












































































































































































































































































































































































































































































































































































































































































































































236 WILSON AND BANKING

national bank participation voluntary, limiting Federal Reserve
Board power in the regions, and in general decentralizing banking
rather than attaining the much desired centralization. The amend-
ments were largely intended as a maneuver, and the details of the
position were sent along to Congress but not strictly adhered to in the
subsequent banker agitation.38

While the organized big bankers assumed a hostile position to-
ward the Glass Bill, gestures of important conservative support from
other directions began coming in. Robert H. Treman, president of the
New York Bankers Association, assured Glass that “Personally I am
in sympathy with the Bill in general . . . ,” and he wanted only a few
changes. Other indications of support from bankers also trickled in
during the end of August and the beginning of September, and Glass
was surely cognizant of the fact that only a handful of protests
against his bill arrived throughout 1913. The significant assistance,
however, was to come from businessmen’s groups and, appropriately
enough, the National Citizens’ League.

Laughlin had resigned from fulltime work with the league, but he
remained as chairman of the executive committee while James V.
Farwell, a Chicago businessman, ran the affairs of the organization.
The league took pride in its influence on the issue of banking legisla-
tion, and at the beginning of July publicly proclaimed the Glass Bill
as a good start only requiring several changes. Privately, the league’s
key executives were much more pleased with the bill than it was
diplomatic to publicly acknowledge. On July 22 Farwell tried to
arrange an appointment with Wilson to discuss modifications of the
Glass Bill, since the league had spent much time educating on general
principles of sound banking, and “The present Glass-Owen bill, as
amended up to date, contains many of those principles.” Wilson
would not see Farwell, but Glass, Owen, and McAdoo all discussed
the technical aspects of the bill with him, and Farwell could report
progress to Laughlin. Both Farwell and Laughlin felt that the league
had primary responsibility for the Glass Bill; despite suggested
amendments, at the beginning of September the league, and Laughlin
in particular, felt they had attained their major goals and that the
Glass Bill should be passed without delay.®?

Businessmen, for the most part, were hardly concerned about
banking reform, but to the extent that they were they strengthened
the position of the Glass Bill. The National Association of Manu-
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facturers’ convention in May had left the door open tc alternatives
to the once desirable Aldrich Plan by not passing a specific resolu-
tion. Very few resolutions arrived in the Senate and House on the
topic during the summer of 1913, but Harry A. Wheeler, president
of the U.S. Chamber of Commerce and an active member of the
National Citizens’ League, in August wrote Glass of his impressions
of business opinion on banking after returning from a national tour.
There was “a strong desire on the part of the business interests of
the country for the passage of a currency measure. There is a deeper
interest on the part of the businessmen than I have been them hereto-
fore exhibit in regard to any piece of national legislation.” Wheeler
favored the bill and suggested to Glass that he concentrate his efforts
on winning the country bankers to his bill. Lest it be thought Wheeler
was trying to swing Glass to his position, only the following week he
wrote Laughlin “that the merchants of the country deeply desire the
legislation. . . . The banks, on the other hand, are very much divided.

. personally I have a large amount of confidence that it is likely to
work out better than some of us now think.”?8

The attitude of the banking community toward the Glass Bill was
deeply divided throughout September and October. As we shall see,
much of the ostensible npposition was calculated to gain some con-
cessions, but the basic principles, as had been the case in May and
June, were heartily endorsed. The Banking Law Journal reversed its
editorial stand and came out against the bill in September. The
Bankers Magazine continned its traditional opposition to both the
Aldrich and Glass Bills, recommending instead an expansion of the
clearing house associations. But significant individuals were more
reluctant to attack the bill in a wholesale manner. Senator Owen’s
Committee on Banking and Currency began its hearings in early
September, and despite much criticism of the Glass Bill as it stood,
much praise for many of its basic features was also heard. Reynolds
and Wexler favored fewer than twelve banking regions, for example,
but they thought twelve better than the status quo, and they admitted
that the elasticity provisions of the bill were a sharp improvement
over the situation existing in the banking system at the time. And
even the strongest critics admitted that the banking system badly
needed legislation.

The Senate hearings dragged on for nearly two months, and the
delay encouraged numerous, once friendly, bankers to bargain for
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more concessions. Many bankers who supported the August 22-23
AB.A. recommendations felt that the Senate was the proper ground
for a fight. Even the critical bankers allowed themselves important
loopholes for supporting the Glass Bill. “The administration’s cur-
rency bill as it now stands in the Senate embodies many features
that are fundamentally sound and consonant with the best traditions
of banking theory and practice . . .,” A. Barton Hepburn declared
in mid-October. But what was necessary at this stage was “helpful
criticism . . . rather than commendation.” Despite the carping of
some bankers, Irving T. Bush, the once diehard Aldrich Bill leader
of the New York branch of the National Citizens’ League, declared
that the Glass Bill was a very good compromise which only needed
a few revisions. Even Paul Warburg, who concentrated on the desir-
ability of reducing the reserve regions to four, had favorable words
for the larger conception behind the Glass Bill.?®

From October 6 through 10 the American Bankers Association
annual convention met in Boston to deal with the entire legislative
picture. The currency commission, chaired by Hepburn, brought in
a strong attack on the Glass Bill contradicting his statements im-
mediately before and after the convention. There can be little doubt
that the resolution was initially intended to serve as useful political
leverage and a bluff to obtain concessions. The resolution, condemn-
ing the Glass Bill as a form of socialism, reached the floor and was
immediately attacked by a nuinber of bankers. Instead of trying to
defeat the Hepburn report, friends of the Glass Bill attempted to get
a resolution passed to the effect: “That we commend the President,
the Secretary of the Treasury and Congress for their efforts to give
this country an elastic as well as a safe currency, and pledge them
our hearty support toward the enactment of proper legislation to that
end.”*0

Hepburn, immediately seeing the obvious advantages such a
statement would give him in supporting the Glass Bill and mitigating
the harshness of his own report, seconded the measure himself. Al-
though the currency commission report was to pass by a large
majority, only the resolution commending Wilson was to pass unani-
mously. For all practical purposes, the A.B.A. gave its officers a free
hand on legislative affairs.

“It is not true that the bankers are opposing legislation,” one
panker wired his Senator. “On the contrary, they, themselves, have
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brought about the demand for currency reform and there has been,
and is now, a general apathy on the part of the public on this ques-
tion.” But at least a few bankers were willing to work for a wholesale
defeat of the Glass Bill. Frank A. Vanderlip, president of the Na-
tional City Bank had, since July, thought that it might be better to
have no measure than one not fully acceptable to the bankers. The
Senate Committee on Banking was obstructing the passage of the
Glass-Owen Bill to the fioor, as an alliance of Republican Insurgents
and conservatives, including Democrats, blocked it in the intermina-
ble hearings. On October 23 Vanderlip presented the committee
with the draft of a bill clearly unrepresentative of his true viewpoint,
but ably designed to block the passage of any legislation. The scheme
provided for a much more centralized national bank with total con-
trol over all branches, as well as smaller liabilities to banks that
joined. For several weeks, until Wilson was able to break the im-
passe, the bankers were faced with the prospect of obtaining no legis-
lation whatsoever.4!

Earlier in October Glass had warned the bankers at a meeting of
the Academy of Political Science:

the time for action on this great question is now, while the public inter-
est is alive, and while we can act with that caution and deliberation which
is impossible when the country is in the throes of a financial panic. . . .
If legislation now is postponed until the public is goaded by another
panic, you may rest assured that the resulting legislation will be more
radical —yes, far more radical—than that contained in the present bill.

The logic of the argument was compelling and obvious, and major
bankers immediately turned on the Vanderlip scheme. “I am unalter-
ably opposed to obstructing any new banking and currency plan at
this late date,” Festus J. Wade wired Wilson. “I am confident the
great masses of the American people are not willing to have a cen-
tral bank inaugurated in this country.” Jacob H. Schiff released an
attack on the Vanderlip plan to the papers on October 27, and called
for the speedy passage of the Glass Bill.42

A solid front between the Administration, Bryan, and the bankers
was too much for the Vanderlip junto in Congress, and despite some
exasperating moments for Wilson, the final outcome of the measure
was never seriously in doubt. Some of Vanderlip’s Senatorial sup-
porters, after all, were damning the Glass Bill for having been written
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by Willis, who was identified as an agent of Wall Street. An alliance
of this nature was not likely to last, and in late November the Glass-
Owen Bill was sent along to the floor of the Senate for debate.

As the Congressional aspect of the controversy continued, the
banking and business community debated the bill among themselves.
Glass could count on the support of Bryan and, finally, Untermyer,
and despite occasional opposition, the important bankers stopped
playing coy and aimed directly at a victory for the Glass Bill. La
Follette was insisting that the Glass Bill was “a big bankers bill,”
and he served to remind the bankers that there was a worse possible
fate than the one being offered to them. Jacob H. Schiff was urging
passage of the bill, and Festus J. Wade, along with his St. Louis
colleagues, released a statement that the Administration’s bill was the
best one ever presented. When he heard rumors that he was allegedly
against the Glass Bill, James Stillman notified his banks not to op-
pose the bill. Even Henry P. Davison gave up his hopes for the
Aldrich Bill and joined the forces behind Glass’ measure. Henry Lee
Higginson, perhaps predictably, notified Richard Olney “1 very much
wish the bill success—1I shall be glad for Wilson’s glory if he suc-
ceeds.”3

One incident illustrates the extent of the Glass Bill’s true popu-~
larity in New York banking circles. Glass was invited to debate the
issue of banking reform with Vanderlip before the Economic Club
on November 13. Eleven hundred presumably hostile bankers and
businessmen, according to Glass, gathered to see the battle. Only the
prior month Vanderlip was attacking the “obnoxious” powers given
to the Federal Reserve Board under the Glass Bill, nevertheless indi-
cating that “as a matter of fact, I am extremely favorable to about
eighty per cent of it.” Now, Vanderlip was forced to justify a far
greater political centralization. Glass was quite amazed at the mas-
sively favorable response to his speech and at the warm report on
the proceedings in the pro-Roosevelt journal, The Outlook. Ignoring
the fact that The Outlook had endorsed his bill several weeks earlier,
and that the audience was not at all hostile to start with, the favor-
able response to Glass at this stage was perfectly consistent with
everything else taking place within the banking and business com-
munity at the time. The most significant aspect of the entire affair,
however, was the obvious extent to which Vanderlip felt uncom-
fortable in his new role. “Everyone concerned in this legislation is
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in pretty substantial agreement upon what result they are seeking,”
he admitted, “and within very broad lines upon the nature of the
banking machine that must be set up to accomplish it.” He made
his criticisms, but he also praised Wilson for his stand for legisla-
tion, and reminded his audience, almost apologetically, that “For
years bankers have been almost the sole advocates of just this sort
of legislation that it is now hoped we will have, and it is unfair to
accuse them of being in opposition to sound legislation.”*4

By the beginning of December, despite the strong attacks on
certain phases of the bill by Elihu Root in the Senate—he still in-
sisted he was for a strong reform measure—the direction of banker
sentiment was overwhelmingly for the Glass-Owen Bill. In October the
National Citizens’ League’s executive committee closed up shop on
the grounds “that the work of the organization has been practically
completed and success has been achieved.” Although some bankers
might oppose certain provisions of the Glass Bill, the league pointed
out, ncither the Aldrich nor the Glass Bill was perfect in all respects,
“But either plan has obvious merits and forms a basis on which can
be built up an operating success.” . . . . the Glass bill complies with
approximate satisfaction to the principles of banking reform orig-
inally fixed by the League. . . .” This handsome endorsement, which
was quite obviously sincere, was soon followed by many others. Mid-
western bankers overwhelmingly favored the Glass-Owen Bill, Un-
termyer could réport to Tumulty in mid-November. Hundreds of
letters that poured into the White House from bankers, business-
men, and professionals confirmed this impression. When faced with
the choice between the Glass Bill or none at all, nearly all banks
opted for the Glass Bill. When faced with a choice between Glass’
measure and Vanderlip’s, they fought Vanderlip’s. Glass had pleased
the bankers in his debate in New York, and he wisely sought their
advice on technical points during the following weeks. In mid-
December the Vanderlip forces in the Senate, led by Senator Gilbert
M. Hitchcock, seemed on the verge of defeating the Glass-Owen Bill.
Glass notified Hepburn, Wexler, and Reynolds of the situation, and
together with Wheeler of the U.S. Chamber of Commerce and J. H.
Tregoe of the National Association of Credit Men they were able to
mount a telegram campaign endorsing the original Glass Bill and
attacking the Vanderlip Plan.#® On December 19 the Senate passed
the bill, with only one important modification (raising the gold reserve
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behind Reserve currency from 33%5 per cent to 40 per cent), by a
vote of 54 to 34. On December 22 the House passed the conference
bill by a vote of 298 to 60, the Senate by a majority of 43 to 25.

The Authorship of the
Federal Reserve Act

A banking reform bill had been enacted and the bankers were
pleased. Carter Glass immediately received congratulations from
Hepburn, Wexler, Warburg, Forgan, James Speyer, and many other
bankers. Businessmen such as John Wanamaker, James V. Farwell,
Irving T. Bush, Charles R. Crane, and numerous others wrote him,
full of praise for his work. Wilson also received hundreds of con-
gratulations from bankers, businessmen, and business organizations.
Important business organizations were also ready to endorse the new
Act at their conventions during the subsequent months. The Na-
tional Chamber of Commerce and the National Association of Credit
Men were perhaps the quickest to respond. Among bankers, without
doubt, the consensus was strongly favorable and perfectly consistent
with their stand immediately before the final passage of the bill.
Warburg was quite sincere when he wrote Glass on December 23,
1913, that “The fundamental thoughts, for the victory of which some
of us have worked for so many years, have won out.” The character
of the board was of paramount importance to the future of the Act,
he wrote Laughlin in February, 1914, but “the law on the whole is
a great step in advance. . . .” Discussing the matter among them-
selves, bankers were equally friendly to the Act, and Laughlin was
entirely correct when he stated, several months later, that “the sum
and substance of the whole act is so remarkably good, that the com-
bined support of both bankers and the public is certain to be given
toit, . . "¢

Pride in the Federal Reserve Act was so great, in fact, that an
intense controversy over its authorship was almost immediately to
develop and simmer for well over a decade. The four major con-
testants for the authorship of the Federal Reserve Act were Willis,
Glass, Warburg, and Laughlin, and one cannot understand the sub-
sequent autobiographical accounts of the evolution and passage of
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the Act without also appreciating the fact that the desire to claim
its paternity was uppermost in the minds of each of these men.

If one regards the Federal Reserve Act as part of the longer his-
tory of the banking reform movement, then certainly Laughlin’s
claim for the major responsibility for the Act is fairly well substan-
tiated—despite numerous minor errors in his auntobiography. But on
all questions of important fact, none of the four major autobiogra-
phies is entirely accurate, and none can be accepted as the final
version. No attention should be given to the numerous minor claim-
ants, such as Owen and Untermyer. The bankers were the only sig-
nificant group concerned with banking reform after 1897, and their
problems and needs were the primary cause and motive behind the
Act. For the Federal Reserve Act was the result of a movement led
by bankers seeking rationalization, and hoping to offset the decen-
tralization of banking toward small banks and state banks. The ex-
pansion and domination of banking by big city bankers was possible
only with the aid of the federal government, and although the Act
solved many of the problems of the small bankers, it held out the
promise of reversing those larger tendencies within the banking sys-
tem running against the big city bankers.

There was no disagreement among bankers in 1913 that legisla-
tion was desirable, but only over the precise form it should take. The
best that might be said is that the Federal Reserve Act was the
victory of Southern and Western banking, although even this view is
inaccurate, but it certainly cannot be claimed that the Act was the
victory of the people over the bankers. The significant support for
reform came from the big bankers from 1909 on. Initially the major
bankers favored, for the most part, the principles of the Aldrich Bill.
They then supported the principles of the Glass Bill. The issue re-
mains: to what extent did the big bankers obtain all or most of the
principles of the Aldrich Bill in the Federal Reserve Act? And, far
more important, to what extent did the Federal Reserve Act serve
the interests of the big bankers irrespective of its differences from the
Aldrich Bill?

Nelson Aldrich, for his part, was very strongly opposed to the
Glass Bill as a whole throughout 1913, and although he felt it had
“some features which were copied from the National Monetary Com-
mission’s plan . . .,” it was “in the main . . . a very bad bill. . . .”
Even when some of his old associates, such as Henry P. Davison,
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tried to point out similarities on essentials, the dour ex-Senator re-
fused to put his seal of approval on any major aspect of the Glass
Bill. He sourly pronounced to Taft that the bill was “revolutionary in
its character,” and “will be the first and most important step toward
changing our form of government from a democracy to an autoc-
racy.”*? ‘

Despite Aldrich’s insistence that the Federal Reserve Act had
very little in common with his own proposal, he could not dissuade
many of his conservative friends from supporting the Glass Bill, or
from feeling that there was a direct continuity between the two plans.
Root was convinced, for his part, that “The Federal Reserve Act
was based directly upon the bill reported by the Monetary Com-
mission. . . . It was the bill reported by that commission with some
modifications.” Henry P. Davison, who helped formulate the Aldrich
Bill, also thought there was a direct continuity between it and the
Federal Reserve Act. Herbert L. Satterlee, Morgan’s son-in-law and
official biographer, shared this judgment, and many years later an
Aldrich descendant, surveying the available evidence, came to the
same conclusion. Other contemporary commentators shared this view
also, and it has been passed along without any real resolution.®

From the vantage of crucial personne! and moving forces, the
theory of the direct continuity between the Aldrich and the Glass
Bills is certainly valid. The question remains, however, as to what
extent the specific provisions and functions of the two plans were
identical or significantly similar. Glass insisted th: .t the two plans had
nothing in common “beyond a common use in some cases of indis-
pensable banking technique and nomenclature,” and that his bill
drew heavily on the clearing house experience of American banking.
Willis® interpretation of the matter was virtually identical.*?

An analytical comparison of the text of the final Federal Reserve
Act and the Aldrich Bill reveals striking similarities, and ir a number
of places the wording of the two plans is virtually identical or only
slightly modified. Warburg, seeking to vindicate his claim to the pa-
ternity of the Act, juxtaposed the texts of the two bills in paraliel
columns, and by doing so greatly diminished the credibility of Glass
and Willis’ claim that the Aldrich Bill was unimportant to the final
Act.

The Federal Reserve Act provided for eight to twelve districts
as opposed to fifteen in the Aldrich Bill. All national banks under the

1
|
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Act were required to become part of the Federal Reserve System
and to subscribe to capital stock in the Federal Bank equal to 6
per cent of their paid-up capital stock and surplus. State banks meet-
ing certain requirements could voluntarily affiliate with the System.
The Aldrich Bill made national bank affiliation optional, and fixed
the capital subscription at 20 per cent of a bank’s paid-in and unim-
paired capital. The board of each Federal Reserve District, number-
ing nine, was to be divided into three classes of three members each.
Class A directors were to be elected by the bankers, each bank hav-
ing one vote. Class B directors were not to be bankers but were to
represent those engaged in “commerce, agriculture or some other
industrial pursuit.” These men were nominated and elected, however,
by the member banks of the district, and could be ex-bankers. Banks
were to be divided into three groups, by size, and each could elect
one director in classes A and B, or a total of six directors. Class C
members were to be appointed by the Federal Reserve Board, and
one was to be “a person of tested banking experience” designated
as the chairman. The Aldrich Bill called for twelve directors, six
chosen by banks irrespective of size, four by banks in proportion
to their capital, and two who were to be representatives of non-
banking interests, elected by the ten previously chosen. The Aldrich
Bill merely put control of the districts in the hands of the bankers,
but the Federal Reserve Act made it possible for the bankers to take
over each district, put nothing in the way of this happening, and gave
them the means of controlling two-thirds of the directors.

The Federal Reserve Board was to consist of seven members,
two of which were the ex officio Secretary of the Treasury and the
Comptroller of the Currency. The five were appointed by the Presi-
dent with the approval of the Senate for staggered terms, and not
more than one could be chosen from any district. At least two were
to “be persons experienced in banking or finance,” but none could
be directors or stockholders of banks while in office. The board
under the Aldrich Bill was entirely banker controlled, consisting of
fifteen bankers and fifteen nonbankers, all elected by the branches,
plus nine members elected by the nine largest branches and seven
ex officio members, including the Secretaries of the Treasury, Agri-
culture, and Commerce, and the Comptroller. An executive commit-
tee of eight was to be chosen from this board, with not more than
one from any branch. The Federal Reserve Board could fix the rates
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for rediscounted paper in the districts, suspend and adjust reserve
requirements according to certain rules, issue and retire Reserve
notes, and exercise very extensive controls over the various district
banks. Since the Aldrich Bill allowed the branches to exercise the
power to rediscount and discount within their area, and was far more
decentralized in many other crucial respects, the Federal Reserve
Act reflected a higher degree of centralization.

The various Federal Reserve Banks had primary responsibility
for the actual discounting of less than ninety-day commercial notes,
drafts, and bills as well as certain limited forms of agricultural credit
for up to six months. The Aldrich Bill was virtually the same, except
that it ignored agricultural credits. The open market provisions of
both measures, allowing reserve banks to buy and sell bankers’ ac-
ceptances, bills of exchange, gold, U.S. bonds and notes, were the
same in most essential respects. The Aldrich Bill intended continuing
existing reserve requirements, but the Federal Reserve Act fixed them
at 12 per cent of total demand deposits for banks not in reserve or
central reserve cities, 15 per cent for banks in reserve cities, and 18
per cent for banks in central reserve cities. Reserves in gold or lawful
money against reserve notes in circulation were to be 40 per cent
under the Reserve Act, as opposed to 50 per cent under the Aldrich
plan. Federal Reserve notes under the Act were the obligation of
the Treasury and were acceptable currency for all purposes, but
under the Aldrich Bill notes were mainly for internal bank transac-
tions. Both plans allowed clearing houses to be set up in the various
districts and branches, and gave Washington the power to order their
creation.

The Federal Reserve Act required the payment of 6 per cent
dividends on the paid-up capital of its stockholders, as opposed to
4 per cent under the Aldrich Bill. Banks with a minimum capital
and surplus of $1 million were permitted to obtain Federal Reserve
Board approval to create foreign branches, as opposed to twice that
amount in the Aldrich Bill.

Shortly after the passage of the Federal Reserve Act, and before
the controversy over its authorship became intense, Willis wrote an
outline of the new Act, admitting that “With regard to stock issues,
kinds of paper eligible for rediscounts, and not a few other particu-
lars, the Federal Reserve Act follows lines laid down in the measure
which bore the name of Senator Aldrich.”%® Allegedly in order to
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reduce the opposition, in certain spots even the language of the two
bills was identical. But despite this concession by Willis, the fact
remains that the two plans differed in many particulars, and it is
true that the identical language was not followed extensively in the
most important parts of the new Act.

In major areas the differences between the two plans were of
degree rather than kind, and, if anything, the new Act provided for
substantially greater centralization. The crucial question is whether
the intended functions of the two plans were identical, from the bank-
ers’ viewpoint. To what extent did the Federal Reserve Act serve the
interests of the big bankers irrespective of its differences from the
Aldrich Bill?

The Fruits
of Victory

The response of business and banking circles to the Act during
its formative period, prior to its opening for actual operations in
November, 1914, was overwhelmingly favorable. National banks had
sixty days to join the system or give up their charters, and within one
month after the passage of the Act three-quarters of the capital of
the national banks was represented by the applications for admission
to the system, including nearly all the large banks in the major cities.
Four times as many state banks and trusts companies applied for
national charters as during the same period of the prior year, and
John S. Williams, Assistant Secretary of the Treasury, reported to
Wilson that “The eagerness with which the banks have vied with
each other in accepting the provisions of the new law is nothing less
than extraordinary. . . .” Expressions of support for the new Act
were to filter in throughout 1914.

The truly significant fact was not the overwhelmingly favorable
attitude of the business community, but the realism of those bankers
who were fully aware that the success or failure of the Federal Re-
serve System would depend not on abstract laws but on concrete
administrators.?! The selection of the personnel of the Federal Re-
serve Board was left very largely in the hands of Colonel House,
although McAdoo also made several important recommendations.
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Both men sought the advice of various members of banking circles,
and the immediate rumors that Warburg or A. Piatt Andrews were
being considered for board membership shocked Willis. “I fear from
the types of names suggested for the Federal Reserve Board,” he
wrote Glass at the end of December, “that the old Aldrich central
bank group is endeavoring to get into control or at least large man-
agement in the new system.” If it succeeded, he feared, the law might
be shaped along “central bank lines.” On the other hand, such ru-
mored appointments greatly encouraged former critics of the Glass
Bill. Perhaps far more symbolic than the advice of George Perkins
or Paul Warburg that it would be discreet to wait until Wilson made
his appointments before criticizing the Act, was the private state-
ment made by none other than Nelson Aldrich to John A. Sleicher
of Leslie’s Weekly on February 7:

Whether the bill will work all right or not depends entirely, as I stated,
upon the character and wisdom of the men who will control the various
organizations, especially the Federal Reserve Board. There is undoubtedly
a general disposition to make the best of the legislation with the hope that
it may turn out all right. . . .

The general effect of the act has unquestionably been helpful. While
I have some doubts about the ultimate results, it seems to me no good
purpose would be subserved by expressing publicly any doubts upon the
subject.52

The first serious board candidate, eventually nominated and ac-
cepted, was W, P. G. Harding, the president of the largest bank in
Alabama and apparently the proposal of House. House then recom-
mended Richard Olney and suggested several businessmen for Wil-
son’s consideration. Wilson, at the end of April, then offered posts
to Warburg, Richard Olney, and Harry A. Wheeler, former chairman
of the U.S. Chamber of Commerce, former National Citizens’ League
director, and president of the Union Trust Company of Chicago.
Wheeler and Olney declined, but Warburg accepted the nomination.

Wilson had urged Olney to take the post because “the whole
business world would be greatly heartened if you did.” Businessmen
were delighted by the Warburg appointment instead, but rumblings
of a fight were immediately heard as Owen, Willis, and others pro-
tested. Warburg’s friends, for their part, insisted that he had sup-
plied most of the ideas for the Act and deserved the post. But the
response to Warburg’s appointment was nothing compared to the
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storm that broke out when Thomas D. Jones, a director of Interna-
tional Harvester and an old Princeton friend of Wilson’s, was nomi-
nated. Wilson was deeply committed to Jones for personal reasons,
and failed to get the Senate to approve his nomination despite his
utilization of all the tools available to him. Warburg’s confirmation,
during July, was also delayed by reticent Senators curious as to how
this Wall Street tycoon was to muzzle the Money Trust. Wilson
could not understand the dislike for big capitalists among a number
of Senators, and on July 8 he chose to remind the Senate, “It knows
that the business of the country has been chiefly promoted in recent
years by enterprises organized on a great scale and that the vast
majority of the men connected with what we have come to call big
business are honest, incorruptible and patriotic.”%3

Perhaps the Senate was chastened, but it had one victory and
decided to spare Warburg if he would come for a “conference” rather
than a hearing before the appropriate Senate committee. Besides, the
President had fought hard and well, and his adamant posture dis-
suaded them from overriding him again. While the Warburg-Jones
crisis raged, Wilson moved to fill his other board posts. Adolph C.
Miller, formerly an economist teaching at the University of Cali-
fornia, was offered a post and accepted. Several important Midwest-
ern bankers were offered posts but declined. To take the place of
one of these rejections, Frederic A. Delano, a railroad administrator
and a former director of the National Citizens’ League, was given
the job.®* Charles S. Hamlin, a Boston attorney, was given the fifth
seat. In all, the banking community and those close to it were given
three of the five board seats.

The Federal Reserve Board was chosen, and the banking com-
munity was satisfied. In the two most important Federal Reserve
Districts the bankers moved to obtain the dominating positions of
their regions, and throughout the nation they obtained many crucial
posts. In Chicago, Reynolds was elected as a class A director repre-
senting the large banks, and Forgan was elected a class A director
for the medium-size banks. Both men were nominated for the gov-
ernorship of the district, but since both were unwilling to accept the
decrease in pay they preferred having a government bank examiner
in whom they had confidence appointed instead. More important,
however, was the appointment of Benjamin Strong to the governor-
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ship of the New York Reserve Bank. Strong had been the president
of the Bankers Trust Company and a director of many banks, as well
as an carly advocate of the Aldrich Bill, Many of Elihu Root’s at-
tacks on the Glass Bill in the Senate were drafted by Strong, but just
prior to its passage he decided to give it critical support in the hope
of “making the best of it.” Now, due to the pleadings of Warburg
and Henry P. Davison, Strong resigned from his many lucrative posts
to take the leadership of the most important bank district in the
nation.%%

While the regional banks were working out their own organiza-
tional problems, the Federal Reserve Board in Washington moved to
make specific the many general and flexible provisions of the Federal
Reserve Act. Many points of disagreement were to arise, especially
on the sensitive point of the relationship of the board to the Treasury
Department. Warburg, Miller, and Delano feared that Secretary of
the Treasury McAdoo sought to control the banking system—a con-
tention McAdoo was quick to deny—and a conflict was inevitable.
McAdoo was to win the battle but lose the war, since the board
became a largely independent operation. The basic point of conten-
tion was the number of reserve districts. Warburg had never wanted
twelve or even eight districts, and before his nomination was con-
firmed he frankly admitted to Colonel House, who passed the infor-
mation to Wilson, that “it will become necessary to divide the country
into four or five sections, each of which would be in particular charge
of one member of the Federal Reserve Board. . . .”%® Since each
board member would be in charge of his home district, Warburg
blandly announced, he was scheduled to take over New York, Phila-
delphia, Boston, and the entire upper Atlantic region. Wilson should
have taken an unequivocal position on this suggestion, but he let it
pass. It is no wonder, then, that Warburg was ready to contest the
district structure handed to the board when it opened for business in
late 1914.

The organization committee of the Federal Reserve System had
created twelve districts before the board came into power. The Act
itself allowed for as few as eight districts and permitted the board
to readjust boundaries. By mid-1915, despite the protests of local
banking interests, Warburg, Delano, Harding, and Miller moved to
reduce the number of districts to eight. McAdoo, outnumbered on
the board, managed to get the support of Wilson and Glass, and on
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November 22, 1915, the Attorney General handed down a ruling
forbidding the board to reduce the number of districts or change the
location of existing reserve cities. In the last analysis, however, Wil-
son believed in an independent board free of political interference,
and Warburg’s faction won a number of successes, in large part be-
cause the outbreak of the war favored their arguments on the need
for further centralization of the banking system. Reserve require-
ments were altered to meet the original standards of the Aldrich Bill,
much to Willis’ dismay. Such changes were relatively minor, how-
ever, and the Federal Reserve Act was not revised in any funda-
mental way in this period. Nor was such a revision advocated by the
banking community, although the American Bankers Association was
not inflexible on small changes. Had it been unhappy with the basic
structure of the Act, or with the way it was being administered, it
probably would have said so. Perhaps the machinery of thé system
was somewhat too complicated, the Journal of the American Bankers
Association concluded late in 1915, but

It would be better to make no change at all than to have the act torn to
pieces. It is certain that there has been created an agency capable of per-
forming the work intended. There will be no further panics due to a bad

currency system. Business will not be stifled by a defective banking
scheme.®”

The goal of nearly two decades of labor by banker-reformers had
been attained!

“. .. if all such prejudices, political and sectional, against New
York and its bankers can be overcome by such measures as have
been adopted in the Federal Reserve Act,” Benjamin Strong sug-
gested in June, 1915, “I should feel that the work now being done
has been well repaid.” The bankers, after all, managed their own
regulation, and under the aegis of the federal government, Strong
pointed out in 1919, the bankers of New York had ended anti-Wall
Street sentiment and insulated themselves.5® Strong was fully aware
of the function of the Federal Reserve System in protecting the bank-
ing community, and he was conscious of his power within the New
York District. Until the passage of the Federal Reserve Act the
relative power of New York in national banking was declining, but
from 1914 to 1935 it dominated American banking as it had only



|
) 252 WILSON AND BANKING
f
I

'y in the 1890’. And throughout this period Strong became at least as
‘ powerful as Morgan had been in his best years.

It was natural that New York became the dominant factor in the

Federal Reserve System. The Federal Reserve Board was, for many
years, either seriously divided or handicapped by directors who had
no special leadership abilities—there was, in brief, a lack of firm,
strong leadership with a definite policy. Warburg, the only real con-
il tender for such a role, left the board in 1918 at the end of his term,
b and refused renomination because of the strong anti-German senti-
i ment in government. The Federal Reserve Act coordinated, if not
i centralized, the banking resources of the nation to an unparalleled
degree. The continual and routine decisions of New York banking,
i because of this situation, affected the entire banking system in a much
more important fashion than ever before. The presumably decen-
11:‘ tralized nature of the system allowed the most powerful of the inter-
L locked districts to make innumerable operational decisions for the
‘ \M remainder.
i Strong and a carefully selected staff of his former associates and
aides ran the New York District, and the Federal Reserve Board
i, found it easier to channelize its operations through New York. From
1916 on, the New York bank, with the approval of the Federal Re-
| serve Board, began acting for the entire system on foreign operations,
i and the foreign trade of the nation was, to a large extent, financed
) through the New York money market. Moreover, the New York
/i bank was appointed banker for the government in its foreign transac-
tions. From 1915 on, New York served as agent for buying securities
i for all the Federal Reserve Districts, and it handled the traffic in
acceptances, and from 1922 on the New York bank handled most of
the open market functions of the system. Throughout the 1920’s the
increasing amount of call money sent to the New York Stock Ex-
change involved the Federal Reserve System in the stock market
to an unprecedented extent. Perhaps most significant, New York dis-
] count rates became the leader for the entire system, and not only
| attracted reserve acceptances to New York, but in some respects
introduced greater rigidity into the entire banking system.

The trend in the national banking system until 1913 was toward
a reduction in the bankers’ balances and individual deposits in New
| York, and in favor of the relatively more rapid growth in the Mid-
; west and West. The most conservative estimate shows that New
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York held 53.6 per cent of U.S. bankers’ balances in 1915 and 52.7
per cent in 1928, and, thus, that it dominated the national banking
system; some, such as Lawrence E. Clark, have argued that New
York’s relative share of reserves increased between the passage of
the Federal Reserve Act and the Depression. The Federal Reserve
System, for the most part, stabilized the financial power of New
York within the economy, reversing the longer term trend toward
decentralization by the utilization of political means of control over
the central money market. Clark concluded:

So overwhelming has been the power of the New York Reserve Bank
that the instrumentalities through which the Federal Reserve credit policy
has been expressed may be brought into a grouping of three—the Federal
Reserve Board, the Federal Reserve Bank of New York, and the other,
or interior, Federal Reserve banks. At times the Federal Reserve Board
has held the balance of power in the system and at other times the New
York Reserve Bank. But the influence of the interior Reserve banks has
always been weak. On the whole there is reason to believe that the Fed-
eral Reserve Bank of New York has been the dominant instrumentality
which has controlled the credit policy of our central banking system.*?

The question arises: To what extent was the evolution of the
Federal Reserve System into a crucial aspect of political capitalism
inherent in the very premises and specifics of the Act? As we have
seen, the banking reform movement was initiated and sustained by
big bankers seeking to offset, through political means, the diffusion
and decentralization within banking. In 1895 the government went
to Morgan for financial aid, but in 1907 Morgan came to the gov-
ernment. But in going to the government, banker-reformers brought
concrete plans and specific personnel, and given the pro-capitalist
frame of reference of all the major parties, it was the bankers who
provided the legislative formulations of all significant bills.

It was no coincidence that the Glass-Underwood-Wilson Demo-
crats created a measure very much to the liking of bankers and con-
servatives alike. During the war McAdoo found it useful to have the
banking system centralized, as Willis put it, “by accepting the domi-
nance of the Federal Reserve Bank of New York in the councils of
the Reserve system and by employing the machinery of the Reserve
Bank of New York for the purpose of directing and reorganizing the
finances of the rest of the country.” This centralization lasted after
the war, but lest it be thought it was a necessity imposed by extraor-
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dinary circumstances, even Carter Glass, in a moment of frankness,
admitted that it was hardly the destruction of the Money Trust that
he sought in his bill. In April, 1916, well before the emergency
reorganization of the American economy for war, Glass told a Wash-
ington audience that

The proponents of the Federal reserve act had no idea of impairing the
rightful prestige of New York as the financial metropolis of this hemi-
sphere. They rather expected to confirm its distinction, and even hoped
to assist powerfully in wresting the scepter from London and eventually
making New York the financial center of the world. Eminent English-
men with the keenest perception have frankly expressed apprehension of
such result. Indeed, momentarily this has come to pass. And we may
point to the amazing contrast between New York under the old system
in 1907, shaken to its very foundations because of two bank failures, and
New York at the present time, under the new system, serenely secure in
its domestic banking operations and confidently financing the great enter-
prises of European nations at war.¢®



CHAPTER TEN OOOOOOOOOQO

THE TRIUMPH OF
POLITICAL CAPITALISM:
THE FEDERAL

TRADE COMMISSION

AND TRUST LEGISLATION

DURING MOST OF 1913 Woodrow Wilson and his aides were pre-
occupied with banking reform and tariff legislation. But the pressure
for more extensive federal regulation of corporations and business
was great, and the New Freedom also obligated the Administration
to take action in this area. To precisely what was Wilson committed?
The New Freedom was, in the final analysis, intended to serve as a
campaign document, and the doctrine was full of inconsistencies. “I
am for big business, and 1 am against the trusts,” Wilson declared,
but he could not define the major differences between the two and
he never gave the matter serious thought. He proclaimed that “The

255
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development of business upon a great scale . . . is inevitable,” and
also expressed satisfaction that businessmen were beginning to reform
themselves.?

The guidelines utilized by Wilson were amorphous. What was
certain, however, was the demand of leading businessmen for federal
regulation designed to meet their problems. Since the failure of Per-
kins, Gary, and the National Civic Federation forces to enmact the
Hepburn Bill in 1908, important segments of big business had sought
to overcome the condition of uncertainty that existed in innumerable
industries. Federal incorporation had been prominently mentioned
as a possible solution for well over a decade, but Congress was never
willing to act on the principle. The idea of a trade commission simi-
lar to the 1.C.C. was actively promoted by George W. Perkins and
many others from early 1911 on, and both the Progressive and Re-
publican Parties endorsed the proposal in 1912. Gary and Carnegie
were even suggesting government price-fixing! Armed with the Na-
tional Civic Federation’s business opinion poll of late 1911, big busi-
nessmen stridently called for federal regulation of the economy.

It was obvious that without strong Executive support there could
be significant legislative advances toward a political capitalism only
as a result of irate public opinion manipulated to satisfy business
ends. Save in railroad legislation, much of the real progress toward
political capitalism from the beginning of the century until 1913 had
been an incidental byproduct of scandals and amorphous reform
enthusiasm among the wider public. In 1913 Wilson had little guid-
ance save from fundamentally conservative individuals, of whom
Colonel House was the foremost, who directed Wilson’s unclear but
moderate impulses toward conservative ends. Bryan, despite his emo-
tional radicalism, was also a shrewd politician, and it was difficult to
reduce his arsenal of phrases and clichés to specific proposals for con-
crete changes. Moreover, Wilson could barely tolerate Bryan’s style
and manners, and relied on him only when it was absolutely neces-
sary. During 1913, despite a few dramatic antitrust cases by the
fundamentally conservative but literal-minded Attorney General,
James C. McReynolds, Wilson was responsive to the pressures and
desires of big business. There was more progress in the fulfilment of
big business interests through the Federal Reserve Act alone than
there had been in well over five years.

Wilson’s ideological conservatism has been appreciated by his-
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torians. The extent of that conmservatism can only be fully under-
stood, however, when we pass from Wilson as an intellectual to Wil-
son as an administrator, The New Freedom, after all, was not merely
a doctrine—in any serious sense it was hardly that. The New Free-
dom was, more than anything else, government regulation of bank-
ing, industry, and railroads. Wilson during his eight years as a trust-
buster initiated substantially fewer cases than Harding and Coolidge
during their two terms. Wilson’s other reforms were, for the most
part, of no great significance to a wider public.

Wilson and
Business

Wilson did not enter office under any sort of cloud that might
have made big business apprehensive. “. . . we shall get more experi-
ence with respect to economic and industrial policies,” Senator Jo-
seph B. Foraker predicted immediately after the election, and even
Taft found it possible to approve Wilson’s new Cabinet, an appro-
bation that was eventually to blossom to admiration for Wilson in
general, J. P. Morgan, on his deathbed, was full of optimism for the
new Administration, and he offered his services to the President
through George Harvey.?

Senator Francis G. Newlands, the old Democratic advocate of
federal incorporation, by 1912 was ready to try instead to obtain a
commission, and Wilson’s victory made him chairman of the crucial
Senate Committee on Interstate Commerce. Despite the increasing
possibilities for action in 1913, very little was done. Pressure for ac-
tion existed, of course, but it was mild in a prosperity year. Roose-
velt kept up his demand for an interstate trade commission, but
George Wickersham denied the need for any serious changes in the
Sherman Act. Letters continued to pour into the Department of Jus-
tice, as they had in previous years, asking for opinions on the legality
of various actions. And, as Arthur Eddy told a Department of Justice
official, “I am interested in seeing passed broad and comprehensive
legislation, legislation which will really reach the evils the industrial
world suffers, at least as effectively as the Interstate Commerce Law
reaches some of the evils in transportation.”®
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It was logical that the Department of Justice concern itself with
the problem of the relationship of the government to business. It was
even more logical, however, that the Bureau of Corporations try to
reconsider the problem in light of the commitments of the New Free-~
dom. Joseph E. Davies, the new head of the bureau, pondered about
the matter and in July, 1913, sent Secretary of Commerce William
C. Redfield a memo on the topic; Redfield approved it and immedi-
ately sent it along to Wilson. Perhaps the Davies memo was really a
rationale for larger appropriations for the bureau—he asked for a
tripling of its budget—but it is at least of significance as an example
of an attempted definition of the role of the executive in the New
Freedom. Big business had implications to the general political struc-
ture insofar as it had the power to create a state within a state, and
it had the power to affect labor, Davies admitted. Both of these prob-
lems were beyond the interest of the bureau. What was of concern,
Davies suggested, was the effect of big business on the costs of pro-
duction and prices. In addition to its specific industry investigations,
it was time for the bureau to discover “what principles or laws
generally underlie industry and its relation to society and to the
state. . . .” Questions to be explored were the relationship of size to
efficiency and prices, and “whether the regulation of practically mo-
nopolistic units or the restoration of competitive units is the true and
correct solution.” This task, Davies modestly proposed, was to be
completed in a five months period. As if this were not enough, state
corporation laws and trade agreements would also be studied in great
detail. If state laws could be made uniform it “would eliminate one
of the principal arguments for centralization of power in the National
Government for the regulation of corporations. . . .” Moreover, a
really serious study of trade agreements could determine which ones
ought to be exempted from the Sherman Act. The Davies memo indi-
cated the doubt and confusion that existed among so many crucial
leaders around Wilson, and left the door wide open to those who knew
what they wanted. Davies’ ambitious answers were never produced.

By October, 1913, however, it was increasingly obvious that Wil-
son’s current legislative preoccupations werc going to attain fulfil-
ment and that “antitrust” legislation would be a serious issue in 1914.
In late October, Ralph W. Easley, the director of the National Civic
Federation, wrote McReynolds about antitrust legislation. Referring
to the unhappy experience with the Hepburn Bill under Roosevelt,
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Easley indicated that he had another draft bill available that had
been produced by Seth Low, James R. Garfield, C. A. Severance,
Samuel Untermyer, John B. Clark, and J. W. Jenks. An audience
was requested and immediately granted. The federation’s plan pro-
vided for a seven-man Interstate Trade Commission chosen by the
President and with powers of investigation and subpoena, and the abil-
ity to refer its complaints to the courts and fine companies $5,000
for each violation. The commission could license corporations, and
would require annual reports. Its jurisdiction would apply to compa-
nies with sales of $10 million and up. The proposal received an im-
portant circulation and a copy was sent to Wilson, while Davies also
discussed the matter with Easley in detail.4

By the end of 1913 Wilson was feeling very mellow toward busi-
ness. It had been most cooperative—indeed its aid had been crucial
—in the campaign to obtain banking reform. On December 19 he
wrote McReynolds that “I gain the impression more and more from
week to week that the businessmen of the country are sincerely desir-
ous of conforming with the law, and it is very gratifying indeed to
be able to deal with them in complete frankness and to be able to
show them that all that we desire is an opportunity to cooperate with
them.” During the same month, conscious of the long preceding
effort to obtain a federal commission, the House Committee on the
Judiciary, chaired by Henry D. Clayton of Alabama, opened hear-
ings on the entire problem of trust legislation. And from late 1913
on the leaders of the business community began shifting their atten-
tion to the need for greater federal regulation of the industrial
economy.

The President was fully aware of the fact that the business com-
munity resented the insecurity of the Sherman Act and wished to
attain a measure of predictability and confidence that had been lack-
ing under Taft. He was certainly familiar with the call for a “Fed-
eral Trade Commission” in the Republican platform of 1912, and
the obsessive concern of the Progressive Party with the issue. Was it
not Wilson, in the closing days of the campaign of 1912, who
warned that “If the government is to tell big businessmen how to
run their business, then don’t you see that big businessmen have to
get closer to the government even than they are now?” But the cam-
paign was over, and by January, 1914, the pressure for a federal



260 THE F.T.C. AND TRUST LEGISLATION

commission was very great indeed. Virtually everyone, from Rep.
Dick T. Morgan of Oklahoma to members of top Wall Street circles,
wanted some form of commission—for their own reasons. Only Sen-
ator William E. Borah and a few others condemned the movement
toward commissions and boards, the movement which would take
decisions “entirely away from the electorate,” and expose these
boards to “the influence and the power that affect other men. . . .8

On January 20 Wilson appeared before a joint session of Con-
gress and made it clear that future trust legislation would be just as
responsible as banking legislation had been,

What we are purposing to do . . . is, happily, not to hamper or interfere
with business as enlightened businessmen prefer to do it, or in any sense
to put it under the ban. The antagonism between business and govern-
ment is over. . . . The Government and businessmen are ready to meet
each other half way in a common effort to square business methods with
both public opinion and the law. The best informed men of the business
world condemn the methods and processes and consequences of monop-
oly as we condemn them; and the instinctive judgment of the vast ma-
jority of businessmen everywhere goes with them.

There would have to be a prohibition of interlocking directorates,
Wilson told Congress. But the main burden of his Message was to
strike a most responsive chord.

The business of the country awaits also, has long awaited and has suf-
fered because it could not obtain, further and more explicit legislative
definition of the policy and meaning of the existing anti-trust law.
Nothing hampers business like uncertainty. . . . And the businessmen
of the country desire something more than that the menace of legal
process in these matters be made explicit and intelligible. They desire the
advice, the definite guidance, and information which can be supplied by
an administrative body, an interstate trade commission.

Businessmen were delighted with the conservatism and reason-
ableness of the President’s address, and messages of congratulation
poured in from all over the country, from small and big businessmen
alike. “It has had a very reassuring effect on the business community
here in New York . . .,” a member of Speyer & Co. wrote Wilson.
“By your temperate, sober, earnest way in handling these important
matters,” a member of the Union League Club of New York as-
sured Wilson, “you have in our opinion (the opinion of life-long
Republicans) proved yourself a safe man to be at the head of the
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country!” Seth Low, however, wrote Wilson that he would have con-
siderable difficulty defining a trust. The President, admitting he was
aware of the problem, assured him “You may be sure we shall not
attempt the impossible and will not even try to define a trust, but
confine ourselves to very specific provisions.”®

The Campaign for
Legislation

Although numerous bills for trust legislation and a federal com-
mission had been introduced throughout 1913, the first politically
serious bills were not introduced in Congress until January 22, 1914,
when Rep. Clayton and Senator Newlands presented a rather timid
bill, similiar to Newlands’ earlier bills, providing for a five-man com-
mission to supersede the Bureau of Corporations. The proposal al-
lowed the commission to subpoena all necessary materials and to
recommend action to the Attorney General, who had the power to
arrange voluntary reorganization. The bill as it stood failed to appeal
to the Attorney General’s office, but it became the basis of discus-
sion for subsequent legislation, To complicate the matter, Clayton
also introduced four tentative bills amending the Sherman Act. The
first forbade attempted efforts at monopolization via price discrimi-
nation, but contained so many clauses it became meaningless. The
second extended “restraint of trade” to include agreements between
companies, a position long maintained by the Supreme Court. The
third bill forbade interlocking directors among banks, railroads, and
competitive industries, and the fourth was intended to eliminate in-
terlocking stockholdings.

In the meantime, the advocates of special proposals and concrete
steps were given ample opportunity to exert pressures whercver pos-
sible, and to voice their criticisms of the tentative bills. The concept
of a commission was never seriously opposed by any important seg-
ment interested in the topic, and Wilson was quite properly confi-
dent “that the businessmen themselves desire nothing so much as a
trade commission.”” At the hearings held by the House Committee
on the Judiciary, and by the Senate Committee onr Interstaie Com-
merce during February-June, 1914, the three major business con-
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] cerns for future legislation were specifically with interlocking direc-
A torates, fair trade laws, and the status of trade unions under the
/ antitrust act.
i Big business and bankers opposed a possible prohibition on in-
terlocking directorships in industry and banking. There was, in fact,
| little reason for their anxiety, since one or two interlocks on a board
“ are insufficient for control if the outside directors do not represent
i some significant power, in which case the leverage the power pro-
| vides exists even without interlocking directorships. In brief, short
‘J of a total transformation of existing economic relations, the prohibi-
tion of interlocking directorships is not too important. Nevertheless,
! many big businessmen found the suggestion obnoxious, and the
- American Bankers Association, the Railway Executives’ Advisory
;“ Committee, and numerous individuals opposed any prohibitions.
j ‘ Even Louis Brandeis suggested that a blanket ban on interlocks was
11 not desirable. At the same time that big business attacked the possi-
bility of prohibiting interlocking directorates, representatives of small
business associations of merchants, druggists, and grocers, as well as
! large manufacturers, called for the legalization and even the enforce-
ment of fair trade price-fixing, a cause that Brandeis supported and
that was to be revived periodically.? Virtually all businessmen, big
or small, endorsed the general principle of a trade commission.
o While the various tentative bills were under discussion, two busi-
ness organizations were to become especially important among the
i many petitioning their Congressmen and appearing before Congres-
‘ sional hearings, and were to shape the final legislation. The Chicago
i Association of Commerce strongly desired a trade commission, and
under the leadership of Thomas Creigh, attorney for the Cudahy
i Packing Company, it took a prominent part in the agitation for a
j trade commission that could eliminate business uncertainty by giv-
| ing business advice on the legality of proposed actions. This goal
| became the heart of the Chicago Association’s program, although it
also favored a commission with the power to issue desist orders
i before handing a complaint over to the Attorney General. The Na-
i tional Chamber of Commerce also strongly endorsed the need for a
| commission, but only a minority of the members of the Chamber,
! led by Charles R. Van Hise, president of the University of Wisconsin,
accepted the Chicago position for a commission to advise business
on the legality of prospective actions. Although a few major city and
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state groups, such as the Philadelphia Bourse and the New York
State Chamber of Commerce, opposed the basic premises of the
tentative bills, there is no doubt that the National Chamber of Com-
merce or the Chicago Association of Commerce reflected the over-
whelming opinion of virtually all levels and types of business. And
Congress knew business would support any action in this direction,
since Senator Newlands had submitted three bills to businessmen in
December, 1913, and favorable opinion in support of the basic prin-
ciple flowed in.? A

Until March 16, when the Trade Commission Bill was finally sepa-
rated from the proposed amendments to the Sherman Act and unity
imposed over the bevy of competing measures sponsored by the same
men, no conclusive and final business position was possible. More-
over, the exact provisions of a future Administration bill were un-
known. Various business organizations knew what they wanted, but
they were not sure of what they had. La Follette regarded the exist-
ing bills as “flabby and without teeth,” and Henry Lee Higginson
opposed the assortment as they stood. The Interstate Trade Commis-
sion Bill of March 16 was so weak that there was little question that
it would be amended. Introduced by Rep. James H. Covington of
Maryland, the new bill provided for a five-man trade commission
that could investigate a corporation to see if it was complying with
the antitrust law, gather information, and advise the Attorney Gen-
eral concerning dissolutions and prosecutions. The bill, on the whole,
was just as weak as it had been in its earlier confused form. And on
April 14 Rep. Clayton merged the basic contents of his various tenta-
tive bills into one coherent draft, the Clayton Antitrust Bill.

The revision of the Sherman Act was entirely unsatisfactory to
labor unions, who objected to the equivocal wording that “Nothing
contained in the anti-trust laws shall be construed to forbid the exist-
ence and operation of labor organizations.” Unionists wished an out-
right declaration that the antitrust laws did not apply to unions at all,
and efforts by several members of the House Committee on the Judi-
ciary to obtain such a clause failed. Changes in the wording of the
Clayton Bill applying to unions were made, but as historians have
commonly agreed, the Clayton Bill did not free unions from prosecu-
tion under the antitrust laws.!® Despite intensive pressure by organ-
ized labor, Wilson regarded all efforts to have labor excluded from the
law as class legislation, and the final bill, notwithstanding the em-
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barrassed attempt of Gompers to find some concession in it to justify
six years of support for the Democrats, was also hailed by antilabor
elements.

The initial Trade Commission Bill was most unsatisfying to those
business elements that had long been interested in such legislation. On
the other hand, disunity among businessmen as to what type of legis-
lation was desirable became increasingly apparent during the spring of
1914, although the sentiment for some form of legislation was nearly
universal. Both the N.A.M. and the Chamber of Commerce split evenly
on the desirability of a strong trade commission with the power to pass
on proposed business actions, The N.A.M. convention, meeting in
May, decided to take no stand whatsoever, and failed to approve a
committee resolution condemning legislation. The Chamber of Com-
merce, on the other hand, began shifting its position, and it was appar-
ent that Charles R. Van Hise, hitherto only a minority voice on the
Chamber’s committee on trust legislation, spoke for a significant pro-
portion of the business community. In mid-April the Chamber sent a
referendum to its members on the extent and form of trade commis-
sion legislation, asking them to vote on the trust committee’s rec-
ommendations. On the creation of the commission and its power to
investigate, the members endorsed their committee’s positive recom-
mendations by overwhelming majorities. The committee’s refusal to
endorse commission powers to pass on the legality of proposed ac-
tions, however, was reversed by a vote of 307 to 306. Even before the
Chamber’s committee received the results of the referendum, however,
it moved to endorse the Clayton Bill in general, urging that legislation
be “expressed in tcrms of principles only,” but also favoring the pro-
hibition of interlocking directors and stock ownership lessening com-
petition. Morc significant was the committee’s focus on the Stevens
Bill, a hitherto obscure measure presented by Rep. Raymond B. Stev-
ens of New Hampshire that assumed that it would be the function of a
Federal Trade Commission to decide if a business’ actions violated the
more general provisions of the antitrust laws.!?

The Stevens Bill was no coincidence. The Chamber’s trust com-
mittee included among its members George Rublee, an attorney who
had been in the Progressive Party and generally shared its trust orien-
tation. The Chamber’s committee held its first meetings in February,
1914, and Rublee was directly interested in the legislative history of
the various bills from that point on. Rublee knew Stevens and the
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Congressman agreed to allow him to draft a bill that was introduced
on April 13, The Stevens Bill provided for a commission with powers
to issue cease and desist orders, subject to court review, where unfair
methods of competition were being utilized. The Stevens Bill, and the
general concept of a strong trade commission, had few supporters in
Congress, and its attraction was mainly to men like Rublee, Creigh,
and Van Hise. On June 5, as an illustration of its unformulated casual
attitude, the House passed the Covington Bill by a voice vote, defeat-
ing a motion to recommit by 151 to 19. No one was overly excited by
the weakness of the measure, save those circles that had long advo-
cated a trade commission as a means of giving business stability and
predictability.

At the beginning of June, Rublee, Stevens, Brandeis, and Charles
McCarthy went to see Wilson about the obscurity of the Clayton Bill,
pointing to the need for a stronger trade commission to give it sub-
stance. The group’s comments managed to swing Wilson from his not-
too-firm position, and he indicated his willingness to see the heart of
the Stevens Bill incorporated into the Federal Trade Commission Bill
as Section 5.1 Senator Newlands, always anxious to please and cer-
tainly no radical, responsed to Wilson’s new position by modifying his
Senate equivalent of the Covington Bill to include the heart of the
Stevens Bill. Despite some debate in the Senate on the meaning of un-
fair competition and the extent of judicial review, virtually everyone
agreed the amended Newlands Bill was an important advance, and on
August 5 it passed by 53 to 16.

The Clayton Bill, while the tradercommission was being debated,
passed the House on June 5 by a vote of 277 to 54, somewhat altered
to allow the F.T.C. and 1.C.C. to have greater responsibility for its en- |
forcement and to eliminate imprisonment and fines for certain viola-
tions. It was obvious that legislation was almost universally desired,
and the leaders of the small business organizations were especiaily
pleased with the steps that had been taken by July, even though a rec-
onciliation of the House and Senate Trade Commission Bills was still
months off. Wilson, for his part, moved to reassure business, if assur-
ance was needed, that the New Freedom could be trusted. He had, by
mid-1914, attained considerable insight into the economy, and he was
now able to evaluate the future needs of the nation in the light of re-
cent progress. Speaking to the Virginia Editorial Association on June
25 “as a friend of business and a servant of the country,” Wilson ap-
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praised the larger problem faced by a democratic society in an age of
big business and industrialism. Perhaps it was once thought that Amer-
ica was ill and in need of progressive economic cures, but “as the diag-
nosis has progressed it has become more and more evident that no
capital operation is necessary; that at the most a minor operation was
necessary to remove admitted distempers and evils.” The tariff and
currency bills had been two minor operations, and the economy was
now undergoing another operation in the form of trust legislation. But
when this was completed “business can get and will get what it can get
in no other way—rest, recuperation, and successful adjustment.”3

Thomas Creigh of the Chicago Association of Commerce felt dis-
appointed with the Trade Commission Bill and the even vaguer Clay-
ton Bill, and in mid-July he and a group of his Chicago associates
visited Wilson to discuss the entire legislative situation. They left Wash-
ington “feeling much encouraged,” thinking the “objectionable parts”
of the Clayton Bill would be dropped “and the Trade Commission
Bills strengthened, especially, in Section 5, so that it would more fully
embrace our ideas.” The Chicago group, with its belief in a strong
commission that could pass on the legality of business proposals, was
doubly reassured when Davies privately indicated to it that many of
its suggested changes would be made.

Davies’ consolation was significant, for it was the head of the Bu-
reau of Corporations, more than any other individual within the Ad-
ministration, that helped formulate the Trade Commission Bill. Besides
Wilson, he gave direction to the plastic Senator Newlands, the chief
figure in the Senate. This was as it should have been, since the com-
mission was to supersede the bureau. Davies, for his part, relied heav-
ily on the advice of interested business lawyers such as Rublee, Creigh,
and Gilbert H. Montague, the author of the Merchants’ Association of
New York’s commission plan and a friend of the Chicago Association
of Commerce’s proposals. Montague, along with Creigh, sent Davies
memoranda, letters, and proposals designed to strengthen the power of
a commission, and even to protect any future commission from broad
judicial review. Davies appreciated the assistance, and he used it in
keeping Wilson behind a strong commission position while the debates
on judicial review in Congress attracted attention during the summer.
Business lawyers told him that they did not want long litigation, Davies
assured Wilson, and that they preferred narrow judicial review. Al-
though we cannot expect everything in the first bill, Davies assured




267

Creigh, the efforts of the Chicago Association of Commerce “have pro-
cured so much a better bill than I thought would be possible at this
time. . . .7

The Federal Trade Commission Bills of both the House and the
Senate remained in conference until early September, when they were
reconciled in favor of the Senate. The Senate passed the report 43 to
5, and the Act was signed by Wilson September 26. There was a mod-
erate broadening of judicial review in the compromise bill, the debate
over which historians have overexaggerated in importance; the final
vote in the Senate is an accurate gauge of the seriousness of the dis-
agreement. The Clayton Bill also passed through both branches with
large majorities. The Senate approved it in early September by a vote
of 46 to 16, over strong condemnation of its ineffectiveness by Western
Senators. The conference report was passed by the House in early Oc-
tober by a vote of 244 to 54, and Wilson signed the law on October 16.

The End of the
New Freedom

The Federal Trade Commission Act specified that a commission
of five was to be appointed by the President with the approval of the
Senate, with not more than three members from any party. “Unfair
methods of competition” were declared “unlawful,” and the commis-
sion was authorized to prevent them from being used. Upon calling a
hearing, the commission could issue “cease and desist” orders which
could be enforced by Circuit Courts. The commission might also com-
pel the production of information and utilize the power of subpoena,
with penalties for refusal to cooperate. The commission could gather
and issue information of a more general sort, and advise the Attorney
General on correcting illegal corporate actions. All in all, the Act was
vague and unclear, failed to exclude businessmen from membership
on the commission, and left a great area for free interpretation of the
law.

By comparison to the Clayton Act, however, the Federal Trade
Commission Act was a model of precision. It was the intention of
Congress to allow the commission and courts to settle most of the
vagueness in the Clayton Act, and no greater clarity in the antitrust
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law was established. Price discrimination was forbidden, but with am-
ple “due allowances.” The Act also condemned tieing contracts to pre-
vent purchasers from buying from a company’s competitors if they
lessened competition. It forbade purchases of stock that reduced com-
petition and prohibited interlocking directorates among banks with
more than $5 million resources, between railroad directors or officers
and construction or maintenance companies with which they did a sub-
stantial business, and directors of competitive industries. The new Act
was most detailed in its specification of mechanical procedures for
cease and desist orders and appeal procedures. On the whole, it re-
flected the deep ambivalence of Congress on the topic of business
concentration. There were ro means, needless to say, by which con-
centration could be reversed. Precedent was still the major criterion
for action, and precedents were to be defined by judicial and adminis-
trative bodies dominated by men who, in the last analysis, had little
more than their ideological commitments to guide them.

Although bankers disliked the interlock prohibitions, big business
as a whole was very pleased, to put it mildly, with the new state of
affairs. The provisions of the new laws attacking unfair competitors
and price discrimination meant that the government would now make
it possible for many trade associations to stabilize, for the first time,
prices within their industries, and to make effective oligopoly a new
phase of the economy. In part the new mood of confidence was a re-
sult of the President’s repeated assurances that he favored a conserva-
tive approach to business—a public statement on the need for greater
railroad profits on September 10 was only one of many examples—
and a realization that a Federal Trade Commission was to serve as a
stabilizing factor in the economy and a protector against public attacks.
The unions were no better off, despite Gompers’ effusive support of
the Clayton Act, and the last stone in the foundation of a comprehen-
sive political capitalism involving the banks, railroads, and industry
had been laid.

The new measures were quickly endorsed by the long-time ad-
vocates of federal regulation, with the exception of George W. Per-
kins, now more deeply motivated by political considerations. ©. . . these
laws largely coincide with the principles we have urged,” the president
of the Chicago Association of Commerce telegraphed Wilson. “The
Democratic National Administration deserves unmistakable approval,”
Francis Lynde Stetson announced in mid-October. Arthur J. Eddy,
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the architect of the trade association movement, also agreed that the
new laws were progressive and constructive.'®

What is truly significant about the passage of the two bills, how-
ever, is that it marked the conscious completion of the legislative objec-
tives of the New Freedom just at the very time that the most important
goals of business advocates of political capitalism were attained. In
late 1914 Wilson drew the line on reform, and reiterated innumerable
times his belief that federal regulation had gone far enough. In late
October Wilson began explicity formulating his retreat from legislative
action. “The situation is just this,” he wrote a friend: “the recon-
structive legislation which for the last two decades the opinion of the
country has demanded . . . has now been enacted. That program is
practically completed.” Further changes would have to await the end
of the European war and the experience of using the “instrumentali-
ties already created.” By mid-November Wilson was ready to make a
public statement of policy in a letter to McAdoo that was immediately
sent to the press.

Ten or twelve years ago the country was torn and excited by an agitation
which shook the very foundations of her political life, brought her busi-
ness ideals into question, condemned her social standards, denied the
honesty of her men of affairs, the integrity of her economic processes,

the morality and good faith of many of the things which her law
sustained.

Businessmen and politicians had been exposed to abuse, but any of
the evils that may have existed were now corrected, and all of the
older ideals and foundations were now being reasserted. “The spirit of
co-operation which your letter breathes is an example to all of us,”
Frank Trumbull, head of the Railway Executives Association, imme-
diately wrote Wilson. Stimulated by similar professions and the con-
gratulations of Davies and urgings of Tumulty, Wilson bid his final
farewell to the New Freedom in his Annual Message to Congress on
December 8. Appearing before a joint session, Wilson’s stand was
unequivocal:

Our program of legislation with regard to the regulation of business is
now virtually complete. It has been put forth, as we intended, as a whole,
and leaves no conjecture as to what is to follow. The road at last lies
clear and firm before business. It is a road which it can travel without
fear or embarrassment.1®
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What the President ignored, of course, was that the road had never
been charted by him, and that the New Freedom, in its concrete legis-
lative aspects, was little more than the major demands of politically
oriented big businessmen. They had defined the issues, and it was they
who managed to provide the direction for change. If they did not
always manage to shape every detail of each reform measure, it was
only because, in a political democracy, legislative situations have their
own unpredictable, uncontrollable qualities. But in its larger outlines
it was they who gave progressivism its essential character. By the end
of 1914 they had triumphed, and to the extent that the new laws were
vague and subject to administrative definitions by boards and com-
missions, they were to totally dominate the extensive reign of political
capitalism that had been created in the United States by 1915.

The Commission
Defines the Law

A Federal Trade Commission had finally been created; it was an
unformed object guided only by vague legal prescriptions, to be shaped
by the President and his advisers as they saw fit. Given Wilson’s mood
at the end of 1914 and the beginning of 1915, however, there was
little question that the new organization would be amply conservative.
The reassuring statements of the President continued into 1915 and
were joined by those of Davies and others. “Nobody is henceforth
going to be afraid of or suspicious of any business merely because it is
big.”17 The practical reflection of the new stage in the New Freedom
was the President’s choice of the members of the F.T.C., the men with
the responsibility of determining the functional meaning of the new
law and setting the all-important precedents for the future.

It was only logical that Davies should be appointed the first chair-
man of the commission. Wilson appointed Edward N. Hurley of Chi-
cago vice-chairman. Hurley had aided Wilson’s political career in 1910
as an intermediary with the Democratic Party of New Jersey. Among
other things he was a manufacturer and the president of the Illinois
Manufacturers Association at the time of his appointment. William J.
Harris, a Georgia businessman, was also appointed, as was Will H.
Parry, former newspaperman and shipbuilder. It was only fitting that
Wilson consider Rublee, and since the former Progressive received the
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endorsement of both Oswald Garrison Villard and the Chicago Asso-
ciation of Commerce, the President nominated him. But Rublee had
once managed a campaign against Senator Jacob H. Gallinger in New
Hampshire, and the Senator, not one to forget, blocked his confirma-
tion in the Senate. Until the end of Congress, however, Rublee was
appointed to the commission at the “pleasure of the President,” and
he served until September 8, 1916. Virtually the entire commission,
therefore, was composed of individuals with business backgrounds or
long pro-business records. The domination extended to even routine
jobs in the bureaucracy, and applicants were asked to present “letters
of endorsement from some good, sound businessmen.”13

When the commission began defining its role in early 1915, there-
fore, it met in a general atmosphere of sympathy for business. More-
over, business was responding with enthusiasm. Hundreds of requests
for information and advice poured in from businessmen, and calls for
a maintenance of the era of good feelings came from all directions—
Frank Vanderlip, Senator Albert B. Cummins, the Illinois Manufac-
turers Association. The commission had the law to guide it, but the
law was vague. Commission members had their own views, and there
was also the opinion of business. From April through June, 1915, the
comimission was to meet, debate, and consult outside advisers.

The mere existence of the commission served the obvious and val-
uable function as a buffer against public antagonism toward business,
but most of the earliest advocates of a commission had also conceived
of it as an agency that could give business legal advice and create pre-
dictability for their economic actions. The law quite explicitly avoided
stating such advice could or could not be given, but it was clearly the
intent of Congress not to include such a provision or to give the com-
mission the power. Davies, more than any other individual on the
commission, helped define future policy on this all-important question.
He had always believed that a commission would be quasi-judicial
and quasi-legislative as well as administrative in its functions. In addi-
tion to its explicit powers, he announced at the end of March, 1915,
the new commission would provide some definition of what business
could not do so that it might protect 99 per cent of business from the
unfair competition of one per cent. Davies was fully aware that the
law did not empower the F.T.C. to give advice, and he sought some
means or rationale by which it might do so, and even drew up an
amendment to the Act that was never submitted. Rublee, who was
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quite literal-minded in evaluating the law and could not find a con-
venient loophole, was very little assistance, and he and Parry concen-
trated on defining the F.T.C.’s functions in less complicated areas.
The members of the commission could not solve the problem them-
selves; in late April they were forced to resolve the dilemma. The
United Cigar Stores Company wrote the commission on April 20 about
a proposed acquisition and asked “to ascertain the attitude of your
Commission. . . .”'? Perhaps only because it provided a convenient
way to avoid giving up the powers it desired, the commission at this
point decided to call on outside parties to help it attain its goal. Choice
of the outside parties determined the final decision. Arthur J. Eddy,
Victor Morawetz, Walker D. Hines, the railroad executive, Brandeis,
and Van Hise, the most important outside consultants, were not prone
to radicalism. Only Brandeis opposed the commission giving advice
on the legality of proposed acts.

It was Eddy who managed to provide the rationale sufficient to
get the commission to embark on a course without statutory warrant.
Section 5, the advocate of trade associations pointed out, required the
commission to “prevent” unfair methods of competition. If a company
or association filed information on a proposed act, the commission
could file a complaint if it thought the suggestion illegal. The prin-
ciple, of course, had been suggested by Eddy only three years earlier,
and Davies adopted the approach almost immediately. Rublee alone
seemed to have some qualms about the legal basis of the decision, but
the commission resolved to give rulings because, as Davies put it,
“what men needed largely in the business world was not the menace
of legal process, but some definite guidance and some information—
some help.”?° At the end of June the commission adopted a plan of or-
ganization for its future work, and “conference rulings” were accepted
as one of its key tasks. The structure of the commission was outlined
along with its functions, not the least of which was to be the collection
of statistics and information designed to help business. But it was the
conference ruling decision that was of crucial value to business, and by
the end of its first year the commission had issued forty-eight such rul-
ings, and although they were not regarded as “conclusive,” they could
“be regarded as precedents in so far as they are applicable in proceed-
ings before the Commission.” At the same tune the commission ini-
tiated a program of disposing of many of its incoming complaints
through informal proceedings, “avoiding ill-founded prosecutions.”2!

This crucial interpretation of the function of the commission met
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with no opposition in Congress, and with only enthusiasm from busi-
ness. Wilson accepted the shift entirely, and, along with the commis-
sion itself, misstated the original purpose of the law. “. . . the Federal
Trade Commission was established,” he declared in July, 1916, “so
that men would have some place where they could take counsel as to
what the law was and what the law permitted. . . .” The commission
consistently regarded the new policy as inherent in the law. Its ruling
and decisions, in addition to being designed “to promote business effi-
ciency and . . . to co-operate with the business world in developing the
best standards of commercial ethics,” by 1919 were described as “fur-
nishing that ‘definite guidance and information’ which the President
and the Congress had in view in the establishment of the Federal
Trade Commission, by the gradual working out of a code of business
law.”22

The response of business, quite predictably, was even more enthu-
siastic, and the cordial relationship between the commission and busi-
ness became a virtual honeymoon of mutual praise. As Davies put it at
the outset, ““There is a great opportunity for this new agency in gov-
ernment to be of practical aid to the business of this country. That is,
indeed, one of the purposes for which it was created. . . .”” Of all the
important business groups, only the N.A.M. stood off, neither attack-
ing nor praising the F.T.C. But it stood alone. “. . . I found the mem-
bers of the commission most cordial and not only willing but anxious
to exercise their fullest powers to aid and assist business rather than to
hinder and oppose it,” one executive reported. The formation of a
commission, the bulletin of the brokerage house Clark, Childs & Co.
announced in May, “has taken some of the sharpest teeth out of the
jaws of the Sherman Law. . . . The new Commission seems to be run
with the main idea of helping business. . . .”” It settled, for example,
ninety-nine out of one hundred complaints with private, nonsensa-
tional conferences. “This is the most satisfactory development of the
relation of the Administration to business that has developed in many
years, and it will soon mean much to our stock market in freedom
from fear of sensational attack.”?3

Business enthusiasm and support, of which the commission was
fully aware and proud, centered increasingly on the dynamic activities
of Hurley. Davies, nominally the head of the commission, shifted his
focus from economic matters to foreign crises as Wilson became more
concerned with foreign affairs, and vice-chairman Hurley shaped the
larger program of the commission during late 1915 and 1916. Hurley
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wished to service business with information on standardized book-
keeping, cost accounts, and credit systems. Such money-saving pro-
posals especially struck the iagination of smaller businessmen, even
though the commission’s guides on the topic, which went through
giant printings of 350,000 by the end of 1916, were also directed
to manufacturers. This enthusiasm by business was maintained by
Hurley’s aggressive cultivation of the business community through a
barrage of speeches and press releases.

The business response to Hurley was nothing short of overwhelm-
ing, and many hundreds of letters of praise arrived in the commis-
sion’s office throughout 1915 and 1916. Their enthusiasm was due not
merely to Hurley’s fine sense of public relations, but to the remarkable
content of his speeches. “Through a period of years the government
has been gradually extending its machinery of helpfulness to different
classes and groups upon whose prosperity depends in a large degree
the prosperity of the country,” Hurley told the Association of Na-
tional Advertisers in December, 1915. The railroads and shippers had
the I1.C.C., the bankers the Reserve Board, the farmers the Agriculture
Department. “To do for general business that which these other agen-
cies do for the groups to which I have referred was the thought behind
the creation of the trade commission.” This total identification of the
F.T.C. with business was, on Hurley’s part, quite conscious. More im-
portant, he was able to obtain the complete support of Wilson for his
position, and Wilson relied heavily on Hurley for guidance on his re-
lations to business throughout 1916. Indeed, by May, 1916, Hurley
was drafting some of Wilson’s important statements on general eco-
nomic affairs, including an endorsement of the work of the F.T.C.
under Hurley.?* In June, 1916, Davies resigned from the commission
and Hurley, with strong business support, was chosen as chairman.

Was Wilson fully aware of the deep commitment of Hurley to bus-
iness? All of the evidence indicates he was, and Hurley, too, claimed
it. Speaking informally to the National Industrial Conference Board
in July, 1916, the new chairman, in a remarkably frank address, freely
revealed his own feelings and those, he claimed, of Wilson:

I am glad to meet with a body of businessmen like you gentiemen, and
I will plead guilty on the start by saying that I do not know anything
about the law, and that applies to the Clayton act and to the Federal
Trade Commission act. In my position on the Federal Trade Commission
I am there as a business man. I do not mind telling you that when I was
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offered the place I told the President that all I knew was business, that
I knew nothing about the new laws nor the old ones, and that I would
apply the force that I might have in the interest of business. I have been
there since the sixteenth of March last year, and I think that the business
men of the country will bear me out when I say that I try to work wholly
in the interest of business.z’

The enthusiasm within business circles for Hurley extended be-
yond the smaller business groups that benefited most from his cost and
efficiency publications. Big business also responded positively to the
commission, whose functions conformed to those outlined by its vari-
ous spokesmen as early as 1907. The special attraction of the commis-
sion, and Wilson, to larger businessmen, however, was its position on
trade associations in general and export trade associations in particu-
lar. The advantages of trade associations formed for domestic pur-
poses were clear—the maintenance of prices and the elimination of
internecine competition. Such associations were organized in abun-
dance from 1912 on, but their legal status on issues of price controls
and market divisions had never been thoroughly tested. The pressure
to legalize them, on the other hand, was not great. Small retail busi-
ness was more interested than big business in the legalization of fair
trade pricing, and although businesses of every size generally favorcd
such a law, no real movement for its passage ever was created.

Wilson and Hurley regarded trade associations with favor, and the
trade associations respected the commission as a friend. The preven-
tion of price cutting was commended by Brandeis and Davies, and
Wilson, with Hurley’s prodding, publicly stated in May, 1916, “that
trade associations . . . and other similar organizations should be en-
couraged in every feasible way. . . .”?% The real support of the Ad-
ministration for the trade association movement came in the area of
export associations. During the final days before the passage of the
Trade Commission Act, both Davies and Secretary of Commerce Wil-
liam Redfield tried to have the bill amended to allow the commission
to supervise export associations, but Wilson, although sympathetic,
thought it better to make the change later. Wilson, ostensibly to help
smaller businesses, took the position in early 1915 that “a method of
cooperation which is not a method of combination” would be most ad-
vantageous “in taking advantage of the opportunities of foreign trade.”
The President was strident on this issue until American entry into the
war, when all bounds on business were removed. Domestic markets
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were no longer sufficient for our economic development, he told a
business convention in September, 1916, and the Federal Reserve Act,
with its provisions for foreign branch banking, had truly prepared us
for the world market. “Not only when this war is over, but now,
America has her place in the . . . world of finance and commerce upon
a scale that she never dreamed of before.” “There is only one thing
I have ever been ashamed of in America,” Wilson, in a moment of
satisfaction, declared, “and that was the timidity and fearfulness of
Americans in the presence of foreign competitors.”2?

The commission’s work on accounting and cost systems was
equaled only by its concern for supporting the formation of export
trade associations. By the end of its first year of operation the com-
mission had ten specific investigations under way. The motives for in-
vestigating domestic industries were not at all hostile to the industries
concerned. “We are making an inquiry into the coal industry today,”
Hurley announced, “with the hope that we can recommend to Con-
gress some legislation that will allow them to combine and fix prices.”
Such impulses were hardly calculated to cause anxiety to an industry
that for years had demanded just such rights. More significant is the
fact that the first two inquiries completed dealt with export trade
associations and the problems of South American trade. Ever since
its formation, the commission favored a law to explicitly allow trade
associations to be created. “The Commission does not believe that
Congress intended by the antitrust laws to prevent Americans from
cooperating in export trade for the purpose of competing effectively
with foreigners, where such cooperation does not restrain trade within
the United States. . . .” So long as such a law was not on the record,
they claimed, potential exporters would be discouraged for fear of
possible attack. The F.T.C., for these reasons, consistently supported
the passage of the Webb Bill to allow export trade associations to op-
erate and companies to acquire firms exclusively in the export business.
Given Wilson’s endorsement of the bill in December, 1916, industry
pressure, and even occasional reminders by Perkins and others that
Germany had become a great power because it was “taking care of her
business interests” in seeking foreign trade, the passage of the Webb-
Pomerene Act in April, 1918, was inevitable.??

The Democratic platform in 1916 was eminently conservative on
the issue of “economic freedom.” The reforms required to eliminate
economic discrimination had been effected, and, for the future, the
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party pledged itself to “remove, as far as possible, every remaining
element of unrest and uncertainty from the path of the businessmen of
America, and secure for them a continued period of quiet, assured
and confident prosperity.” If there ever was a party plank intended to
reflect the serious desires of the party, this was it.

So far as the larger issue of the relationship of business to govern-
ment was concerned, the plank perfectly mirrored the new era of po-
litical capitalism and the New Freedom. Wilson was ready to accept
the advice and direction of Hurley in handling the business commu-
nity and the issues that had once figured so prominently in the cam-
paign of 1912. Hurley reproduced Wilson’s May 12, 1916, letter to
him, which Hurley had really written, and reminded businessmen dur-
ing September, 1916, that a President who endorsed the F.T.C. and
the trade association movement was “a safe and sound man for the
business interests of the country to champion.” George Perkins, ac-
tively working for Charles Evans Hughes, might attack the commis-
sion as being vague, but businessmen knew better. The American Fair
Trade League could condemn Perkins’ verdict, and it was joined by
other powerful business groups. The Federal Trade Commission, Wil-
son announced on September 25, “has transformed the Government
of the United States from being an antagonist of business into being a
friend of business.”2® Wilson was overly modest in his description of
the situation.

Had Hurley remained with the F.T.C., his influence over Wilson
would have continued, if not grown. In January, 1917, Hurley re-
signed “On account of certain large plant improvements requiring per-
sonal attention to my business affairs. . . .” Wilson regretfully accepted
the resignation. The war was to keep the President occupied. The
process of meeting the demands presented by that epic struggle made
the traditional relationship of the federal government to business
even more intimate. The F.T.C. was, very briefly, to waver from its
safc, reliable path after the war, but its subsequent history and role
did not disappoint the hopes and expcctations of business.? Its suc-
cess in this regard was due not so much to its structure and personnel
as to the basic ideological assumptions and goals of the political ma-
chinery within which it existed. Its conservatism reflected the mandate
from the President.

Bureaucracies have frequently determined conditions of political
and economic development in a seemingly “nonpartisan” manner that
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has perpetuated a set of relationships and actions which were, in them-
selves, based on policy commitments with no formal affinity to those
verbally accepted by the society around them. Such was not the prob-
lem, however, in the case of the Federal Trade Commission. The ad-
ministrative outcome of the New Freedom was the logical conclusion
of the premises of its initiators. The business community knew what
it wanted from the commission, and what it wanted was almost pre-
cisely what the commission sought to do. No distinction between gov-
ernment and business was possible simply because the commission
absorbed and reflected the predominant values of the business com-
munity. The platitudes and boosterism of Davies and Hurley were, in
the final analysis, based on their deep commitment to the political
capitalism that triumphed under the New Freedom. Wilson interacted
with them, accepted their initiatives, and provided his own. The views
and desires of Wilson and business were virtually identical.




CONCLUSION:
THE
LOST

DEMOCRACY

THE AMERICAN POLITICAL experience during the Progressive Era
was conservative, and this conservatism profoundly influenced Amer-
ican society’s response to the problems of industrialism. The nature
of the economic process in the United States, and the peculiar cast
within which industrialism was molded, can only be understood by
examining the political structure. Progressive politics is complex
when studied in all of its aspects, but its dominant tendency on the
federal level was to functionally create, in a piecemeal and hap-
hazard way that was later made more comprehensive, the synthesis
of politics and economics I have labeled “political capitalism.”

The varieties of rhetoric associated with progressivism were as
diverse as its followers, and one form of this rhetoric involved at-
tacks on businessmen—attacks that were often framed in a fashion
that has been misunderstood by historians as being radical. But at
no point did any major political tendency dealing with the problem
of big business in modern society ever try to go beyond the level of
high generalization and translate theory into concrete economic pro-
grams that would conflict in a fundamental way with business su-
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premacy over the control of wealth. It was not a coincidence that the
results of progressivism were precisely what many major business
interests desired.

Ultimately businessmen defined the limits of political interven-
tion, and specified its major form and thrust. They were able to do so
not merely because they were among the major initiators of federal
intervention in the economy, but primarily because no politically
significant group during the Progressive Era really challenged their
conception of political intervention. The basic fact of the Progressive
Era was the large area of consensus and unity among key business
leaders and most political factions on the role of the federal govern-
ment in the economy. There were disagreements, of course, but not
on fundamentals. The overwhelming majorities on votes for basic
progressive legislation is testimony to the near unanimity in Congress
on basic issues.

Indeed, an evaluation of the Progressive Era must concede a
much larger importance to the role of Congress than has hitherto
been granted by historians who have focused primarily on the more
dramatic Presidents. Congress was the pivot of agitation for banking
reform while Roosevelt tried to evade the issue, and it was consid-
ering trade commissions well before Wilson was elected. Meat and
pure food agitation concentrated on Congress, and most of the vari-
ous reform proposals originated there. More often than not, the
various Presidents evaded a serious consideration of issues until Con-
gressional initiatives forced them to articulate a position. And busi-
nessmen seeking reforms often found a sympathetic response among
the members of the House and Senate long before Presidents would
listen to them. This was particularly true of Roosevelt, who would
have done much less than he did were it not for the prodding of
Congress. Presidents are preoccupied with patronage to an extent
unappreciated by anyone who has not read their letters.

The Presidents, considered—as they must be—as actors rather
than ideologists, hardly threatened to undermine the existing con-
trollers of economic power. With the possible exception of Taft’s
Wickersham, none of the major appointees to key executive posts
dealing with economic affairs were men likely to frustrate business
in its desire to use the federal government to strengthen its economic
position. Garfield, Root, Knox, Straus—these men were important
and symipathetic pipelines to the President, and gave additional secu-
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rity to businessmen who did not misread what Roosevelt was trying
to say in his public utterances. Taft, of course, broke the continuity
between the Roosevelt and Wilson Administrations because of politi-
cal decisions that had nothing to do with his acceptance of the same
economic theory that Roosevelt believed in. The elaborate relation-
ship between business and the Executive created under Roosevelt was
unintentionally destroyed because of Taft’s desire to control the
Republican Party. Wilson’s appointees were quite as satisfactory as
Roosevelt’s, so far as big business was concerned, and in his con-
crete implementation of the fruits of their political agitation—the
Federal Reserve Act and the Federal Trade Commission Act—Wil-
son proved himself to be perhaps the most responsive and desirable
to business of the three Presidents. Certainly it must be concluded
that historians have overemphasized the basic differences between
the Presidents of the Progressive Era, and ignored their much more
important similarities. In 1912 the specific utterances and programs
of all three were identical on fundamentals, and party platforms re-
flected this common agreement.

This essential unanimity extended to the area of ideologies and
values, where differences between the Presidents were largely of the
sort contrived by politicians in search of votes, or seeking to create
useful images. None of the Presidents had a distinct consciousness
of any fundamental conflict between their political goals and those
of business. Roosevelt and Wilson especially appreciated the signifi-
cant support business gave to their reforms, but it was left to Wilson
to culminate the decade or more of agitation by providing precise
direction to the administration of political capitalism’s most impor-
tant consequences in the Progressive Fra. Wilson had a small but
articulate band of followers who seriously desired to reverse the proc-
ess of industrial centralization—Bryan and the Midwestern agrarians
reflected this tradition more than any other group. Yet ultimately
he relegated such dissidents to a secondary position—indeed, Wilson
himself represented the triumph of Eastern Democracy over Bryan-
ism—and they were able to influence only a clause or amendment,
here and there, in the basic legislative structure of political capi-
talism.

But even had they been more powerful, it is debatable how differ-
ent Bryanism would have been. Bryan saw the incompatibility be-
tween giant corporate capitalism and political democracy, but he
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sought to save democracy by saving, or restoring, a sort of idealized
competitive capitalist economy which was by this time incapable of
realization or restoration, and was in any event not advocated by
capitalists or political leaders with more power than the agrarians
could marshal. Brandeis, for his part, was bound by enigmas in this
period. Big business, to him, was something to be ultimately rejected
or justified on the basis of efficiency rather than power accumulation.
He tried to apply such technical criteria where none was really
relevant, and he overlooked the fact that even where efficient or
competitive, business could still pose irreconcilable challenges to the
political and social fabric of a democratic community. Indeed, he
failed to appreciate the extent to which it was competition that was
leading to business agitation for federal regulation, and finally he
was unable to do much more than sanction Wilson’s actions as they
were defined and directed by others.

There was no conspiracy during the Progressive Fra. it is, of
course, a fact that people and agencies acted out of public sight, and
that official statements frequently had little to de with operational
realities. But the imputation of a conspiracy would sideirack a seri-
ous consideration of progressivism. There was a basic consensus
among political and business leaders as to what was the public good,
and no one had to be cajoled in a sinister manner. If détentes, private
understandings, and the like were not publicly proclaimed it was
merely because such agreements were exceptional and, generally
known, could not have been denied to other business interests also
desiring the security they provided. Such activities required a delicate
sense of public relations, since there was always a public ready to
oppose preferential treatment for special businesses, if not the basic
assumptions behind such arrangements.

Certainly there was nothing surreptitious about the desire of cer-
tain businessmen for reforms, a desire that was frequently and pub-
licly proclaimed, although the motives behind it were not appreciated
by historians and although most contemporaries were unaware of
how reforms were implemented after they were enacted. The fact
that federal regulation of the economy was conservative in its effect
in preserving existing power and economic relations in society should
not obscure the fact that federal intervention in the ecomomy was
conservative in purpose as well. This ambition was publicly pro-
claimed by the interested business forces, and was hardly conspira-
torial.
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It is the intent of crucial business groups, and the structural cir-
cumstances within the economy that motivated them, that were the
truly significant and unique aspects of the Progressive Era. The
effects of the legislation were only the logical conclusion of the in-
tentions behind it. The ideological consensus among key business and
political leaders fed into a stream of common action, action that was
sometimes stimulated by different specific goals but which neverthe-
less achieved the same results, Political leaders, such as Roosevelt,
Wilson, and their key appointees, held that it was proper for an
industry to have a decisive voice or veto over the regulatory process
within its sphere of interest, and such assumptions filled many key
businessmen with confidence in the essential reliability of the federal
political mechanism, especially when it was contrasted to the unpre-
dictability of state legislatures.

Business opposition_ to various federal legislative proposals and
measures did exist, of course, especially if one focuses on opposition
to particular clauses in specific bills. Such opposition, as in the case
of the Federal Reserve Bill, was frequently designed to obtain spe-
cial concessions. It should not be allowed to obscure the more im-
portant fact that the essential purpose and goal of any measure of
importance in the Progressive Era was not merely endorsed by key
representatives of businesses involved; rather such bills were first
proposed by them.

One can always find some businessman, of course, who opposed
federal regulation at any point, including within his own industry.
Historians have relished in detailing such opposition, and, indeed,
their larger analysis of the period has encouraged such revelations.
But the finding of division in the ranks of business can be significant
only if one makes the false assumption of a monolithic common in-
terest among all capitalists, but, worse yet, assumes that there is no
power center among capitalists, and that small-town bankers or hard-
ware dealers can be eguated with the leaders of the top industrial,
financial, and railroad corporations. They can be equated, of course,
if all one studies is the bulk of printed words. But in the political
as well as in the economic competition between small and big busi-
ness, the larger interests always managed to prevail in any specific
contest. The rise of the National Association of Manufacturers in
the Progressive Era is due to its antilabor position, and not to its
opposition to federal regulation, which it voiced only after the First
World War. In fact, crucial big business support could be found for
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every major federal regulatory movement, and frequent small busi-
ness support could be found for any variety of proposals to their
benefit, such as price-fixing and legalized trade associations. Pro-
gressivism was not the triumph of small business over the trusts, as
has often been suggested, but the victory of big businesses in achiev--
ing the rationalization of the economy that only the federal govern-
ment could provide.

Still, the rise of the N.A.M. among businessmen in both pro- and
anti-regulation camps only reinforces the fact that the relationship
of capitalists to the remainder of society was essentially unaltered by
their divisions on federal intervention in the economy. In terms of
the basic class structure, and the conditions of interclass relation-
ships, big and small business alike were hostile to a labor movement
interested in something more than paternalism and inequality. In this
respect, and in their opposition or indifference to the very minimal
social welfare reforms of the Progressive Era (nearly all of which
were enacted in the states), American capitalism in the Progressive
Era acted in the conservative fashion traditionally ascribed to it. The
result was federal regulation in the context of a class society. Indeed,
because the national political leadership of the Progressive Period
shared this noblesse oblige and conservatism toward workers and
farmers, it can be really said that there was federal regulation be-
cause there was a class society, and political leaders identified with
the values and supremacy of business.

This identification of political and key business leaders with the
same set of social values—ultimately class values—was hardly acci-
dental, for had such a consensus not existed the creation of political
capitalism would have been most unlikely. Political capitalism was
based on the functional unity of major political and business leaders.
The business and political elites knew each other, went to the same
schools, belonged to the same clubs, married into the same families,
shared the same values—in reality, formed that phenomenon which
has lately been dubbed The Establishment. Garfield and Stetson met
at Williams alumni functions, Rockefeller, Jr. married Aldrich’s daugh-
ter, the Harvard clubmen always found the White House door open
to them when Roosevelt was there, and so on. Indeed, no one who
reads Jonathan Daniels’ remarkable autobiography, The End of In-
nocence, can fail to realize the significance of an interlocking social,
economic, and political elite in American history in this century.
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The existence of an Establishment during the Progressive Era
was convenient, even essential, to the functional attainment of politi-
cal capitalism, but it certainly was not altogether new in American
history, and certainly had antecedents in the 1890’s. The basic causal
factor behind national progressivism was the needs of business and
financial elements. To some extent, however, the more benign char-
acter of many leading business leaders, especially those with safe
fortunes, was due to the more secure, mellowed characteristics and
paternalism frequently associated with the social elite. Any number
of successful capitalists had long family traditions of social graces
and refinement which they privately doubted were fully compatible
with their role as capitalists. The desire for a stabilized, rationalized
political capitalism was fed by this current in big business ideology,
and gave many businessmen that air of responsibility and comn-
servatism so admired by Roosevelt and Wilson. And, from a prac-
tical viewpoint, the cruder economic conditions could also lead to
substantial losses. Men who were making fortunmes with existing
shares of the market preferred holding on to what they had rather
than establishing control over an industry, or risking much of what
they already possessed. Political stabilization seemed proper for this
reason as well. It allowed men to relax, to hope that crises might be
avoided, to enjoy the bountiful fortunes they had already made.

Not only were economic losses possible in an unregulated capi-
talism, but political destruction also appeared quite possible. There
were disturbing gropings ever since the end of the Civil War: agrar-
ian discontent, violence and strikes, a Populist movement, the rise
of a Socialist Party that seemed, for a time, to have an unlimited
growth potential. Above all, there was a labor movement seriously
divided as to its proper course, and threatening to follow in the seem-
ingly radical footsteps of European labor. The political capitalism
of the Progressive Era was designed to meet these potential threats,
as well as the immediate expressions of democratic discontent in the
states. National progressivism was able to short-circuit state progres-
sivism, to hold nascent radicalism in check by feeding the illusions
of its leaders—leaders who could not tell the difference between
federal regulation of business and federal regulation for business.

Political capitalism in America redirected the radical potential
of mass grievances and aspirations—of genuine progressivism—and
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to a limited extent colored much of the intellectual ferment of the
period, even though the amorphous nature of mass aspirations
frequently made the goals of business and the rest of the public
nearly synonymous. Many well-intentioned writers and academicians
worked for the same legislative goals as businessmen, but their inno-
cence did not alter the fact that such measures were frequently
designed by businessmen to serve business ends, and that business
ultimately reaped the harvest of positive results. Such innocence was
possible because of a naive, axiomatic view that government eco-
nomic regulation, per se, was desirable, and also because many
ignored crucial business support for such measures by focusing on
the less important business opposition that existed. The fetish of
government regulation of the economy as a positive social good was
one that sidetracked a substantial portion of European socialism as
well, and was not unique to the American experience. Such axiomatic
and simplistic assumptions of what federal regulation would bring
did not take into account problems of democratic control and par-
ticipation, and in effect assumed that the power of government was
neutral and socially beneficent. Yet many of the leading muckrakers
and academics of the period were more than naive but ultimately
conservative in their intentions as well. They sought the paternalism
and stability which they expected politica! capitalism to bring, since
only in this way could the basic virtues of capitalism be maintained.
The betrayal of liberalism that has preoccupied some intellectual
historians did not result from irrelevant utopianism or philosophical
pragmatism, but from the lack of a truly radical, articulated alterna-
tive economic and political program capable of synthesizing political
democracy with industrial reality. Such a program was never formu-
lated in this period either in America or Europe.

Historians have continually tried to explain the seemingly sudden
collapse of progressivism after the First World War, and have offered
reasons that varied from moral exhaustion to the repression of non-
conformity. On the whole, all explanations suffer because they really
fail to examine progressivism beyond the favorable conventional
interpretation. Progressive goals, on the concrete, legislative level,
were articulated by various business interests. These goals were, for
the most part, achieved, and no one formulated others that big busi-
ness was also interested in attaining. Yet a synthesis of business and
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politics on the federal level was created during the war, in various
administrative and emergency agencies, that continued throughout
the following decade. Indeed, the war period represents the triumph
of business in the most emphatic manner possible. With the excep-
tion of a brief interlude in the history of the Federal Trade Com-
mission, big business gained total support from the various regulatory
agencies and the Executive. It was during the war that effective,
working oligopoly and price and market agreements became opera-
tional in the dominant sectors of the American economy. The rapid
diffusion of power in the economy and relatively easy entry virtually
ceased. Despite the cessation of important new legislative enact-
ments, the unity of business and the federal government continued
throughout the 1920’s and thereafter, using the foundations laid in
the Progressive Era to stabilize and consolidate conditions within
various industries. And, on the same progressive foundations and
exploiting the experience with the war agencies, Herbert Hoover and
Franklin Roosevelt later formulated programs for saving American
capitalism. The principle of utilizing the federal government to stabi-
lize the economy, established in the context of modern industrialism
during the Progressive Era, became the basis of political capitalism
in its many later ramifications.

In this sense progressivism did not die in the 1920’s, but became
a part of the basic fabric of American society. The different shapes
political capitalism has taken since 1916 deserve a separate treat-
ment, but suffice it to say that even Calvin Coolidge did not mind
evoking the heritage of Theodore Roosevelt, and Hoover was, if any-
thing, deeply devoted to the Wilsonian tradition in which Franklin
Roosevelt gained his first political experience.

Marx and Weber:
Economics vs. Politics

What, then, can one say about the larger nature of the phenom-
enon of political capitalism in America? Certainly, if one looks at
the formal traditions of economic and political theory there is little
to be found that takes the American experience into account. For
better or worse, the relationship of politics and the state to economic
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and social theory is a vast, uncharted region in the arena of going
theories. This is not to say that theory has failed to develop a con-
cept of politics and the state, but that none of them apply to the
American situation. Classical economics, for example, offered little
guidance. Adam Smith had a much more permissive concept of the
state than is usually attributed to him, but his theory of accumulation
was based on parsimony rather than state favors. The state was cor-
tupt, to be conceded as little as possible, but necessary insofar as
the maintenance of social order and property relations was con-
cerned. The Wealth of Nations did not explain why the state was
crucial to capitalism, and merely postulated a set of conditions Smith
hoped could be implemented rather than describing or predicting a
much more complicated historical reality. And insofar as Smith did
believe the state was crucial to preserve social relations in their exist-
ing form, his utilitarian followers developed the same tradition in
their advocacy of a centralized political administration capable of
protecting the property of the rich against the poor. None of the
subsequent major capitalist economic theorists ever tried to develop
a comprehensive operational view of the integration of economics and
politics. Descriptively, Keynesian analysis is based on the same sepa-
ration of economic law and political reality which dominates classical
theory, and Keynes never really examined the extent and form of
state intervention into the economy. And the more technical spe-
cialized studies of imperfect competition and oligopoly have ignored
the political consequences of this phenomenon on behalf of purely
internal economic descriptions.

Yet there are several theoretical efforts dealing with politics, eco-
nomics, or social relations that are worth considering here, if only
because their deficiencies allow one to point more precisely to those
areas where a theoretical synthesis of the American political and
economic experience is necessary and possible. Despite their inade-
quacies, Marx, Max Weber, and Thorstein Veblen were concerned
with genuine problems, and in this age of inconspicuous specialization
in the social sciences the scope of their interests alone mark them as
exceptional thinkers. Their errors can be cited, but there is, after all
is said and done, something of significance worth criticizing.

Marx formulated an economic theory that was to have implica-
tions to social relations and politics, but he relied on purely economic
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categories of explanation. Indeed, although Marx the revolutionist
was interested in economics only insofar as it had political impli-
cations, his economic theory is his only complete one and, for this
reason, American development cannot be understood within the
Marxist mold. This is not to say that Marxian economics is not use-
ful for understanding specific situations, but the American experience
extends well beyond Marx’ economic categories, and his political
theory is entirely inadequate. However much one can respect Marx’
insights into the role of technology in economic history, or his in-
tense commitment to a never clearly defined goal of social justice,
the history of the past century does not readily allow one to share his
mechanistic faith in tendencies in technology and economics that
would develop those internal contradictions in capitalism that would
lead to a better world for workers.

There is no point in an exposition of Marx’s economics per se,
given the excellent critical analysis that has been done by Paul Mat-
tick and others.! Only several of his economic ideas need be men-
tioned. Although Marx believed moderate adjustments were possible,
he strongly felt that society “can neither clear by bold leaps, nor
remove by legal enactments, the obstacles offered by the successive
phases of its normal development.”? This position led to what must
be considered the “original sin” of Marxism-—the acceptance and
justification of the boundaries imposed by capitalism on the indus-
trialization process. It was not necessary for Marx to argue that tech-
nology as such made centralization and monopoly inevitable, but
merely that there were certain tendencies within capitalist economics
which, combined with technology, stimulated a movement in that
direction. Worse yet, Marx made capitalism the prerequisite to indus-
trialization, thereby becoming an unwilling apologist for the necessity
of the system. Engels carried this argurnent the furthest in his attacks
on utopian socialism.

Despite complications, Marx beliecved that the long-term tend-
ency in capitalism was toward centralization and monopoly, a tend-
ency stimulated by the utilization of new and better technology in
the competitive economy. This centralization was crucial, and a part
of a “progressive” development that was unavoidable and desirable,
since “Modern Industry never looks upon and treats the existing
form of a process as final.”® It was the existence of such monopolies
that would make capitalism ripe for expropriation. Marx did not
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anticipate any noneconomic intervention in the concentration process
before it ended, and his analysis was based on the assumption that
there were tendencies within the economy about which one could do
nothing. Marx could condemn the injustice and misery which re-
sulted from the industrialization through which he was living only
because he was personally sensitive to suffering. His theory, as such,
made such developments, in one form or another, necessary. More-
over, Marx made all of the facile assumptions as to size and efficiency
that later became central in the writings of capitalist apologists. Marx
saw total centralization as the conclusion of the capitalist economic
process, and he had no intermediate theory of the nature of prices
and competition in what is now referred to as an oligopolistic market
in which the total economic victory of one large competitor over
another is extraordinarily difficult. In this context, both Marxian and
classical theories were thoroughly irrelevant as an explanation of the
nature of the economic process. Neither could explain collusion based
on solidarity among capitalists and a rationalized pursual of mutual
interests and profits. In the American context, Marx was wrong in
predicting that an ever smaller number of capitalists would share the
market, for the rapid growth of the market and continuous techno-
logical innovations kept the economy sufficiently fluid to require the
intervention of something more decisive than long-term impersonal
natural economic processes.

Marx and Engels never formulated a comprehensive political the-
ory. But such a system would not have made much difference to
them in any event, since the entire theory of dynamics in Marxism
is defined in purely economic terms. It was their failure to discuss
the potential role of the state and politics in preserving capitalism
that is the really fundamental reason why Marxism is not too useful
in comprehending recent American history.

Marx and Engels applied inconsistent definitions of the state.
They usually referred to it as the instrument of the ruling class, but
the interpretation of the state as an independent, classless entity was
used in certain crucial spots, and at times they mixed both defini-
tions. The political element in Marxist economic theory, as opposed
to commentaries on current events, is much more clearly defined.
Marxian economics is a theory of circulation, accumulation, crises,
and, ultimately, social relations. It is political only in the implicit
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sense that Marx believed economic developments would ultimately
have social and political repercussions. But his theory of economic
development, save in one particular, is primarily nonpolitical in its
dynamic elements. Marx’ political writings were intended for prac-
tical agitational purposes; his economic theory was self-sufficient and
the state was not regarded as a means of preserving or enlarging eco-
nomic power.

Historically, prior to the development of the modern economy in
which capital was taken primarily from surplus value created by
labor, Marx regarded the earliest capital accumulation—the stage of
“primitive accumulation”—as dependent on political and essentially
noneconomic factors of force and power. In the breakup of feudal
society the land of the agricultural producer was expropriated, and
this “is the basis of the whole process” of accumulation. Naked force
was used first of all, but the Enclosure Acts in the eighteenth century
were the political legitimization of robbery. The result was a free
proletariat for nascent capitalists to exploit, and with which to ini-
tiate a process of accumulation based or surplus value. The political
basis of primitive accumulation was also apparent in colonialism, as
well as the public debt and mercantilist system. And although Marx
cited numerous examples that should have caused him to modify this
point—the English Banking Act of 1844, for example—he neverthe-
less maintained that “In Western Europe, the home of political econ-
omy, the process of primitive accumulation is more or less accom-
plished.”*

Although Marxist theory relied on purely economic categories
of explanation, Marx was confronted with any number of political
incidents during his lifetime—the creation of maximum hour laws,
child labor laws, and similar measures in England and France—that
forced him to try to reconcile these events with his theory, and in
the process of doing so he formulated several inconsistent theories of
the state. When discussing the English Factory Acts “made by a
state that is ruled by capitalist and landlord,” Marx was hard pressed
to understand why the hours of labor should be limited. Rather than
show that the interests of various capitalist blocs could be very di-
verse, or that the state was independent of the capitalists, he tried to
argue that these laws were to their self-interest insofar as they pre-
vented the exhaustion of workers. Moreover, the possible loss to the
capitalists was minimized by the increasing intensity of labor output
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per hour during the shorter work day. Later in Capital, however,
Marx used another interpretation of the state and its motives, re-
ferring frequently to a nonclass “society” that stands above and
beyond the interests of capitalists. *“. . . capital is reckless of the
health or length of life of the labourer, unless under compulsion from
society.” Not self-interest but charity was used as an explanation of
state intervention. Child labor laws were “here and there . . . effected
by the State to prevent the coining of children’s blood into capital.”
When Louis Bonaparte tried to extend the legal work day in 1852,
Marx wrote, “the French peconlz cried out with one voice ‘the law
that limits the working day to twelve hours is the one good that has
remained to us of the legislation of the Republic.’ ” The concept of
““one voice” or “society” was a classless one, and a reflection on the
nature of the state. Marx showed how courts were utilized to circum-
vent the proper application of the laws, or how factory owners pres-
sured Parliament to obtain concessions, and he pointed to the
various loopholes in the existing laws. But Marx greatly respected
“The thoroughly conscientious investigations of the Children’s Em-
ployment Commission . . .,” and he exploited them to show the
horrors capitalism was creating in the English manufacturing centers.
Moreover, he extended this admiration to the Factory Act inspectors
themselves, who applied the law ruthlessly and treated the objections
of business “as a mere sham.”®

The specific economic form . . . determines the relationship of rulers and
ruled, as it grows directly out of production itself and, in turn, reacts
upon it as a determining element. Upon this, however, is founded the
entire formation of the economic community which grows up out of the
production relations themselves, thereby simultaneously its specific politi-
cal form. It is always the direct relationship of the owners of the condi-
tions of production to the direct producers—a relation always naturally
corresponding to a definite stage in the development of the methods of
labour and thereby its social productivity—which reveals the innermost
secret, the hidden basis of the entire social structure, and with it the
political form of the relation of sovereignty and dependence, in short, the
corresponding specific form of the state.®

But even though the state reflected the social and productive rela-
tions within society—the economy—it was not to be used to enlarge
the power of the capitalists, to aid the process of accumulation, or
to regulate relations among them. All of this was taken care of in
the market place, which was precisely where the capitalist system



293

was to be destroyed. The capitalists controlled the state, according
to Marx’ formal theory but they were not going to use it in the eco-
nomic sphere. They might use it to club down workers, although
Marx did not develop this realistic possibility in sufficient detail
either. Where Marx actually saw the state operating, as in factory
and labor laws, he gave it an implicitly nonclass character. Marx’
dynamic economic theory was neatly isolated from the political
sphere, and he naively assumed that the capitalist state would sit
idly by while its material basis was destroyed by free economic laws.

Of all the writings of Marx and Engels on politics and the state,
Engels’ Anti-Diihring was by far the most systematic. Diihring’s
basic thesis was not entirely dissimilar to Marx’ discussion of primi-
tive accumulation. Early economic institutions were really “social-
economic constitutional forms of a purely political nature,” based
on the force of the state. Even in modern civilization, Diihring
argued, political conditions were the fundamental causes of the eco-
nomic situation—direct political force was primary—proposing a
theory quite the reverse of the Marxist concept. Engels, in a polemic
that virtually threw out Marx’ theory of primitive accumulation as
well, took the opposite view. Force and politics could not alter inexor-
able economic developments, and politics either conformed to eco-
nomics or was replaced by a political system capable of succumbing.
.. . the progressive evolution of production and exchange brings us
of necessity to the present capitalist mode of production. . . . The
whole process can be explained by purely economic causes; at no
point whatever are robbery, force, the state or political interference
of any kind necessary.”” Indeed, in Engels’ case the state and politics
became so passive that he, much more than Marx, adopted an inter-
pretation which made the state a classless, abstract entity—the state
of bourgeois political theory. His discussion of the transition to so-
cialism represents a hopelessly naive mix of both definitions of the
state: the state as the tool of the capitalists and the state as the non-
class, independent agent.

Engels later went even further in advocating a theory of the neu-
tral state. Bonapartism had been able to balance the proletariat and
the bourgeoisie off against each other, and Bismarck was able to do
the same, giving the state a character and interest separated from
both classes, according to Engels. And, partly because it could be
used through corruption, and also because the workers had yet to
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develop a politically dangerous class consciousness, the “democratic
republic” was becoming the “inevitable necessity” of modern society,
a condition with obvious implications to its class functions.® The fact
that there were deep divisions between capitalists and emperors in a
number of the modern states did not lead Engels to an analysis of
internal divisions among power blocs, and the political expression
that conflict might take. The power base of the emperors was also
slighted, since it could not be subsumed within economic theory.

Marxist political theory was formulated mainly in response to
specific political events, and on the basis of brief and inconsistent
evaluations of the role of the state it is intended to be predictive. The
predictions were based not on political understanding or theory that
was especially serious, but on the anticipated outcome of economic
developments. By effectively ignoring the role of the state in modern
capitalism, Marxism lost sight of the possible resilience in capitalism,
a resilience made possible by political rather than economic power.
But if the state could determine the direction of the economy, an
entirely new situation might be created, and in fact was.

Rosa Luxemburg excepted, European socialists tended to disso-
ciate the economic activity and reforms of the state from the desire
of capitalism to strengthen itself, and actually to endorse the state’s
activity. More important, they formulated alternate programs based
essentially on the capitalist premises found in Marx: the assumption
that concentrated industry was the price of technological efficiency,
and that centralization and bureaucracy in decision-making were un-
avoidable. Luxemburg alone tried to think through an alternative
theory, really breaking with the true Marxist tradition. She failed
primarily because she did not go far enough in her consideration of
the role of the state in internal economics, dealing with it rather
merely as a sponsor of external imperialism; in the former respect her
methodology was of more limited historical value. Marxist theorists,
with a few uninfluential exceptions, have never seriously confronted
the relationship of the modern state to the economy.

The term “political capitalism” was first coined by Max Weber,
but the meaning I have given to it throughout this book has been one
that Weber would have strongly opposed.® And quite rightly, for
Weber’s entire system cannot be reconciled with the American ex-
perience in any significant way. Although Weber, the titan of social
theory in the twentieth century—a man who reflected and captured
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the intense disillusion with industrial capitalism that has shaped Eu-
ropean social thought—frequently wrote about politics and economics
on the basis of his German experience, he felt that no where in the
world was his general theory more vindicated than in the United
States. Ironically, it is in the United States that Weber is least ap-
plicable. Yet his concerns, if not his ideas, are precisely those of this
study: the character of bureaucracy in the political sphere, the thrust
toward rationalization in economic and political life, the nature of
the state and its relationship to business. Weber was conscious, in
a way that only a man who had lived through the First World War
could be, of those complexities in modern society to which Marx
was necessarily oblivious. But for all his insight, Weber, like Marx,
abandoned himself to an impersonal future—to Historical Inevita-
bility. Marx’ future was optimistic, while Weber saw nothing ahead
but the deadening triumph of a clinical, mechanistic industrialism.
At the turn of this century neither alternative was inevitable, and the
economic and industrial future was still capable of being molded—
an opportunity we probably no longer have.

Although the America of the 1960’s is, unfortunately, much
closer to Weber’s image than to Marx’s, it did not become that way
in the manner Weber predicted. Modern Western capitalism, accord-
ing to Weber, had removed the state from the economy save in an
external, impersonal sense. “Political capitalism” to Weber meant
the accumulation of private capital and fortunes via booty connected
with politics, the exploitation of opportunities provided by political
bodies, colonialism, or tax farming, The basic argument of the entire
Weberian system was to show how and why the Western economy
had moved away from irregular forms of political capitalism—un-
predictable to both the state and the economy—toward a political
and economic rationalization of a sort very different from the one
I have described in this volume. For Weber neatly separated the
economic and political structure from one another in a way, so far
as the American experience is concerned, that was historically mean-
ingless. This bifurcation, I believe, was Weber’s fatal error.

To Weber, raticnalization in the political sphere attained its high-
est expression in the area of the law. The general trend in modemn
Western law was to make it classless in the sense that no group or
faction was to have a favored position in the economic process once
certain ground rules were defined. The basic thesis Weber tried to
advance was that “To those who had interesis in the commaodity
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market, the rationalization and systematization of the law in general
and, with certain reservations . . . the increasing calculability of the
functioning of the legal process in particular, constituted one of the
most important conditions for the existence of economic enterprise
intended to function with stability and, especially, of capitalistic en-
terprise, which cannot do without legal security.”® Once a rationally
objective law was created the demands of concrete individuals or
interests were ignored, a fact that would have been impossible in
many nations under the favoritism prevalent during periods of politi-
cal capitalism as Weber defined it. And while Weber acknowledged
that the detached bureaucratic administration in charge of the imple-
mentation of the law was also protecting capitalism from the “irregu-
lar” demands of noncapitalists, which is to say the masses, he did not
make much of the point. The significant fact to Weber was that capi-
talists were being protected from each other, and that modern West-
ern law and states were taken out of the economic arena, leaving only
certain minimal, universally applicable ground rules for economic
activity. In the United States, of course, Weber’s legal theory was
nullified by Roosevelt’s détente system and the application of the
irregular “rule of reason” by both the executive and judicial branches
of the national government.

Weber discussed the nature and origins of the modern Western
state in detail, the basis of its legitimation, and especially the charac-
ter of its administration. Politics and political parties interested him,
but there is a disturbing impersonality about Weber’s writings no
matter how often one reads him. In part this is due to the sweeping
numbered and lettered categories or ideal-typologies that Weber per-
sistently used to catalogue all phenomena in virtually all places at
all times. Such a method resists concrete historical application, save
where Weber chose to make it. But the heart of the matter is that
ultimately Weber did not really believe that the political institutions
and structures of modern society had very deep or extensive conse-
quences. His belief in a now impersonal legal structure, the imper-
sonally administered state dominated by uncommitted bureaucrats,
led him to outline a state and political structure that is somehow
above or beyond the economic sphere, and is now virtually separated
from it. Yet even within his own writings can be found ample ran-
dom, untheoretical observations which disprove or raise serious
doubts concerning his own systematic theory,
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To Weber, whether he was discussing politics or economics, “Bu-
reaucratization offers above all the optimum possibility for carrying
through the principle of specialized administrative functions accord-
ing to purely objective considerations.”'! The structure and opera-
tional rules of modern bureaucracies were essentially the same to
Weber whether they functioned in industry or politics. Burcaucracies
are crucial to the successful operation of large-scale organizations,
and their efficiency is based ultimately on impersonal technical
knowledge. Bureaucracy both reflected and accelerated the trend
toward concentration and giantism in political and economic institu-
tions. In politics, as in economics, according to Weber, no changes
in the basic nature of the bureaucracy, or the dependence on it, could
really be effected by a change in formal leadership. Both the state
and the economy were based on organizational principles as well as
formal economic relations. A change in a government or ownership
might alter the specific leadership, but the essential organizational
structure—the bureaucracy—would ultimately prevail. In effect, poli-
tics could not overcome the basic institutional legacy of the modern
state and the systematized capitalist economy. It is for this reason
that I consider Weber a determinist and a pessimist.

Yet politics remained. Weber was fully aware of the social and
class character of modern parties and government, and that political
battles would be fought over economic issues; but he failed to relate
the consequences of those battles, once resolved, to the impersonality
of law and bureaucracy—because he really did not believe politics
could have serious consequences. Class and status were ultimately
based on economic power, and party rule was class rule. And while
the details of these facts were known to him, and he discussed the
rich political amateurs or the American city bosses paid by financial
magnates, the larger picture was overlooked by Weber. His discus-
sion of political bureaucracies ignored why new bureaucracies were
created. In the United States, for example, the technical knowledge
of new administrative agencies that were created was not the source
of their power. Power was created by decisions made in the political
sphere by political agents, which is to say by class-oriented elements.
It was the politically based bureaucracy that sought to rationalize the
large-scale economic organization, to make economic decisions and
profits predictable and secure through political means.

In large part due to his reliance on overschematized ideal-types
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that did not necessarily have concrete historical relevance, Weber
ignored the specific value of his system. He categorized various types
of modern political leaders, but ignored why they were there, other
than legitimation provided by rational legal rules or charismatic hero
worship. He overlooked whar modern parties do when in power, but
was concerned with only how they do it. Weber granted that elections
disturbed modern economic life, but he failed to consider how capi-
talists responded to them.

If one looks at the detailed organizational structures of the ad-
ministrative agencies created by the federal government from 1887
on, these agencies were seemingly neutral and Weber’s argument may
be vindicated. But if one regards their functions as a whole, and their
genesis and original purposes, political bureaucracies are very much
a part of the structure of political capitalism created in the United
States during this period. Indeed, the formalization and independence
from the legislative and executive branches imposed on many agen-
cies was not due to a desire to find the technically best way of cre-
ating a bureaucracy, but to protect established economic interests
from the buffeting theoretically possible in a political democracy with
economic problems, Weber realized that monetary policy represented
an important political intervention into the economy, but he ignored
the implications of this fact to his conception of a modern capitalism
that had “a horror” of political capitalism that relied on the govern-
ment rather than “the harnessed rational enmergy of routine enter-
prise. . . .12 Capitalism, of course, was no longer able to fulfill its
intense desire for rationalization, which Weber rightly ascribed to it,
via private or personal methods. Even when discussing government
regulation that patently contradicted his thesis he overlooked the pur-
pose of such intervention—to attain stability, or profits, or even to
preserve existing social relations.

Weber’s discussion of economics, as opposed to the very distinct
area of politics in modern society. was hardly more adequate. Weber
did not really have an economic theory, although he discussed eco-
nomics extensively. He dealt with the motives of capitalists and their
personal qualitics, and he discussed bureaucracy in a manner that
frequently applied only to economic institutions. Yet he never came
to grips with the crucial questions that preoccupied Marx: What were
the. laws of capitalist development, the working dynamics and fend-
encies of the economy? Weber’s references to economics, like vir-
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tually his entire system, dealt in categories that were timeless and
more pretentious than Marx’, For this reason Weber was incapable
of identitying economic weaknesses that might require the interven-
tion of the state. The bureaucracy of the modern business, with its
efficiency and expertise, created the conditions of rationalization re-
quired by capitalism. So far as Weber was concerned, this self-regu-
lation, along with intercorporate market agreements and monopolies,
virtually exhausted the modern corporation’s requirements. Market
regulation by the state was largely assigned to past history, especially
if it involved capital accumulation through political means. The state
applied a limited set of laws uniformly, provided a suitable means of
exchange by which rational economic accounting and calculation was
possible, and left the rest to the capitalists themselves. Problems of
crises, profit ratios, market insecurity, and those issues central to the
general tradition of economic theory did not bother Weber very
much, or at least he failed to relate them to his larger scheme. For
this reason there is a certain lack of dynamics in Weber, an unneces-
sary, too convenient simplicity that goes beyond even that inherent
in his incessant use of typologies.

Weber was correct in suggesting that “North America has of-
fered the freest space for the development of high capitalism,” but
very little in his grand system is of aid in providing insights into that
development.'® He failed to take the role of idcas or interests in mod-
ern politics seriously enough. He separated the process of rationaliza-
tion in economics and technology from the role of the positive state,
and failed to see their dependence on one another despite the fact
that he recognized the political and economic elites were frequently
interlocked. The economic sphere had its own imperatives, the politi-
cal sphere its neutral justification of burcaucracy as an end in itself.
Weber rejected the possibility that victorious political parties, ad-
mittedly based on class interests, could dctermine the special form
and direction economic, industrial, and political rationalization took.
Instead, he imputed an internal, independent logic to developments
in each of these areas that could ultimately be traced back to the
theological origins of Western socicty. Weber ignored the genre of
capitalists who, in addition to wanting a predictable political and
industrial organization, also wanted one susceptible to aiding them
in the process of profit-making via political means and favors, and
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to helping them attain industrial or financial rationalization. But such
a group was crucial in shaping the American political experience and
in defining political issues.

Despite his many shortcomings, only Thorstein Veblen, of all the
American intellectuals of the Progressive Era, understood the main
drift of American power relations in the period preceding the First
World War. One can still read Absentee Ownership, published in
1923, with the utmost profit, for Veblen captured the indispensable
reality of the domination of business over American politics, ethics,
and the key institutions of society.

Veblen’s concern with the material and industrial development of
America focused on the vested legal and political institutions that
were designed to preserve old social relations in new circumstances.
He never ceased to reiterate the crucial fact that “the chief—virtuaily
sole-—concern of the constituted authorities in any democratic nation
is a concern about the profitable business of the nation’s substantial
citizens.”'* Any administration had to represent the desires of big
business, and Congress was little more than a “Soviet of Business
Men’s Delegates.” Nowhere in the world did the big businessmar
influence the entire fabric of society and culture as in America.

Yet, for all his perception, Veblen failed to grasp the structural
realities of the economy which the businessman ruled, and instead
offered a rather oversimplified view of the source of the business-
man’s domination. It was his contention that the commanding heights
of American business had expanded to such an extent that they were
controlled by absentee financial and credit interests who assigned
managerial responsibilities in the corporations to bureaucratic types.
Investment banking, and Morgan was its major practitioner, had
managed to take over the economy. In discussing this development,
however, Veblen ascribed a natural power to finance capital which
it did not have in fact, and he was unable to do more than explain
away the origins of federal regulaticn of the economy, and especially
the Federal Reserve Board. In its genesis, Veblen suggested, the Fed
eral Reserve Board was an event that was somehow brought under
control, to the profit of finance. This legislation, like all others, was
rechannclized because the personnel of politics was ultimately safe.
a perfectly valid point that nevertheless failed to explain why legis-
lation was enacted in the first place. Veblen, in short, ascribed an
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economic power to absentee ownership that it in reality did not have,
and his approach to federal legislation was to try to explain it away.

Despite his correct understanding of the nature of political leader-
ship as it stood, Veblen did not appreciate the tensions that were
nascent in any formally democratic politics, and the extent to which
action was necessary to direct this tension into harmless channels.
More significantly, he was unaware of insecurity in the economic
sphere and the extent to which government intervention was designed
to overcome it. This oversight was due to the fact that finance capi-
talism had not developed to the degree he believed, and that the basic
conditions in the economy were fluid to a larger extent than he appre-
ciated. But for all this, Veblen was largely correct for the wrong
reasons. The desire for security and predictability was real, and the
efforts to attain it eventually produced the sort of centralization of
decisions over the economy that Veblen ascribed to finance capital.
The effects of federal regulation were conservative, even though
Veblen slighted the intent. For all Veblen’s deficiencies, his contribu-
tion toward a theoretical comprehension of American history in this
century has never been equaled.

Theory and the
American Reality

The American experience justifies different theoretical conclu-
sions than those reached by Marx, Weber, or Veblen. Any rea-
sonable generalization on the phenomenon of progressivism must
necessarily take into account the economic realities and problems of
the period, and the responses that were set in motion. Yet the crucial
factor in the American experience was the nature of economic power
which required political tools to rationalize the economic process, and
that resulted in a synthesis of politics and economics. This integra-
tion is the dominant fact of American society in the twenticth cen-
tury, although once political capitalism is created a dissection of
causes and effects becomes extraordinarily difficult. The economy
had its own problems, dictated by technological innovation, under-
consumption, crises, and competition. But these difficulties were in-
creasingly controlled by political means to the extent that the con-
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sideration of economic problems outside their political context is
meaningless. The ‘“laws of capitalist development” were not self-
contained imperatives in the technological, economic, or political
sphere, but an inseparable unification of all three elements.

The object of such a combination was not merely capital accu-
mulation, although it was that as well, but a desire to defend and
exercise power through new media more appropriate to the struc-
tural conditions of the new century: the destructive potential of grow-
ing competition and the dangerous possibilities of a formal political
democracy that might lead to a radical alteration of the distribution
of wealth or even its total expropriation. Politics and the state be-
come the means of attaining order in the economic sphere and
security in the political arena. And they were accessible tools because
the major political parties and leaders of the period were also con-
servative in the sense that they believed in the basic value of capi-
talist social relations—of some variation of the status quo. The resili-
ence of capitalism, under these circumstances, becomes something
that cannot be evaluated in isolated economic terms. Behind the
economy, resting on new foundations in which effective collusion and
price stability is now the rule, stands the organized power of the
national government. The stability and future of the economy is
grounded, in the last analysis, on the power of the state to act to
preserve it. Such support does not end crises, nor does it eliminate
antagonisms inherent in the very nature of the economy, but it does
assure the ability of the existing social order to overcome, or survive,
the consequences of its own deficiencies. The theory of the national
government as a neutral intermediary in its intervention into the eco-
nomic process is a convenient ideological myth, but such a contention
will not survive a serious inquiry into the origins and consequences
of such intervention. The rhetoric of reform is invariably different
than its structural results. Such mythology is based on the assump-
tion that those who control the state will not use it for their own
welfare.

It is important to stress that under conditions of political capital-
ism the form of the industrialization process, and of the political
machinery of society, take on those characteristics necessary to ful-
fill the peculiar values, attributes, and goals of the ascendant class
of that society. The rationalized, dominated, and essentially totali-
tarian decision-making process is not a consequence of forces inher-
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ent in industrialism, but in political capitalism in all its components.
The organization of industry is based on the decisions of men whose
motives have nothing whatsoever to do with inexorable destiny.
Mergers, the scale of effective production, the nature of the produc-
tion itself, and the direction given to the fruits of technology—all
these were decisions made by men whose motives, interests, and
weaknesses were peculiar to the basic capitalist assumptions upon
which they operated. Their errors were many, as were the possibili-
ties for their failure; but the national government stood behind them
so that the consequences of their mistakes would not be calamitous.
Perhaps industrialization would not have permitted democratic con-
trol and direct participation in the work process under any circum-
stances. All one can do is point to the large extent to which the
concentration of industry in this period had nothing to do with con-
siderations of efficient technology, and suggest that no effort whatso-
ever was ever made to democratize the work situation and industrial
control, much less consider the desirability of reducing technological
efficiency, if necessary, in such a way as to make decentralization or
workers’ control possible.

Nor is there any evidence to suggest that the bureaucratization of
the political machinery of society, to the extent it took place, was as
inevitable as the concentration of industry. It was perfectly logical
for men who had spent years solving their economic problems or
making their fortunes through political means to also welcome the
intervention of a centralized state power to meet problems they could
not solve themselves. Social forces, dynamic institutional factors,
were the cause of bureaucratic developments in the form of new po-
litical agencies and the strengthening of many of the older ones.
American capitalism was not merely interested in having law that
operated like a piece of machinery, as Weber suggested, but in uti-
lizing the state on terms and conditions which made bureaucratic
functions class functions. Bureaucracy, in itself, needed a power base
in order to operate in a roughly continuous, systematic fashion. Since
it had no economic power itself, it had to support, and hence be
supported by, powerful economic groups. This was especially true in
a situation where the conditions of political activity were defined by
political parties which in turn reflected economic interests, or where
the idea of the bureaucracy originated with those operating in the
very area in which the bureaucracy was to function.
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The skeptical reader may ask whether political capitalism changed
after 1916, or perhaps whether capitalism was made more socially
responsible by virtue of the stability and rationalization it attained
through political means. The question is a moot one, and would take
at least one more volume to answer properly. All one can do is point
to the continuity in the nature of the political parties and their key
leaders, but, more important, to the perpetuation of the same dis-
tribution of wealth and the same social relations over the larger part
of this century. The solution of economic problems has continued to
take place in the political sphere, and the strength of the status quo
is based ultimately on the synthesis of politics and economics. Crises
have been overcome, or frozen, as much by the power of the state as
by internal economic resources applied by business in isolation.

The question remains: Could the American political experience,
and the nature of our economic institutions, have been radically dif-
ferent than they are today? It is possible to answer affirmatively,
although only in a hypothetical, unreal manner, for there was nothing
inevitable or predetermined in the peculiar character given to indus-
trialism in America. And, abstractly regarding all of the extraneous
and artificial measures that provided shape and direction to American
political and economic life, and their ultimate class function, it would
be possible to make a case for a positive reply to the question. Yet
ultimately the answer must be a reluctant “No.”

There can be no alternatives so long as none are seriously pro-
posed, and to propose a relevant measure of fundamental opposition
one must understand what is going on in society, and the relationship
of present actions to desired goals. To have been successful, a move-
ment of fundamental change would have had to develop a specific
diagnosis of existing social dynamics and, in particular, the variable
nature and consequences of political intervention in the economy. It
would have, in short, required a set of operating premises radically
different than any that were formulated in the Progressive Era or
later. Populism rejected, on the whole, the values of business even
as it was unable to articulate a viable alternative. Intellectually it left
a vacuum, and, more important, the movement was dead by 1900.
The Socialist Party suffered from the fetishistic belief in the necessity
of centralization that has characterized all socialist groups that inter-
preted Marx too literally, and it had a totally inaccurate estimate of
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the nature of progressivism, eventually losing most of its followers
to the Democrats. The two major political parties, as always, differed
on politically unimportant and frequently contrived details, but both
were firmly wedded to the status quo, and the workers were generally
their captives or accomplices. No socially or politically significant
group tried to articulate an alternative means of organizing industrial
technology in a fashion that permitted democratic control over cen-
tralized power, or participation in routine, much less crucial, de-
cisions in the industrial process. No party tried to develop a program
that suggested democracy could be created only by continuous mass
involvement in the decisions that affected their lives, if the concen-
tration of actual power in the hands of an elite was to be avoided. In
brief, the Progressive Era was characterized by a paucity of alterna-
tives to the status quo, a vacuum that permitted political capitalism
to direct the growth of industrialism in America, to shape its politics,
to determine the ground rules for American civilization in the twen-
tieth century, and to set the stage for what was to follow.
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