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 Preface
We are reminded every day of the way in which developments in the United States and its role as a
superpower in a troubled world affect our lives. Day and night American bombers based in Britain are
ready to deliver a deadly nuclear cargo on Eastern Europe or the Soviet Union. The military and
strategic power of the American colossus is a tangible thing to people throughout the world. But the
influence of America is not only visible in its military form. Throughout the world, television viewers
are served a daily diet of American programmes. In the supermarkets of Frankfurt, Tokyo or South
Africa it is difficult to shop without buying American brands of cereals, soaps and canned foods. What
street or town in the 'civilized' world does not have its McDonalds, Dunking Do'nuts or Kentucky
Fried Chicken, or an indigenous imitation? Lifestyles, consumer tastes and ways of thought are
moulded more than we realize by the American model. While there is much talk of American
'decline', the Americanization of the world continues its irresistible march even into the society of the
Cold War adversary.

The upsurge of American power in the twentieth century coincided with the decline of Europe,
speeded as it was by two internecine wars. American military intervention in these wars tipped the
scale, making the United States first a world power and then, after 1945, a (or perhaps the only)
superpower, economic, political and military, with an incredible nuclear weapon stockpile as well as
massive conventional naval and land weaponry. Economic strength was demonstrated in the First, and
even more in the Second, World War, especially in the weight and variety of military equipment.
'Quel matériel!' was the general comment as the liberating armies marched into Europe in 1945.

After 1918 the Americans had over-hastily withdrawn from Europe, leaving chaos behind and a
successful, anti-capitalist revolutionary regime in power in Russia, formerly a bedrock of the status
quo. Policy-makers in Washington considered that they had learned the lesson: Europeans could not
be left to their own devices, the European market was too valuable and the threat from the supposedly
expansionist drive of the Soviet Union too potent to permit it. There began the quasi-permanent
military presence of the United States in Europe, which first of all had to be put back on its feet
economically. There came the Truman Doctrine and the Marshall Plan, without which capitalism
might not have survived in Western Europe. Likewise, on the other side of the Pacific, the occupation
of Japan, intended at first to make it incapable of again waging an aggressive war, served to re-build
the economy and thus, unintentionally, to begin the process which made Japan a formidable economic
power. As it happened, the obsession with the threat from the Soviets resulted in the rapid
reconstruction and recovery of West Germany and Japan which, by the 1960s, were to become
America's principal economic competitors. The dollar, once the hard currency par excellence, is at the
mercy of speculators in Tokyo or Frankfurt.

The weaknesses and vulnerability of the American economy have also been amply demonstrated in
the twentieth century. Even to this day, the traumatic experience of the 1930s' Depression has left its
impression (in the same way that German fear of inflation goes back to the monetary collapse of
1923), recalled whenever Wall Street experiences an abnormal fall, as happened in October 1987.
Everyone at once made the comparison with 1929 and feared, or assumed, that the fall-out would be
similar. Although through the 1950s and 1960s it seemed that the trade cycle had been tamed, and



 
graduate students in economics were advised to find more urgent subjects for research, in 1974—5
and in 1980-2 it came back with a vengeance. While not comparable with the early 1930s, these severe
recessions (or mild depressions) reproduced some of the same features: lines of unemployed,
depressed areas, bankrupt farmers and small businessmen, increased poverty. The assurances that it
could not happen again seemed to have less conviction, and monetary authorities in the United States
and outside over-reacted to the crash of 1987 as a result.

If, to understand the present-day world, it is necessary to understand the roots of American
economic power, then it is to history that we must look both for an explanation of that overreaching
power as well as its limitations, now so apparent that it is widely assumed that the United States is in
decline. There is renewed interest in the reasons for Britain's loss of world leadership, as well as a
plethora of writing about America's lost hegemony. Meanwhile, not only is no part of the world
immune from the influence of the United States, but the worldwide operations of the giant multi-
nationals bring back into the United States the problems of other countries. In these days of
'globalization', isolation is impossible. The United States is interested also in opening up, or keeping
open, the doors to the markets and investment fields of the entire world. The drive for the global open
door, though couched in the vocabulary of liberalism and free trade, is palpably in the interests of the
United States' corporations, with their worldwide interests, though it may harm other sections of the
economy. There are periodic signs of a protectionist backlash when America's trading partners
(notably Japan, but at times the European Community), are seen not to be playing the game.

While there is a library of specialist works on all aspects of the economy, books on economic
history (chiefly written with the American undergraduate in mind), and topical books on the issues of
the day, a manageable account of the rise of the American economy and its recent history seems to be
lacking. This book seeks to fill a gap by providing an overall view of developments in the twentieth
century. The emphasis will be mainly on the period from the 1920s until the present day, the post-
Reagan period which, under the Republican George Bush, can be expected to continue at least part of
the Reagan legacy into the future. It should enable the student, or anyone interested in America's
economic role in the world, to grasp the main trends in development. The aim has been not to be
overly factual or to be too theoretical, but to attempt to combine theory and facts into a
comprehensive and coherent explanation. This cannot be done without expressing one's own views.
There is no pretence that this book has said the last word, or that it is free from bias. The reader will,
we hope, find this book a helpful guide to understanding the dynamism of American capitalism as
well as its failures, and a useful basis for a more thorough study both of its rise and its possible
'decline'.

The writing of this book has been spread over several years and carried on in various places; begun
at the University of Hull until my retirement in 1986, it was continued at the University of North
Carolina at Chapel Hill where I was a guest in 1987—8 and concluded after my return to Britain. I
must thank Sandy Darity of the Department of Economics at UNC for reading a number of chapters
and making useful and incisive comments; he is in no way responsible for the contents of the book.

Perhaps most of all I should thank my publishers, Longman, for their encouragement and the
readers and copy editor they appointed to put the material into some kind of order and to oblige me to
hunt down facts, figures, names and personalities to make it easier for the reader to assimilate. I hope



 
that their efforts have not been in vain and that readers will find this book a useful introduction to a
huge, fascinating and important subject. In any case, like many another enthusiastic (and critical)
visitor to the United States, I will have succeeded in writing a book about it.

I almost forgot to thank my ever-patient and loving wife.

Gravesend, November, 1989.



 Chapter 1
Setting the stage
During the first half of the twentieth century, the United States became the dominant world power,
assuming a role analogous to that played by Great Britain in the previous century. This predominance
rested upon a mighty industrial base built up in a country of immense size and bountiful natural
resources. At the time of its foundation as an independent country, the United States had consisted of a
collection of European colonies stretched out along the eastern seaboard of an as yet unexplored
continent, dependent upon agriculture for its existence. In little more than a century it had been
transformed into an industrial giant, soon to enjoy a world leadership in practically every field.

The process of colonization and settlement going back to the seventeenth century had created a
society of a unique kind. It was the largest and most successful of those countries classified as of
recent European settlement, a transplant of European institutions, techniques, customs and practices to
a virtual wilderness. Here, in a new physical and increasingly different social environment, a
characteristically 'Americans' society came into existence.

Territory and resources were appropriated by the newcomers as though by a God-given right,
regardless of the claims of the existing inhabitants, many of whom were to be killed or humiliated as
settlement proceeded. In this environment of virgin land, untramelled by feudal vestiges or inhibiting
traditions, the newcomers and their descendants could establish a more purely capitalist society than
the one left behind in the Old World, still shaped by its feudal past. Institutional forms and legal codes
could be shaped in accordance with the imperatives of individual acquisition and accumulation,
guaranteeing property rights and offering greater scope for the operation of market forces. People
were free to practise the religion of their choice or none at all.

Beginning at Independence (the Declaration of Independence and Adam Smith's Wealth of Nations -
fountain-head of the doctrine of the free market which has been so important in American history,
both date from 1776) as a country of small farmers, largely self-sufficient, with a wealthier stratum of
merchants and plantation slave-owners, its transformation over the next century or so into a mighty
industrial giant was one of the most remarkable, and fateful, that history has to offer.

In the decades following the Civil War (1861-5), a modest primary-producing and exporting
country became the leading industrial power, out-stripping the European powers and assuming world
leadership after the First World War. The intervention of the United States in the two World Wars,
decisively turning the scales in both of them, was both cause and consequence of the rise to world
dominance. At that point it was easy to assume that the American century had come, and Europeans
were warned to take up 'the American Challenge' by the French political figure Jean-Jacques Servan-
Schreiber (Eng. trans. 1968) if they did not want to be overwhelmed by the transatlantic giant. Almost
before the message of this one-time best-selling and now heavily dated book could sink in, American
hegemony itself appeared to be under challenge, not from America's main rival and adversary, the
Soviet Union, but from changes in the world economy which had undermined it, notably the
resurgence of the war-scarred capitalist countries and the rise of 'newly industrializing countries'. By
the 1980s the so-called 'decline' of the United States was at the centre of fashionable debate.



 
This book will attempt to indicate what were the forces which made the United States the world's

leading economic power, and what factors, domestic or foreign, eventually undermined that position.
After examining the long-term factors in America's ascent, subsequent chapters will look back at
recent economic history, from the 1920s onwards, seeking the historical roots of both the strengths
and weaknesses of the American economy today.

The rise of America's economic power rested upon the ability of its entrepreneurs to develop the
most advanced technology and to organize large-scale production in a scientific way. Through most of
the twentieth century achievements in production and in raising the productivity of labour outstripped
those of any other country. American techniques of production, business organization and
management became models for even the most advanced industrial countries, and continued to be
such for some time after the Second World War, when American influence on business practice
internationally reached its highest point.

To understand why this was so, it is necessary to cast a backward glance at the specific conditions
under which American industrialization took place. Europeans who colonized the continent of North
America came from that part of the world which had already developed the most advanced techniques
and forms of organization, as their arrival, invasion and successful settlement of the colonies suggests.
There was little or no basis, in the colonial environment, for the transplanting from Europe of feudal
forms of land tenure or pre-capitalist institutions. The high ratio of land to labour in colonial times,
which made it possible for almost all free men to acquire some property, made it difficult for anything
like a landed nobility to establish itself and impose serfdom. The nearest form, for white people,
indentured labour, lasted for only a fixed term of years, after which the servant might be granted a plot
of land and become independent of wage-labour. The general scarcity of labour, indicated by the
importation of indentured servants, was overcome by the large landowners, in the regions of
plantation agriculture, by the importation of black slaves, mere chattels, whose labour made it
possible to produce the great export staples like tobacco, indigo, sugar and later, above all, cotton,
upon which the wealth of early America was based. For decades, the 'peculiar institution' of the South
co-existed with free labour in the North; a contradiction between two divergent societies resulted, only
to be resolved in bloody civil war which cost perhaps 600,000 lives.

Material improvement — a higher standard of living in their lifetime - was a compelling motive of
the early settlers, their descendants and successors. It remained the major driving force in American
society. Conditions were extremely favourable for the eventual realization of such hopes, not easily,
but through hardship and hard work. The gospel of hard work as the means to material success had its
religious counterpart in the assumption that success so achieved had divine approval. In the new land
most families made their living by tilling the soil. The virtues of the family farm became part of
American mythology, and its praises are still sung, though it has all but disappeared as a viable
economic unit. Even by the early nineteenth century the goal of most farmers was not self-sufficiency
but the production of a surplus to sell in the market. Many saw their land as a speculation, and were
ready to sell-up and move on to where new lands at low price beckoned. Pre-industrial America was a
land of small commodity producers, with the ubiquitous merchant playing a linking role. It was
already quite different from Europe in its social relations, mainly because of the pervasive forces of
the market, and the emphasis on material advancement and success. The geographical mobility of



 
many Americans contrasted with the close ties to their place of birth of European peasants.

Colonization and Growth

During the late seventeenth and the eighteenth centuries, the American colonies became staple
producers and exporters geared to the markets of industrializing Britain and other parts of Europe.
Long after Independence, this 'colonial' relationship persisted. The United States exported primary
products and imported manufactured goods. It continued to draw upon Europe for supplies of labour
and it borrowed heavily, mainly in the London capital market.

The ability to produce a surplus for export depended upon the high ratio of resources to population
and the response of producers to pecuniary incentives. As long as slavery endured, a large surplus
could be exacted from the labour of the slaves. Part of the latter found its way into the conspicuous
consumption for which the slave-owners were notorious. Even so, part of that surplus, together with
that generated by Northern agriculture, found its way into productive investment, directly or
indirectly. Farmers, who commercialized as much as possible of their output, appeared in the market
as purchasers, both of agricultural inputs (such as tools or seeds) and of consumer goods; local and
regional markets sprang up. While the more sophisticated manufactured goods might still be
imported, the expansion of the domestic market offered opportunities for local production of
household articles and agricultural implements by specialized craftsmen and artisans. In time the
market grew sufficiently large to encourage the setting up of larger units of production.

Since most sections of the population enjoyed a relatively high per capita income by contemporary
European standards, and numbers grew at a steady rate, the market expanded and, with it, the division
of labour. A country of vast distances, the internal market at this stage was bound to be fragmented,
owing to the high costs of transport. Transport improvements, which lowered the cost of hauling
freight, became a key to growth, making possible greater regional specialization. By the late
eighteenth and early nineteenth century, industry was concentrating in the north-east; farmers were
moving westward, opening up new lands for cereal production both for the domestic market and for
export. With the invention of Eh Whitney's cotton gin (1798) making it possible to separate the cotton
fibre from the seed with a considerable economy of labour-time, a plantation slave-economy
producing cotton for export was riveted upon the South.

At this stage, the main form of capital was employed in buying and selling goods, in holding stocks
and goods in process. Capital took a mainly mercantile form; industry employed little fixed capital
and was still mainly in the hands of small artisans and craftsmen. Larger plants only appeared as
entrepreneurs began to set up factories, mainly in the spinning and weaving of textiles, on the pattern
of those which were leading the way in the industrialization of Britain. When that country was at war
with France (1793-1815) and was no longer able to export manufactures to the United States on the
same scale as before, enterprising New England capitalists pursued a policy of 'import-substitution',
setting up factories of their own using the abundant water-power of the region and the daughters of
farmers as their main source of labour supply. Other forms of production, such as flour-milling and
saw-milling, also became more concentrated as the market widened, but they did not require a



 
technological breakthrough or need new sources of power; fast-running streams or rivers would
suffice. The metal industries continued to operate on a small scale with traditional methods, using
charcoal.

Until the mid-nineteenth century the transplant of new technologies, especially in textiles, then in
the metal-producing and using industries, took place steadily, though unevenly, but without a
spectacular breakthrough. However, American conditions were particularly hospitable to techniques
which promised to economise on the relatively scarce factor, labour, and give greater economic value
to the abundant factors, land and natural resources. New resources were revealed by the westward
movement, especially anthracite coal and petroleum. Borrowers at first, American innovators began to
adapt and improve imported technology and then develop their own in the light of the relative scarcity
of labour and capital and the abundance of land and natural resources in America and the nature of
demand. Thus wood-working machines were labour-saving but appeared to use wood wastefully, but it
was cheap and plentiful. There was a growing market for cheap, strong, serviceable and standardized
articles of everyday use in the household or on the farm (and most families still cultivated the land).
At the san e time, there was no mass movement off the land. Hard labouring jobs might be filled by
new immigrants and, as mentioned, the early New England mills looked to farm families for their
labour supply. Labour, especially for more skilled work, tended to be relatively scarce. Many
Americans possessed industrial skills, were better educated than their European counterparts and
accustomed to turning their hand to whatever task came their way. But they might be more interested
in working for themselves than for a boss and would expect a relatively high wage. The labour market
was different from that in Europe and encouraged a search for labour-saving methods.

At this time (from the 1830s) new industries grew out of handicraft production, by splitting up
complicated processes into their component parts, reducing each one, as far as possible, to a repetitive
operation which could be performed by an unskilled worker or a machine. Production on a larger
scale, with a more complex division of labour or the use of machinery, required a bigger capital
investment. Large outlays of this kind would not be undertaken unless the entrepreneur expected to be
able to sell a larger volume of commodities. It was the growth of the internal market for cheap,
standardized goods which encouraged entrepreneurs to take the risk of investing in new techniques
and producing on a larger scale. The heavier fixed costs could be spread over a larger volume of
output, thus realizing economies of scale.

Confronted with particularly favourable market conditions, American innovators grasped the logic
of the machineprocess, taking it even further than the British inventors, whose work they at first
emulated. An important step was the development of tools which could work metals, as well as wood,
to higher degrees of accuracy and which could be used to make machines, in turn able to produce the
finished consumer goods. While the handicraftsman had turned out an individual product, using a
hand-guided tool, counting on the co-ordination of eye and muscle attained with practice, the
machine-tool was able to produce standardized parts which were interchangeable. The machine-made
product was not a distinct and individual creation but one of a series of identical articles,
reproduceable to order. The interchangeability of machine-turned parts had the great advantage that it
was possible to replace from stock any part which proved defective or wore out. Each complete
article, whether a gun or a plough, would also be one of a series made up of these interchangeable



 
parts. The power-driven machine tool thus made possible standardization and interchangeability of the
parts, the basis of modern large-scale production.

Conditions in the United States, notably the existence of a large, uniform market for articles of
everyday use, led to the adoption of these methods earlier than in Europe. Already, in 1851, at the
Great Exhibition held at the Crystal Palace in London, American exhibits attracted the attention of
foreign, especially British, observers. The British government sent a commission to the United States
to study on the spot what became known as 'the American System of Manufactures'. It was not always
clear that what was specifically new in American production methods arose from particular
conditions. In any case, from about this time American technology began to break new ground and
move into the vanguard, a harbinger of the rapid industrialization of the last quarter of the nineteenth
century which was to transform the United States into an industrial giant. Interchangeability and
standardization of parts began with handguns (one of the key contributors to this development being
Eli Whitney, inventor of the cotton gin). They rapidly spread to other branches of industry, such as
watches and clocks, agricultural machinery, wherever moving parts were involved. Use of these
methods undoubtedly assisted American industry to occupy a leading position in new types of
manufacture such as the sewing machine, the typewriter and later the automobile.

However impressive such industrial advances were, they took place, at first, in what was still a
small sector of an economy dominated by primary production. In 1840 manufacturing accounted for
only ten per cent of Gross National Product, reaching a modest seventeen per cent on the eve of the
Civil War. But it was the most dynamic sector and already the dominant one in some areas,
particularly in the North East.

Meanwhile, improvements in transport were knitting together the older settled regions into a single,
more integrated market and pushing settlement further west across the continent. Exports continued to
be dominated by the products of the Southern plantation system and the cereal-growing West. On the
eve of the Civil War, the United States could be characterized as a prosperous country of commercial
agriculture and merchant capitalism; industry was still largely organized on the older handicraft lines,
but there was a significant, and growing, part of industry which was highly capitalized,
technologically advanced and poised to take the lead in the world market. As a primary producer and a
debtor country the United States was still dependent upon Europe. The inflow of capital, like that of
labour, was vital for continued expansion, leaving locally generated capital free to exploit the
possibilities of what was becoming a continental economy.

The Civil War and Its Aftermath

That the United States was already a rich country, producing a large surplus over subsistence needs,
was established lugubriously by the mass destruction and slaughter of the Civil War. A 'modern' large-
scale war, though fought mainly between infantrymen, it required an enormous mobilization of
manpower and resources on both sides. It proved to be an inordinately costly method of preserving the
Union and abolishing slavery, its only positive results.

Thanks to the intensive use of labour in the gang system and the buoyant market for cotton (largely



 
from Britain), the slave economy remained highly profitable in the ante-bellum period. Slavery was
not collapsing under the weight of its own contradictions, nor were the slave-owners in any mood to
be bought off by some kind of compensated emancipation. Force was perhaps the only way in which
'the peculiar institution' could have been ended. On the other hand, growing opposition to slavery
could have been expected from both workers and employers in the North; nor should the possibility of
slave strikes or revolts on a growing scale be ruled out.

The Civil War resulted in the loss of over 600,000 lives, mostly young men in their most productive
years, and it diverted to destructive purposes resources which might otherwise have been used
productively, to raise incomes and promote growth. It left scars which proved difficult to heal. It held
back the Southern economy for decades; although it freed the black masses from slavery, it left them
landless, poor, segregated and exploited. Most freed slaves continued to till the land and grow cotton,
unable to extricate themselves from unequal contracts and crop liens, which effectively tied them to
the land with little hope of improvement.

The outcome of the Civil War meant that the future policy of the United States would be
determined by the interests of Northern business. This was reflected in subsequent policies concerning
the disposal of public lands, tariff protection, railways, banking and the currency. The destruction of
property and wealth in the South, as well as the break-up of the planter economy, meant stagnation in
that region for decades to come. After the war, the industrializing economy of the North showed great
recuperative powers. While the war had slowed economic growth, especially in cotton textiles, some
industries had been stimulated by it. The view that the war acted as a forcing house for more rapid
industrialization, however, has not stood up to statistical verification. Military needs did not place the
same demands on heavy industry or encourage advances in technology as has been the case with the
wars of the twentieth century. Nevertheless, the Civil War may have assisted the accumulation and
concentration of capital, enabling Northern business to stride forward more confidently now that some
major policy issues had been decided in its favour.

The decades after the Civil War saw an acceleration of innovative change and structural
transformation which laid the basis for the establishment of American industrial power. This was
industrialization on a massive scale, opening up and exploiting the resources of a continent and
turning them into capitalist private property, making the United States the richest country in the
world. While agriculture continued to grow absolutely, as colonization and settlement of new lands
took place, made possible by improvements in transport, its place in the national economy went into
decline. Agriculture continued to provide cheap food and fibre for the export trade as well as itself
constituting a market for manufactured goods. The labour force grew both by natural increase (though
at a slower rate than in the early nineteenth century) and by mass immigration, increasingly from
Southern and Eastern Europe. The main thrust for growth, however, came from new capital formation,
embodying more productive technology as resources were shifted into manufacturing and mining
(Tables 1.1 and 1.2).



 

The historical experience of American businessmen had been that labour was a relatively scarce
factor and that labour costs would continue to rise. Hence investment continued to flow into labour-
saving methods of production, thus promoting further mechanization, the substitution of capital for
labour. The high ratio of capital to labour characteristic of American industry meant the building up of
a powerful capital goods industry-iron and steel, coal-mining, heavy engineering - all concentrated in
the North East. Industry required both a supply of skilled and qualified workers in the machine-
making and other complicated processes, as well as an abundance of cheap, unskilled labour to operate
machines and perform the heavy manual tasks in mills, mines and on the construction sites. A large
part of this new labour force was recruited from the immigrants who arrived in unprecedented
numbers in the decades before the First World War.

With a vast and growing internal market, well integrated thanks to a growing transport network,
industry was encouraged to produce on a large scale both existing products and those issuing from
new technologies. The nature of this market, and relative factor prices (reflecting the cost of land,
capital and labour), gave further emphasis to those features associated with 'the American System of
Manufactures' already referred to. Standardized, mass-produced articles such as consumer durables,
office and farm machinery, had a larger market in America than anywhere else in the world. In such
fields American firms were often the world leaders, and by the early twentieth century were setting up
branch plants abroad - Remington in office machinery, Westinghouse in electrical power, Singer
sewing machines, Ford cars. The application of labour-saving machine technologies and the
systematic organization of the production process made possible important gains in productivity, thus
enabling entrepreneurs to reduce the price of the product and extend the market. American industry



 
was forging ahead of the older industrial countries of Europe not only in aggregate output - to be
expected in view of the size of the national market - but also in productivity and competitiveness. The
new expanding industries, embodying the technologies of the late nineteenth and early twentieth
centuries, were highly capitalized, putting more power behind the elbow of the American worker and
providing him with more specialized and complex machinery than his European counterpart: in return,
his wage was two or three times larger. But the expanding industries also depended upon a supply of
cheaper, immigrant labour. Mobile, imposing no costs of upbringing or training, it could be directed
into those occupations where it was most in demand, mostly manual and menial jobs. Established
American workers often feared and opposed immigration, fearing that their wages and living
standards would be undermined by the newcomers. There was hostility to the Irish and other Catholics
in the 1850s, to newcomers from Southern and Eastern Europe in the 1880s and especially to the
Chinese brought in to work in California. The Chinese Exclusion Act (1882) was followed by attempts
to stop Japanese immigration which culminated in the 'Gentleman's Agreement' with Japan (1907),
effectively ending direct immigration from the Orient.

The mass of the American population was strongly motivated towards material advancement and
monetary gain. That was what had drawn colonists and immigrants to the New World in the first
place. Average money incomes were high by European standards, which meant a large and growing
market for standardized machine-made goods such as tools, guns, utensils and farm machinery;
precisely the type of product in which American manufacturing excelled. This was the basis for the
surge of industrialization which precipitated the United States into economic leadership in the early
twentieth century.

As industrialization proceeded, so did its usual accompaniments. Population density thickened with
the growth of towns in the industrial regions. Some older industrial areas in New England stagnated or
were in decline, but new industrial areas came on the scene. New York and other big cities grew as
centres of trade and finance, with mostly light industry. Heavy industry was drawn to the coalfields
and nodal points in the transport network - Buffalo, Cleveland, Chicago, Detroit, Pittsburg,
Philadelphia, Minneapolis and other centres. Rapid urban growth, and especially the rise of big cities,
resulted in housing shortage, overcrowding and slums; poverty, insecurity and unemployment were
the lot of many urban dwellers. At times workers in the mines and factories revolted against the
harshness of their conditions or their low wages. In such cases, labour struggles could be fought out
with bitterness and violence. Class solidarity was often slow in forming where masses of people of
varied ethnic origin and social background were thrown together in a struggle for existence. Many
sought a solution for themselves and their families by striving to move upwards in the social scale.
Those who achieved some modest success could look down upon more recent immigrants and, of
course, blacks, the poorest paid and the most vulnerable to unemployment and poverty.

The growing prevalence of patterns of urban living offered new opportunities for the mass
production and marketing of consumer goods. Basic products in the food and drink line were
processed into convenient form, put into packets with brand labels and advertised in the press and on
bill-boards until they became household names. Large firms were established in fields in which they
had never existed before such as processed and packaged foods and beverages. Their share of the
market, a measure of their success, was inconsistent with perfect competition. Indeed, branding and



 
advertising aimed to make a product so distinctive that there was no substitute for it, at least in the
mind of the purchaser. Entry into some fields became more difficult because of the high initial costs
as in iron and steel and engineering or industries like branded food products, which now included
those necessary for nationwide distribution and advertising. Access to capital and credit was necessary
to increase sales of an existing product or launch a new one.

The Rise of Corporate Business

By the end of the nineteenth century, in the main industries, business was taking on its modern,
corporate form; the dynamic individual capitalist entrepreneur was giving way to the salaried
executive. This trait had been apparent for some time in the case of railway companies. It was perhaps
obscured by the continued prominence of a few noted entrepreneurs, of whom Andrew Carnegie was
the archetype: self-made, ruthless, authoritarian and fabulously wealthy. It was in the United States
that the potentialities of the company enjoying limited liability for its shares into which its capital was
divided (common stock in American parlance) were most fully realized.

The corporation became a legal personality, separate both from its owners and managers. It could
sue or be sued in the courts; it had to be pronounced dead by lawyers, not by doctors; as long as it
remained solvent, it achieved a kind of immortality. Corporate businesses could raise additional
capital through the Stock Exchange by selling stock or by borrowing at a fixed rate of interest. As a
means for raising capital the corporation has not been surpassed, and it is impossible to conceive of
modern capitalism without it. It was a necessary complement to those technical changes which were
greatly increasing the need for fixed capital in manufacturing industry. A whole new strategy of
business was devised on the basis of the corporation and stock dealing, which became a model for the
capitalist world. In Britain industry was slower to adopt the corporate form while in continental
Europe at this time the banks played an important promotional role. New organizational structures and
innovative forms of management carried the logic of capital accumulation to its highest point in
twentieth-century America.

The rise and consolidation of the business corporation was at first a response to the depression of
the 1870s and 1880s. Pressure on prices and profits intensified competition, and when this became
self-destructive there was a turn towards mergers and combinations to keep it in check. There was a
tendency for a small number of firms to survive in each field, bolstered by their greater financial
viability and support from the banks as well as superior access to markets or raw materials. This
tendency was most pronounced in large-scale industry needing large amounts of fixed capital
embodying advanced technology. The great firms built up in the closing years of the nineteenth
century, some the product of the merger movement, proved to have real staying power; they made up
the core of industrial America and were the forerunners of the multinational corporations of the
following century.

The success of the corporation, based as it frequently was on market power, enabled it to
accumulate financial reserves or to call upon fresh capital from the stock market and the banks as
required. The large standardized market was essential for its operations, while what might seem to



 
have been the handicap of high labour costs was an invitation to introduce more and more labour-
saving machinery. This led to heavy outlays on fixed capital as well as distributive and marketing
costs which therefore had to be spread over the largest possible volume of output. There was a
constant striving to reduce costs by improving existing methods, installing new machines and raising
labour productivity through more efficient organization of the labour process. There was, however, a
limit to what could be done in any one product market, which could easily become saturated. To keep
up the rate of profit it was necessary to deploy capital, labour, management skills, technology and
manufacturing facilities in the development of new processes and, especially, new products.

Diversification by the giant manufacturing companies became one of the outstanding features of
twentieth-century American capitalism. A manufacturing firm which began with one product, say a
vacuum cleaner, might move into the production of other domestic appliances. Later, the big car firms
in the 1920s went into tractors, accessories, diesel motors and aviation. Continuous research and
development by the big corporations became a condition for survival, both to improve existing
products and to develop new ones.

The major impulse behind these changes in business strategy was to keep up profit rates. Costs had
to be kept down and new outlets found for accumulated capital. Big business developed an aggressive
armoury not available to the old-style entrepreneur. Large-scale organization, backed by huge
financial resources, made possible, and necessary, specialization in all directions. As the scale of
business and the complexity of its operations grew, it became impossible for one man, however
skilful, or even a board of directors, to keep track of many different and geographically dispersed
operations. While overall decision-making on strategic questions remained with head office,
decentralization took place both on the product and the plant level. Many decisions, of a day-to-day
type, had to be delegated to lower rungs of management.

Consequently, business built up an hierarchical command structure, a veritable bureaucracy, located
in office buildings, often away from the plants, and subject to their own laws of growth. On the
vertical plane a similar specialization of management structures took place to deal with such questions
as production control, labour relations, research, marketing and so on. These, in turn, could be split up
still further if the size and complexity of the corporation warranted it.

The different operations of management could therefore be systematically examined, analysed,
theorized and made into a set of rules. Management became professionalized; these theories and rules
could be passed on as a body of knowledge, revised and added to in the light of experience, through
business schools and managerial courses. While business ideology was a dominant influence in the
universities, financed as they were largely by donations from businessmen, they also established
special schools of business management. The first was the Wharton School of Finance at the
University of Pennsylvania (1881). The prestigious graduate School of Business at Harvard was
founded in 1908. In the 1920s there was a rapid increase in business courses and in colleges
specializing in business studies. By 1928 there were eighty nine business schools with 67,000 students
in addition to courses offered by other colleges. This professionalization of management, the business
'revolution' of the twentieth century, was first embarked upon and developed in the United States. In
time it was disseminated to other countries, adapted to other conditions and improved upon; in time,
pupils might become masters.



 
Besides displacing the rule-of-thumb methods of the individual entrepreneur of the old type,

management 'science' provided an avenue of advancement for young men from the middle class who
had little prospect of going into business on their own account, as a result of the dominant role played
by the corporation in many areas of business. The old middle class, based upon property ownership,
was being superseded by a 'new' middle class of salaried managers and professionals, educated in the
universities and the business schools.

Corresponding changes were taking place in the labour process at the plant level. At least in the
larger and more modern plants, the assembly line and continuous flow methods were being adopted.
Besides speeding up the tempo of work, the object was to make the most out of capital investment by
using all the plant to the maximum. There was a growing tendency for the movements of the workers
to be scientifically observed and synchronized with those of the machinery. The main innovator was
the engineer Frederick W. Taylor, who introduced time-and-motion study. The object of what became
known as 'Taylorism' was to remove all initiative from the workers and to place it firmly in the hands
of management. This could be done by studying each job and then comprehensively specifying the
movements which the human operator should perform in the course of doing it, eliminating those not
indispensable for achieving maximum output.

'Taylorism', though not as revolutionary as its inventor claimed, nor applied over the whole of
American industry, went well beyond the older forms of factory discipline. It pushed the detailed
division of labour, about which Adam Smith and Karl Marx had written, to its utmost point. As they
had seen, the worker then became an ancillary of the machine and was reduced to the endless
repetition of a limited number of operations, the very duration of which were determined in advance.
Clearly, the main benefits of'Taylorism' and similar systems accrued to the employer in lower labour
costs per unit of output, an increase in labour productivity. The carrot for the worker was that part of
the increase in production was promised to him as an incentive to accept the imposition of complete
control over his working life. 'Taylorism' met with much hostility and was opposed by trade unionists;
even non-union workers resented its interference with old-established working practices. Such
methods of production made great demands upon the physical stamina and the nervous system of the
workers involved, leading in some cases to high labour turnover, which partly defeated their object. At
the same time, it was claimed that consumers gained, in the form of a supply of cheaper, mass-
produced goods.

It should be added that, during the first decades of the twentieth century, these changes in the
organization of the labour process were mainly confined to some of the large-scale mass production
plants concentrated in the north-eastern industrial region. Elsewhere, many varieties of productive
enterprises could be found: domestic work in the back streets of big cities, the artisan's workshop in
the many small towns which dotted the landscape of rural America, and more traditional factory
industry in textiles and other consumer goods. There were still many localized small-scale units of
production, just as there was an enormous variety and number of small businesses of every type of
trade and industry These still appeared to offer some hope of success to those pursuing the American
dream of becoming an independent businessmen by dint of honest toil, and making a fortune.



 American Industry Before the First World War

The overall picture of American industrialization can be summed up in a few stat stics. Physical
output per man hour rose at an annual rate of 1.6% between 1889 and 1919 (Table 1.3). GNP per
capita rose at an annual rate of 1.76% from 1879 to 1919, while aggregate GNP rose by 5.69% per
annum. Total population had grown approximately threefold to ninety-one million between 1860 and
1910. By this time the American market was the largest and most homogeneous in the world; and it
continued to grow rapidly. By the time that the European great powers had become locked in conflict
in 1914, the United States had become the largest industrial nation, leading the world in total output of
steel, coal and many other industrial products. It had taken the lead in such new fields as motor
vehicles, electricity and petroleum refining. It had the most advanced industrial technology, the
highest level of labour productivity and the highest standard of living. Americans tended to take this
leadership for granted, not realizing how recent it was; not until decades later did they awaken to the
fact that it was conditional, and could be challenged. Outside the industrial heartlands, however, the
United States was still very much a rural society of family farms and small towns, which were more
typical than the great metropolitan cities. Until after the First World War more Americans lived in
rural than in urban territory. There was still plenty of room in the twentieth century for extensive
development, as well as for continued industrialization and urbanization in the South and West (which
later made up the 'sun-belt'): California, Florida, Georgia, Texas and the Carolinas, for example.

The most significant feature of American industrialization was its distinctively 'modern' character,
taking place, as it did, on the basis of the new industries of the late nineteenth and early twentieth
centuries. The most impressive example of this vanguard role was the automotive industry, far in
advance in methods of production of any other country, and the first to make the car and the truck an
indispensable part of everyday living, while in Europe the car was only slowly ceasing to be a rich
man's toy. Henry Ford and his competitors, by going over to assembly-line production (adapting and
extending 'the American System of Manufactures'), brought the car within the reach of a much wider
section of the population, both as a business tool and a convenience for the family.

Compared with the old countries of Europe, the United States had always been distinguished by the
fluidity of its social relations, the absence of a landed aristocracy or a ruling class based upon
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