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Preface

In the past twenty-five years. research in
American economic history, the “‘Cliometric
Revolution,” has caused considerable
modifications in our view of the national
past. A key reason for writing this book is to
take those contributions into account in a
general treatment. But I did not want to
“throw the baby out with the bath water™;
large parts of our economic biography remain
relatively untouched by cliometric revisions.
The new research findings have been
integrated into the total picture of change
and development. The ideal, as Douglass C.
North writes, is to “‘explain the structure and
performance of economies through time.”
To do so, I have included a wide range of
relevant information, including legal and
other institutional elements.

Another motivation for undertaking the
writing of this text is our modern set of
problems. A textbook of American economic
history should take us from our earliest
beginnings to the present. In rare cases, such
as the early Norse settlement on this
continent, the episode is a dead end. But for
the most part, our present is explained by
our past. The story of U.S. economic
achievement in per capita income,
technological leadership, and dynamic
entrepreneurship—a thriving free-market
economy, together with a generous welfare
state securely anchored in a growing
economy—is the picture presented in
textbooks leading up to, say, 1960. However,
it is now the 1980s, and the situation at the
present end-state is not as it was. If the roots
of the changed economy of the 1980s lie
before 1960, we must find those roots and
explore them.

1. Douglass C. North, Structure and Change in
Economic History (New York: Norton, 1981), p. 3.



It is most unlikely, after all. that an entire
society could produce one resulit and then
turn in its tracks and, using the same
institutional technology, produce an entirely
different outcome. The troubles of the early
1980s are as much the product of our past as
was the seeming triumph of 1960. So, this
enterprise involves a very considerable
reappraisal of the entire American past. I do
not wish to claim too much. The perspective
of our history from the inflationary
stagnation of the late 1970s and early 1980s is
different than it was when an earlier
generation of economic historians chronicled
our victorious march through the troubles of
the 1930s to the apex of American world
prestige at the end of Eisenhower’s
presidency. The twentieth century is now
more than eight decades old and,
accordingly, I have devoted more space to
the discussion of this portion of our past than
have my predecessors.

In addition to integrating entirely new
research findings into the story of our
economic past, I have shifted the focus
slightly to include a more extensive treatment
of the law and institutional development than
has been the case in more recent textbooks.
And, since cliometrics has produced massive
and fascinating revisions of our economic
history, 1 have endeavored to include the
major conclusions, while not emphasizing the
background economic analysis. In doing this,
I have tried to make cliometric findings
accessible to students and to instructors who
are not specialists in economics. While this
may seem to slight some of the powerful and
elegant work of the cliometricians, I can trust
them to reintroduce the cliometric fireworks
in their own classrooms, and, meanwhile,
everyone else can know, in summary, what
the cliometricians have achieved by way of
historical revision.

ORGANIZATION OF
THE TEXT

The history of America’s economy, presented
here in mainly chronological order, has been
divided into five major sections: the Colonial
period (1607-1780); the National period
(1781-1861); the Civil War and post-Civil
War period (1861-1914): World War 1 to
World War II (191445); and the post-World
War II era (1945-82). Each of the sections
begins with a short ““Main Currents™ essay in
which I introduce relevant political and social
themes to give students some background in
the time period that is to follow.

I have included four Special Topics
chapters, one at the end of each of the first
four sections of the book. in order to deal in
greater depth with certain subjects that are of
perhaps limited interest—either because the
material is more, or entirely. theoretical and
speculative as compared to that of the more
“traditional” chapters or because the topics
are still unsettled and being debated in the
professional literature. I felt that this material
should not “crowd out™ other parts of the
narrative in the main text, Some instructors
will prefer to linger over these chapters;
others will not. It is my hope that the Special
Topics chapters will be of particular interest
to the more diligent student.

Although the text is structured
chronologically, there is necessarily some
overlap. For example, the second agricultural
chapter, Chapter 15, contains a discussion
that terminates just about at the outbreak of
World War 1. However, I have included at
the end of that chapter a brief account of the
giant water conservation projects we have
undertaken in this country. These projects
began in the nineteenth century as part of
the primary occupation of the land for
agricultural development. but in the fullness



of time, have produced “habitat” for great
cities and large urban populations in the high
plains and the Southwest and Northwest.
They are mainly twentieth-century
achievements, but in historical perspective,
they are immediate outcomes of the initial
occupation of the land. To preserve the
continuity, | have allowed the discussion to
run ahead of the straight chronological
sequence.

BENEFITS FOR THE
STUDENTS

An additional point might be made here
about the strong emphasis on chronological
order in this text as compared to many. It is
not a rigid framework, as 1 have just
explained, but it does dominate the book’s
organization. In the past decade of teaching
American economic history, 1 have become
increasingly aware of the need to
reemphasize chronology since many students
have only sketchy memories of their
high-school American history classes. The
chronological approach gives students a sense
of the evolution of events, of how the
economic and historical changes have been
intertwined throughout the more than three
and a half centuries of America’s
development. I have included the “time line”
that appears on the front inside cover of the
book as a visual reference for students, to get
them thinking in terms of the sequence in

which these changes occurred.

Important economic terms have been
emphasized in the text in boldface type and
are defined as they are introduced to help the
student with a limited economics background
grasp more readily their significance in the
discussion. A selection of these terms is also
provided as a glossary at the end of the text.
Students may wish to scan this glossary
before beginning to read the text and again,
as need dictates, when the terms reappear in
later chapters. I have also compiled lists of
Suggested Readings. both articles and entire
books, which appear at the end of the
chapters. These readings are closely tied to
the topics discussed in the chapter and can be
assigned as additional readings for class
discussions. They also offer the student
whose curiosity is piqued the opportunity to
pursue a particular issue in the original
sources and at a length that I do not have the
luxury of affording within the text.

Our economic history is our *‘clinical
experience” in the effort by theorists and
policymakers to continue the work of
improving the national economic
performance and the welfare of Americans.
The experience of the past is a vital part of
our knowledge of the economy—how it
works and how its functioning can usefully be
improved as new problems arise. As someone
once said, “You can’t know where you're
going until you know what road you’re on.”

J.R.T.H.
Evanston, lilinois
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Introduction

The subject matter of American economic
history is the growth and development of a
giant economy from very small.
inconsequential beginnings. In quantitative
measurements, that economic history is
largely a “success story.” It is an economy
that provides its present population with one
of the highest living standards known in
history.

It is also an economy with problems. But
all economies this side of utopia have
problems; ours are mainly the ones we have
created for ourselves, very largely as a result
of solving earlier problems. For example, our
growing population needed an industrialized
economy with its huge payoff of
manufactured goods. To solve that problem,
we built our giant infrastructure of basic
metals, chemicals, and energy distribution
systems. The resulting standard of life, with
its proliferation of employments and
consumer options, also produced, as an
unwanted side effect, pollution of the air,
water, and, in some locations. the earth
itself.

The internal-combustion engine—in cars,
trucks, and tractors—was a solution to the
desire for more flexible and dependable
power sources for transportation and other
work needs. Better highways served the
resulting needs for stable surfaces on which
to move cars and trucks. More efficient farm
machinery was developed to better utilize the
mobile power source in the farm tractor, and
some self-propelled equipment appeared.
Better roads stimulated suburban living.
Convenient neighborhood shopping malis
eliminated the need to drive to urban centers
for family provisioning. All these changes
stimulated demand for more cars and trucks.
Coal-fired boilers were replaced by gas- and
oil-fired burners to improve the quality of
urban air. Such increased demand for



petroleum helped oil producers limit output
and raise oil prices. Now we struggle to find
solutions to those problems. American
economic history provides a continuous
record of such problem-solving.
problem-producing solutions to the challenges
of economic development. It is a study of the
down-to-earth processes that lie beneath our
larger cultural and political life.

Some who study economic history’s gentle
art complain of its pedestrian flavor, of its
tendency toward dullness compared to other
kinds of history. Now, admittedly, there is a
certain scarcity of the sublime in economic
history. Its great figures, like Josiah
Wedgwood and Henry Ford, lack the
dramatic flavor. Those who have labored in
Mammon’s vineyard inspire only small
admiration in us compared, say, to the
adoration given military heroes like Napoleon
or to political figures like FDR. The subject
matter of economic history, individuals apart,
includes mainly topics like historical
demography, technological change,
institutional development—pale stuff
compared to the movements of armies, the
fall of empires, the rhetoric of political
campaigns, or the romance of great love
affairs. Moreover, the connecting logic of
economic history is economic analysis, which
can seem like dry stuff.

A tree, standing alone upon a windswept
ridge, may inspire the poet to supreme flights
of creative genius. To a biologist, though,
that same tree invokes a more lowly muse.
Yet, the biologist’s knowledge is perhaps
more important than the poet’s if what we
desire is an understanding of forest ecology.
So it is with economic history, our plain
subject. Its relatively everyday facts tell us
why economies flourish, why they stagnate,
why they die. So, if a flourishing economy is
the object of public policy, that economy’s
history is of vital importance. Where we will
go depends a great deal upon what road we
have taken in the past.
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The existing economy, after all, is an
artifact. It is the debris of the past. The
distribution of incomes, the location of
industry, the dispersion of cities, the
networks of transport and communications,
the age structure and ethnic composition of
population, the balance of private and
collective economic interest—all these things
and more are, as they stand in our time, the
consequences of decisions made in the past.
The vast majority of those decisions were
made by populations now long dead. If we
want to preserve our present, or even to
change the course of our future economic
affairs intelligently, it is best that we
understand why the present relationships
came into existence. These relationships are
the survivors of history’s grinding mill; they
were not easily achieved and probably should
not be altered without a thorough
understanding of why they exist in their
present forms. Such knowledge is the meat of
economic history, and its importance can
scarcely be overvalued. We have an
economic past, and a long one.

Oddly enough, though, Americans tend to
think of their country as somehow young.
Partly this conception is due to a
fundamental reality, and that reality is
incessant economic and social change. We
have been a nation of dramatic change during
all our history. Population increase alone has
been so powerful a force that every fifty
years have produced fundamental alterations
in the way we live.

In 1980, we had more than 220 million
people; in 1930, 123 million; in 1880, 50
million. In 1980, we worried about the
ecology and the continuing energy crisis. In
1930, such problems were only on the
horizon; in 1880, they were unthinkable.
From 1776 to our bicentenary in 1976, our
population increased by an astounding factor
of 85, while Europe’s population grew only
by a factor of 4. We have also undergone an
industrial revolution in the past century and
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become a predominantly urban people. We
now have only about 3 percent of our labor
force working on farms, and that number was
as high as 25 percent in 1920 or, within living
memory. Today, more than two thirds of our
labor force is no longer employed directly in
the making of either food or goods but is,
instead, engaged in services and professions.

As a nation we are lovers of gadgets, so
we continually make and buy new things. We
move about within the country as much as
ever we did during the pioneering epoch, and
we have no coherent class structure that can
be passed on from generation to generation.
Instead, we are a society of socially mobile
people, both upwards and downwards. Such
constant change motivates us to emphasize
how new everything seems to be.

Yet, American economic history actually is
the study of a largely European society,
continuous on this continent for more than
three hundred fifty years in the
English-speaking part (Jamestown, Virginia,
was settled in 1607), at least as long among
French speakers (Quebec City was founded
in 1608), and longer still among those who
are descended from the Spanish (St.
Augustine, Florida, was founded in 1565 and
Santa Fe, New Mexico, has been
continuously occupied since 1610). For those
of Native American descent, an even older
North American history can be reached
through archaeology. Our federal
Constitution (1789) is the oldest document of
its kind in continuous use by any major
nation, and much of our law, descending
directly from its English ancestors, still bears
the recognizable stamp of the Magna Carta
(a.p. 1215).

So we are a paradox as a nation, as a
living society; old in origin, long-lived in
continuous institutions, yet continually
renewed in structure and spirit. The study of
this complex society’s economic evolution will
necessarily be a taxing one, and we shall
come across remote and archaic origins of

vital contemporary realities in our
study—strange words and ideas transformed
into the rules of daily life in the 1980s. To
really understand our modern American
economy, we need to study over three and a
half centuries of continuous social evolution.

Every economy has a history, of course,
and to some extent, the knowledge gained in
studying any single economy’s development is
helpful in understanding the history of
others. In part, therefore, the study of
economic history is of general use, like the
study of basic economic theory. But even the
most general economic theory has its limits:
Supply and demand may not explain price
determination in a planned economy; the
theory of the firm in competition will not
explain output in a regulated industry.
Similarly, there are characteristics special to
each society that must be learned, by way of
background information, before we can
understand why that society’s economy grows
at rates and in structural forms different from
others.

When one considers the radically different
economies of the U.S. and Mexico, side by
side in North America, the need for such
background information is painfully obvious.
The same is true even of cross sections in
American history itself. Land settlement in
seventeenth-century New England and
Virginia and land settlement in
nineteenth-century Iowa were so different in
character that we will need to seek out
knowledge of legal history as well as of
changes in population and technology.
Similarly, the labor force participation rates
of white females are now so different from
those that prevailed even fifty years ago that
deep-seated economic and social changes
must be considered. The role played by
government in the modern economy is so
much greater than it was half a century ago
that we must ask penetrating questions about
political change. Even “*high culture” must
fall into focus if we are to comprehend fully



the great increase during this century in
formal education among the American
population.

Other topics—geology, geography,
climatology. agronomy, plant and animal
genetics, fundamental changes in science and
technology—must also be considered. Over
the long history of the American economy,
the labor contract has changed radically, the
form of business organization has been
fundamentally altered, and even the
relationship between the individual and the
state has changed incredibly, despite the
continuous use of the same Constitution as
the basic law of the land. So, even if
economic history may seem to be a relatively
narrow subject, in reality it is not.

Finally, we must keep in mind that we use
history to understand ourselves. Since we
are, in the broadest sense, the product of our
past, we should reasonably expect the study
of that past to lead to the present, as it is,
and not as someone might wish it to be. This
point is very important. Many who study and
write about history try to pull it this way and
that to fit preconceived ideas about how it
ought to have come out. For example, leftist
writers have hoped again and again in our
history—in the late nineteenth century, in
the 1930s, during the upheavals of the
Vietnam War—that our response to the
problems of twentieth-century American
capitalism would lead to socialism. It did not
happen. If logic really were on the side of the
development of American socialism, why
have we been so bull-headed? American
economic history should answer such a
question.

Similarly, the developing mixed economy,
or “welfare state,” of the last forty years has
dismayed free-market theorists who believe
that the expanding role of government is
both wasteful and illogical. So why have
Americans persisted in their construction of
an economy that so runs against the
principles of the free-enterprise economy?
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We hope to answer such questions. If the
mixed economy was supposed to solve our
problems, why do we still have those
problems? Why, after forty years of
progressive taxation and redistribution of
income, are wealth and income so unevenly
distributed in this country? Why, after
electing seven fearless inflation fighters in a
row to the White House, do we still have
inflation? Our study should provide some
answers to those questions, too. All such
problems are history’s consequences, and it is
in the study of history that we will
understand those problems. There is no other
way.

We begin our journey in the distant past,
when the first group of people, complete with
their laws and institutions, were transplanted
from England. William Penn, the founder of
Pennsylvania, wrote about government in
1682 something that could be said of all
societies:

Governments, like clocks, go from the motion
men give them; and as governments are made
and moved by men, so by them are they ruined
too. Wherefore governments rather depend
upon men, than men upon governments. Let
men be good, and the government cannot be
bad; if it be ill, they will cure it. But if men be
bad let the government be [ever] so good, they
will endeavor to warp and spoil it to their

turn . . .}

Three centuries after Penn launched his
“Holy Experiment,” the government and
colony of Pennsylvania, we are still testing
the wisdom of those propositions, in
economics, in law, in morals and justice. In
the processes of American economic history
we will see the dialectical play, to and fro, of
men and their institutions in the unending
search for both justice and equity.

1. Francis Newton Thorpe, (ed.), The Federal
and State Constitutions, Colonial Charters, and
Other Organic Laws (Washington, D.C.:
Government Printing Office, 1909), p. 3054.



Contents

part 1

The Colonial Period: 1607-1780 1

Chapter 1 | Overseas Empire 5

European Expansion and Colonization 5
England Overseas: Export of Institutions 10
Land Acquisition and Tenure 15

Population Sources and Growth 719

The Colonial Labor Contract 23

The Legacy 27

Chapter 2 | Colonial Development 30

Seaports and Towns 30

Regional Specialization 35

The Common-Law Heritage 4/
Expansion and the Western Lands 46

Chapter 3 | The End of British Rule 52

On the Eve of Revolution 52

Conflict and Revolution 55

1763-74: The Final Drama 61

Retrospect: Wealth and Income Again 64

Chapter 4 | Special Topics in American Colonial
History 70

How Did Britain Affect American Economic
Growth? 70

How Much Did It Cost to Belong to Britain? 75

Was There a Money Shortage? 79

In Conclusion 86




Part 2

The National Period and Constitutional
Crisis: 1781-1861 91

Chapter 5 | Westward Expansion 94

The Constitutional Settlement of 1789-91 94

The Land Ordinances of 1785, 1787, and 1790 98
Territorial Gains, 1790-1853 101

Disposal of the Public Lands 102

Chapter 6 | Population and Labor Force 111

Size and Natural Increase 111

Immigration Before 1860 114

The End of White Servitude and the Continuation of
Black Slavery 119

Labor in American Society Before 1860 122

Population Expansion and Overall Economic
Growth 126

Income and Wealth Distribution by 1860 127

Chapter 7 | Law and the Rise of Classical American
Capitalism 135

The Colonial Property Rights Heritage 136

Real Property Rights 136

Basic Legal Developments 138

Law, Income, and Wealth Transfers 141

Eminent Domain 144

Incorporation 145

The Supreme Court and Economic Growth Before
1860 146




Chapter 8

Chapter 9
Chapter 10
Chapter 11
Chapter 12

The Early Industrial Sector 151

The Direction of Change in Manufacturing 15/
Energy Sources 160

Industrial Location 162

Contrasts Between the North and South 166
Manufacturing and the Tariff Question 167

Transportation, Internal Improvements, and
Urbanization 174

The Internal Improvement Era 175
Roads, Canals, Steamboats, and Railroads 176
Urbanization 184

Agricultural Expansion: The Conflict of Two
Systems on the Land 194

Settlement and Population 195

Cotton as a Foreign-Exchange Earner 201
Agricultural Labor: Dependence on Slavery 202
Western Expansion of Northern Agriculture 206
The Compromise Fails 210

The Financial System and the International
Economy 215

Currency and Banking Developments 215

The Financial Link: U.S. and World Economies 226
The Financial System and the Business Cycle 229
The Balance of Payments and the Cycle 233
Retrospect 234

Special Topic: The Debate over Slavery 239

Why the Controversy? 239

The Slave Family 240

Was Slavery Doomed Without Civil War? 244
Why Did Slavery Persist? 248

Problems of the Slave “Business Firm” 250
Retrospect 252



Chapter 13
Chapter 14
Chapter 15
Chapter 16

Part 3

Extended Growth and Development:

Achievements and Problems,
1861-1914 259

Economic Effects of the Civil
War 261

Measures of the War’s Cost 261

Who Paid? 262

Did the War Aid Industrialization? 267

Comparative Recovery: The North and South After the
War 269

Conclusion 277

Railroads and Economic Development 282

Completion of the Rail Network 283
Railroads and Economic Growth 286
Railroads and the Attack on Big Business 291

Post—Civil War Agriculture 301

The Homestead and the End of the Frontier Era 301
Expanding Agriculture and the Price Dilemma 310
The Farmers’ Complaints 313
Closing the Frontier: A Glimpse of the Far

Future 315

Population Growth and the Atlantic
Migration 323

Trends 323
Immigration and Growth 326
The Urban Magnet 332



Chapter 17 | Industrialization and Urban Growth 339

Preliminary Observations 339

The Rise of Heavy Industry 34/
Expansion of the Market 350

Urban Growth 351

Industrial Growth Under Capitalism 354

Chapter 18 | Big Business and Government
Intervention 362

Legal Changes: Corporations 363

The Pivotal Point: Munn v Illinois 365
The Antitrust Acts 369

Remarks on Government Intervention 373

Chapter 19 | Financial Developments: 1863-1914 378

Creating Financial Intermediation 378
Investment Banking and the Capital Market 387
The Currency Question 390

The Major Crises and the Poor 395

Chapter 20 | The Giant Economy and Its International
Relations 399

Trends in Trade and Payments 400
The Tariff Question Again 403
The Gold Standard in 1900 408
International Capital Flows 411

Chapter 21 | Labor and the Law 417

Labor’s Social Position 417

The Emergence of the AFL. 423
Antitrust Law and the Unions 425
The Wartime Gains of Labor 428

Chapter 22 | Special Topics: The Post—Civil War Era 433

The Entrepreneurial Factor 433

The Changing Social Environment 440
What Did the Populists Really Want? 442
Retrospect 445




Part 4

The Climacteric of American
Capitalism: Expansion of the Federal
Power, 191445 449

Chapter 23 | The Command Economy Emerges:
World War I 451

The Income Tax Amendment of 1913 457
World War I: The Numbers 453

The Command Economy 460

The Legacy of Wartime Control 464

Chapter 24 | “Normalcy”: 1919-30 467

Income Distribution 467

The Expansion of the 1920s 469
The Financial Sector 474

The Great Crash 478
Explanations 482

Chapter 25 | The Great Depression and the
New Deal 486

Perspective 486

1929-41: The Statistical Bare Bones 488
The New Deal Reforms 492

The Depression Lingers 499

Why So Long? 503

The Depression Legacy 507

Chapter 26 | War Prosperity: The Keynesian Message
Ilustrated 512

The Scope of War Mobilization 513
Financing the War 515




Chapter 27

Chapter 28
Chapter 29
Chapter 30

The War, Labor, and Family Income 518
Consumption and Investment 520
The Keynesian Lesson 522

Special Topic: The New Deal at a
Distance 526

What Were They Doing? 527
The New Deal: A Social Revolution? 531

Part 5

Brave New World? 1945-82 537

From World War II to the New Frontier 540

The Short Peace 541
The Postwar International Reorganization 543
The Korean War and Eisenhower’s Era of Stability 548

The Tertiary Sector and the Labor Force 555

Rise of the Tertiary Sector 557
Opportunity Cost and the Tertiary Sector 564
Technological Change 568

Modern Agriculture 572

Social and Historical Antecedents 572

The Classic Problems 577

Policy Solutions: A Schematic Smérgasbérd 580
The Record of Solutions 581

The Prospect 585



