for coinage
from two to four million dollars of silver monthly. This legislation,
together with the resumption of specie payments and the return of
prosperity, quieted the interest in monetary questions for the time
being. Besides, other serious problems were demanding attention.
These spread far beyond the establishment of a satisfactory mone-
tary and fiscal policy into the whole organization of our industrial
society.

PROBLEMS OF INDUSTRIAL RECONSTRUCTION

As might be expected of an expanding capitalism, the character
and method of investment was of real public concern, and there
was a considerable outcry against the evils of stock-market specula-
tion. The very respectable Boston Daily Advertiser compared un-
favorably the current practices of the New York Stock Exchange
with those of its early days, when cases of overreaching and fraud
had been rare. “It would be perhaps saying too much,” it admitted,
“that the members were not possessed of the same speculative traits
that exist at the present day”; but in those days the occurrences
were not treated by the “body politic as shrewdness and bold finan-
cial schemes, as now, but were branded as fraud and punished as
such.” On the matter of remedies, however, the predominant
opinion was well expressed by the San Francisco Mining and Scien-
tific Press. Public sentiment was opposed to stock-market specula-
tion, it editorialized, but there was no agreement among the “ablest
jurists” as to the means of stopping it. Perhaps it would be best to
let the thing run in the hope that it would ultimately wear itself
out.t

The monopolistic practices of the railroads were also attracting
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public attention. The growth of the railroads brought many advan-
tages, but also created a number of problems. The government en-
couraged expansion by offering vast land grants to the companies.
To the first railroad corporations that jointly spanned the continent,
the Union Pacific and the Central Pacific, the government ex-
tended in addition a loan of government bonds. The opportunities
for profit-making werec increased as the promoters organized sepa-
rate companies to handle construction, and the construction com-
pany for the Union Pacific, the Crédit Mobilier, was involved in a
national scandal when a congressional investigation in 1873 revealed
that the outgoing vice-president, Schuyler Colfax, and such promi-
nent congressmen as Kelley and James A. Garfield, had been given
shares of stock.

The “modern” financing methods which were widely used by
railroad companies gave rise to widespread complaint that promo-
ters or controllers of the companies had engaged in “stock-water-
ing” and other forms of financial manipulations. In the West the
railroads were accused of charging exorbitant freight rates; in the
East they were accused of discriminating in rates between shippers
and between localities. The consolidation of railroads and the use of
“pools” to apportion traffic which would otherwise be competitive
raised charges of monopoly. The complainants included such di-
verse groups as Western farmer organizations, the Chicago Board
of Trade, and the New York Chamber of Commerce.

Concrete legislative action against the railroads was first taken in
the West. A national farmers’ organization, the Patrons of Hus-
bandry, more popularly known as the Grange, led the movement.
The Grange, established in 1869 to better social life among the
farmers, had originally been a secret society, but it soon developed
into an effective political force. As a result of its efforts, states in
the Midwest passed acts fixing maximum rates for the railroads. The
companies appealed to the courts with the old cry that such acts
attacked the sanctity of charters.

David A. Wells, who was now prominent in the railroad world,
declared that the Supreme Court would hold unconstitutional legis-
lation hostile to the railroads. Such legislation, he declared, violated
the Fourteenth Amendment, which provided that no state should
deprive a person of life, liberty, or property without due process of
law. A charter was an executed contract, and no state legislature
had the power to “exercise the attributes of ownership” over prop-
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erty which it did not own or possess.*® But in 1876 the Supreme
Court, in Munn v. lllinois, upheld the Granger Acts. In upholding
Illinois’ right to fix grain elevator charges, the Supreme Court de-
clared that state legislatures had authority to regulate “private
property ‘affected with a public interest’” and that property be-
came “clothed with a public interest when used in a manner to
make it of public consequence.”

The implications of this decision did not go unchallenged. A dis-
senting judge, Associate Justice Stephen J. Field, complained that
the decision practically destroyed “the guarantees the Constitution
intended for the protection of the rights of private property.” ¢ A
leading writer on constitutional law, Thomas Mclntyre Cooley,
Chief Justice of the Michigan Supreme Court and Dean of the Uni-
versity of Michigan Law School, later a railroad receiver and a
member of railroad pools, also took issue. He granted that the state
had the right to regulate property and business. But if this power
were unlimited, freedom would be precarious. What, then, were its
limits? In colonial days, he said, public regulation of prices was
common, but was eventually abandoned because wise men, from
observation and reflection, concluded that the laws determining
prices were inherent in the nature of civilized society, and that their
operation would not be improved by legislative interference.

The word “monopoly,” Cooley asserted, had an ominous sound
to American ears, and whatever found itself called such was al-
ready condemned in the public mind. He contended that a mo-
nopoly obtained by virtue of the exceptional location and special
advantages of one’s business, or by an exclusive ownership of some-
thing having a public demand, was lawful. Even if a single individual
owned all of some essential metal, the state would be violating the
general principle of democratic government if it attempted to fix
the price of that metal. He applied the same principle of freedom
to the widespread monopolies effected by the combination of all
those who had required wares or services to sell. To illustrate the
point he used trade unions. Whatever might be thought of the wis-
dom of trade unions, he declared, so long as they attempted only
to regulate their own charges the state should abstain from inter-
ference. If these unions let others alone, they must be let alone by
others. The state could not say that their members should take less
than they would voluntarily consent to take. The principle which
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must apply to trade unions in general, Cooley concluded, must be
applicable to other peaceable combinations.

Perhaps the most significant feature of Cooley’s analysis was his
attempt to establish definitely that profits were as much a property
as the physical thing itself, that to deny that profits were property
was to make a mockery of the constitutional protection of prop-
erty. After citing Bentham’s “idea of property” as consisting in “an
established expectation; in the persuasion of power to derive a cer-
tain advantage from the object, according to the nature of the
case,” Cooley went on to say that the “capability of property, by
means of the labor or expense or both bestowed upon it, to be made
available in producing profits, is a potential quality in property, and
as sacredly protected by the Constitution as the thing itself in which
the quality inheres.” ** In a later period, when Cooley was chair-
man of the Interstate Commerce Commission, he found himself in
action questioning his conception of property, but by that time the
courts had gone a long way toward accepting it.

The foremost student of railroads, Charles Francis Adams, Jr., a
brother of Brooks Adams, although recognizing the evils in the
existing situation, opposed any “coercive” government control of
railroads. In 1869 he wrote so striking an essay on the antics of the
notorious “railroad barons”—Cornelius Vanderbilt, Jay Gould, and
Daniel Drew—with the Erie Railroad that it became a classic on
high finance. These upstart geniuses in railroad promotion, finance,
and warfare were to him a “knot of adventurers, men of broken
fortune, without character and without credit,” who took possession
of an “artery of commerce more important than was ever the
Appian Way,” and made “levies, not only upon it for their emolu-
ment, but, through it, upon the whole business of a nation.” He
wrote his friend Wells: “The old robber barons were children in
the art of thieving—it is only now reduced to a system; poor old
Rob Roy must hide his diminished head before Drew, or Vander-
bilt, or Jay Gould.”

But government ownership, Adams always maintained, would
destroy the advantages of competition; government regulation of
rates and profits would destroy the incentive of companies to de-
velop their business and, worst of all, would lead to greater corrup-
tion. “He who owns the thing knows that he must also own the
legislature which regulates the thing.” In every case the “man who
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owns will possess himself of the man who regulates.” The most
effective regulation, therefore, would be through a state commis-
sion, which would rely on publicity and the power of public opin-
ion rather than on compulsion to force the railroads to make de-
sired changes. In accordance with Adams’ views, Massachusetts
established in 1869 the Board of Railroad Commissioners, with the
power to insist on uniform accounting methods for the railroads.

For a while Adams advocated one form of state interference: that
Massachusetts should obtain the benefits of competition without the
evils of combination or cutthroat competition by extending and be-
coming sole owner of one large road in which it already had a heavy
investment. He granted that this proposal did not accord with the
general principles of the science of political economy; but, after cit-
ing the “greatest of living economists,” John Stuart Mill, on the
principles of laissez faire, he said that the system of rail transporta-
tion was an exception. His argument was that the cotton factory
and the shoe factory were exempt from all government interference
because these businesses were completely subject to the laws of
supply and demand and of competition. If their owners obtained
an inordinate return others would enter these businesses, and the
profit would speedily fall to the average rate. If capital and industry
were free to enter and withdraw, no monopoly could exist. Com-
petition prevailed where the competing forces were too numerous
to combine. It assumed large and free demand and many sources of
supply. But the very nature of railroad traffic excluded such a possi-
bility except in very special cases. The best route was of necessity
already occupied, and a new line must be costlier. The shortest,
safest, and the speediest route only the old line could supply; and
the fact that it could also supply it cheapest would usually deter
capital from intrusion.

Therefore, except at the few competing points for through traffic,
the points where the railroads converged, railroad transportation
was an absolute monopoly. The statute books, said Adams, bulged
with futile laws to stop the practice of charging more for a shorter
than for a longer distance. Railroad men frankly justified this ex-
tortion at local points on the ground that it was necessary if their
roads were to live. If they hauled for bare costs to competing
points, then they had to receive double profits at the local points
where no competition existed. In other words, while ordinary com-
petition resulted in reduced and equalized prices, railroad competi-
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tion resulted in local inequalities and arbitrarily raised and depressed
prices. But if the state owned one road the competition and com-
parison existing between the public and private lines would keep
pure the administration of each and induce the most efficient man-
agement.*® In practice, however, the Massachusetts legislature re-
fused to follow Adams’ advice, and by 1876 Adams had accepted
pools as the only sound remedy, provided they were coupled with
state advisory public service commissions. As other railroad men
acted in like manner, businessmen in the great railroad centers of
Chicago and New York began complaining that the discriminatory
rates set by the pools enabled less favorably situated commercial
centers to obtain the Western traffic. Adams tried to explain through
the columns of the Atlantic Monthly that the source of the trouble
lay in the fact that, because pooling arrangements were not en-
forceable by the courts, they frequently broke down; that this led
to a revival of cutthroat competition, which was followed by
greater and more complete monopoly in accordance with the law
of the survival of the fittest.

The misguided populace, according to him, attacked the pools
and combinations on unsound economic grounds. They asserted
that combination, even when formed to hold ruthless competition in
check, if not to end it, must eventually raise prices. But he con-
tended that despite “what ought to be, or what the economical trea-
tises tell us ought to be,” practical experience increasingly showed
“that there are limitations even to the economical working of the
principle of competition in trade.” True, competition had forced
the railroad system up to its present high state of efficiency, but it
was achieved at such an excessive cost and by the creation of such
excess capacity that the process could not be continued indefinitely.
Where competing roads existed, each jealous of its petty independ-
ence, the extreme competition brought about their own destruction
and the derangement of the community. At the same time Adams
informed the “wild” Grangers that since in the case of railroads the
number of competitors necessarily was limited and none could with-
draw, competition resulted in the absorption of the weaker by the
stronger, with the competition merely a “phase of evolution.”

With, his experience as a railroad and pool official behind him,
Adams informed Congress in 1880 that while national railroad reg-
ulation was desirable, such regulation should take the form of a
legalized pool or federation, with the government holding only
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advisory powers. Federation, he said, was the only means of re-
straining the pace of the consolidating movement, for unregulated
competition would eventually lead to one big monopoly, whereas
the federation system would enable the weak to survive. Any at-
tempt by Congress to impose “coercive” regulation would fail. On
one side were the corporations, wielding immense power through
their wealth and manifold connections, and on the other was the
community at large, a mass of unorganized individuals. In wealth,
in organization, in power of obstruction, in power of terrorism, it
might be said, one was infinitely greater than the other.*® And
Colonel Albert Fink, the outstanding leader of the orgardization of
pools, pushed this logic to an extreme by calling for a “corporation
of corporations” that would embrace the entire railroad system.

Closely connected with the railroad “monopoly” problem was the
cry of monopoly now raised against two other important indus-
tries, anthracite coal and oil. The Pennsylvania anthracite railroads
owned most of the former, and special railroad rebates were ve
helpful to John D. Rockefeller’s operations in the latter. Adams felt
that these combination movements merely indicated that the nat-
ural trend of many industries was toward this form of organization.
Thus, in defense of the Pennsylvania coal combination, he argued
that a responsible combination, even of monopolies, insuring a
steady supply at regular prices was preferable to the chaos previ-
ously existing.5

The popular publisher, playwright, and author O. B. Bunce de-
fended such combinations more elaborately. Spasmodic production,
he argued, hurt the consumer, because it made prices uneven and
inflicted cruel injury upon labor and operators. Unregulated and
unrestrained production disarranged the complex machinery of
modern society, stirring the whole energies of the people into pro-
ducing at one period and arresting them at another. The resulting
cessation of production created unemployment, reduced consump-
tion, and hence rendered “recovery the very labor indeed of
Sisyphus.” The only apparent remedy was for the producers, by
joint action, to adjust production to the means possessed by the
community for exchanging goods and services.5!

As industries began to combine, so also did labor. During the
mid-seventies an authentic large-scale labor movement first became
apparent. The developing factory civilization of the United States
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found itself face to face with the characteristic problems of such a
social and economic order, and many of these problems had to be
reckoned with in terms of workers who were rapidly becoming
conscious of the advantages of organized self-interest. These prob-
lems were highlighted in 1877 by the great national railroad strike
against a reduction in wages. Violence resulted, and for the first
time federal troops were used in a labor dispute.

A most incisive statement of dominant opinion was that expressed
by R. G. Eccles, a distinguished doctor and journalist. “Men must
seek for the highest remuneration without combination, compul-
sion, or restriction,” he declared. “Businessmen must seek the high-
est prices in the same way. . . . Ask the state to do nothing [for the
laborer] or you will impose extra burdens upon the worthy and
sink them to pauperage. Teach the workingmen to live more eco-
nomically and practice self-restraint. . . . Teach them that they
bring down their own wages, and that this is not their employer’s
doings. Show them that if their wages descend slowly and steadily,
it will avoid a crash of business, and, making goods correspond-
ingly cheap, do them good rather than harm in the end.” 52

Nevertheless, there was a growing sympathy for trade unions.
The highly respectable Albert S. Bolles, a distinguished student of
public finance and banking and editor of the Norwich Morning
Bulletin, not only supported trade unions but contended that if em-
ployers would reveal the state of their business affairs much of the
antagonism between employers and laborers would disappear.’® Dr.
William Elder, one of the many disciples of Carey, admitted the
need for trade unions as a counterweight to the power and com-
binations of employers, but he felt that their “unnatural” insistence
upon fixing wage rates showed that the workingmen apparently
intended to take the rule of the world’s business into their own
hands, for their own benefit.54

In addition, agitation was growing for a law establishing an eight-
hour working day. This movement had gained impetus during the
Civil War under the leadership of Ira Steward, a machinist.55 He
based his arguments on the orthodox economics of John Stuart Mill;
namely, that wages ultimately were determined by the standard of
living of the workingmen. Given the leisure an eight-hour day pro-
vided, he said, the workingmen could develop new tastes. This would
lead to such a concentrated demand by the workingmen for higher
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wages that it could not be resisted by the employers, and the higher
wages would not raise prices because the greater market for goods
would lead to the substantial economies of mass production.

Proponents of the eight-hour day also claimed that such legisla-
tion would raise wages because the supply of labor in relation to the
demand would be reduced. In the absence of such legislation, they
argued, great technological advance would prove to be a curse to
labor because it would cause considerable unemployment and
thereby depress wages. W. Godwin Moody, whose latest venture
was in the printing business, carried the Steward logic a step
further in a paper that came to be widely discussed. He demanded
the establishment of a national commission to adjust hours from
time to time so as to provide full employment, claiming that other-
wise machinery which should uplift the people would further op-
press them by creating surplus labor and depressions. He main-
tained that agriculture no longer could absorb the surplus labor
created by technological improvement, because agriculture was one
of the businesses most thoroughly revolutionized by machinery and
was already one of the most uncertain and unprofitable of call-
ings. Later, in 1883, Moody proposed that the working day be re-
duced to six hours to provide full employment and thus increase
“the number of consumers, the amount of consumption, and de-
mand for additional production.” 58

Carey, however, complained that measures limiting the working
day constituted despotism and injured labor by causing a with-
drawal of capital. Such laws, he wrote, assumed the erroneous no-
tion that labor and capital were naturally hostile to one another.
Beginning with this fear of capital, the trade unions proceeded to
another error, the “fear of competition in their own class for em-
ployment,” because they thought the market for labor would be-
come overcrowded. This was not so, for “in the nature of things. ..
there is no possibility that labor shall ever fail of its opportunities if
its market be kept free and fairly balanced. There has never yet
been a day in the world’s history when the productive industries
were at all adequate to the wants of consumers. . . . There is possi-
bly a limit to the consumption of food, as there is to the area and
fertility of the earth; but their respective limits are providentially
adjusted to each other step by step through all the stages of their
growth; whereas, with respect to all other industries, supply creates
demand.” 57
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Out of this controversy some action developed. A few states
passed limited eight-hour laws, stipulating that other hours could
be arranged through specific contracts. Congress in 1868 reduced
the working day of federal employees to eight hours, but as inter-
preted by government authorities the act involved a corresponding
reduction of wages. It was only after years of agitation that Con-
gress finally decided in favor of reduced hours without wage cuts.

These were hesitant steps, but other social legislation was not
moving at all. Factory legislation was still in its infancy. The prob-
lem of child labor was causing considerable concern, but the pre-
vailing attitude seemed to be that progress must of necessity be
slow. Thus Atkinson expressed the opinion that child labor would
be eliminated through the forces of invention and competition.
Then he asked what to him was a rhetorical question: “But will that
time come soonest if by so-called charitable legislation they [chil-
dren] are forbidden to work at all>” %8 But people were not so
certain that nature should take its course. Perhaps the clearest mani-
festation of the community’s growing concern with improving the
conditions of labor was the establishment in a number of states of
bureaus of statistics to inquire into labor conditions, the constantly
increasing demands for a national bureau, and, above all else, the
appointment in 1878 of a congressional committee to inquire into
the depression of labor and business. The House of Representa-
tives, in appointing this committee, declared that since labor and
the productive interests of the country were suffering severcly
from causes not yet fully understood, and since “our real and perma-
nent prosperity” was founded and depended “upon labor as the
source of all wealth,” it was the duty of Congress to ascertain the
causes of the prostration and to submit proper measures for relief
at the next session.

The committee held extensive hearings and listened to practically
every shade of opinion. Horace White, who was at that time con-
sidered the foremost student of commercial crises, told the com-
mittee that crises did not arise from so-called scarcity of money but
from inevitable speculative activity. Economists, said White, gen-
erally held that speculative eras arose because the world’s enormous
productive machinery resulted in surplus production over con-
sumption. This surplus tended to reduce profits to a minimum, that
is, less and less every year. Capitalists therefore experimented with
new and distant investments, thus causing an era of speculation.



30 THE ECONOMIC MIND IN AMERICAN CIVILIZATION

Asked if a public works program was feasible, White declared:
The trouble is “there is no place for it to stop. There is nobody to
say what employment I shall be engaged in, or how much money
I shall earn. I may want to build a railroad to the Pacific, and . . .
have I not as good a right to the government means and credit as
anybody else has?” 5 Along similar lines George Walker, previ-
ously mentioned as an opponent of greenbacks, testified that he was
hostile to “non-interference or laissez faire so generally advocated
by English economists,” but that such a government interference
as relieving unemployment through public works was a communist
idea which would induce dependence upon government and take
away from the workingmen the healthy effect of personal exertion
and responsibility.

Walker’s presentation of the law of all commercial crises was a
little sharper than the usual one. “There are ups and downs of busi-
ness,” he said, “and they are to a certain extent periodical. After a
period of great depression there begins gradually a period of activity,
which grows . . . until at last it becomes uncontrollable, and a crisis
is inevitable. . . . The crisis is caused (to begin at the end of the
cycle, in order to lay the foundation for starting again) by an over-
absorption into fixed capital of that ready capital which is necessary
in order to do business.”

Walker held to the usual view of a panic occurring every ten
years; White held to a twenty-year interval. Their explanations as
to why the Panic of 1873 did not precisely fit the period, since the
last serious one had occurred in 1857, were quite diverse. Walker
explained that the existence of greenbacks had delayed the appear-
ance of the panic but had increased its intensity. White said that
the panic had occurred four years ahead of time because of the
great destruction of property during the four-year Civil War.

This confusion of counsel was multiplied by others. Chairman
Abram S. Hewitt, a wealthy ironmaster and Peter Cooper’s son-in-
law, summed up the situation thus: “Many people think the cause
[of depression] is too much currency; some think it is too little.”
Later White admitted that economists themselves were not “suf-
ficiently agreed upon the fundamental principles of commercial
crises to command strict attention from the unprofessional classes.” 6
Not all the witnesses before the committee even agreed that unem-
ployment was a serious evil. Lyman J. Gage, eminent Chicago
banker, and later McKinley’s Secretary of the Treasury, declared
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that there undoubtedly always would be a large number of unem-
ployed persons in all large cities. Unless there was a surplus of labor,
the price of labor would be constantly enhanced by the demand
for it. The surplus kept the price steady. Fortunately, by the time
the committee was ready to submit its report in 1880, the business
horizon was bright, so the committee simply recommended that the
immigration of Chinese labor be restrained.®!

But even a wave of prosperity could not solve the social and
economic problems raised by the emancipation of the slaves. Eman-
cipation destroyed not only a Southern tradition but an American
tradition as well. The Negro had been regarded as an institution;
now he had to be considered as a man. The dominant factions in
the anti-slavery movement since Jefferson’s day had never envisaged
the blacks remaining in the South or, for that matter, in any settled
part of the Union. Southern whites, having regarded the blacks as
inferior for over two centuries, could not tolerate them as equals.
Consequently every plan for emancipation had been based on the
principle of exporting the blacks. Now, faced with the brute fact
that the Negroes must remain, the country was in utter confusion
over the steps necessary to secure to them the exercise of their
freedom.

The Northern victors were divided. The Republicans were the
majority party, and under their banner the war had been waged.
But President Lincoln’s assassination shortly after the peace led to
the accession of Andrew Johnson, a former Democrat from Ten-
nessee, who, along with the Democrats, maintained that the Con-
federate states should be restored to the Union with their political
structures substantially intact. The majority of the Republican
Party held that under such conditions the Negroes would not have
political and civil rights. The refusal of the Southern states to grant
the Negro these rights, and their enactment of vagrancy laws that
actually meant servitude, furnished ammunition for the “radical”
Republicans. Since they were victorious in the congressional elec-
tions of 1866, they were able to override Johnson’s vetoes and carry
out their plans. These included the retention of federal forces in
the South as well as of the Freedmen’s Bureau, which was the eco-
nomic arm of the federal govenment’s intervention.

During the war Congress had established the Freedmen’s Bureau
to take care of the ever-increasing number of slaves freed by the
advance of the Union armies. The Bureau was to engage in hu-
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manitarian work, relieve immediate distress, adjudicate legal matters,
and whenever possible allot the Negroes small farms from aban-
doned estates on a rental basis. These lands they could buy after a
three-year tenancy. After the war Congress extended the work of
the Freedmen’s Bureau, but this and other Reconstruction measures
evoked tremendous opposition from Southern whites. A writer in
DeBow’s Review, the outstanding commercial organ of the South,
declared that the Negro population was incapable of self-government
and if left to its own devices would rapidly “decgenerate into bar-
barism.” ¢ One of the leading contributors, George Fitzhugh of
Virginia, who before the war had described slavery as ideal com-
munism and capitalism as cannibalism, now declared that a severe
black code including “vagrancy laws” was necessary to govern the
Negro and preserve white supremacy. He suggested that the burden
of supporting the weak and aged blacks should be thrown exclu-
sively on the Negro groups by taxing the income of the strong
and healthy Negroes. He disposed of the notion that Negroes be
given an education by saying that learning would result in making
them idlers. And he warncd that whites were resolved never to give
up their farms or to grant the blacks the suffrage.%

Some confusion arose when a group of South Carolina newspa-
pers, alarmed at the “exorbitant demands” of a state labor conven-
tion, suggested to property holders that land be sold to the Negroes
who had the means because then “their interest and yours become
identical.” In this way, they believed, in less than three years every
landowner, white or black, who did not “feed on official pap” (the
Freedmen’s Bureau) would be in the “same ranks of opposition to
extravagance, corruption, high taxation, and labor strikes of ig-
norant men, encouraged by designing demagogues.” Such a pro-
posal for economic equality, however, got hopelessly tied up with
social rights, and Southern newspapers were indignant when Negroes,
having been refused service in white restaurants, sought court ac-
tion. They denounced the insolence of the Negroes in demanding
“what they cannot have, that is, social equality,” and as a way to
defeat social equality they welcomed white immigration so that
they could “beat Sambo at the polls.” 8¢

The discontent in the South was intensified by the rise of a class
of whites whom the plantation aristocracy regarded as white trash.®
The South’s leading literary journal, the Southern Review, went all
out and denounced American democracy, “the sovereignty of the
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people,” as the source of all evil. It did not even spare the memory
of Jefferson, for “Mr. Jefferson, the sage of Monticello,” was the
mouthpiece of an “unreasoning radicalism.” How often in the
world of fanatical reformers, complained its editor, the Reverend
A. T. Bledsoe, was “the moral freedom of mankind . . . sacrificed in
the mad pursuit of personal or civil freedom?” Moral freedom was
the freedom sought by the Christian religion—the freedom of man
himself from “ignorance, error, vice, from all manner of imperfec-
tion and evil, and his restoration to the image of his Maker.” He felt
that it was the duty of the state to help develop this moral freedom
by expedient means, including, if necessary, “the use of personal
servitude, or civil despotism itself.” The role of slavery had always
been to “promote the moral emancipation and freedom of its pa-
tients.”’66

Some Southern thinkers asserted that while free labor was always
more efficient than slave labor, it could operate only for the welfare
of the former slaves so long as the whites controlled the state of
affairs. Bradley T. Johnson, a Virginia jurist and a former Con-
federate general, contended in 1875 that ardent defenders of slavery,
among whom he included himself, had never questioncd that free
labor would produce more and develop the country’s resources
faster than slave labor, but they had not believed the “ncgro was
sufficiently advanced in civilization as yet to become his own mas-
ter; and we were convinced that the ordeal of free labor and free
competition would be a fiery ordeal for him, and we relied on
slavery as a great conservative safeguard in a Democracy.” Accord-
ing to Johnson, the “new system” achieved great material advance
in Virginia and the whole South wherever the “superior race” was
allowed to control affairs.®” These advocates finally had their way.
With the departure of federal troops from South Carolina and
Louisiana in 1877 white supremacy was completely restored through-
out the South, and the race problem, in both its political and eco-
nomic aspects, was as far as ever from solution.

From this confusion few significant generalizations can be made.
The modernity of many of the arguments is striking, but few were
worked out continuously and logically enough to compose a sig-
nificant economic doctrine. They tended to be opportunistic and
superficial. In part this was caused by the scarcity of economic data
the economic publicist then had to work with. The Census did not
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include much usable information; businesses did not publish ac-
curate reports; the current analyses and summaries of trade and
price figures were far from adequate. In consequence the publicist
had to draw conclusions from his own experience, and these tended
to change with his experience, so that, arguing from a different set
of circumstances, he was very likely to modify, and might con-
tradict, in his later writings what he had said earlier.

As at the close of all great wars, this was a period of uncertainty
and change. The emerging industrial society was taking form with
the growth of large-scale business enterprise and the development
of monopolistic practices, with the formation of labor unions, with
a speculative stock market, and with a new economic order emerg-
ing in the South. In that industrial society the role of government
was not yet set, but already it was being pulled in two directions,
one to promote the new industrial enterprise by tariffs and a favor-
able monetary and banking policy, the other to remedy the most
obvious evils by social legislation. In this era monetary policy was
thought to be the key to business prosperity, so most economic
writing centered upon it.

In a period when so little was settled and so much open to ques-
tion, attacks on any specific pattern of business activity were not
considered subversive. The arguments outlined in this chapter, how-
ever dogmatic they might be, were in general carried on by respec-
table members of the business community, who did not feel that
they were betraying any natural order of things. There were, how-
ever, a few radicals who felt that any arguments about the best
measures for directing current economic development were futile,
since what was needed was basic reorientation. The times were
such that on occasion even they obtained a hearing.
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CHAPTER I1

The Radical Movements

S BEFORE the Civil War, there continued to be several
movements working toward a radical reconstruction of so-
ciety. Some were new, and some were continuations of

older movements. For example, the old movement for land reform
was still pressing its program. It now demanded that the large land
grants to the railroads be revoked, that these lands, together with
those still held by the government, be reserved for actual settlers,
and that the government enable the settlers to get started through
the issue of greenbacks.!

Something of a new twist was given the movement by Edward
Thomas Peters of the Treasury’s Bureau of Statistics. The usual
land reform policy, he wrote in 1871, benefited only a few agricul-
turalists; it could not aid the mass of laborers in the ever-growing
cities and towns who were unable to take advantage of the lands.
Building on John Stuart Mill’s arguments for land reform, Peters
went on to demonstrate the evils of land ownership in all cases:
“The ‘unearned increase in the value of land’ is not a mere growth
in value which enriches the landowner without impoverishing
others, but . . . represents the increased tribute which circumstances
enable him to levy upon those who use the land or its products. . . .
Even when the higher value is attended by greater advantages, these
advantages are such as naturally arise from the association of human
beings in the community—advantages which in society men mu-
tually confer and receive and for which they therefore should not
be compelled to pay tribute to one who has done nothing to create
them.” 2

Such an analysis led logically to a radical solution, but Peters did
not push it that far. Other reformers, however, were not content
simply with the demonstration of evils—they presented strong
remedies.

PHILOSOPHICAL ANARCHISM

At one extreme among these radicals stood the non-violent or
“philosophical anarchist” movement. Its leadership consisted mostly
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of New Englanders and New Yorkers of good family and educa-
tion, and occasionally of substantial wealth. The movement had be-
gun before the Civil War under the leadership of Josiah Warren, a
descendant of the Warren who fell at Bunker Hill. Warren’s scheme
was based on the abolition of all coercive authority—the State—and
on the “Sovereignty of the Individual,” complete individual respon-
sibility in all relations. In economic matters, he argued, this would
achieve the free working of the beneficent principle of free com-
petition. Each individual producer would receive a price for his
product equivalent to the time and other sacrifices incurred; then
the equitable principle of price limited to “cost” would operate.
The degree of pleasure and pain or net pain would be the measure
and limit of price. As equilibrium required, compensation for each
occupation would be so adjusted to the relative amount of disagree-
ableness of an occupation that there would be no preference for one
or the other at the price affixed to it.

According to Warren’s plan, money would be “labor notes.” Un-
der the current system, he maintained, the producer was oppressed
and crises ensued because the circulating medium was monopolized
by the holders of specie and bank charters. He therefore proposed
to substitute labor notes, which each of the “laborers” would issue
and which would promise a “definite quantity of labor of a specified
kind.” # Warren’s disciples and fellow anarchists converted War-
ren’s vague labor note schemes into systems of “free banking,” in
which any individual or group of individuals could issue paper
money provided it was not legal tender. The free competition in
banking, they argued, would destroy the oppression of capital by
driving the rate of interest down to the mere cost of supplying the
paper.

This obtained some notoriety, but the scheme enjoying most
popular approval was that of “mutual banking,” advanced by the
wealthy Boston anarchist, former Army officer, philosopher, mathe-
matician, theologian, and lawyer, Colonel William B. Greene (1819~
1878), who “could produce to order almost any revolution out of
the Massachusetts Bill of Rights.” * He avowedly modeled his plan
on the colonial Massachusetts land bank scheme, and on the “Peo-
ple’s Bank” of Warren’s European counterpart, Proudhon. Greene
proposed that the Massachusetts legislature pass a law authorizing
groups of individuals to establish non-specie-paying “mutual” banks
of issue. The members would pledge any valuable property, be per-
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mitted to borrow up to one-half the market value of the pledge, and
would pay no more than one-half per cent interest on loans to
cover expenses (in reality, then, the real rate of interest would be
zero), and would agree to accept the mutual bank money at par in
payment of debts.?

While most of the anarchists stressed the money monopoly as the
most important evil, Ezra H. Heywood, editor of the New England
anarchist organ The Word, placed first among the “impositions”
of capital its extortion of rent. He declared that land was really a
gift of nature and therefore ground rent amounted to the heaviest
tax on business and labor. In the same category, and equally in-
defensible, was the ownership of mines, forests, and waterways for
what they would yield. The second “imposition” of capital was the
credit monopoly; then came the right of eminent domain, and
finally the subjection of women.®

With more emphasis than Heywood, Joshua K. Ingalls placed
land control in the center of his economic theory. He was one of
the original group which had spearheaded the successful drive for
the Homestcad Act. His theory of land use went far beyond the
scope of this act. He contended that the unrestrained private ap-
propriation of land, which led to monopoly rent, was the source of
all economic evils, especially those terrifying periodical crises that
afflicted the country every decade by deranging the stability of
business and ruining the frugal and “industrious man of business as
well as the reckless and extravagant.” The “capitalistic class as dis-
tinguished from the industrial or commercial classes” controlled the
ownership of land, and by extorting a forced tribute in rent dis-
abled the community’s ability to purchase the goods produced. Al-
though the complete remedy, either through the efficient limitation
of private property in land or full government control of the land,
required the concurrent action of the several states, and this was im-
possible, the federal government could enact measures which would
at least moderate the pernicious effect of land ownership. Such
measures should primarily aid the active, or industrial, as against
the passive, or financial, capitalist. When the former placed his
property in an industrial or commercial concern, he accompanied
it with his personal effort in administration and other useful serv-
ices. He took risks and responsibilities which justly entitled him to
share liberally in the real product, but the mere lender who had
security for his investment was no more entitled to a share in the
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results than if he had placed his gold in a safe deposit company
where he would have been compelled to pay instead of receiving a
premium. It was risk capital employed in business or lent without
perfect security that was swallowed up in a business convulsion,
whereas fully secured capital was relatively increased. This did not
make for a sound or just economic organization of society.

From this standpoint Ingalls called on the federal government to
require the states to adhere to a uniform inexpensive bankruptcy sys-
tem and to prevent the collection of debts above the principal. He
added that something should be done about the patent laws, for they
injured commerce and industry. They did not serve so much to
encourage useful inventions as to foster monopoly and combina-
tions, which used them to terrorize legitimate business through fears
of vexatious and costly litigation. The patent laws, therefore, should
be repealed or modified so as to render impossible monopoly arising
from the manufacture or trading of patented articles. This could be
done without “interfering in any way with the regular course or
competition in any business,” by allowing the inventor to collect
from the maker or seller a limited fee,

In later years he increasingly deprecated the importance of the
monetary question. The question of money or credit, he said, was
of no interest to the wage earner. It was simply a question between
debtor and creditor. So long as labor remained unable to employ
itself or to have its rights in the general social wealth produced,
metallic, fiat, or commodity money could only modify, not essen-
tially change, the fundamental injustice; because however scarce or
plentiful the money, he had nothing to obtain it with. Furthermore,
the usual anarchist proposal of lowering the interest rate would
merely aggravate evil, for it would raise land values and increase
speculation. This would be so because land values represented the
capitalization of the rent at the going interest rate.

In these later writings he performed an excellent service to stu-
dents of economics by pointing out that one of the great difficulties
in social studies was the equivocal nature of some of the terms em-
ployed. For example, the term “competition” was used by the tradi-
tional economists to denote a great regulator of human affairs with-
out which society would collapse. The same term was used by the
socialists as describing all that was depraved and vicious in industrial
and human life. Actually each side was pursuing divergent lines of
thought with no possibility of ever joining forces or even of ration-
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ally attacking each other’s position. To economists the word meant
the pursuit of a livelihood by equals under freedom of opportunity,
i.e., a striving for something to which access was assumed to be free
and of which there was an abundance. To socialists it meant the
forced struggle of men barred from opportunity, i.e., a struggle for
something to which there was no freedom of access. Consequently
the socialists stressed the importance of morals, religion, and the
State, while the economists demanded a “let alone” policy.”

Ingalls considered himself an anarchist and was so considered by
his colleagues, because while he appeared to stress government con-
trol, he felt that such control should be essentially designed to free
the individual for perfect competition. Nevertheless, his concrete
land reform view tended to dilute the purity of his anarchism; only
a few could be consistently anarchist.

The most lucid as well as one of the most able of these was the
New Englander Benjamin R. Tucker, who, while he saluted Warren
as friend and master and translated the works of Proudhon, for the
most part followed Greene. He declared that the anarchists were
simply “unterrified Jeffersonian democrats.” Since the capitalist
groups could defraud labor only because legal privileges or monop-
oly enabled them to charge more for their capital than the cost of
handling and transferring which the natural law of competition
would permit, he advocated absolute free trade, both domestic and
foreign, and waged war upon monopolies in money, land, tariff, and
patents.

Among the greatest heresies, declared Tucker, was the socialist
doctrine that society should take the instruments of production and
administer them through its organ, the State, on the principle of
majority rule. This doctrine disregarded individual choice and must
therefore culminate in the government’s managing all the affairs of
men, for it was “the tendency of power to add to itself.” The nation
would be transformed into a vast bureaucracy, and every individual
into a State official. Its constitution would have but one article:
“The right of the majority is absolute.” Having the responsibility,
the community through its majority expression would insist more
and more on prescribing the conditions of health, wealth, and wis-
dom, thus impairing and finally destroying individual independence,
and with it all sense of individual responsibility.

He insisted that the notion that competition meant war rested
upon exploded fallacies. Competition meant war only when it was
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restricted, either in scope or intensity, so that it was not perfectly
free competition; for then its benefits were won by one class at the
expense of another, instead of by all at the expense of nature’s
forces. Universal and unrestricted competition meant the most per-
fect peace, and the truest co-operation and competition became
simply a “test of forces resulting in their most advantageous utiliza-
tion.” When the demand for labor exceeded the supply, and every-
one could get work easily at wages equaling his product, it was for
the interest of all (including his immediate competitors) that the
best man should win; in other words, where freedom prevailed,
competition and co-operation were identical. And the only way to
make the demand for labor greater than the supply was through
competition in the supply of money or use of credit.

Tucker defended the classic law of supply and demand as the root
of all good. He thought it would give people what they wanted, at
prices close to cost. The first and necessary condition was to free
competition. “This done, the constant and habitual practice of right,
though prompted by selfishness, will bring people to a realization
of the intrinsic beauty of their conduct, evil motives will gradually
be replaced by good ones, and Nature will thus furnish a new proof
of her economy by making selfishness its own destroyer.”®

The anarchists condemned all labor legislation. They denounced
bureaus of labor statistics as parasitic, and held that state regulation
of working hours denied citizens the right to make their own con-
tracts. They denounced trade unions because such combinations
worked against the principles of competition. Heywood explained
to the working classes that the competition of the “free open mar-
ket” encouraged those producers most fit to survive. More broadly,
he declared that the labor problem would be solved by “unrestricted
liberty to create and equitable exchange the world over.” For much
the same reasons he denounced the attempts of the Grangers and
trade unions to eliminate the middleman by establishing co-operatives.
To him the middleman was as serviceable and necessary as the
end man. In fact, in their attacks on producers’ co-operatives the
anarchists seemed to accept the existing system of business enter-
prise, distinguished from then current financial enterprise, as the
most desirable.

The wage system, explained Greene, had the advantage of that
complete and centralized authority of the manager necessary for the
skillful buying of raw materials, the selling of the finished goods,
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and the paying of wages according to the varying capacity and in-
dustry of the workingman. The theory that the wage system was
de facto slavery was therefore foolish. Capital, free of law-created
privileges, was innocent enough. The employer had a just right to
charge something for his risk and for the labor of initiating and
superintending the enterprise.?

As was true in all reform movements, some leading anarchists had
notions strangely out of place in the general anarchist philosophy.
Stephen Pearl Andrews, one of the patriarchal figures in the move-
ment, was the most extreme example with his “Pantarchy” scheme.
It had an authoritarian flavor, and Andrews was the “Grand Pant-
arch.” “Integralism” was the “complete all-sided philosophy of the
Pantarchy.” The meaning of this philosophy was perhaps most
clearly revealed when Andrews first presented it, just before the
Civil War, as the peaceful solution of the slavery question. In a
pronouncement issued by the “Political Department of the Pant-
archy” to the “inhabitants . . . of the world at large,” he declared
the abolitionists should learn that there were slaveries more wide-
spread, subtle, and cruel than chattel slavery, and should preach to
the rich that they were in the same logical category as the slave-
holders and could retain their wealth with a good conscience only
if they investigated social evils in the light of all science. This the
could best accomplish by aiding the “priesthood of the new philos-
ophy” in their experiments with every promising scheme of social
amelioration. By such scientific investigation the slaveholders would
become in fact “Patriarchs, Patricians, Patrons of the Slave.” The
plantation would become profitable to themselves and the “earthly
heaven of the slave.” After the end of slavery the chief objects of
Pantarchy were avowedly reduced to two: first, to support Andrews,
financially and otherwise, while he completed his series of “scientific
and philosophical discoveries known as the science of Universology
and the Philosophy of Integralism”; and, second, to enable him to
lead the way into a practical system that would result in a great
and beneficent revolution.1?

Because of the freedom and elasticity of their thought these
philosophical anarchists, bizarre as some of their policies were, con-
tributed much to strengthening democratic tradition. They sup-
ported the general principle of human freedom in a variety of issues,
even when such action allied them with programs and persons
clearly opposed to anarchist thinking. Their predominantly New
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England heritage stood them in good stead, for, like their ancestors
who had successfully matched wits with the Crown, they displayed
their learning in court, public forum, and press.

They caused no little annoyance in the community, but some
leading businessmen listened and even expressed sympathy with
many of their views. One was Charles Moran of New York (1811-
1895), prominent in the mercantile and banking world, publisher of
the New York Commercial Advertiser, and respected by academi-
cians. Moran followed Herbert Spencer in wanting government
power limited simply to the protection of life and property; in fact
he wanted government limited to mere local government, to protect
the minority against the rapacious majority. Like the anarchists, he
opposed tariffs, patent laws, and usury laws, and declared that if the
post office were operated by private enterprise it would be more
economically and efficiently run. He opposed an income tax, reduc-
tion of hours, and labor legislation of any sort, and even deprecated
any form of public relief. On the central question of money Moran
agreed in general with the anarchists that banks should be as free
from government restraint as other useful businesses, and should be
given the right to issue inconvertible notes. But he thought that the
anarchists erred in their scheme by not limiting collateral for note
issues to short commercial paper. After the resumption legislation
was passed, Moran opposed greenbacks but ardently supported
bimetallism.1!

Anarchism was more nearly in agreement with predominant busi-
ness thought than was the other radical group, the socialists. The
latter were a more miscellaneous group and at times included an.
archists.

SOCIALISM

Unlike the philosophical anarchists, the socialists had a foreign
flavor and were definitely identified with the name of Karl Marx.
But, like earlier imported radical movements, they soon adjusted to
the atmosphere of America. Within a few years after Marx founded
the International Working Men’s Association in London in 1863,
German immigrants established sections of the Association in the
United States, primarily in New York, and other groups soon fol-
lowed. Most flamboyant was the “native American” Section 12,
organized in New York City in 1871. Its leaders, the glamorous
sisters Victoria C. Woodhull and Tennie C. Claflin, early attracted
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attention and profits by establishing a stock-exchange house that had
the benefit of advice from the elderly Cornelius Vanderbilt. They
published in their journal, Woodbull & Claflin’s Weekly, communi-
cations from Brigham Young in defense of polygamy and the first
American edition in English of the Marx-Engels Conmnunist Mani-
festo, which appeared under the title “German Communism—
Manifesto of the German Communist Party.” 12 The issue containing
the Manifesto, like most of the others, carried on the front page
advertisements of brokerage houses, including that of the sisters
“Woodhull, Claflin & Co., Bankers and Brokers.” And such an-
nouncements as “Tennie C. Claflin will make her debut on the ros-
trum upon the subject of “The Ethics of the Relations of the Sexes;
or, Behind the Scenes in Wall Street,” ” were not unusual. Since the
sisters received considerable help with their journal and speeches
from Stephen Pearl Andrews, their work naturally reflected the
anarchist viewpoint. But they were heretical on money. They
favored greenbacks, the Kellogg scheme, rather than free banking,
doubtless in good part because Victoria’s current husband, Colonel
James N. Blood, was an ardent and lifelong greenbacker.!3

The German scctions were annoyed by the antics of Section 12,
particularly in propagating matters that seemed to have little to do
directly with labor problems. They themselves were engaged in trans-
lating appropriate extracts from Marx’s Das Kapital for distribution
at eight-hour day demonstrations.'* They complained to the General
Council in London, and in 1872 the Council ordered the suspension
of Section 12. The sisters shortly afterward went to England, where
Tennie C. married the wealthy Francis Cook, whom the King of
Portugal made Viscount de Montseirate, and Victoria married John
Biddulph Martin, member of a leading banking family.!s

Indicative of the broadly reformist character of the American di-
vision of the International, even after the suspension of the “anarch-
ists” in Section 12, was the manifesto it issued in New York City in
October 1873 in connection with the depression. It told the workers
to demand that the authorities relieve their sufferings (1) by provid-
ing employment to those willing and able to work, at the usual wages,
and on the eight-hour plan; (2) by advancing produce or money for
one week’s sustenance to distressed laborers and their families; and
(3) by prohibiting eviction for non-payment of rent from December
1, 1873, to May 1, 1874.1® But personal and doctrinal differences
among the American leaders of the International led to bitter struggles
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and secessions. The wounds were somewhat healed with the dissolu-
tion of the International Working Men’s Association in 1876 and the
formation of the Working Men’s Party of the United States, which
became in the following year the Socialistic Labor Party of North
America, and, finally, in the nineties, the Socialist Labor Party.

Its policy, according to the testimony of its leaders, was to promote
a society of the future having few laws and a maximum of individual
liberty. Industry would be operated by laborer-producer co-
operatives, which would fix prices and wages.”

C. Osborne Ward, native-born ex-machinist and teacher and spokes-
man for the Brooklyn Section, stated that differences in reward were
justifiable at present but would be very slight in the ideal State. This
state was to be achieved not by force but by educating the public.
He emphasized that as members of a labor party he and his fellows
believed that there must be a conversion to true Christianity, to the
end of overthrowing the predominating “competitive, monopoly-
begetting idea” of acquisitiveness. When most of the people had been
Christianized and the party possessed a majority, the co-operative
society would be voted in.18

Such utopianism was clearly a long way from the “scientific social-
ism” of Karl Marx. The ignorance of Marx’s work, common to the
native socialists, was repaired by German immigrants when they
joined the party. They presented his views to the public, or what
they took to be his views, for Marx might have had some difficulty
recognizing his disciples. Chief among them was the able New Jer-
sey kindergarten teacher, Adolph Douai, who was a graduate of a
German university. In 1876 he began a series of articles on Karl Marx’s
Das Kapital in the Socialist with the statement that this first attempt
to render Das Kapital into English in a concise and popular form
would be too difficult unless arranged differently from the author’s
order and complemented by some of his other writings.*®

As a result of such ventures into journalism Douai gained some
reputation as a student of economics and in 1878 was asked to testify
before the congressional committee investigating the depression. In
his analysis of the depression he attributed the main cause of business
stagnation to “planless production.” Production, he said, was being
carried on by private capitalists who did not consider the needs of the
world, and this capitalistic production took advantage of a situation
where the laborer was free in person but did not possess the neces-
sary instruments of labor, which must be furnished by some capital-
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ist. The laborer was therefore forced to sell his labor power to the
capitalist employer at the market rate and, in consequence, to leave
a surplus value in the hands of the employer. This led to “over-
production” or “underconsumption.” If the laborer sold his working
force to the capitalist for only a part of its worth, the laborer must
become poorer. As long as employers had a constant market for their
products, wages might be high enough, but soon there would be only
a few great capitalistic countries competing in the world’s market,
and there would no longer be a market for all the goods produced;
at that time purchasing power would fall so low that production
would be reduced.

Stated another way, the capitalistic system assumed the shape of
overproduction; first the middle class would be impoverished, then
the small capitalists, until at last nothing would be left but a very
“small class of very large capitalists or share societies [corporations].”
By that time the laborers’ purchasing power would have been so re-
duced that capital could no longer obtain a return. Then, as profits fell
to zero in the next five or ten years, Douai held, contrary to Marx’s
teaching, the capitalists would be willing to sell out to the community
and the community would give them an annuity.

Later, before another congressional body, Douai pointed out that
after the socialist state had been created it would meet the problem
of overproduction by planning. By means of statistical data it would
obtain exact knowledge of the demand for the current year and pro-
duce accordingly, plus an additional store as security against famine.
In this way the crises occurring every five years or less, characteristic
of the capitalistic system, would be cured.

Douai in this same testimony raised an important question about
the intrinsic worth of capitalism. In denying that capital added to
value by intelligently directing blind labor, he declared that capital
did not employ its own intelligence because it had none. It employed
scientific men, technical men, and skilled laborers of all kinds, experts
who seldom received adequate payment, for the largest share went
to capital, and even their intelligence was misused by the suppression
of useful inventions and discoveries. Supposing there were some in-
telligent capitalists and supposing they paid the technictans liberally,
the latter still should not be considered the sole owners of their valu-
able technologies. The human mind had developed them over a long
period; each individual scientist and inventor added but a little to all
that which had already been invented for the benefit of mankind.
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Douai, as a spokesman for the Socialistic Labor Party, proposed
certain reforms which would facilitate a gradual transition to a co-
operative republic: a constitutional amendment limiting labor to eight
hours; bureaus of labor statistics, both state and federal, for their in-
vestigations into profits would show the workers that they were being
exploited and would enable them to determine how best to help
themselves, whether by reforming society or insisting on higher
wages; following these was a series of social and political demands,
even less connected with a radical reconstruction of society, includ-
ing the abolition of the contract system, both in prison and govern-
ment work; the prohibition of child labor below the age of fourteen
and free education up to that age; stringent employers’ liability laws
for injuries sustained by employees; the prohibition of the importa-
tion of Chinese contract labor; direct popular legislation enabling the
people to propose or reject any law; minority representation in all
legislative elections; and recall at any time of any public officer by
the election of his successor. Two important reforms Douai left for
enactment after these first demands had been met: one, that all in-
direct taxation be replaced by a progressive income tax; and two, that
government operate all banking and insurance. However, for the
present, he said, the party regarded savings banks as commendable.?®

Originally the Socialistic Labor Party sharply opposed the Green-
back Party. Ward stated in 1878 that the Greenback Party believed
in competition, whereas the Socialistic Labor Party held that compe-
tition was the source of all evil. He called upon workingmen to oppose
the election of greenbackers, for they sought to inflate the “normal
value of the product of their labor,” and this, in turn, would be filched
by the monopolist.2! For the presidential campaign of 1880 the So-
cialistic Labor Party swallowed its principles and supported the can-
didates of the Greenback-Labor Party.

Midway between the socialists and the extreme anarchists stood the
ex-Chartist John Francis Bray, who had enjoyed the friendship of
that “whole-souled and good man” Robert Owen. He was now busily
occupied with perfecting a plan of “industrial partnership” to solve
the problems of unemployment and excessive inequality of wealth.
Under his scheme government would lend greenbacks at cost to part-
nerships of labor and capital. His theory promoted the establishment
of such partnerships in all occupations, to be organized under general
laws which would permit conditional self-government but no despotic
central authority and no governmental supervision of workshops.
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Thus society would become an industrial republic, with the only
government tie being a national board of trade to supply statistics on
the nature and extent of demand for commodities.

In this way the “usurer and financial vampire” would be eliminated
and labor set free from the domination and extortion of capital. For
a time, at least until we progressed further, there would be a system
of “graded wages.” As a partner, the laborer would demand and ob-
tain an equitable share of the profits in addition to wages; that is, he
would share in all future accumulations. The universal partnership
of all industries under general laws, he concluded, would prevent
“present ruinous competition, low wages, disputes between labor and
capital, bankruptcies, gluts, losses, and business confusions.” Capital
would increase and labor would have a “stake in the world.” 22

By and large the radical movements were fluid. Though each sect
at times castigated the others as reactionary, the lines between them
were so loose in fact, though not necessarily in theory, that a man
might at one and the same time be a member of a number of organi-
zations that seemed on the surface to be opponents. Thus Bray was
vice-president of the anarchist American Reform League and an hon-
ored figure at the gatherings and in the journals of the Socialistic
Labor Party. Similarly, Ward saluted both Lassalle and Proudhon as
the great authorities on socialism. Douai gave equal credit to Lassalle
and Marx as the founders of modern socialism. And he served with
George Gunton, the ex-labor leader and disciple of Steward, among
the associate editors of the socialist Labor Standard. Further evidence
of the mixed nature of radical thought was the policy set forth by
the short-lived National Labor Union, which tried to please a mix-
ture of labor leaders and reformers of all sorts: on the one hand it
espoused greenbacks as its chief plank, on the ground that they were
necessary to provide sufficient currency to animate business and elimi-
nate the need for trade unions, and on the other, it sent a delegate in
1869 to the Basle Congress of the International Working Men’s As-
sociation and expressed its desire to co-operate with that organization
in the “common cause.” The general situation was nicely summed up
by the Socialist, which declared that many socialists associated them-
selves with all movements which tended to move society a step for-
ward. “But they are not finalities. The student of social affairs is well
aware that no natural basis of society can be established but by and
through a long series of experiments.” 23

Although the respectable journals carried innumerable articles to
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the effect that the country would soon be in the hands of the social-
ists, the socialist leaders complained that it was hard to make headway
in America because the mass of Americans still entertained the super-
stition that under the existing system everyone in industry had a good
opportunity to acquire a competence, if not great wealth. The social-
ists had hit upon a basic truth, for, as Wendell Phillips pointed out
when he dismissed the fear of communism in America, the strongest
safeguard against communism was the fact that the majority of the
people possessed property. “Three-fifths of Americans have something
to lose [by communism], and half the rest hopes soon to have.” 2¢

At this time too there was a heightening of that attitude which de-
nounced any and all reforms as communistic. The Public, a New York
organ devoted to business and finance, complained that the commu-
nistic spirit was not understood even by many intelligent writers and
influential property owners. Actually, communism stood for the im-
pairment of capital, it wrote, not just for violence as most people
thought. In fact, in so uncertain a democracy as the United States,
the violent form was less dangerous than the form which sought
change by law and the machinery of elections. Where the “habit of
submission to the rule of the majority is strong,” it stated, “there is
always more danger that all the rights of property may be impaired
and even the foundations of civilization undermined by an ignorant
majority and bad laws, than by any form of revolutionary violence.
Is it not plain that the Granger, the Repudiator, the Inflationist, and
the bank-hater have in the aggregate power enough to do more mis-
chief in the country? Granger railroad laws, scaling of debts, Bland
silver bills, convertible bond schemes, and war against banks and bond-
holders are all merely phases of Communism in America.” 25

So-called radical thinking was diverse and often confusing. It was
hardly revolutionary in any immediate sense. Part of it was of native
origin, and most of the rest was stripped of foreign content by the
requirements of American conditions. The land reformers were, of
course, merely continuing a pre-Civil War movement, and the power
of their ideas was revealed in the following period by the tremendous
appeal of Henry George’s Progress and Poverty. Philosophical an-
archists were, after all, traditional individualists, simply carrying their
logic to an extreme. Their emphasis on currency and a zero rate of
interest reflected in good part a demand, almost as old as America
itself, for a cheap and plentiful supply of the pervasive instrument
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of expanding enterprise—money. American socialists, it should be re-
membered, despite some of their bizarre ideas, presented a goodly
number of reform measures that were eventually recognized as nec-
essary for the efficient functioning of democracy in the new America.

CHAPTER 111

The General Academic Temper

the first two chapters had keen appreciation of economic

practices, derived from their business connections, with the
exception of such men as Carey, Wells, and Cardozo they were not
in the usual sense professional economists. Those to whom the study
of political economy was a full-time scientific investigation were usu-
ally teachers, although not by that circumstance completely isolated
from practical affairs. For, since the economic thought of American
political and business leaders throughout the period from 1865 to
1880 was usually conservative, and only occasionally liberal or radi-
cal, and the same proportion seemed to hold for the doctrines taught
by professional economists, they were welcome witnesses in Wash-
ington. At this time, too, the public was becoming more aware of the
fact that important national problems were fundamentally economic
in nature, and this gave them a wider audience than they had for-
merly had. These men contributed extensively to both the popular
press and the learned journals; they testified before government com-
missions and advised many leading officials, including presidents of
the United States.

:LTHOUGH many of the publicists and the radicals cited in

A NEW ENGLAND CONTINGENT

As was the case before the Civil War, most of the popular Amer-
ican treatises came from New England. Those which had the widest
circulation during this period—The Elements of Political Economy
by the Reverend Francis Wayland, The Science of Wealth by Amasa
Walker, and the Elements of Political Economy by Arthur Latham
Perry—were in the laissez-faire tradition,! native to that section and
made up of its doctrinal mixtures. Both Amasa Walker and Perry
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found their intellectual fatherhood, not in the writers of the main Eng-
lish classical tradition, but in the Frenchman Frédéric Bastiat, whose
theoretical logic in Economic Harmonies “proved” that traditional
laissez faire would yield a perfect harmony of interests. Yet both their
books owed their popular appeal largely to their lengthy discussions
on current practical controversies such as the tariff, government
finance, money, and banking.

Amasa Walker was an outstanding figure in the financial, political,
and academic worlds. His Science of Wealth was extremely popular
both at home and abroad. Economics, wrote Walker, was primarily
a “business science” requiring but “common sense and a good knowl-
edge of the English language.” It reduced basically to this: that gov-
ernment was best which governed least. The wants of a people were
the only proper motives for production, and producers, whether la-
borers or capitalists, were the best judges of the means to gratify such
wants. Economics taught the relation of man to those objects of de-
sire which he could obtain only by effort. The first fact of the science
was that man had wants; the second was that those wants could be
supplied only by effort; the third was that the objects or satisfactions
obtained by those efforts were collectively called wealth. Wealth in-
cluded only those objects having value, and value was the exchange
power of one commodity or service in relation to another. “Value
never exists in an article unless someone is willing to give labor, in
some form or other, in exchange for it.”

Wages, asserted Walker, were high in proportion to the disposition
of those possessing wealth to pay it out for labor; this disposition de-
pended largely upon the security and profitableness of capital in pro-
duction and upon the enterprise of the people. The laborer should
save; for then he could overcome the “natural advantage” of the cap-
italist, and he could wait to obtain a “fair price.” Upon labor associa-
tions Walker took the position that the law should not suppress them,
for the laborer was not obligated to act as an isolated individual any
more than was the capitalist. If the individual capitalist was permitted
and even encouraged to combine with others to increase the power
and profits of capital, as, for instance, in a corporation, the laborer
had an equal right, and the legislature had an equal duty to give him
any “facilities for doing this he may justly demand.” But the labor
associations economically desirable were those described as “friendly
societies,” those which helped members to obtain employment, pro-
vided sick benefits, and engaged in education and temperance reform.
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He doubted the usefulness of associations to raise wages, i.e., the
trade unions. He did not question their legality so long as they were
purely voluntary, but he did question their right to punish those who
refused to join them, and he viewed unfavorably the principle of the
strike. In the last analysis, he felt strikes could not raise wages per-
manently. Laborers through their unions might extort an increase
during periods when commodities were in great demand, but when
trade became dull, they were certain to be placed again in the power
of the employer. Such unions, moreover, endangered labor’s neces-
sary liberty of action; to prevent damaging its condition or produc-
tion, what it needed was freedom, protection, and justice. With free-
dom the laborer could work for whom he would; with the ballot, he
could insure himself and his interests protection and justice.?

Walker, however, placed little reliance on law to improve the la-
borer’s condition. Legislative fixing of hours he considered unsound
economics, and in 1868 he sharply attacked the law establishing
an eight-hour day for federal employees as setting a bad example. An
eight-hour day in private industry, he argued, would reduce the pro-
duction of labor, and the subsequent reduction of profits would re-
duce the capitalist’s funds for labor. In addition, the government “has
no rightful control over the labor of free men, who must dispose of
their services at all times, in such quantities, and at such rates as they
can get, in the great competition of industrial pursuits. . . . All at-
tempts to interfere with the laws of value must be ineffectual.” 3

Without governmental interference, however, there might be some
remedial changes. There were some advantages in consumers’ co-
operatives, though little in producers’ co-operatives. Feasible profit-
sharing would create the ideal system of co-operative partnership,
since this did not call for employers to relinquish in any degree the
control and management of their business affairs. Only basic charity
was a community responsibility. And in the United States it was not
so serious a problem as in Europe, because land here was so cheap
and labor so much in demand that no able-bodied man need be a
pauper. If the government must grant some aid, this might take the
form of local workhouse relief. Each community would then have an
active interest in diminishing its pauperism.

Walker sharply opposed immigration restrictions on the ground
that the influx of foreigners had favorably affected the physical con-
dition and social position of the native. The general intelligence and
enterprise of the native population being far above that of the immi-
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grant seeking employment, the natives had taken the lead in industrial
undertakings. The overseers and managers in the large factories were
seldom foreigners. Formerly American children and young girls had
been the mill operatives; now the immigrants had replaced them, and
children of American descent held better positions with increased
compensation. Thus immigration had both hastened the development
of our natural resources and improved the rewards of the native. He
accepted the commonly held idea that immigrants, because of differ-
ent ethnic characteristics, differed in physical and moral quality and
that some were far more desirable as settlers and citizens than others.
“But American institutions receive all, tolerate all; must educate and
elevate all, fusing the whole if possible into 2 homogeneous, enlight-
ened, and prosperous people. Such is the grand experiment upon
which, for weal or woe, the American republic has entered.” 4

Having thus disposed of wages and labor, he went on to the uses
of capital. Interest, he said, had its justification in the right of prop-
erty and in the reward for self-denial. Since interest was governed
by the law of supply and demand, usury laws or government inter-
ference with the free play of the money market could only have the
effect of raising the rate of interest above its natural level. This could
only impede the free flow of capital, a vital characteristic of the sys-
tem. If there were a surplus of capital, assuming that production it-
self did not expand in the meantime, the excess in a given line would
be transferred to other branches of industry or withdrawn for per-
sonal gratification. The same would be true for special occupations.
When the limit of profitable production was reached, the amount of
capital employed could not well be increased. The product being
generally in the form of circulating capital, it flowed to other busi-
nesses or was turned to purposes of adornment and culture. This was
true also, though more rarely, of the general industry of a country.
In practice, the limits of industry did not remain the same. As wants
expanded, capital, relieved from its former employments, went to new
efforts.

But it must be remembered, he warned, that the United States could
not expect everywhere and at all times such rapid progress as it was
then witnessing. This was a new country, conscious of new and press-
ing needs, and eager to satisfy those needs. Capital, like population,
had its checks: a disinclination of capital to emigrate, the lessening
power of personal supervision from a distance, and a distrust of the
administration of foreign laws. Another constant force against the in-
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crease of capital was the fall in its rate of return. “The desire to spend
is just as truly in human nature as the desire to earn, and can be as
accurately calculated. Hence, . . . as the desire to earn loses power b

capital becoming plenty and cheap, the desire to spend gains force.” 8

Having laid the theoretical foundation of his argument, Walker
now came to the important public questions of the day: the tariff,
government finance, and banking. He did not consider the public
debt a blessing because the taxes necessary for its payment depressed
industry and reduced this country’s ability to compete with other na-
tions. But the suggestion that the debt should be redeemed by issuing
depreciated greenbacks distressed him. Even if it be granted that the
bonds were originally bought with the depreciated greenbacks, they
should be repaid in coin, because the bondholders were not to blame
for the depreciation. This was only one argument in his general case
against greenbacks. Although he had, while in Congress during the
war, supported their issue and had even proposed that the bond in-
terest be paid in the notes instead of in coin, he now argued that legal
tender credit currency had been an unwise, shortsighted step. Such
currency was always issued in excess, unsettled business, and by rais-
ing prices caused the government a greater loss than the gain it reaped
by the “forced loan.”

Those who opposed the return to specie payments were to his mind
usually people engaged in speculative operations. So long as the cir-
culating medium was made plentiful by expansion, prices would con-
stantly rise. Consequently those purchasing in anticipation of a rise
would make a profit. These speculators made great fortunes at the
expense especially of labor and were able to force Congress to stop
the contraction of the greenbacks. In opposition to their propaganda,
he argued that contracting the currency would not hurt trade. Prices
would all decline to the same extent because wages would decline,
and trade would go on as usual. In fact, manufactures would gain by
having better export markets.

Walker was more consistent in his attitude toward bank notes. He
held to his original contention that bank notes should have a 100 per
cent specie reserve. Before the Civil War he had argued that the power
of the state banks to issue currency beyond their specie reserves—the
mixed currency system—must result in a panic. Deposits, he had
pointed out, were far more important than bank notes in causing
panics and suspensions of specie payments; under the system of frac-
tional reserves, deposits would rise to an important and unsafe mag-
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nitude partly because banks compelled borrowers to leave a part of
their loans as a sort of permanent deposit. Such deposits were arti-
ficial, for they did not arise from the legitimate wants of trade. So,
although agreeing that the national banking system was preferable to
the old state bank systems in many ways, he still objected to its note-
issue power. In fact, before the Panic of 1873, he suggested that the
government alone issue convertible notes, which would be merely an
extension of the gold notes issued for deposit of specie. In turn, the
national banks should be relieved of all taxation and restrictions. After-
ward he argued that before this could be done, the greenbacks would
have to be withdrawn. He agreed with the theoretical soundness of
what he called the “Western” contention, that national bank notes
should be the first to be withdrawn because if any paper money was
used, the country as a whole rather than private corporations should
have the profit. But while this argument was theoretically conclusive,
he asserted that Congress would never agree to it and therefore it
need not be considered. The banking interest was too powerful to
permit elimination of bank note circulation, and the people strongly
though erroneously believed in bank issues. Therefore greenbacks
should be contracted first. But the resumption of specie payments,
he wrote in 1869, must be a gradual one, for immediate resumption
ignored the law of supply and demand.

Perhaps his most significant contribution on monetary matters
was his insistence that deposits were the most important part of
the currency, were created by loans, and from the standpoint of the
currency were identical with bank notes. These truths, he said, were
not easily recognizable. “It took me ten years to get a complete
analysis of deposits.” ¢

Walker's attack on the mixed currency system made him the out-
standing exponent of what had long been known in England as the
“currency principle.” One of the most fertile aspects of his analysis
was a differentiation between panics and crises. Depressions would
occur but they would not degenerate into panics if the mixed cur-
rency system were abolished. There were, he insisted, “natural tides
in business,” but the mixed currency system intensified these tides
until they ended in a panic or ruin. These tides were “calculable and
healthful.” They were the test of business character. They might con-
tinue to the extent of exposing bad concerns but they never destroyed
good ones. When they occurred, money would be wanted to pay
debts, but when one debt was paid, the same amount of money would
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remain to pay others. The pressure would not annihilate any part of
the currency. The receiver of the payment would not secrete the
money in vaults until the crisis passed. The means of payment could
be reduced only by the specie exported.”

On the tariff Walker argued that “protection” hindered the be-
neficent functioning of natural competition. His basic technical thesis
was a crude form of an argument long before developed in England,
the doctrine of comparative advantage. As an example in practical
terms, he observed, the United States had greater natural facilities
and advantages for manufacturing iron than any other country, but
the domestic article could not be produced so extensively and so
cheaply as to exclude the foreign article. This came about because
the United States could do better in agriculture, thanks to the rela-
tive extent and cheapness of our land. The infant industry argument
he thought sophistical. Each branch of legitimate industry “comes
full-grown and full-armed into life. . . . There is no infancy so far
as completeness or robustness of life is concerned.”

Walker was so much a free-trader that he even deprecated a tariff
for revenue. Customs duties, he said, were a convenient and profitable
source of revenue, but, like all indirect taxes, they were very unequal,
unjust, and expensive. He considered the income tax the ideal tax and
bemoaned its demise. As private revenue rose or fell, he said, so should
the contribution to the public revenue. Were it to supersede all other
forms of taxation, perfect equality would be established; property
and labor would each bear its just share of the public burdens.

Walker’s humane interests broadened his writing beyond what was
then considered pure economics. In the last analysis these did not
lead to any real break with the hard core of his traditional laissez-
faire attitude, but they did testify to his concern that the boundaries
of the science should not be narrowed. He was particularly insistent
that consumption should not be eliminated from economics. He
thought, for example, that Simon Newcomb, a “sagacious and gener-
ally correct writer,” had gone too far when he stated that “if a laborer
is willing to work all day for a quart of whiskey to get drunk upon,
political economy does not question his wisdom.” True, any author
had the discretion to confine his inquiries to any limits that he might
set and to erect them into a consistent system, but such a system
could not inspire that interest which attached to a scheme concern-
ing the industrial welfare of man as a whole. “It may be a science of
political economy, but not zhe science.” After all. what the laborer
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did with his money made a difference to society. By right consump-
tion every people could be rich, free, and hopeful. He even included
in proper consumption compulsory public education, because it would
prevent pauperism and crime and bring about general economic bet-
terment, especially of the workingman.®

Another aspect of consumption was the economy of the war sys-
tem. War was not a moral but a political necessity, he declared, and
it would end when all nations should establish a code of international
law and institute a high court of appeal for adjudicating disputes.
The current system conflicted with the simplest dictates of common
sense and the highest interests of mankind. One nation increased its
vast armament only because another did, and still they were as rela-
tively defenseless as ever. The changes continually occurring in the
machinery of war were so great and frequent that no nation could
ever hope to be fully prepared. The mind stood aghast at the awful
possibilities of the future if the current senseless and inhuman com-
petition in war preparations should continue. And with Walker the
attainment of world peace was no mere academic matter; he spent
much of his time and money for the cause, and attended world con-
gresses on the subject. In spite of a number of inconsistencics, Walker
was for his time the outstanding American economist. And the tre-
mendous popularity of his treatise, The Science of Wealth, and its
abridgment, did much to develop an intelligent appreciation of eco-
nomic questions among the general public.

Walker died in 1875, but the technical tradition he stood for was
carried on and extended by his close friend, Arthur Latham Perry of
Williams College. Perry was a distinguished and extremely popular
elaborator of Walker’s views; few teachers of the day held as
important a position in the classroom and in the outside world.® He
numbered among his admirers leading government officials and public
figures. McCulloch valued Perry’s support of his financial program.
He considered Perry’s treatise the best book on economics—as well he
might,since many of the conclusions Perry, as a “scientific economist,”
reached on production, labor, money, and credit, he said, accorded
with those he himself had reached by experience and observation in
managing large banking institutions. President Cleveland wanted to
appoint Perry Secretary of the Treasury.!

Perry’s conception of economics was consciously limited to the
market place. Economics was the science of values and as such was



THE GENERAL ACADEMIC TEMPER 57

exclusively the science of buying and selling, including material com-
modities, personal services, and commercial credits. If a term were
needed to express the sum of all valuable things, that term, he said,
should be not wealth, which was vague and meaningless, but prop-
erty, which “denotes a right of possessing, using, enjoying, selling,
and destroying anything”—in short, as the Roman jurists defined it,
anything which could be bought and sold.

Perry granted that Adam Smith was the great historical name in
the science, but Smith, he declared, limited the meaning and scope
of value to commodities only, i.e., concrete things, and thus confused
utility and value. Perry also asserted that Adam Smith’s successors,
by following this notion and resorting to ingenious mathematical
formulas, had deduced the dismal Ricardian law of rent and the Mal-
thusian doctrine of population. These were vicious, materialistic doc-
trines, he argued, because they led to the conclusion that land owner-
ship was a monopoly and rent receivers were non-productive.

But Bastiat, said Perry, cleared away the uncomfortable disharmony
by the use of the magic word “services,” for services referred to per-
sons rather than to things, and each person in a free exchange served
the other. Best of all, Bastiat’s conception of value removed from
economics the stigma of being a dismal science. The science of value
was, therefore, a social science, for it began and ended not in dead
matter, but in the living force that activated man. He who dealt suc-
cessfully with value was bound to become a successful businessman:
he would know man’s wants, the probable changes of fashion, and
the thousand and one subtleties that made up mercantile sagacity.
“Your man of business must be a man of brains. The field of produc-
tion is no dead level of sluggish uniformity like the billowy and heavy
sea”; its navigation “requires foresight, wise courage, and a power of
adaptation to varying circumstances.” Since only services were sold,
the competition of those ready to render them eliminated the influ-
ence of God’s free gifts on value and resulted in value reflecting only
irksome labor.

Using human effort as the basis of economic rewards, he made
human labor the center of his system and common sense the means
of its success. But this did not lead him to conclusions different from
those of other laissez-faire theorists. In his system economics was pri-
marily concerned with buying and selling, in which all engaged, and
since the great advantage of the power of introspection was possessed
by every man, woman, and child, it was easy to deduce sound eco-
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nomic principles. “Almost everybody watches the action of his own
mind enough to see what are the motives in buying and selling.”
Hence, no law or encouragement was needed to induce any person
to trade; on the other hand, any law or obstacle hindering two per-
sons from trading who would otherwise do so not only interfered
with a sacred right but prevented an inevitable gain that would other-
wise accrue to both parties. Introspection would thus break up eco-
nomic fallacies.1?

Whatever disharmonies occurred, Perry said, arose not within the
sphere of exchange but from the interference with free exchange by
such human institutions as usury laws, trade unions and labor legisla-
tion, paper money and protective tariffs. The popular proposals for
remedying low wages, such as trade unions, a legal minimum wage,
and the concentrated pressure of public opinion on employers, vio-
lated the doctrine that naturally fixed wages—i.e., the wage-fund doc-
trine. The wage fund was that part of capital devoted to the payment
of wages. “If we call this portion of capital . . . a dividend, and the
number of laborers a divisor, the quotient will be the general average
rate of wages at that time and place. This principle invariably deter-
mines the current rate of wages in any country.” The more capital
there was, the greater was the demand for labor. “If, in the division
between capital and labor at the end of any industrial cycle, profits
get more than their due share, these very profits will wish to become
capital and will thus become an extra demand for labor, and the next
wages fund will be larger than the last. If capital gets a relatively too
large reward, nothing can interrupt the tendency that labor shall get,
in consequence of that, a larger reward the next time.” 2

Similarly, he upheld in an extreme form the traditional argument,
derived from J. B. Say, against the possibility of a “general glut”;
namely, that the supply constitutes the demand.

In Perry’s eyes paper money constituted a major heresy. Like Amasa
Walker, he originally opposed not only greenbacks but any form of
bank currency, because unlike specie it had no natural limitation of
supply. He went further than Walker in that he even questioned the
worth of a currency backed by a 100 per cent reserve. He argued
that sound banking demanded that banks be prohibited from issuing
paper money and be limited to dealing in debts and deposits and lend-
ing the national coined money.

Credits, however, including book credits, bills of exchange, corpo-
ration bonds, and, above all, bank deposits, were the great instruments
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of advance, Perry held. They gathered up the driblets, economized
exchanges, spared the use of money, and even utilized the future to
contribute productive services. Following the British economist and
former banker Henry Dunning Macleod, he contended that the use
of credit, especially bank credit, created a new capital, a new pur-
chasing power, something in the world of values in addition to what
had existed before. This addition was limited because of the uncer-
tainties of the future, but it was extensive because credit rights to fu-
ture products had a ready value.

Other economists and bankers protested Perry’s idea that credit
could create capital, insisting that the relation of debt to credits did
not involve anything more than an exchange between two parties of
titles to certain tangible goods, and consequently that “incorporeal
property,” such as bank deposits, mortgages, etc., was neither wealth
nor capital. But Perry contended that if his point were granted that
rights were property, then new rights were new property, and there-
fore new capital had been created by credit. The excess of a banker’s
average deposits over his average reserves was a creation of new credit,
a new resource of production, a purchasing power available to the
banker that had not previously and practically been available to any-
body.

Credit, however, had one disadvantage to his mind, in that when
it was used freely in addition to money and increased purchases went
on in all departments at once, there was a general rise of prices and a
universal spirit of speculation. Everyone seemed to make great gains
and extended his operations to the limit, so that indebtedness was mul-
tiplied on every hand. Eventually, on the realization that the granting
of credit had been overdone, speculative purchases ceased, banks be-
came cautious in discounting paper, borrowers attempted to sell their
goods at any price in order to raise funds to meet their obligations,
and prices fell. A panic followed, which was more irrational, if pos-
sible, than the previous overconfidence. Then inflated credits and
commodities collapsed in the hands of their holders; the sacrifices
were inadequate to meet the debts, and business failed. The banks
could not or thought they could not help. Consequently widespread
disaster resulted. Thus crises had swept the country in 1837, 1857,
and 1873, and doubtless would occur in the future. They always arose
from disordered credits and, though not necessarily connected with
credit or bank paper, were most likely to present themselves as cur-
rency problems.
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But if the strong and conservative banks would maintain their or-
dinary condition, they could prevent or abate a panic. The banks
need not place more money in circulation or extend credit; it was
merely required that they be in a position to offer credit on approved
securities when the occasion arose; the mere knowledge that abun-
dant credit could and would be given should suffice to solve a finan-
cial crisis. Therefore, when a panic seemed imminent, banks should
have the power to extend discounts. It had been done in England,
when the Bank of England was given government permission to vio-
late the Bank Act of 1844, and thereby the ragings of a “commercial
storm” had been stilled. Of course banks must raise their discount
rate under these circumstances, and for this reason usury laws should
be abolished.

Especially interesting was Perry’s analysis in 1871 of the future of
interest rates. Historically, he declared, the rate of interest had de-
clined as capital increased, but this would not go on indefinitely, for
at around 2 per cent there would be almost no motive for lending.
This historical decline came about, in part, because of the following
factors: The price for the use of money, like other prices, was deter-
mined by supply and demand. The supply was large because “we are
a capital-loving people and the practice of hoarding has but little hold
upon us.” Almost everybody made money in some form and had
something to lend in some form. This tended to depress the rate of
interest. Also, the desire of foreign investors to realize a higher in-
terest in the United States than at home tended to do the same. But,
on the other hand, our people were fond of great enterprises, most
of which were executed with borrowed capital. This created a de-
mand. Capital was productive in the United States, owing to the lavish
gifts of nature, which also made for demand. Though these influences
somewhat explained the past, they could not predict the future.

He hedged by saying he did not know whether supply would out-
strip demand, or demand the supply. If the money remained sound
and we were sure of its future, the historical tendency of decline
would be the prospect; that is, if the money were gold and silver
only, or sound bank or government paper instantly convertible into
specie, rates would fall. On the other hand, if the money were to
continue to be paper currency exclusively, especially legal tender,
and by natural consequence a good deal of it, the interest rate would
rise. Speculators would absorb the money no matter how large the
quantity. Fearing that the country would not have a sound national
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money in the immediate future, and fearing that the habit of the
people to borrow inordinately would continue, he declared the rate
of interest would be not less than 6 per cent.’?

Perry outdid Amasa Walker in defending the income tax and free
trade. Free trade came to absorb more and more of his attention. In
fact it came close to monopolizing all his economic thought and teach-
ing. He devoted considerable space to the subject in his textbooks,
and he wrote innumerable articles for free-trade organs and gave over
two hundred speeches throughout the country on the subject. He at-
tacked the protective tariff on all levels: it was unsound economics;
it violated the right of property, the letter and spirit of the Ten
Commandments as well as of the New Testament. A protective tariff
was really stealing for the benefit of a few privileged men at the ex-
pense primarily of the Western farmer. Not only did the farmer have
to pay higher prices for manufactures, but the market for his prod-
uct was restricted, since manufacturing countries, unable to sell their
goods, were compelled to reduce their food imports.**

In the end his attacks on protectionism were so vigorous that a
petition signed by some Williams College alumni and headed by the
signature of a Cleveland ironmonger, George H. Ely, was sent to the
college authorities, complaining that Perry had committed the col-
lege to a support of free-trade views. The memorial stated that this
was inexpedient, unwise, and unjust. “It is true that an institution of
learning is bound to ascertain, establish, and teach truth throughout
the domain of morals and science. But absolute scientific truth can-
not be predicated on any question of social science or political econ-
omy. ... We deprecate . . . everything in the administration of the
college which tends to place it in the position of advocate or de-
fender of any controverted politico-economic question.” Perry val-
iantly stood his ground and declared that at Williams free trade was
taught. Those college professors who proclaimed that they taught
neither protection nor free trade, he said, were at best foolish, be-
cause this in fact denied that the science they professed to teach was
a science at all. The position furthermore surrendered what Jefferson
called the self-evident rights of man, the rights of man to liberty and
the pursuit of happiness.’s

So determined was Perry over free trade that in protest against the
Republican Party’s extreme “protectionism” he left the party and
joined the Democrats. Like the Federalist and Whig Parties before
it, he wrote in 1882, the Republican Party was a party of privilege;
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it lived and moved and had its being in privilege and consequent
corruption.®

In spite of this indignant stand upon free trade, he did his economic
enemies justice on other grounds. Thus, interestingly enough, he
found himself in agreement with the underlying social philosophy of
Henry C. Carey. “Of course,” he wrote, “Carey and his followers
are all protectionists,” and “they are all friendly to paper money, . ..
and some of them have no objection to irredeemable paper money,”
but these features were to his mind not indigenous to Carey’s system.
Among the central truths Carey enumerated, and Perry agreed upon,
were these: that the real interests of classes and individuals were es-
sentially harmonious; that there was a constant tendency to increase
in the wages of labor, and toward a similar increase in the aggregate
profits of capital, although at a lower rate; and that the well-being
and advancement of society corresponded to the degree of associa-
tion and liberty in it.

Perry was, however, somewhat doubtful of the optimism charac-
teristic of Carey and other writers on economics. It was ironic that
Perry traced the failure to develop “sound” economic thinking on the
part of the American people and the American government to that
very optimistic faith in economic freedom which his works uncon-
sciously breathe. Ever since the establishment of the national govern-
ment, he wrote, a succession of public questions involving economic
principles had stirred the mind of the nation, questions relating to
money and banking, the public debt, and the tariff. Offhand one would
have thought that under these circumstances the people would, by
then, be uncommonly well trained in economics. But unfortunately
this was not so. The country had never had a generally accepted na-
tional textbook such as the English had had for a century in the
work of Adam Smith. In addition, the American people had never
been driven by the pressure of want, or by medieval burdens, to
study the science; the people had not been burdened with politically
privileged classes, standing armies, and frequent wars. Cheap and
fertile land had offered an escape to persons crowded by competi-
tion or the pressure of numbers. Consequently “the enormous losses
of their commercial crises, and of their protective tariffs, make far
less impression on them than . . . on a people less fortunately placed.”
Such conditions were more a matter for thankfulness than for op-
timism. Yet he could not see the beam in his own eye, for he was
an early nineteenth-century optimist himself. He proudly called



THE GENERAL ACADEMIC TEMPER 63

himself a democrat. “A democrat,” he said, “in his fundamental be-
lief and active sympathies, whatever party ticket he may be con-
strained to vote, has a vast moral advantage in teaching the civic
studies over another man, who cither theoretically or instinctively is
drawn to favor classes privileged by law.” 17 His strength and weak-
nesses flowed from the assumption that the country had undergone
no fundamental changes since Jefferson had laid down the economic
canons for the democracy of his day. Consequently democracy
meant to him precisely what it had meant in Jefferson’s day.

Another outstanding New England writer and teacher of the pre-
Civil War generation was Francis Bowen. But he was not of the
same school of thought as Walker and Perry. Bowen felt that the
exponents of evolution, espccially Darwin and Spencer, who had
furnished the basis for free trade, were not only “at war with all
morality and religion, but with the institution of property, the
family, and the State, on which the whole fabric of modern civiliza-
tion” was based. He identified Darwinism with Malthusianism and
the German philosophy of Pessimism. From the latter sprang the
leaders of the German democracy, whose highly educated men, he
said, despaired of society and wanted to destroy it. He called on the
“aristocracy of wealth and intellect” to propagate their numbers,
lest the earth be completely “occupied by the progeny of the igno-
rant and debased, . . . the dangerous classes of society.” '8

In his original pre-Civil War treatise, The Principles of Political
Economy (1856), Bowen had said that he was attempting to lay the
foundation of an American system of political economy. In truth,
his writings, as a protectionist, were neither more nor less “Ameri-
can” than those of the free-traders Walker and Perry, who claimed
the benefit of speaking in universal principles. The chief feature of
the new edition in 1870, called American Political Economy, was in-
dicated by its subtitle: “Including Strictures on the Management of
Currency and the Finances since 1861.” Here Bowen outdid Perry
and Walker in his caustic criticism of the greenbacks, the national
debt, and the national banking system.

National debts were vicious, he wrote, and the way the Ameri-
can debt had increased during the war was especially bad. The
government had borrowed huge sums in heavily depreciated paper
dollars but had agreed to repay them with an equal number of gold
dollars. It had bound itself to pay interest in coin, at the full market
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rate—6 per cent for most of the bonds—and this rate could not be
reduced except by a breach of public faith. So Bowen advocated
refunding the debt in the form of short-term annuities, with the
entire issue to be paid off within twenty-five years, or within the
lifetime of the generation that contracted the obligations.

The national banking system was unsound, he argued, for it was
based on the erroneous notion that banks could not exist without
the privilege of issuing their own paper. This, of course, unjustly
yielded enormous profits to a few, at the expense of the mass who
used the notes. Bowen even argued in 1867 that if the bank notes
were withdrawn the greenbacks would rise to par; and since they
would then be supported by gold reserves in the Treasury, and the
Secretary could then exchange gold for notes at par or vice versa,
“we should have the best currency in the world.” ** He urged that
the small bank notes be eliminated or taxed at least 7 per cent, so
that the profits from their emission might be enjoyed by those who
used them, the masses. An indirect consequence of such a tax, he
declared, would probably be that the national banks would no
longer oppose a resumption of specie payments.

Paper money, he stated in the 1877 minority report of the Mone-
tary Commission, had led to the crisis of 1873. A revival of busi-
ness would probably have begun in less than a year had not the
Treasury reissued part of the withdrawn greenbacks, and had it
not seemed likely that the remainder would be reissued. At that
time no one had known what to expect. Confidence had broken
down entirely; capitalists had preferred to keep their funds idle
rather than make loans which might be repaid in depreciated dol-
lars. What might have been a temporary convulsion turned into a
general paralysis of trade. Although all this was true and condemned
paper money, he thought that immediate restoration of the specie
standard, even if possible, was not expedient. Large amounts of
gold would be needed, the drastic fall in prices would distress mer-
chants and producers, and debtors would suffer as much as creditors
had suffered from the depreciation. Therefore restoration should be
gradual. Citing Ricardo, he argued that the Treasury should begin
redeeming the paper in gold, at the market value, and then advance
this price at short intervals.

As for bimetallism, Bowen had been an advocate of the gold
standard even before the Civil War. And in his minority report he
declared that since there was a large output of silver, it should be
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used for subsidiary coinage. Unlimited legal tender silver coinage
might cause not so much a depreciation of the standard of value as
fluctuations in the value of the standard. The resulting uncertainty
would depress legitimate enterprise. Both metals had been falling in
value, he declared, but while the fall of gold had been so slow and
gradual as to be detected with difficulty, the depreciation of silver
had been sudden and very great.

These views were disturbing to certain groups of the business
community. Boston hard-money men, objecting to Bowen’s pro-
posal that the national debt be paid in gold, not at par but at a con-
siderable discount, raised a fund to bring lecturers with “sound
views” to Harvard. And President Charles Eliot finally removed
economics from Bowen’s teaching load in 1871 and appointed to a
separate professorship of political economy the cautious free-trader
and sound-money man Charles Franklin Dunbar (1830-1900), for-
mer publisher of the influential Boston Daily Advertiser.2®

Dunbar’s writings held views that Bowen and Carey likened to
the pessimistic doctrines of the British classical school. Writing in
1876, Dunbar declared that as “our condition approaches more and
more to that of old countries, our ability to rely upon the increas-
ing abundance of our resources to cure all mistakes will disappear.”
Statesmen, therefore, must follow sound economic theory if disaster
was to be avoided.?? No remedial measures by government would
be adequate. People who demanded an eight-hour law were under
the delusion that it was possible by “artificial regulation to fix the
value of labor,” but he advised that the men who were “sincerely
and honestly engaged in the movement should be patiently and
candidly heard” by the legislature.

His theory could not face all the facts, however. It is important
to note that after a fire in a textile mill had caused serious loss of
life, he thought that some qualifications must be attached to the
basis of political economy, which heretofore had assumed that in
the long run private interest would be synonymous with public
safety and that the instincts of capital were the surest guide in all
matters pertaining to the regulation of business and the distribution
of wealth. This principle still held as to the disposition of capital
to provide for its own safety, but its regard or disregard of the
safety of others was quite another matter.? Beyond this he would

not go.
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He was especially pessimistic about the possibility of legislative
action eliminating depressions. He asserted in 1874 in the midst of
a severe depression that the “great tides in our commercial affairs
which culminate in periodical crises and panics are not to be ex-
plained merely as phenomena of currency or the effects of this or
that tariff. . . . The causes of our panics like that of 1873 lie too deep
for legislative remedy, and recovery from them, always looked for
with the same impatience which is now witnessed, is and must be
slow and painful.”

But he did feel that there was an urgent need for banking reform.
Banking was his main interest, and he cogently presented what
came to be considered enlightened banking opinion, especially in
Chapters on Banking (1885). He contended that bank deposits were
just as much a circulating medium as bank notes; in fact, compared
to deposits, bank notes were relatively insignificant and unimpor-
tant. Presenting these views to the public after resumption of specie
payments, and after the beginning of the repayment of the na-
tional debt, Dunbar drew the practical conclusion that the issue of
national bank notes should be based on the assets of the issuing
bank rather than on the disappearing national debt. This would pro-
vide “asset currency,” convertible, however, into specie. This elas-
tic note issue would vary with the requirements of business. The
banking habit was firmly rooted in the business community, and
the banks would find a medium of exchange in the amount needed.
The medium should be in the form and proportion most convenient
for the community, and this question of proportion could not be
determined by any combination of counselors, public or private.
No legislature or conference of bankers could say that the people
required any given amount of notes for managing their exchanges.
Left to itself, the country would settle this problem of proportion
in a natural way, by the demand which each individual using a
credit currency of any kind would make for notes or for a deposit
account.23

This banking theory is his most significant contribution to Ameri-
can economic thought. As one of Dunbar’s students put i, although
the idea of a substantial identity between bank issues and bank de-
posits was not original with Dunbar, “he gave it such a cogent and
lucid exposition that it may now be regarded as a part of our gen-
eral stock of beliefs, thereby having no small influence on the think-
ing of the day.”** He also performed an enduring though minor
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service when he launched and supervised the Quarterly Journal of
Economics in 1886.

The great spokesman of the New England school of laissez-faire
economy came not from Harvard but from Yale. William Graham
Sumner (1840-1910) made New Haven the rostrum for his ex-
tremely conservative general social philosophy. He embodied a New
England opinion which held that Jefferson and Jackson had brought
low that fine aristocratic culture and “balanced government” in-
tended by the Founding Fathers. After graduating from Yale in
1863, Sumner studied at Geneva, Gottingen, and Oxford to prepare
for the ministry. On his return he spent three years as a Yale tutor
and then served as an Episcopal minister for an equal time, first as
assistant in the fashionable Calvary Church in New York and then
as rector at the equally, or perhaps more, fashionable church at
Morristown, New Jersey. In 1872 he returned to Yale to the newly
created professorship of political and social science. Sumner at once
showed himself to be a powerful teacher and an able controversial-
ist. Almost every popular journal contained products of his pen on
current issues.

His general economic philosophy was presented in his course on
the history of finance, politics, and political economy. Relatively
early in his lectures he told his students: “You need not think it
necessary to have Washington exercise a political providence over
the country. God has done that a great deal better by the laws of
political economy.” 2% In subsequent lectures he hammered the point
home. Although his formal teaching followed the methodology laid
down by the last great classical economist, John E. Cairnes, its con-
tent followed Herbert Spencer’s more extreme laissez faire and evo-
lutionism. Sumner declared that the millionaires, like the great states-
men, scientists, and military leaders, were a product of natural selec-
tion, which, acting on the whole body of men, picked out those
who could meet the requirements of certain work to be done. They
received high wages and lived in luxury, but the bargain was a good
one for society, for the intense competition guaranteed that their
function would be performed at a minimum cost and brought about
“discipline and the correction of arrogance and masterfulness.” 26

Sumner’s views were rooted specifically in a strong acceptance of
the Malthusian doctrine of population and the old Federalist tradi-
tions of John Adams. When population was relatively scarce in re-
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lation to the land, he wrote in 1878, the standard of living was
relatively high, approximate equality prevailed, and the competition
of man with man was lax. Error and vice on the one hand, and
painful exertion on the other, did not bring their proportionate
penalties and rewards. In other words, little poverty and misery
existed, and consequently there was no social problem of class
antithesis.

But when the population grew dense, and the struggle for self-
preservation became intense, competition for life, in turn, became
severe. The rewards for extraordinary talent, skill, and energy rose
high, and vice and error brought a heavy penalty. In other words,
great poverty and misery and class antagonism came to prevail.
Hereditary virtue and vice weighed heavily because it became far
more difficult to pass from one social condition to another; and the
starting point, as regards health, mental vigor, talent, early training,
tradition, and capital, which the father fixed for the son, became a
decisive advantage. The main instrument of that advantage was
“capital,” and the inequality in the distribution of capital was “at
once the proof and reward of unequal effort and virtue.” Any direct
measure to ameliorate the lot of labor, even poor relief, any inter-
ference with traditional laissez faire, would simply spell retrogres-
sion and destruction. He told Congress that government could do
nothing to assist labor.?” In fact, so stark was his Malthusianism in
What Social Classes Owe to One Another (1884) that one reviewer
declared that through Sumner’s eyes “the laboring class and ‘the
poor’ in general . . . are regarded as sheer intruders and cumberers
of the earth.” 28 Sumner paid them the honor, however, of fearing
them. The very growth of capital and inequality, he declared,
showed the need to revise the democratic structure and to maintain
the increasingly delicate industrial mechanism against the envy of
the masses. Unfortunately our inherited institutions of civil liberty
looked toward the executive power, as if from that organ alone
danger could come, whereas the task was to devise institutions which
would protect civil liberty against popular majorities as embodied
in the legislative power. More concretely, Sumner suggested that
elections be held less frequently and that the executive have abso-
lute power to appoint and dismiss administrative officers.?®

Sumner had a wide contemporary influence on economic thought,
but his lasting fame rests on Folkways (1906), which he published
after he had formally transferred to the field of sociology, but
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which was the outgrowth and elaboration of his economic works.
Folkways, with its overwhelming illustrations of the force of cus-
tom and convention in creating the standards of truth and conduct
in a given society, was an important contribution to the literature of
social science.

He practiced the individualism he preached. If he believed in
them, he courageously espoused movements which might be un-
popular. He fought vigorously to reduce the hold of theology in
the colleges and demanded reforms which would allow more room
for the physical and social sciences. He waged a sharp battle with
President Noah Porter over his right to use Spencer’s Study of So-
ciology as a textbook in his courses when Porter prohibited its use
on the ground that it substituted evolution for theology. He not
only denounced the protective tariff as stealing, but even went on to
mention by name great and influential corporations instrumental in
pushing the measure through. Then, too, although Sumner did not
think very highly of those fathers of the Democratic Party, Jeffer-
son and Jackson, he on more than one occasion showed his dis-
pleasure with corruption in the Republican Party by voting the
Democratic ticket, much to the dismay of the admirers of his eco-
nomics. And who can forget his downright courage in denouncing
the Spanish-American War?

A VOICE OF THE MIDDLE-ATLANTIC STATES

Reinforcements for the New England tradition came from New
Jersey. At the College of New Jersey (now Princeton University)
economics was taught by the Reverend Lyman H. Atwater, pro-
fessor of logic and moral and political science. Atwater, by virtue
of his numerous articles in influential journals, and the number of
his students who later became prominent in public and business life,
was a force in public opinion only slightly below Sumner.

Atwater was a decided follower of the prevailing philosophy in
the American academic world—that of the Scotch school of Com-
mon Sense. This philosophy was called Common Sense by its
eighteenth-century founders, said Atwater, because they “rejected
all philosophic fictions contradictory to the intuitive judgments” of
mankind. He considered economics & priori in the sense that its
premises were to be found in what “we know from experience to
be the longings, views, and volitions of human nature in regard to
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material utilities, and the easiest method of gaining them.” It could
not be a science of prediction, but of determining tendencies to-
ward certain events which occur in the absence of counteracting
tendencies.

The student should not overlook the harmony of the universe
that economics teaches, Atwater continued. “As the science of Po-
litical Economy centers on labor and exchangeable labor and prod-
ucts, so it finds the culmination in the ever-increasing division and
diversity of labor. An increase of external wealth to man is but the
symbol of the growing wealth of his interior being.” In the body
politic, each member must serve the other and the whole, and it
“advances in excellence, dignity, prosperity, and glory as its labor
becomes diversified.” This harmony he felt was to be achieved, at
least as far as labor was concerned, through free competition, which
provided the only “permanent equilibrium,” that of the equality of
supply and demand.

In the last analysis, he wrote, strikes, like trade unions which gen-
erally resorted to them, would be impotent unless the strikers could
forcibly prevent others from taking their jobs. To do this, they must
use measures which invaded the rights of their fellow men. Since
strikers had no justification for their actions even if employers came
to an agreement to reduce wages, so long as the latter violated no
previous contracts, gave due notice of the intended reduction, and
used no coercion to compel parties to work at such rates, the strong
arm of the law must be invoked to crush these “conspiracies” against
the “laws of God, the Rights of man, and the welfare of society.”
He was particularly bitter against the Railroad Strike of 1877. Such
strikes, he said, must be suppressed by the national power as ob-
structing interstate commerce. And no “wire-drawn theories” of
states’ rights should be allowed to interfere with the exercise of fed-
eral power.

He could see only harm in trade unions. He accused them of
being the greatest single factor responsible for the financial and
industrial distress. Their opposition to wage cuts in a falling market
had prevented the resumption of full production and employment,
whereas with reduced wage rates they would have been able to ex-
change their labor for lower-priced commodities. And, finally,
through the agency of trade unions and strikes, subversive agitators
were constantly invading the rights of capital and infecting the vast
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“proletarian mass” with agrarian and communist ideas. The growing
communist spirit was reinforced by the importation of the “dregs
of Old World populations” and by the emancipated millions of
“ignorant and improvident blacks.” He accepted no compromise.
A national arbitration bureau, he declared, would be both uncon-
stitutional and unsound, because its awards in favor of labor would
reduce, and even at times destroy, the value of property and thus
constitute confiscation.

Atwater, with notable consistency, dreaded public poor relief as
an attempt by the people to live in whole or in part on the unfair
seizure and consumption of the earnings and savings of others. The
State, it is true, he said, must support those who would otherwise
starve, but they must be treated as paupers. And every able-bodied
pauper should earn every meal he ate at the public table by break-
ing stone or by some work with pickax and shovel to improve the
public streets and highways. There was always the danger that poor
relief of any kind would tend to increase the idleness of the people
and, like a legal reduction of hours, completely consume the source
of “wages-capital.”

Atwater was not so ruthless as some of this sounds; he wavered
somewhat on the subject of labor. Employers, for instance, by
bettering the lot of their laborers should wean them away from the
trade unions. He even suggested that corporations set up joint wel-
fare funds and share the profits remaining after paying wages, inter-
est on capital, compensation for risk, insurance, and superintend-
ence. More radical yet, a corporation could attain the objectives of
a producer’s co-operative by having its employees buy shares with
their savings and thus identify themselves with its prosperity. The
ultimate solution of the labor question was for the laborer to become
a capitalist, and this he could easily do by refraining from wasting
his wages in drink and the like. And while Atwater flatly declared
that labor could not “ameliorate its condition by any mere legisla-
tion whatever,” still the great law of liberty or free competition was
subject “of course . . . to any qualifying exception in behalf of such
legislation as may prevent the overstraining of the young, or secure
their proper mental education or industrial training, and to tentative
efforts to introduce new branches of industry.”

He also changed his theory to meet the problem of the railroads,
where he thought “reckless competition” was an evil. He agreed
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with Charles Francis Adams, Jr., in wanting no “compulsory” gov-
ernmental regulation of the railroads. Government power must be
used to protect property, and neither state nor national power
should be used to regulate the control of property. But the situa-
tion demanded some changes. He hoped especially that the railroads
would take steps to eliminate the practices of their managers in
fleecing the stockholders. He denounced the practice of setting up
separate companies to filch the profits of the railroads; such com-
panies were extravagant, ridden by nepotism, and burdened with
officials who continued their own high salaries while insisting that
their laborers take cuts. For the welfare of the stockholders and the
general public, the frauds of managers or parasites must be elimi-
nated, and the companies must be put on a strict and rigid business
footing. As a remedy, Atwater felt that “due publicity” would be
sufficient.

Upon the currency question Atwater did not remain consistent
either. Though he had strongly supported the greenbacks during
the Civil War, he now felt that such inconvertible paper should
never have been issued. He granted that government currency was
the ideal paper money, but the temptation would always be strong
for the government to issue it in excess and to make it inconvertible.
Under existing conditions he considered the bond-secured national
bank notes by far the best. Later, after resumption began, Atwater
realized that with the government redeeming the public debt, the
basis for the national bank notes would eventually disappear. He
then expressed some sympathy with the idea of an asset currency.
His form was that the bank notes be based on one-half to two-
thirds a bank’s capital and be a first lien on the assets.

Atwater considered heretical Perry’s notion that credit rights
were capital, though he admitted that some “intangible values” were
a kind of capital. The qualifying test lay in the possibility of reduc-
ing an intangible to a material equivalent. For example, the good will
of a store gave it actual dynamic force; it had a real function, like
that of a motor which turned machinery; the good will increased
the productiveness of labor and capital. Turning to the free silver
issue, he shifted to high moral ground. The free silver supporters
were both bad economists and of questionable morality, he thought.
In effect, they were seeking to defraud creditors by paying them in
a depreciated metal.3
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ECONOMISTS OF THE WEST

As the rest of the country is heard from, the verdict in favor of
laissez faire secms to be unanimous; for Western economists, by and
large, appeared to be just as firm in their laissez-faire views as the
Easterners. Typical was the Reverend Julian M. Sturtevant of
Ilinois College, who declared that the foundation of all free society
was that great law of human nature, the law of competition. This
law, by starving out those unable to survive, would assure the suc-
cession of the race from the best physical, moral, and mental stock,
and thus place “the race on an ascending . . . plane.”

The problem of monopolies he went on, would solve itself if the
natural laws of economics were permitted to play their part. The
Pcnnsylvama coal monopoly would end if the prohibitive tariff on
coal imports were reduced to a revenue tariff. The petroleum mo-
nopoly would quickly break down because the high price would re-
duce demand and stimulate the search for other methods of illumina-
tion and other sources of supply. As for the railroad monopoly, the
public ought to find protection not in State interference, but in
the “sagacity, integrity, and wisdom” of the men who managed the
great railway lines. In the last analysis, huge fortunes were the re-
sults of real labor. The Vanderbilts and the Astors of the world,
he declared, were not mere laborers, but “laborers of gigantic
strength, and they must have their reward and compensation for the
use of their capital” if the world was to have their services.

Since public revenue fell outside the sphere of free contract,
Sturtevant, interpreting public finance narrowly in its contemporary
sense, denied that it had a place in a treatise on the principles of eco-
nomics. He declared that the revenues, or “wages,” of government
were not determined by economic laws: “it receives whatever it de-
mands.” In some cases government would take the position of a part-
ner and accept as compensation a certain percentage of profits; how-
ever, the share would not be determined by an agreement between all
partners but by the will of this one. Although the government was
all-powerful here, it could not oppose natural economic law. He
strongly denounced the moves to remonetize silver. In relation to
money, he declared that government’s sole function was to make
and enforce laws compelling the fulfillment of contracts in that
money which experience had already established. “It is a mischie-
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vous delusion,” he wrote in 1879, “for government to enact that
debts may be paid in silver dollars, each worth only ninety cents.
The experience of the civilized world will still make gold money,
though our laws may drive it from circulation; and our exchanges
with the human race must, in spite of our senseless and tyrannical
legislation, be adjusted in the money of the rest of the world.” For
the same reasons he opposed greenbacks.

Going further, he opposed the national banking system as well as
greenbacks. He felt that banking matters could be managed best by
private bankers, because they were subject to unlimited liability.
“Those vast lines of confidence and exchange, which rank among
the grandest characteristics of modern civilization, are controlled by
private bankers, who owe nothing to any legislative tinkering or
favoritism.” They were, according to him, “capable of furnishing
to the individual merchants and travelers of all countries, all the
substantial conveniences and advantages which have ever been sup-
posed to be derived from banks and paper money.” 3!

Sturtevant’s absolutism was somewhat modified by his fellow
Middle Westerner, the Reverend Aaron L. Chapin (1817-1892),
president of Beloit College and professor of history and civil polity,
in his popular revised edition of Wayland’s treatise. Chapin noted
in a concluding hortatory chapter that “a mighty power is . . . con-
centrated in the hands of a few managers,” a power which could
be used against the interest of the corporations and the public.
The promoters swindled the small security holders who supplied
all the funds, bribed legislatures, and played fast and loose with the
companies for the sake of stock-market speculation. This needed a
remedy, but he would not accept a “blind Granger movement of
open hostility” against the great corporations. Abuses could not be
remedied by legislation, but only by a sound public sentiment that
rested upon an intelligent regard for the fundamental principles of
political economy.?2

In his attitude toward labor Chapin was more completely ortho-
dox. He stated in his high-school textbook that combinations of
laborers or employers to prevent free competition could not mate-
rially influence the rate of wages. Such attempts “interfere with the
natura] law of supply and demand, which is the grand regulator of
wages for the best interest of all.” If capital had gained an advan-
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tage by special legislation, this could not be counterbalanced by
special legislation fixing working hours and wages of labor, but
rather by united protests against all special legislation, insisting on
freedom as the fundamental law of productive industry.

In his mind the great wrong to labor arose from the fluctuating
currency, which was in the hands of the capitalists. Private banks,
with the note-issue power, did not in his eyes have special privileges,
but were the agencies of a country’s prosperity. As an example he
cited the favorable credit of the great city of Milwaukee, which was
due, he declared, to the steadying influence of an early institution
established, almost by an evasion of law, as an agency of credit to
meet the ever-pressing need of industrial development. When
fraudulent and wild speculation had created hostility to paper cur-
rency, and the banks of issue had been forbidden generally through-
out the Western country, the Wisconsin Marine and Fire Insurance
Company had issued certificates of deposit. These went into general
circulation because they met a pressing need. The company per-
formed all the functions of a bank without the name. Public con-
fidence had nothing to rest upon but the honor and integrity of the
managers, who invested some real capital, but there was a “basis of
solid capital and much Scotch honesty and thrift in the manage-
ment.” Its operations were sound, the promises were made good,
and the institution greatly aided the rapidly unfolding wealth of the
state and region. It became the leading banking institution in the
state and brought wealth to its owners, and this was a fit reward for
its aid in increasing the wealth of the community.?3

The school of thought represented by protectionism and bimetal-
lism was by no means absent from the West, though as elsewhere
it was less prevalent in the academic institutions. At Chicago
University an ardent Careyite, Van Buren Denslow (1834-1902),
taught economics. He was an outstanding protectionist journalist.
His general social philosophy was indicated by the title of an ad-
dress he gave before the Philosophical Society of Chicago in 1879:
A Plea for the Introduction of Responsible Government and the
Representation of Capital into the United States as Safeguards
against Communism and Disunion. Obviously he would be ex-
tremely skeptical of democratic rule and bitterly opposed to any
government regulation of railroads, any check on the drift toward
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monopoly, any ameliorative labor legislation, and any relief to the
unemployed. Yet he wanted government to establish a high tariff,
free silver, and paper money.

He was a fierce defendant of the business system as it then was;
government was to be used only to promote it. He even approved
wars for its sake. Great wars, he declared, averted crises by remov-
ing the glut of unsalable products. “They call for large expenditures
of money, but they frequently manufacture most of the money they
call for.” By adding to the volume of paper money they raised
prices and induced that feeling of profit and success in all occupa-
tions which stimulated efforts. At the same time they stilled, at
least temporarily, the discontent of the poor.3

Not many would follow his thought to such an extreme. The pro-
tectionist and bimetallist the Reverend John M. Gregory (1822-
1898) of Illinois Industrial University (now the University of
Illinois) was mild in comparison. In his New Political Economy
(1882) the distribution of wealth was described as of a primary and a
secondary type. The primary division was into wages, including all
salaries, sums paid for services, interest on capital used or invested,
rent on land and buildings, and finally profit, the payment for risk.
All of these entered into every article of value produced. But after
wealth had reached the persons who had created it, i.e., laborers, cap-
italists, and managers, there was a secondary distribution of wealth, a
division into a part to be consumed and a part to be saved. Only by
the thoughtful and provident was this division intelligently made at
the outset. In most cases it was created by accident and seemed to
depend on chance. Yet it appeared with a certain regularity and in a
definite proportion when large populations were involved. The
latrer part of secondary distribution of wealth, the part that went
into savings, naturally sought investment. Only in the earlier and
less settled state of society were men disposed to hoard their savings
for fear of robbery and confiscation. These investments were sub-
ject to two counterbalancing laws: the law of safety and the law of
profit. Investment was influenced by the business experience of the
investor as well as by the social and other advantages in the invest-
ment, but the laws of safety and profit were the chief controlling
factors in directing the flow of funds.

Five years later, while visiting in England, Gregory made some
interesting suggestions on unemployment. He declared that wide-
spread unemployment was a necessary result of our gigantic indus-
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trialism. Consequently the workers must be compelled to realize
that periods of unemployment belong to the regular phenomena of
industrial life, and to count upon the certainty of periods of en-
forced idleness, just as the farmers counted upon the winter. The
instinct of prudence must be aroused, so that the workers would
make provision for these periods. Once this instinct was developed,
then society or government might help by establishing well-devised
postal savings systems or other savings banks, made safe by public
guaranty. They might institute plans of cheap and safe insurance
against non-employment, accident, and sickness, and give aid by free
dispensaries, hospitals, and asylums, to which employers and work-
ers alike would be compelled to contribute.3?

Although surprisingly few, there were some economists to sup-
port the Western agrarian movement. One of the most liberal was
James H. Canfield of the University of Kansas, a militant Republi-
can free-trader. He was somewhat sympathetic to the agrarian and
labor movements and encouraged his students to read the “radical”
literature of the day. He advocated a tax on land alone, assessed at
the value of unimproved lands in the immediate vicinity, because
this would discourage speculation and the withholding of lands
from productive use. This, naturally, was not popular with the
dominant interests. In fact, in the nineties, when he was chancellor
of the University of Nebraska, “there was talk that the faculty
were urging the Regents to dismiss him,” ostensibly because of his
advanced views.38

SOUTHERN NOTES

The general disruption of society in the South after the war nat-
urally gave little opportunity for the development of anything like
an objective body of economic doctrine. It was bound to be in-
fluenced by the environment of disaster. As was quite to be ex-
pected, therefore, much was said about the desirability of returning
to the pre-Civil War economic order. George Frederick Holmes,
professor of history and literature and acting professor of political
economy at the University of Virginia, proclaimed that a “fever of
anarchy and revolution” was now characteristic. “The passionate de-
sire of communities . . . to substitute the license of the mob . . . for
established rule and cheerful obedience is abundantly manifested
in every movement of the age.” If this “turbulent insubordination”
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and the lust for equality were not suppressed, the result would be
the ruin of industry and the decay of civilization. “It is an instinct,
not an accident of language,” Holmes stated, “which has applied
the designation of Master, alike to the owner of Slaves and to the
Employer of Free Labourers. The repudiation of the term does not
alter, and scarcely disguises, the character of the relation.” 37

From a college for Negroes, where such a disguised defense of
slavery would scarcely be acceptable, came an open defense of eco-
nomic inequality. T. Tileston Bryce of the Hampton Normal and
Agricultural Institute (now Hampton Institute) of Hampton, Vir-
ginia, presented an extremely individualistic philosophy in Eco-
nomic Crumbs (1879). He denounced the protective tariff and
greenbacks, but, most of all, he castigated strike leaders and trade
unions as tyrants over the workingmen as well as over the com-
munity in general. “Perfect equality would be a perfect stagnation,”
he declared. If all men were equally good lawyers, where would be
the clients? If all were merchants with equal stocks, where would
be the customers? That some men should have more capital was
no more unjust than that “one man should be stronger, taller, or
more healthy than another.” Critics of this natural order were
vicious, improvident, and lazy. Wages of all kinds depended on the
beneficent principle of freedom of exchange. This was equally true
where a man agreed to give a dollar a month to a boy in exchange
for his services as a bootblack, and where a railroad agreed to give
a man $25,000 for his services. In fact every man bought and sold
labor. “Mr. Vanderbilt, the great owner of railroads, hires a multi-
tude of men, but is hired by another multitude to carry them and
their merchandise on his cars.”

Some strong sentiments in opposition were stated by Confederate
veteran Colonel William Preston Johnston (1831-1899). He was
the son of the famous Confederate general Albert Sidney Johnston,
and had been educated at Yale. His teaching career began at Wash-
ington and Lee University, and he later became the first president of
Tulane University. He was quite aware of the post-Civil War de-
ficiencies in the higher learning and pointed out that “true scholarly
prestige . . . is the recognition of scholarship by scholars. At pres-
ent, unfortunately, the South is almost outside the pale.” To him,
Southern universities should be for the benefit of the poor, not
nurseries for rich men’s sons. “No, my friends,” he declared at a
commencement of the University of Texas, “the university is not
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the rich man’s school. The rich man can take care of himself. It
matters little to him whether you have a university at all, so far
as his son is concerned. He can smile serenely and send his son to
Yale, or to Oxford, or to Berlin.” 38

Johnston’s liberalism showed itself most strikingly in some poems,
privately printed in 1894, that bore the general title My Garden
Walk. Thus, one of them, “The Farmer's Grange,” declared that
the Grange would no longer permit the “swindling, murd’rous
band” of railroads to rule the land:

We have prayed in vain for peace
To the men who rob and fleece;
We are bound to have release,

Says the Farmer’s Grange.

All stout-hearted men—wecaring “blue mixed with grey”’—would
meet and join together

On the Field of unreaped wheat,
In the barn and in the street,

No Craydee Mo'bil.iay. *
Will suit our time of day,
Says the Farmer’s Grange.

In another and later poem, “The Strike Ended,” he had “A Voice
from Homestead” express his sentiments on the Homestead strike:

King Capital hath won the day,

And set his heel on Labor’s neck,

And Wealth resumes her ancient sway;
The vanquished worker must obey,
Low crouching at her beck.

Your masters loudly, proudly, tell
That ye are free, nor scourge, nor rod
With force the body can compel,
Where dwells, as in a citadel,

The soul—a spark from God.

Since ye are free, be ye content
With filthy rags and mouldy crust;
By freedom—to the poor—is meant
Toil till cthe upright soul is bent
And sink into the dust.

Symbolic of the past greatness of the South in the realm of eco-
* Crédit Mobilier.
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nomics was the passing of J. N. Cardozo in 1873, the ablest pre-
Civil War economist of the country, at the age of eighty-seven. He
was intellectually vigorous and continued writing almost to the end.
The generation immediately following him spoke, if it spoke at all,
in a vein similar to that of the Tory Radicals in England. If its
voice had not been so weakened by its malnutrition, the South might
have offered valuable criticism of the industrial North.

THE TARIFF ISSUE

As the previous pages have indicated, there was general agree-
ment in the academic world on most major issues. The one excep-
tion was the question of the tariff, but even here, by the end of the
period, only one leading Eastern institution and a few Midwestern
state universities could be said to be clearly protectionist. The one
was the University of Pennsylvania, where the Reverend Robert
Ellis Thompson (1844-1924), professor of social science, held to
Carey’s views throughout, even on money.??

At Cornell, to be sure, an early economist, the Reverend William
Dexter Wilson, was a Careyite, but President Andrew D. White,
although himself a protectionist, arranged for special lectures by
free-trade sympathizers, justifying the presentation of both sides on
the ground that political economy was not an exact science.*® After
1885 the regular economist was a free-trader, and the special lec-
turers presented protectionism.

The views of the teachers, however, were not necessarily ab-
sorbed lock, stock, and barrel either by the students or the com-
munities. James Burrill Angell, when teaching at the University of
Vermont, confessed that he had never met a sheep farmer who
understood how necessary it was to combine imported wool with
domestic wool. “What is worse, I have grave doubts whether I
ever convinced one of the fact.” 4

Considering the general picture in the colleges during this period,
and considering, too, that the three most popular works amon
other than college students were those of Adam Smith, John Stuart
Mill, and Arthur Latham Perry, it is obvious that traditional views
still had a strong hold on the minds of Americans. Publishers’
Weekly offered a prize in 1876 to subscribers and their employees
for the best list of the ten “most salable works on political economy”
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arrayed in rank. Thirty lists were received, and the “popular vote”
for the leading works was: *?

John Stuart Mill, Principles of Political Economy 30
Adam Smith, The Wealth of Nations 30
A. L. Perry, The Elements of Political Economy 23
John E. Cairnes, Some Leading Principles of Political Economy 20
Henry Fawcett, Manual of Political Economy 19
Amasa Walker, Science of Wealth 17
Francis Wayland, Elements of Political Economy 17
Horace Greeley, Essays Designed to Elucidate the Science of

Political Economy 14
Francis Bowen, American Political Economy 13
W. Stanley Jevons, The Theory of Political Economy I

Indicative of the same trend was the fact that the history of eco-
nomic thought most generally used was the American translation
of Jerome Adolphe Blanqui’s Histoire de Economie Politique en
Europe (History of Political Economy in Europe, 1880). Wells, who
wrote the preface, stated that the publication of Blanqui in the
United States was most opportune, for the people must be con-
tinually told the truth: that labor, exercised conjointly with skill
and frugality, was the only path for the permanent attainment of
material abundance, and that “all attempts to increase the production
and equalize the distribution of wealth by establishing through
legislation fiat money or fiat property by interfering with and re-
stricting exchanges, by arbitrarily regulating the price of money or
other commodities and services, and by instituting inquisitorial,
vexatious, and unnecessarily multiple taxes, invariably tend to en-
courage the spirit of speculation rather than of production, to . . .
weaken popular morality, and to impair . . . a healthy national de-
velopment.” Such schemes were at odds with natural laws and had
always resulted in disaster. “And in presenting evidence in support
of these propositions, derived from unquestionable historic prece-
dents and experiences, and in such a manner as admits of read
comprehension, the history of Political Economy by M. Blanqui is
calculated to perform a service the value of which cannot well be
overestimated.”

Wells was so enamored of Blanqui’s views that he provided in his
will for the establishment at Harvard of the David A. Wells Prizes.
The prizes “shall be paid in gold coin of standard weight and fine-
ness,” or in the form of a medal of gold of corresponding value.
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“No essay shall be considered which in any way advocates or de-
fends the spoliation of property under form or process of law; or
the restriction of commerce in times of peace by legislation, except
for moral or sanitary purposes; or the enactment of usury laws; or
the impairment of contracts by the debasement of coin; or the issue
. . . by government of irredeemable notes . . . as a substitute for
money.” 43

Often these academic economists had accurate insights; and there
is little question of their serious concern with the national welfare;
but the excitement of the times and the terrific hold of tradition
made them peculiarly impervious to the stresses and strains develop-
ing in the American economy.

These works unwittingly laid the theoretical foundations for the
private economic empires that were built in the last quarter of the
nineteenth century. It was a period of hope, and the vigorous cap-
tains of industry were the symbol of the great material advance of
the nation. The three outstanding writers of textbooks of the day,
Perry, Walker, and Bowen, were skeptical of the Malthusian doc-
trine of population and the Ricardian theory of rent primarily be-
cause they felt that these doctrines were unfairly pessimistic.

CHAPTER IV

New Currents

HE main theses of American economic theory had by 1870

been so long accepted and so often reiterated that they had

the character of a tradition. They were so firmly established
that they could not be overthrown, but they could be modified.
Two new schools, the “mathematical” or “marginal utility” school
and the “historical” school, which had already become the center
of advanced European economic thought, were to force such modi-
fications in the next few decades. As American economists read the
new views being developed abroad, they redeployed their theory
either to attack or absorb them. It was not always, or even most
often, a case of choosing sides, but no economist of this period could
afford to ignore the new developments.
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Economists first attempted to render the fundamental proposi-
tions of the main tradition more precise by reformulating them in
the language of mathematics. The English economist W. Stanle
Jevons * was foremost in this field. In The Theory of Political Econ-
omy (1871) he conceived of mathematical reasoning in economics
as simply a more rigorous presentation of deductions. Since eco-
nomics “deals throughout with quantities, it must be a mathematical
science in matter if not in language. . . . The theory consists in
applying the differential calculus to the familiar notions of wealth,
utility, value, demand, supply, capital, interest, labour, and all the
other notions belonging to the daily operations of industry. As the
complete theory of almost every other science involves the use of
that calculus, so we cannot have a true theory of Political Economy
without its aid.” In other words, Jevons attempted to treat economy
“as a Calculus of Pleasure and Pain” and developed a theory of
value which had its formal immediate foundation in demand, or,
more precisely, the “final degree of utility,” rather than in the cost
of production, as the classical school held.

Jevons did not deviate very far from the classical tradition in his
premises, logic, and conclusions. But since most economists were un-
familiar with higher mathematics, especially calculus, they were
skeptical of his methods. Not until almost a decade later was his
work generally accepted. By that time a substantially identical
theory in non-mathematical form had been presented by Jevons’ con-
temporarics, notably by the “Austrian” group—Carl Menger, Eugen
von Bohm-Bawerk, and Friedrich von Wieser—and by the Ameri-
can John Bates Clark. Jevons’ theory was then incorporated into the
main tradition of the English-speaking world under the name of
“marginal utility,” a term translated from Austrian usage.?

THE NEW THEORY OF VALUE AND TRADITION

From its early beginnings one American thinker strongly sup-
ported the mathematical school, Simon Newcomb. His influence
was both broad and profound; his counsel was asked on all major
issues by both business and government.? He had an international
reputation as an astronomer and was professor of mathematics in
the United States Navy and Johns Hopkins University, but he also
wrote extensively on economics. He was a frequent contributor to
the leading popular journals and was a prominent reviewer and
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editorial writer for the Nation. In these articles he accused the old-
fashioned economists of criticizing the mathematical method pri-
marily because they lacked a knowledge of mathematics and had to
use more cumbersome literary methods to express much the same
ideas.

In the North American Review in 1872 Newcomb recommended
Jevons’ treatise on the ground that any attempt to introduce a pre-
cise mathematical mode of expression into economics was worthy of
encouragement. To his mind, however, it was inferior to the for-
gotten French work, Researches into the Mathematical Principles
of the Theory of Wealth (1838), by Augustin Cournot. The basis
of Jevons’ work, he wrote, was a theory of utility which “may well
supersede the old distinction of value in use and value in exchange.
The utility of every article we possess, or rather the utility of an
increased supply of that article, diminishes with the quantity we
have on hand and vanishes when we have all we want to use.”
Jevons’ theory of utility is very valuable, he continued, because it
enables “us to understand what we see in the commercial world,
but it does not furnish sufficient means for investigating it. We can-
not get at the law of utility & priori.” Later, in his own textbook,
he accepted Jevons® “improved theory of value” as an explanation
of market value. “Consider a man in a situation where the command
of food is difficult or uncertain. A daily supply of a pound of bread
would be of the greatest value to him; to obtain it he would give
all his time if necessary.” It would be of equal utility, because it
would prevent him from starving. The supply of a second pound
would be of less utility and value. As additional units were supplied,
a point would be reached where he would prefer something else to
food, perhaps clothing. Similarly, the utility of successive supplies
of clothing would diminish. “A point would thus arise in the case
of each and every commodity at which tl utility of an additional
portion would be so small that it would be indifferent whether a
person did or did not undergo the labor or privation necessary to
command it. . . . Thus final utility [as Jevons calls it] is synony-
mous with value, which is measured by price. Now, what is ordi-
narily bought and sold in the market are not sums total comprising
the whole of any commodity which exists, but little portions each
of which is insignificant alongside of the whole. It is therefore with
final utilities alone that the operations of commerce and the laws of
economics are commonly concerned.”
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Newcomb pointed out that the working logic of the orthodox
critics of the mathematical method was in fact the same as that of
the mathematical economists. But Jevons himself was wrong, he
said, in attempting to found a “Calculus of Pleasure and Pain.” “We
may make the acts of man undertaken with a view of gaining pleas-
ure and pain the subject of a calculus, but this can hardly be con-
sidered as measuring pleasure and pain themselves.” The degree of
feeling could not be expressed in numbers, he added, but only the
phenomena which give rise to these fcelings.*

Newcomb’s interest in mathematics led him, under the impact of
the passage of the Bland-Allison Silver Act in 1878, to make some
fruitful suggestions in the use of statistics. In 1879 he pointed out
that, habituated to measuring variations in wealth by dollars or other
denominations supposed to be units of value, people assumed that the
monetary unit was stable in value. Its purchasing power might alter,
but people would only tardily become aware of this change in its
value, because it could be determined only by a painstaking, difficult,
factual investigation, and even when people understood the fact, it
was difficult for them to realize that the change was in the value of
the dollar itself and not in the value of the commodities. The first ef-
fect of an actual depreciation of the standard was therefore a feeling
of prosperity. This led to hazardous, unprofitable enterprises, to ex-
travagant expenditures, and to a long depression from which the
community recovered but slowly.

An appreciating dollar was also disturbing. Nominal values hav-
ing shrunk to, say, one-half, the average man felt that one-half his
nominal wealth was gone, though in reality he might be as rich as
ever. This imaginary evil became real when the people endeavored
to combat it. The laborer, unmindful that the price of necessaries
was much lower than his wages, fought against the continual dim-
inution of his nominal pay.

Newcomb wanted a dollar of uniform value as measured by the
average of commodities; that is, its “purchasing power” or “absolute
value” should remain invariable. The idea had already been sug-
gested in England under the name of “tabular standard” in connec-
tion with the payment of long-term debts, but Newcomb’s idea was
a little more precise. He wanted the legal tender dollar defined as a
quantity of something, no matter what, sufficient to purchase in the
public market, at average wholesale prices, a definite quantity of
commodities. The amount of metal in the dollar could be changed
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from time to time to compensate for the change in prices. This
scheme could be made effective by issuing a paper currency re-
deemable not in gold dollars of a fixed weight, but in such quan-
tities of gold and silver bullion as would be necessary to make the
required purchase. Similarly, to obtain the advantages of a coined
money system, the government could change the metal content of
the dollar from week to week or month to month.

Realizing the complexity of his plan, since different commodities
would give different results, he considered that an average would
be best. To avoid doubt and dispute, he conceived of an exact pro-
cedure. He asked for a permanent commission of experts to collect
and publish regularly the changes in the values or purchasing
powers of the precious metals, measured by the average of prices in
the public markets.

At the time Newcomb first proposed the scheme he was con-
vinced that prices had not fallen very much and would soon return
to their former level. When they failed to do so, he sought an
explanation. Being so wrapped up in maintaining the gold standard,
so adamant against the free silver movement, he jettisoned his
tabular standard notion and reformulated his position in terms of
labor as the ultimate standard. In this way the fall in prices was
explained by increased labor efficiency, due to technological im-
provements. This avoided a source of error in drawing conclusions
from the old statistical table which was more easily recognized than
avoided; for example, regardless of falling prices as revealed by his
old tabular standard, the continuous improvement in manufactures
meant that goods cost even less when measured in terms of human
labor, which is the proper ultimate standard, and prices by this
standard had really risen. Under such circumstances he became es-
pecially insistent that statistical investigation be considered “applied,
not pure economy, and . . . at best only an application of principles
of political economy to be otherwise learned.”

Neglecting for the moment this ambiguity occasioned by the free
silver controversy, he returned to his tabular standard for a discus-
sion of the variations of the purchasing power of money. This led
him to a clear enunciation in 1886 of what he called the “equation
of society circulation,” or what has more recently been called the
“equation of exchange.” This equation in its vulgarized form was
the familiar quantity theory of money, but the mathematical type
that Newcomb developed was elaborated by successive theorists
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into a key tool of monetary analysis. In Newcomb’s formulation
the equation was V X R = K X P. In simple language, the equa-
tion denoted that the quantity of currency in circulation—including
money, bank notes, and bank credits—multiplied by its velocity of
circulation (V X R) equaled the total amount of business transacted
expressed in the current scale of prices (K X P).

All four of the quantities in the equation of exchange would be
subject to change. However, if the “volume of currency be in-
creased, all other things being equal, money will be cheaper rela-
tively to goods, and thus the scale of prices will be increased in the
same proportion.”

This was more effective as a tool of analysis than as the basis of
immediate practice. For most economists Newcomb probably made
his most suggestive explanation of depression by distinguishing be-
tween a “fund” as relating to a point of time and a “flow” as relat-
ing to a period of time. He attempted to show how a contraction in
the monetary circulation of the means of payment produced a cor-
responding effect on the industrial circulation of goods and services
which consumers were anxious to receive and producers to render,
and how this was accentuated by relatively rigid prices. His con-
cern, however, with the “viciousness” of strikes and trade unions
and his belief in the beneficence of extreme laissez faire were so
overpowering that he developed his insights only so far as they
could be used to demonstrate his practical views. He left to others
the theoretical exploitation of the rich vein he had uncovered.

Above all, he maintained to the end the importance of the mathe-
matical method in economics. In fact he wrote that the science of
public and individual prosperity would not be solved until it was
taken up by the mathematicians.’ Until that time he, like others,
would be forced to resort largely to traditional common sense in
solving problems. It was unfortunate for cconomics that Newcomb’s
primary interest was in astronomy. His talents were such that he
might easily have been the outstanding contributor to economics in
his time.

THE HISTORICAL SCHOOL

The other “new” method, that of the German “historical school,”

caused an even greater furor. The historical method was not en-

tirely new to Americans. It had, in fact, been practiced by some
arch-conservatives, but not with the detailed exactness applied by
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the Germans. Its significance was enhanced by Germany’s sudden
rise to greatness after the Franco-Prussian War and by the exag-
gerated respect for all German scholarship then developing. The
“method” first came prominently before the American public in
1875, not through reading of original German treatises, but rather
because of what was said about it in the popular journals. Thus, for
example, an editorial in the Commercial & Financial Chronicle
praised the leader of the school, Wilhelm Roscher, professor of
political economy at the University of Leipzig. The editor had ob-
tained his information, not from Roscher’s treatise, Grundlagen der
Nationalokonomie, but from an article in an English publication
written by an Irish follower of the school, Thomas Edward Cliffe
Leslie, professor of political economy and jurisprudence in Belfast.

The Chronicle declared that Roscher’s fundamental principle was
that every stage of national development, every system of positive
law which prevailed in any country, required for its harmonious
working a corresponding economic system. Consequently Roscher
severely attacked the English economists of the last quarter of the
century as unworthy successors to Adam Smith, for they discussed
political economy as if man were “merely an exchanging animal,” or
as if human society were led by a blind, selfish pecuniary interest, re-
moved from all the varying conditions of time and place, of national
and social organization. “In this country as in Germany,” said the
Chronicle, “we want to investigate man as he is; and not as he might
be under some Utopian economy of society where he might be
more free than we see him, and more prone to follow the selfish
tendencies of pecuniary interest.” Germany was attracting many
students in economics, it continued, since political economy was the
science which treated of the forces that caused a nation to grow in
wealth, and Germany was the nation in which these forces were
exhibiting the most extraordinary activity. German works were so
well adapted to the wants and views of American economists, con-
cluded the editorial, that it hoped that translations would be made
of Roscher and of his followers, especially Gustav Schmoller of
the University of Strassburg (later of Berlin).®

Perhaps the Chronicle should also have quoted from Leslie to the
effect that Roscher had asserted that Marx and Lassalle were not
sound followers of the historical method. Properly used, according
to Leslie, this method would make its disciples “distrustful of re-
forms which do not seem to be evolved by historical sequence, and
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the spontaneous births of time. . . . No revolutionary or socialist
schemes have emanated from its most advanced Liberal rank.” 7

Interest in the historical school was stimulated by another eulogy
of its tenets which appeared at the time in the Revue des Deux
Mondes and which was widely read in the United States and Eng-
land, being later translated into English in the Bankers’ Magazine
under the title “New Tendencies in Political Economy.” It was
written by the eminent Belgian economist, political scientist, and
historian Emile de Laveleye of the University of Liége. Laveleye, a
bimetallist and protectionist, was essentially a believer in individual
initiative and private enterprise, but he also believed that “excessive
individualism” must be curbed.

This latter characteristic was most prominent in his review. It
stressed that this great new school led by Roscher opposed the
optimism, selfishness, cosmopolitanism, and belief in natural laws of
the old English classical economics. It attacked “Manchesterthum,”
or the sect of Manchester, and its variant, “the mathematical school”
of Jevons and his continental contemporary Léon Walras, and held
that the unsound views so prevalent in Europe were logically de-
rived from the English free-traders. The main trouble with this sect,
he said, was its optimistic belief that man was inherently good, and
that social phenomena were regulated by natural laws which, but
for the vice of institutions, would lead to happiness. Not the least of
the consequences of believing in natural laws, in his eyes, was the
fact that it strengthened the opposition to bimetallism and protec-
tionism, both of which were essential to business prosperity. It over-
looked the value of obligatory military service along with obligatory
education in making a country civilized and powerful.

The new school, which was composed of university teachers, had
been nicknamed “Katheder-Sozialisten”—“Socialists of the Chair’—
by its enemies in Germany, but Laveleye pointed out that it was not
to be confused with the actual socialists, the Marxists. In fact the
new school more effectively safeguarded the social fabric from the
Marxists than the optimistic school of the ardent free-trader Fréd-
éric Bastiat, because the Marxists used Bastiat’s procedure of exclu-
sive reliance on abstract formulas and “natural laws” to break down
the social order and demand its essential reconstruction.8

The Nation, which advocated free trade and the gold standard,
feared that the approval given the historical school by the Commer-
cial & Financial Chronicle and the Laveleye article would influence
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the “well informed.” Its editor, Edwin L. Godkin, asserted that the
new group of German economists, though very erudite university
teachers, were young men with little public experience and long ac-
customed to accepting militarism and bureaucracy. In fact they
were socialists, for they acclaimed the power of the State. But a
number of prominent Nation readers had read Roscher in the orig-
inal and were quick to inform the Nation that it was quite wrong as
to the views of the school.?

The Nation, in consequence, modified its position somewhat. The
next editorial was written by James Morgan Hart, who was a
philologist and had studied canon and civil law at the University of
Gottingen. Hart granted that the German school was not socialist,
for the socialists proper were “rude and . . . illiterate demagogues”
who would convert the State into a sort of employment bureau and
bring everyone down to the same “glorious equality of besotted
ignorance.” The “Katheder-Sozialisten” were men of science, but
with the exception of Schmoller they had been blinded by their
resentment against the incidental wild speculation of the prosperous
era which unification and Bismarck’s policy of internal free trade
had brought to Germany. Because of the speculation, stock jobbers
and the like had risen to great wealth, power, and influence, and the
professors, living on fixed income, saw themselves being reduced to
poverty and insignificance. Like the followers of Congressman Kel-
ley’s interconvertible bond scheme, Hart continued, they foolishly
called on the State to curb the speculation instead of “trusting to
the relief which comes with time, good sense, and hard work.”
Fortunately for Germany, he said, mere theorists had but little in-
fluence on the government, since its great emancipator of trade,
Bismarck, was no theorist, no omnivorous reader of books, but knew
the history of his people, their deference to enthroned authority,
and their penchant for casuistry and hair-splitting. The Chancellor
used their submissiveness as a working tool and ignored theory.1°

The following year Charles Francis Adams, Jr., praised the “new
school” and used it to support his views on railroads. He explained
in the Atlantic Monthly that the faulty teachings of extreme tradi-
tional laissez-faire economics had wrought havoc in the railroad
industry, and that the German thinkers provided the true method.
Protectionists in the United States, he said, had mistakenly claimed
these German thinkers as allies, but the latter were fundamentally
free-traders who rightly declared that the principles of free trade
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were not of unlimited application; that, on the contrary, experience
had shown that in the “complex development of modern life func-
tions are more and more developed, which, in their operation, are
not subject to the laws of competition or the principles of free
trade.” 1

Adams’ interpretation of the German historical school as essen-
tially based on orthodox free trade and hard money economics
turned out to be accurate when the first English translation of
Roscher’s work appeared in 1878 under the title Principles of Politi-
cal Economy. The translator was John J. Lalor, who worked on
Horace White’s Chicago Tribume. The translation revealed that
Roscher defended most of the tenets of the English classical tradi-
tion, especially Ricardo’s theory of rent, Nassau Senior’s theory of
interest as the reward of abstinence, and Malthus’s doctrine of popu-
lation. Roscher stated that the workingman’s condition could im-
prove only if his numbers increased less rapidly than the capital
destined for wages, although he qualified these propositions with
the aid of a mass of historical footnotes.

For the American edition Roscher supplied additional chapters
on “Paper Money,” “International Trade,” and the “Protective Sys-
tem.” He attempted to show that while protection was a necessary
step in the transition from medieval to modern economy, free trade
was nevertheless sounder for advanced civilized nations, especially
the United States. While he allowed for the infant industry argu-
ment, he castigated Carey for advocating a perpetual tariff. Simi-
larly, hard money should be the medium of exchange in civilized
societies. This still allowed for gold or silver, depending on the cir-
cumstances. Differing monetary standards had one advantage: the
fact that some countries were on a gold standard and others on a
silver standard restricted extreme fluctuations of prices.!?

The Nation’s reviewer of the American edition now considered
that Roscher’s doctrines were those of the classical school with some
differences, but he was none too clear as to what the differences
were. Sumner, the reviewer, and others of his group—Wells, W. E.
Foster, R. L. Dugdale, and G. H. Putnam—increased the confusion
when they drew up a popular reading list, Political Economy and
Political Science. Roscher’s book, they said, “deserves mention as
representing the so-called historical school of the Germans.” It
varied somewhat from that of the great authority Mill, but the un-
informed reader would not be likely to find any important dif-
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ferences of either doctrines or method between Roscher and Mill.

The Bankers’ Magazine in its review applauded the new method.
But it followed this review with one equally eulogistic of an English
“old school” treatise which the publisher of the magazine, I. Smith
Homans, Jr., had just reprinted in the United States. This was
Henry Dunning Macleod’s Economics for Beginners. Macleod
defined economics as a “science of exchanges or commerce,” i.e.,
“the science which treats of the laws which govern the relations of
exchangeable quantities.” He concluded that it was not only a
physico-moral science, but the “only moral science capable of being
raised to the rank of an exact science.” This juxtaposition did not
disturb the reviewer, who said that he did not think it inconsistent
to recommend both Macleod and Roscher; that although Macleod
belonged to the opposite school so far as his definition of political
economy was concerned, his book taught a neophyte about to enter
the domain of practical life what he must learn; that the book might
fitly be denominated a manual of business definitions gathered from
the treatises on commercial law and the usages of merchants and
bankers, as well as from the more scientific and technical writings
on political economy; and that these were not matters of con-
troversy but the sure fruits of experience and learning.!3

It is clear that the historical school was not at first taken seriously
in this country. Economists, learned and popular, were interested in
concrete issues, and labels were generally thrown about for persua-
sive purposes rather than for exact definition. But as the rising in-
terest in the wider scope of the historical school did allow for
broader and more liberal economic thought, the colleges began to
understand and value it. Colleges devoted to the humanist tradition
were now willing to open their curricula to it. On the ground of
having studied economics for two years under the “ablest teachers
of the science in Germany,” Richmond Mayo-Smith, a graduate of
Amherst, was appointed to give instruction in economics at Colum-
bia College, where heretofore the subject had been taught by the
professor of philosophy and English literature, Charles Murray
Nairne. Perhaps Mayo-Smith’s greatest significance lay in the fact
that, as a leader in the invasion of the higher learning by the Ger-
man historical method, he pioneered in the teaching of statistics in
the social sciences.

Somewhat earlier this German thought had moved into the West,
where such leaders as William Watts Folwell of Minnesota and
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Bernard Moses of California claimed it was as essential as the deduc-
tive method of the classical school. Folwell (1833-1929), president
and instructor in political economy at the infant University of Min-
nesota, used the historical method primarily to handle controversial
issues, especially the tariff and the currency.! In this development
the kind of influence the historical school had can be clearly seen.

Though as a student at Geneva College Folwell had been deeply
influenced along protectionist lines by the Reverend William Dexter
Wilson, later of Cornell, he soon began to have his doubts. About
the time he began teaching economics in 1872, the powerful pro-
tectionist Industrial League of Philadelphia sent him a circular letter
asking what textbook he used and how protectionism was taught.
Folwell replied that he used Amasa Walker’s book, but with reser-
vations. While assigning the book as a general guide to the work of
the class, “I am careful to inform them that upon some very im-
portant topics there are various opinions held and ably advocated.
... I have drifted far from the old ‘Henry Clay-Whig’ doctrines in
which I was trained, and do not now believe that ‘protection’ can
be defended upon general principles. Doubtless it can be, as a rare,
special, and elementary thing. Nevertheless, I do not teach an
such matters dogmatically. The historical method is the only fair
one and the only safe one.” 18

A few years later, in setting forth “the True Method of Political
Economy,” he amplified on this historical procedure by dividing
his course into two parts: first, political economy, and second, na-
tional economy. To the latter he relegated the “considerable body
of vexatious practical questions, such as the tariff, greenbacks, and
transportation, which must be solved by practical statesmen, not
only in the light of political economy, but with the help of juris-
prudence, ethics, and experience.” Thereby, he claimed, a teacher
of political economy could consent to practical measures of national
economy which found their justification outside the science—the
tariff, for instance. Economics as a science must assume men to be
equally free to consume, to produce, and to exchange, he granted,
but at the same time it must agree that a government might, for rea-
sons of state, curtail and regulate industry and commerce, and even
abolish certain lines of trade and labor.

He went on to assert that political economy had become a human
science, that it discussed not colorless abstractions, not laws dog-
matically arrived at by deductive logic, but man the producer and
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the exchanger. Folwell stated, as did the orthodox generally, that the
motive of all human efforts lay in the wants, real or fancied, of
the human being. The study of these phenomena, he declared, fell
under the traditional title of consumption and led to the inference
that consumption tended to increase indefinitely, at least in an ad-
vancing society. By studying production in connection with con-
sumption, one arrived at the law that supply varied as demand, or
that production varied as consumption; hence production tended
toward an indefinite increase, except for such modifying circum-
stances as diminishing returns.

The principle of competitive distribution was accepted by the
most enlightened nations, for it was favorable to industry and per-
sonal liberty. The law of distribution as historically worked out was
simply, “Let each party in production have a share as may be con-
sistent with the equal rights of all others,” or, more concretely,
“competition may be moderated but it cannot be abolished.” The
share to labor was subject to the law of competition, the harshness
of which was being mitigated as modern civilization discouraged
the increase of population beyond the number which could be sup-
ported in comfort and decency. As for the wage fund, Folwell re-
phrased the proposition to read that there was no wage fund apart
from the number and character of laborers; in other words, the
wage fund was “in mathematical language properly a function of
production.” Labor and wages were interdependent variables. He
accepted the theory that laborers were not merely manual opera-
tives but also superintendents and professional classes. Interest was
the share of those furnishing the circulation capital. Rent was the
reward for fixed capital.

If occasionally the result of production, after meeting the pay-
ment of capital and labor, was greater or less than expectations, that
is, if a “margin plus or minus” occurred, these losses need not be
considered, for if the margin was generally a losing one, production
soon would be reduced to a minimum. The prospect of this unde-
termined margin of gain was the great stimulus to production, and
the margin of gain over and above the ordinary and expected net
returns of production was called profit. Profit must fall to the capi-
talist, who alone could take the chances of gain and loss. No mere
entrepreneur or middleman without capital could receive profit; he
received only wages of superintendence.

Then, turning to exchange, Folwell declared that exchange must
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be “spontaneous and naturally self-directive.” Only the exchanges
in a free open market could be of scientific interest to the political
economist. In discussing the instrument of exchange—money—Fol-
well used anthropological literature to show how money originated
and why no scheme to float inconvertible paper money could ever
succeed. The habit of civilized men to use specie, he said, was too
strongly held to be overcome. “The theory, the philosophy, of
money” was “wholly an afterthought.”

Consistent with this anthropological point of view, though not
with the issue that had occasioned it, was Folwell’s much later de-
fense, in 1924, of the government’s right to issue greenbacks.
Though he had not been sympathetic with them and though he
felt the Constitution barred government from issuing paper money,
still he insisted that the Supreme Court in upholding their issue had
simply done what “reasonable and practical men had to do,” for
greenbacks had been essential for the maintenance of the nation’s
existence. And then Folwell gave one of the most eloquent presenta-
tions of the doctrine of the Constitution as a dynamic phenomenon:
“Constitutions are not all made; they grow. The splendid and
admirable document left us by the grand convention was but the
embodiment, the codification, of means of government then long
ancient. In deference to the public sentiment of the day they en-
deavored to organize a government of unlimited vigor, within a
limited range. To this government they gave the purse and the
sword. The main frame of the Constitution will probably remain
for a long time as it was put together out of the timbers remitted to
them from the old time before them. Unchanged in interior ar-
rangement, in external adornment and enlargements, it cannot re-
main. Each new generation will accommodate the fabric to itself.
This is inevitable and doubtless beneficial.” 16

Although Folwell did not differ fundamentally from the classical
school, he made so many qualifications in his views that he rightly
considered himself progressive and liberal as compared with the
dogmatic group represented by Sumner and Atwater.!” In general,
this broadness was the most distinguishing characteristic of the his-
torical school. Its protagonists were forced by their major premise
to face the illogical development of history, upon which few
dogmas could be established.

This very tolerance, however, allowed the historical school to
shelter many odd companions. At the outstanding institution of
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higher learning in California, and, indeed, in the Far West, the Uni-
versity of California, the tone was sharply conservative. Its presi-
dent declared in his 1881 report that the distinguishing feature of
his institution’s liberal arts course was the prominence given to his-
tory, political economy, and political theories. This was to combat,
in his words, a situation where “political and financial theories that
have been tried again and again, and have again and again failed,
are constantly forced anew upon our people, often by honest but
ill-informed lawmakers. Views regarding the rights of property,
communistic in their tendencies, if not professedly communistic, are
not uncommon.” It was, therefore, the duty of colleges and uni-
versities to do all within their power to acquaint the young men
who would “be the future leaders of the country with the history
of these failures and the harmfulness of these views, that our people
may be saved from their constant repetition.” 18

California’s professor of history and political economy, Bernard
Moses (1846-1931), more than filled the requirements for sound
doctrine. He was of New England birth but received his under-
graduate training at the University of Michigan and his doctorate
from Heidelberg. At the start he armed himself with the statement
that the economist must use a variety of methods in arriving at his
conclusions. He must use the deductive method of the English
classical school and the historical method of Roscher; he must con-
sider both the “facts of history and the facts of consciousness.”
From the “facts of history we form generalizations, which are then
confirmed deductively by starting with some axiom, or some uni-
versally accepted principle, of human nature.” An example of this
was Gresham’s law. We know from history its past truth, but “how
do we know . . . that it will hold in the future?” Simply by “refer-
ring to the axiomatic proposition that men in trade act from self-
interest, and that they may gain something by paying with inferior
money and hoarding the superior for other use.”

Moses was sharply critical of ameliorative social measures that
threatened the beneficent spirit of free enterprise. He contended in
1880 that the recent German compulsory workmen’s accident in-
surance law, which provided that employers pay the larger share of
the premium, would in the end be maintained at the expense of the
workers. The employer, he wrote, asks himself, “Out of what fund
shall we take this new tax? Shall it be out of our own insurance
upon the capital invested, or out of profits, or out of wages?” Was



NEW CURRENTS 97

there any doubt that they would deduct it from the latter? All
wages would be reduced, but the workmen who had no accidents
would pay damages and pensions to those who did, or to their
families—not voluntarily, but through the intervention of the gov-
ernment.

Moses was naturally a staunch defender of the Malthusian doc-
trine of population. Even if it could be shown that many communi-
ties had advanced more rapidly in wealth than in population, this
would only prove, according to him, that these nations were in the
stage of industrial development where an increase of labor brought
about a proportionate, or more than proportionate, increase of
product. But as this process could not be shown to go on in-
definitely, it did not satisfactorily refute the law of diminishing re-
turns and did not disprove the Malthusian theory.

As for socialism, he warned that in seeking to achieve simulta-
neously private liberty and social equality, it was trying to reconcile
the incompatible. Socialism must necessarily sacrifice the freedom
of the individual and exercise a government control as absolute and
arbitrary as that existing in Czarist Russia. To him, Czarist Russia
was a good example of realized socialism in the modern world,'®
and he used the “historical” approach to explain the Christian “com-
munism” of the ancient world. He said that, living in the degen-
erate, debauched Roman empire, early Christians accepted the social
ideal of a community of goods in great part because of their belief in
the approaching end of the world. In their unworldliness were the
seeds of a great social revolution—principles which, if carried out,
would have “annihilated that order of things on which our material
prosperity is based, and of that individuality which is the basis of so-
cial progress.” This consequence, he said, was not realized in western
Christendom because of the triumph of the German race, which
furnished the cssential and predominant element of the progressive
society of the West.2

In the nineties, as the nation drifted toward imperialism, Moses
proclaimed the inevitable end of the democratic experiment. Be-
cause of the natural right of property, he declared, the democratic
form of society would disappear under normal social development.
His argument was this: “With no restrictions placed upon the move-
ments of the individual members” in the original state of democratic
equality, the “fittest in the several lines of activity acquire positions
of advantage and the less fit fall behind or are crowded to the wall.”
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Every step away from the simplicity and equality of the early
democratic agricultural state toward the complexity of modern
urban society is marked by an increased inequality of material con-
ditions. “As a result of free social progress, society in the course
of time . . . becomes undemocratic,” even though the law does not
recognize the existence of classes.?! In the end, it seems, his con-
servatism carried him so far that it became radical reaction.

THE INGENIOUS ALEX. DEL MAR

One of the most ingenious figures of the period, unallied to either
school but influenced by both, was the adventurous Alex. Del Mar
(1839-1926). Having been born Alexander Delmar, he used in the
course of his career a variety of pseudonyms, including “Emile
Walter,” “Atlanticus,” and “Kwang Chang Ling.” Although he
never held a regular academic post, he lectured on political economy
at various universities, including the University of California. He
was a combination of mining engincer, journalist, politician, and
entrepreneur, and had a fertile mind and a strong intellectual bent.
He was connected, as editor or contributor, with such influential
organs as Hunt’s Merchants’ Magazine and the Commmercial & Finan-
cial Chronicle; he was active in the New York Chamber of Com-
merce, and he served as the first head of the Bureau of Statistics
established in the Treasury Department in 1866. A decade later he
was statistician and corresponding secretary of the United States
Monetary Commission, i.e., the Silver Commission of 1876. He next
moved to California, where he invested in mines and offered his
services as a mining expert. Later, for a time, he had his mining
headquarters at London. In the nineties he returned to the United
States.

Through his extensive writings Del Mar acquired a reputation
as an outstanding historian of money, with definite leanings toward
bimetallism, but this was not his most individual contribution. His
originality was best revealed in his works on prices and interest.
Very early he presented the notion that all prices of specific goods
did not rise and fall simultaneously with the variations in the money
supply but followed a definite, predictable order. He demonstrated
the order or “law of the precession of prices” by a detailed statisti-
cal study which reflected the governing “natural law of marketa-
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bility”; this meant that the order in which the prices varied de-
pended on the degree of organized markets existing for the goods.
Thus securities, raw materials, finished goods, and labor changed in
just that order.?? This variability in price changes has since become
a leading factor in the study of prices. Along with this he devel-
oped, early in his career, an explanation of interest rates which has
since been called the “organic productivity” theory of interest. He
contended that the governing factor of true interest was the net
rate of increase in the organic world, ie., primarily the growth of
plants and animals.?

Unfortunately Del Mar was so occupied with his numerous ven-
tures that he had little time to develop fully his economic ideas.
Instead, he generally used them immediately for financial ends. He
set up his very suggestive notion of the “law of the precession of
prices” as an infallible guide to would-be investors. His organic
theory of interest he used in an even more personal fashion. After
calculating that the true rate of interest was 3 per cent, he con-
tended that the difference between that rate and the market rate of
10 per cent arose from the risk in investing capital. He therefore
suggested that a large insurance company could be profitably organ-
ized to insure risk on capital investment. But he found no backers.?

With all his vagaries, however, Del Mar never lost his faith in the
overwhelming importance of statistical or inductive work. He con-
sistently argued that economic phenomena could, through the use of
such methods, evolve true laws of prediction. This, he declared,
was evidenced by the statistics on murders and suicides in various
countries. “Of all things these actions would be considered the
most arbitrary and irregular in their manifestations. Yet when taken
as the average of human actions, governed by the prevailing state
of society and other social considerations, they show a remarkable
regularity and precision of movements. . . . Hence the inference
that these movements are amenable to law is almost irresistible.” 25

As head of the Treasury’s Bureau of Statistics he contributed no
small part to the development of statistics. He was in good part jus-
tified in writing, upon completing his annual survey of imports in
1868, “The public now knows all about the statistics of our foreign
commerce, and (whoever may complete them in the future) is so
well informed in regard to their technique that no such systematic
deception as they were made the vehicle of in the past can ever
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again be successfully repeated.” 26 And all this, it should be remem-
bered, came from a man who claimed that Bastiat was the soundest
guide in economics.??

Although, as has been said, these economic theories were quickly
turned by Del Mar to practical account, they had a stimulating influ-
ence upon the development of our economic thought. The same can-
not be said for his work on bimetallism, which, though widely read
and quoted, was more opportunistic than permanent. His defense of it
became enmeshed in the political campaign for free silver. He made
speeches and added chapters to his treatises for the cause. He
contended that there was no argument on the point that a sound
monetary system must provide stable prices. However, this could be
ideally accomplished only with paper money, that is, a “purely
numerary money,” leaving the gold and silver to be collected by the
Treasury for use in foreign trade or diplomacy. Unfortunately, owing
to the frailty of human nature as revealed by experience, paper would
be issued in excess. It was theoretically the best, but practically an
impossible, medium of exchange.

On this basis he had opposed the greenbacks, though he considered
the current monetary system inadequate. The demonetization of silver
had in his figures reduced by at least one-half the scanty support upon
which the stupendous superstructure of the world’s commerce, con-
tracts, and expectations depended. Gold was especially bad for the
United States, because whatever gold was obtained departed quickly
for Europe, where its velocity of circulation was greater. But, if sil-
ver were coined at the ratio of 16: 1 as a national rather than an inter-
national money, the monetary supply would be in effect regulated
so as to discourage exportation, hoarding, and melting. In his words,
silver money “will stay with us; it will stimulate the now paralyzed
industry of the Nation; and even to moneylenders and their agents
it will afford better and safer returns on capital. A circulating silver
dollar is better than two dollars of idle gold.”

In practice, Del Mar contended, universal money, as involved in
the single gold standard, would simply result in raising the material
comfort of the Eastern countries at tic expense of the advanced
Western countries, by equalizing the economic condition of all. For
example, the approach to a universal money was already resulting
in a higher standard of living for the peasant, the ryot tenant, of
India. “As a moralist,” he commented, “I rejoice in this improvement
of the ryot’s condition in such an alleviation of his grievous burdens;
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as an Anglo-Saxon, I would inquire into its effect upon Western labor
. . . agriculture, . . . commerce, . . . capital, and .. . civilization. Europe
and America possess certain advantages, such as geographical position,
climate, coal and iron reserves, a sturdy and intelligent population,
mechanical skill, aptitude for the sea, fondness for commercial ad-
venture, and a vast sum of capital seeking employment. . . . These
advantages have cost our race many centuries of effort, they have
embroiled us in hundreds of wars, they are the fruits of endless sac-
rifices.” He questioned whether Europe and America were “prepared
to relinquish these advantages, by adopting in common with other
States a system of money which might tend to level all economical
conditions.”

As the silverites lost face and following toward the end of the
century, Del Mar began to vacillate in his apologies for their plat-
form and finally abandoned them entirely. In 1905 he declared
through the columns of the Bankers’ Magazine that great new sup-
plies of gold had removed any fear of a money shortage. This in-
crease in sound money—and “what can be sounder than gold coin?”
—was a certain harbinger of increased commerce and exchange,
higher prices, augmented production, and a moderate distribution
of wealth, opportunities, and honors, which alone could offer an
adequate reward to the genius of man. He fully redeemed his
previous record by the ecstatic statement that the new supplies of
gold promised a period of brilliant social advancement and pros-
perity, rivaling the halcyon period of the Elizabethan Age, which
had set in with the great discoveries of American treasure.28

Because he overplayed his hand, it has too easily been assumed
that Del Mar did not hold some good cards. His statistical analysis
of the shortage of money was not negligible, and his final allegiance
to gold was not necessarily the contradiction it seemed. The skittish-
ness of his life and some of his writings should not be allowed to
obscure the worth of his views on interest and prices, and especially
his strong reinforcement of the historical school’s emphasis on
statistics.

GENERAL FRANCIS A. WALKER: REVISIONIST

What Del Mar was doing almost incidentally, certainly without
sustained and serious effort, Francis A. Walker, the son of Amasa
Walker, was doing sincerely and devotedly, spending his life at it.
He was rewarded with a wide public following and a wealth of
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prestige, both here and abroad, and with the satisfaction of knowing
that after him economic theory could never be the same.

Walker (1840-1897) attended Amherst and after graduating in
1860 entered a law office.2® With the outbreak of the Civil War he
went into battle and rose to the rank of brevet-brigadier general.
After the war he spent a few years as a journalist and teacher in an
academy; then, in 1869, David A. Wells, who at the time was
Special Commissioner of the Revenue, had the twenty-nine-year-
old youth appointed as his deputy and placed in charge of the
Bureau of Statistics. .

As superintendent of the ninth census, that of 1870, he helped
to develop that survey into an organ which would mirror the
country’s development. It was no easy task; he had great difficulty
in “securing authority and appropriation in the face of State’s Rights,
public parsimony & Congressional indifference, for an enumeration
which shall answer reasonably well to the demands of modern
statistical science.” * His integrity was apparent in his quick ac-
knowledgment of errors, and in his valiant attempt to select census
takers on the basis of their fitness rather than their political connec-
tion. He soon was known as the first statistician of the land. His
plea that a detailed and comprehensive enumeration of occupations
be included as part of the census testified to his broad vision. Such
a survey, he contended, would give an accurate and striking pic-
ture of the nation’s economic condition, industrial capacity, and
even its civilization, “for in the occupations of the people, . . . we
find their habits, their tastes, their ruling appetites, their social pat-
terns, and their moral standards, more truthfully revealed than ever
in any book of travels or history.” 81

In 1872 Walker was appointed professor of political economy and
history at the newly organized Sheffield Scientific School, which
was then only loosely connected with Yale College. Walker taught
with Sumner in the Yale Graduate School and inaugurated a course
on the statistics of industry. Although he resigned from govern-
ment service at this time, he retained his interest in statistical work
and even directed the next census. As a result, he had some definite
advantages over other teachers; his work on the census made him
more aware of the vast complexities of the American economic
organism, and consequently he had less of the dogmatic assurance
of his contemporaries in the academic world. It also gave him more
prestige.
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Because of the authority with which he spoke, Walker’s con-
ception of money, among other things, became the accepted one in
the tradition. He defined money as “that which passes freely from
hand to hand throughout the community, in final discharge of debts
and full payments for commodities.” This included specie, in-
convertible currency, and bank notes, but did not include bank
deposits and other credit instruments. While he did not like green-
backs or any inconvertible currency, he felt that they must be
considered money, since they did the work of money. “The bank de-
posit system,” he declared, “allows the mutual cancellation of vast
bodies of indebtedness which would, without this agency, require
the intervention of an actual medium of exchange; but deposits are
not such a medium. In a word, deposits, like every other form of
credit, save the use of money; they do not perform the function
of money.” 32

In this respect, Walker was not as advanced as were such stu-
dents of banking as Charles F. Dunbar and Gamaliel Bradford, who
noted that deposits did exercise the function of money and were
created by the banks in good part in the process of making loans.
Thus Bradford pointed out: “With regard to these deposits there
are three facts just beginning to be recognized and which must
form the basis of any sound regulation of banking. First, they are
money, and while they exist are the exact equivalent of notes and
gold. Second, they are money created by the banks, and just as
much an addition to the circulation as if the banks issued so many
additional notes. Third, they are money created to an indefinite ex-
tent by means of promises to pay on time, and cancelled by pay-
ment of those promises.” 33

Walker held that the demonetization of silver by the leading com-
mercial nations had been bad for business, since it reduced the
monetary supply and thus artificially raised the burden of debt and
fixed charges, both public and private. Furthermore, the steady en-
hancement of the purchasing power of money between the time
labor and material were purchased and the goods marketed and paid
for, reduced the profits of the entrepreneur or man of business.
Since profit was the motive for production, an employer who could
not see his way clear to make a profit would neither buy materials
nor pay wages, and industry would begin to decline.

A contracting currency, he said, was particularly serious in times
-of business depression. When production had collapsed in con-
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sequence of some shock, the steady unremitting pressure of a con-
tracting circulation must retard recovery. It would check the for-
ward impulse and increase the chances of loss; and, in “the initial
adventure of reviving production, must strongly tend to prolong
the period of suspense, and create an industrial valetudinarianism”
from which the nation might not soon recover. Thus, under a con-
tracting currency, depression would last longer and be more serious
than it might otherwise have been. Following this line of thought,
he concluded that silver should be used to expand the currency.
But he did not approve of remonetization at the old rate. He held
that only repudiationists and inflationists wanted the old rate re-
established, for it would reduce their debts. Nor did he think that
the United States should undertake remonetization alone, for this
would simply result in a loss of all its gold.?*

Walker’s independence of mind, so marked in the silver issue, was
also apparent in his sharp attacks on the pervasive wage-fund doc-
trine. He maintained that the doctrine had been accepted mainly
because it “afforded a complete justification for the existing order
of things respecting wages” and demonstrated the futility of trade
unions and strikes as a means to increase wages. In opposition to
this he contended that the value of the product, not the amount of
wealth which the employer possessed or could command, deter-
mined the amount of wages which could be paid. The prospect of
profit in production determined whether labor would be hired; the
anticipated value of the product determined how much he would
be paid. The product, therefore, and not the capital, furnished “at
once the motive to employment and the measure of wages.” Wages
must in the long run be less than the product by enough to give the
capitalist his due returns, and the employer, as distinct from the
capitalist, his “living profits.” This new concept, Walker insisted,
taught the workers that by better production and by zealously pur-
suing their economic interest, they could improve their condition.

Walker’s theories had two significant ramifications. First, he em-
phasized the “fact” that the captains of industry, the entrepreneurs
as distinct from the capitalists, were the chief agents of production.
They were the great engineers of industrial progress, for they di-
rected the efficient functioning of labor and capital. Profit, as dis-
tinct from interest, was the reward for their industrial success.3?
They need not have capital, for by possessing the higher qualifica-
tions of technical skill, commercial knowledge, and administrative
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power, they would readily obtain capital through credit. They were
small in number because fierce competition sifted the courageous
entrants, so that only the fittest could survive. They might be un-
amiable and uninteresting persons, but they possessed a certain hard-
ness which was necessary for successful business. The great mass of
employers were really small businessmen engaged in a difficult and
dangerous struggle for survival, who, because of their hard lot, had
the sympathy of the public and of labor. Yet they were the great-
est tax on the laboring class; lacking qualifications for business, their
operations were not profitable, and consequently their laborers re-
ceived low and uncertain wages.

Second, Walker’s attack on the wage-fund doctrine led him to
support limited State interference on behalf of labor. Those who
opposed State interference assumed, he said, perfect competition;
but where imperfect competition existed, State interference was
justified in order to bring about perfect competition, which would
mean a free, easy, and sure resort to the best market, whatever the
object bought or sold. Under these conditions the result would be
an equitable division of all burdens and a diffusion of all benefits
throughout the industrial society. Under imperfect competition,
when the ability of one individual class to respond to the impulses
of self-interest was seriously reduced by ignorance, poverty, or
whatever cause, while the classes with which it was to divide the
product of industry were active, alert, and highly mobile, the most
mischievous effects would follow. In the case of merchandise, the
difference of one additional penny of profit would determine where
a commodity would be marketed; but labor could not move with
the same ease to the market where a higher wage was paid, man
being bound by strong attachments to his locality, weighted with
daily burdens almost to the limit of his strength, and beset with
both reasonable and superstitious fears.

Granting these premises, legislative enactments for the benefit of
labor could be deemed sound only if they helped labor to obtain
a substantial and not a nominal freedom of movement. Laws in re-
straint of trade, or interfering with the times and methods of em-
ployment, with wages, and prices, were not mischievous because
they violated a theoretical self-sufficiency of labor or freedom of
contract, but because they diminished mobility. On the same canon,
Walker argued that ameliorative legislation for labor might go so
far as to insist on the thorough primary education of the entire
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population, provide a sound system of sanitary administration, and
secure by special precautions the integrity of savings banks. Also,
the State might, in the interests of health, pass factory acts prohibit-
ing labor beyond the terms which physiological science accepted as
consistent with health; it might restrict within limits the employ-
ment of children and even of women, inasmuch as they were denied
the suffrage; and it might provide for frequent sanitary inspection
of the workshops.

In this doctrine of imperfect competition he also found justifica-
tion for strikes, and to some extent for trade unions. Strikes were
insurrections, he asserted, and the wage-earning class was happiest
when it had “acquired that individual and mutual intelligence and
that activity of industrial movement” which put them “beyond the
necessity of such a brutal resort”; but strikes were of unquestioned
utility in the “first stages of the elevation of masses of labor long
abused and deeply abased.” Thus the early strikes in England had
been necessary to destroy the hold of custom and fear on the minds
of the working classes, “habituated to submission . . . unaccustomed
to concerted action, illiterate, jealous, suspicious, tax-ridden, and
poverty-stricken.”

Though Walker could not wholly approve of trade unions as
organizations for conducting strikes and related operations, he
sharply assailed legislation against labor combinations. “Selfish and
proscriptive as the modern trade union has been, it has curbed the
authority of the employing class, which sought to domineer, not in
their own proper strength, but through a cruel advantage given
them by class legislation, by sanitary maladministration, and by
laws debarring people in effect from access to the soil.” But he
doubted that the laborers could gain any long-lasting benefit from
restrictions denying access to the trades in any “country where
education is general, where trade is free, where there is a popular
tenure of the soil, and where full civil rights, with some measure
of political franchises, are accorded to workingmen.” 38

Thus, as far as practical conclusions on trade unions and strikes
in this country were concerned, Walker did not differ too much
from his conservative contemporaries. But the difference in tone,
in the willingness to judge cases on their merits, and, more impor-
tant, his ultimate formal principle, held out the possibility of liberal
development.

Though he believed that the classical tradition furnished the skele-
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ton foundation for sound economics, he castigated the reigning
“orthodox” economists for their extreme conservatism and laissez-
faire position. He observed their neglect of historical and inductive
methods, and their overemphasis upon an a priori method which
achieved a simplicity in classification to which the subject matter
was not susceptible. These factors, he said, had cost the science of
economics public regard, especially among the laboring classes. As
a remedy for this the historical school, it seemed to him, offered the
greatest promise. “The economists of Germany, Italy, Belgium, and
France,” he wrote in 1879, “are doing the work which Adam Smith
began, in his spirit but with larger opportunities and a wider and
ever-widening view.” 37 With some justice he wrote: “When I first
started out in 1874, I suffered an amount of supercilious patronage
and toplofty criticisms [from the established economists] which was
almost more than I could bear. Downright abuse would have been a
luxury. I have hit the Economic Harmonies pretty hard, I fancy,
from the squirming, but all this is only destructive and should clear
the way for serious careful productive work in economics.” 38

Walker’s views, however, grew rather conservative during the
eighties, when the reform movements went beyond anything he
considered desirable. His position can be scen in his popular text-
book, Political Economy, published in 1883, and in later writings.
Although the book was more liberal than others, he furiously de-
nounced Henry George’s single tax as “steeped in infamy,” and
when Looking Backward swept the country, he denounced its doc-
trine of equal distribution as the “grossest violation of common
honesty.” The aim of a national organization of labor to combine
all labor into one big union was, in effect, he said, an effort to sub-
ject employers to a parliament of labor in hiring and firing, wages
and hours. He thought that foreigners were responsible for strikes,
and that the new sources of immigration from Eastern Europe were
not altogether desirable.?®

In testifying before a congressional committee in 1883, Walker
contended that American laborers “received very nearly if not quite
all that the normal operations of economic laws could bring to them
from the products of their industry.” Even though he still vigor-
ously attacked the wage-fund doctrine, his argument was less liberal
than in the seventies. Some economists, he wrote in 1884, still clung
to the wage-fund doctrine on the ground that it provided a “barrier
against foolish and mischievous claims” by the laboring classes for
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raises in wages or reduction of hours, but his doctrine that pro-
duction furnished at once the motive and measures of wages did the
same thing by discountenancing all demands made on behalf of labor
which were made “merely under the impulse of compassion, or
philanthropy, or the enthusiasm of humanity.” 40

He then went on to elaborate a theory of profits and wages that
was considered reactionary and erroneous even by some conservative
economists. Profit, he maintained, was the return for exceptional
natural abilities measured from the level of those employers barely
subsisting. This “no profits line” was like the no-rent margin of land,
and profits, being in the nature of rent, did not enter into price.
Under free competition, therefore, the reward of a successful em-
ployer would be exactly measured by the amount of wealth he pro-
duced beyond that produced by employers of the lowest industrial,
or no-profits, grade, using the same amount of labor and capital.

From this he argued that the landowner, capitalist, and employer
received shares from the product which were respectively deter-
mined by Ricardo’s law of rent, by the prevailing rate of interest,
and by a law of business profits analogous to the law of rent. Since
these shares were settled, each by its own limiting principle, labor
became the “residual claimant”; residual in the sense that labor
gained by every cause which increased production of industry with-
out giving the other elements in production a claim to increased
reward. Under “free” or “perfect competition,” labor would gain
by “purely natural laws,” not only by increases in production re-
sulting from their efficiency and industry, but even by gains result-
ing from invention.*! It was quickly enough pointed out by critics
that Walker’s new view led to the very conclusion that he had
ascribed to the wage-fund doctrine; namely, that no combination of
labor could better labor’s condition.

Walker’s theory of profits came to be characterized as one of the
“wildest creations of nineteenth-century economic thought,” 42 and
his related theory of wages was subjected to similar criticism, but
his stubborn and continuous defense of these doctrines, to which he
devoted the last twenty years of his life, was a strong factor in caus-
ing economists to reconsider the classical doctrines. He allowed
nothing to interfere. When in 1881 Walker became president of the
Massachusetts Institute of Technology, he continued his deep inter-

est in economics and valiantly attempted to meet all criticism of his
doctrines.
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He did not, however, consider himself a good polemicist or, for
that matter, a superior theorist. He summed up his own weakness
and strength when he wrote later: “I have not an analytical mind”
because of a “great weakness in the matter of abstract reasoning.
Whenever I say that a rise of prices means that the value of money
has fallen, I have to stop to think it over, to be sure that this is what
I mean.” With characteristic modesty he added: “I shall be sorry
to see the body of economists shut up within my own limitations.”
But “any advantage I may have in economic discussion comes from
the degree of clear force with which I apprehend things concretely.
. .. I have often said that I was like a navigator before the discovery
of the compass and other instruments. I cannot put thought out to
sea and sail a course for weeks knowing that after just so many
miles, I shall sail straight into a harbor. I have to coast along and run
from point to point that I can see.” 43

But such was his stature that even men whom he would have
characterized as extreme followers of the “analytical” method ad-
mired him as resembling the “older classical economists who kept in
touch with practical life and had no idea of making their science a
collection of refinements remote from the business of the world.” 44
And so wide was his influence that many of his concepts were even
adopted in England.

Walker’s early views on the entrepreneur and wages were quickly
picked up by other economists and by popular lecturers. But even
though they used a more radical rhetoric than Walker’s, they were
often less liberal. The Reverend Joseph Cook of Boston, for exam-
ple, in a lecture on socialism, asked his audience to condemn State
interference because it ignored the distinction between perfect and
imperfect competition. As a result of the imperfections in labor-
market competition, all workingmen should keep the spirit of self-
help alive. It was self-help that would give the working class build-
ing societies, trade unions, co-operatives, and industrial partnerships.
“The political demagogues who would lead us away from these
measures, to support of schemes of State help, are the enemies of
social progress.” 5

Although Walker’s doctrines were often twisted in this way, their
partial acceptance by economists augured a new era in economic
thought. The need for economists to concern themselves more with
an objective analysis of the economic order and less with rational-
ization of the current beliefs was becoming more apparent. More
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courage was called for, and that courage they were beginning to
manifest. Walker’s thought and his influence were the end product
of the ferment brought in by the new European doctrines. He was
a pioneer in the attempt to reconcile the new facets which the new
schools had discovered, and which subsequent economic theory
could not ignore.
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The Expansion of Economic Thought






CHAPTER V

The Turbulent Eighties

mering since the Civil War came to a boil. For the first
time since 1856 the Democratic Party came to power. The
scales of political control fell into delicate balance, where an un-
fortunate phrase, such as “Rum, Romanism, and Rebellion,” might
lose an election. This sharpened the political temper of the times,
but it was not politics that caused the trouble, it was economics.
Serious violence broke out, and such events as the Haymarket Riot
resulted. This was the more disturbing because it seemed to be the
roduct of a fundamental economic war, preached by a heretical
school of theorists. Violence was simply the rare explosion in an
atmosphere of mounting tension. Part of this may have been due
to a clearer understanding of economic problems and the con-
sequently more vigorous proposals for their solution.

The explosive issue of pre-Civil War times, the tariff, did not con-
tribute to the violence, although politically it was still a leading
campaign issue. In spite of the prospect, for the second time in our
history, of a surplus revenue, reformers could not get an effective
reduction in the tariff. Protection was firmly entrenched, and all
they could do was to hold the most extreme advocates of high rates
in check. They could, and did, write and talk at length, but with
little success, for although the traditional free trade party, the Demo-
crats, won the election of 1884, enough Democrats in the new Con-
gress voted with the Republicans to defeat any attempt. President
Cleveland himself limited his message to Congress in 1887 simply to
demanding tariff reduction. The Democratic House did pass a bill
for reduction, the Mills bill; but by that time the Senate was Re-
publican. Republican victory in 1888 foreshadowed extension of
the protective principle, and in 1890 the McKinley tariff bill was
passed.

DURING the 1880’s many of the issues which had been sim-

113
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MONEY

Upon the question of money there was a sharp division of senti-
ment and a much stronger belief in the vital importance of the
problem. Tempers shortened as the controversy lengthened, and the
possibility of compromise became fainter as the advocates became
more doctrinaire. At one end were the proponents of the view that
all government money should be eliminated and that the national
banks should replace the sub-treasuries as depositories for govern-
ment funds; ? at the other end were those greenbackers who wanted
the abolition of national bank notes as well as specie currency. It
became more and more difficult to balance between extremes.

A popular type of greenbackism was that suggested by a retired
Western businessman, N. A. Dunning, in The Philosophy of Prices
(1887). His plan aimed to prevent falling prices. It provided that
the government make certain that a supply of money equal to fifty
dollars per person should be outstanding at all times. This money
should be partly gold and silver certificates and the remainder green-
backs. After all, such a procedure, he stated, accorded with the
view of almost every economist that the “volume of currency in
circulation determines the level price of labor and its products.” 2

In a similar vein, and with the same lack of effect, that forceful
leader of farmers’ movements Ignatius Donnelly proclaimed in his
anonymous utopia, Caesar’s Column (1890), that the scarcity of
money killed off enterprising businessmen. Hard money, therefore,
should be abolished, except for small payments. The money should
be regulated by government currency at a fixed ratio to popula-
tion. The world, released from its iron band, would then leap toward
marvelous prosperity, and no financial panics would occur, for there
could be no contraction.

This plea for a fixed ratio of money to population, whether specie
or paper, enjoyed some popularity but had no enduring effect. An
ultimately more successful argument for paper money approached
the same problem of elasticity from a different angle: the ratio of
money to business activity. Hugo Bilgram, the Philadelphia builder
of manufacturing machinery, asserted, in Involuntary Idleness
(1889), that to prevent unemployment and encourage the enterpris-
ing businessman, as against the inert, passive capitalist, the govern-
ment should issue an unlimited amount of credit money to those able
to supply the proper security. The risk involved in accepting se-
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curities other than national bonds would be met by a rate sufficient
to cover the possible loss. “In the absence of an arbitrary limit the
volume of money would be free to expand in proportion to the
effective demand, and the rate of interest being reduced to the rate
of risk only, interest proper for the use of the money would cease.”
To be sure, capital as well as money when lent would continue to
bring a return, but under the free operation of the law of supply
and demand capital’s true return would be based on risk and the
deterioration of the capital.

A simplified form of the argument for elastic currency gained
wide support in the one greenback treatise that appears to have
enjoyed a tremendous audience—that of the old greenbacker S. F.
Norton of Chicago, editor and publisher of the Quarterly Sentinel
and Montbly Sentinel. His delightful pamphlet, Ten Men of Money
Island, sold, it is claimed, well beyond 100,000 and was even serial-
ized in the New York World and reprinted in England. As the pub-
lisher pointed out, the secret of its success was that it “makes the
very vexed money question not only so plain and simple that any
person can understand it, but . . . as interesting as a novel.”

The book told, in a romantic, fictional form, of ten adventurers
and their families—Plowem, Reapem, Foreplane, Sledgehammer,
Dressem, Grindem, Pickaxe, Makem, Discount, and Donothing—
who went off to an island in the Pacific Ocean. Discount and Do-
nothing, because of their extensive knowledge of finance and poli-
tics, hoodwinked the community into accepting as the medium of
exchange specie and convertible bank notes. As a result of the in-
elasticity of the currency the island was soon in the throes of de-
pression and starvation. Discount, the banker, was of' course forced
to close the doors of his bank, but he “retired to private life and
lived upon the property which he had so discreetly and kindly trans-
ferred to his wife when business was prosperous with him.” The
community saved itself by having the government supply incon-
vertible paper as the only money and make loans directly to the
people at a low rate of interest. Prosperity now reigned. “The poor
house has been converted into a museum for the preservation and
exhibition of a large collection of curious things and valuable relics
of the past—among the latter being a few gold and silver coins and
one of Discount’s specie bank notes.”

Since silver seemed to combine a specie base with “elasticity” and,
moreover, had a powerful political bloc—the silver-producing states
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—behind it, the demand for free silver led to the most serious mone-
tary struggle. The popular assumption that the decreased supply of
precious metals was the cause of the world-wide depression helped
to give the movement impetus. The movement gained enough
strength so that the Republican Congress in 189o passed the Sherman
Silver Purchase Act requiring the Treasury to buy four and a half
million ounces of silver a month, with Treasury notes redeemable
in either gold or silver at the government’s option. Significantly
enough, this was approximately the whole product of domestic
silver mines.

But the monetary problem continued to be an important political
issue, connected as it was in men’s minds with the terrifying phe-
nomena of depression. As in the past, the business community sup-
plied a large part of the contestants. The easy-money people, whether
greenbackers or free silverites or a combination, had their most
ardent champions as well as critics there. After all, the more funda-
mental forms of greenbackism derived from the pre-Civil War
views of the two New York merchants Kellogg and Opdyke. And
silver had a number of supporters even in the financial group; for
example, the Commercial & Financial Chronicle heartily denounced
David A. Wells for his enthusiastic and exclusive support of a gold
standard and demanded international bimetallism. What obscured
the situation here, as so often before, was the vast amount of polem-
ics and the fact that dominant academic opinion opposed the silver-
ites of all sorts, but it should be noticed that practically a reverse
situation was occurring in Europe.

The current greenback schemes went much further than their
founders had proposed. Opdyke had specified $10 per capita; now
the demand was for $50. Kellogg had proposed an interconvertible
bond scheme with the paper money lent on real estate; now the
emphasis was on an absolute increase of the amount, with almost
any “valuable” asset, as well as real estate, as the security. Green-
backers generally agreed that the most important objective was low
interest rates; they were not always explicit on another and re-
lated objective, to raise, or, as they preferred to call it, “stabilize,”
prices. None of the popular schemes was ever “leveling,” not even
to the extent of proposing direct government aid to public works.
Such schemes might be advocated, but they got short shrift. The
popular schemes clearly had a business animus, and their protagon-
ists viewed them as instruments for stimulating business enterprise.
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Silver in preference to greenbacks got ahead. It was something
“real”; it had the backing of the silver-producing states; it had been
used as a standard; and it did not raise the problem of what interests
or groups were to get the notes, which would involve consideration
of a tremendous diversity of interests.

An additional factor in the situation was the farmer, who began
to have considerable enthusiasm for these movements, especially
when these were tied up with crops and farms as security for the
loan issues of greenbacks. Such farming features were easily and
quickly added to the new greenback schemes, as was done by that
old greenbacker and successful Oklahoma real-estate promoter
Colonel Samuel Crocker, in his anonymous utopia, That Island
(1892).% But, as before, such schemes ran up against the problem of
who was to get the greenbacks. The people in the agricultural area
were no more homogeneous a class than the business community.
Here, too, silver in the end made a more definite impression, since it
was not only real but conflicted little with that demand for “econ-
omy” in government that ran through the pronouncements of all
farmers’ organizations, and it was not as easily attacked as were the
greenback proposals.

MONOPOLY

The battle over monetary policy was repeated in the fight over
monopoly regulation. But here action by the government was more
novel and therefore appeared more dangerous. The anti-monopoly
cause enlisted many gifted and influential writers. The financial
editor of the Chicago Tribune, Henry Demarest Lloyd, a Columbia
College graduate, created a furor with an article in the Atlantic
Monthly attacking the “Lords of Industry.” He described Standard
Oil as “the greatest, wisest, and meanest monopoly known to his-
tory,” whose strength was due in good part to another great mo-
nopoly, the railroads. His theme was that the forces of capital had
outgrown the control of the people and had become its masters.
“Our strong men are engaged in a headlong fight for fortune, power,
precedence, success. . . . They ride over the people like Juggernaut
to gain their ends. . . . The common people, the nation, must take
them in hand. . . . There is nobody richer than Vanderbilt except
the body of citizens; no corporation more powerful than the trans-
continental railroad except the corporate sovereign at Washington.”
The power of the people, he said, must be used for its industrial
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life as it was used for its political life, or the people would perish.*

This article and others like it were especially disturbing to big
businessmen because this writing reached a wide audience of sub-
stantial men of property. C. E. Perkins, president of the Chicago,
Burlington & Quincy, complained that thanks to articles like Lloyd’s
in the popular monthlies—Atlantic, Harper’s, North American Re-
view, and Scribner’s—the ignorance on transportation and monop-
olies was as dense among businessmen, lawyers, and legislators as
among the farmers. The only way to counteract the ignorance was
to reply in the same journals, rather than to write for farmers’
organs and the like, for the readers of the former were the in-
fluential interest, the “property interest,” and once they could be
made to see that the “let alone” policy was the best, then, he con-
cluded, “we shall have a great many helping to educate the voters,
men who are now dead set the other way.” 8

Perhaps one of the most ironic aspects of the situation was that
the supporters of pools and trusts had to attack Ricardo and classi-
cal economics, while their sharpest critics rushed to his support.
Thus those favoring combinations said Ricardo was wrong, because,
in industries requiring large permanent investment, competition
forced prices below cost. The pig iron industry and railroads were
cited as notable examples. On the other hand, James F. Hudson of
the influential Pitzsburgh Dispatch contended that concerns having
the latest equipment made a slight margin of profit even during de-
pression. Only the old-fashioned or badly located ones suffered and
were finally forced out.®

The confusion over the treatment of trusts in current opinion
was well revealed by the difficulties of leading respectable organs
in dealing with the issue. For example, the Nation objected strenu-
ously to the statement of the Republican presidential candidate,
James G. Blaine, in 1888 that “trusts are largely private affairs, with
which neither President Cleveland nor any private citizen has any
particular right to interfere.” 7 But it also contended that whether a
trust was a monopoly and harmful depended on the circumstances
involved in each particular case. The Commercial & Financial
Chronicle was even more circumspect. The majority of writers, it
said, charged that trusts were a great commercial conspiracy; a few
writers said that they were the natural outgrowth of modern busi-
ness conditions and embodied no special evils. Neither extreme was
correct to its mind. As if in answer to Hudson, it contended that
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the effects of competition in regulating the price of manufactures
was not wholly satisfactory. Competition might prevent average
prices from going too high or too low, but it did not prevent wide
fluctuations which resulted in heavy losses to both the producers
and the public. A man would not invest in an industry unless he be-
lieved he could obtain a satisfactory return. However, once he had
built a plant, he must continue operations even if he merely covered
operating costs and failed to cover maintenance charges, let alone
derive a return on the investment. As a matter of fact, he would
compete the more actively when prices were below cost, as long
as he had funds.

Thus, instead of setting a natural or normal standard of prices,
the journal continued, competition established two different stand-
ards—one determined when new capital would enter the industry
and the other when old capital would be driven out. Now, those
conccrns surviving a depression would have a temporary monopoly
in the boom that followed; then the high returns would entice new
people into the industry; goods soon would be thrown on the
market and competition made ruinous. The efforts by pools to pre-
vent cutthroat competition were therefore natural and justified to a
certain extent. But the law did not sanction them. The trust was
devised to give the pools stability, without promoting consolida-
tions, by checking price fluctuations and waste of capital. In ordi-
nary competition each man sought to extend his market and to be
as efficient and economical as possible, so that his prices might be
such as to command a large sale. This assured the public efficient
service. The managers of trusts, however, generally preferred to do
a relatively small business at high prices. This not only hurt the
public but led to ruinous competition by enticing capital into the
industry. Furthermore, a monopoly tended to oppose improvements
of plants; the gains of stable prices were then offset by losses in
efficiency.

Curiously enough, both the Nation and the Chronicle made an
exception of the trust that was the center of current controversy,
the Standard Oil Company. The Chronicle claimed that Standard
Oil had wisely kept prices low enough to discourage overwhelming
competition; the Nation, in an unsigned editorial by Horace White,
argued that oil prices had fallen simply because there had not been,
and could not be, a monopoly in the oil industry and that Standard
Oil never had been a monopoly.8
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Loose and uncertain as most of these arguments were, they served
to convince a large part of the public that monopolies should be
controlled. And in 1890 Congress attempted to settle the contro-
versy by passing the Sherman Anti-Trust Act, which declared
illegal “every contract, combination in the form of trust or other-
wise, or conspiracy, in restraint of trade or commerce among the
several states, or with foreign nations.” Three years earlier, in 1887,
it had acted in the pivotal railroad field with the beginnings of a
policy of national control. A Supreme Court decision of 1886, deny-
ing to individual states the right to fix rates on shipments going
beyond their borders, had brought the issue of national control
sharply to the fore. And public opinion finally wrote the Interstate
Commerce Act into the law.

Company spokesmen, as might be expected, had been adamant
against any form of outside compulsory regulation. Jay Gould
stated that in general the freer you allowed things, i.e., the more
they were left to the law of supply and demand, the better they
regulated themselves, but this did not apply in the railroad field.
For there “the bigger fish would sooner or later swallow up the
other if they were alongside. They have to do it as a matter of self-
preservation.” Colonel Albert Fink, the outstanding manager of
pools, declared that combinations notwithstanding, ratcs were fixed
by competition—by water competition. The system of pooling, of
self-government, accorded, he said, with the spirit of our institu-
tions. The railroads must combine lest their excess facilities lead to
cutthroat competition.” But these men did not convince the com-
munity that an effective pooling system would not give the railroad
companies a tremendous power, or, as James F. Hudson put it, “a
power over business vaster than either the United States govern-
ment, or any other under a representative system, ever possessed.” 10

The act, when finally passed, provided for a permanent national
commission, the Interstate Commerce Commission, to supervise the
railroads. It declared that rates should be reasonable, and it pro-
hibited pooling arrangements. Discriminatory rates, defined as “un-
due or unreasonable preference or advantage” to any particular per-
son, business unit, locality, or particular kind of traffic, were also
forbidden. A higher rate could not be charged for passengers or
freight under “substantially similar circumstances and conditions”
for a shorter distance than for a longer run, if the former was in
the same direction; but the Commission might suspend this “long
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and short haul” clause. Railroad rates must be filed with the Com-
mission and posted for public inspection at all stations; and no rates
could be increased without ten days’ notice. A basic provision re-
quired annual reports and uniform accounts. But, since no enforce-
ment arrangements were made, these rules remained “little more
than an expression of legislative opinion favorable to general pub-
licity.” 11

Even though the act was mild as compared with other proposals
set forth in Congress, it was hotly denounced by the railroad heads.
Senator Leland Stanford of California, himself a railroad magnate,
called it an attack on ownership and the value of property, for the
essence of ownership was control, and the value of property was
its “income-producing capacity.” !* Believing, as they did, that the
act contradicted a natural law, they were prepared to violate it.

Fortunately the first chairman of the Commission was Judge
Thomas Mclntyre Cooley. He was conservative and had been a pool
official, but he also possessed fearlessness and high intellectual in-
tegrity.’®> Though the act in many respects ran counter to his views,
he set out to enforce it with such vigor that he found his earlier
writings being cited against his actions. Court decisions stripped the
Commission of much of its effectiveness, but at least a beginning
had been made in coping with the problem.

AGRICULTURE

The lead in these campaigns against monopoly and “tight” money
had been enthusiastically followed by the farmers, and they were
not satisfied simply with paper victories. Their discontent was ris-
ing to a high pitch. It was charged that while farm prices were de-
clining, costs were remaining much the same. Loud complaints were
made of extortionate and discriminatory practices of the banks,
mortgage companies, milling companies, elevators, railroads, and
other “middlemen.” One writer in the St. Paul Pioneer Press wanted
to know in January 1886: “How long even with these cheap and
wonderfully productive lands can . . . any agricultural community
pay such enormous tribute to corporate organizations in times like
these without final exhaustion?”

In the Middle West the National Farmers’ Alliance (more pop-
ularly called the Northwestern Alliance) was a powerful political
factor. It demanded a host of reforms, especially government loans



122 THE ECONOMIC MIND IN AMERICAN CIVILIZATION

in greenbacks on farm lands, these loans to be made for half their
value at 2 per cent interest, with the borrower having the privilege
of repaying the loan within twenty years. The Southern organiza-
tion, the National Farmers’ Alliance and Industrial Union (gener-
ally known as the Southern Alliance), crystallized the rising discon-
tent of the farmers in 18go. They demanded very definite reforms.
The government should abolish the national banks and be the sole
issuer of paper money by means of the famous sub-treasury plan.
As formulated in its most definite form a year before, the plan
stated that the government was to establish sub-treasuries or deposi-
tories throughout the country. Here borrowers would deposit cot-
ton, wheat, oats, and corn and receive greenbacks to the amount of
8o per cent of their market value. They would also receive negoti-
able warehouse receipts, stating the amount borrowed. The loan was
repayable at the end of a year at 1 per cent interest. It was contended
that this scheme would provide a sufficient and elastic currency, at a
low enough rate of interest, profitably to move the crops at harvest
time. In more general language, it was said that when the farmer
returned the warehouse receipt, he would return the paper money;
and being canceled, it would disappear from circulation. Thus the
system provided a perfectly automatic and elastic currency, expand-
ing when demand expanded, and contracting when demand con-
tracted. The following year, in order to induce the northern group
to combine with the Southern Alliance, the plan was expanded to in-
clude as security non-perishable farm products, and also real estate,
with proper limitations upon the quantity of land and the amount of
money; and the rate of interest was raised to 2 per cent rent. This
latter demand was especially popularized by Senator William A.
Peffer of Kansas, former publisher of the Kamsas Farmer, in The
Farmer’s Side when he asked for government short-term loans on
crops and long-term loans on real estate.

Besides the free coinage of silver, the Southern Alliance also de-
manded that, all told, the circulating medium should be increased
to no less than $50 per capita; that Congress prohibit dealings in
futures of all agricultural and mechanical products; that alien owner-
ship of land and land holdings by large corporations in excess of
their actual needs be prohibited and such excess land now held be
reclaimed for settlement. It further demanded a graduated income
tax and economy in government. National and state control of the
means of communication and transportation should be tried, and if
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they should prove unsatisfactory, then outright government owner-
ship should follow. These demands were definite and radical, and
their proponents meant business.

Picturesque figures, such as Mrs. Mary E. Lease, who told large
audiences of farmers to “raise less corn and more hell,” and “Sock-
less Jerry” Simpson, felt they were leading a crusade and acted
accordingly. They got some results, although not far-reaching
enough to still their agitation. The Department of Agriculture was
raised to full cabinet status, and its head was now called Secretary
instead of Commissioner. Legislation was enacted taxing oleomar-
garine and providing for the inspection of imported livestock and
the exclusion of diseased animals. The original Morrill Act of 1862,
providing for extensive public land grants to each state for estab-
lishing agricultural and mechanical colleges, was supplemented in
1890 by the second Morrill Act, which provided cash grants in
addition. But the farmers still strenuously complained of the prac-
tices of railroads, heavy interest charges, and low prices for farm
products.

LABOR PROBLEMS

To large property holders these farm crusaders seemed to be
revolutionists, but at least they were in an American tradition. The
new labor movement, however, scemed not only revolutionary but
somewhat sinister, an intolerable foreign conspiracy. During the
seventies unionization had been growing, and by the eighties had
become a major economic problem, which the government had to
face. In 1883 Congress held extensive hearings on the relation of
labor and capital and in 1884 established a landmark in the country’s
development by creating the Bureau of Labor in the Department of
the Interior. Four years later the Bureau was given a somewhat
higher and independent, though not cabinet, status as the Depart-
ment of Labor.

Carroll D. Wright (1840-1909),!* a man of deep social sym-
pathies and a keen appreciation of the value of statistics, was ap-
pointed head of the Bureau with the title of Commissioner. He had
been a patent lawyer and at the time of his appointment was director
of the Bureau of Statistics of Labor of his native state, Massachusetts.
While he did not believe in direct labor legislation, he did believe in
arbitration and trade unions. He considered unemployment largely
an outgrowth of the economic structure rather than a phenomenon
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of natural depravity. Statistics, he thought, would help remedy the
situation, but they were not going to be easy to compile. The num-
ber of states with bureaus of labor statistics had increased, but there
was one serious defect that was generally applicable. As the Com-
missioner of Labor Statistics of Minnesota pointed out: “I regret
very much that the [state] bureau was launched with a fund com-
mensurate with the small opinion which the average legislator has
of its utility.” 1

Trade unions, although they had grown in strength until their
presence was felt by the government, were still in disrepute with a
large group of businessmen. Joseph Medill, publisher of the Chicago
Tribune, declared that the trade unions were composed of foreigners,
who kept out natives. Jay Gould, who controlled the Western
Union Telegraph Company as well as several railroads, added that
strikes came from the poorest sort of people. “Your best men,” he
informed the congressional committee, “do not care how many
hours they work or anything of that kind. They are looking to get
higher up; either to own a business of their own and control it, or
to get higher up in the ranks.” The general manager of the Atlas
Works of Pittsburgh, Thomas M. Miller, on being asked what
might be done to raise the wages of people earning seventy-five
cents a day, replied that nothing could be done. The law of the
“survival of the fittest” governed that, and the poor and the weak
had to go to the wall to some extent.!

After the strike on the Chicago, Burlington & Quincy Railroad
was broken in 1888, Thomas M. Cooley, chairman of the Interstate
Commerce Commission, asked the company to give the men a few
concessions, but, as he noted in his diary, the president was on his
high horse and the company would yield nothing.'” Such company
action was supported by the statements of many influential econo-
mists, among them Edward Atkinson. William Ashley, then a fellow
at Oxford, was sharply critical of a paper delivered by Atkinson on
American labor associations. Atkinson, he wrote, “laid down the
law right and left. . . . I suppose he is a great statistical authority,
but why don’t people take the trouble to learn the elementary facts
of social life! . . . He [Atkinson] lumped all the labor movements of
America together, speaking of them all as ‘cranks’; his objection
was not only to socialism, but to the very principles of T[rade]
Un[ion]s, the joint action of associations instead of individual con-
tract.” 18
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Meanwhile the trade union movement moved ahead. The Knights
of Labor, organized in 1869, was the most important. Its basic prin-
ciple was “one big union of all producers,” and it excluded from
membership only bankers, lawyers, professional gamblers, stock-
brokers, and liquor dealers. It considered co-operatives the ultimate
solution of the social problem and invested large sums in such enter-
prises. It gained great prestige when it emerged victorious, from a
strike over a wage cut, against Jay Gould’s powerful railway com-
panies in 1885, and its membership rose to over 700,000. However,
when it lost a second strike the following year against that same
magnate over charges of discrimination against the Knights, a per-
manent decline in the order set in.

The organization was bitterly attacked as subversive, but a good
number of prominent and earnest humanitarians rallied to its defense.
Our Day, edited by the Reverend Joseph Cook, declared that “Chris-
tian men should not be in haste to join the hue and cry raised by
politicians and capitalists against the Knights of Labor.” Local assem-
blies, it said, might have made mistakes, but the head, Terence Pow-
derly, was a “conservative and Christian” leader, and the organization
continued to hold up a knightly Christian ideal in its name and decla-
ration of principles and in its constitution. “Indeed,” it continued,
“there are few principles in their ideal which are not in the platform
of the chief Christian reformers of the day. In working toward such
an ideal they should have only kindly criticism from those who be-
lieve, with Hon. Carroll D. Wright of the National Bureau of
Labor, ‘that in the adoption of the philosophy of the religion of
Jesus Christ, as a practical creed for the conduct of business, lies the
surest and speediest solution of those industrial difficulties which
are exciting the minds of men today, and leading many to think that
the crisis of government is at hand.” ” 1®

One serious drawback to the successful operation of the Knights
of Labor appears to have been the lack of a clear-cut policy on ob-
jectives of immediate concern to wage earners. By way of illustra-
tion, take a curious treatise on economics authorized by the Massa-
chusetts State Assembly of the order for the use of the Knights and
circulated publicly. It was prepared by a member who was also the
publisher, Hiram W. K. Eastman, and was called The Science of
Government: A True Assay of the Crude Ore of Political Economy
(1888). In this treatise Eastman supported Carey’s views in de-
nouncing free trade, interest, socialism, and in demanding an ex-
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clusively government currency based on the volume of exchanges.
But at the same time he urged measures which were anathema to
Carey. He called for the nationalization of railroads and the tele-
phone and telegraph. Also, he wanted the enactment of a graded
income tax, with incomes under $500 exempt from taxation since
they were barely sufficient for subsistence. Incomes from $500 to
$1000 should be taxed }4 per cent, and the tax on every additional
$1000 income should rise 1 per cent; all incomes in excess of a 50
per cent tax should be confiscated. This graded income tax would
prevent the growth of inequality and the accumulation of that idle
purchasing power which reduced employment. An active purchas-
ing power could be obtained by higher wages. The resulting sense
of security would cause proportionately increased consumption,
rapidly rising values, and a larger return to the businessman. East-
man finally suggested that employers should join the Knights and
fight “shoulder to shoulder their common foe, the monopolists of
their government’s power, functions, and duties.”

Such wishful thinking was less freely indulged in by 2 new na-
tional labor organization rising to prominence in 1881. The Federa-
tion of Organized Trades and Labor Unions of the United States
and Canada (later the American Federation of Labor) was com-

osed of autonomous skilled craft unions. It proved more effec-
tive than the Knights of Labor, for it clearly emphasized that the
primary interest was in immediate remedies—for wages, hours of
work, and labor conditions—rather than in an ideal future society.
Although the Socialist leaders had in effect talked the same way,
many respectable citizens were more willing to give a sympathetic
ear to the Federation, as one congressman put it, so long as they did
not present a “foreign point of view.” The Federation leaders
capitalized on this sentiment. Samuel Gompers, president of the
organization, declared that the trade unions were neither com-
munistic nor socialistic. Even the majority of the Socialists in the
organization said: * ‘Whatever ideas we may have as to the future
state of society . . . must remain in the background, and we must
subordinate our convictions . . . to the general good that the trades
union movement brings to the laborer.” ” 20

Adolph Strasser, previously a prominent Socialist, demonstrated
that stratagem before the Senate Committee hearings on Labor and
Capital in 1883:
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Strasser: I look first to the trade I represent; . . . to the interests of men
who employ me to represent their interests. . . . We have no ulti-
mate ends. We are going on from day to day. We are fighting
only for immediate objects—objects that can be realized in a few
years.

Senator Wilkinson Call: You want something better to eat and to
wear, and better houses to live in?

Strasser: Yes; we want to dress better and to live better and . . . be-
come better citizens generally.

Chairman Henry W. Blair: I see that you are a little sensitive lest it
should be thought that you are a mere theorizer. I do not look
upon you in that light at all.

Strasser: Well, we say in our constitution [of the International Cigar
Makers’ Union] that we are opposed to theorists, and I have to
represent the organization here. We are all practical men.2

Some of the leaders were quite adept at manipulating traditional
economics. For example, Frank Foster stated: “Even accepting the
doctrine of the orthodox school of political economy, that labor is
... a commodity, . . . the supply of any commodity in the market
is not a fixed quantity, but is, or may be, regulated by combina-
tion,” as in the case of the Standard Oil Company. “We claim . . .
the same right” for labor. At the same time, in order to give a
better theoretical foundation for the demand for an eight-hour day,
the Federation circularized academic economists as to the effect of
such a measure. It also engaged George Gunton, a former labor
leader who was a contributor to the academic journals, to prepare a
pamphlet, The Economic and Social Importance of the Eight-Hour
Movement (1889).22

Gunton pointed out that consumption by the masses was the foun-
dation of the market, and that the “success of the employing class
depended on the extent of the consuming class.” Consequently the
failure of the wage-receiving classes to consume, which enforced
idleness implied, undermined the prosperity of the whole community
and laid the base for recurrent industrial depressions. Failure to rec-
ognize this fact sprang from the popular economic heresy of regard-
ing the laborer as a factor in production and ignoring him as a fac-
tor in consumption. This led to the mistaken policy of absorbing
the greatest possible amount of the laborer’s energy and time in pro-
duction; such an absorption seriously restricted, if it did not destroy,
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his opportunity for developing consumption. Thereby the growth
of consumption had been limited, and that of enforced idleness—the
greatest of all social evils—had been promoted.

The first step to prevent enforced idleness, he argued, should be
toward a reduction of hours. Not only would shorter hours increase
wages by reducing enforced idleness, but it would have a more
permanent effect by creating new wants, and this would raise the
standard of living. Moreover, the reduction of hours would increase
profits rather than reduce them. The capitalist was not concerned
so much with the rate of profit as the aggregate amount of profit.
He wanted not so much a larger proportion as a larger actual amount
of wealth, which could be economically accomplished only by in-
creasing the aggregate consumption. Low wages resulted in small
consumption, limited use of capital, and slow methods of produc-
tion. Even at a high rate of profit this made a large aggregate in-
come impossible.

For example, a shoe manufacturer, in order to live according to
the accepted standard of his class, must charge a profit of ten cents
on each pair of shoes. If by investing a larger amount of capital and
using improved machinery, he could make the shoes at two-thirds
the former cost, and double his sales, he could reduce the price, in-
crease wages, and yet make larger aggregate profits. This, however,
would be possible only when the aggregate demand for shoes was
increased. Thus the larger production consequent upon the increased
consumption by the masses would make all classes actually richer.

Commissioner Carroll D. Wright agreed that the growth of the
labor movemenr, along with the growth of employers’ organizations,
was the solution to depressions and labor problems. To Wright the
increase of productive capacity was greatly in excess of demand.
“This full supply of economic tools to meet the wants of nearly all
branches of commerce and industry,” he said, “is the most important
factor in the present industrial depression.” True, the discovery of
new manufacturing processes would continue and would act as an
ameliorating influence, but it would not provide for as marked an
extension as had occurred during the past fifty years, or afford prof-
itable employment for the vast amount of capital created during that
period. Prices would continue low regardless of costs. The day of
large profits was past. There might be room for further intensive,
but not extensive, development of industry in the present area of
civilization.
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The remedy, Wright felt, was the complete organization of each
industry. Manufacturers said, he pointed out, that if employers in
each industry would combine in an association, the regulation of the
volume of production with demand would be placed on a scientific
foundation, and depressions and labor troubles ended; and working-
men argued that if they could organize on a strong comprehensive
basis, they could so regulate wage rates as to achieve the necessary
uniformity and stability in the hours of labor. Wright thought that
the manufacturers held a correct position, and that the position
held by the workingmen would also be sound if, as some did, they
embodied the amount of production in their views. If complete
organization on each side was achieved, each force would treat
with the other through intelligent representatives, thereby eliminat-
ing the passion, excitement, and other ills occurring when a large
body of individual men endeavor to treat with single proprietors.
With specific disputes treated by. representative bodies, and manu-
facturing reduced to a scientific basis, “so-called overproduction,” in
his view, would be eliminated and employment equalized.

Wright felt that this proved there was no contest between labor-
ers and capitalists as such. The contest was over the proportion of
the profits each side should receive for its respective investment. The
interests of capital and labor, while not identical, were reciprocal,
and the wise comprehension of the reciprocal element couid be fully
achieved only by a complete organization through which each party
would feel itself to be an integral part of the working establishment.
Public sentiment could encourage each side to treat with the other
so that production could be regulated by demand rather than by the
ill-advised eagerness of men to emphasize the worth of their indi-
vidual contribution. In consequence, Wright maintained that one of
the important services rendered by the federal Bureau of Labor was
to supply statistical information to the captains of industry, thus en-
abling them to consider output more scientifically and to eliminate
some of the haphazard methods of production.

Later Wright rephrased his main argument, with modifications,
in terms of underconsumption and contended that industrial educa-
tion was the most effective mode of action; that by increasing the
skill and consumption of the lower classes it would raise their stand-
ard of living and thus their consuming power.?

The unsophisticated underconsumption theory enjoyed some at-
tention in respectable journals, such as the Atlantic Monthly, from
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prominent figures; for example, Uriel H. Crocker. Crocker, a Harvard
graduate, prominent Boston lawyer, assiduous economic journalist,
and son of an outstanding New England railroad magnate, argued
that instead of reducing production to avoid crises, consumption
should be raised. He wrote in 1886 that the recent successful strikes
of the Knights of Labor were working toward this desirable goal—
if the Knights did not go too far—for the rise in wages would bring
increased consumption and the machinery of production and distri-
bution would go into full action, thus providing full employment.
However, “it is much to be feared that excessive demands by the
laboring classes . . . will tend to check enterprise and to frighten
capital, and will thus, by reducing the demand for labor,” bring
about an actual reduction of wages.?

THE CRY OF OVERPRODUCTION

Such views as those of Wright and Crocker were indicative of the
increasing number of able non-academicians who were questioning a
central position of “orthodox” economics; namely, the impossibility
of general overproduction. Furthermore, their analyses went far be-
yond the mere monetary mechanism. These men came from various
professions. There was Frederick William Henshaw (1858-1929),
a graduate of the University of California and later an Associate
Justice of the State Supreme Court, who thus described the course
of general business: “Trade passes from a state of quiescence to one
of activity; there is growing confidence, prosperity, excitement, spec-
ulation, over-production, revulsion, pressure, stagnation, and distress,
ending again (or again beginning) with quiescence.” This was the
problem to be attacked. To Henshaw the causes of recurring crises
were these: Commercial distress came about when the production of
important commodities, requiring vast capital and thousands of labor-
ers, exceeded demand; prices then fell below a point where the dealers
derived a profit. As a result the unfit were eliminated. Unless one
wished to destroy credit, which as a matter of fact could not be
done, there was no way to prevent revulsions. “They are of mental
origin,” he said; “they spring from excessive hopefulness; they are
caused, as it were, by a diseased confidence; and until an all-wise
system of government or education shall render it impossible for
men to be knaves or fools, crises will hold their place in the business
world.”
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While the primary cause of panics was psychological, a secondary
cause, he found, was the conversion of an excessive amount of cir-
culating capital into fixed capital. This constituted an attempt to ex-
pend in fixed capital more than the savings of the community. Added
to this was another difficulty, the too rapid increase of circulating
capital itself. England furnished a good example. In producing fixed
capital, she was practically at a standstill, for she had enough for
many years. In factories, ships, machinery, buildings, her annual
outlay was a fraction of her vast wealth. The various forms of cir-
culating capital were, therefore, of increasing importance for her
prosperity. But with the increment of money and commodities the
difficulty of finding a market for them arose, and resulted in those
secondary and more immediate effects, a tendency toward minimum
profits and the temptation to engage in speculative enterprise.

He concluded with the statement: “The theory has been ad-
vanced that . . . [the] occurrence [of crises] will become increas-
ingly frequent ’till at length business will move under one continuous
crisis; that instead of successive taps, there will be the long roll; in
place of occasional heavy blows, one strong pressure. Time alone
can test this theory, but until a measure can be found to quench
man’s inordinate thirst for gain . . . it is undoubtedly true that crises
will occur.” %

Henshaw’s analysis ran much along established lines, but others
opened new paths. Frederick B. Hawley (1843-1929), for instance,
was much less orthodox. He graduated from Williams College in
1864, and spent the next two years studying law. Then he entered
his grandfather’s lumber business in Albany. In 1876 he became a
cotton broker and merchant in New York. He was a keen student
of classical economics, but from his experience he concluded that the
classical doctrine of the impossibility of general overproduction, or,
as he called it, “over-accumulation,” was erroneous.

Hawley in 1882 presented his position elaborately in Capital and
Population, and for the benefit of the temporary Tariff Commission
he neatly summarized its essential principles in a paper that same
year. He informed the Commission that capital had a persistent tend-
ency to press upon its limits, which were determined by population
and the state of the arts; that is, a community could not continue
accumulating capital beyond the amount that could be profitably
utilized in employing labor. Any permanent addition to capital be-
yond this amount required either an increase in the number of
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laborers, or a diversion of some labor from industries using little to
those using a greater amount of capital, in proportion to the labor
employed. “For,” he said, “if . . . a further addition is made to capi-
tal, i.e., to the funds actively engaged in or reserved for productive
employment, the competition of such capital lowers the rate of
profit.” Consequently industrial activity and employment would be
reduced. Thus any policy which opened new avenues for invest-
ment, by maintaining the rate of profit and the amount of employ-
ment and productive efficiency, allowed such accumulations as the
new investments justified to be saved from the products of labor
which would otherwise not have been employed.?®

Hawley had gone even further in earlier articles. He had argued
that depressions could not permanently be eliminated until the in-
equality of wealth was reduced, as a result of which the powers of
consumption would be increased. For instance, Vanderbilt spent
only about 2 per cent of his annual income; if that income were
distributed among men of average fortunes, about 50 per cent would
be spent. But while the too rapid accumulation of wealth should be
discouraged for the capitalists’ own benefit, he warned, “any rem-
edy which greatly disturbs vested interests or individual freedom
attacks principles more fundamental to progress than the elimination
of the evil of excess of capital,” for individual property and con-
sequently inequality of wealth were essential to civilization. He
declared that second to a tariff scheme the most desirable remedy
would be for the rich to spend lavishly on elegant residences,
museums, parks, etc. The government could erect buildings and
the like to draw away excessive accumulation, but such expendi-
tures, when met by taxes, would reduce the powers of consump-
tion.?”

Hawley’s emphasis on the entrepreneur as the great dynamic
force was particularly stimulating to academic economists. He had
a “risk theory of profit,” in which enterprise or “risk taking” was
ranked with land, labor, and capital as one of the four fundamental
divisions of the productive forces, and profit, its reward, was classed
with rent, wages, and interest as one of the four distinct forms of
income. “Enterprise, or the assumption of risk, was the distinguish-
ing function of the entrepreneur,” and profit was the reward for
services rendered by assuming industrial risks. More specifically,
since industrial risks would not be assumed without the expectation
of a compensation exceeding the actuarial value of the risk, profit
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was the income arising from the chance of the gain being greatet
than the loss, in the risks assumed. Hawley granted that profits
might include monopoly profits, but such monopoly gains, he con-
tended, were also attached to the other incomes from productive
factors and were largely due to the “friction or insufficiency of
competition.” 28

Perhaps Hawley’s most conspicuous service was his criticism of
the kind of statistics with which Edward Atkinson was flooding
the country, proving that labor received practically all the product
of industry. Atkinson did not take Hawley’s criticisms too kindly,
and Hawley declared: “I am not an anarchist, a communist, or even
a socialist, despite Mr. Atkinson’s suspicions. . . . By association, edu-
cation, and sympathy I belong to the capitalist or employing class;
but I do not believe . . . in a policy that misleads. . . . And when a
widely read book . . . appears, which asserts that laborers now re-
ceive 95 per cent of all that is produced, and that the utmost . . . a
more even distribution could effect for the poor man would be to
give him one more glass of beer a day, I believe great harm is being
done. . . . [The masses| are sure to suspect the truth and even the
honesty of such statements, which in the end must breed distrust
and opposition.”

Was Hawley’s alternative much better? “The right appeal,” he
said, “is to show that society is an organism, and that increasing
differentiation is the one condition absolutely essential to its prog-
ress or even to its continued existence. It is to show that the highest
social functions can be adequately performed only by the favorites of
fortune, and then to recognize and enforce such functions, not only as
the special duties but as really the best privileges of the rich.” 2

Along lines developed by Hawley, George Basil Dixwell (1815—
1885) of Boston defended the tariff, and, like Hawley again, his
analysis went beyond the tariff. Dixwell came of a distinguished
New England family and passed most of his active life in China,
where he held prominent commercial and diplomatic positions,
such as consul general for Russia at Hong Kong and chief municipal
officer of the International Concession at Shanghai. After “great
commercial successes and reverses,” Dixwell returned to this coun-
try in 1875 at the age of sixty, “freed from the cares of business
through an ample inherited fortune.”

To the free-trade argument that industry was limited by capital,
Dixwell replied that, on the contrary, the increase of both industry
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and capital was limited by the “field of employment.” The field of
employment, in turn, was limited by effective demand. Take for
example, the shoe industry; men’s desire for shoes was itself limited,
even if these shoes were given away. Interpose difficulty of attain-
ment, the necessity for effort or sacrifice, and fewer would be used.
The demand would be further narrowed if a portion of the com-
munity was unemployed. “Evidently,” he concluded, “only a cer-
tain number of shoes can be profitably made at any cost you choose
to fix upon. Reduce profits ever so low, and still the manufacture
has its limits. Increase now the aggregate means of the community
for the purchasc of shoes, whether by increasing the population or
by increasing the proportion of the population which can find a
sale for its labor, and the demand for shoes will increase, their ex-
changeable value will rise, the profits of the manufacture will aug-
ment,” and consequently more shoes would be made to meet the
changed conditions. The new limits would now be in the produc-
tion, which again would reduce the exchangeable value of shoes
to that point where the profits fell to the rate usual in the com-
munity. The moment profits enabled the manufacturers to add to
their capital a greater annual percentage than that by which the
population increased, they would increase their production faster
than the population; when profits were lower, they would allow
the population to gain upon the production. There was evident to
him a limit, though somewhat flexible, to the field of employment
open to this industry.

This was true, he said, not only of the manufacture of shoes but
of all commodities and services. The normal condition of a progres-
sive community, then, was that skill, dexterity, judgment, and ma-
chinery were constantly diminishing the sacrifice by which men
could procure commodities, and were constantly increasing the
amount of unemployed capital. This capital naturally sought new
commodities and services which might tempt the capitalists to
increase their consumption and thereby keep pace with the in-
creasing capacity for production. Each new commodity, conveni-
ence, and amusement furnished a new market for existing industries
and enlarged the effective demand. The field of employment was
increased, the people were more fully occupied, the gross annual
product was augmented, and the opportunities for utilizing addi-
tional fixed and floating capital were multiplied.®

By far the most popular work along these heterodox lines was
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done by the usually orthodox David A. Wells. His Recent Economic
Changes (1889) was largely a compilation of previous articles deal-
ing with economic disturbances since the panic of 1873. Wells
asserted that while there had been disagreeable accompaniments to
the vast industrial changes, still, on the whole, considerable progress
had been made. In the long run the disturbing features would dis-
appear in accordance with the principles of traditional economics.

At the same time Wells contended that the fall in prices, which
the bimetallists attributed to the demonetization of silver, was in
fact caused by the improved facilities of production, which resulted
in an increased supply in the world markets disproportionate to the
increase in population. He was disturbed by the fact that large-scale
enterprise in competitive society would continue to function even
when prices were not sufficient to cover cost of production and
a fair profit. Thus, for example, though several joint stock com-
panies had made no profit and paid no dividends for years, they
continued operations. “Under such circumstances industrial over-
production—manifesting itself in excessive competition to effect
sales and a reduction in prices below the cost of production—may
become chronic.”

In a somewhat similar analysis the previous decade Wells had
stressed tariff reduction as the remedy; now he concluded that the
solution lay in combination. This was the gist of Wells’ argument,
but running through it were those same doubts as to the value of
the ultimate harmony that he had expressed to his friend Atkinson
while preparing the book. He appealed to Atkinson to help him
out of some serious intellectual difficulties, but not in an “offhand
manner.” The result of technological progress was to economize
on labor with temporary displacement and to increase production
in excess of current demand. In the process of time there would be
adjustment, but he wanted to know how. Take, for example, copper.
The reduction in the price had resulted in a 25 per cent increase
in consumption. This should have increased the number of wage
recipients. Yet actually some of the mines suspended work by reason
of the low prices. “I have got the facts, lots of them like these—but
I don’t come out quite clear in my conclusions.” The point of it all,
he declared, was in the assertion of their mutual friend, Charles
Nordhoff, that it was not enough to show that those things would
ultimately adjust themselves; the problem was “how shall we treat
labor grievances now?” 8!
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Certainly by supporting the doctrine of general overproduction
Wells discarded a cherished axiom of orthodoxy.32 In fact, the
orthodox economists considered this view the one blemish on Wells’
reputation. One eulogist said of Wells: “In his Recent Economic
Changes, one of the most effective books of its kind, he was led
astray by the overproduction fallacy, although that lapse had little
to do with the real value of the volume.” The reviewer for the Na-
tion declared that it would have been improved had Wells used
throughout, “as he does occasionally, the terms ‘disturbance’ in
place of ‘depression,” and ‘cheaper production’ in place of ‘over-
production.” As he shows by manifold proofs, there has been no
depression, but a vast increase of trade in the period of which he
treats, and he recognizes the truth that universal over-production
is an absurd idea. There is some reason to think that the author
himself has been unconsciously affected by this confusion of
terms.” 33

Yet in giving some respectability to the doctrine of general over-
production, Wells helped to turn serious attention to the whole
problem of what in a later era became known as “business cycles.”
These, as Francis A. Walker had earlier commented, had not been
considered a problem of economic theory.

THE OLD RADICAL CURRENTS

These unorthodox theories were fairly widely read but little acted
upon. The general public was still rather apathetic toward theoretic
solutions to its practical needs. It listened to the theories of over-
production and the like, which had an obvious kinship to radical
doctrines, but the more thoroughgoing types of radicalism in their
old forms could scarcely even collect an audience. Judson Grenell
of the Detroit Free Press, a Socialistic Labor Party leader, com-
plained of this to John F. Bray in 1883: “Education is such a slow
process in peaceful times, that I often wish for revolution, when the
mind as well as the pulse quickens and ideas spread with lightning
rapidity. The people are dead. They eat and drink and sleep and
hope for the opportunity to ‘get rich’ all of a sudden. Delusive hope!
If that could only be taken away from them by impressing upon
them the fact that not one in a hundred thousand has such a chance,
why then we could see progress in right ideas.” 3¢

And there were some prominent defections that added to the dis-
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couragement. Grenell’s fellow Socialist and labor leader of Detroit,
Joseph A. Labadie, began to think that the government by impeding
the natural workings of competition was the cause of all economic
evil.

“I have tried,” he wrote, “to look in the direction of govern-
mentalism for the cure of social and industrial ills, but the longer I
look in that direction the more hopeless and gloomy do the pros-
pects get. Competition is to economics what gravitation is to
physics, and anything that tends to interfere with its natural and
legitimate working will ultimately result in evil. What, it seems to
me, is necessary to create harmonious social relations and reach the
highest and most perfect economy in the production and distribu-
tion of wealth, is to gradually remove the barriers that the state has
placed between the producer and the natural means of production.
The state assumes to do too much, and it is a botcher.” 3%

Under such circumstances it is not surprising that the socialists
became opportunistic. In its attempts to keep within the climate of
American opinion, the Socialistic Labor Party found it necessary
to shift its idiom from time to time. Thus in 1884 it proclaimed that
the current industrial competition was resulting in “monstrous
monopolies . . . subversive of all democracy, injurious to the national
interests, and destructive of truth and morality.” Three years later,
however, it declared that this competitive system ‘“‘carries within
itself the germs of a new organization of humanity. . . . By the evo-
lution of this system to its highest pitch, the dispossessed working
masses will at last become opposed to a comparatively few despotic
chiefs of industry, and by reason of the unbearable uncertainty of
existence, the former will find themselves compelled to abolish the
wage system and establish the co-operative society.”

The society advocated by the Socialistic Labor Party would sub-
stitute public ownership for private ownership in the instruments of
production, and with it “co-operative production and a guarantee
of a share in the product in accordance with the service rendered
by the individuals to society.” Governments and lawmaking bodies
must assist the change toward co-operative society by proper legis-
lation, in order to avoid a class conflict. The party stated: “For that
purpose we strive for the acquisition of political power with all
appropriate means.” 3¢

But until that time should come they tried to pursue obtainable,
practical goals. One branch of the Socialistic Labor Party, that of



138 THE ECONOMIC MIND IN AMERICAN CIVILIZATION

Minneapolis, canvassed academic economists in an effort to find a
meeting ground on what constituted sound political economy for
the laborers. A committee, whose actual guiding spirit was W. G. H.
Smart, formerly of Boston, wrote Professor William W. Folwell of
the University of Minnesota in 1888 that it had been “instructed to
examine the national platforms of the political parties now asking
for the votes of the workingmen with a view to discovering the
bearing of each on the interest of said class.” The members of this
committee expressed great surprise that the Republican and the
Democratic Parties, holding as they did diametrically opposing
views on the great economic issues, had not appealed to the econom-
ics professors, whose domain, after all, was to deal authoritatively
with those questions about which the “two great parties are quar-
reling, and in regard to which one of them, at least, must be entirely
in the wrong.”

Folwell, as the “chief official authority in this State on questions
of political economy,” was asked to answer the following questions
briefly and categorically from the standpoint of his science in its
most recent expressions:

1. Is or is not the the so-called “iron law of wages,” as enunciated by
Ricardo and accepted by Marx and other distinguished economists
—namely, “The natural rate of wages is that price which is necessary
to enable the laborers in competition one with another to subsist and
to perpetuate their race without increase or diminution”—the true
law of wages under the present economic system of the civilized
world?

2. If your answer to the above question is in the affirmative, will what
is called the “American system of Protection” prevent the operation
of that law and thus act as the “bulwark of wages” to American
labor?

3. Still supposing your answer to the first question to be in the affirma-
tive, will the operation of what is called the “Mills Bill” for re-
ducing the tariff, or will the abolition of a protective tariff alto-
gether, prevent the operation of said “iron law of wages,” and
permanently benefit the working classes by reducing the cost of
living without proportionately reducing their wages?

4. Are the large combinations of capitalists and corporations known
as “trusts” a logical and therefore proper development of the present
economic system, or are they abnormal excrescences that can and
should be eradicated by legislation?

5. Would “the abolition of the saloon remove burdens, moral, physi-
cal, Pecuniary, and social, which now oppress labor and rob it of its
earnings” (as one political party [Prohibition Party] asserts), while
the other conditions of the working classes remain as they now are?
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Folwell’s reply, apparently not too clear, was “unfavorable to their
hopes and expectations.” 87 From William Graham Sumner, as they
must have expected, they received a “decisive and uncompromising
reply.” These sources proving so unco-operative, they turned to
Folwell for “any other authoritative names here or in Europe” to
whom they should send the questions. “Of course,” they added, “we
would like names of those most likely to favor our views, as a set-
off to those we have already addressed and those free from the bias
arising from sordid national politics.” 38

The discouraging prospect, which led some radicals to seek com-
promise and slow reform, led others to recommend change by force.
A new variety of anarchism, coming from Europe, aroused some
short-lived interest by its doctrine of violent revolution. It insisted
that only force could bring about such requisite fundamental
changes in society as the abolition of property. Its proponents
argued that the dominant capitalist class had used, and would con-
tinue to use, force to maintain itself in power; and force must be
met by force. These anarchists were known as the “anarchists of
the deed,” to distinguish them from the philosophical anarchists.
Their most prominent exponent in America, Johann Most, was a
German who had been expelled from the Marxian Social-Democratic
Party of Germany. He called himself an “anarchistic-communist,”
or better, an adherent to “communistic anarchism.” He declared
that the anarchists were socialists because they wanted radical re-
form, and they were communists because they believed that com-
munity of property was the only basis of such a reform.3®

On May 4, 1886, the Haymarket bomb episode blew open an
economic issue the pressure of which had been rising for years.
The death of several policemen attempting to disperse a peaceful
labor meeting caused fear and hatred to run rampant throughout
the nation. The press was practically hysterical. As a result every
kind of socialism was confused with “anarchism of the deed.” In
Kansas City, Missouri, the central labor union expelled socialist
members and “adopted strong resolutions against socialism and
anarchism,” and a local Knights of Labor Assembly was suspended
for socialistic tendencies.*®

Seven anarchists were sentenced to death for the bombing and
one to life imprisonment. William Dean Howells and a host of other
liberals protested against what is now viewed as judicial murder,
but to little avail. The sentences of two were commuted to life
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imprisonment, and one committed suicide. The only native Ameri-
can of the condemned group, Albert A. Parsons, died pleading,
“O, men of America, let the voice of the people be heard.” Around
the scaffold crowds sang the “Marseillaise.” 4!

Probably the most glowing tribute paid to the condemned men
was that of the American philosophical anarchist Benjamin R.
Tucker just a few days before the execution: “I differ with them
vitally in opinion; I disapprove utterly their methods; I dispute
emphatically their anarchism, but as brothers, as dear comrades,
animated by the same love, and working, in the broad sense, in a
common cause, than which there never was a grander, I give them
both my hands, and my heart in them. Far be it from me to shirk
in the slightest the solidarity that unites us. Were I to do so, for
trivial ends, or from ignoble fears, I should despise myself as a
coward.” %2

So the ecighties drew toward their close with society forced to
reassess or reassert its basic assumptions. The Haymarket Affair was
a climax in deeds of the growing differences radical economists had
been spelling out in words. But it was only the most dramatic, per-
haps because the most destructive, deed of the decade; there were
other acts, constructive in their aim, that had a more lasting effect.
The beginnings of legislation to control monopolies and the rail-
roads, the establishment of the federal Department of Labor, the
passage of legislation for the purchase of silver, and the creation of
governmental machinery to aid the farmer—all indicate that the
turbulent controversies of the time affected practice; that what the
reformers were saying was not just sound and fury, but signified
something. The country was by now alert to economic questions,
and it was willing to take action; perhaps not fast enough for some,
but it was not standing still. The monetary problem remained para-
mount as the key to prosperity and depression in men’s minds. The
legislation passed, the Sherman Silver Purchase Act, was heavily
attacked and open to serious criticism, but at least it meant positive
action, in a situation where even the great majority of active anti-
silverites contended that something needed to be done, but could
not agree among themselves as to the specific remedy.

Perhaps the most significant development of the decade was the
emergence of labor as a new power in the country. Although its
enemies spoke as firmly and loudly as ever, an increasing number
of respectable voices were rising to its defense. The power of
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organized labor should not be exaggerated, however; the movement
was still viewed with suspicion by the dominant groups. As its
words and actions moved more directly toward the concrete ends
of improving wages and working conditions, it gained more
strength within itself and wider public approval.

CHAPTER VI

Popular Radicalism

HE traditional arguments of the socialists and the philo-

sophical anarchists drew a small audience. They seemed to

be losing what effectiveness they had had as critics; now that
their theories were found not to be contagious, they were benignly
tolerated. However, any revolutionary doctrine threatening a deep
or wide infection, such as the Haymarket Affair, which was attrib-
uted to “anarchists of the deed,” was to be treated as a plague.

Yet this same period witnessed the emergence of a widely read
radical literature that appeared to add greatly to the turbulence
of the times. Henry George’s Progress and Poverty and Edward
Bellamy’s Looking Backward were such books, one would suppose,
as might have been criticized out of existence by the powers they
attacked. That they were not is a historical contradiction that re-
quires much explanation. First, the books caught the discontents of
the hour so effectively that nearly all persons with some complaint
against the current system—and these were many—could find aid
and comfort in them. Second, both authors were able in their writ-
ing to convey their deep sincerity and their intense love of humanity
in such a way as to disarm the opposition. They had a broad humani-
tarian social philosophy that transcended their specific proposals
for reconstruction and reform. Third, their writing was in such
a form as to seem once removed from practical, immediate action.
Fourth, their books gave a sense of humane direction to many per-
sons who were made uncomfortable by the cold logic of traditional
economics, without making them feel that inhumane means were
necessary to gain their ends. Last, both writers wrote directly for
the popular mind, by-passing the irritable temper of economic doc-



142 THE ECONOMIC MIND IN AMERICAN CIVILIZATION

trinaires. In this way, perhaps because neither had had much formal
education, George and Bellamy, without hardening their hearts to
temper their minds, were able to awaken professional economists
to their own deficiencies.

HENRY GEORGE

From the viewpoint of economic theory Henry George is the
more important of the two; his influence to the present time has
been subtle and extensive. He was born in Philadelphia of respect-
able parentage! His formal education ended as he approached
fourteen, but was supplemented by attendance at popular lectures
and extensive reading, largely of the type indulged in by able jour-
nalists. He worked as an errand boy and clerk, then went to sea,
and finally became a printer. Hoping to better his fortunes on the
Pacific Coast, he worked his way to California in 1857. He joined
the gold rush to British Columbia in 1859, but arrived too late. So
he spent the next two decades in California, earning a precarious
living in journalism mixed with Democratic Party politics.

George was an ardent free-trader and was deeply impressed with
Wells’ work for tariff and revenue reform, especially with Wells’
report in 1871 as chairman of the New York State Commission on
tax reform. At that time George was beginning to develop his ideas
on the single tax; and he was wrought up over the iniquities of the
California tax system, which, he wrote Wells, was worse than New
York’s. Wells in his report, of which George received advance
sheets, advocated the abolition of the general property tax, which,
he contended, was both inequitable and easily evaded by personal
property. Instead, the state should tax all corporations holding state
franchises which were in the “nature of a monopoly,” e.g., gas
companies; tax all land and buildings; and, as an equivalent for a tax
on personal property, tax every individual an amount equal to three
times the rent or rental value of the home or place of business he
occupied.?

Along with this his humanitarianism led George to study labor
reform. He early protested against the views expressed by Atkin-
son that the eight-hour day was an attempt to substitute a statute
for the steam engine. On the contrary, he wrote Wells in 1871, it
was an attempt to “utilize for the masses some portion of the bene-
fits of the steam engine, and I do not think that large production
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depends so much upon the number of hours of human labor as upon
the intelligence and economy with which that labor is directed.”

All in all, he came to the conclusion that economics and politics
could not be separated. He hoped that it would be possible to make
a square fight on the chief economic questions, especially the tariff,
for their importance far transcended that of current political ques-
tions, important as the latter might be. “I am not certain that the
time has not come for a new political organization, and I am quite
certain that in some way co-operation between the liberal, free-trade
wing of the Republican party and the like wing of the Democratic
Party, should be secured prior to the next election.” A fusion did
take place, but it failed to live up to George’s expectation, and it
quickly fizzled out.

George was not completely at ease in the realms of economic
theory, but his sense of mission carried him on. Despite his keen
recognition that he was on the “outskirts, intellectual as well as
geographical,” he had a high spiritual quality that more than made
up for any intellectual deficiencies. In encouraging Wells to con-
tinue his efforts for tariff and tax reform despite defeats, he wrote:
“Turn light into the caverns of ignorance, and the bats will whirr
about your ears. Offer to lay hands upon vested wrongs, and you
arouse the most bitter, the most unscrupulous assailants. I know the
sickening part of it—how the very men you are doing your best to
serve often turn upon you in their ignorance or worse. . . . Some-
times I feel disheartened when I see how little the people, and
especially the laboring classes, appreciate their true interest, how
easily they are deluded with words and led by demagogues, . . . and
my habitual view of the future of the nation is far less rose-colored
than it once was, but for all that the earnest honest man, who would
do what he can in his day and generation, must go on.?

In 1879 George finished Progress and Poverty, the book which
made him famous. His thought had its origin in two experiences.
On a visit to New York he had been moved by “the shocking con-
trast between monstrous wealth and debasing want.” In California
he had been impressed by the unused land held for speculative pur-
poses. In the latter phenomenon he saw a fundamental cause of the
former, and of depressions. As the subtitle of the book states, it
was “An Inquiry into the Cause of Industrial Depressions and of
Increase of Want with Increase of Wealth.”

Beginning like the traditional economists, George ruled out his-
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torical and statistical investigations as unessential to economics.
Economics as an exact science should trace by infallible logical
analysis the workings of the axiomatic principles of common sense,
“truths of which we are all conscious and upon which in everyday
life we constantly base our reasoning and our actions.” In conse-
quence, George’s theory of value was quite similar to that originally
developed by Carey as the doctrine of the cost of reproduction.
Things had value “in proportion to the amount of exertion which
they will command in exchange,” was his definition in the posthu-
mously published The Science of Political Ecomomy. The great
mass of goods being reproducible, value was in effect fixed by the
efforts of present labor, the cost of reproducing them. This held
for the goods called capital as distinct from land, and the return to
capital, that is, interest, he justified on the basis of a theory similar
to Del Mar’s organic productivity theory.* Interest sprang from the
“power of increase which the reproductive force of nature, and
the, in effect, analogous capacity for exchange, give to capital. . . .
It is not the result of a particular social organization, but of laws of
the universe which underlie society.”

Since, as he pointed out, land was non-reproducible, its value was
fixed solely by demand, as formulated in Ricardo’s law of rent,
which George called a geometric axiom. As George interpreted
this law, it read: “The rent of land is determined by the excess of
its produce over that which the same application can secure from
the least productive land in use.” This would, of course, be the
point where no rent is paid. More significant was George’s alterna-
tive conception of this law: “The ownership of a natural agent of
production will give the power of appropriating so much of the
wealth produced by the exertion of labor and capital upon it as
exceeds the return which the same application of labor and capital
could secure in the least productive occupation in which they freely
engage.” In other words, declared George, “to say that rent will be
the excess in productiveness over the yield at the margin, or lowest
point of cultivation, is the same thing as to say that it will be the
excess of produce over what the same amount of labor and capital
obtains in the least remunerative occupation.” This payment for
rent, therefore, represented no aid to production, but merely the
monopoly power of securing a part of production, from the pro-
ducers, for the right to produce.

Carrying this argument further, he said that the law of rent was
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also the law of interest and wages, for marginal—i.e., no rent—land
fixed wages and interest. Wages were the average produce of
labor at the margin of cultivation, or the point of lowest return.
The relation between wages and interest was determined by the
average power of increase which attached to capital from its use
in “reproductive modes.” Wages and interest would thus vary
inversely with rent. As rent increased, wages and interest would
fall. Laborers and capitalists were really co-partners in misery be-
cause of the workings of the vampire rent.

“What has caused rent to increase?” asked George. The answer
lay in the growth of social forces to which the recipients of rent
contributed nothing but their permission to produce. Population
increase was an important factor, for this increase led to a lower
margin of cultivation, and thus to an increase of rent, but total
production itself was increased through the resulting economies of
production, division of labor, and increasing exchange. This applied
most significantly in the cities, where the huge land values were
but evidence of the progress in wealth as a consequence of increas-
ing population and co-operation.

A second factor leading to an increase of rent, according to
George, was improvement in the industrial arts. By producing more
wealth and increasing the labor supply, these improvements neces-
sitated more land and thus a lower margin. “While the primary
effect of labor-saving improvements is to increase the power of
labor, the secondary effect is to extend cultivation and, where this
lowers the margin of cultivation, to increase rent.”” But the most
important cause for increased rent was, in his eyes, land speculation.
In all progressive countries, he said, the steady increase of rent
created a confident expectation of a further rise. Thus land was
held for a higher price than it would normally bring. Withholding
land from use forced the “margin of cultivation farther than re-
quired by the necessities of production.”

Herein also lay the cause of depressions. This extension of the
margin beyond the normal limit forced labor and capital to cease
wroducing in self-defense, for it meant the reduction of their ac-
customed returns. The slackening of production at any one point
in the closely interwoven economic fabric reflected itself at other
points in a cessation of demand. Hence a depression. This depres-
sion continued until (1) the speculative advance in rents was lost;
(2) the increase in labor efficiency owing to the growth of popula-
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tion or advance in the arts enabled the normal rent line to overtake
the speculative rent lines; (3) labor and capital became reconciled
to producing for smaller returns. “Or, most probably, all three of
these causes would co-operate to produce a new equilibrium, at
which all the forces of production would again engage, and a season
of activity ensue; whereupon rent would begin to advance again,
a speculative advance again take place, production again be checked,
and the same round be gone over.”

Thus the cause of depression and increasing poverty lay in the
fact that, with the increasing productive power of labor and capital,
rent tended to increase even more, thereby forcing down wages
and interest. This being so, for George the real solution could be
arrived at by the State’s appropriating rent. Businessmen would then
be relieved of taxes, and the monopoly of the natural opportunities
of labor would be destroyed.

Since everyone would then have an opportunity to make a com-
fortable living, society would “approach the ideal of Jeffersonian
democracy, the promised land of Herbert Spencer, the abolition
of government. But of government only as a directing and repres-
sive power.” In place of its repressive functions, government would
with ever-increasing revenues from the single tax on land, toward
the progress of society, operate the telegraph and railroads, gas,
heat, and water concerns, universities, and other public activities.
“We would reach the ideal of the socialist but not through govern-
ment repression. Government would become the administration of
a great co-operative society.”

George seems to have been well acquainted with those two
laissez-faire critics of land ownership, John Stuart Mill and Herbert
Spencer.® And he quickly recognized that Edward T. Peters in his
1871 articles was sketching the broad philosophy that was to be
the basis of his own position on the appropriative nature of land
values. But George had certain advantages over others in the field.
He not only offered a simple remedy, but he also wrote with a
brilliance that matched his passionate sincerity. One admirer well
said: “The wonderful poetry with which he succeeded in popular-
izing what before him was with truth called the ‘dismal science,’
will win men’s hearts before their reasoning is even touched, and it
is through the heart that the people is conquered.” Another force-
fully stated: “More than any other man, Mr. George aided in re-
futing the vulgar notion that the reform movement in America
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was an importation from king-cursed, army-ridden foreign nations,
brought in by ignorant ne’er-do-wells and criminals. . . . He injected
into the reform movement an element absolutely essential to its
preservation from sourness and dry rot: the element of moral ear-
nestness and religious feeling.” ¢

William Lloyd Garrison, the son of the great anti-slavery leader,
expressed it well when he explained why he had become a single
taxer: “How can we make men and women sober and self-respecting
who breed together in slums and swarming tenements because nat-
ural opportunity for work is denied them? With land rescued from
speculation and easy of access to everyone who wishes to use
it, who doubts that improved conditions of living would lessen
depraved appetites and brutality? . . . [Single tax] reconciles with
justice, a universe which without it seems irreconcilable and makes
existence sweeter and more hopeful for mankind.” Even some of its
sharpest critics had to admit that Progress and Poverty was a “bril-
liant book, glowing with a noble philanthropy, courage, and self-
devotion.” 7

Ironically, the object of the book—to furnish a cure for depression
—became unimportant, and George eventually stood out primarily
as a social reformer and propounder of an ethical creed. George’s
great contribution was perhaps neither his panacea nor his specific
analysis, but rather his vivid presentation of his belief that the
material progress of society was the outcome of the growth of
socicty, that the greatest gains had come to the possessors of strate-
gic resources, rendered valuable by the progress of society, not by
the contributions of the possessors.

The book had an especially profound effect on the young college
generation. It was in sharp contrast to the dreary textbooks; that
some professors warned students to avoid it mercly whetted their
appetites, and the book was “bootlegged” among them. Abroad, too,
the book turned able young minds to serious consideration of eco-
nomics. Thus the Reverend Philip H. Wicksteed, then a somewhat
heretical British Unitarian minister, and later an outstanding British
economist, wrote George: “I have been for years an occasional
student of Political Economy and long ago I became profoundly
convinced that some great fallacy or fallacies lay at the root of
the science, especially its utter inability to explain not only the
cause but the nature of commercial depressions. I lost no oppor-
tunity of speaking to friends who were well versed in the science



148 THE ECONOMIC MIND IN AMERICAN CIVILIZATION

but could get no kind of satisfaction. [Your book] has given me
the light I vainly sought for myself . . . [and] has made for me ‘a
new heaven & a new earth.”” 8

By and large, the mass of professional economists were disturbed
by the book. After all, as one acute supporter of George put it,
“the discoveries of the economists as to the nature of rent lie at
the base of George’s plan.” The difference between the professional
economist of the day and George was on the question of justice,
and that was, he added, not strictly within their province as econ-
omists.” Nevertheless, George’s emphasis on the ethical basis of any
economic system brought a broader outlook to the study of that
subject. After him, it was difficult, if not impossible, to dismiss
economics without relating it to the structure of the society within
which it operated.

The socialists, who had always maintained this and had therefore
insisted upon changing the framework, naturally welcomed the wide
popularity of George. Marx viewed George’s book as significant
because it was a first if mistaken attempt to loosen the bonds of
orthodox political economy. However, he considered Progress and
Poverty a “last attempt to save the capitalist regime. Of course, this
is not the meaning of the author, but the older disciples of Ricardo
—the radical ones—fancied already that by the public appropriation
of the rent of land everything would be righted.” The single-tax
proposal, in other words, belonged to “bourgeois political economy”
and was in the last analysis a “frank expression of the hate which
the industrial capitalist feels for the landed proprietor who appears
to him as useless and superfluous in the system of bourgeois produc-
tion,” 10

Marx’s avowed followers in the United States, however, originally
included George’s proposal in their popular expositions of Marxian
socialism. Thus the Socialist journalist Laurence Gronlund declared,
in The Co-operative Commonwedlth (1884), “There is no need to
devote more space here to discuss the supreme title of the State to
land since the appearance of Henry George’s book.” The main
socialist criticism of the book, he said, was that it pushed the land
question—in our country a secondary question in importance—so
much into the foreground that the main question was obscured.
Here, where a large majority of the farmers worked their own
property, the attack on all land titles would make a large portion
of the workers to be benefited hostile to all social change.
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Despite these misgivings, Gronlund and other Socialist leaders
persuaded George to run for mayor of New York in 1886, under
the banner of the United Labor Party. The respectable press and
the opposition candidates, by now thoroughly aroused, pictured
George as a robber, nihilist, communist, and bloody anarchist. But
since George was an excellent orator as well as writer, he lost by
only a narrow margin—too narrow a margin for the comfort of
his opponent. The possibility of George’s views capturing the
imagination of the country was such that William Torrey Harris
took time out from his task of promoting the Hegelian philosophy
to denounce George for his woeful ignorance of statistics.!* And
a lawyer, on hearing that Professor Folwell planned publicly to
attack the single-tax movement, wrote him that if it was true that
the single tax would be unconstitutional Folwell should say so in
order to quiet the fears of investors.'2

By this time whatever conservative following George’s free-trade
views had recruited had fallen away. Soon after, he and the Social-
ists parted company, with the Socialists using conservative argu-
ments against him. C. Osborne Ward declared that land taxation
sufficient to provide fully for government needs would lead to
anarchy, if not to violence and bloodshed. The enormous class of
landowners would rise in rebellion. “Better to suffer the old system,
bad as it is,” he said, “until men see their way clear to introduce
the more humane and democratic finality” to replace the “obnoxious
competitive system.” 13

So George’s theories, popular as they were, remained a great
educational influence without a political party to put them into
action.

EDWARD BELLAMY

It would seem fairly obvious that the social climate was not
favorable to radical reform, for a similar fate befell another book
that appeared immediately after the Haymarket episode. This book
used the logic of the “unearned increment” to defend a comprehen-
sive scheme of nationalizing industry. It was Edward Bellamy’s
utopia, Looking Backward, which, like George’s book, became an
integral part of the popular study of economics. George and Bel-
lamy had much in common. Both came of devout parents, both
were journalists, and both wrote well. Bellamy’s formal education
was only a little better than that of George; he was a student for
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a time at Union College. While George grew up in the commercial
centers of Philadelphia and San Francisco, Bellamy developed in
the important manufacturing center of Chicopee Falls, Massachu-
setts.* Yet Bellamy’s book came from different sources and foretold
a different future. George built on Mill and Spencer: Bellamy on
Gronlund and the old French socialist literature.

In contrast to most utopians and reformers, Bellamy did not be-
lieve in fighting monopolies and the machine process. Rather, he
made them the means of achieving the socialist State, or what he
called “Nationalism.” In the era of petty trade and handicraft, he de-
clared, the competitive system may have worked passably well.
Workingmen were constantly becoming employers, since a little
capital or a new idea was all that was needed. But the innumerable
small businesses were inefficient in an age of steam and telegraph
and large-scale enterprise. Consequently they were forced to sur-
render the field to capital. The old handicraft scheme provided a
greater equality of conditions with more dignity and freedom, but
even if it could be restored, it would mean a return to the days of
stagecoaches. The regime of the trust was oppressive, but its ef-
ficiency resulted in an undreamed-of increase in material wealth.
Early in the twentieth century, according to his utopian history, the
evolution was completed by the consolidation of the entire capital
of the nation.

The inhabitants of his utopia found it beyond comprehension that
Bellamy’s contemporaries should leave the means of livelihood to a
class whose interest was to starve the community. Looking back-
ward, they saw that the profits system involved enormous waste. Mis-
taken undertakings resulted in the failure of four out of five enter-
prises. The field of industry was a battlefield, without mercy or
quarter. Rising by the destruction of a competitor was considered
admirable. Each businessman worked solely for his own gain at
the expense of the community. Any increase in the wealth of the
nation was incidental, for it was equally common and feasible to
increase one’s own fortune by injuring the community. A business-
man would combine with those competitors he could not destroy,
to war on the public by cornering the market. The one ambition of
the nineteenth-century producer was to obtain absolute control
over some necessity so that he might keep the community on the
verge of starvation and thus command famine prices.
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Finally, the existence of idle labor and capital were testimony to
the imbecility of the profit system. Capitalists had to throttle one
another to invest their capital, and unemployed and starving work-
men rioted and burned. In the very nature of the system, depression
was chronic. For every year of good times, there were two of bad
times. Yet the dominant economists, after endless discussion had
concluded that crises, like droughts and hurricanes, were inevitable.

In contrast to the existing system of business enterprise, Bellamy
pictured nationalized industry as the triumph of common sense. In
his utopia no leisure class of property existed, and consequently
there was no competitive emulation, no subjection of women, and
no necessity of fashions. There was none of the waste and deception
of duplications and salesmanship, no separation of pecuniary sym-
bols from the underlying industrial realities, no chronic depression
with idle labor and capital. All lived in comparative luxury. No
changes in human nature were required. “The conditions of life
have changed and with them the motives for human action.” Men
were honored for efficient work instead of rewarded for competi-
tive expenditures.

This was possible in utopia because of integrated organization.
The effectiveness of a nation’s working forces under the many-
headed competitive leadership of private capital, he wrote, as com-
pared with the results under a single head, might be likened to the
military efficiency of a mob, or a horde of barbarians with a thou-
sand petty chiefs, as compared with a disciplined army commanded
by one general. With the perfect interworking of every wheel and
every hand, all the processes interlocked so that industries were
adjusted to one another and to the demand.

Bellamy argued that there should be equal distribution of the na-
tional income. He who with the same effort could produce twice
as much as another, should, instead of being rewarded for doing so,
be punished if he does not. As for the theory that every man was
entitled to what he produced, Bellamy, in answering Laveleye’s
criticism, later questioned the natural right of property in any
form. “All that a man produces today more than his cave-dwelling
ancestor, he produces by virtue of the accumulated achievements,
inventions, and improvements of the intervening generations, to-
gether with the social and industrial machinery which is their
legacy. . . . Nine hundred and ninety-nine parts out of the thou-
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sand of every man’s produce are the result of his social inheritance
and environment. The remaining part would probably be a liberal
estimate of what by ‘sacred justice’ could be allotted him as ‘his
product, his entire product, and nothing but his product.’ . . . The
human heritage must, therefore, be construed as an estate in com-
mon, essentially indivisible, to which all human beings are equal
heirs. Hitherto this community and equality of rights have been
disregarded, the heirs being left to scramble and fight for what they
could individually get and keep.” ®

Although this was extremely radical in theory, Bellamy kept it
on that level and never considered himself much of a practicing
reformer. To the eminent literary critic William Dean Howells, one
of his followers, he wrote: “I may seem to out-socialize the social-
ists,” but a2 movement labeled socialism could never succeed in the
United States, since it “smells to the average American of petroleum,
suggests the red flag, and all manner of sexual novelties, and an
abusive tone about God and religion.” ' Moreover, Bellamy did not
believe in confiscation as a method at all, “except in special cases
where obvious abuses may plainly justify it. Of course Nationalism
aims at the ultimate substitution of common ownership of the means
of production for individual ownership, but I see no reason why the
change in tenure may not be effected without special hardship to
any particular class of the people, and without serious derangements
of the regular course of business.” And his disciple Sylvester Baxter,
of the respectable Boston Herald, stated that equal division was
merely the ultimate aim; therefore it could be stated only as an ideal
and was not a “feature of any immediate program.” 17

Bellamy’s book, however, coming close on the heels of the vast
popularity achieved by Progress and Poverty, revived socialism
after the blow dealt it by the Haymarket episode. People who
spurned a book that spoke favorably of socialism turned avidly to a
book that presented somewhat similar ideas under the rubric of
Nationalism. Farmers’ organizations sent the book through the rural
communities. Nationalist clubs sprang up throughout the country.
A large number of newspapers and magazines supporting it were
born, and the Nationalists even entered the political arena as a
separate political party.

The aims of this Nationalist Party, however, were somewhat
vague. It held that the principle of the brotherhood of humanity
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should be the one guiding truth, that the principle of competition
was simply the application of the brutal law of the survival of the
strongest and most cunning and must be replaced by the principle
of association. But in “striving to apply this nobler and wiser prin-
ciple to the complex conditions of modern life, we advocate no
sudden or ill-considered changes; we make no war upon individuals;
we do not censure those who have accumulated immense fortunes
simply by carrying to a logical end the false principle on which
business is now based.” To them the combinations, trusts, and
syndicates demonstrated the practicality of the basic principles of
association.'® Almost all sorts of reformers could join the movement
under these terms. Henry Demarest Lloyd informed the Chicago
Nationalists that an old slave song was being taken up by the work-
ingmen: “We are coming, Father Abraham, nine hundred thousand
strong!” 1® Gronlund became exceedingly enthusiastic over the
scheme and filled many pages of the Nationalist, the first important
organ of the movement, with elaborations. He even ordered the sale
of his own Co-operative Commonwealth stopped, in order to push
that of Looking Backward.>°

Some enthusiasts, stressing those parts of the book that praised the
efficiency of military organization and the appointment of officials
by the retiring functionaries or elders, gave the movement some-
thing of a mystical, authoritarian turn. Burnette G. Haskell, a San
Francisco lawyer and insurance agent, explained that as a believer
in evolution he supported Nationalism. His duty, he said, was to “so
shape my individual life that I shall fit in as one piece of the future
social mechanism if I would survive. . . . Let us sink self in the
State.” The “silver voices of heroic bugles, the sweep of collective
armies with ‘broadening front clearing to the outer file,’ the million
gleaming bayonet points of the marching hosts of heaven above, the
orderly pulse of the unseen atom, the absolute harmony of universal
law,” he declared, “all these teach me that I am myself too little to
be an ‘Anarchist’ and boss of the world; and so, perforce—or no!
by choice—I whisper: ‘not rights, but duties, and behold, I am a
‘Nationalist.” ” 2

Since the objectives of the movement were vague and the mem-
bership was composed of such heterogeneous elements as theoso-
phists, ex-Army officers, and all varieties of socialists, it was perhaps
not surprising that the party soon broke up over the question of
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specific procedures. Socialists soon found that Looking Backaward
was unsocialistic. Gronlund in the preface of his second edition of
the Co-operative Commonwealth (1893) warned that socialism
should not be held responsible for Bellamy’s notion of equal wages,
which was both impracticable and unjust. Bellamy’s influence went
the way of George’s: both became classics of the literature of dis-
sent; though they animated the reform spirit, their practical pro-
.grams were not accepted.

SOCIALISM AFTER BELLAMY AND GEORGE

The eloquence of Bellamy and George had one far-reaching and
significant effect upon socialists. It convinced many of them that
there was a great emotional need felt by the American people that
could be turned toward social and economic reform. At the same
time that Gronlund was denying that Bellamy’s theory was socialist,
he was adopting the spirit of his leadership. While still connected
with the Department of Labor, Gronlund circularized academic
economists to get their support for a new kind of all-embracing so-
cialism, a secret society, the American Socialist Fraternity, which
would be composed of young men. The only qualification for mem-
bership was a disposition to welcome the extension of the function
of government. So disposed, the group would, by the turn of the
century, be an effective force to make use of the “sentiment of ex-
pecting something extraordinary.” 2

According to the circular, Gronlund wished first of all to per-
suade the right kind of people that “socialism, under the auspices of
the intelligence of the country, is providentially destined to be our
future social system (not the socialism which is in the interest only
of the weak and the inefficient, but that which will create glad and
awilling obedience in all-orbeEr—and thus is even more in the interest
of the competent).” These people, then would form the American
Socialist Fraternity, a “private organization of intimate friends,”
who as instruments in the hands of the “Power behind Evolution,”
would realize this socialism. Gronlund stressed secrecy in order that
no one’s influence and usefulness should be jeopardized and lost to
the movement.

In view of the tremendous power in organization, in “unity, espe-
cially when joined to a strong belief that the ‘stars in their courses
are fighting for us’ . . . a thousand such young men, in the different
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centers of our country, can, by a persistent pull, IN CONCERT in the
course of, say, 21 years, convert our people.”

Another socialist movement, Christian Socialism,? was seeking to
found socialism on an even deeper emotional base. Its outstanding
promoter, the Reverend William D. P. Bliss (1856-1926) of Boston,
and perhaps its most radical voice, declared at the close of the
period that he was a Christian Socialist because “I was made a Chris-
tian by Karl Marx, and a Socialist by Jesus Christ.” 2* If the religious-
minded people of the country could be so captured, the social
effects might well be revolutionary.

While a Congregational minister in 1885, Bliss became interested
in socialism, in good part through reading Henry George. The fol-
lowing year he changed to the Episcopalian ministry, became a
prominent member of the Knights of Labor, and began a long
carcer of promoting organizations and journals for social reform.
He published handbooks and delivered many lectures on the sub-
ject. Originally he tried to convince the workingmen in Massachu-
setts that they could achieve their ends only by political action as
an independent party rather than by strikes, for political action
would be more effective, permanent, and cheap. The reign of the
strike was over, he asserted, and the democracy of politics for
workingmen had begun.

True, he admitted, when the workers voted an independent labor
ticket the capitalistic papers attributed their action to the cunning
influence of one or two leading cranks or demagogues and de-
nounced the movement as communism and anarchy. “The only red
flags flying over this movement,” he said in refutation, “are . . . the
little red schoolhouses scattered over our hills and the red brick
walls of the school buildings in our towns. The spelling book, not
Karl Marx, is the real instigator of the movement.” What handi-
capped the movement was the lack of means to put its knowledge
into effect. Unfortunately, he observed, labor in Massachusetts did
not have an independent labor ticket, but voted instead with that
party which promised most for labor.2

After this political movement petered out, Bliss helped to or-
ganize in Boston the first Bellamy Nationalist Club of the country,
and in the same year, 1889, with Bellamy’s blessings, he organized
the Society of Christian Socialists. The ideal of his Christian Social-
ism was a divine democratic brotherhood of mankind, and as means
toward that end his group would aid through peaceful political
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action everything that looked in this direction—co-operation, profit-
sharing, the eight-hour day, trade unionism, arbitration, the de-
velopment of municipal socialism.

The Christian Socialists favored, first of all, he said, municipaliza-
tion of light, heating, and transit companies, the nationalization of
the telegraph and railroads, and the establishment of postal savings
banks. More specifically, government control over public utilities
should be extended preparatory to gradual municipalization and na-
tionalization. The school age should be raised and child labor abol-
ished. Taxation should be shifted from personal estates to real estate,
with all land values taxed on a graduated principle. Also, a wise and
carefully adjusted inheritance tax should be imposed to reduce the
glaring inequalities of wealth.

Although he could not get the main group of Christian Socialists
to follow him, Bliss proposed as the most immediate necessary re-
form that the State was in duty bound to supply work to the un-
employed. This reform, he emphasized, touched the essence of the
problem vastly more than the municipalization of gas or the na-
tionalization of railroads. Such issues were of little importance to
the very poor, who used no gas and rarely, if ever, patronized the
railroads. But employment for the unemployed would help every
poor man from Maine to California. This was all the unemployed
asked, only a chance to work. Bliss suggested that state and local
governments use the unemployed of that period to build houses
which would be sold to artisans at cost. Later Bliss advocated state
employment in necessary public works for one year at trade-union
rates for trade-union hours. For the cities, such projects could be
improvements for the most crowded quarters—baths, parks, model
dwellings, and so on—and for the country, the building of good
roads and the provision of cheap irrigation.?® Bliss agreed with
skeptics in his own party who felt that under current political
leadership such a public works program would fail, as it had in the
Paris of 1848, but he felt it was worth a try.

At the same time Bliss pushed the movement for the Australian,
or secret, ballot. Once the pcople could exercise fully their political
rights, then economic reform could be expected to follow quickly,
he wrote. And on the burning question of money, he demanded that
sufficient currency be issued, without the intervention of banks, to
conduct business on a cash basis. The correct tactics for pushing
these practical reforms, he felt, were not sermons in churches but a
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series of inexpensive tracts presenting both sides of the current so-
cial issues. The topics to be presented in successive months were:

Is profit sharing advantageous?
Should cities and towns municipalize the supply of water, gas, elec-
tricity, and coal?
Should we nationalize our railroads?
Should we increase the taxation on land values?
What is an honest dollar? [the gold dollar, the gold and silver dollar,
the paper dollar]
Should we abolish the present national bank system?
Should \lxlfg: have a customs duty for revenue or protection? Or no duty
at all:
&tht>shall we do with the saloon—license it, or prohibit or nationalize
it?
Are strikes justifiable?
Whar party should Christians vote for? [or as an alternative] Should
we adopt the eight-hour day?
Should women vote? 27
In the nineties Bliss started a new organ, The American Fabian.
Its aim was to unite all social reformers and lead the way to a con-
ception of socialism sufficiently broad to include everything of
value regardless of its source.?® As its title suggests, it was to be the
organ of the American counterpart of the British Fabian Society.
Its program was broad enough to recruit the aid of such men as
Gronlund. Fabian socialism, said Bliss, did not differ from any other
socialism in its aims. In its economic analysis it would follow Jevons’
theory of value rather than that of Marx. In propaganda, it would
usually follow a progressive policy of advancing its principles
through any party where an opening might be found. The two
movements could almost be considered one. In his account Bliss
proudly stated that the English society “took its impetus from an
interest in social problems occasioned by the lectures of Henry
George in England, and the reading of Progress and Poverty,” and
that its founders were brought together by Professor Thomas
Davidson of New York.?®
This last assertion deserves some comment, for the career of
Davidson, although somewhat irrelevant, illustrated a basic difficulty
of socialist and reform organizations. Davidson, a Scotsman by
birth and education, was aptly described as a “wandering scholar.”
He originally attacked “orthodox” political economy as materialis-
tic, supported George’s opposition to the private ownership of land,
and even expressed a strong interest in Bellamy’s Nationalist move-
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ment. But by the nineties Davidson had ceased to be any kind of a
socialist or single taxer. “I soon found out the limitations of social-
ism,” he declared. “Nations have been great . . . in proportion as
they have developed individualism on a basis of private property.
. . . The way out of our difficulties is not through any increase of
state functions, but through a slow growth of the moral sense, and
the social spirit.” 0

No such change of heart affected Bliss. He remained active in
spreading Christian Socialism. Under his guidance, at Buffalo in
1899, the National Social and Political Conference—described as the
“Conference of Unrest”—was held. This led to Bliss’s last general
reform organization—the Social Reform Union, with Bliss as presi-
dent and Howells and Gronlund among the vice-presidents. A host
of reformers, including several state governors, were listed among
its supporters. Again, it was to provide a common ground for all
varieties of reformers. As Bliss put it, it was composed of “social-
ists and individualists, single taxers and prohibitionists, men and
women of all parties and of every school of thought.”

Its objectives were:

1. Direct legislation [initiative and referendum] and proportional
representation.

2. Public ownership of public utilities.

3. Taxation of land values and (for the time at least) of franchises,
inheritances, and incomes.

4. Money (gold, silver, or paper) issued by government only and in
quantity sufficient to maintain a normal average of prices.

5. Anti-militarism.8!

To enlighten and educate the electorate, and thus promote the
ultimate acceptance of this program, the Union established a “Col-
lege of Social Science,” in the nature of a correspondence school.
Its faculty was composed of exiles from academic halls and possessed
much ability. But, like all the other short-lived political movements
sponsored by Bliss, the main contribution was to keep alive the spirit
of Christian Socialism.

Bliss himself now turned toward economic movements, where as
usual he took an advanced position. In 1906 he promoted in New
York City the Garden City Movement, which had gotten under
way in England. This was a movement to establish in rural areas
planned industrial communities, which would combine the advan-
tages of both city and country. Model factories would be con-
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structed; and workers and other residents would occupy inexpen-
sive, comfortable homes, each with a garden, and the entire area
would be surrounded, if possible, by a belt of agriculture. A large
tract would be bought at the beginning so that, even if operations
began on a small scale, the whole tract could be developed in a care-
fully thought out and harmonious manner. At the same time, since
the land would be bought at the low value of unimproved land,
the large unearned increment arising from the devclopment and
growth of population would go to the community and not to pri-
vate speculators and investors. To achieve these objectives the land
would be bought by a company acting as trustee for the group
with profits limited to 5 per cent. All profits from the sale or lease
of land would be spent in improving the cstate, constructing public
buildings, and accumulating a sinking fund to pay off the original
investment, and then the citizens would finally own the city and
control their own lives.

This movement, too, was short-lived, but developments of suc-
ceeding decades have again revealed Bliss’s pioneering insight, or at
least his ability to grasp pioneering ideas. In the realm of thought he
had a lasting value. Not least among his contributions was his widcly
used The Encylopedia of Social Reform (1897), which in 1908 was
revised as The New Encyclopedia of Social Reform. It was in gen-
eral character an encyclopedia of the social sciences, the first of its
kind in the United States, and Bliss overlooked very few liberal
spirits as contributors.

In small schemes of practical amelioration the sweeping gen-
eralizations of Bellamy and George, and the enthusiastic reform
movements born from them, came to some sort of terms with their
age. But it should be remembered that the influence of these two
men, although to a certain extent unseen, was real and pervasive.
Perhaps Progress and Poverty contributed more than any other
single work to the growth of interest in economics. Men of quite
different social views drew inspiration from it, some moving on to
moderate socialism, others adapting their professional economic
thought to meet the vital issues George had raised. These same
influences were enhanced by Looking Backward. And both books
contributed to the reformist fervor of men of good will, whom the
Christian Socialist movement and its leader, Bliss, well represented.
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CHAPTER VII

The Liberalism of the New Generation of Economists

eighties there was a substantial body consciously intent

upon liberalizing economics. Controversy abroad over the
value of the European historical method had been renewed, and in
disputing this issue these men reached a common point of view. The
“movement” toward broadening the area of economics was not
highly organized, but its force and consistency could be clearly
seen. The supporters of the historical school in America were con-
tinuing the protest against extreme individualism. The traditions and
scope of this school allowed for considerations of pressing social
problems—especially the ever-present labor issue, which the “ortho-
dox” were inclined to dismiss as the “so-called” labor problem. To
many economists this willingness to face all the facts seemed basic,
and on this basis they tended to band together. The members of the
“new school” differed among themselves on both theoretical and
practical grounds, but they agreed that the old economics could not
supply sound prmcxples of conduct for the community in general,

or adequate training for prospective businessmen and government
officials.

S'MONG the younger economists who were at work in the

EDMUND JANES JAMES

The first important figure in the movement was E. J. James
(1855-1925).1 He was born and reared in Illinois and studied under
Johannes Conrad at Halle, where he received his doctor’s degree in
1877, with a dissertation on the tariff. He returned to the United
States and taught for a number of years in the lower schools in Il-
linois. James came to public attention through his leading articles
in the popular three-volume Cyclopedia of Political Science, Politi-
cal Economy and of the Political History of the United States, edited
by John J. Lalor. In 1883 he was appointed professor of public
finance and administration at the Wharton School of Finance and
Economy (now the Wharton School of Finance and Commerce) of
the University of Pennsylvania; three years later he became its di-
rector.



THE LIBERALISM OF THE NEW GENERATION OF ECONOMISTS 161

James’ support of bimetallism reflected the sentiments of a sub-
stantial part of the business community, especially in Pennsylvania,
but his defense of labor unions, which was rather striking, indi-
cated he was concerned with more than business issues. By our sys-
tem of education, by the policy of our newspapers, and by example,
he declared, we had inspired the laborer “with a desire to share
more largely in the material benefits of an advancing civilization,
without, however, securing to him a corresponding possibility of
doing so under the action of our industrial system.” The laborer’s
wants outran his means of gratifying them, and as he awakened to the
misery everywhere, he saw luxury flaunting itself in his face. James
even suggested in 1888 that the answer to communism and violent
anarchism was to better the condition of the workingmen. He
warned that all the Johann Mosts in the world could make no im-
pression on the American workingman if conditions made him con-
tented with his lot. But if conditions perpetuated discontent and
bitterness, then socialism and anarchism would spring up naturally,
like indigenous plants, even if the laborer had never heard of the
socialists and anarchists. In his view the ruthless wealthy were ac-
tually the propagators of anarchism because they produced the dis-
content. Newspapers were equally at fault for they never failed “to
utter words of contempt for every effort of the workingmen to bet-
ter their condition, while passing over with the merest mention the
flagrant outrages perpetrated on society by the wealthy and lucky
scoundrel.” These were much more to be feared than Most’s Frei-
heit; for, “on the one hand they stir up the hatred of the laborer by
their bitter words, on the other [they further] the very things
which tend to make his condition more intolerable.” 2

James did not carry these thoughts very far or champion them
vigorously for very long. He devoted most of his subsequent career
to advancing commercial education and extension teaching, and to
serving successively as president of Northwestern University and
of the University of Illinois.

RICHARD T. ELY: CHRISTIAN SOCIALIST

More continuously active in the “new school” movement was
Richard T. Ely (1854-1943).% Ely, born and raised in a New Eng-
land Congregational settlement in upstate New York, had to work
for his education. He was graduated from Columbia College in
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1876, and was awarded a three-year fellowship to study philosophy
in Germany. But he soon found that his training in the relatively
naive Scottish Common Sense philosophy offered inadequate prepa-
ration for understanding the subtleties of the idealist philosophies of
Kant and Hegel, and he turned to the social sciences, majoring in
economics. He studied under such leaders of the old historical
school as Karl Knies at the University of Heidelberg.

Upon his return to the United States in 1880, with no academic
position in view, he began writing on a varicty of practical topics
for a number of popular organs, ranging from the New York
Tribune to the Bankers’ Magazine. In 1881 he became the sole
teacher of economics at Johns Hopkins University, with the rank
of assistant in political economy. Besides teaching, he held office as
a state tax commissioner, and he continued to publish a steady
stream of pamphlets and newspaper and magazine articles calling for
reforms in the social order. In 1884 he issued his polemic against
“orthodox” economics in “The Past and the Present of Political
Economy.” * Even beyond these many activities he had ambitious
plans; he wished to promote the writing of a history of American
economic thought and to sponsor learned associations.

Like James, Ely denounced the “old school” political economy as
deductive and mathematical rather than inductive and historical. He
stressed the need to abandon extreme laissez faire and to humanize
economics. Fundamentally Ely was a Christian Socialist; in fact
most of the American Christian Socialists used his works as their
guide. He warned the churches that they must regain the trust of
the laboring mass by defending its just claims if a bloody class con-
flict was to be avoided. “The Christian Church,” he said, “can do
far more than political economists towards a reconciliation of social
classes.” He even urged ministers to join the Knights of Labor.®
Like the original Christian Socialists of England, he advocated
voluntary producers’ and credit co-operatives as well as consumers’
co-operatives. He felt that the State could do considerable good
through factory legislation and regulation of public utilities.

Ely was skeptical of ameliorative experiments by employers. The
much-lauded company town of Pullman, Illinois, he branded “un-
American” because of its company spies, its strict control of the
entire life of the employees, and its principle that all ameliorative
devices, whether amusements or churches, must yield a return on
the investment. And he opposed company-sponsored schemes of in-
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surance, for they increased the power of the employers over the
employees. The worst union practices, he felt, were not very dif-
ferent from those of business, and strikes could be avoided if em-
ployers were less arrogant. He was in many ways quite radical; he
even praised Marx’s Das Kapital as one of the “ablest politico-
economic treatises ever written. . . . It is difficult reading, not
because it is poorly written, but because it is deep.” ¢ But socialism
and anarchism he deplored as atheistic, materialistic, and bloody.

Ely used such strong language in pleading for reform that he
often found himself accused of being a socialist. His colleague,
Simon Newcomb, in an unsigned review of Ely’s The Labor Move-
ment in America, described the book as the “ravings of an anarchist
or the dream of a socialist,” and added, “Dr. Ely seems . . . to be
seriously out of place in a university chair.” 7 Nicholas Murray
Butler, then a tutor on the Faculty of Political Science of Columbia
University, implied in another review that the book favored the
abolition of private property, that is, the “socialistic programme.”
Ely replied that while he would not accuse the reviewer of malev-
olence, he was guilty of “culpable negligence” and was grossly
careless. “The truth is, I point out many causes for the evils of
present society as intemperance, imperfect ethical development of
man, . . . unchastity, ignorance of the simplest law of political
economy, extravagance, and in fact the wickedness of human na-
ture.” 8

Wherever he turned, Ely seemed to step on somebody’s toes. His
friend President Andrew D. White of Cornell warned him that he
must avoid the appearance of building up the German bureaucracy
as the ideal toward which we should work, for, White said, this
would “alarm even many of your best allies.” ® Perhaps because of
this free-hitting style, his prolific writings and his lectures did much
to create an interest in liberal economics. The Indianapolis News
declared: “Few scholars are as fortunate as he in having the con-
fidence of the laboring classes and their recognized leaders, and he
is equally as fortunate in having many intimate friends and relatives
connected with great corporations. He has the respect of prominent
businessmen, as evidenced by the invitations he receives to address
their organizations.” ** And his “ability to recognize and stimulate
the possibilities of younger men” gained him an influential follow-
ing.11

Of particular influence was Ely’s textbook, An Introduction to
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Political Economy (1889). The book was rather vague on concrete
proposals for reform, but in comparison with the “orthodox” trea-
tises of the day it was strikingly liberal. It contained a crude version
of the marginal utility doctrine and the Ricardian doctrine of rent,
but its significant feature was the attention it called to a variety of
evils in the existing order.!? Having a salc of more than thirty thou-
sand copies in the course of a decade, it exercised a considerable
influence on the thought of Americans.

HENRY CARTER ADAMS: THE PHILOSOPHER OF ECONOMIC LIBERALISM

Henry C. Adams (1851-1921) was another member of this
younger group destined to be a most fertile thinker and writer.!3
He was the son of a Congregational missionary in the West, and
after graduating from Iowa College (now Grinnell) in 1874, he
began studying for the ministry at his father’s old school, Andover
Theological Seminary. But he soon lost all desire to become a minis-
ter and turned to journalism. This, too, he found unsatisfying. For-
tunately Johns Hopkins had opened, and Adams obtained a fellow-
ship, by which he was enabled to hear Francis A. Walker’s lectures.

After receiving his doctor’s degree in 1878, Adams was at loose
ends. He obtained funds for a year’s study in Europe, and on his
return President White gave him a part-time position at Cornell.
To make ends meet, and in accordance with White’s suggestion that
he take his time in obtaining a permanent post, Adams also taught
part of the year at Johns Hopkins, and then a one-semester course
in economics, in 1880, at the University of Michigan. By 1882 he
was regularly dividing his time between Cornell and Michigan.

Adams was among the first to present Jevons’ theory of value, in
his Outline of Lectures upon Political Economy (1881), but at the
same time, doubting that the existing competitive system could
achieve the competitive ideal, he showed strong leanings toward the
“historical method.” According to Adams, this method did not con-
sist, as many thought, in an appeal to history for the support of
assumed premises; rather, its test was the judicial spirit with which
one entered upon the task of analysis. He thought that political
economy might be studied historically “(1) to learn more thor-
oughly the true nature of man . .. ; (2) to learn to study the present
in a purely objective manner; and (3) to guard against the accept-
ance of inadequate reforms.”
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Adams believed that Jevons’ theory of utility rightly determined
the productive nature of exchange. The theory, he wrote, conceived
of utility not as an intrinsic quality of things, but as an attendant
quality which gave to commodities the power to prevent pain or
increase pleasure. Economic quantities in this theory were not
viewed as economically homogeneous but as quantities composed
of successive increments, a distinction which led to the law of vary-
ing utility. He stated it thus: “As the quantity of any commodity
decreases, the intensity of the utility—any part of that which re-
mains—increases, until at last the utility of the commodity becomes
indispensable, that is, the utility becomes infinite.”

From this he obtained a formula for determining value. By com-
paring the visible supply of a given commodity with the fairly
well-defined demand for it at a given time, “we shall discover the
final degree of utility which it bears, viz., the utility of the last in-
crement which is always the portion about to be sold.” Similarly,
“the utility of all commodities is unconsciously estimated and . . .
a basis is secured for determining the ratio of exchange between
them”; that is value. The law of value, then, is that “commodities
placed upon a market for sale will tend to exchange in a ratio in-
versely to their degree of final utility.”

According to this theory, therefore, both individuals in an ex-
change gained, because each parted with a commodity of which the
utility was less intense, for one of which the utility was more in-
tense. In the case of goods already produced, exchange would cease
to be productive when the degree of utility for a